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Session One:

How to Increase ROI on 
Your Sales Compensation  
Plan Without Cutting Heads
January 25, 2006

[buck’s 2006 educational webcast series]



2

Welcome to Buck Consultants 
2006 Webcast Educational Series

• Buck Consultant’s webcast series features insights and 
updates on important compensation and business topics

• Today’s session is the 1st of our series

• Please save the date for our next webcast: 

February 22nd at 1:00PM EST

Equity Incentive Plans 
and the 2006 Proxy Season: 

From Design to Approval

[How to Increase ROI on Your Sales Compensation Plan Without Cutting Heads] 
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Today’s Speakers

Craig Ulrich

Principal, Sales Management Consulting Leader

(212) 330-1358

Craig.Ulrich@buckconsultants.com

Kathy Ledford

Principal

(770) 916-4132 

Kathy.Ledford@buckconsultants.com

Please direct your questions via e-mail to: 
yolanda.vanegas@buckconsultants.com

[How to Increase ROI on Your Sales Compensation Plan Without Cutting Heads] 
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Agenda

• A self-quiz

• The Case of the Leaky Sales Compensation Plan

• Defining ROI

• Actions to maximize ROI in your Plan

• Summary

• Quiz results

• Q&A

[How to Increase ROI on Your Sales Compensation Plan Without Cutting Heads] 
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Self Quiz: What Is Your Sales Compensation ROI?  

• Eight questions related to the requirements for maximizing 
ROI on a sales compensation plan.

• Take the quiz; we will provide results for all the questions at 
the end of this session; you can evaluate your company 
against the Webcast audience.

• Keep track of your answers on a sheet of paper (Your 
answers are anonymous to us):  

– Eight questions numbered 1 – 8
– Each question will be answered by clicking on a button, the 

numeric values for each response are shown below:
1. Strongly Disagree
2. Disagree
3. Not Sure
4. Agree
5. Strongly Agree

[How to Increase ROI on Your Sales Compensation Plan Without Cutting Heads] 
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The Case of the Leaky Sales Compensation Plan

Background

• Acme Rowboat Inc. (ARI), a mid-size public company, has a 
sales force of 400 in which most jobs are paid salary plus 
commission.  

• The CFO has just discovered that one of the sales reps, Pat 
Smith, earned more in 2005 than certain corporate officers.

[Case Study] 
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Sales Compensation Manager:Sales Compensation Manager:

•• Agrees to provide the analysis, Agrees to provide the analysis, 
although it takes time to pull the although it takes time to pull the 
data together.data together.

•• Soon realizes, there is no historic Soon realizes, there is no historic 
benchmark for ROI, nor is there a benchmark for ROI, nor is there a 
commonly accepted definition.commonly accepted definition.

The CFO’s Question

CFO:  Pat Smith earned more CFO:  Pat Smith earned more 
than I did!than I did!

•• Most likely, there were others who Most likely, there were others who 
also received big payouts.  also received big payouts.  

•• The big question is: The big question is: 

What did the Company get?What did the Company get?

What is the ROI on this Plan?What is the ROI on this Plan?

[Case Study] 

ROI?



8

Two Weeks Later…

First Lesson of ROI:  Define the desired “return” f or your company.First Lesson of ROI:  Define the desired “return” f or your compaFirst Lesson of ROI:  Define the desired “return” f or your compa ny.ny.

[Case Study] 

Sales Compensation Manager: Sales Compensation Manager: 

•• In terms of our return on In terms of our return on 
investment, investment, 

–– Return = $1B revenue Return = $1B revenue 
Investment = $60 million in Investment = $60 million in 
sales compensationsales compensation

–– SOSO

The Cost of Sales is 6%.The Cost of Sales is 6%.

CFO:  No, I am not interested inCFO:  No, I am not interested in
Revenue, nor in the cost of sales Revenue, nor in the cost of sales 

•• At Acme, the important measure is At Acme, the important measure is 
contribution margin.contribution margin.

–– Reps have significant pricing Reps have significant pricing 
authority with dealersauthority with dealers

–– We are the market leader, don’t We are the market leader, don’t 
want to squander brand value with want to squander brand value with 
discountingdiscounting

•• What did we get for our sales What did we get for our sales 
compensation spend?compensation spend?
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What Is ROI?

• ROI, or Return on Investment, refers to the relationship between what 
is gained, and the resources used to achieve the gain.  Typical 
examples:

Revenue generated or “R”
[Sales compensation expenditure] or “I”

Contribution Margin generated 
[Sales compensation expenditure]

However, ROI must be defined in the context of your  Business 
Strategy
However, ROI must be defined in the context of your  Business However, ROI must be defined in the context of your  Business 
StrategyStrategy

Return

Investment

[Defining ROI] 
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ROI Equation Alternatives

PossiblePossible
NumeratorsNumerators

PossiblePossible
DenominatorsDenominators

(Sales Compensation (Sales Compensation 
Expenditure Plus….)Expenditure Plus….)

•• Gross Margin DollarsGross Margin Dollars

•• RevenueRevenue

•• Product UnitsProduct Units

•• New Product RevenueNew Product Revenue

•• New Account RevenueNew Account Revenue

•• Revenue GrowthRevenue Growth

•• Plan Communication CostsPlan Communication Costs

•• Sales Plan Administration Sales Plan Administration 
CostsCosts

•• Incremental Spend on Incremental Spend on 
Recognition programsRecognition programs

•• Cost of turnoverCost of turnover

ROI  =

[Defining ROI] 
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ROI at Acme

Using the Sales Compensation 
Manager’s Numbers, the ROI 
calculation is:

$1 Billion ÷ 60 million = 1667%

Is this realistic?
• Average territory $2.5 million
• 400 sales reps
• Average actual pay $150,000/year 

(salary + earned commissions)

[Defining ROI] 
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How to Begin an ROI Analysis

• Get a definition of ROI from management, by soliciting 
stakeholder input at the outset of the plan design process; 
gain consensus and reveal divergent thinking

• Confirm that the definition is measurable through 
discussions with owners of order transactions and data 
base administration, etc.

• THEN build the measurement tool(s) (ie., dashboard) to 
support the relevant and practical definition.

If you begin with the end in mind, you will be bett er able to audit 
an existing plan or design a new plan while ensurin g an accepted
measurement of ROI.  

Next question: Will you like the results?

If you begin with the end in mind, you will be bett er able to auIf you begin with the end in mind, you will be bett er able to au dit dit 
an existing plan or design a new plan while ensurin g an acceptedan existing plan or design a new plan while ensurin g an accepted
measurement of ROI.  measurement of ROI.  

Next question: Will you like the results?Next question: Will you like the results?

[Defining ROI] 
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Back to the Acme Rowboat Case Study –
One Year Later 

[Case Study] 

Sales Compensation Manager: Sales Compensation Manager: 

•• The answer is readily available, The answer is readily available, 
but disappointing:but disappointing:

–– Acme spent all its planned sales Acme spent all its planned sales 
compensation budgetcompensation budget

–– Contribution margin was only Contribution margin was only 
95% of budget.95% of budget.

CFO:  [After closing the year]CFO:  [After closing the year]

•• What was our sales compensation What was our sales compensation 
ROI this year?ROI this year?
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The CFO’s Next Question 

[Case Study] 

Sales Compensation Manager: Sales Compensation Manager: 

•• The plan must have sprung a leak. The plan must have sprung a leak. 
. . . .. . . .

CFO:  CFO:  

WHY?WHY?
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The Five Most Common Sales Incentive Plan Leaks

Goals are not achievableGoals are not achievable

Reps don’t understand the planReps don’t understand the plan

Poor calibration of the pay performance curvePoor calibration of the pay performance curve

Too many performance measuresToo many performance measures

Wrong performance measuresWrong performance measures

��

��

��

��

��

How do these things allow value to leak from your s ales compensation plan?  

How can you prevent them from leaking?

How do these things allow value to leak from your s ales compensaHow do these things allow value to leak from your s ales compensa tion plan?  tion plan?  

How can you prevent them from leaking?How can you prevent them from leaking?

[Actions to Maximize ROI in Your Plan] 



16

Implications and Leak Repair  - Wrong Measures

����������	
����������	


Rep exerts effort, company pays out, but results are less than dRep exerts effort, company pays out, but results are less than desirableesirable

PREVENT THE LEAKPREVENT THE LEAK

•• Define critical objectives for the company for the plan periodDefine critical objectives for the company for the plan period

•• For each objective, decide what “success” is, i.e, the metric thFor each objective, decide what “success” is, i.e, the metric that at 
could be used in a sales compensation plancould be used in a sales compensation plan

•• Verify that each metric can be tracked and measuredVerify that each metric can be tracked and measured

•• For each job, narrow down the list to mission critical measures For each job, narrow down the list to mission critical measures which which 
align with required corporate results.align with required corporate results.

���

[Actions to Maximize ROI in Your Plan] 
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Implications and Leak Repair  - Too Many Measures

����������	
����������	


Rep exerts effort on nonRep exerts effort on non--critical measures, company pays out, and key critical measures, company pays out, and key 
financial results fall shortfinancial results fall short

PREVENT THE LEAKPREVENT THE LEAK

•• Select only from the list generated in #1Select only from the list generated in #1

•• Ask three questions:Ask three questions:

–– Is this the only job that controls this variable?Is this the only job that controls this variable?

–– Is this the most important job that controls this variable?Is this the most important job that controls this variable?

–– Is another way (comp or nonIs another way (comp or non--comp) to manage accountability for comp) to manage accountability for 
the measure in this job?the measure in this job?

•• If more than three measures seem necessary, consider the job itsIf more than three measures seem necessary, consider the job itself:  elf:  
Has it become too broad?  I.e., too many disparate responsibilitHas it become too broad?  I.e., too many disparate responsibilities to ies to 
focus adequately on any? focus adequately on any? 

���

[Actions to Maximize ROI in Your Plan] 
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Implications and Leak Repair  - Poor Calibration 
of Pay and Performance

����������	
����������	


If pay curve does not have a “steep enough slope,” it may not moIf pay curve does not have a “steep enough slope,” it may not motivate reps tivate reps 
to make incremental effort required to move quota achievement hito make incremental effort required to move quota achievement highergher

PREVENT THE LEAKPREVENT THE LEAK

•• Design the plan so that payouts to the “excellent” performer (90Design the plan so that payouts to the “excellent” performer (90thth

percentile) should be between 2x and 3x target.percentile) should be between 2x and 3x target.

–– Look at historical quota achievement patternsLook at historical quota achievement patterns

–– Determine the performance level that typically represents the 90Determine the performance level that typically represents the 90thth

percentile of performance for a given sales jobpercentile of performance for a given sales job

•• You will not find this answer by surveying your competitors; it You will not find this answer by surveying your competitors; it is unique is unique 
to youto you

���

[Actions to Maximize ROI in Your Plan] 
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Implications and Leak Repair  - Reps Do Not 
Understand the Plan

����������	
����������	


If reps do not understand how to make money under the plan, theyIf reps do not understand how to make money under the plan, they are not are not 
motivated by it.  They “Get a check, but have no idea how it wasmotivated by it.  They “Get a check, but have no idea how it was earned,”  earned,”  
thus, leaving strategy to be designed by the reps.thus, leaving strategy to be designed by the reps.

PREVENT THE LEAKPREVENT THE LEAK

•• Rule of Thumb:  Design a plan simple enough to be explained in aRule of Thumb:  Design a plan simple enough to be explained in a
(simple) paragraph(simple) paragraph

•• Train managers to understand and communicate the plan proactivelTrain managers to understand and communicate the plan proactively y 
and clearlyand clearly

•• Communicate the plan in the context of strategy and job roleCommunicate the plan in the context of strategy and job role

•• Create focused communication materials.  Separate the plan Create focused communication materials.  Separate the plan 
document from the legal and policy documentdocument from the legal and policy document

•• Communication is not a oneCommunication is not a one--time event through one medium, but a time event through one medium, but a 
multimulti--media processmedia process

���

[Actions to Maximize ROI in Your Plan] 
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Implications and Leak Repair  - Goals Not 
Achievable

IMPLICATIONSIMPLICATIONS

Unachievable goals can reduce motivation so that performance faiUnachievable goals can reduce motivation so that performance fails to ls to 
reach real potential.reach real potential.

PREVENT THE LEAKPREVENT THE LEAK

•• Develop policy to limit quota overDevelop policy to limit quota over--assignment:  both the level at which assignment:  both the level at which 
it occurs, and the magnitudeit occurs, and the magnitude

•• Create a process to allocate goals based on sales potential and Create a process to allocate goals based on sales potential and 
workload which will better spread the topworkload which will better spread the top--down forecast. down forecast. 

–– Result: more sales people will carry more realistic goalsResult: more sales people will carry more realistic goals

–– More people will get closer to or achieve goalsMore people will get closer to or achieve goals

•• Be sure plan has a reward for top performers, even in a year wheBe sure plan has a reward for top performers, even in a year where re 
overall performance is lowoverall performance is low

���

[Actions to Maximize ROI in Your Plan] 
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Summary of Key Points

• Use a commonly agreed on measure of ROI that reflects 
your company’s important strategic objectives for the plan 
year.

• Make sure the plan is focused, and uses only several 
mission critical measures of success.

• Design the plan so that sales reps and managers will earn 
significant dollars only by delivering desired results.

• Communicate the plan clearly, and in a context that ties it 
to the job role, the sales strategy, and the overarching 
business objectives.

[Summary] 
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Scoring and Implications of Quiz Results

• If you scored between 5 and 4.50 
– Excellent: You could be a best practices company

• If you scored between 4.49 and 3
– Average: You could benefit from some changes in your sales model

or reward plan

• If you scored between 2.99 and 1
– Room for Improvement: You could be spending significant sales 

compensation dollars without getting a reasonable return

Offer:  We will send a copy of results to those who request it by providing 
their email address to Yolanda Vanegas at:
yolanda.vanegas@buckconsultants.com

[Quiz Results] 
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[thank you]

Thank You !

Questions?Questions?

email now to:

yolanda.vanegas@buckconsultants.com

Craig Ulrich

(212) 330-1358

Craig.Ulrich@buckconsultants.com

Kathy Ledford

(770) 916-4132 

Kathy.Ledford@buckconsultants.com


