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Welcome to Buck Consultants
2006 Webcast Educational Series

« Buck Consultants’ webcast series features insights and
updates on important compensation and business topics

 Today’s session is the eighth of our series

 Please save the date for our next webcast:

November 15t at 1:00PM EST
Stock Option Expensing: First Year’s Lessons Learn ed



Today’s speaker

Kathy Ledford

Principal, Sales Management Consulting
(770) 916-4132
Kathy.Ledford@buckconsultants.com

Please direct your questions via e-mail to:
simon.byng@buckconsultants.com




Agenda

 Who wants to know about the sales compensation plan?
 What is the meaning of “effective™?

 What should you do and what does it mean?

 How often should you do this?

« Wrap up/ Q&A



Who Wants to Know?



The Business Partners and What They Want to Know

Business Unit
Leader

Sales Leader

Finance

Sales Person

Interest

- Achieving financial results
- Achieving strategic objectives

- Achieving sales goals
- High performing sales team

- Alignment with compensation

philosophy

- Pay for performance

Internal equity

. Return on compensation

investment

- Was | rewarded for my

contribution?

- How did this happen?
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Effective Means

It Drives Results

It Pays Efficiently

It Is Clear How To
Earn Money



What Is “Effective”?



What Is Plan Effectiveness?

The Basics:

Alignment
with
Business

Measures
are linked
to the
business

Measures
are not
linked to the
business

Troublemaker

Effective plan

The Irrelevant Plan

Counterweight

Does not pay for
performance

Pays for performance

Pay Performance Relationship




What Should You Do and
What Does It Mean?



The Effective Plan
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Result: 101% of revenue goal achieved

Plan Analysis

Pay and desired performance are highly correlated; pay distribution is normal and the median is slightly above target

This plan is motivating to the sales force, and sat

shareholders
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isfying to other
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Business Results

* Result: 98% of revenue goal achieved

Plan Analysis

»  Weak pay/performance correlation; pay distribution is skewed

This plan pays for the right things, but pay levels are not driven by actual
achievement of key performance measures

Demotivates the sales force and undermines any attem  pt to build a performance
culture

Many causes: E.g. poor goal setting, multiple measu  res in plan
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» This plan pays for performance, but measures the wr  ong things.

ectives, and gets

» Sales force acts against management’s strategic dir

rewarded yielding poor ROI

» Stakeholders and sales force at odds
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The Irrelevant Plan

Incentive Earned

$140,000

Pay for Performance Analysis

$120,000 ~
$100,000

$80,000 -
$60,000

$40,000 -
$20,000

$0

0%

50% 100% 150% 200%

Revenue Attainment (Percent of Goal )

250%

\
-

300%

Critical business measures (revenue and GM) are not

not measured

Trouble Effective
maker plan
I(,raerlﬁ' Counter-
Plan weight
No
Revenue | Missed performance
link
; 2°Measure
New Product goal | Achieved in plan
- Missing from
GM Goal | Missed plan

Rewards are seen as random, no accountability forw  eak results

May be caused inappropriate weighting of measures,
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achieved because they are

or non-cumulative goals




Does the Plan Pay as Intended?

O Measure 1 @ Measure 2 O Measure 3

Designed versus Actual Incentive Composition

120%

100%4 T e e e _ e ————

25%
80% - 40%

60% -

40% -

Percent of Total Incentive

20% -

0%

Weight in Plan Percent of Actual Incentive Earned

How It Happens:
* Goals — Goals may be too high or too low
» Design — Plan measures are not “linked”; leverage va  ries across measures

» Capabilities — Reps are not equipped to execute stra  tegy

» Confusion — Reps do not understand all the earnings opportunities in the plan




When and How Often
Should You Do This?
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Simplified Sales Incentive Administrative Process
lllustration

Analysis
Payment Reporting and
Evaluation

Data Quota Pay

Sales Event Capture Calculation  Calculation

' Summary
Plan
‘ ' Effectiveness
Sales
Personnel
« Everyone must pay their reps Management

* Most also provide reporting

« A few routinely analyze plan effectiveness
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Simplified Sales Incentive Plan Design Process

Analyze
and
Evaluate

Monitor Implement

» Best practices in sales compensation integrates the analysis of past
plan effectiveness into the design cycle

* Yearly review is the minimum. More may be better.
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How Should You Do the “Analysis”?

» Begin by talking to your stakeholders to identify go-forward objectives and strategies
— Finance
— HR
— Sales Leaders
— Marketing
— Business Leaders
« Getinput (e.g., survey) from the sales force on
— How their jobs have changed
— Their understanding of sales strategy and business objectives
— Clarity of the plan
— Their information needs, e.g., sales and compensation reports
* Analyze the data — at a minimum look at:
— Pay and performance
— Actual versus target results
— Distributions of earnings, performance
— Return on compensation investment (compensation cost of sales)
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Putting It on Your Planning Calendar

» This example shows sequencing
 Actual timing must be adjusted to the realities of your organization.

Data : Reports
Assembly Data Analysis Y
Interview :

Scheduling Interviews Review
Meeting
Held with

Survey Survey Survey Stakeholders

Prep Responses Analysis
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Wrap up / Key Take-Away Points

« Take the lead in evaluating plan effectiveness

* Design your analyses to answer the specific concerns of
various stakeholders

« Mid-year analysis can help identify hot spots before they
become part of the culture
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Thank You !

Questions?

email now to:
simon.byng@buckconsultants.com

Kathy Ledford
(770) 916-4132

Kathy.Ledford@buckconsultants.com
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