Human Resources

Forget holiday
turkeys or
recognition
plagues. Legal
tender is still
the preferved
method for
rewarding
sales people,
But if your
compensation
program is
not in tune
with your
strategic
aperating plan,
your sales
engine may
start choking
and sputtering.
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IS YOUR COMPENSATION PROGRAM
IN NEED OF A

MAJOR TUNEUP?

fren confusing and not well un-

derstood, sales cnmpenutiu:n is
frequently relegated to a miner role in
an ommunnsmmglcplmmmpmv
cess. At best, many sales compensation
programs are designed as an afrer-
thought. Even worse, business strategies
of some companics are in part driven or
limired by their existing sales compen-
sation programs,

The result is sales compensation pro-
grams that are not in sync with and do
not support the urgan.izatio:fs strategies,
goals and objectives. In more acute situ-
ations, the sales compensation program
is actually ar cross purpases with higher
level goals.

For example, a division of a large and
well-known public company recently set
out to halt a rapidly declining profic level,
However, it continued to reward its sales
people for territory volume achievement.
Through modification to the sales com-
pensation program in the form of profic-
focused sales performance measures, sales
for increasing their territory profitabil-
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ity. The company was able to stop the
decline in profitability, and has serually
increased its overall profit level.

Sales compensation design should
not be the starting point to the strategic
planning process, nor should an exist-
ing plan influence your business objec-
tives. Sales compensation design is the
sequential result of 2 well-developed
business or strategic operating plan.

L \/‘

pmm.ry do:umcm: er' establishes the
vision and direction of the company. It
does so in the form of specific quantita-
tive and qualitarive strategies, goals and
objectives. It also establishes the frame-
work, guidelines and philosophy for the
compensation program.

In contrast, a compensation program
cannot and is not intended to fulfill this
role. In fact, sales compensation is actu-
ally a supporting tacrical program. Sales
compensation is intended to reward sales
people for performing specific sales ac-
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tivities that help an organization achieve
its overall business and financial objec-
tives. We can think of sales compensa-
tion, then, as an organization’s business
abjectives translated into a pay system
for its field sales people.

Sounds easy enough. So, why do
many organizations have problems pet-
ting their sales compensation plans to
work in concert with their business ob-
jectives? Quite simply, they do notstruc-
ture the compensation plan to support
the strategic operating plan, Or worse,
they structure their strategies around
cxisting compensation plans. The end
result is an ill-construcred dnd mis-
aligned sales compensarion plan.

When your oumpmlm'onphnii not
in sync with your strategic operating
plan, the result is similar to a cylinder
misfiring in ywraummﬂbjlemgtm'!’h:
result to the overall organization is a loss
of power, forward momentum and a
unified performance, Ultimately, these
organizations undoubredly suffer and do
not reach their true sales and competi-
tive potential.
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Five Steps to Better Mileage

Ifyou need ro enhance your compen-
sation program, there is a specific pro-
cess 1o follow. Here is a five-step process
that, if followed in sequence, will help
you align your compensation program
with your business and financial objec-
tives. It will also ensure that your sales
people perform field activities thar make
cconomic sense and help artain corpo-
that the following five steps arca simpli-
fied version of an otherwise highly com-
plex and sequential process.

1. Establish Corporate

Business Objectives.

Your first step is to establish your stra-
tegic operating plan. The principal items
in this document are your financial ob-
jectives, including volume growth and
profir level.

2. Develop Sales and

Marketing Objectives.

Once you have established your over-
all corporate business objectives, your
next step is to determine how you will
accomplish them. Some of the key sales
and marketing objectives you will estab-
lish include the selection of target mar-
kets and customers, and the correspond-
mgmlum:and profit objectives for each,
product mix srategy, strategic parmering
plans, sales coverage and deployment
plans, sales job definition and sales ter-

ritory structure.
3. Establish Sales

Performance Goals.

These are the specific quantitative
and qualitative objectives on an territory
basis thar together work to support and
achieve the larger sales and markering
goals.

4. Design Sales

(omgensulion Program.

nce you have clearly established all
of the objectives in the first three steps,
you are ready to design the sales compen-
sation program. The principal activities

DA Management Journal

you will address in this step include, but
are not limited to such things as pay leve!
{both base salary and incentive amount),
tatio of base to incentive carnings, sales
performance measures and their respec-
tive incentive weighting, incentive pay-
out frequency and caleulation period and
sales compensation policies. Some ex-
amples of sales performance measures
include volume, profit, product mix,
new accounts, growth over prior year,
order size and new product introduc-
tons,

5. Implement Compensation

Program,
this final, but key step, you will
document your new program and then
communicate it to your people in a for-
mal training session.

By following this process, you will
minimize or eliminate many of the
symptoms and problems thar plague
many compensation programs. A well-
designed sales compensation program
starts with a clear and very specific defi-
pition of the business goals and objec-
tives.

Like gas milage in an automabile,
sales compensation tends to reflect the
overall performance of your organiza-
tion, Typically, problems elsewhere in the
organization surface in the sales com-
pensation program. For example, unclear
business objectives or poorly executed
sales and marketing programs will sur-
face in the compensation program in the
form of the symptoms identified to the
right. If your sales compensation pro-
gram is ineffective then chances are there
may be some unresolved or higher order
issues in the organization. And, ineffec-
tive organizations, like an underpowered
race car, will be left behind in the dust
by the competition.

When your sales compensation pro-
gram is tuned to your business plan, your
field sales team will perform like a turbo-
powered engine that will effectively ac-
complish the goals you establish
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