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INTRODUCTION 

Compensating a sales force is one of the most misunderstood aspects of running a 
business. The mistakes made in this arena are too numerous to mention. Far too 
many businesses simply do not compensate their sales people in a manner that 
benefits both the company and its sales representatives. 

There are many ways to compensate a sales force. Choosing the right plan for your 
business is a key factor in determining success. Why? Because sales activities are the 
lifeblood of most businesses. If the sales compensation plan fails to sufficiently 
motivate and reward your sales people, the overall success of your organization is 
compromised. 

You should be concerned, at a minimum, about each of the following issues when 
creating a sales compensation plan: 

1. Motivation – the plan must motivate your sales force to high levels of 
performance.  

2. Equity – the plan must be fair and create relatively equal opportunities for earning 
significant incomes.  

3. Profit – your business cannot give away too much and must avoid falling prey to 
the mistaken notion that sales people are entitled to large portions of the revenue 
or gross profit they generate.  

4. Ease of administration–avoid creating an overly complicated plan that will be 
difficult to administer.  

5. Easy to understand – sales people and all other employees have to be able to 
understand how the plan works.  

6. Reward – the plan must reward sales personnel in a manner that is consistent 
with their production.  

7. Unintended windfalls – protection against paying for unearned sales (not 
associated with effort of sales person) must be built into the plan.  

8. Recruitment and retention – the compensation plan has to be attractive enough 
to recruit and retain top notch talent.  

9. Longevity – a good sales compensation plan will weather large increases in sales 
volume and be able to remain in place for long periods of time.  

 

One of the challenges facing businesses hiring sales people is the fact that most sales 
compensation plans are poorly developed and either over or under compensate sales 
reps. This means that these sales people have certain biases and possibly some 
resentment about compensation. And many sales people have had bad experiences 
with previous or current employers altering their sales compensation plans, territories 
or customer base when the employer believes they start making too much money. 
Having a well thought out and well developed plan that address each of the issues 
above is critical to being able to attract and retain excellent sales personnel. 
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At this juncture it is important to dispel the notion that people are not motivated by 
money. When college business students are taught Mazlow’s Hierarchy of Needs, they 
are often told that money is not important to people. While this is without question true 
for many people, it is rarely the case with good sales people. In fact, experience tells 
us clearly that it is not true for many employees, sales people or otherwise. 

One thing you will want to avoid as much as possible is getting greedy with your 
employees. Remember that a good sales compensation plan will amply reward strong 
performers and their overall compensation could very well end up being quite 
substantial. Avoid the jealous or greedy boss or owner syndrome characterized by a 
feeling that one or more employees is making too much money and needs a reduction 
in pay. This is almost always a very negative situation for you and your sales force and 
will usually result in high turnover and low morale. 

There is a fair amount of psychology involved with motivating your employees. People 
are people and have certain needs and wants. And every person is just a little bit 
different from the next one. Crafting a sales compensation plan for people who tend to 
be high energy and high maintenance is sometimes not easy to do. 

This manual, while brief, addresses the important issues you must consider when 
creating a sales compensation plan that works well for all involved. Of course, there 
will always be someone who will not be 100% happy with what you put in front of them. 
We’re dealing with human beings, all with different perspectives and value systems. 
But you have an opportunity to do what is best for your business and your employees. 
Use this manual as a tool for providing a basis for developing a new compensation 
plan or tweaking an existing one. 
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WEIGHING THE OPTIONS 

There are many ways in which to craft a sound sales compensation plan. Remember 
that one of our main objectives in doing so is to keep it simple, yet motivating. This 
chapter addresses the pluses and minuses of the various components most commonly 
used in sales compensation plans. 

It is important to define several terms we will use in this discussion: 

1. At-risk compensation – this term defines compensation that is dependent 
upon certain events occurring, e.g., a sale or meeting quota.  

2. Pay period – this is defined as any calendar period in which 
sales  compensation will be calculated and paid.  

3. Net sales – this will represent the total sales of a particular sales rep over  any 
given pay period less any returns, discounts or other allowances.  

4. Gross profit – in the context of sales compensation, this is defined as total net 
sales minus the cumulative direct product or service cost over  any given pay 
period.  

5. Fixed expense – an expense that does not fluctuate with the level of  sales.  
6. Variable expense – an expense that fluctuates with the level of sales.   

 

Straight salary plans:  

 Some organizations opt to use a straight salary approach. This simply means that 
sales reps are provided with a base salary and no at-risk compensation. The primary 
advantage of this type of plan is that it is easy to administer and understand. The 
primary disadvantage is that the incentive or motivation to strive for significantly higher 
levels of production does not exist. Some argue that good sales reps do not need at-
risk compensation to be effective. While this might be true in some cases, most people 
are motivated by the opportunity to earn more income.   

Some organizations have tried to make straight salary plans work by tying salary levels 
to performance and adjusting salaries as sales increase. The underlying philosophy is 
that top performers will be rewarded with relatively large increases while lesser 
performers will receive smaller or no increases. While these plans work well as long as 
sales continue to increase, they are fraught with problems when the sales generated 
by a sales person level off or decrease. Let’s look at an example:   

Suppose Jim Rep has been a top performer and has steadily increased his sales 
numbers significantly in each of the first five years he has been with the company. By 
doing so he has received salary increases in each of those years of at least 10%. Jim 
is nearing the end of year six of his employment and is suddenly struggling. His sales 
have declined in this sales year for the first time since he started with the company. 
Some of this seems to be due to market conditions since many of the Sales Reps are 
seeing some softening of their sales numbers (or perhaps Jim just got fat, dumb and 
happy with his high salary and isn’t working as hard as he used to). 
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The prospects for turning things around during the next sales year are not promising. 
So what is the company presented with? It now has a sales rep that has been given 
large salary increases over a period of time. This salary is a fixed expense and unless 
the company cuts the salary (not a good idea), it is stuck paying a high salary to 
someone who is now generating lower sales numbers than expected. If Jim’s sales 
continue to decline, the percentage of the gross profit generated by Jim that will be 
paid out to Jim in the form of salary will continue to climb. 

This example points out one of the primary problems with straight salary plans. 
Creating a fixed expense that will need to be paid regardless of sales levels can 
present a significant problem for your business. 

Straight commission plans: 

Simply stated, straight commission plans tie compensation directly to the level of sales 
or gross profit generated by paying out a percentage of sales or gross profit. No 
guarantee is made by the company to pay the sales person unless they generate 
sales. This makes such a plan a 100% at-risk plan. The primary advantage of this type 
of plan is that it relates compensation directly to production. The primary 
disadvantages are that it makes it difficult for the sales person to get started and it 
provides no fall back for the sales person during months where sales might be down 
for whatever reason. These plans rarely work well because most people who are in the 
selling game don’t like the idea of not having some sort of “cushion” during the tough 
months which are usually inevitable. And they tend to encourage turnover due to the 
uncertainty of the pay stream. 

Granted, there are people in this world who relish the thought of being on 100% 
commission. But reality is that no business will employ only high performing sales 
people (possible if the sales force consists of one or a few people). Most sales people 
fall somewhere in the average to above average category with only a small percentage 
falling into the top performer group. If a business could hire very high performers for all 
sales positions, straight commission plans could make some sense. But because a 
fairly high percentage of any given sales force will consist of those average to above 
average performers known more for ups and downs in terms of sales levels, straight 
commission plans tend to foster lower levels of morale and job satisfaction. One of the 
problems with straight commission plans is the perception of people seeking sales 
positions. Very often companies that offer only a straight commission plan are 
perceived as being greedy and unwilling to take risks. This can make it difficult to 
attract and retain good people. 

The business benefits from straight commission plans monetarily over the short- term 
by paying compensation directly related to sales levels making the pay package a 
strict variable expense. However, keep in mind that over the long-haul a straight 
commission plan promotes heavier turnover leading to increased hiring, training and 
retention expenses. 
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Combination plans: 

Most businesses put into place some form of combination pay plan. They can consist 
of a combination of two or more of the most typical components. Those components 
are salary, commission, bonus, incentive rewards, guarantees and draws. While 
straight salary and commission can stand alone as pay plans, the others typically 
cannot. They must be used in conjunction with salary and/or commissions. Let’s 
examine some various possibilities: 

Salary plus bonus – this plan utilizes a straight salary as compensation during each 
regular payroll period. However, typically on an annual basis, a bonus is paid based on 
the sales production during that particular sales year. Generally the bonus is only paid 
out when certain threshold levels, sometimes referred to a trigger levels, are achieved. 
For example suppose the sales person is on a $50,000 base salary with a bonus 
program that pays out at three levels; 1) if gross profit reaches $400,000, the bonus is 
$5,000, 2) if the gross profit reaches $550,000, the bonus is $10,000 and 3) if the 
gross profit reaches $750,000, the bonus is $20,000. 

Commission plus bonus – this is a plan that combines a straight commission 
structure to provide for pay throughout the year usually on a monthly basis on a 
prescribed date with a bonus structure. As with the salary plus bonus plan, the bonus 
is typically paid out on an annual basis based on thresholds or trigger levels similar to 
the example above. Specific commission rates and structures will be discussed later. 

Salary plus commission – this type of plan combines a base salary that is paid out 
during the year at regular payroll periods with a commission structure that is paid out 
most often on a monthly basis. The mix of salary and commission will be based on the 
amount of total compensation the company wants the employee to have at-risk. Some 
plans offer a higher base salary with a lower commission structure while others offer a 
lower base salary and a higher commission rate. The mix of these components will be 
discussed in a later chapter. 

Commission with a guarantee – while really not a lot different than a salary plus 
commission structure, some businesses prefer to use a straight commission plan 
modified by guaranteeing a certain level of income to the sales person as long as 
performance remains at or above a certain level. For example, suppose a sales person 
is commissioned based on a percentage of the gross profit they generate. And 
suppose that the business requires each sales person to generate a minimum of 
$30,000 in gross profit each month. As long as the $30,000 of gross profit is generated 
in any given month, the sales person would receive a guarantee of some specified 
amount. However, the commission might not kick in until the gross profit generated 
reaches a minimum of $35,000. The obvious assumption with this type of plan is that 
the company will accept $30,000 of gross profit per sales person. However, this can 
lead to sustained “comfortable performance”. This simply means that some sales 
people are satisfied with making the minimum guarantee. High performance 
businesses expect more from their sales people and would not tolerate minimal 
performance over a long period of time. 
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Draw against commission – any time a sales compensation plan includes a 
commission component, there might be the possibility for the sales force to collect a 
draw against future commissions. Simply put, this is essentially a loan against future 
earnings that must be paid back. In some plans, the draw amount is capped and must 
be repaid within a short period of time. In other cases, the draw amount may be 
capped, but may be forgiven if the sales person reaches some high level of sales for 
the year. It is a good idea to cap draws because some sales people can draw down 
large sums of money and then quit or have sub-par performance over an extended 
period of time leaving them with a large draw amount in their draw account that may 
be difficult to repay. 

Salary plus commission plus bonus – this combination has gained some popularity 
due to its motivational aspects. Typically these plans provide a decent base salary, a 
relatively strong commission component and a bonus structure based on meeting 
yearly sales or gross profit thresholds. The primary advantage to such plans is that 
they put more compensation at-risk and they can provide a significant amount of 
motivation to achieve at high levels depending on how the bonus structure is 
developed. You must be careful with this type of plan, however, not to make it too 
complicated. It must be simple and easy to understand and administer. 

One component that deserves some mention is incentive rewards. These are 
sometimes includes in sales compensation plans as added incentive throughout a 
given sales year or some shorter sales period. Trips, gift certificates, goods and 
services and other items can be offered for very high levels of performance over some 
defined period of time. Or they can be used as incentives as part of sales contests 
held periodically. These can be a good idea over short periods of time. However, some 
companies use them over the entire sales year to reward to top 5% of the sales force, 
for example. Incentive rewards can be used in conjunction with any sales 
compensation plan discussed above. This discussion has covered the primary types of 
sales compensation components that are used. The next chapter addresses the cost 
of sales compensation. 
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THE COST OF COMPENSATING A SALES FORCE 
 
Many business owners, executives and managers struggle with the question about 
how much to pay sales people. Certainly there is a fair amount of controversy about 
how much of a company’s gross profit should go toward paying sales personnel. We 
will refer to percentage of gross profit when discussing the cost of sales compensation. 
We do so because we need a common reference point from which to work and 
because it is a logical reference point for assessing appropriate compensation levels. 
 
To begin this discussion, we will use a simple example. Suppose a business 
generated $500,000 in total gross profit on sales of $2,000,000. The company has two 
sales people. Sales person number one sold $1,500,000 worth of product generating 
$375,000 in gross profit and sales person number two sold $500,000 in product and 
generated $125,000 in gross profit. All expenses excluding income taxes amounted to 
$425,000 leaving net income before taxes of $75,000 or a 3.75% pre-tax profit margin. 
Included in those expenses was $150,000 in sales compensation that was paid to the 
two sales people. 
 
In this example, 30% of the total gross profit generated was paid out as compensation 
to the sales staff. It is important to keep in mind that sales compensation is intended to 
compensate sales people fairly for their performance while allowing the company to 
retain as much of the gross profit generated as possible. 
 
Let’s take a look at each of the sales people involved in the example above. For the 
time being and for the sake of simplicity, we will assume that each sales person 
earned 30% of the gross profit that each generated. That being the case, sales person 
number one earned $112,500 and sales person number two earned $37,500. 
 
Now let’s suppose the company paid out 20% of the gross profit in sales compensation 
rather than 30%. Using the same sales and gross profit numbers, sales person 
number one would have earned $75,000 while sales person number two would have 
been paid $25,000. The total difference between the amounts paid out in total sales 
compensation at 30% versus 20% is $50,000. Not accounting for payroll tax 
differences, the company’s net income now is $125,000 or a 6.25% pre-tax net profit 
margin. 
 
This example helps illustrate how large an impact what is paid out in the form of sales 
compensation has on bottom line profitability. Of course, the argument can be made 
that paying out more of the gross profit provides higher levels of motivation and, 
therefore, provides the impetus for more sales, more gross profit and ultimately more 
net profit.  
 
But it is important to note that once a reasonable and motivating level of compensation 
is made available, the motivation to perform at significantly higher levels tends to 
diminish. Certainly this is one of the most often argued business issues. 
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The point is simply that it is critical to understand that sales compensation can have a 
significant impact on your bottom line and it is equally critical to understand that 
unnecessarily paying too much to your sales staff just does not make good business 
sense. Finding the balance between a motivating level of sales compensation and 
maximizing bottom line is your challenge. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 evolutionpartners.com.au 10 

Developing Your Plan 
 
To develop a sound sales compensation plan, there is some research, data collection 
and planning that must be completed. Shortcutting this process can lead to a poorly 
structured plan that does not serve the company or its sales force well. This section 
will address the following steps in developing your plan: 
 

• Territory definition and assessment. 
• Estimating sales and gross profit by sales person or territory. 
• Developing what-if scenarios using various alternative sales compensation plan 

components. 
• Selection of plan components and range of values. 
• Developing and using sensitivity analyses in arriving at specific component 

values. 
• Selection of specific component values. 

 
Each of these six steps is addressed in more detail on the following pages. As you 
work through the process, please do the following: 
 

1. Keep an open mind. 
2. Be realistic. 
3. Maintain a sense of sound business logic and avoid letting your emotions to 

drive decisions. 
4. Remember that sales personnel can be motivated by money. 
5. Remember that money only goes so far in motivating most people. 
6. Remember that your company’s bottom line is affected by expense control (of 

which sales compensation is a part) and by maximizing revenue. 
7. Remember that sales personnel can greatly impact your bottom line by selling 

more. 
8. Remember that happy sales people will generally sell more than unhappy ones. 
9. Remember that turnover in your sales force is very, very expensive. 
10. Remember that recruiting good sales people is affected by the sales 

compensation plan you have in place. 
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Step One: Territory Definition and Assessment 
 
One of the first things that you should examine as part of the process of developing a 
sound sales compensation plan is the anticipated or current potential of each territory. 
Territories can be defined as geographical areas, market segments or some other 
meaningful unit as defined by your business. 
 
The reason it is important to assess territory potential is at least twofold; 1) to help 
ensure that what you will ultimately pay out in total sales compensation for any given 
territory is acceptable and 2) to help analyse the equity across all territories. Equity in 
this case simply refers to the level of “fairness” that has been evident in the distribution 
of potential to each sales person. It is very important to create territories (or assign 
customers) in as equal a manner as possible. Having wide disparities between them 
usually leads to morale and dissatisfaction issues among the sales force. 
 
The worksheet on the following page is intended to help portray on a single page (or 
more if many territories are involved) the potential and equity evident in your territory 
configuration. It will be used to test various sales compensation plans as you test 
alternative plans. 
 
If you feel that there are one or more significant inequities within your territory 
configuration, this could be the time to reconfigure them. Again, keep in mind that 
ongoing inequity in territory allocation can lead to dissatisfaction and turnover among 
your sales force. The challenge in reconfiguring territories if they have been 
established for some time with specific sales people “working” them lies in the 
perception on the part of those with territories with more potential that you are taking 
something away. And you run the risk of pulling a sales person who has a strong 
relationship with certain customers away from those accounts. 
 
There is no guarantee that the new person would be able to maintain or improve the 
relationships. And there could be resentment on the part of the customer if they lose 
someone they may perceive to be not only a sound sales person, but a friend. So be 
very careful if you decide to change territories. It should be done only when there are 
significant discrepancies that are creating a fairness problem. Some businesses have 
found success in developing a territory equity plan that provides for incremental and 
well planned tweaks to territory configurations. One thing you want to avoid at all costs 
is the constant changing of territories. This leads to disruption in work flow and 
relationships and can have a major impact on morale. 
 
If you are establishing territories for the first time, do so with equity and fairness in 
mind. Of course, it is nearly impossible to form territories that are identical in terms of 
potential. But try to make them as similar to one another as possible when it comes to 
sales potential.   
In completing the worksheet on the next page, you will likely find that you will not be 
able to come up with exact numbers. That is very often the case, but it is still important 
to research as best you can what the potentials are for each territory. If you find the 
data difficult to obtain, do your level best to make sound estimates. Avoid making wild 
guesses that really do not have merit. 
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Sales territory overview 

Territory Name / 
Description 

Estimated 
number of 
customers 

Estimated 
average sale 
per customer 

($) 

Estimated 
total revenue 
potential ($) 

Estimated total 
gross profit 
potential ($) 
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Step Two: Estimating Sales and Gross Profit by Sales Person/ Territory 
 
The basis for any sound sales compensation plan is the estimation of actual sales and 
gross profit that will be generated by each sales rep or territory. Some argue that if 
territories are relatively equal then sales across all sales representatives should be 
roughly equal. Unfortunately that just isn’t the case. 
 
A number of factors affect the actual sales level for each representative and/or 
territory. While territories might be equal in size, the competition is usually better or 
worse in some territories. This may be due to better or worse sales people or due to 
support provided by the company (company advertising, district or regional sales 
management differences, etc.). 
 
Perhaps the most influential factor is the strength of the sales person. While we would 
like to think that all of our sales people will be outstanding and maximize sales in a 
given territory, that just isn’t going to happen in most cases. In developing a sales 
compensation plan that will work, it is important to understand that this will be the 
case. And then it important to account for both best and worst case scenarios. 
Certainly underperforming sales people cannot be tolerated, but most businesses have 
people who perform at very high levels and others who do not. 
 
Other factors such as geographical differences in the economy, quality of potential 
accounts, regional cultural influences, etc. can impact sales. These should be 
accounted for in estimating actual sales as well. 
 
Many different methodologies are employed in attempting to predict sales and gross 
profit levels by territory/sales person. If historical data exist, it makes sense to use as 
much of that as possible in creating a basis for your estimates. Keep in mind, however, 
that the length of time and amount of data available can skew your analysis. For 
example if you have only been in business for a few years, it will be more difficult to 
draw strong inferences about future sales. But growth patterns evident in the data, for 
example, can be helpful. 
 
Polling sales people to gain feedback about future sales in their respective territories 
or accounts makes sense as well. While they will often either over or understate sales 
volumes, this feedback can still be useful to the process. 
 
Building more sophisticated modelling tools can be beneficial as well, but for most 
companies more traditional estimation techniques are sufficient solely for the purpose 
of developing sales compensation plans. The intent here is to get a sound 
approximation of sales and gross profits over a period of time, generally 3 to 5 years. 
The worksheets on the following pages provide a simple framework for completing this 
step. The first set of worksheets offer a simple framework for developing estimates of 
sales volume and gross profit for each of the next three years (use your specific sales 
year such as calendar year or fiscal year) using a simple sales potential and market 
share (percentage of the potential expected to be sold by your sales representative) 
approach. Other simple tools and variables can be added to this framework. 
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Understanding that you might not know who will fill each sales position over the three 
year time frame, we recommend that you examine each territory independently. If you 
currently have a sales person on a given territory, you can and probably should use 
that individual as your basis for making your estimates. If you have unfilled territories, 
then simply use the territory potential and use a conservative, but realistic and 
reasonable estimate of sales and gross profit. Keep in mind that our objective in this 
step is to provide a foundation for building a sales compensation plan that is equitable 
for both the company and each of its sales people. 
 
The second set of worksheets are simply formats for summarizing three things; 1) the 
anticipated average sales volume and gross profit levels for each territory over the 
planning horizon chosen (3 years in this case), 2) a best case scenario for sales and 
gross profit in each territory and 3) a worst case scenario for sales and gross profit in 
each territory. Best case scenarios should be determined with optimism in mind and 
worst case scenario should paint a pessimistic picture. These will all be important later 
as you begin to construct your sales compensation plan. 
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Estimating Sales and Gross Profit By Sales Person/Territory – Year One 

Sales 
Person/Territory 

Total market 
potential 

Estimated 
market share 

% 

Expected sales 
volume ($) 

Expected gross 
profit ($) 

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

Totals     

Averages 
(Totals divided by 
number of entries) 
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Estimating Sales and Gross Profit By Sales Person/Territory – Year Two 

Sales 
Person/Territory 

Total market 
potential 

Estimated 
market share 

% 

Expected sales 
volume ($) 

Expected gross 
profit ($) 

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

Totals     

Averages 
(Totals divided by 
number of entries) 
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Estimating Sales and Gross Profit By Sales Person/Territory – Year Three 

Sales 
Person/Territory 

Total market 
potential 

Estimated 
market share 

% 

Expected sales 
volume ($) 

Expected gross 
profit ($) 

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

Totals     

Averages 
(Totals divided by 
number of entries) 
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Average Sales and Gross Profit 

Sales Person/Territory 
Average Sales (add sales for 
each of the three years and 

divide by three)  

Average Gross Profit (add 
gross profit for each of the 
three years and divide by 

three) 
   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

Totals   

Averages 
(Totals divided by number of 

entries) 
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Best and Worst Case Scenarios 

Sales 
Person/Territory 

Best Case 
Scenario – 
Sales (most 

optimistic, yet 
realistic 

estimate for 
any given sales 

year) 

Best Case 
Scenario – 
Gross Profit 

(most 
optimistic, yet 

realistic 
estimate for 

any given sales 
year) 

Worst Case 
Scenario – 
Sales (most 

pessimistic, yet 
realistic 

estimate for 
any given sales 

year) 

Worst Case 
Scenario – 
Gross Profit 

(most 
pessimistic, yet 

realistic 
estimate for 

any given sales 
year) 

     

     

     

     

     

     

     

     

     

     

     

     

     

     

Totals     

Averages 
(Totals divided by 
number of entries) 
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Step Three: Developing What-If Scenarios Using Different Sales 
Compensation Plan Components 
 
This third step allows us to be creative and rational all at the same time. It is in this 
step that we examine viable scenarios for our final sales compensation plan. We 
recommend developing several scenarios that can be applied to the sales and gross 
profit estimates created in steps one and two. The selection of basic plan components 
generally comes from the list below: 
 

1. Salary 
2. Commission with or without a draw. 
3. Bonus based on reaching threshold levels of sales or gross profit. 
4. Discretionary bonus based on the discretion of management. 

 
Other compensation that generally falls outside of base compensation plans includes 
monies or spiffs earned through sales contests, promotions, and the like. These are 
usually not included as part of the basic scenarios you will create in step three even 
though they can add to overall compensation. This is the case because they tend to be 
irregular in nature and cannot be well defined on a year- to-year basis within the actual 
plan. 
 
To begin the process, you should think about each of the following: 

1. What is your internal culture or what do you want it to be? 
2. How could at-risk compensation help us achieve your objectives and to what 

extent? 
3. Where are you coming from? In other words, can you make dramatic changes 

in your sales compensation structure without a lot of “pain”? And even if there 
might be a fair amount of short-term “pain, is it worth your while to make the 
more dramatic change for the benefit of the long-term. Certainly if yours is a 
new business, you are working with a clean slate and can do just about 
anything that makes sense. That’s not to say that an established business 
cannot, but more thought must be given to the impact of the changes. 

4. The plan will/should apply to all sales personnel within a given classification 
even though things such as base salary can vary somewhat based on 
experience, etc. 

5. How complex do you want the plan to be? 
6. Will you seek input from the sales force and from others? Many successful 

sales compensation plans are a result of getting early feedback from sales 
personnel. This helps them buy-in to the plan when it is in place. Be careful to 
make it clear that the actual values of the plan components will ultimately be a 
decision made by management. Some sales people believe they are entitled to 
establish these values and that simply is asking for trouble. But asking for some 
input in terms of the design of the plan in terms of which components should be 
included can make some sense. 
And it is certainly not necessary to ask for this feedback. That is a decision you 
will need to make based on your culture and relationship with the sales staff. 

7. Are there limitations or barriers to developing the plan? For example, is an 
owner or member of top management overly conservative and could he/she 
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stand in the way of developing a viable and effective plan? If so, they will need 
to be educated and “sold” on why a new plan is important. 

8. In general, give a lot of thought to your environment and what will make the 
most sense in terms of compensating sales people. Generally speaking, 
developing a new and well thought out sales compensation plan can be nothing 
but positive for the business. In fact, it can make a significant difference in 
overall performance of the business. 

 
 
 
Developing Your What-If Scenarios 
 
By this time you likely have given some thought to how you might want to construct 
your sales compensation plan. But as a way of helping your process along, we 
suggest using what we refer to as a fully loaded plan as your starting point and 
working backward from there. This includes each of the components mentioned above; 
salary, commission, discretionary bonus and bonus based on thresholds. 
 
Again, we point out that using gross profit as the basis for your at-risk components is 
best. But if you must use something else, do so because it makes sense and not 
because it is just easier. Remember that the last thing you want to do is set up a plan 
that encourages high revenue production and low gross profit. 
 
By beginning with the fully loaded plan, you will have a plan that can provide significant 
incentives for higher performance. However, bear in mind that they can be more 
difficult to administer so you will need to be careful in step four of the development 
process to follow which is the assignment of values to each component. 
 
As a point of reference, we recommend against a straight salary plan for the vast 
majority of businesses. We are asking you to consider a fully loaded plan to begin this 
process and then you can scale back to a two component plan if you would like or a 
three component plan. There really isn’t a true rule of thumb about the number of 
components with the exception that it is important to provide some sort of balance 
between guaranteed compensation and at-risk compensation. And as mentioned 
previously, the plan should not become overly complex. 
 
The values assigned to each component will be more fully identified later during the 
sensitivity analysis step. At this stage of the process, use ranges of values that you 
feel comfortable with. They can be altered later, but come up with reasonable ranges 
as a starting point. These values are used as initial tests of reasonability of amounts to 
be paid out. 
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When we talk about values, what we are referring to are the amounts or percentages 
that will be assigned to the various components. Again, there are really no hard and 
fast rules about how to allocate percentage of total compensation to each component. 
However, here are some guidelines in a fully loaded scenario that have been found to 
be effective: 
 
Salary       20% to 50% 
Commission      25% to 50% 
Discretionary Bonus     $2,500 to $25,000* 
Bonus Based on Reaching Thresholds  5% to 20% 
 
* Discretionary bonuses are generally based on overall performance and are at the discretion of 
management. These are often “hidden” in the plan in that they are not announced as a component 
being offered. In other situations, they are announced as being offered as part of the plan. Any amount 
that is reasonable can be used. In the case of sub-par performance, this number should always be zero. 
It is important that this bonus be used only for excellent performance meeting or exceeding clear 
expectations. 
 
Please understand that these percentages are subject to the inherent variability within 
a plan that utilizes at-risk components. As sales and gross profit increase for a given 
territory/sales rep, the percentages fluctuate. But these guidelines can be helpful in 
identifying initial ranges. 
 
An example using a fully loaded plan may be beneficial. Suppose the estimated 
average gross profit across all territories is $400,000 and the range is $250,000 to 
$750,000. We will use the average as a starting point to assess how well our plan will 
work. 
 
Using the $400,000 average, we will apply some arbitrary ranges for each component: 
 
Salary       $20,000 to $35,000 
Commission      10% to 20% 
Discretionary Bonus     $0 to $15,000 
Bonus Based on Reaching Thresholds  5% to 10% of gross profit 
 
Using the same $400,000 average gross profit, we can now examine the low and high 
end of these ranges in terms of average low and high compensation (we will assume 
one threshold of $400,000 to qualify for the threshold bonus): 
 
Low End: 
Salary       $20,000 
Commission ($400,000 x 10%)    $40,000 
Discretionary Bonus     $0 
Bonus       $20,000 
Total Compensation     $80,000 
% of Gross Profit Paid Out    20% 
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High End: 
Salary       $35,000 
Commission ($400,000 x 20%)    $80,000 
Discretionary Bonus     $15,000 
Bonus       $40,000 
Total Compensation     $170,000 
% of Gross Profit Paid Out    42.5% 
" 
Now it is important to assess the compensation that would be paid out at both the 
bottom and top of the gross profit range, in this case $250,000 and $750,000. We will 
apply the same process used above to each of these gross profit levels. For purposes 
of this illustration, we will assume there is only one bonus threshold at the $400,000 
gross profit level. Most plans that include performance bonuses will use multiple 
thresholds. 
 
$250,000 Gross Profit - Low End Values: 
Salary       $20,000 
Commission ($250,000 x 10%)    $25,000 
Discretionary Bonus     $0 
Bonus       $0 (did not meet minimum threshold) 
Total Compensation     $45,000 
% of Gross Profit Paid Out    18% 
 
$250,000 Gross Profit - High End Values: 
Salary       $35,000 
Commission ($250,000 x 20%)    $50,000 
Discretionary Bonus     $15,000 
Bonus       40% 
Total Compensation     $100,000 
% of Gross Profit Paid Out    40% 
 
$750,000 Gross Profit - Low End Values: 
Salary       $20,000 
Commission ($750,000 x 10%)    $75,000 
Discretionary Bonus     $0 
Bonus (5% x $750,000)    $37,500 
Total Compensation     $132,500 
% of Gross Profit Paid Out     17.7% 
 
$750,000 Gross Profit - High End Values: 
Salary       $35,000 
Commission ($750,000 x 20%)    $150,000 
Discretionary Bonus     $15,000 
Bonus (10% x $750,000)    $75,000 
Total Compensation     $275,000 
% of Gross Profit Paid Out    36.7% 
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This sample what-if scenario for a plan that includes multiple components illustrates 
several things: 
 

1. It is important to be reasonable in the initial value ranges applied. And it is 
important to examine a wide enough range to provide perspective about the 
impact of the values being assigned. 

2. These are merely starting points for the process of refining your plan. Our 
recommendation of starting with a fully loaded plan is solid because it allows 
you to start with the most complex structure and work backwards from there if 
you so choose. 

3. The high end values selected for this example are simply too large and/or the 
values for specific components may need adjusted. Keep in mind that 
adjustments to the various components will be addressed in the next step, 
creating sensitivity analyses. 

4. This is really a trial and error process. Diligence and patience will be valued 
assets as you work through the process. 

 
The worksheets on the following pages will help guide you through this process. They 
will ask for the following information: 
 

1. Each component you will consider. 
2. A range of values for each component. 
3. Estimated low and high end numbers for the basis of your compensation plan. 

In the example above, we used gross profit. If you choose something else, for 
example revenue, your low and high end numbers will reflect that variable. 

4. Estimated average performance for each territory for the measurement 
variable/basis of at-risk compensation selected (gross profit, revenue, etc.). 

5. A simple calculation of cost associated with each scenario. 
 
Complete these worksheets for various scenarios. Remember that starting with a fully 
loaded plan such as that illustrated above makes sense so that you can then use other 
scenarios with fewer or different components to gain a clearer understanding of what 
makes the most sense for your business and your sales force. If you need more 
worksheets, simply copy additional ones since they are all identical. 
 
The first worksheet is a sample based on the illustration above. It is provided as a 
guide for completing your worksheets. 
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What-If Scenario Worksheet – SAMPLE 
 

Components to be included in scenario: 
 

Component Name: Range of Values (low value and high value) 

Base salary $20,000 and 35,000 

Commission 10% and 20% of basis 

Discretionary Bonus $0 and $15,000 

Bonus 5% and 10% of basis 

  

Basis for At-Risk 
Compensation: 

Estimated Low and High Amount Generated and 
Estimated Average Amount Generated 

Gross Profit 

Low: $250,000 

High: $750,000 

Average: $400,000 

 
Calculations for low component values and low basis amounts: 
 
Base Salary (if included)   $20,000 
Commission (if included)   10% x 250,000=$25,000 
Discretionary Bonus (if included)  $0 
Threshold Bonus (if included)  5% x $0=$0 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $45,000 
 
 
Calculations for low component values and high basis amounts: 
 
Base Salary (if included)    $20,000 
Commission (if included)    10% x $750,000=$75,000 
Discretionary Bonus (if included)   $0 
Threshold Bonus (if included)   5% x $750,000=$37,500 
Other Component (if included)   ____________________________________ 
 
Total Compensation    $132,500 
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What-If Worksheet Page 2 
 
Calculations for high component values and low basis amounts: 
 
Base Salary (if included)    $35,000 
Commission (if included)    20% x $250,000=$50,000 
Discretionary Bonus (if included)   $15,000 
Threshold Bonus (if included)   0% x $0=$0 
Other Component (if included)   ____________________________________ 
 
Total Compensation    $100,000 
 
"""" 
Calculations for high component values and high basis amounts: 
 
Base Salary (if included)   $35,000 
Commission (if included)   20% x $750,000 = $150,000 
Discretionary Bonus (if included)  $15,000 
Threshold Bonus (if included)  10% x $750,000 = $75,000 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $275,000 
 
 
Calculations for low component values and average basis amount: 
 
Base Salary (if included)    $20,000 
Commission (if included)   10% x $400,000 = $40,000 
Discretionary Bonus (if included)   $0 
Threshold Bonus (if included)   5% x $400,000 = $20,000 
Other Component (if included)   ____________________________________ 
 
Total Compensation    $80,000 (20% of average basis) 
 
 
Calculations for high component values and average basis amounts: 
 
Base Salary (if included)    $35,000 
Commission (if included)    20% x $400,000=$80,000 
Discretionary Bonus (if included)   $15,000 
Threshold Bonus (if included)   10% x $400,000=$40,000 
Other Component (if included)   ____________________________________ 
 
Total Compensation    $170,000 (42.5% average basis) 
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What-If Scenario Worksheet – Scenario One 
 

Components to be included in scenario: 
 

Component Name: Range of Values (low value and high value) 

  

  

  

  

  

Basis for At-Risk 
Compensation: 

Estimated Low and High Amount Generated and 
Estimated Average Amount Generated 

Gross Profit 

Low:  

High:  

Average:  

 
 
 
Calculations for low component values and low basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
 
Calculations for low component values and high basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
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What-If Worksheet Page 2 
 
Calculations for high component values and low basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
"""" 
Calculations for high component values and high basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
 
Calculations for low component values and average basis amount: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
 
Calculations for high component values and average basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
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What-If Scenario Worksheet – Scenario Two 
 

Components to be included in scenario: 
 

Component Name: Range of Values (low value and high value) 

  

  

  

  

  

Basis for At-Risk 
Compensation: 

Estimated Low and High Amount Generated and 
Estimated Average Amount Generated 

Gross Profit 

Low:  

High:  

Average:  

 
 
 
Calculations for low component values and low basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
 
Calculations for low component values and high basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 



 evolutionpartners.com.au 30 

What-If Worksheet Page 2 
 
Calculations for high component values and low basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
"""" 
Calculations for high component values and high basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
 
Calculations for low component values and average basis amount: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
 
Calculations for high component values and average basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
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What-If Scenario Worksheet – Scenario Three 
 

Components to be included in scenario: 
 

Component Name: Range of Values (low value and high value) 

  

  

  

  

  

Basis for At-Risk 
Compensation: 

Estimated Low and High Amount Generated and 
Estimated Average Amount Generated 

Gross Profit 

Low:  

High:  

Average:  

 
 
 
Calculations for low component values and low basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
 
Calculations for low component values and high basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
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What-If Worksheet Page 2 
 
Calculations for high component values and low basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
"""" 
Calculations for high component values and high basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
 
Calculations for low component values and average basis amount: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
 
 
Calculations for high component values and average basis amounts: 
 
Base Salary (if included)   $__________ 
Commission (if included)   ___% x __________=_________ 
Discretionary Bonus (if included)  $__________ 
Threshold Bonus (if included)  ___% x __________=_________ 
Other Component (if included)  ____________________________________ 
 
Total Compensation    $____________ 
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Step Four: Selection of Specific Components and Range of Values 
 
Step three in the compensation plan process is intended to be an eye opening 
experience in terms of the impact of the addition and subtraction of plan components 
and possible range of values for each component. It is a necessary step and one that 
must be undertaken with careful thought. 
 
As mentioned previously, your plan’s specific components will depend on your 
company’s specific circumstances. In step three, you will have identified the various 
components you might consider including in your plan. In step four, you will select the 
specific components that you will include in your plan. 
 
If you feel that a more complex plan is workable in your environment, add more 
components. If you believe that simplicity is important, utilize fewer components. 
 
It is important to understand that components such as threshold bonuses (those based 
on achieving certain levels of performance) will often have several levels associated 
with them. For example, you might use something like the following structure for your 
threshold bonuses: 
 
Reach $400,000 in gross profit   Bonus equals 5% of total gross profit 
Reach $550,000 in gross profit   Bonus equals 7.5% of total gross profit 
Reach $750,000 in gross profit  Bonus equals 10% of total gross profit 
 
 
Sometimes specific dollar amounts are assigned to each level rather than 
percentages. For example: 
 
Reach $400,000 in gross profit   Bonus equals $10,000 
Reach $550,000 in gross profit   Bonus equals $15,000 
Reach $750,000 in gross profit  Bonus equals $25,000 
 
 
In this example, the sales person would earn only one of the amounts shown. Another 
feature used in some threshold bonus structures is a cumulative feature. That might 
look like this: 
 
Reach $400,000 in gross profit   Bonus equals $5,000* 
Reach $550,000 in gross profit   Bonus equals $10,000* 
Reach $750,000 in gross profit  Bonus equals $15,000* 
* Bonus amounts are cumulative 
 
In this situation, as the sales person reaches each level, the amount earned by hitting 
the new level is added to the amount earned for reaching the previous level. The 
structure above could pay a sales person $30,000 of bonus money if he/she reaches 
at least $750,000 in gross profit. 
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This issue of multiple levels is raised to illustrate the potential complexity involved in a 
multiple component plan. However, we have found that the additional complexity 
involved by using components such as threshold bonuses is offset by the motivational 
aspect of striving to reach for higher levels of performance. 
 
Selecting the specific components of your plan is really a matter of analysing the 
worksheet information for each of the scenarios you developed. A lot of eyeballing is 
needed as you identify the components. Think about each of the following factors as 
you eyeball the components and data supporting the range of values: 
 

1. Will the scenarios developed be easy to understand and administer? All sales 
people must be able to easily identify how they will be compensated. And all of 
the component payouts must be easy to calculate. 
 

2. Do any of the components de-motivate in any way? This generally relates more 
to the values assigned to the various components. For example, if the values 
established for a particular component make it virtually impossible to achieve, 
that component becomes counter motivational in that the sales force will believe 
it is window dressing and not legitimate. Again this is more of a value issue, but 
be careful not to throw out a component because it appears to pay out too 
much. Simply make adjustments in the values and rerun your scenario. 
 

3. Does each of the components work together well? Are they enough different 
that they warrant being separate components? Some businesses have 
developed plans that have several components that look all too similar. For 
example, perhaps there is one commission based on a percentage of revenue 
and another based on gross profit both calculated from dollar one. In this case, 
there is a conflict between the two components and no need to have both in 
place since they are both paid out from dollar one. 
 

4. Understand that there will likely be adjustments necessary in your range of 
values. Remember that you initially selected the ranges based on gut instinct 
and some rough calculations. Just because the numbers may show that one or 
more components are paying too much does not mean they should be thrown 
out. Adjust the range of values and rerun your calculations for the given 
scenario(s). In step five, you will be using the range of values to establish the 
sensitivity analyses to arrive at the specific ending values for each component. 
You will want to get the range as reasonable and workable as possible before 
you start that step. In our example above, we found that the high end of the 
range of values for some components were simply too high. We would adjust 
those down and recalculate the total compensation based on the adjusted 
values. And you might find that the low ends of the ranges are too low as well. 
Adjust those up some and recalculate the total compensation. We are simply 
trying to get a reasonable starting point for carrying out the sensitivity analyses 
that will come in the next step. 
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5. First and foremost, where do you want to take your sales culture? If you want to 
pay the sales force well for a job well done, you will need to keep that in mind. 
Having several well thought out and motivating components can serve your 
company well because your sales force will feel that you are rewarding them for 
high performance and that you are being fair. You should be striving to develop 
a high performance, high accountability culture within your sales team. The 
compensation plan can be an integral part of creating that kind of culture. 

 
After examining the data generated by your what-if scenarios and giving a fair amount 
of thought to what you believe to be the most workable set of components, complete 
the worksheet below. 
 
 
 
Selected Components and Range of Values Worksheet 
 
 
 

Basis:_________________ 

Component Low End of Range High End of Range 
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Step Five: Developing and using sensitivity analyses in arriving at 
specific component values. 
 
Now that you have decided upon the specific plan components and a workable range 
of values for each component it is time to zero in on the exact values to be assigned to 
each component. 
 
Selection of values for each component is a relatively easy step at this point. You have 
already done the heavy lifting, so to speak, and you will now need to examine a variety 
of different possible values for each component. This is done by developing some 
simple models to examine the sensitivity of changing certain variables. 
 
This process can become far more complex than it needs to be, however, so we are 
going to offer a suggestion to simplify the process. Start by holding all component 
values constant except for the at-risk component expected to make up the largest 
share of total compensation. This simply means that you will use the most significant 
at-risk component (typically commission) as the variable that will be measured to 
determine its level first. 
 
The complexity of this process will, of course, depend on the number of components 
involved. If, for example, you have a plan that consists of base salary and commission 
only, we suggest developing a sensitivity model that looks like this: 
 
Model One: Low end salary as the constant and vary commission using the low end 
value and high end value as well as three intermediate values. For example, suppose 
your range of commission values is 10% to 20%. In this case you would use 10 and 20 
percent as well as three values in between each of those numbers. We suggest trying 
to split the numbers as evenly as possible. In this example, we will use 12%, 15% and 
18%. You will apply this model against the estimated low and high basis amounts as 
well as the estimated average amount. 
 
Model Two: High end salary as the constant and vary commission as in Model One 
using the same numbers. 
 
Model Three: Mid-point salary (low end plus high end divided by two) as the constant 
and vary commission as in Models One and Two. 
 
This may seem redundant with the what-if scenario building, but it really is not. We are 
now introducing a refinement process so that you can identify very specific numbers 
that will work best as values for each component of your plan. 
 
To illustrate the use of simple sensitivity analyses, we will build a sensitivity analysis 
using the models above and the gross profit numbers we used previously. 
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Model One: 
A: Using Low end gross profit: $250,000 
Low end salary: $20,000 
Variable Component: Commission using 10%, 12%, 15%, 18% and 20% applied 
against gross profit. 
 
 

Salary $20,000 $20,000 $20,000 $20,000 $20,000 

Variable – 
commission rate 
times gross profit 

10% x 
$250,000 

12% x 
$250,000 

15% x 
$250,000 

18% x 
$250,000 

20% x 
$250,000 

Commission Amount $25,000 $30,000 $37,500 $45,000 $50,000 

Total Compensation 
(salary plus 
commission) 

$45,000 $50,000 $57,500 $65,000 $70,000 

Percent of Gross 
Profit 

18% 20% 23% 26% 28% 

 
 
 
 
B: Using High end gross profit: $750,000 
Low end salary: $20,000 
Variable Component: Commission using 10%, 12%, 15%, 18% and 20% applied 
against gross profit. 
 
 

Salary $20,000 $20,000 $20,000 $20,000 $20,000 

Variable – 
commission rate 
times gross profit 

10% x 
$750,000 

12% x 
$750,000 

15% x 
$750,000 

18% x 
$750,000 

20% x 
$750,000 

Commission Amount $75,000 $90,000 $112,500 $135,000 $150,000 

Total Compensation 
(salary plus 
commission) 

$95,000 $110,000 $132,500 $155,000 $170,000 

Percent of Gross 
Profit 

12.7% 14.7% 17.7% 20.7% 22.7% 
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C: Using Average gross profit: $400,000 
Low end salary: $20,000 
Variable Component: Commission using 10%, 12%, 15%, 18% and 20% applied 
against gross profit. 
 
 

Salary $20,000 $20,000 $20,000 $20,000 $20,000 

Variable – 
commission rate 
times gross profit 

10% x 
$400,000 

12% x 
$400,000 

15% x 
$400,000 

18% x 
$400,000 

20% x 
$400,000 

Commission Amount $40,000 $48,000 $60,000 $72,000 $80,000 

Total Compensation 
(salary plus 
commission) 

$60,000 $68,000 $80,000 $92,000 $100,000 

Percent of Gross 
Profit 

15% 17% 20% 23% 25% 

 
 
Model Two: 
 
A: Using Low end gross profit: $250,000 
Low end salary: $35,000 
Variable Component: Commission using 10%, 12%, 15%, 18% and 20% applied 
against gross profit. 
 
 

Salary $35,000 $35,000 $35,000 $35,000 $35,000 

Variable – 
commission rate 
times gross profit 

10% x 
$250,000 

12% x 
$250,000 

15% x 
$250,000 

18% x 
$250,000 

20% x 
$250,000 

Commission Amount $25,000 $30,000 $37,500 $45,000 $50,000 

Total Compensation 
(salary plus 
commission) 

$60,000 $65,000 $72,000 $80,000 $85,000 

Percent of Gross 
Profit 

24% 26% 29% 32% 34% 
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B: Using High end gross profit: $750,000 
Low end salary: $35,000 
Variable Component: Commission using 10%, 12%, 15%, 18% and 20% applied 
against gross profit. 
 
 

Salary $35,000 $35,000 $35,000 $35,000 $35,000 

Variable – 
commission rate 
times gross profit 

10% x 
$750,000 

12% x 
$750,000 

15% x 
$750,000 

18% x 
$750,000 

20% x 
$750,000 

Commission Amount $75,000 $90,000 $112,500 $135,000 $150,000 

Total Compensation 
(salary plus 
commission) 

$110,000 $125,000 $147,500 $170,000 $185,000 

Percent of Gross 
Profit 

14.7% 16.7% 19.7% 22.7% 24.7% 

 
 
 
C: Using Average gross profit: $400,000 
Low end salary: $35,000 
Variable Component: Commission using 10%, 12%, 15%, 18% and 20% applied 
against gross profit. 
 
 

Salary $35,000 $35,000 $35,000 $35,000 $35,000 

Variable – 
commission rate 
times gross profit 

10% x 
$400,000 

12% x 
$400,000 

15% x 
$400,000 

18% x 
$400,000 

20% x 
$400,000 

Commission Amount $40,000 $48,000 $60,000 $72,000 $80,000 

Total Compensation 
(salary plus 
commission) 

$75,000 $83,000 $95,000 $107,000 $115,000 

Percent of Gross 
Profit 

18.8% 20.8% 23.8% 26.8% 28.8% 
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Model Three: 
 
A: Using Low end gross profit: $250,000 
Low end salary: $27,500 
Variable Component: Commission using 10%, 12%, 15%, 18% and 20% applied 
against gross profit. 
 
 

Salary $27,500 $27,500 $27,500 $27,500 $27,500 

Variable – 
commission rate 
times gross profit 

10% x 
$250,000 

12% x 
$250,000 

15% x 
$250,000 

18% x 
$250,000 

20% x 
$250,000 

Commission Amount $25,000 $30,000 $37,500 $45,000 $50,000 

Total Compensation 
(salary plus 
commission) 

$52,500 $57,500 $65,000 $72,500 $77,500 

Percent of Gross 
Profit 

21% 23% 26% 29% 31% 

 
 
B: Using High end gross profit: $750,000 
Low end salary: $27,500 
Variable Component: Commission using 10%, 12%, 15%, 18% and 20% applied 
against gross profit. 
 
 

Salary $27,500 $27,500 $27,500 $27,500 $27,500 

Variable – 
commission rate 
times gross profit 

10% x 
$750,000 

12% x 
$750,000 

15% x 
$750,000 

18% x 
$750,000 

20% x 
$750,000 

Commission Amount $75,000 $90,000 $112,500 $135,000 $150,000 

Total Compensation 
(salary plus 
commission) 

$102,500 $117,500 $140,000 $162,500 $177,500 

Percent of Gross 
Profit 

13.7% 15.7% 18.7% 21.7% 23.7% 
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C: Using Average gross profit: $400,000 
Low end salary: $27,500 
Variable Component: Commission using 10%, 12%, 15%, 18% and 20% applied 
against gross profit. 
 
 

Salary $27,500 $27,500 $27,500 $27,500 $27,500 

Variable – 
commission rate 
times gross profit 

10% x 
$400,000 

12% x 
$400,000 

15% x 
$400,000 

18% x 
$400,000 

20% x 
$400,000 

Commission Amount $40,000 $48,000 $60,000 $72,000 $80,000 

Total Compensation 
(salary plus 
commission) 

$67,500 $75,500 $87,500 $99,500 $107,500 

Percent of Gross 
Profit 

16.9% 18.9% 21.9% 24.9% 26.9% 

 
 
As we mentioned early in this manual, the percentage of the gross profit paid out is the 
most important piece of data in our decision about component values. To make it 
easier to compare these percentages, the table below provides a summary of each of 
the models above: 
 

Model: % of GP % of GP % of GP % of GP % of GP 
Model One - A 18.0 20.0 23.0 26.0 28.0 
Model One – B 12.7 14.7 17.7 20.7 22.7 
Model One – C 15.0 17.0 20.0 23.0 25.0 

      
Model Two - A 24.0 26.0 29.0 32.0 34.0 
Model Two – B 14.7 16.7 19.7 22.7 24.7 
Model Two – C 18.8 20.8 23.8 26.8 28.8 

      
Model Three - A 21.0 23.0 26.0 29.0 31.0 
Model Three – B 13.7 15.7 18.7 21.7 23.7 
Model Three – C 16.9 18.9 21.9 24.9 26.9 

 
 
This example is provided to illustrate how the process of assessing components to 
include and how changing values impacts overall compensation relative to the basis, in 
this case gross profit. The sensitivity analyses you will run will be similar to the 
example above and will change based on the actual components and value ranges 
you have selected. 
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Step Six: Selection of specific component values. 
 
Step five provides the foundation for selecting specific component values. Regardless 
of the number of components you have selected for your plan, the process undertaken 
in step five will help you significantly in identifying what makes good business sense in 
terms of component values. 
 
To reiterate, you want to make certain that your plan is friendly to not only your 
company, but to the sales force as well. To become overly stingy makes no sense. 
Doing so will alienate your sales staff. Being overly generous is not necessary and will 
only cost the company more money than is required to motivate the sales force. There 
is a point of diminishing returns when comparing compensation and its impact on 
performance/motivation. 
 
But what is important to the selection of values? Because the percentage of your basis 
(gross profit in our example and recommended for most businesses) is our best 
indicator of reasonability, it only makes sense to look at that variable as our primary 
determining factor in the selection of values. 
 
When reviewing the percentage of basis table developed in step five it is important to 
look for the following: 
 

1. Values that create the least amount of variability across the low, high and 
average basis amounts. 
 

2. Values that help put your percentage of basis in an appropriate range. This 
manual focuses on gross profit and the appropriate range for gross profit payout 
is generally between 18 and 25 percent of gross profit. Shooting for a 
percentage that is in the 20 to 23 percent range is a good target within that 
broader range. There are exceptions to the high end rule when it comes to very 
high performers. If they earn a slightly higher percentage (emphasis on slightly) 
of the basis, that is usually acceptable because they will have generated far 
more in basis and the additional pay out can be justified. However, we must 
emphasize that you should not rationalize very wide disparities between the 
high end of the 18 and 25 percent range and the pay out for your highest 
performers. 

 
3. Values that fit your desired pay out. It is understood that there needs to be a 

comfort level about how much is paid to sales people. You will need to assess 
your comfort level (not to mention the company’s ability to pay) relative to what 
you will be paying your sales force at both the low and high ends of 
performance. 
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To gain an appreciation as to how to use the data you will generate, let’s review the 
percentage of basis table from step five: 
 

Model: % of GP % of GP % of GP % of GP % of GP 
Model One - A 18.0 20.0 23.0 26.0 28.0 
Model One – B 12.7 14.7 17.7 20.7 22.7 
Model One – C 15.0 17.0 20.0 23.0 25.0 

      
Model Two - A 24.0 26.0 29.0 32.0 34.0 
Model Two – B 14.7 16.7 19.7 22.7 24.7 
Model Two – C 18.8 20.8 23.8 26.8 28.8 

      
Model Three - A 21.0 23.0 26.0 29.0 31.0 
Model Three – B 13.7 15.7 18.7 21.7 23.7 
Model Three – C 16.9 18.9 21.9 24.9 26.9 

 
In this example, across all models 10 and 12 percent commission rates do not provide 
sufficient pay out alternatives. And across all models, the 18 and 20 percent 
commission rates tend to pay out too much with the exception of the 18% gross profit 
and the low end base salary. 
 
We need to point out that it is not at all uncommon for the lowest performers to have a 
higher percentage of the basis they generate to be paid out in compensation, 
particularly when there is a fixed component such as base salary involved. The 
important thing to keep in mind is that sub-par performers should not be allowed to 
continue employment without improved performance. It is generally best to look at the 
average basis calculation in making a final assessment of values. 
 
We recommend setting a target based on average percentage of basis. Let’s assume 
in this case we set a target of 23% for percent of basis for our average territory/sales 
person. Looking at the table above, 23% appears for Model One – C at the $20,000 
base salary level and a commission rate of 18%. The range of 20.7 percent to 26 
percent is acceptable particularly when we consider that the 26 percent number is 
applicable to the bottom performers who would likely not be allowed to continue at that 
level of production. As performance increases significantly, the percentage of basis 
comes down slightly, but the actual compensation level increases significantly. 
 
There are several “acceptable” areas of the chart above. Certainly, the values can be 
tweaked slightly again to move the numbers up or down. For example, perhaps the 
base salary range is changed to see what kind of impact that might have. Simply make 
the adjustment and rerun the numbers to determine if there is enough of a difference to 
make the pay outs more acceptable and less variable. 
 
At this point, you may select the component values that you feel are workable within 
your organization. Do so carefully, but avoid over analysing the numbers. You will 
have already given this a lot of thought by the time you reach step six so you should 
feel comfortable that your selections are appropriate. 
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THE “EXISTING ACCOUNTS SYNDROME” 
 
Very often a sales person must continually resell products or services within his/her 
account base (existing accounts) and the accounts are not buying routinely without 
interacting with and being “sold” by the sales representative to any great extent. In this 
situation, the sales person is required to work almost as hard to generate business in 
the existing accounts as he/she is in generating new business. 
 
In some businesses, on the other hand, there are accounts that continue to buy 
products or services on a routine basis without any or with limited work on the part of 
the sales representative once the account is initially sold. Owners and executives have 
concerns about paying the same amount of commission or incentive compensation for 
these accounts once they are up and running, so to speak. They believe that the 
business generated by those accounts is a “gift” of sorts and it is unfair for the sales 
representative to earn as much on the existing accounts as they do on new accounts. 
We refer to this as “existing account syndrome”. 
 
Keep in mind that a sales representative must be expected to work hard on 
maintaining and advancing relationships with existing accounts. It is their job to ensure 
that those accounts do not begin looking for other suppliers to do business with. So in 
some respects the sales representative, even though orders continue to come in 
despite any effort or lack thereof on their part, must work hard to maintain a sound 
relationship and retain the account. 
 
However, it is easy to see that human nature being what it is, there are opportunities 
for sales representatives to “clip coupons” when accounts routinely place orders 
whether they have involvement or not. There is legitimate reason to consider a 
different level of compensation for the existing accounts. 
 
However, it is very important to keep in mind that once you place more emphasis on 
new accounts via your sales compensation plan, there can be a tendency for the 
existing accounts to be ignored even more than they already may be. It must be noted 
that it is management’s responsibility to coach the sales force to focus attention on all 
accounts. And it is important to measure those efforts with sales call reports and 
mutual visits when possible. 
 
Let’s assume for a moment that the number one emphasis of a sales representative is 
the generation of new accounts within his/her account base (note: a strong argument 
can be made that penetration of existing accounts is as or more important). If that is 
the case, then it may make some sense to consider a plan that pays more for new 
accounts and less for existing accounts. 
 
But this begs the question, when do we consider an existing account stable and 
“producing” on its own, so to speak? In other words, at what point is an existing 
account “mature” and buying on its own without the help of the sales representative? 
In some cases, this happens almost immediately. In other cases, it may take several 
years of hard work to get an account to that point. Every business is slightly or even 
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vastly different in this regard and accounts can certainly differ with respect to this issue 
as well. 
 
We will assume that an account is considered “mature” after one full year for purposes 
of this discussion. If you are thinking about some sort of plan that will place more 
emphasis on new business, you will have to make that decision about your accounts. 
But for illustrative purposes, we’ll use the one full year time frame. 
 
So, as an example, let’s build a sample plan that rewards sales representatives slightly 
more for bringing in new accounts. This is a relatively simple departure from the 
examples and models presented above. However, it may require more administration 
since someone may have to track the “maturation” of the accounts. 
 
Let’s use a base salary of $35,000 and we will build a simple model using a standard 
percentage of gross profit commission rate of 15%. But, we will add to that a bonus not 
based on overall gross profit achieved, but only on the new accounts brought in during 
the most recent sales year. The numbers would look like this assuming a $500,000 
gross profit level overall of which $150,000 was generated by the new accounts: 
 
Base Salary:        $35,000 
 
Commission: 15% times $500,000 =    $75,000 
 
Bonus on New Account Business: 10% times $150,000 =  $15,000 
 
Total Compensation       $125,000 
 
% of Total Gross Profit      25% 
 
In this example, there is additional at-risk compensation paid to the sales 
representative on all gross profit generated by new accounts brought in during the 
most recent sales year. This bonus would be paid out at the end of the sales year. In 
this example, adding a bonus component that strictly targets new business and new 
business only puts more focus on building a larger account base. 
 
Please note that a new sales representative in a new territory with no accounts will 
earn the bonus on all accounts his/her first year. A new sales representative building a 
new territory or account base should have less compensation at risk his/her first year 
or two on the job. In these cases, it makes sense to increase the base salary for the 
first year (or two) and then scale it back and add in a larger at-risk compensation 
component at the end of the first year or two. The length of time involved in making the 
transition will depend on how quickly a good sales person in your industry/business 
can build a territory or account base. 
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Some Considerations For Inside Sales Personnel 
 
It can sometimes be difficult to isolate variables upon which to equitably compensate 
inside sales people in terms of incentive compensation. This will certainly depend on 
whether the representatives are taking inbound calls and border on being primarily 
order takers or if they are making outbound calls to generate leads or even close 
sales. 
 
For an inside sales staff, there are at least several things that should be considered in 
building a compensation plan for inside sales personnel: 
 

1. Being available to take or make calls. Too often inside inbound sales 
representatives are busy or not busy doing things other than what they should 
be doing... taking or making calls. They may be logging out of the phone system 
or going on wrap within the system to deal with other things that are generally 
not pertinent to their jobs. Of course, there are times when they will have to 
address legitimate issues and will be off of the telephone. But taking/making 
calls should be their primary focus and placing an incentive on the amount of 
time they are available to take/make calls can be an excellent way to help them 
focus on being available for that next call. Of course, this assumes you can 
easily measure the amount of time logged in and the amount of that time that 
they are available. 

2. Number of leads generated or number of sales closed. Certainly this very 
important variable is one you would likely consider in any sort of inside sales 
incentive plan. 

3. Number of calls taken or made. Again, assuming you can easily measure this, 
volume of calls taken or made can correlate directly to the number of sales or 
leads generated. 

4. Total dollars generated. While number of leads or sales is very important, if the 
average size of the “deal” is low, the gross profit ultimately generated will be low 
relative to someone who is able to up-sell or get bigger “deals”. Placing an 
incentive on dollars generated can be effective. 

5. Closing or conversion rate. If you can measure the number of calls taken or 
made and the number of legitimate “deals” or leads generated, you can easily 
calculate the closing or conversion rate. The ability to close a deal or generate a 
lead is critical to the success of an inside sales person. 

 
These are some of the key variables generally found in an inside sales environment. 
Certainly there can be others depending on the specific organization or culture. 
Establishing an incentive plan around some or all of these variables is relatively easy 
and the possible types of plans are numerous. Here is an example of how these 
variables might be incorporated into an incentive compensation plan for inside sales 
representatives: 
Example: Competitive Monthly Incentive 
An easy way to create some competition among reps and to provide a nice incentive is 
to simply establish minimum thresholds for each variable in order to “qualify” and then 
pay out some worthwhile amount to the person who achieves the highest level for the 
variable in question. 
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Let’s take each of the five variables above and create a sample plan: 
 
Variable    Monthly Threshold (qualifying level)  Monthly Payout 
Availability    85%      None* 
# Sales    750      $400 
# Calls Taken or Made   2500      $400 
Total Dollars  Generated   $30,000     $400 
Closing Rate    30%      $400 
 
Notice that the “Availability” variable receives no payout in this example. Why? 
Because the philosophy here is that someone who should be taking or making calls 
must be accountable first and foremost for being ready to take or make the calls. If 
someone cannot discipline themselves enough to be available to do their basic job, 
they shouldn’t qualify for payouts on the other variables. 
 
With respect to the thresholds for the other variables, there is an expectation that each 
inside representative reach, at a minimum, the level defined in to order to “qualify” for 
the incentive. In this example, only the “Availability” variable must be met to qualify for 
the other incentives. If, for example, a representative meets or exceeds the availability 
percentage of 85%, but fails to meet the number of sales threshold yet generates the 
most total dollars, he/she would be awarded the $400 payout for most total dollars 
generated. A variation of this could require the representatives to meet all thresholds 
to qualify for any payouts. 
 
This example limits the payout to one person per variable as a competitive incentive 
plan. Another possible approach is to pay out the incentive to each representative who 
qualifies. In both cases, the thresholds should be carefully determined. But if you 
prefer to pay something to everyone who qualifies, be certain that the threshold is high 
enough to force the representatives to “stretch” in terms of effort, yet attainable. 
 
One could argue that the thresholds should be the same whether it is a competitive 
type plan where only one person is paid out for each variable or a non-competitive 
plan where anyone who reaches or exceeds the threshold is paid. And that can be a 
viable approach. It is really a matter of preference. But be sure in either case to set the 
thresholds high enough to force people to work hard to achieve them. Setting 
qualifying thresholds too low will result in lackluster results and frustration for 
management. 
 
There are a number of ways to structure incentive compensation or commission plans 
for inside sales people. The example above is intended to offer but one possible 
approach and to start you thinking about the kinds of variables that may be important 
in an inside sales setting. Don’t hesitate to carry out “what-if” scenarios on variations of 
the above example. 
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OTHER INFORMATION 
 
This manual addresses the process for developing a sound sales compensation plan. 
It uses gross profit as the basis around which a plan is developed. However, there are 
situations where sales compensation plans designed for individual sales people 
cannot be based on gross profit. 
 
In some rare cases, revenue is a more meaningful basis for developing a sales 
compensation plan. If this is the case, the percentage payout is much different than 
that for gross profit. Typically the percent of revenue generated will fall between 5 and 
8 percent. 
 
Also, this manual was designed to address compensation for a sales force where the 
sales people earn their compensation based on individual performance. It does not 
address team incentive or compensation plans. However, any business should always 
be cognizant of the percentage of gross profit or revenue (or other basis) that is being 
paid out on a total compensation basis. 
 
There are times when multiple individuals are involved in the selling process and it 
makes sense to build an incentive plan for the team. If that is the case, the 
percentages of basis mentioned in this manual will still apply. But the compensation 
numbers will be the cumulative total of all members of the team compared against the 
total gross profit, revenue or other basis used. 
 
For example, let’s suppose that 5 team members are all involved in selling to the same 
clients and the business wants to compensate each of them with some at- risk 
compensation. And suppose each member of the team (for simplicity sake) is making 
a base salary of $30,000. The team is expected to generate $2,000,000 in gross profit. 
 
If we assume that we want to peg the total pay out at 20% of gross profit, the at- risk 
component will be $2,000,000 times 20% minus $150,000 (5 team members each 
earning $30,000 in base salary). Therefore, the at-risk target maximum would be 
$250,000. The actual component would need to be defined, but bonuses and/or team 
commissions are not uncommon. Of course, this example assumes that each team 
member contributes in a generally equal manner to the generation of gross profit. That 
is certainly not always the case. 
 
Good luck with the development of your plan. Think it through carefully and don’t be 
afraid to be creative as needed. 
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