
Sales Compensation Strategies
Overcoming Challenges and
Implementing Best Practices



Components of Salesforce Effectiveness
Corporate, Marketing, and
Brand Strategy

Sales compensation is a fundamental aspect of salesforce effectiveness, intricately 
linked to various strategic components such as plan design, pay mix, target setting, 
and alignment with broader product and market strategies. Understanding and 
addressing the technical and logical nuances of these elements is critical for crafting 
effective sales compensation plans that drive desired behaviors and achieve business 
objectives. This blog provides insights into the key challenges in sales compensation 
and discuss best practices to address these challenges effectively.

The effectiveness of a 
salesforce is contingent 

upon several 
interconnected 
components:

Creating demand through strategic 
offerings and communication to the target 
market is crucial. Aligning the 
compensation plan with these strategies 
ensures that sales efforts support broader 
corporate goals.Sales Strategy

Effective market and customer 
segmentation identifies attractive 
markets and customers. A 
well-designed compensation plan 
incentivizes sales teams to focus on 
high-potential segments.

Value Proposition
Understanding customer needs and 
how the company's products meet 
those needs is essential. 
Compensation plans should reward 
sales behaviors that enhance the 
value proposition.

Digital Channel Strategy
With the increasing importance of 
digital channels, optimizing these 
channels is essential. Sales 
compensation should encourage the 
effective use of digital tools and 
platforms to reach and engage 
customers.

Business Planning
Building a challenging yet realistic plan 
that aligns with corporate strategy 
ensures that sales targets are achievable 
and support long-term business 
objectives. Compensation plans should 
motivate sales teams to meet these 
targets.



The challenge: Key Sales Plan Design Issues
Sales compensation plans involve multiple design parameters, including pay mix, 

metrics, payout mechanics, timing, cost, and governance. These parameters must be 
carefully balanced and aligned with the company's market, product, and channel 

strategy. Key design issues include:

Commission vs.
Target-Based Plans
Choosing between commission and 
target-based plans depends on the 
business context. Commission plans 
are effective for driving sales of new 
products or when entering new 
markets, as they provide immediate 
rewards for sales efforts. However, 
they may not encourage long-term 
customer relationships. Target-based 
plans are better suited for mature 
markets and can be tailored to specific 
sales targets, promoting sustained 
customer engagement.

Pay Mix
and Upside
Choosing between commission and 
target-based plans depends on the 
business context. Commission plans 
are effective for driving sales of new 
products or when entering new 
markets, as they provide immediate 
rewards for sales efforts. However, 
they may not encourage long-term 
customer relationships. Target-based 
plans are better suited for mature 
markets and can be tailored to specific 
sales targets, promoting sustained 
customer engagement.

Designing Effective Sales Compensation Plans

Effective sales incentive plans are dynamic and must be continuously 
monitored and adapted to align with a company's evolving strategy. This 
necessitates a robust reporting and governance framework that ensures 
these plans remain effective, fair, and strategically aligned. Typically, 
companies review their compensation plans periodically, involving key 
stakeholders who ensure that plans are functioning as intended and report on 
their effectiveness.



The design process for sales 
compensation plans should involve key 
stakeholders and be subject to 
periodic review to ensure alignment 
with evolving business strategies. Best 
practices include

Cross-Functional Design Process

Leading companies adopt a cross-functional 
approach to the design of their sales 
compensation plans, including input from 
sales, finance, HR, and marketing to ensure a 
well-rounded perspective.

Design Process and
Managing Cost Exposure

Formal Design Calendar

Establishing a formal calendar 
for the design and review of 
compensation plans ensures 
regular updates and keeps the 
plans relevant.

Clear Accountability

Defining clear input and 
decision-making 
accountabilities helps 
streamline the design process 
and ensures all stakeholders 
are aligned.

Change Management

Implementation strategies include 
appropriate change management practices, 
ensuring senior-level buy-in and effective 
communication throughout the 
organization.

Timely Communication

Plans are communicated to 
employees in a timely manner, 
ideally before or within the first 
month of the performance period.

Comprehensive Documentation

Plan documentation distributed to 
employees includes program 
policies, plan documents for 
specific roles, and individual plan 
acknowledgment forms. HR 
maintains a physical or electronic 
file of these plans.

Best Practices for Managing Cost Exposure

Performance
Scenario Modeling 

Compensation
Cost Analysis

Regularly model 
performance scenarios 

against plan designs 
before finalization and 

throughout the year. This 
proactive approach helps 
in anticipating potential 

issues and adjusting plans 
accordingly.

Analyze Compensation 
Cost of Sales

(CCOS) by representative 
performance

quartiles to ensure 
cost-effectiveness and 

alignment with 
performance.

Utilize 
pay-and-performance 

dashboards by sales role, 
tracking trends in payout 
levels, achievement rates, 
CCOS, Variable Cost of 
Sales (VCOS), turnover, 

and top account 
performances.

Dashboards and
Metrics: 



Upcoming Trends in Reporting and Governance

Comprehensive Approach to Sales

Compensation Strategy

Centralized Management Clear Operating Models

There is a trend towards 
increasingly centralized 
processes for the design, 
administration, and reporting 
of sales compensation plans. 
Some companies establish 
centers of excellence to 
manage these processes 
effectively.

Best-in-class companies 
clearly articulate their 
operating models and RACI 
(Responsible, Accountable, 
Consulted, Informed) charts 
for cross-functional 
participants. This clarity 
ensures that everyone 
understands their roles and 
responsibilities.

Implementing more checks and 
balances helps ensure strategic 
alignment and adherence to 
best practices in plan design.

The trend towards higher 
Target Total Compensation and 
increased competition has led 
organizations to put more pay 
at risk. This approach 
incentivizes higher 
performance but also requires 
sophisticated modeling to 
manage pay variability and 
exposure.

As the finance function 
becomes more involved in the 
design and management of 
sales compensation programs, 
companies are becoming more 
sophisticated in modeling pay 
variability and performance 
scenarios.

A well-structured Sales Compensation Strategy practice must encompass a range of 
comprehensive services designed to address the diverse and dynamic needs of global 
sales compensation. This approach ensures that compensation plans are competitive 

and strategically aligned with the overarching business objectives.

Key capabilities essential for an effective sales compensation strategy include:

Competitive Assessment: Align 
compensation plans with the business 
strategy to ensure they support the 
company’s goals and market 
positioning. This involves analyzing the 
competitive landscape to understand 
how peers structure their compensation 
plans. By doing so, organizations can 
develop compensation strategies that 
are attractive to top talent and drive 
desired sales outcomes.

Accurate Plan Information: Ensure that compensation 
calculations are timely, accurate, and transparent to maintain 
trust and motivation among the salesforce. This requires 
robust systems and processes for capturing and processing 
sales data, calculating payouts, and distributing 
compensation accurately and on time.

Effective Communication: Clear and consistent 
communication of the compensation plans is essential for 
building trust and buy-in among the sales team. Effective 
communication ensures that salespeople understand how their 
compensation is calculated, what behaviors and outcomes are 
rewarded, and how they can maximize their earnings.

Benchmarking: Compare the company’s 
compensation plans against industry 
standards and best practices. This 
process ensures that the compensation 
plans are competitive and can attract 
and retain high-performing sales talent. 
Benchmarking provides insights into 
market trends, compensation levels, and 
incentive structures used by industry 
leaders.

Motivating Selling Behaviors: Design 
compensation plans that drive specific 
selling behaviors aligned with the 
company’s strategic goals. This includes 
incentivizing behaviors such as targeting 
high-potential markets, promoting new 
products, or achieving specific sales 
targets.

Checks and Balances

Increased Pay-at-Risk: Sophisticated Financial
Modeling
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Essential: Monitoring and Adapting Sales 
Compensation Plans

Ready to Develop Effective Compensation Strategy

Continuous monitoring and adaptation of sales incentive plans are crucial for 
maintaining their effectiveness. This involves

Regular Performance Reviews: Analyze performance data against plan designs to 
identify areas for improvement and ensure that the plans remain aligned with strategic 
goals.

Centralized Management: Coordinate the design, administration, and reporting 
processes through a centralized function to streamline operations and improve 
accountability.

Clear Metrics and Reporting: Implement dashboards and reporting tools that track 
key metrics, such as payout levels, achievement levels, and compensation costs, to 
provide transparency and facilitate data-driven decision-making.

Developing effective sales compensation plans requires a nuanced understanding of 
the technical and strategic aspects of salesforce management. To ensure the 
effectiveness of sales incentive plans, companies should benchmark against 
best-in-class practices and identify areas for improvement. We recommend developing 
a quarterly scorecard tailored to each company and its specific plans. This scorecard 
should track plan performance against key metrics, providing actionable insights for 
continuous improvement. By addressing key design issues, involving stakeholders in 
the design process, and continuously monitoring and adapting plans, companies can 
create compensation strategies that drive salesforce effectiveness and support 
broader business goals. An effective Compensation Strategy practice offers a wealth 
of experience and resources to help businesses succeed.


