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We have identified the following keys
to successful sales compensation plan design

‘ 1. Start with clear business objectives and selling role definition

’ 2. Understand historical patterns in performance and pay

3. Develop the pay structure, and align pay mix and upside with role prominence

5. Test the plans thoroughly

‘ 4. Design the incentives: right measures, right mechanics, right payout curve shape
‘ 6. Communicate the plans well

‘ 7. Plan for changes in future years where appropriate
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1. Start with clear business objectives and selling role definition

Example: Project business objectives

Reinforce the right kind of sales Pay for value created
- Solutions = more products in each deal - Ensure the people creating the most
. Build partnerships with customers value earn the most money

- Decreased payout for decreased value
(lower commission rates for lower
margin)

- Reward people for involving the right
team in each opportunity (not too many,
not too few)

- Reward well for the big win — even if it’s
a one-time win

- High price/margin
- New account acquisition
- Retention

Avoid complexity

- Include the ability to calculate payout at
a deal level

- Ensure a consistent approach is applied
where sales roles are similar

- Assist in attracting and retaining key
talent
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Example: Role profiles

Inside Sales

1. Start with clear business objectives and selling role definition

Field Sales

SalesiGycleliength

RelativerProminence

< 1 week (ideally 1 call close, but may take 1 week 1-2 months
for paperwork)
L] EEER

PERormancerRange

50 — 100 - 150

50 - 100 — 150

KeyAccountabilities

<

S 000

Close sales from inbound calls triggered by external marketing
campaigns

Upsell to higher level of service or add-on additional products
Maximize contract term

Identify larger opportunities and refer to field sales

Work with field sales to implement territory and account
development plans

¢ Generate interest in products with prospective customers
through cold calls and in conjunction with marketing
campaigns

¢ Make at least 5 customer visits per day

¢ Sell the whole spectrum of products, making as many multi-
product sales as possible

¢ Maximize non-recurring charges (add-ons)
¢ Maximize contract term
¢ Minimize installation charge waivers

Idealfincentive
\easuLeSs

SR R R R IR R

Number of sales

Number of installs

Number of products sold

Average revenue per sale

Monthly contract value

Total contract value (monthly value x term)
Average term length

Non-recurring charges
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¢ Number of sales

Number of installs

Number of products sold

Average revenue per sale

Monthly contract value

Total contract value (monthly value x term)
Average term length

Non-recurring charges

AR R T R R > R v



Example: Comparing variability

INn base pay to variability in incentive pay

Sales Executive

15k

| |
200K _ "
150K _
[ |
| |
100K _ .
U =
[ |
55k n
50K _
| |
u | |
[ |
| |
OK - mH
594 65K 72K
40K 60K 80K 100K 120K
Base (GBP)

Product Specialists

50k 67K 84K

40K 60K 80K
Base (GBP)

Country Location (group)
. Americas

[ | APAC
[ | EMEA

© 2016 The Cygnal Group. All rights reserved. Proprietary and Confidential. For Cygnal Group and Cygnal Group client use only.

2. Understand historical patterns in performance and pay

Normally, we expect to
see the base pay varying
little, and incentive pay
varying more

In this data, the base
pay for the Product
Specialists varies
significantly while the
incentive pay varies
much less



2. Understand historical patterns in performance and pay

Example: Summarized findings from pay and performance history analysis

Pay/Performance Findings

Implications for sales compensation design

Goal setting
¢ Goal setting accuracy varies widely by manager and market

Pay level dispersion

¢ Base pay dispersion is relatively high in individual contributor roles,
likely due to rapid growth and decentralized reporting structures

¢ Incentive pay dispersion is very high, due to the highly competitive
nature of the market with some reps doing far better than others

¢ Significant volatility from month to month for a given rep indicates
buying may be triggered by marketing campaigns from company or
competitors more than individual rep prowess

Pay mix and leverage

¢ On average, pay mix is at the desired level per stated policy but
many are not earning enough on their incentive plan for long-term
retention

¢ Top performers are not making enough in the strong months, due
to caps and decelerations in the payout curve
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¢ Goal-based plans may not be perceived as fair and
accurate without normalization of standards

¢ For roles with higher prominence, base pay
dispersion should be controlled so that pay
differentiation is attributable to incentive earnings

¢ The entire structure could be brought into better
alignment with a move to payouts calculated based
on target incentive dollar amounts by role

¢ Too much pay may be at risk, given the external
factors which influence performance

¢ A change in the payout curve shape to increase
payouts for over-performance would likely improve
results



3. Develop the pay structure, and align pay mix and upside with role prominence

Example: Pay Structure

Excellence

Base Mid-| Target |Leverage |Incentive _
Role Name ] j ] point | Incentive Total Comp

Inside Inbound Rep $50,000 85% 15% $42,500 $7,500 1.50 $7,500 $11,250 $53,750
Territory Manager $90,000 60% 40% $54,000 $36,000 2.00 $36,000 $72,000 $126,000
New Business Manager $100,000 50% 50% $50,000 $50,000  2.50 $50,000 $125,000 $175,000
Sales Managaer $120,000 70% 30% $84,000 $36,000 1.75 $36,0000 $63,000 $147,000
Sales Director $150,000 80% 20% $120,000  $30,000 1.50 $30,000 $45,000 $165,000
$200
L
© $175 - 5 ”
<
_g _ $150 - Leverage Incentive at
8 S $125 $75k Leverage $27k arget $30k
5 g $100 L;é%rsge |ncent|ve at
2 ]
g‘ : $75 | Incentive at Incentive at flagel $36k . )
s & Target $36k Target $50k - Base Midpoint
O = $50 - Base Midpoint $120k
= < 25 | Base Midpoint Base Midpoint Base Midpoint $84k
S $43k $54k $50k
c |
c $0
< Inside Territory New Business Sales Sales
Inbound Rep Manager Manager Manager Director
85/15 mix 60/40 mix 50/50 mix 70/30 mix 80/20 mix
LF=1.5 LF =2.0 LF=2.5 LF =1.75 LF =1.75
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4. Design the incentives: right measures, right mechanics, right payout curve shape

Example incentive measures and weights

Incentive Measures

Number of

New
Role Name Revenue Customers
Inside Inbound Rep 100%
Territory Manager 40% 60%
New Business Manager 50% 30% 20%
Sales Managaer 60% 40%
Sales Director 30% 70%

Inside Inbound
Rep

Territory Revenue, 40% Gross Margin, 60%
Manager
New Business

Revenue, 50% Gross Margin, 30% New Customers, 20%
Manager
Sales Manager Revenue, 60% Gross Margin, 40%

Sales Director Revenue, 30% Gross Margin, 70%

Revenue, 100%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%  100%
Weight
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4. Design the incentives: right measures, right mechanics, right payout curve shape

Example: The Comp Design Model provides more detail
for each component in each role

For the Role For this Component

Target Total Comp $90,000 Weight 40%

Incentive Role: Territory Manager
Tuner Mix 60/40 Quarterly Timing
Target Incentive $36,000 Target Incentive $14,400
Measure: Revenue
Leverage Factor 2.00 Leverage Factor 2.00
$2.0M Annual Goal

$500,000 Quarterly Goal

Value / 1% to Quota > Commission over Quota
Sales Comp

% Quota
Payout EXAMPLE for Quota of $0.5M

% Goal % Target

Rate
Performance Range
= (in range) Payout Calculation in Range
top of range
uncapped OEC: R 63%
" 200%

175.0% or more 0.60% Sales $7,200 +0.60% of Sales >175% Quota
100.0% - 174.9% 0.96% Sales $3,600 +0.96% of Sales >100% Quota $7,200 175%

60.0% - 99.9% $54 per 1%Q $1,440 + $54 per 1% Quota >60% Quota $3,600 100% 100%
no payout below 60% Quota $1,440

0% -59.9%
Include Base & other components? Yes DISJEVH % Sales

60% 40%
Threshold Yes

Quarterly Payout by Quota Attainment Levels - % SalesdBase + Variable)

% Quota Attainment: Revenue
10% 25% 50% 74% 75% 90% 100% 110% 120% 150% 175% 200%
4.88% 4.50% 4.18% 3.91% 3.32% 2.98% 2.69%

P78 15.12% 756% 5.70% 5.64%
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5. Test the plans thoroughly

Example: Aggregate Cost Analysis
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Current Next Year Proposed Plan
Prior Full Year All at Expected distribution centered over...
Year projected Goal 90% Goal 100% Goal 110% Goal

Revenue $5,010M $4,928M $5,084M  $4,576M $5,084M $5,592M
Base Compensation S97M SOaM S106M S106M S106M S106M
per headcount 576k 578k 580k 580k 580k 580k
% Revenue 1.9% 2.0% 2.1% 2.3% 2.1% 1.9%
Variable Compensation S69M S59M SA48M S42M S52M S63M
per headcount 554k 546k 536k 532k 5359k 548k
% Revenue 1.4% 1.2% 0.9% 0.9% 1.0% 1.1%
Total Compensation S166M S158M 5154M S148M S158M S169M
per headcount 5130k 5124k 5117k 5112k 5120k 5128k
% Revenue 3.3% 3.2% 3.0% 3. 2% 3.1% 3.0%
Headcount (FTEs) 1282 1274 1318 1318 1318 1318
Average Revenue/FTE 53.9M 53.9M 53.9M 53.5M $3.9M S54.2M
Average Comp Cost/FTE 5130k 5124k 5117k 5112k 5120k 5128k



Example: Incumbent Analysis

Name 1
Name 2
Name 3
Name 4
Name 5
Name 6
Name 7
Name 8
Name 9
Name 10
Name 11
Name 12

Current Year Projected (5000) New Plan (5000)

Current Variable
Base Pay
A B

90.1
88.0
76.5
80.9
84.0
90.0
61.8
105.0
72.0
70.0
89.3
95.4

78.1
71.8
824
86.4
102.6
135.3
150.6
66.3
129.2
43.9
204.0
295.6

Actual
% Quota
57%
62%
71%
77%
91%
94%
95%
120%
122%
136%
151%
166%

Total Comp
A+B
168.2
159.7
158.9
167.3
186.6
2253
212.4
171.3
201.2
113.9
2933
391.0

Full Year
New Base Variable
highlighted if |Pay at 100%
changed Quota
(o D
90.1 110.0
88.0 110.0
76.5 110.0
80.9 110.0
84.0 110.0
90.0 110.0
65.0 110.0
105.0 110.0
72.0 110.0
70.0 110.0
89.3 110.0
95.4 110.0

Total Comp
at 100%
Quota

E=C+D
200.1
198.0
186.5
190.9
194.0
200.0
175.0
215.0
182.0
180.0
199.3
205.4

Total Comp | % Quota on

at Quota
Over /
(Under)
Prior Year
Earnings
E -(A+B)
31.9
38.2
27.6
23.6
7.4
(25.3)
(37.4)
43.7
(19.2)
66.1
(94.0)
(185.6)

Primary
Component
Needed to
Earn at
Prior Year
Level
84%
81%
86%
88%
96%
113%
119%

78%
110%

67%
147%
193%

5. Test the plans thoroughly

© 2016 The Cygnal Group. All rights reserved. Proprietary and Confidential. For Cygnal Group and Cygnal Group client use only. 11



Example: Communication plan overview

Communication

Step
AnNnNnounce the
launch of the
new plans

Introduce the
plans

Individual plan
review and
coaching

Objectives

Alert sales people to the
fact that new plans are
coming

Create excitement
Establish credibility

Demonstrate linkage from
business strategy to sales
objectives to sales roles to
the comp plans

Describe the plans in
overview format
Emphasize how to succeed
under the new plans

Ensure each sales person
understands all aspects of
their compensation plan
Work with each sales
person to create a plan for
them to meet their own
earnings goals for the year

Delivered
by
Sales or
divisional
leadership

Sales
management
in small
groups based
on reporting
relationships

Sales
managers to
subordinates

Format

Email
and/or
voicemail,
or

Article in
regular
newsletter

INn-person
presentation

One-on-one
in-person
discussion

6. Communicate the plans well

Materials
Needed
Memo
Voicemail
script

Management
presentation

Plan document
Earnings and
productivity
history
Earnings
calculator for
the new comp
plan
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		Communication Step

		Objectives

		Delivered by

		Format

		Materials Needed



		Announce the launch of the new plans

		· Alert sales people to the fact that new plans are coming


· Create excitement


· Establish credibility

		Sales or divisional leadership

		· Email and/or voicemail, or


· Article in regular newsletter

		· Memo


· Voicemail script






		Introduce the plans




		· Demonstrate linkage from business strategy to sales objectives to sales roles to the comp plans


· Describe the plans in overview format


· Emphasize how to succeed under the new plans

		Sales management in small groups based on reporting relationships

		· In-person presentation

		· Management presentation



		Individual plan review and coaching




		· Ensure each sales person understands all aspects of their compensation plan


· Work with each sales person to create a plan for them to meet their own earnings goals for the year

		Sales managers to subordinates

		· One-on-one in-person discussion 

		· Plan document


· Earnings and productivity history


· Earnings calculator for the new comp plan






6. Communicate the plans well

Example: Communication plan overview

Communication

Step

Announce the
launch of the new
plans

Introduce the
plans

Individual plan
review and
coaching

*

Objectives Delivered by Format Materials Needed
Alert sales people to the fact that Sales or divisional & Email and/or ¢ Email content
new plans are coming leadership voicemail, or ¢ Voicemail script
Create excitement * Artlclle in regular & Article content
Establish credibility AEEIELEr
Demonstrate linkage from business Sales management ¢ In-person ¢ Management
strategy to sales objectives to sales in small groups presentation presentation
roles to the comp plans based on reporting

Describe the plans in overview relationships

format

Emphasize how to succeed under
the new plans

Ensure each sales person Sales managers to & One-on-one in- & Plan document
understand_s all Iaspects of their subordinates ggrson _ # Earnings and
compensation plan ISCUSSIon productivity history
Work with each sales person to ¢ Earnings calculator

create a plan for them to meet
their own earnings goals for the
year

for the new comp
plan
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6. Communicate the plans well

Example: Management Presentation pages

A well-composed management presentation

The basic components of the
business strategy point to a key role for the sales team

I — ¢ Links strategy to selling roles

Enhance the balance sheet through improved gross ’ PFOVIdeS an OverV|eW Of the pay p|anS fOI’ a.”

margin performance and asset management

Expand globally roles

Grow higher margin new product sales

¢ Starts with business strategy

Sevelon ¢ : ¢ Provides basic concepts and definitions
evelop fast, focused entrepreneurial leaders who
exectite common across pay plans

¢ Finishes with a clear statement of the path to
maximum earnings

Key accountabilities of the sales and sales management

roles are directly linked to the new incentive plan measures
. The greatest rewards will go to those
Key Incentive Plan Plan Overview: Account Manager . )
Accountabilities Measures E A M who exceed their Gross Margln goals
Account o0 Meet or exceed o Individual XpOl‘t ccount anager
Manager gross margin goals gross margin Focus on profitable accounts and opportunities
Export o Work to support S GEEl I —— E——— = Maintain high service levels and ensure customers are satisfied
Account business unit goals | 0 Business unit Total _ Base + IS Margi + IS Margi with the entire experience of buying from Unifi
Manager gross margin Compensation |l Salary ross Margin ross Margin
Bonus Bonus
- : Weighting 80% 20% Kill bad business
Sales o Coach Account 0 Business unit Annual $16.000 $4.000 = If an account or opportunity cannot be serviced profitably, walk
Manager Managers to make sales team . Incentive Target away
them as successful gross margin —
as possible o) Eeees on Timing Quarterly Annually
o Help allocate fair gross margin Overview _Indnvntx_iualb " ‘;earr;mcentlve Focus on premium products
and equitable o Account l,nnc eaw; Garff;s p:fceenct’r;oal = Represent the entire Unifi product line to assigned accounts,
margin goals to Manager goal Margin dollars attainment for including those outside your business unit
PEERNIT WEEGRTS attainment vs. quarterly overall business = Add value with customers by sharing market insights, offering
goal unit perform- premium products, and meeting needs for specialized capabilities
3 ance vs. annual
gross margin
goal Run it like you own it
Caps Uncapped Capped at
$6,000 per year
26
6
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Example: Plan document

A Plan Overview

Plan ohjectves

Flan yaar

Varlable campensatan
Blan campanents

Definigans

This vasianie compensation plan has e following onjectives i align pay Wi
Dersiness goals

+ Fotus Sales Repmseniadoes on Mew
fhves for maintaining and remewing

siness sales

+ Fawam Sales Rapmsas
eauistng pook of usiness

The Flan Yearis nommal mugh Decemiber 31. However, his
pien which I being rrogh 20132 IS In eflect Ao 1. 2012
fenegh Decemper 39, 2012 All sales goals and pe

Deoemted B meflect & Sems guader messumment pes

Appendix: Plan Communication Confirmation

1 [Eligihis Employse [

p—r

C. Plan Policies and Practices

Ellgialli

Annualized Fap
Plan Component Targer Value | Fragis

Ranewal BoOKRGS Bonus Tabie forMay + June

Eanus,
Mew Cilent Bockings - .
Commmissicn e Sett
Renewel Eockings Soos 0000 f=Eh ]
Lo el Eotkings J— Ol

Commission

B component IS descibed In denall Beliow.

Mzas et Eagod The pefod of Sme during wiill
efieciive based on the fable sbove.

peeniieSligible Sookings- The fofal commitied am
MirimaTs a5 specifed oy e lamer of urgenstandln

The sales value of Sookings |

™ & sepammte PAL wha has mot beem )
ng e previous welve monihs, or for Wi
occumed within the peor elesen mont

Exlisting Cllent Bockings: The sales valne of Scckll

passad fhe and of the Inital contmct b, s whild

o mn m Mew Ciles orgerod the owo Sme |

Eenewal Scoxings: The sales vise all contectuall

o Exlsting Cllents renewing &t or Delow prdor codl

wolumes Lipsall Boakings
Eanewal Fate- The sales vaise of Renewal Eccking

e of the peior CoRTIed Contrcts. for Existng €

Renewal, and Upsell pocklngs

Payaut per
[
paint Tog! Quarmr
Acmal CQuarser Remenal Ram Fayou
Renews! Ratk wihin mnge ation of mnge |
B0 B0 100% Bas0 F10U000
E5% b0 79.9% §5.000
0% fo B4.5% &0
Example
My = _-e%eeu.a_ e TER

1 pemestage polnis x 5147
B.eueaun 'he Mey + imbie B

Q2 Renewal Rate” 55%
Fayoet = §7.500= (5 pamentage poings x S3T500InG - §9.375
Ezsed on the Guadsdy iabie on the mror sage

ool = 54,

Q4 Renewal Rate: T3%
et m 54, aciage poiciE x5
Exrad on the Quamery Imnie on he o

Tokal payout for e Measoement Pedod = §21.237

Radonala

WWhenever then IS an oo Ty W imommaze an
el Begh on Unsell e Sales Segemsenie

fing Cilent's confrmct
we Is encoumged to do 50

Summary Descripdan

& This RCendne oppomunity I avallable to sales people fom Agel 1, 2012
fhroegh Decemier 31, 2012

4 A commission of 10% will be paid on the Upseil Booking walue of
Renewals.

Upsell BOOKIRGS CoOMMISSIoN

Upsell Bookings Commission Rate

1o

DCirmsctor of Saies determines g 5o Bons with sppevl by Homen R oo o
Chied Frends Ofoer

parts bagin pretcipaton on
gy

eginsing of My frst fol camtar

plioyee st preicinete for & minimiem of Sheme (Z) manies g B pien year
lighietor asainie compars o fr e fscal e

Scipeart In Hheedible:
wdabec! pericipeion &

[Esticirent will e noilled In withg et he/shels 2
fsaiongian. Thenofcan wll pocos te =t
e e pie, el ey gl e poeils |

Iy, participaton, adanie corrpensalon Bvels and e esic pian design and
Hes. e edeved each fsca year and ane ot autormaac Sl camied over It
i Bscal ymr

M - geratml ay padicoars ramhomd ©oaine smo e Wi
pint Gicnal et 5 notconeed by bis pan, weo mifees becomes disedel o
Mip=zigbe b moehe al

It skt e
i mece: prior fofransler, pimeent ds sy or d

et Apgercer Empicees, an an arpeoved lemne of ebsenae Wil MOf e &
ffor e peviod of meon e leave of sbsence. Ther it adanie ddiers
feduced for e perdiad ofiee on agpeoned leave ofabsesce.

e e i i
e enat of e Sl vmar Wil ROt e elgidefor any WD oM
B L T Tiscal pmar, mooect e AT e RGN G2 ReiEtEe

Ente of Ervgloarnk: Moting Iniths pinn shafl change e roemel
feeemgiorer misliors Ao or pelremmte as aguaeniee ol coninas

[t Mow shal e et of Vatatle COMDESAten AWARE R e &
caton s comml oo parnrence |5 saimta oy

[an sipemedes sl poriDus vadisbie coepensaion pians, agreemerts g
& compensaton and/or diner dOOTENSS MERAng B0 VanfabiE COMpers Al

|2 oergensation ewands will b2 compuied sing fnends dats detemmined In
BncEwin e Compeny's StanTan DEcioes and penel ACered SOy
=

SYR0On. THs 52 COMSENSaton pengram wil e aamin e oy e St
el Oftcer

Emant Dmoemtion: FPaeticipetion I T Deogr o0es Rl IR any Wy moemsert
lidtor Implen fget i reoste s vadeisie CompeTE Sion DayETE Dot e
Ninis pan vadable COMDENSANON DAYTENSS S Dased ON MANEQEMENTS
[omwi respert to perioemance and cortiutions.

it of this plan docwoment

6. Communicate the plans well

Effective plan
documents

¢ Clearly state the

components of
the plan and
their target
values

Provide payout
tables and
definitions

Show example
calculations

Include the plan
provisions and
contingency
statements
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Example: Plans for future years

7. Plan for changes in future years where appropriate

The design team recommends a gradual move to change pay mix for a few roles

Role Current Incentive Recor_nmended
%0 Base Incentive % Base
Territory Manager 50%B 40%B
Area Manager 50%B 40%B
District Manager 40%B 30%B
National Account Manager 25%8B 50%8B

The rationale is to align pay mix with role prominence (the degree to which the individual sales person directly controls

their sales results)

An orderly method for transitioning pay mix over a number of years is shown on the following page using the T™M
(reduce %B) and NAM (increase %B) roles as examples

While there is interest in moving to a fixed dollar incentive at target over time, it was agreed that this will be a transition

for another year

© 2016 The Cygnal Group. All rights reserved. Proprietary and Confidential. For Cygnal Group and Cygnal Group client use only. 16
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