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T
he CEO of a very big supplier to distributors (you may sell the 
company’s products) pulled me aside recently to talk about his 
concerns about the future of his distributors: “I’ve always worried 
that some of them aren’t going to make it; now I’m wondering 
about lots of them.” He believes that rapid changes in the way  
customers want to buy could severely hurt traditional  

distributors who aren’t adapting their selling model. 

The “age of networks” is disrupting the way companies transact  
business with one another. The role of sales people and purchasing 
agents has already changed, and more turmoil is coming. Different  
types of sales people are needed to do different jobs (outside sales,  
proactive inside sales, technical sales) and varying sales  
compensation methods are appropriate.

If you’re interested in how the age of networks is changing 
our world, read The Seventh Sense, a best-seller now on  
the reading list of many business leaders.

Business strategy and  
sales Compensation

A fairly large distributor lost half of its revenues over  
the past three years due to exposure to very weak  
customer segments. Despite painful efforts to reduce 
costs, the company’s sales level dropped far below 
the break even point. What this company needed 

compen     ation

p
H

O
TO

: O
lg

A
 A

lE
k

s
A

n
D

r
O

v
n

A
 l

Is
IT

s
k

Ay
A

grOvEr

CONTINUED ON PAGE 72

sale
in the age of networks

$

WhEN AND WhErE

Best-selling author, nAW Fellow 
and Adjunct professor at Case 
Western reserve University,  
Brent grover will discuss “sales 
Compensation plans” Sunday, 
Nov. 6 from 8:30 - 10:00 a.m. 
and again from 10:30 - noon. 
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most is rapid sales growth in new customer segments. 
How can the sales team become fired up about capturing 
new customers?

Another distributor lost a great deal of share at some of 
its largest customers as another distributor used internet 
sales to capture large chunks of online sales. How can the 
sales team become charged up about rebuilding sales?

yet another distributor’s sales held up well but profits 
dropped precipitously. The company didn’t do a good job 
managing prices and tracking cost to serve and customer 
profitability. How can the sales team become excited 
about supporting an initiative to make more money on 
existing business by fixing margins and service costs?

It’s very hard to execute strategic moves such as in the 
three above examples. How can you spur efforts to break 
into new markets, launch new products and new services 
or crack new customer segments? In a branch-based 
distributor, where a third of the employees are in the sales 
department, the sales team is crucial to the success of 
implementing a new strategy. 

The sales compensation method is important, but  
having the right number of the right sales people, and 
quality sales leadership, is more important than the  
details of the compensation plan. 

sales growth Constraints  
and sales Compensation

A small regional distributor realized that his market 
was too small to satisfy the company’s appetite for sales 
growth. The sales force had penetrated their accounts 
well. no amount of additional sales horsepower was  
going to significantly grow the company’s share within  
its present area. The company had to address the sales 
constraint (not enough good prospects) by moving into 
new geographic markets or by adding new products  
and services.

A different type of sales person may be needed to 
crack new accounts and push new programs. sales 
“hunters” can jump-start sales growth. Customer main-
tainers can hold on to established business. They’re 
unique people doing divergent jobs — and of course they 
almost certainly should be paid using different incentives. 
Changing the compensation plan alone won’t make  
farmers into hunters.

outside sales, inside sales  
and sales Compensation 

According to recent research conducted by  
Dr. Jonathan Bein (see MDM), distributors’ customers 

in many industries say they want more attention from 
proactive inside sales reps and less contact with outside 
sales reps. Data from distributors such as grainger show 
that many customers have already moved to interacting 
with their suppliers using electronic tools (web ordering, 
EDI, mobile access, phone support) rather than through 
outside reps.

Many distributors are still trying to force outside  
sellers on their customers while failing to provide the  
options the customers prefer. Outside sellers are no 
longer the primary providers of information (technical 
support, sourcing, availability, pricing) nor are they the 
primary way customers place orders. Changing the sales 
compensation plan won’t make some customers want to 
do business with outside sales reps. 

salary, Commission or Both? 
Complexity is the enemy of simplicity, yet even in the 

current era of “lean distribution,” many distributors devise 
surprisingly complicated sales compensation schemes. 
For example, matrix compensation can be so confusing 
that sellers lose track of what they are earning and pretty 
much ignore the plan:

straight salary and 100 percent commission, polar  
extremes, are not your only alternatives. In a blended 
plan, make enough of the total potential compensation 
variable to make it interesting for hungry sales reps. The 
success of incentives depends on demographics such 
as what stage of life the sales reps are in, whether the 
company is mostly selling one-time transactions or repeat 
sales, high-tech or low-tech products. Is offering an 
unlimited income opportunity a key recruiting tool for you? 

NEW WEBSITE 
NEW PRODUCT MARKETING
NEW & IMPROVED EAGLE

www.eagleind.com             800-266-8246
CONTINUED ON PAGE 74

Outside Sellers, Inside Sellers & Customer Service Reps Sample Comparison

Typical Pay  
Range

Customer  
meetings per day

Months to  
become effective

Outside sellers $60,000 + 4-5 24-36

Proactive  
inside sellers $40,000 - 75,000 25-30 12-24

Reactive customer 
service reps $30,000 - 45,000 N/A 6-12

Matrix Compensation Plan Example  
(commission rate depends on GM% and GM$ on each order)

GM% $50-100 $100-200 $200-300 $300-400 $400-500 $500-600 etc.

35%+ 10% 15% 20% 25% 30% 35% etc.

34% 9% 14% 19% 24% 29% 34% etc.

33% 8% 13% 18% 23% 28% 33% etc.

32% 7% 12% 17% 22% 27% 32% etc.

31% 6% 11% 16% 21% 26% 31% etc.

etc. etc. etc. etc. etc. etc. etc. etc.
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Are your sales people required to sign non-competition 
agreements? Does the company believe in open book 
management? Does your company measure customer 
operating profit or just gross margin? 

Keep it simple. The variable portion, whatever it is, 
can’t contain gimmicks and complicated formulas.  
sellers on incentive plans need to see clearly how much 
their effort is going to earn for them. Bonus plans must 
focus on two or three things that the sales people have 
direct influence over if the incentive is going to affect  
their behavior. If you offer incentives, make sure the  
goals are reasonably attainable. If not, some sellers  
will just give up.

Be as consistent as possible. Frequent, wild swings 
in the sales compensation plan are disheartening to sales 
professionals.

no matter what your plan, use examples to ensure that 
the people understand how it works. Finally, never risk 
losing credibility with errors in computing commissions 
and bonuses.

self-direCted or  
management direCted

Jim pancero tells a story about today’s younger sales 
recruits who grew up with adult supervision over their 
after-school activities. They want and need sales training 
and a strong sales coach whom they respect. The baby 
boomer employees of days past (baby boomers who 
played on their own after school) didn’t expect (or get) 
much training, coaching and oversight. 

How many of your older sales reps will retire within  
the next five to seven years? How many are still on your 
payroll but have already retired from prospecting, cold 
calling and account development?

Depending on a 100 percent commission compensa-
tion plan to be the silent sales manager is endemic in 
distribution. The overworked sales manager, often with  
his own accounts to take care of, is responsible for 
watching over a large group of mostly autonomous  
salespeople. sales reps who have always worked under 
the self-directed system are accustomed to deciding 

which customers to spend time with, which products to 
focus on and what prices to charge. A new compensation 
plan won’t change their lifelong habits.

ConClusion
The fine details of your sales compensation plan are 

probably not going to determine the future success of 
your distribution business. It’s really about who you hire 
and how they are led. Before changing your plan, first 
identify what is constraining your profitable growth and 
recognize how the role of sales people is changing. Hire 
qualified sales leaders to run a management-directed 
sales team, and let them hire the right sales people to  
be on the team.

segment the sales team to develop business in the 
most promising customer segments. pay enough to  
attract the people you need and reward them well if  
they achieve their goals. 

Brent R. Grover has written nine books and numerous 
articles on distribution management for industry publica-
tions. Brent is one of four NAW Institute Research Fellows 
and is an Adjunct Professor at the Weatherhead School  
of Management at Case Western Reserve University.  
His most recent book is Mergers & Acquisitions for  
Distributors: Expert Advice for Buyers and sellers,  
published by NAW in October 2015. In search of the  
perfect Customer, published by NAW, is about cost to 
serve and customer profitability for distributors. 

The best-selling book Strategic pricing for Distributors, 
includes landmark research about best (and worst) dis-
tributor pricing practices. Brent’s NAW books are available 
at www.nawpubs.com. Brent also wrote The little Black 
Book of strategic planning for Distributors, published by 
Gale Media (www.mdm.com).

Brent is founding partner of Evergreen Consulting www.
evergreenconsulting.com, advisors to distribution channel 
distributors, suppliers and trade associations on pricing 
optimization, strategic planning, acquisitions and profit 
improvement. He can be reached at (216) 360-4600,  
ext. 101) by e-mail at brent@evergreenconsulting.com  
or via the website www.evergreenconsulting.com.

Roofing Nails
★   MAZE double hot-dipped galvanized ring shank roofing nails  

are Miami-Dade County Approved!
★   MAZE roofing nails are available in hand drive and coils for  

easy application!
★   MAZE roofing nails are available in both double hot-dipped  

galvanized and stainless steel!

mazenails.com 1.800.435.5949
Miami-Dade County, Florida 
Notice of Acceptance (NOA)   

NOA Number:  16-0712.06
 Expiration Date:  8/17/21

100%
MADE IN THE USA

MAZE is the only nail manufacturer that can make that claim!

The fine deTails of your sales compensaTion 
plan are probably noT going To deTermine  
The fuTure success of your disTribuTion  
business. it’s really about who you  
hire and how they are led.


