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Postgraduate Certificate in Global Sales Compensation Models

Incentive Plan Design

Incentive Plan Design is a critical aspect of sales compensation management that aims to motivate sales
teams to achieve specific targets and goals. It involves the creation and implementation of reward
structures that align with the organization's strategic objectives while maximizing sales performance. In this
course, we will explore the key terms and vocabulary related to Incentive Plan Design to help you
understand the intricacies of designing effective sales compensation models.

1. **Incentive Compensation**:

Incentive compensation refers to the variable portion of a salesperson's total compensation that is directly
tied to their performance. It is designed to incentivize sales representatives to meet or exceed their sales
targets and goals. Incentive compensation can take various forms, such as commissions, bonuses, or profit-
sharing arrangements.

2. **Sales Quota**:

A sales quota is a predetermined sales target that a salesperson is expected to achieve within a specific
period. Quotas can be based on revenue, units sold, market share, or other performance metrics. Sales
quotas are essential for setting clear expectations and measuring sales performance.

3. **Commission Structure**:

A commission structure outlines how sales commissions are calculated and paid to sales representatives. It
typically includes details such as the commission rate, sales thresholds, accelerators, and caps. A well-
designed commission structure ensures that salespeople are rewarded fairly for their efforts and
contributions.

4. **Bonus Plan**:

A bonus plan is an incentive program that rewards sales representatives for achieving specific performance
goals or objectives. Bonuses are typically awarded in addition to regular commissions and can be based on
individual, team, or company-wide performance. Bonus plans can help motivate sales teams to go above
and beyond their targets.

5. **Performance Metrics**:

Performance metrics are quantifiable measures used to evaluate the effectiveness and efficiency of sales
activities. Common performance metrics in sales compensation include revenue generated, new customer
acquisition, customer retention, sales pipeline velocity, and conversion rates. Performance metrics are
essential for understanding sales performance and making data-driven decisions.

6. **Sales Incentive Plan**:
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A sales incentive plan is a structured program that outlines how salespeople will be rewarded for achieving
specific sales targets. It includes details such as the incentive formula, performance measures, eligibility
criteria, payout schedule, and performance thresholds. A well-designed sales incentive plan is crucial for
driving sales performance and aligning sales activities with organizational goals.

7. **Variable Pay**:

Variable pay refers to the portion of an employee's compensation that is not fixed and can vary based on
individual or company performance. In sales compensation, variable pay typically includes commissions,
bonuses, and other incentive-based payments. Variable pay is a powerful tool for motivating sales teams to
achieve their targets and drive business results.

8. **Goal Setting**:

Goal setting is the process of establishing specific, measurable, achievable, relevant, and time-bound
objectives for sales representatives. Effective goal setting is essential for providing salespeople with clear
direction and focus, aligning individual goals with organizational objectives, and tracking progress towards
targets. Goal setting is a fundamental component of incentive plan design.

9. **Sales Performance Management**:

Sales performance management is the process of monitoring, measuring, and optimizing sales activities to
maximize sales performance and achieve business objectives. It involves setting performance expectations,
providing feedback and coaching, identifying areas for improvement, and rewarding high performers. Sales
performance management is critical for driving sales effectiveness and efficiency.

10. **Sales Compensation Strategy**:

A sales compensation strategy is a comprehensive plan that outlines how salespeople will be rewarded for
achieving sales targets and goals. It includes the overall philosophy, objectives, principles, and guidelines for
designing and implementing sales compensation plans. A well-defined sales compensation strategy is
essential for attracting, retaining, and motivating top sales talent.

11. **Target Incentive**:

The target incentive is the expected amount of incentive compensation that a salesperson can earn by
meeting their sales targets. It is typically expressed as a percentage of the base salary or total target
compensation. The target incentive serves as a motivational tool for sales representatives and helps align
their efforts with the organization's goals.

12. **Sales Performance Incentive Fund**:

The sales performance incentive fund (SPIF) is a pool of money set aside to fund sales incentives and
rewards for achieving specific sales targets. The SPIF is used to motivate sales teams, drive performance,
and recognize outstanding achievements. The SPIF can be allocated based on individual, team, or company-
wide performance.
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13. **Sales Contest**:

A sales contest is a short-term incentive program designed to spur competition, boost motivation, and drive
sales performance. Sales contests typically have specific goals, rules, and rewards, such as cash prizes, trips,
or recognition. Sales contests are effective for injecting energy and excitement into the sales organization.

14. **Payout Curve**:

The payout curve is a graphical representation of how incentives are paid out based on performance levels.
It shows the relationship between performance and payout, illustrating how incentives increase, decrease, or
remain constant as sales targets are met or exceeded. The payout curve helps salespeople understand how
their efforts are rewarded.

15. **Sales Compensation Plan Design**:

Sales compensation plan design involves the development of a structured framework for rewarding sales
representatives based on their performance. It includes determining the mix of fixed and variable pay,
setting performance measures and targets, defining incentive formulas, and establishing payout schedules.
Effective sales compensation plan design is essential for driving sales effectiveness and achieving business
objectives.

16. **Sales Territories**:

Sales territories are geographic or demographic areas assigned to sales representatives for managing and
developing customer accounts. Sales territories help sales teams focus their efforts, maximize coverage, and
optimize sales opportunities. Effective sales territory design is critical for balancing workload, maximizing
productivity, and achieving sales targets.

17. **Sales Incentive Communication**;

Sales incentive communication involves informing, educating, and engaging salespeople about incentive
plans, goals, performance measures, and rewards. Effective communication is essential for ensuring that
sales representatives understand how they can earn incentives, what is expected of them, and how their
performance will be measured. Clear and transparent communication is key to motivating and aligning sales
teams.

18. **Sales Compensation Administration**;

Sales compensation administration encompasses the processes and systems for managing and
administering sales compensation plans. It includes tasks such as calculating commissions, bonuses, and
incentives, tracking sales performance, resolving disputes, and ensuring timely and accurate payments.
Effective sales compensation administration is crucial for driving sales performance and maintaining sales
team morale.

19. **Sales Performance Analytics**:
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Sales performance analytics involves the analysis of sales data to gain insights into sales performance,
trends, and patterns. It includes measuring key performance indicators, identifying areas for improvement,
forecasting sales outcomes, and making data-driven decisions. Sales performance analytics help
organizations optimize sales strategies, drive revenue growth, and improve sales effectiveness.

20. **Sales Compensation Benchmarking**:

Sales compensation benchmarking involves comparing an organization's sales compensation practices,
structures, and levels against industry standards and best practices. Benchmarking helps organizations
understand how their sales compensation plans stack up against competitors, identify areas for
improvement, and make informed decisions about their incentive programs. Sales compensation
benchmarking is essential for attracting and retaining top sales talent.

21. **Sales Performance Review**:

A sales performance review is a formal evaluation of a salesperson's performance against their sales targets
and goals. It involves assessing sales results, identifying strengths and weaknesses, providing feedback,
setting new objectives, and discussing career development opportunities. Sales performance reviews are
crucial for recognizing achievements, addressing performance gaps, and driving continuous improvement.

22. **Sales Compensation Plan Evaluation**:

Sales compensation plan evaluation involves assessing the effectiveness and impact of sales compensation
plans on sales performance and business results. It includes analyzing key performance metrics, gathering
feedback from sales teams, identifying areas for improvement, and making adjustments to the incentive
program. Regular plan evaluation is essential for optimizing sales compensation plans and driving sales
success.

23. **Sales Compensation Software**:

Sales compensation software is a technology solution that automates and streamlines the management of
sales compensation plans. It helps organizations design, implement, administer, and analyze sales
compensation programs more efficiently and effectively. Sales compensation software can improve
accuracy, reduce administrative burden, and enhance sales team satisfaction.

24. **Sales Performance Management System**:

A sales performance management system is a comprehensive platform that integrates sales performance
analytics, incentive compensation management, territory management, goal setting, and sales coaching
tools. It provides organizations with a centralized solution for optimizing sales performance, aligning sales
activities with business objectives, and driving sales effectiveness. A sales performance management system
is crucial for maximizing sales productivity and achieving revenue targets.

25. **Sales Compensation Committee**:

A sales compensation committee is a group of stakeholders responsible for designing, implementing, and
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overseeing sales compensation plans within an organization. The committee typically includes
representatives from sales, finance, human resources, and senior management. The sales compensation
committee plays a key role in ensuring that sales compensation plans are aligned with business goals, fair,
and effective.

In conclusion, understanding the key terms and vocabulary related to Incentive Plan Design is essential for
developing effective sales compensation models that drive sales performance and achieve business
objectives. By mastering these concepts, you will be better equipped to design, implement, and manage
incentive plans that motivate sales teams, align with organizational goals, and drive revenue growth.
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