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Introduction
It amazes me how often I see organisations launch into an expensive incentive programme because some ‘bright spark’ said in the board or management meeting, when sales or customer service performance was below expectation or budget, “we need an incentive”, rather than saying “we need to become more professional in how we manage, recognize and reward performance”.

If your organisation is too close to this first definition for comfort, it may be time to give serious thought to pulling the entire incentive budget and begin re-building from the beginning.

This being said, with the ‘grow-or-die’ issue at the top of many corporate agenda, along with increasingly tight constraints being placed on marketing and salary spending, the cost effectiveness of the sales & marketing channel has emerged as a common critical success factor in many boardrooms across different industries. 
Consequently, organisations must be able to prove the extent of real ROI from many activities, including their use of incentives to ‘motivate’ sales people and channels to ever greater achievements. 

Since ‘sales channel motivation’ is such a hot topic, this paper focuses primarily on using incentives to improve performance in this area, although many of the principles are equally valid in other, more customer service and back-office focused areas.

1. Background & key principles
More is asked of today's salesperson than ever before, as he or she faces a myriad of challenges that can overwhelm even the most talented, effective performer. Plus, the role of many salespeople is evolving — from solo star towards being the coordinator of a multifunctional selling team, sensitive to the requirements of an ever more regulated and litigious marketplace. 
Depending on where the organisation is placed on, among other factors, the ‘sales challenge matrix’ (see diagram below) recognition, incentives and rewards which place all of the credit – and/or blame, for a product or service’s sales and margin performance at the foot of the ‘lone star’ channel salesperson, may be fundamentally flawed.
The more complex the channel, more intense the legislative environment or the greater the distance ‘down the chain’ between salesperson and the end consumer, the less direct impact the salesperson can realistically be expected to exert on the end result and the more irrelevant Key Performance Measures based purely on product sales performance become.
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N.B. This chart is purposefully simplistic in order to illustrate a point. There may be a range of circumstances where a particular organisation, team or industry may be positioned differently.
Consequently, to be successful in the more complex channels, programs embody the following:

· They focus on specific activities and behaviours. (The root cause) 

· They increase productivity as a result. (The end goal)

The reason for this is simple – there is no point in having an incentive at all, unless it is targeted at a specific change in behaviour which will result in increased value for the organisation above that which is expected in return for the salary and benefits package already being paid or distributor/broker pricing offered.

From a psychological perspective, incentives exist to reward (reinforce) the new behaviour sought in order to increase the likelihood it will happen for the first time and then be repeated until it becomes part of learned, ordinary behaviour. The reward must therefore be delivered as soon as possible after the behaviour in order to be properly associated with it in the mind of the recipient.

Any incentive which is based on a quarterly or worse retrospective view of an overcomplicated matrix of objectives cannot be expected to have a real impact on the day-to-day behaviour of real human beings as they interact within an ‘immediate’ daily bombardment of requirements, constraints and reactions.
However, in those industries where the end goal is synonymous with the root cause (ie face-to-face closing, converting etc) and the salesperson is the qualifier, presenter and order taker – then, focusing on sales volumes, margins and cross-sales/multiple products, specific products etc all remain valid approaches for driving recognition and reward.

That being said, they should also be cross-checked with other measures such as customers seen and conversion rates etc. 
– This point being nicely illustrated by the tale of an automotive salesperson in a high volume used car ‘supermarket’ whose end sales figures (and personal income!) were fantastic. – Unfortunately, all he did in reality was to ask everyone he saw as he moved quickly around the dealership “ready to buy yet?” – he picked up all the opportunities to ‘take orders’, but lost the organisation more business than he won through appearing rude and unhelpful to those people who were looking for advice and assistance. 
Often, as in this example, a high element of commission is paid to salespeople, as a proportion of salary, in order to maintain a level of ‘hunger’ in their attitude and thus focus in their behaviour towards their core purpose and function. 

It is important for organisations to distinguish therefore between ‘incentive programmes’ and ‘commission-based, or ‘performance related’ pay plans. The incentive programme has a specific, tactical set of goals, whereas commission-based or performance related pay-plans are more long-term and strategic in nature, containing both ‘carrot and stick’, since low performance could translate into difficulty in meeting the monthly household expenditure budget etc.
Consequently, we would recommend that, the ‘incentive programme’ is run as an entirely separate operation to salary (accepting the obvious tax and NI overlap in administration). Key benefits of this approach being.
· Incentives can have an end date!

· Incentives have an intrinsic trophy value, rather than being ‘swallowed up’ in paying for the mortgage, credit cards etc.

· Incentive achievements can be published among peers more readily than personal salary details, adding the important ‘recognition’ aspect into the performance management equation.

Regardless of whether organisations are considering their pay plan or incentive strategy, care needs to be taken to ensure that the measures which drive these rewards strike the right balance by being not over simplistic (as they were for the car sales person above before the issue was addressed) while at the same time being simple enough to understand and react to. 
According to Aberdeen Group, in their research, one of the main causes of failure in performance based pay plans has been the inability of organisations to articulate quantifiable measures of behaviour. We hope that this paper will, among other benefits, help the reader in considering solutions to this key issue, whether for implementation in a strategic pay plan or tactical incentive campaign. 

2. Measurement as a motivator

The fact that recent research in Incentive Today Magazine revealed that 25% of ‘motivation’ agencies don’t even offer performance measurement services indicates that companies need to be wary of ‘widget sellers’ who pretend to be motivation specialists in a market often more interested in selling the end reward, than the tools to control how performance and reward costs are managed.

The following chart shows some of the findings of the research undertaken by Incentive Today Magazine and shows the split of incentive agency activity by market sector.
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A number of the companies they serve will have ‘missed the point’ that massive increases in performance can be achieved by simply clarifying their key performance indicator criteria and then monitoring performance against those criteria. 

In fact up to 75% of performance improvement potential can be achieved simply by getting measurement and recognition right before even thinking about developing an incentive programme.

Take for example the wonderful piece of research undertaken right back in 1939 at a factory where they sought to test the impact of improved lighting on assembly line efficiency.

As expected, when they increased the amount of light, performance went up. 

Fortunately, the researchers were sensible enough to want to see if the reverse was also true. - So they reduced the light, expecting to see performance decline.

However, the opposite of what they expected to see happened and they saw performance continue to improve right until they reached the lighting equivalent of moon-light, where presumably the health and safety officer, or latter-day equivalent, called a halt to the whole thing before somebody started losing important parts of their anatomy!

What happened here has become known as the Hawthorne effect, after the factory where the research took place.

It is a plain and simple truth, and it forms the basis of our approach to providing automated performance management and reward solutions. If people know that what they are doing is important enough to measure, and the measures of their performance are presented back to them and their colleagues in a timely and respectful manner, human nature kicks-in and 85% of them want to look good. (We’ve all met the other 15%!).

And it doesn’t only hold true for internal staff incentives, but trade/channel/partner promotions also benefit from communicating key performance criteria with accounts/brokers/resellers… and letting them know that their contribution is important enough to be closely watched and managed, and their feedback taken seriously.

In fact, research by Gartner revealed that companies which failed to provide regular and timely information and rewards risked a 20% decline in performance, compared with those who achieved it, as a direct result, across a range of vertical industries.

So, what does this mean for you and your organisation?

Every organisation is at a different stage in its performance management evolution, and it is essential that any decisions regarding the next step in that evolution (including backward steps if appropriate) are taken in light of an objective appraisal of the current position.

Regardless of whether you are looking to boost your ROI from employee or channel incentives, improving sales effectiveness must be the end goal. This requires companies to think much more broadly than they are used to about the business, organisation, environmental and human issues surrounding sales effectiveness — and to put technology to work in support of these issues with  incentive management forming an important part of the overall strategy. 
Unfortunately, many organisations have gone part of the way, making significant investments in Enterprise Incentive Management, Salesforce Automation and CRM solutions, only to find themselves with increased administrative tasks and ‘drowning in data’. Sadly, much of the data is lacking in real value and their initiatives are close to being regarded as failed. Some of these organisations may simply have not ensured that education and communication programmes are put in place to capitalise on the new key performance indicators which are now available. But many have missed the point that their systems are measuring things over which their sales people have little direct control. 
Regardless of how elegant your computing capabilities may be, only those organisations with well defined products, services, teams, roles, processes and responsibilities are truly ready to measure what they are doing, let alone reward for performance.

So, don’t launch straight into any programme until you have at first established clear performance criteria and monitoring processes.

Focus on what you can measure and how you are going to measure it.
At the simplest level, you may wish to monitor and reward based on sales value/volume/transactions, product specific, calls handled, customer satisfaction score, conversion rates etc etc, but take care that you don’t target anything without ensuring that you also have Quality measures in place. (Quality = conforming to requirements).
For example, in financial services (consumer lending) organisations should, rather than simply ‘reward x for every sale’ develop and reward against a sales profitability matrix such as the following:
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 Here the organisation can calculate rewards based on one or a number of interrelating factors and assign a unique reward value (or not) which is directly in line with the profitability of each transaction. This approach, when applied for example in a broker or channel loyalty scheme, can allow for pricing and thus product margin to be adjusted to compensate for incentive payments, resulting in a nil cost to the organisation of the incentive activity. 
In the same way that product sales can be broken down by financial parameters (Sales value/margin etc) so can sales and marketing activity which leads towards successful sales results (leads/proposals/presentations..)
As alluded to above, by using Quality terminology, sales efficiency can be improved by deploying techniques similar to those used in manufacturing process analysis. The first step is to map your sales and marketing processes and identify those critical activities or events which ‘add value’ for your organisation and the manner in which they relate to each other. For example:
· The identification of a new Quality ‘cold prospect’ for the database. 

· The conversion of a ‘cold prospect’ into a Quality ‘qualified lead’.

· Moving up the value from meeting type 1 to type 2, 3 etc.

· The provision of a well constructed proposal and/or presentation to an interested party.

· Capturing valuable market information or competitor intelligence (and sharing it!).

· Achieving the extras

· Agreeing a documented ‘road map’ for the further development of the customer/target relationship.

· Delivering a key presentation to a previously ‘impervious’ account.

· Winning a written product or service endorsement from a key opinion leader.

· A higher gross margin than the minimum that could be approved.

· A longer than usual minimum contract period.

· A higher penetration of complementary product cross-sales.

· Etc, etc…

N.B. the above list is only for illustration purposes. Each organisation should develop its own unique sales & marketing process map and identify the ‘value events’ within it. 
By then adding a financial worth to each ‘value event’ (however arbitrary this may be) organisations are able to both focus on their key areas of priority and establish the true value to the organisation of improving performance at each stage in the process. (Manufacturing/Quality process analysis often considers the Price of Non-Conformance, sales analysis should consider the Value of Achievement).This provides a base-line for incentive budget setting and also creates accountability for the incentive programme by providing the method for measuring how effective it has been in improving performance.
You may well find that having first mapped your sales processes and identified the key value adding opportunities, there are significant ‘holes’ in your ability to measure that which you now regard as vital. – Partly because you are moving away from data which is readily available from existing ERP applications and focusing on the day-to-day reality of selling.
However, simply adding another ‘return’ for people to complete can add significantly to the hated salesperson’s administration burden and central office paper-chase. The most effective method for capturing performance information is for it to be produced as a natural bi-product of people’s day-to-day activities. 
Salesforce Automation solutions, which keep a detailed log of all sales inputs into the system can go much of the way towards providing the answer – unfortunately however, they are often viewed as sales policing tools by sales people, adding little or no value to the sales process itself from their perspective, but providing rich ‘ammunition’ for senior management who are stuck in the call rate, rather than call effectiveness, mindset. 
Detailed consideration should be given to the scope of returns and reports already required, together with their data capture and collation methodologies. 

· If there is anything currently being captured that is not absolutely necessary – get rid of it.

· If there is any way to remove or reduce the pain of data capture, collation and interpretation it should be implemented.

· If performance information which potentially leads to a reward is only generated by those receiving the reward, it absolutely must be auditable. 

N.B. Measurement processes and some enabling technologies are considered in more detail in section 4 below.
We all know that without clear objectives any programme is set to fail before it begins. So starting with the blindingly obvious, make sure you have well documented objectives and plan for how you intend to communicate and run your incentive programmes.

And since you will need to know how effective your incentive has been, any new KPI measurements will need a period of time (however short) before any new incentive is implemented in order to establish what the base (control) performance level is.

While the incentive is ongoing, you will use the ‘base-line’ performance referred to above, to compare the ‘incentivised’ performance with and thus establish the Return On Investment (ROI) from the activity.

Remember, people earn their salary or (for channel partners) current pricing/commission for doing their job to the agreed standard – additional rewards should only be paid to encourage them to exceed that.
If you are replacing a current scheme, you may need to agree to a level of bonus guarantee during an initial set-up period while base-line measures are being established.
And ensure that you will be able to amend your targets and rewards over time – for example, “double rewards for product x for the next week/month” is not only a useful tactical tool, but also necessary for risk management where targets are set inappropriately at the outset.

3. Be aware of (and manage) the costs

While this may at first seem like an obvious statement, it isn’t. 

In running performance management and incentive programmes, like so many business activities, there are two types of cost, the visible and the invisible.

The visible costs are quite simply the ones for which you receive and pay invoices. If you are currently working with an external incentive agency, or running an in-house programme, the chances are you will be paying directly, or indirectly for some or all of the following – and possibly a range of other costs as well:

· Concept development fee.

· Account Manager time.

· Account Director time.

· Data processing and administration.

· Data hosting.

· IVR telephony.

· Report production.

· Design of printed materials.

· Design of web interface.

· Print.

· Programming

· Delivery and distribution of communications.

· Rewards (vouchers, goods & experiences)

· Reward redemption, order processing & delivery.

· Tax/NI.

Whereas the invisible costs include

· Errors, resulting in reward over-payment 

· Manually intensive performance data gathering processes

· Lost opportunities due to time being spent on administrative rather than development activities.

· Lower performance due to a lack of campaign flexibility.

· Lower performance due to lack of universal reward appeal.

· Abuse.

· Paying suppliers for rewards which are never redeemed.

· Paying for performance you would have achieved anyway.

· Impact on HR/payroll processes.

· Impact on accounting function. 

· Internal auditing and compliance requirements.

· Contribution to staff turnover where competitors offer a more attractive approach.

· Disincentive of scheme that is not motivating.

Understanding and managing these costs are critical to success.
4. Streamline and automate your measurement

(With respect to what I said earlier) measurement is not an end in itself, rather it is a means to an end.

While this may come as a horrendous ‘body-blow’ to many accountants and finance directors, it is true. And there is often far too much cost and administrative effort associated with the generation of management information.

A range of automated tools are now available which can generate the required information and get rid of painful manual processes. 
In fairness to the ICT departments who have often fought with ‘the business’ in an attempt to achieve well thought through functional requirements for their desired technology, those (often) sales and marketing managers who thought that all they had to do was issue staff with lap-top computers and ‘their troubles would be over’ are now waking up to the fact that without the right software applications to collate and analyse their reports, they have only partially moved forwards from the fax machine.
For example, 

· Inexpensive, hosted Interactive Voice Response telephone or Web based applications can feed information, rather than faxing/emailing it into a manually intensive spreadsheet ‘data-chase’, straight onto your desk via a standard web browser to give you ‘dashboard’ reports showing up to date Key Performance Indicators.

· Customer counters at remote locations can tell you how many sales opportunities each of your outlets has been presented with and these can be automatically matched with your sales data to calculate conversion rates etc.

· Satellite tracking technologies can tell you exactly how many miles your employees have travelled, who they visited, when and what speeds they travelled etc.

· Your existing systems may well already hold much of the performance data you need – you simply need to have it ‘crunched’ into an understandable format.
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The potential list goes on and on. The key is (as ever) to ensure that the business requirements have been well thought through prior to expecting IT to be able to deliver. (Back to sales process mapping and value point identification).
From £s generated per hour worked, to % conversion rates from ‘walk-in’ to sale just about every key performance indicator and combination of key performance indicators can be automated in terms of data capture, collation, calculation and communication.

Try calculating what it currently costs you per annum to collate performance information. You may be surprised as to what a drain reporting is on your expensive sales and sales management resources. Other organisations are sometimes spending in excess of £1,100 per salesperson, per year on data gathering & administration – excluding errors. 

5. Develop your own ‘Reward points’ solution

By creating your own rewards points currency, you create the bridge between performance measurement and reward.

Whenever the desired behaviour or behaviours are displayed, an appropriate Points reward can be made. Points are collected in personal Points accounts, until such time as either a minimum redemption value is achieved or the recipient has saved sufficiently for the object of their desire.

Following running many different types of incentive programme, without doubt the most attractive reward medium is the store voucher. However, it is essential that your programme is capable of offering a sufficiently wide choice of aspirational brands and retail points to cater for the spectrum of personalities and desires which is present across any group of individuals.

An important point about store vouchers as rewards is that they are as flexible as cash, but, unlike cash they reward more than once (when they are used to pay for the present, holiday, meal etc as well as when they are earned) – the trophy value of cash disappears the moment it is credited into the bank. And in comparison with prizes, in the author’s experience, vouchers outperform prizes 10:1 in terms of attractiveness and success.
Plus, by launching your own reward Points programme your organisation immediately avoids buying vouchers ‘up front’, which may never be redeemed. 

It costs you nothing to give people Points – it only costs you money when they redeem them for their vouchers of choice!

Several ‘motivation’ agencies are making large profits thanks to the fact that campaign participants have not bothered to redeem their rewards, and we have even heard of some which actively make reward redemption as difficult as possible to ensure as few people as possible actually receive the reward to which they are entitled!

Central to any points programme is the database application which runs it and by definition the performance management programme it underpins.

· Performance data regarding performance achieved is automatically collected and collated from in-house data, IVR telephony input, remote telemetry components….

· A management panel enables senior management to set rules surrounding how differing levels of performance translate into differing levels of reward. (They may be based on one or a combination of factors – sales achieved and call rate… sales reward multiplied by call rate score etc etc)
· Individual Points accounts are secure, yet accessible enough for each participant to monitor their own progress via browser and/or IVR telephony.

· Browser access provides a rich source of performance management information.

· Full audit trails ensure compliance.

· Reporting supports financial control and accounting requirements.

· Automated voucher procurement and fulfilment is facilitated.

Once you have developed your own reward Points solution, you can further improve your cost position by adding minimum redemption and ‘time-out’ features, for those people who, for whatever reason choose not to become actively involved in your programme.

And you don’t have to compromise on reward choice either. There are several options through which you can offer a wide choice of store vouchers to your campaign participants, without having to hold a single voucher in stock yourself.

In addition, participants can be rewarded directly in-line with the financial benefit of their efforts (x% of increased gross margin or saving achieved etc) and thus the budget for rewards moves in line with actual performance achieved, rather than being a static budget which may, or may not be justified by the results of your programme.

Once you have your own reward points solution, you can use it again and again to deliver increased performance, but without having to go right back to the beginning every time.
6. Automate reward calculations

We all know that participants only complain about errors which under-pay them when it comes to incentive management. So if you have any such complaints at all, you can be sure that you are also making mistakes that over-pay – possibly costing up to 10% (the problem is, you simply don’t know).

By automating reward calculations via rule-sets that you can easily amend in light of tactical requirements, you can eliminate errors and ensure that you are only paying rewards for the performance which qualifies.

Companies which are operating manual processes risk over simplifying their programmes and, for example in a sales incentive, may be paying the same reward for a low margin product sale as a higher margin sale. Automating this process can ensure that every reward is directly in line with the bottom-line benefit achieved by the performance.

7. Consider your communication options

One of the key problems with performance management and incentive based initiatives is that a complex set of information needs to be distributed to (often) small audiences in terms of typical print-run volumes.

Consequently, the costs of design and artwork take up a disproportionately high element of the overall project cost. And controlling these costs ‘in house’ can provide valuable saving opportunities.

In addition, producing regular, timely reports to let people see how they are doing is often time consuming and expensive. (Despite being a critical success factor in any programme).
Internet and telephone-based applications can provide an impressive solution to this problem, giving participants access to their information and management tiered access to information for their area of responsibility. But take care because by only having ‘on-line’ information, you could be excluding those people who would rather use a telephone than a browser.

Plus, for the uninitiated, ‘off-the-shelf’ on-line incentive management solutions can in reality prove to be little more than on-line incentive procurement applications which are (as their vendors intend) excellent for ordering the vendors’ incentive products on-line, though not necessarily useful in managing performance improvement.

Achieving the right balance between on-line/email and printed communications materials can have a major impact on the cost-efficiency of your programme.

In addition, by taking control of all elements in-house, you can avoid having to use the (often premium priced) design and copywriting services of a ‘full service’ motivation agency and move to a more cost efficient supplier.

8. Take care if you are asked to pay over face value for store vouchers.

The chances are – you can get them significantly cheaper! We help a number of companies to buy the right mix of vouchers at the right price – without having to commit to holding large stocks.

9. Outsource store voucher packing and despatch.

By sending vouchers by recorded delivery, direct to your recipients you remove one of the main opportunities for campaign abuse.

If you deploy an automated incentive management solution, you will also be provided with an immediate audit trail of every voucher order and its destination, so supplier invoices can be readily reconciled and Internal Audit departments kept at bay!

10. Consider introducing chance/games to your incentive activities

When companies add a game element to a campaign, it doesn’t only add to the interaction value of your campaign but it can also ensure that the perceived value of the reward is significantly higher than the true cost to your organisation.

For example, we have developed a number of games, one of which is Treasure Island – an interactive telephone game where a pre-determined number of prizes are hidden at random on 10:10 grids for each participant. One client has set the total value of prizes on the map at £1,500 including a star prize worth £500 – however the true cost per game-play is only circa £15 on average. 

In addition, where participants play a game, the act of playing is a reward in itself – so even if they don’t win the star prize, they are still left with a smile on their face and a strong desire to repeat the behaviour which qualified them to play. And remember, people only qualify to play after they have achieved their targeted performance – so you won’t be risking the creation of a business full of game players instead of workers!
In the words of John Cleese – “you don’t have to be sombre to be serious”.

11. Automate your help desk as much as possible

Implementing automated telephone and web based solutions for people to be kept informed about their progress can save significantly, both in terms of the costs of external agency support and also in issue resolution.

This is why Performance Bonus solutions incorporate a range of built-in diagnostic elements to ensure that unnecessary help desk calls are minimised.

By having a fully integrated solution, questions such as “why did I only get x for that sale?” can now be quickly resolved by simply looking up the transaction and identifying which rule-set was applied and why.

12. Take the incentive health-check

Increasingly, organisations want to quickly gain an understanding of how lean and up-to-date their current performance and incentive management activities are.

Consequently we now provide a performance and incentive management appraisal service.

A short consulting assignment will result in a report which covers the different aspects covered within this white paper and will appraise your organisation on each area with suggestions for improvements where appropriate.

Our guarantee is that if, at an early stage in our investigation, we discover that your activities are so well run, we do not feel confident that you could more than clear the cost of our assignment through implementing our suggested improvements, we will resign immediately, provide you with a letter to this effect, and not charge you a penny.
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