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1 
Whether your salespeople currently don’t receive sales-based compensation, or you’re 

unhappy with how your current sales compensation plan is working, you’ve decided that it’s 

time to tweak the way that salespeople are compensated in your business. This task can be 

daunting, with many of the sales compensation plan templates available online requiring you 

to develop a complex set of rules, targets, caps, ratcheting quotas, and bonuses that differ 

per role or per employee.

When it comes to sales compensation plans, the evidence suggests that it’s best to keep it 

simple. Research by economists Bengt Holmstrom and Paul Milgrom found that complex 

compensation plans were more likely to be gamed by salespeople, encouraging practices 

such as “pushing”, or deferring sales to the next month once the quota for the current month 

has been met. The researchers found that the sales compensation plans that produced the 

best results were the simplest, offering a set commission per sale, regardless of when or 

where it occurred. In addition to yielding better results, simple sales compensation plans are 

cheaper and easier to administer than their complex counterparts

If you’ve decided it’s time to implement a simple sales compensation plan in your business, 

these 9 tips will help you.

Dave Cherrie,
Founder & CEO 
of Arcade

I hope you enjoy this guide.
To your success!

— DAVE

http://www.jstor.org/stable/1913238?seq=1#page_scan_tab_contents
https://workplacearcade.com/demo/?utm_source=resource
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We re c o m m e n d t h a t yo u a l w ay s p ay 

salespeople a base salary that is enough to 

cover their basic living expenses. Even the best 

salespeople can have bad months due to 

factors outside their control. You want to make 

sure that during these months your salespeople 

aren’t worried about paying bills or falling 

behind on mortgage payments. Sales-based 

compensation earned on top of a modest base 

salary encourages salespeople to strive for a 

higher standard of living once the basics have 

been taken care of.

When calculating this mix between salary and 

sales-based compensation you’ll need to take 

into account the length and uncertainty of the 

sales cycle in your industry. According to 

research  by Rajiv  Lal and colleagues , longer  or 

more uncertain sales cycles of months or years 

tend to increase the importance  of base salary, 

while  shorter  sales  cycles  of hours , days  or 

weeks (such as door-to-door or over the counter 

sales ) lend  themselves  to a higher  reliance  on 

sales-based compensation.

Decide on the right balance between 
base salary and commission01 

http://www.jstor.org/stable/184057?seq=1#page_scan_tab_contents
https://workplacearcade.com/demo/?utm_source=resource
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The right mix between base salary and 
variable compensation will depend on
your industry, and your brand. 

Manage at-risk vs. secured income to 
encourage the right selling style02

https://workplacearcade.com/demo/?utm_source=resource
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When an executive or business owner first develops a sales 

compensation plan there is a tendency to create a master spreadsheet 

with intricate variants per team, per role, and per degree of tenure. But 

remember: executing and administering each of these plans will be 

much harder than typing the plan into a spreadsheet. For this reason, we 

recommend that 

If you’re stuck, start with three plans: one for junior salespeople, one for 

mid-level salespeople, and one for your most senior salespeople. Avoid 

creating complex variants for specific roles, or employees. This can 

quickly become difficult to monitor and maintain.

You should limit your sales compensation plans 
to a number you can count on one hand. 

Don’t develop more sales compensation 
plans than you can count on one hand03
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Another element of sales compensation plans 

to avoid are so-called “draw against 

commission” structures. These structures 

position base salary as a loan from the 

business that is paid back over time via 

commission earnings. So, if your employee is 

paid a $2,000 monthly base salary then they 

would have to earn $2,000 in commission 

before they actually see any of the rewards for 

their work. A bad month of sales can put 

salespeople into a kind of debt where all their 

commission for the next few months is paid 

back to the business. These kinds of setups 

are often stressful and demotivating for 

salespeople and are not recommended.Caps tend to demotivate the 
highest performing salespeople. 

Avoid sales-based compensation caps 
and “draw against commission” structures04

https://hbr.org/2015/04/how-to-really-motivate-salespeople
https://workplacearcade.com/demo/?utm_source=resource
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To keep things fair, set incentives around roughly the same dollar value 

per employee. A solution like Arcade can help you manage 

personalized incentives and rewards for your salespeople.

Research has shown that when staff receive monetary bonuses or sales-

based compensation they are likely to absorb them into their base salary 

rather than saving them for something memorable. You can make your 

compensation plan more meaningful by including a personalized 

incentive, chosen by the salesperson. Examples are good seats to watch 

their favourite team, a gym membership, dinner at a favourite restaurant, 

movie tickets for the whole family, or a gift card for a favourite cosmetics 

or electronics store. This incentive should be earnable only occasionally, 

when the salesperson overachieves during a particular month. Sit down 

with the salesperson when choosing what their incentive will be, and 

Introduce personalized incentives 
for overachievement05

Encourage them to choose something meaningful for them. 

https://www.workplacearcade.com?utm_source=resource
https://workplacearcade.com/demo/?utm_source=resource
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In this case, it would be more effective to 

reward the salesperson for every good-

quality lead that is passed to the closer.

Another aspect of this is team-based 

commission. In some businesses, sales is a 

shared, team-based activity. By the time a 

sale is made, several different salespeople 

may have interacted with the customer, or 

followed up with them. In this case, the 

team made the sale, rather than any 

i n d i v i d u a l s a l e s p e r s o n . A s s u c h , 

commission should be shared between the 

team as a whole.

Focus on rewarding what the 
salesperson can control06

Instead, an individual’s 
commission should be tied to the 
part of the sales process that is 
under their control. 

https://workplacearcade.com/demo/?utm_source=resource
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Reward greatly what you 
prioritize most07

Recalibrate monthly08

https://workplacearcade.com/demo/?utm_source=resource
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Develop your sales commission plan in 
collaboration with your salespeople09

https://workplacearcade.com/demo/?utm_source=resource
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