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Compensation Strategies for 
Sales Teams and Managers 

s real estate has become more and more competitive, 
compensation has increased in complexity Today, 
the simple distinction between sales associates and 

brokers, with the old 50-50 split, is no longer sufficient. 
Compensation structures must accommodate assistants of 
different types, business partners and teams, as well as 
managers. Well-developed and well-executed compensation 
plans can give your company a competitive advantage in 
recruiting new talent and in retaining your top-performing 
managers and sales teams. 

How to Compensate Sales Teams 
More and more companies these days encourage teaming and partnerships 

among sales associates. Sometimes these are simple arrangements, such as provid- 
ing administrative assistants to high-performing sales associates. Other times, 
arrangements are more complex. These involve teams of multiple sales associates, 
selling assistants and administrative help. 

Often, brokers compensate these teams the same way they do regular sales 
associates. In theory, this would work if the group did not consume any more 
goods and services than one person would. In practice, though, a group is more 
expensive to support. For example: 

l I f  an assistant is given an office, the company is deprived of the income that 
it might have received from a productive sales associate occupying that same space. 

l Water, heat, air conditioning, wear and tear, telephone line usage and other 
costs may seem minor, but they add up. 

l Personnel tasks, such as processing checks, making sure W-4s are correct 
and issuing 1099s, exist even if all but the primary sales associate work from home. 

Many brokers ignore these costs, thinking they are too small to matter. 
However, we recently worked with one company with more than 300 sales associ- 
ates and discovered it was losing $280,000 a year on assistants alone. That’s not an 
insignificant amount. 

Most companies expect to recover these administrative costs through volume. 
While this will work if the split is low enough to offset the expense, this approach can 
be risky. Volume is neither consistent nor predictable. Using volume dollars to run your 
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business can land you in serious cash 
flow difficulties if the market goes south. 

A volume approach is particu- 
larly risky if the company does not 
offer separate compensation plans for 
teams. When two sales associates pool 

their resources, the team reaches a 
high split faster than one person 
would. While the sales associates 
benefit, the company loses one fixed 

expense recovery, and the company 
dollar decreases. (Splits should be 
determined on an individual basis.) 

Instead, use a separate pay sched- 
ule for teams. Then the company can 
structure the compensation plan to 

recover the cost of supporting all team 
members. One strategy might be to 
have each team create its own busi- 
ness plan. This provides for the 
apportioning of commissions and 
expenses according to each person’s 
expected contribution. Revisit the 

plan each year to make sure it still 
accurately represents each person’s 
involvement on the team. 

Assistants can be handled more 
simply, too. Typically, chargebacks 
recover administrative costs. Often, 
several levels of chargebacks make 
sense, depending on whether the assis- 

tant occupies office space. For instance, 
a monthly fee of $30 to $200 may be 
appropriate for administrative assis- 
tants who work from home. Selling 
assistants who have their own desk 

may cost $300 to $1,000 per month. 
To determine the appropriate 

charges, you need to know what each 
extra person costs the firm. Once you 
calculate office expenses, you can 
determine the correct chargebacks. 

Regardless of the method used, the 
company must have a way to recover 
the cost of providing goods and 
services to its sales associates. The 
most fair and consistent approach is to 

have the people who consume those 
goods and services pay for them. 

How to Compensate Managers 
Compensating managers is far 

more complex. Managerial duties 
vary widely; some sell, some don’t; 

some own part of the business, while 
others are employees. Designing 
incentives that balance all these 
factors is challenging. 

Managers should be compen- 
sated, at least in part, for their 
performance-the degree to which 

“‘A volume approach is 
pavticulavly risky if the 
company does not ogler 
separate compensation 
plans for teams. When two 
sales associates pool their 
resources, the team reaches 
a high split faster than one 
person would.” 

their decisions influence the company 
and contribute to its success. A well- 
designed plan typically includes a 
base salary plus incentives. 

Base Salary: The base salary 

generally reflects the marketplace 
value of the manager’s administrative 
duties. For example, if you expect 
those duties to take up to 60 percent 
of the manager’s time, you must 

determine the cost of 60 percent of a 
full-time administrative manager. 

Perquisites: Include perks in any 
compensation package offered to 
managers. Common examples are 
receiving company commissions for 
personal sales, management training, 
expenses related to conventions and 
business meetings, MLS dues, use of a 
company car, business cards, a cell 
phone and day care. 

Overrides: Overrides can be 
calculated in many ways-on gross 
revenue, total gross commission 
income, net operating income, earn- 
ings of sales associates, or profit before 
taxes and interest. Typically, the higher 
the revenue on which the override is 
based, the smaller the percentage is. 
Make sure managers clearly under- 
stand what will form the basis of the 
override. Without that understanding, 
motivation is diminished. 

With overrides, carefully consider 

2 

the impact of the incentive. For exam- 
ple, managers will experience the 
impact of poor sales by associates 
much more so if the override is calcu- 
lated on the company dollar than as a 
percent of GCI. Paying on the 
company dollar also encourages 
recruitment and rewards managers 
who devote time to getting sales asso- 
ciates to the breakeven point. It 
provides a disincentive to a manager 
who readily gives large splits or offers 
bad plans to sales associates, because 
the manager’s own income is affected 
proportionally. 

While an override usually 

provides sufficient incentive, 
systems that ensure accountability 
are a good idea. A manager’s perfor- 
mance should be monitored against 
recruiting, retention and the 
company dollar. 

Task Completion Incentives: 
Consider instituting financial rewards 
for successfully recruiting sales associ- 
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ates, offering training or coaching, 
increasing the percentage of produc- 
tive sales associates, and raising the 
level of personal production. 

Recruitment rewards are often 
handled as a flat rate, relative to the 
value of the new recruit. The payment 
may be made in stages, as the sales 
associate makes sales, to help guard 
against a “body shop“ operation. An 
even better approach is to pay when a 
sales associate reaches breakeven, as 
this ensures that the bonus comes from 
profit built into the breakeven point. 

Providing incentives for increas- 
ing the number of active sales 
associates on staff encourages motiva- 
tion of all sales associates. It also 
helps prevent preferential treatment 
of high producers. 

Managers can be compensated 
in many ways for encouraging train- 
ing. Popular strategies include 
paying a flat fee for the amount of 
time invested or giving a bonus for 
helping sales associates complete 
further training on their own. Often 
this costs the company little, because 
the payment can be subsidized 
through training fees collected from 
the sales associates. 

Bonuses: Companies may want 
to provide managers with rewards 
for reaching targeted production 
levels, For example, a company may 
set a goal of reaching $100,000 of GCI 
each month. It may then decide to 
pay a manager a bonus for every 
month in which that target is 
achieved. Bonuses might also be 
given for reaching a certain level of 
profit or bringing down company 
expenses. Set those levels in terms of 
dollars rather than number of clos- 
ings, because dollars determine 
whether expenses are met. 

Profit Sharing: The company 
may pay a top manager a set percent- 
age of profits retained by the 
company over a specified period of 
time. For profit sharing to work well, 
the company must have well- 
controlled expenses and a generally 
stable economic situation. Managers 
should have access to all of the 
company’s financial information, 
and feel that they have enough influ- 

ence in the company’s day-to-day 
operations to control factors that 
affect profitability. 

One possible risk: Relations 
between the manager and broker/ 
owner may become strained if the 
broker/owner wants to make invest- 
ments that will grow the business but 
temporarily affect profitability. For 

this reason, profit sharing is best used 
as a component of a compensation 
plan rather than as the whole means 
of compensation. 

“Recruitment rewards 
[fog managers] are often 
handled as a flat rate, 
relative to the value of the 
new recruit. The payment 
may be made in stages, as 
the sales associate makes 
sales, to help guard against 
a ‘body shop’ operation.” 

Personal Production: In smaller 
companies and in many branch 
offices, managers must sell because 

there are not enough sales associates 
to require a full-time manager. Some- 
times managers sell to keep in tune 
with the marketplace. Structure 
compensation so managers are able to 
make a living while allocating enough 
time to management activities. 

Another issue: Sales associates 
may feel they are competing with 
their manager for leads. In this case, 
managers could handle a different 

type of lead than the other sales asso- 
ciates, perhaps all the commercial 

work, rentals along with some prop- 
erty management or new homes. This 
also provides more flexibility in struc- 
turing compensation. 

Competitive Situation: One of the 
most important factors in manager 

compensation is the competitive situa- 
tion in the market. Where lots of good 
managers are available, companies do 
not have to pay as much. However, 
where talent is scarce, more aggressive 
plans prove essential. 
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One innovative approach is to 
offer managers a choice of compensa- 
tion plans. Just as you allow sales 
associates to choose the plan that best 
motivates them, you can allow 
managers to choose the compensation 
structure that best meets their needs. 
Someone with children in college may 
need the security of a higher salary, 
while someone with fewer fixed 
expenses may prefer to take on more 
risk with a larger percentage of incen- 
tive-based compensation. 

Companies that only pay one way 
restrict their choice of managers to 
people who are willing to accept that 
particular form of compensation. By 
increasing available options, a wider 
labor pool opens up. Compensation 
software allows you to design a vari- 
ety of plans that are fair to everyone. 

The bottom line: Compensation 
plans should not only be attractive to 
managers, but they should also be 
tailored to the company’s needs. Plans 
should also provide incentive to focus 
on those areas that most need 
improvement. When compensation is 
carefully planned, managers will be 
motivated to lead the company in 
directions well above and beyond the 
daily operations of the business. m 

David J. Cocks, CRB, is the managing 
partner of CompensationMaster 
LX in Charlotte, North Carolina. He 
can be reached at 704.541.9695 OY 
david.cocks@compensationmasterusa.com. 
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