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Salesperson's True Potential vs.
Salespersons Profitability Index
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Typically sales organizations measure only past sales performance and hence rely on historical metric. Sales people
who brought in the most sales were considered ‘stars’. However, such direct measure was neither an accurate gauge of
a sales person’s present worth nor a good indicator of his or her potential. By developing a forward looking approach
to forecast a salesperson’s future value and linking sales performance with the types of training and incentives each
salesperson has received, it is possible to optimize salesforce investments, boost revenue and profit and derive greater
business value. Salesperson’s profitability index (SPI) developed in this paper provides basis for internal
benchmarking and helps sales organizations in measuring future value of salesperson. SPI is dependent on future
value of sales people and salesforce investment. This research provides insights on how sales organization can
incorporate SPI metric in salesforce investment and performance management to boost salesforce productivity and
enhance competitive advantages.
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he salesforce represents a significant investment as it
is a large percentage of total costs for most sales
organizations. Each year businesses across the globe
spend a massive amount on salesforce investment. U.S.
businesses spend a whopping $800 billion annually on
salesforce compensation and another $15 billion on sales
training ( Kumar et al., 2015) . Nevertheless sales
organizations currently rely on backward-looking metrics to
gauge the impact of these spendings.
Sales organizations have used many subjective and objective
measures to gauge sales performance. In subjective
measures, sales organizations focus on how hard sales
people have worked in terms of the overall amount of efforts
or time that sales people devote trying to achieve sales goals.
While in objective measures, sales organizations monitor
and reward their sales people with sales revenue or output
measure. Such output based measures of performance are
simple and easy to implement, but ad-hoc rather than
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systematic and tend to reward sales people's past behavior
while ignoring future profit potential. There are various
aspects of a salesperson's performance which are not
accounted for by current sales performance. For instance,
prospecting for new customers may require extra efforts or
collecting market information which does not result in
immediate sales. Such qualitative elements are more likely
to be reflected in long-run profits.
By using a forward looking approach to forecast a
salesperson's profitability index (SPI) and linking
performance with the types of each salesperson has
received, it's possible to identify who will be highestperforming sales people in the organization and accordingly
tailor incentives and training to maximize sales
performance. SPI is dependent on future value of sales
people and salesforce investment. By linking SPI to specific
type of incentives and training, it is possible to optimize
salesforce investments to boost revenue and profit. This
research provides insights on how sales organization can
incorporate SPI metric in salesforce performance
management to enhance salesforce productivity and derive
greater business value.

employees' initial motivation and satisfaction may have
improved with a pay raise or cash bonus, but the effects were
shorter lived than the motivating effects of non-financial
rewards (Whitaker, 2010).
Non-financial recognition is a non-cash award given in
recognition of a high level of accomplishment or
performance. The size, scope and formality of non-financial
recognition schemes vary tremendously. Non-financial
rewards are more likely to enhance interest and involvement
in the job (Selart et al., 2008), and hence should be
customized to carefully match it with employees'
characteristics, situations and preferences as it is often
idiosyncratic to each salesperson. WorldatWork (formerly
American Compensation Association) reported that
effectively implemented non-financial rewards programs
can achieve an ROI (return on investment) 3 times higher
than cash incentive programs (Jimenez et al., 2013).

Rewards employees receive for performing their jobs are
intrinsic as well as extrinsic. Intrinsic rewards reflect
employees' psychological satisfaction resulting from
performing their tasks while extrinsic rewards are based on
performance based financial incentives. Extrinsic
motivation is mainly divided in two distinct components:
compensation seeking (financial rewards) and recognition
seeking (non-financial rewards) (Miao et al., 2007). Thus,
two main components of reward plan are 'financial rewards'
and 'non-financial rewards'.

Reward systems have a direct effect on the direction of
employees' individual attention and effort (Bamberger and
Levi 2009). There is a positive relationship between reward
satisfaction and task performance and a negative one
between satisfactions with rewards and turnover intentions.
It is found that the more employees feel dissatisfied with
their financial rewards, the higher the risk they leave the
organization (Williams et al., 2006). Organizations are
recognizing that paying above or at market-levels is not
sufficient to encourage, motivate, and retain staff.
Accordingly, firms use various reward mechanisms and
frequently realign it to motivate sales people to expend more
effort and eventually perform better. Changes in reward
systems have long been known to affect employee
motivation and performance. Nearly 80% of U.S.
organizations make meaningful changes to their salesforce
reward programs every two years or less; nearly two-thirds
of organizations made revisions in 2009 (WorldatWork,
2009).

Organizations need to pay attention to individual differences
(e.g. age, tenure, educational background etc.) in reward
preferences among employees. Individuals may favor
different rewards/incentives according to their needs,
education, social status, or circumstances (Gerhart, and
Rynes, 2003). Rewards, financial or non-financial, both are
extremely important as manager can't do one without the
other as they have to go hand in hand. Besides satisfaction
with financial rewards – employee behaviors and attitudes
were also affected by their satisfaction with non-financial
rewards (De Gieter and Hofmans, 2015). It was found that

An organizational reward system based solely on financial
rewards, or at the other extreme non-financial rewards, is not
likely to lead to an optimum reward strategy. Financial and
non-financial rewards send different messages to the
employees. Non-financial rewards, such as recognition
signal appreciation and enhance feelings of selfactualization; while, financial rewards, are perceived as
control and micro-management over employees (James,
2005). Mix of financial and non-financial forms of
incentives also encourage the salesperson to perform better.
It is important to provide the appropriate financial rewards,

Reward System and Training: Impact on Sales
Performance
Rewards and Sales Performance
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but it is also necessary to complement these with other
reward types (Chiang and Birtch, 2011). Employees'
personality affects the attractiveness of a variety of reward
types (Vandenberghe et al., 2008). Satisfaction with a
particular reward type may have a different effect on the
behaviors and attitudes of different employees. There are
differences between groups of employees in their
preferences for certain rewards, depending on employment
level (Dubinsky et al., 2000) and personal characteristics
such as age (Von Bonsdorff, 2011). Sales people can
underperform because of a misalignment of their extrinsic
motivation with the type of reward they receive (Kumar et
al., 2015). Hence, the more important a reward type is for an
employee, the more satisfaction with this reward type will
influence the employee's behaviors and attitudes.
Training and Sales Performance
Most training programs at sales organizations are geared
toward increasing the salesperson's knowledge, skills, and
abilities that are considered relevant for selling
effectiveness. Knowledge, skills, and abilities are malleable
characteristics that are open to change and enhancements
through various training interventions. Hence, along with
properly designed incentives, training is also an important
driver in enhancing sales performance. Organizations are
spending millions of dollars on training employees, and
sales training takes a significant portion of that budget (Tan
and Newman, 2013). Sales training offers a means for
realizing change within the salesforce required for sales
success. Through training, the salesforce can learn new
skills and be introduced to contemporary ideas,
perspectives, and ways of behaving and thus enhancing their
sales performance. As training has a positive impact on the
salesperson's performance (Roman et al., 2002), successful
selling methods used by top salespeople can be incorporated
into organizational level training programs for the
development of rest of individual salespeople. It remains
vital that proper training take place to ensure organizational
goals are met and that individuals are not just “born but also
made” into successful sales employees.
Selling is a problem-solving task and training helps sales
person to understand, anticipate and exceed customer
needs. Training is defined as “the systematic acquisition of
skills, rules, concepts, and attitudes that results in improved
performance in another environment” (Goldstein, 1993).
Sales people are not born with sales success but it comes
from sales training and effective ongoing coaching. Sales

training refers to a deliberate and formalized accumulation
of information (e.g., product knowledge, market and
competitive information, company policies and procedures),
concepts, and selling skills that are intended to foster
competence or enhance the performance of salespeople.
Successful sales people continuously seek to expand their
knowledge and strengthen their skills. They also possess the
ability to present the company's product or service in the best
possible light. A basic objective of most sales training
program is to impart skills and induce changes in salesperson
behavior that promote performance.
Sales training involves a systematic attempt to describe, and
transfer “best-selling practices” to sales personnel. Sales
training contributes significantly to salesperson knowledge
and skill levels, performance, effectiveness, customer
orientation, and overall firm performance. Through sales
training programs, sales people may actually learn to
perform more effectively and more quickly. A study of
Nabisco's sales training program found a $122 increase in
sales and a 20-fold increase in profit for every dollar invested
in training. With strength of 2,200 sales people, it means an
increase in sales of $270 million and an increase in annual
profits of $45 million (Klein, 1997). Training may improve
sales performance (and company profits) by increasing
productivity, improving morale, reducing turnover,
improving customer relations, and improving management
of time and territory (Farrell and Ralph, 2001).
The relationship between training and salesperson
performance at the individual level was established by
developing an analytical model (Caldieraro and Coughlan,
2002). Researchers also empirically tested that training
increases the salesperson's knowledge base and skill level,
resulting in higher performance (Aragón-Sánchez et al.,
2003). Prior research also found positive relationship
between training and sales performance. Cavusgil (1990)
evaluated sales training for independent Caterpillar dealers
in Central America by matching locations and providing
training to one of the locations and found that sales were
higher at the geographical locations that received training. In
an experimental design that matched 14 retail stores into
seven groups based upon market characteristics and
location, it was found that sales employees who received
training earned statistically higher earnings. The trained
sales associates increased their sales by about 7% and
employee turnover was lower at stores that received sales
training (Meyer and Raich, 1983). Similarly, in a research
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study of stores from a major UK chain of 263 fashion
boutiques, it was found that the average weekly sales in
stores receiving training were significantly higher than in
control group locations. Moreover, trained salespersons
accomplished multiple sales at a significantly higher level
(Doyle and Cook, 1984).
Businesses invest substantial time, money, and effort
training their sales team with ultimate objectives of
increasing sales productivity and profitability (Wilson et al.,
2002). The American Society for Training and Development
(ASTD) estimates that U.S. businesses spend $15 billion
every year on sales and sales management training, which
amounts to approximately $2,000 per salesperson (Salopek,
2009). U.S. firms devote more than 33 hours per year
training the average salesperson (Lorge and Smith, 1998)
and 73.4 training days for an average entry-level sales
person (Kaydo, 1998). In technical markets the costs
associated with the development of a single salesperson can
exceed $100,000 (Johnston and Marshall, 2006). The large
amounts spent on training endeavors reinforce notion that it
remains critically important for sales organizations to
enhance performance of sales employees.
In current scenario ethics also remains a requisite training
focus. Sales performance can be enhanced through ethical
sales behaviors. As the focus of sales has shifted in many
circumstances from a transactional to a relational sales
approach, the need for ethical behavior has heightened.
Given increasing product liability litigation, coupled with
headline news items about organizations and individuals
involved in unethical sales behavior, it is obvious why ethics
training is taking on a more prominent role. Customeroriented salespeople, avoid deceptive or manipulative
influence tactics that sacrifice customer interests simply to
enhance the chances of making an instant sale (Saxe and
Weitz, 1982). Prior research empirically found that
salespeople who receive ethics training are more likely to
practice customer-oriented selling, which can be perceived
as more ethical (Honeycutt et al., 1995).
Salesperson Future Value (SFV): Measuring Salesforce
Potential
Because of the influence of a salesperson's performance on a
sales organization's profitability, it is imperative that
organizations have the ability not only to measure a
salesperson's current performance but also to predict the
salesperson's performance into the future. It is even more

important when there is a possibility that turnover of
salespeople could take valuable customers with them.
Hence, sales organization should know which salespeople
are more valuable (in terms of future performance), whom to
focus on retaining, and whom to let go. The lack of this
capability could lead to myopic and ill-advised salesforce
reward practices.
For guiding, valuing and evaluating its salespeople, sales
organizations mainly focused on how hard sales person has
worked in terms of the overall amount of effort or time that
salespeople devote to trying to achieve sales goals.
Accordingly, most sales organizations have used sales
revenue as the main performance metric for sales people and
hence sales employees who brought in the most revenue
were considered as 'stars'. Similarly, sales employees who
brought in the least revenue were considered as 'laggards'.
Such quantitative metric is simple, easy to implement but adhoc rather than systematic and tend to reward salespeople's
past behavior while ignoring future profit potential. Such
measure of sales performance was neither an accurate gauge
of a sales employee's current worth nor a good indicator of
his or her potential as past performance of sales employees
doesn't always predict future profits.
As marketing focus is shifting from a product-centric to a
customer-centric view, it is imperative that sales
organizations adapt accordingly by viewing their salesforce
from a customer profitability standpoint and be able to
forecast salesforce profit potential. Hence, sales
organizations need new metric to measure future value of a
salesperson. To account for future potential within the
performance metric, sales organizations need to adopt a
model-based approach based on customer-level profitability
for evaluating the salesperson. The performance of
salespeople can be divided into four categories: learners,
laggards, stars and stable performers (Madhani, 2013).
Individuals in each category are motivated by different facets
of rewards and compensation plans. Measuring and
managing the salesforce performance according to future
value metrics can deliver greater efficiency and profits and
increase competitive advantage.
Salesperson's Performance Measurement: A Forward
Looking Approach
This research contributes to salesforce performance
evaluation by proposing a forward-looking, profit-oriented
metric derived from customer relationship management
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(CRM) concepts to measure and predicts the future value of
a salesperson i.e. SFV. This metric provides a single
quantitative measure of overall efficiency upon which
salespeople can be compared, simultaneously taking into
account multiple relevant inputs and outputs. The following
input factors are used in the SFV metric: rewards and
training expenses of the individual salesperson. The output
factor used in this metric is not current sales but includes
future sales in terms of customer lifetime value (CLV) of
current and potential customers. Thus, this metric provides
basis for internal benchmarking and helps sales
organizations in measuring future value of salesperson. By
looking not just at the end results sales employees have
generated but at their future profitability, sales organization
may find that top performers are even more valuable than
originally thought—and low performers found even more
costly. The methodology for calculating CLV is explained
below:
CLV Calculation Methodology

value of a customer relationship over the lifetime with an
organization, and is calculated based on a number of sales
transactions with customers (Kumar and Rajan, 2009). CLV
focus on the net present value (NPV) of a customer gained
over the lifetime of that customer as explained by equation
given below:
CLV of New Customer = Present contribution + Future
contribution

As CLV is the sum of cumulated cash flows-discounted
using the weighted average cost of capital (WACC) of a
customer over his or her entire lifetime with the organization,
its mathematical expression is given below:

CLV focuses on long-term profitability instead of
immediate sales outcome. CLV depends on three main
components of customer relationship – acquisition,
retention, and cross-selling. This metric also manages to
score over other metrics by adopting a customer-centric
approach instead of a product-centric one, as the driver of
profitability. CLV is a calculation of projected net cash flows
that a firm expects to receive from the customer, adjusted to
the probability of occurrence and are then discounted.
Hence, it measures the present value of all future profit
streams of a customer across the entire customer life cycle.
The lifetime value of a customer for an organisation is the
net revenues obtained from that customer over the life time
of transactions with that customer minus the cost of
attracting, selling, and servicing the customer taking into
account the time value of money (Jain and Singh, 2002).
Although organizations are interested in knowing the CLV
of their customers, they are also keen on identifying the
factors that are in their control that could increase the CLV.
The CLV of a customer represents the amount the customer
will contribute to the bottom line of the firm over the span of
the business relationship with them (Kumar and Shah,
2009). Hence, it cannot be seen in an isolated way but rather
in the long-term relationship context occurring throughout
the customer lifetime.
CLV is influenced by retention rate, lifetime revenue of
customer as well as profit margin. CLV provides the present

Where,
n: Total number of anticipated periods,
d: Discount rate,
mt: Gross margin in period t,
pt: Price paid by a consumer at time t,
ct: Direct cost of servicing the customer at
time t,
rt: Retention rate in period t,
AC: Acquisition cost, and
t: Time horizon for estimating CLV
If gross margins (m = p – c) and retention rates are constant
over time and an infinite time horizon by assuming an
infinite economic life life (n š µ) then CLV formulas given
above in simplifies to the following expressions (Gupta and
Lehmann, 2005).
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the right motivational tools. Similarly, financial rewards
driven sales employee's performance may fall off if her
manager overemphasizes non-financial rewards and
neglects financial rewards.
SFV Calculation Methodology
Salesperson Future Value (SFV) is defined as the net present
value of future cash flow i.e. revenue from a salesperson's
customers (i.e., the CLV of the sales employees' existing and
prospective customers) after accounting for the costs of
rewarding, motivating, and retaining the salesperson. To
calculate an SFV, organizations need to estimate the CLV of
the salesperson's existing and prospective customers as
explained above and then subtract the present value of the
sales employee's rewards (and training cost, if any), to yield
a measure of the sales employee's expected future profits.
The SFV metric as given by Kumar et al., (2014) can be
computed as follows:
SFVs = (NPV of Future CMs) – (NPV of Relevant Costss)
In above metric the future contribution margin (CM)
associated with a salesperson 's' is measured in terms of the
total CLV from his or her existing customers as well as
expected value from new customers. The use of CLV to
measure the future cash flows for each salesperson ensures
that the SFV metric is customer-centric as well as forward
looking. The second term in the SFV metric accounts for the
cost that the sales organization incurs from training as well
as rewarding and motivating the salesperson. As a
performance metric, SFV enables sales organizations to
concentrate their resource allocation in retaining sales
employees that create more value for the organizations or in
transforming existing low performance sales employees to
increase their future value through proper design of rewards
and training.
The type of reward practices used by organization plays an
important role in motivating sales employees to perform. If
rewards are used effectively, it can motivate sale people to
perform at higher levels. Optimizing a sales person's reward
according to the analytical model such as SFV will result in
an improvement in sales. For example, sales managers may
change the bonus and commission structure slightly for the
non-financial rewards driven sales employees in order to
motivate them to meet high quotas. However, for this
segment, managers may emphasize non-financial rewards,
as it will further enhance their motivation. Sales employees
may have great potential that can be reached only if they get

Types of training each sales employee receive are: taskrelated, and growth-related. Most sales training is task
related, focused on improving knowledge and skills directly
involved in selling. Growth-related training, which focuses
on adaptive and problem-solving skills, can increase a sales
employee's future value in part by enhancing his or her
ability to apply information and tactics developed in taskrelated training. It's important for sales organizations to
consider this synergy when designing training schedules.
Sales organizations incorporate specific training
interventions to increase the salesperson's task-related and
growth-related knowledge, skills, and abilities. Each unit of
task and growth-related training produces a positive but
diminishing effect on salesperson performance. There exists
an optimal level of training that can be provided to each
salesperson to maximize its effect on his or her performance
(Krishnamoorthy et al., 2005) and hence maximize SFV.
Salesforce segmentation and future value calculations allow
sales managers not only to identify their best salespeople but
also to understand why the profit potential of one is climbing
while another's is plateauing or falling. Evaluating the
performance of individual sales employee in the
organization is a complex yet necessary task for sales
organizations. The sales performance curve of sales
employees would be prepared through IT-based econometric
tools, techniques and analysis; however, an approximation
can simply be achieved by calculating each salesperson's
actual performance against sales targets. Sales organizations
use this data to determine which salespeople will respond
best to different types of rewards (financial as well as nonfinancial) and different types of training (task related as well
as growth related) and accordingly adjust the reward
structure and training design as needed.
Salesperson's Profitability Index (SPI): A Forward
Looking Measurement Approach
The performance of sales people can be divided into four
categories: laggards, learners, stable and stars. In any sales
organizations, no salesforce consists entirely of stars; sales
employees are usually made up mainly of stable or core
performers (60%), with smaller but roughly equal proportion
of learners/laggards and stars/rainmakers (20% each)
(Madhani, 2013).In most sales organizations, an outstanding
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few 'star' performers outperform their peers. It is because,
they are highly motivated, know products and customer
well, communicate effectively with customers, know how to
forge a long term relationship with the prospect or customer,
sell more efficiently and effectively and spend their
resources on prospects or customers with high potential or
the most productive sales activities where they can create
the most value. Star sales employees thus gain an edge over
other sales people by keeping focused on winning new as
well as repeat and referral sales. They also have high
customer retention rate. Typically, sales organizations focus
on identifying 'star' performers and replicate their success
for other sales people by enhancing their skills with
properly designed training plan and motivating them with
right incentives plan. Optimizing sales employee's training
and incentives according to such predictive analytics result
in to an improvement in sales.
Salesperson's Profitability Index (SPI) metric provides
basis for internal benchmarking and helps sales
organizations in measuring future value of salesperson. The
goal of SPI measurement isn't to restrain rainmakers but to
narrow the gap between the top 15% or 20% and the rest of
the salesforce. Narrowing the gap between the top 15% or
20% and the rest of the salesforce can lead to productivity
jumps of over 200% (Ledingham et al., 2006). SPI provides
a forward-looking, profit-oriented metric to measure and
predicts the profitability index of a salesperson. SPI is ratio
of salesperson's future value (SFV) and cost of salesforce
investment i.e. costs of rewarding, training, motivating, and
retaining the salesperson. As SFV is based on the
aggregated customer lifetime value (CLV) of the
salesperson's customers, sales organization that use
salesforce automation (SFA), knowledge management
(KM) and advanced CRM software that calculate CLV
already have the required starting data. SFV is defined as the
net present value (NPV) of future cash flow i.e. revenue
from a salesperson's customers (i.e., the CLV of the sales
employees' existing and prospective customers also called
customer equity) after accounting for the costs of salesforce
investment. Methods for calculating CLV and SFV are
explained in earlier sections of the paper.
Evaluating the performance of individual sales employees is
a complex yet necessary task for sales organizations. In
comparison to backward-looking metrics, SPI approach
helps sales organizations to predict future profitability of
sales people and determine which sales people will respond
best to different types of training (task oriented versus

growth oriented, Madhani, 2017a) and incentives (financial
versus non-financial Madhani, 2017b) and adjust them as
needed. Sales organizations need to identify their 'star'
performers as well as those who are not meeting expectations
i.e. laggards. Both groups necessitate special policies. The
'star' should be managed as a valued asset while 'laggard'
warrant special attention and a chance to improve. When a
salesperson identified as having a high SPI doesn't live up to
expectations; such performance problems may reflect
misapplication of training and incentives. Following section
provides detail methodology for calculating SFV and SPI.\
Measuring Sales Performance with SPI: An Illustration
By looking not just at the end results sales employees have
generated but at their future profitability, sales organization
may find that top performers are even more valuable than
originally thought - and low performers found even more
costly.
Let us take a hypothetical illustration of a sales organization
that divides sales people into deciles, (i.e. grouped into ten
equal parts) according to profit generated over a three-year
period. To understand the relationship between present value
and future value of salesperson, sales organization typically
use segmentation analysis to identify the factors that
influence a salesperson's future performance and then group
sales people according to them. After determining the SPI of
various groups of sales people, data on each segment's prior
training and incentives are correlated with their SPI to
develop a holistic picture of how such factors influence
performance of sales employees. In this exercise, tenure,
market competitiveness, and sales territory are used as
control variables.
Next, SPV (salesperson's present value), SFV (salesperson's
future value) and SPI (salesperson's profitability index) for
the sales employees in each decile is calculated. The detailed
calculation method of SPV, SFV and SPI for decile '1' and
decile '10' is given in Table 2. Similarly, SPV, SFV and SPI
for decile '2' through decile '9' is calculated. These results for
all segments of sales people (i.e. decile '1' through decile '10')
are tabulated (Table 1). Table 1 shows SPV, SFV and SPI
values for all segments of sales people. The relationship
between SPV and SFV for various decile is shown in Figure
1. Table 1 also shows sales performance (i.e. both SPV and
SFV) as a percentage of median (Median SPV and SFV are
calculated and found as 39.5 k and 9 k respectively). This
relationship is shown in Figure 2.
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Table 1: Sales Employee Performance: SPV, SFV and SPI

Sr.
No.

Decile

(1)

Sales Employee
Performance

Performance As
Percentage of
Median

Salesperson
Profitability
Index (SPI)

SPV

SFV

SPV

SFV

SPI

1

50 k

100 k

127 %

1111 %

1

(2)

2

48 k

52 k

122 %

578 %

0.50

(3)

3

45 k

40 k

114 %

444 %

0.40

(4)

4

43 k

18 k

109 %

200 %

0.20

(5)

5

40 k

12 k

101 %

133 %

0.13

(6)

6

39 k

6k

99 %

67 %

0.06

(7)

7

38 k

4k

96 %

44 %

0.04

(8)

8

37 k

1k

94 %

11 %

0.01

(9)

9

36 k

-10 k

91 %

-111 %

-0.12

(10)

10

32 k
-20 k
Figure -1

81 %
-222 %
Figure -2

-0.25

Chart

Figure -3

The SPI across various decile of sales people is plotted in Figure 3. SPI should be positive and its higher value is preferred as it
reflects more profit potential. For sales people in decile ‘1’, SPI is high i.e. 1 while, it’s negative i.e. -0.25 for decile ‘10’.

Figure 1: The Relationship between SPV and SFV
As Figure 1, Figure 2 and Figure 3 show that the sales
organization had been dramatically undervaluing sales
people in the highest decile (i.e. decile ‘1’); those sales

employees future value was found to be nearly double their
value as measured by current performance alone (Figure 1)
and their SPI was the highest among all deciles (Figure 3).
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Figure 2: Sales Performance as a Percentage of Median: SPV versus SFV

Meanwhile, sales employees in the bottom decile (i.e. decile
‘10’), who appeared to bring in lower but still substantial
profit, were badly overvalued -as in future such sales people

are destined to cost more than they generated. They have
SFV and SPI of -20k (Figure 1) and -0.25 (Figure 3)
respectively.

Figure 3: SPI across Various Salesforce Segments
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Table 2: SPV, SFV and SPI Calculation for Decile '1' (D1) and Decile '10' (D10)
Sr.
No.
(1)
(2)

Calculation Steps
Year (n)
Cost of promotion ($):

D1
D10
D1
D10

(3)

Average order size ($):

(4)
(5)

No. of purchase/year/customer
Gross margin (%):
D1
D10
Margin on each purchase:
D1
[(3) x (5)] ($)
D10
Discount rate (%)
(for NPV calculation)
Customer acquisition cost ($): D1
D10
Retention rate (r) (%):
D1
D10
Retention rate across years: D1
n
[ (r) ] (%)
D10
Expected profit/customer :
D1
[ [(4) x (6) – (2)] x (10)] ($) D10
NPV of profit/ customer:
D1
n
[(11)/((1+(7)) ] ($)
D10
CLV:
Cumulative profit / customer D1
(net of acquisition cost) ($) D10
CLV of a customer ($) :
D1
D10

(6)
(7)
(8)
(9)
(10)
(11)
(12)
(13)

(14)
(15)

Number of customers:

(16)

(23)

Incentives of sales
employee ($):
Training cost of sales
employee ($):
Costs of salesforce
investment: (16) + (17) ($):
SPV:
((12A)x(15) – (18)) ($)
SFV:
((14)x(15) – (18)) ($)
SPI :
(20)/(18)
Training and incentives
mix:
Sales performance :

(24)

Recommendation:

(17)
(18)
(19)
(20)
(21)
(22)

(A)
0
9.1
11
47.9
45.11
2
25.16
24.63
12.05
11.11

(B)
1
9.1
11
47.9
45.11
2
25.16
24.63
12.05
11.11

SPV, SFV and SPI Calculation
(C)
(D)
(E)
(F)
2
3
4
5
9.1
9.1
9.1
9.1
11
11
11
11
47.9
47.9
47.9
47.9
45.11
45.11
45.11
45.11
2
2
2
2
25.16
25.16
25.16
25.16
24.63
24.63
24.63
24.63
12.05
12.05
12.05
12.05
11.11
11.11
11.11
11.11

(G)
6
9.1
11
47.9
45.11
2
25.16
24.63
12.05
11.11

(H)
7
9.1
11
47.9
45.11
2
25.16
24.63
12.05
11.11

10
9.1
11
53.5
37.4
100
100
15
11.22
15
11.22

10
9.1
11

10
9.1
11

10
9.1
11

10
9.1
11

5.90
0.22
20
6

10
9.1
11

10
9.1
11

53.5
37.4
8.03
4.20
7.30
3.81

28.6
14
4.29
1.57
3.55
1.30

15.3
5.2
2.30
0.59
1.73
0.44

8.2
2.0
1.23
0.22
0.84
0.15

4.4
0.7
0.66
0.08
0.41
0.05

2.3
0.3
0.35
0.03
0.20
0.02

1.3
0.1
0.20
0.01
0.10
0.01

13.20
4.03

16.75
5.33

18.48
5.77

19.31
5.92

19.72
5.97

19.92
5.99

20.02
6.0

10,000
D1
D10
D1
D10
D1
D10
D1
D10
D1
D10
D1
D10
D1
D10
D1
D10
D1
D

10
9.1
11

89,000
72,000
11,000
8,100
100,000
80,100
50,000
32,100
100,000
-20,100
1
-0.25
Optimal
Sub-optimal
Outstanding
Poor
Maintain training and incentives design
Modify training and incentives design

(Source: Calculated by author)
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Calculation shows that SPV and SFV for decile '1' is
$50,000 and $100,000 respectively while its $32,100 and $20,100 respectively for decile '10' (Table 2). Similarly, SPI
for decile '1' and decile '10' is 1 and -0.25 respectively (Table
2). Sales organizations with appropriate training
interventions and reward mix adjustments may increase
performance of sales people in lower decile (particularly
with negative SFV and SPI).

In worst scenario, undervalued (with low present value) but
top sales people (with high future value) leave the
organization - taking highly profitable customers with them.
In the current era of extremely competitive market-place, it is
critical for organizations to manage their salesforce
proactively by measuring future value of sales people and
focusing on organizational drivers of a salesperson's future
performance (i.e. opt-in training and incentives).

As SPI across various segments are correlated with types of
training and incentives practices of sales people, sales
organization can identify specific training and reward needs
to enhance performance of sales people. With optimization
of training and reward practices, sales organizations can
dramatically boost sales revenue and profit with increase in
future performance of sales employees. Training and reward
optimization not only reduces sales employee turnover but
also enhances performance of retained employees as it takes
into consideration the needs of the sales employees, the
characteristics of their sales territory, and the requirements
of the organization.

Measuring Future Value of Sales People at Fortune 500
Firm: Major Benefits

Managerial Implications

A Fortune 500 B2B software, hardware, and services firm,
used forward looking approach and calculated future value
of its sales people. Based on seven years of data [including
duration and type of training (task and growth oriented) and
the mix and type of incentives (monetary and nonmonetary)]
on 500 sales people and their customers, this approach
allowed the firm to reallocate training and incentive
investments across sales people, resulting in an 8% increase
in salesperson's future value (SFV) across the salesforce and
a 4% increase in firm revenue (Kumar et al., 2015).
Conclusion

Managers can use SPI metrics to segment the salesforce and
identify groups that are more or less sensitive to training,
incentives, or other factors. Comparing SPI for different
time horizons allows managers to optimize training and
incentives to achieve short- and longer-term goals. With this
approach, management can then make strategic decisions
about investments in training and incentives, career
development, and even hiring and firing. As a performance
metric, SPI enables sales organizations to concentrate their
resource allocation in retaining high performance sales
employees that create more value for the organizations or in
transforming existing low performance sales employees to
increase their future value through proper design of training
and incentives. SPI calculations allow managers not only to
identify their best sales people but also to understand why
the profit potential of one is climbing while another's is
plateauing or falling.
As sales organizations typically measure only the past
performance of their sales people, they know little about
how a salesperson will perform going forward. As a result,
many firms overvalue their poor performers (laggards or
learners), undervalue their stars (rainmakers) and even
neglect their core or stable performers by misdirecting their
salesforce investments. Failing to forecast SPI can lead to
costly misallocation of resources on training and incentives.

As sales is becoming a strategic driver for sales
organizations performance measurement of sales people
according to SPI will not only help top performers shine, but
will also help drive sales force laggards to the middle of the
curve. Such organizations are boosting their sales
employees' productivity not by hiring the most-gifted
individuals but by developing (with proper duration and type
of training) and motivating (with proper mix and type of
incentives) existing sales employees to enhance their
performance. With such realignment of salesforce training
and incentives, while even top performers do better, sales
employees in the lower quartiles will also show dramatic
improvement. Such increases enhance the performance of
the sales team as a whole and also enable sales organizations
to reduce the expense of hiring new rainmakers. SPI
measurement allows sales organizations to profile top
performers in a given segment and then recruit and optimally
train and motivate others like them. By enhancing the
performance of high-profit-potential sales people, shedding
poor performers, and applying just the right amount and kind
of training and incentives, managers can optimize their
resources, reduce overall costs and improve organizational
efficiency. Measuring and managing the salesforce
performance according to SPI approach can deliver greater
efficiency and profits and increase competitive advantages.
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