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Best practices for windfalls, accelerators, draws, debookings & payments

In this article, Scale executive-in-residence Ryan Azus and Scale operating partner Dale Chang provide a primer on the more nuanced aspects of sales rep compensation, including windfall clauses, accelerators, draws, debookings, and the disbursement of payments. This cheat sheet is helpful for companies drafting a comprehensive compensation policy for the first time or revisiting their policy as they grow. Read on to learn about common ways companies trip up and best practices for getting these programs right.
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Authors’ note: When designing the programs below, please consider them in the context of your quota assignments. For example, extremely aggressive accelerators may be unnecessary if your reps already overachieve quota fairly easily.
[bookmark: _30j0zll]
If you have further questions about how to craft an effective compensation plan, or would like Scale's team of advisors to review a plan you've already drafted, please reach out to Mark Gustaferro (mark.gustaferro@scalevp.com).
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A windfall, also known as a “blue bird” sale, is a very large, unexpected deal that typically closes due to lucky circumstances beyond a sales rep’s control. As a result, in the absence of a dedicated windfall clause, the commission the company owes to the rep may be hugely disproportionate to the effort exerted to land the deal. Further, the risk of over-compensation may be exacerbated by the fact that margins on windfall deals are usually lower than they are on typical deals, and that companies sometimes struggle to collect revenue on them.
[bookmark: _Toc179977920]Why it’s important to get a windfall clause right
Including a windfall clause in your sales compensation plan can protect your company from large payouts that are not in your business’s best interest. Without such a clause, some startups end up paying a hefty price–literally and figuratively–on windfall sales.

As startups mature and move up market, virtually all of them need to contemplate adding a windfall clause to their comp plan. Below is a real-life example of how a windfall clause was written at a major technology company, but it is by no means the only possible structure. In this instance, though the clause gave full discretion to the company on matters of windfall compensation, in practice, the company tried to compensate reps handsomely and fairly in windfall scenarios. 

“On occasion, business comes in based solely on the Company’s reputation or existing relationship with the customer, and such business results in a Booking that is not primarily the result of the Sales Rep’s efforts. On other occasions, business comes in of an extreme Bookings size, such as a single deal equal to or greater than the Sales Quota assigned the Sales Rep for the applicable Term Period. In both cases, such Bookings are considered Windfalls. Sales Reps will not be eligible to receive or earn Commissions on Windfall business if the Company in its discretion determines that the Sales Quota Credit and Commissions or other incentive pay would result in unexpected unfairness.” 
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Situations in which reps are over- or under-compensated for windfall business can harm the sales team’s morale. Consequently, it’s important to avoid the following pitfalls:

1. Over-compensation: If a rep / account team is compensated too highly on a windfall deal, they may lose motivation to work on advancing other deals through the pipeline. At the same time, overpayment can create a cultural conflict with other employees, especially if those employees earn significantly less than the over-compensated rep / account team. 

2. Under-compensation: Conversely, if your company does not clearly communicate windfall compensation expectations ahead of time, reps may feel under-compensated when they land huge deals. This, in turn, can disincentivize reps from going after large accounts and lead to attrition in the sales team.
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The best practices below can help you avoid the typical issues that appear in windfall compensation:

· Strike a balance between generously compensating your reps (and incentivizing “whale hunting” along the way) while also protecting the company. 

· Set clear expectations for windfall compensation with reps while deals are in the pipeline versus after they have closed.

· Do not cap commissions or you’ll struggle to hire and promote top talent. Capping can also result in reps choosing to hold deals rather than close them during a given quota period. In the next section, the accelerator example provided reverts commissions back to dollar-one when reps reach above 400% quota attainment. You may opt to apply such a rule to windfall deals.

· Apply your windfall clause consistently to avoid breaking laws and/or risking discrimination lawsuits. Different countries maintain different rules regarding how employee commissions can be calculated. Moreover, sales reps that suffer from under-compensation can, on occasion, sue for discrimination (on the grounds that their under-compensation was due to their status as a member of a protected class).
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Accelerators are a compensation structure that incentivizes sales reps to outperform by increasing the commission rate on any sales that occur after their quota is met. Accelerators can take many forms and the best one for your company may differ substantially from the best one for another’s. Below are two examples of accelerator configurations at a tech company.

                                  Table 1                                                                             Table 2
	Quota attainment
	Multiplier

	0% - <50%
	.8

	50% - <100%
	1.2

	100% - <140%
	1.5

	>=140%
	2.0


	Quota attainment
	Multiplier

	0% - <100%
	1.0

	100% - <140%
	1.5

	>=140%
	2.0




In Table 1, there is no deceleration penalty–the commission payout is linear up to 100% quota attainment. Afterward, commission multipliers increase up to a maximum of 2.0x (for attainment beyond 140%). These multipliers, much like income tax rates, are marginal. If a rep achieves a 200% attainment of a $100 quota in a given quota period, using Table 1, they would earn the standard commission on the first $100 of sales, 1.5x the standard commission on the next $40 of sales, and 2x the standard commission on the next $60 dollars of sales.

[bookmark: _Toc179977924]Table 2 is similar to the top table except that it includes deceleration–that is, the commission payout is not linear up to 100% attainment, which essentially punishes meaningful underperformance.  

Please note that some companies design multipliers that trend back down towards 1x for extremely high levels of performance (e.g., >300% performance); this is to avoid overcompensating reps who have already earned a very healthy commission for a uniquely successful period.  However, since you always want to incentivize your reps to close deals today versus the next quarter / year, we do not advise dropping these extremely-high-performance multipliers all the way back down to 1x.
Why it’s important to get accelerators right
Accelerators are the fundamental scale that determines your company’s total cost of commissions. The way you structure your accelerator should reflect the types of sales reps you want to reward and the culture you want to drive.

For example, do you want to primarily reward a few of your biggest hitters (e.g., those with >140% attainment), or do you want to focus your incentives on a wider group of generally successful reps (e.g., those with 100-120% attainment)?  How you structure your accelerators will depend on your answers to these types of questions, and on the feasibility of reps hitting or surpassing their quotas.

An additional point of consideration when crafting your accelerators is “leverage”, or what you want to pay your top performers (typically your top decile of reps) as a multiple of their target incentive compensation. Leverage is usually set at around 3x, meaning that companies tend to want to compensate top performers 3 times as much as sales reps who just attain quota and nothing more. Once you have set your leverage target, you can use your accelerators to evaluate the achievement at which that target is met and determine whether or not it is appropriate for your definition of a “top performer.”  Using the top table above, the achievement level at which the leverage target is met is ~210% performance (because (100% * 1) + (40% * 1.5) + (70% * 2) = 300%). This level is often referred to as the “excellence point.”
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1. Accelerators are misaligned with the culture the company is trying to build.

2. Accelerators result in overpayment, leading to an excessive cost of sales.

3. Accelerators under-incentivize overperformance and, in turn, lead to attrition and/or low morale among sales reps.
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· Define your culture. Decide on the sales culture you want to create and, in turn, what types of performance you want to reward.

· Consider the feasibility of your quotas as you define your accelerators. For example, extremely aggressive accelerators may be unnecessary if your reps already overachieve quota fairly easily. In fact, deceleration might be necessary to ensure reps are not overcompensated for business that they win with relatively little effort. 

· Define your “leverage” and “excellence point” based on how you want to define and compensate top performers. Once those metrics are identified, you can take a more formulaic approach to designing your accelerators.

· Incentivize reps to close deals in the near term. If you decide to lower multipliers back down towards 1x for the highest levels of performance, make sure they still remain above 1x. The reason is that you always want to incentivize reps to close deals today versus the next quarter / year, when the base rate on the first quota’s worth of sales resets to 1x. 
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Draws are a compensation structure whereby salespeople receive a predetermined amount of money (a "draw") each period to stabilize their income during times when they may not be earning high commissions. Draws are typically offered to incentivize an active sales rep at one company to join a different company–given that it takes time for sales reps to ramp up their commission earnings when they start a new job, draws are used to buttress their earnings during the transition period.

There are two types of draws: recoverable and non-recoverable. A recoverable draw is essentially an advance against the sales rep’s commissions; the rep must pay the company back if they fail to earn enough commission to cover the draw. Meanwhile, a non-recoverable draw, which is the one the type typically employed when attracting new sales reps, is not contingent on sales rep performance.

Another compensation structure that often interacts with draws is the ramp quota. Given that new sales reps need time to build up a solid book of business, many companies choose to employ ramp quotas, or quotas that grow over time as the sales rep’s tenure lengthens.
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If your company does not offer a draw, you may struggle to hire strong hires that are currently employed and achieving success at their existing companies. Additionally, without a draw, the reps you hire could suffer from financial risk during the initial stages of their transition to your company, hurting the team’s morale and risking turnover.
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1. Overly generous draws discourage sales reps from working hard to bring in business. This often happens if draws last longer than the time a sales rep needs to ramp.

2. Insufficient draws create dissatisfaction or turnover among new hires. This often happens when a substantial portion of quota comes from existing customers (i.e., cross-/upsells) and draws do not fully cover the time it takes for reps to acquire a healthy book of business.
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· Offer some type of draw. While the decision as to what you offer will depend on your sales cycle, draws are required to hire high-quality talent for long / enterprise sales cycles.

· Align draws with ramp timelines. See the sample scenarios below–in each case, reps received the higher of their draw or their actual commissions:


	Ramp month
	Draw

	Month 1
	100% of target incentive

	Month 2
	50% of target incentive

	Month 3
	25% of target incentive


· For sellers targeting the SMB segment, 3-month draw payments could be:




· For sellers targeting the mid-market segment, a 6-month draw could be:
	Ramp month
	Draw

	Month 1
	100% of target incentive

	Month 2
	75% of target incentive

	Month 3
	50% of target incentive

	Month 4
	50% of target incentive

	Month 5
	25% of target incentive

	Month 6
	25% of target incentive










· For sellers targeting larger enterprises, draws can last up to a year. Ideally, you would accompany these draws with a ramp quota.

· Protect your company by restricting draw payments to only those reps who do not turnover. Pay draws only if the participant is active on the last day of a draw month.
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When a company books a sale, its reps do not normally receive commission until at least 30 days later–for example, if a deal is booked June 15th, commission is often paid out at the end of July. Further, even after commission is paid out, it is not final. Rather, it is treated as an advance, subject to recalculation once the total payment period ends (usually ~3 months for sellers targeting the mass market or 6 to 12 months for sellers targeting the mid-market or enterprise). Only at the end of the payment period are the finalized commissions calculated (including the effects of accelerators, bonuses, and debookings) and paid out. In most cases, that final calculation requires the company to make an additional payment to a rep; in rare cases, it requires the rep to pay back a portion of their received commissions to the company. 
One of the reasons reps wait several months for finalized commissions is that companies often account for debookings when doling out compensation. A debooking occurs when a booked sale is subsequently reversed or canceled. In such cases, a debooking clause protects the company from paying out commission on canceled or downsold contracts. For example, a clause may establish that the company does not have to pay out commission on any sale that gets cancelled or downsold within a set time (e.g., 6 months). 
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Good compensation plans pay out advances very carefully. Otherwise, reps can end up owing the company money at the end of the quota period, which harms rep morale. In general, reps should only owe commissions / advances back to the company in rare circumstances.
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1. A lack of debooking policies, common among startups, requires them to pay out commissions for which they did not collect proportional sums of cash.

2. Debooking policies punish reps for working on short-term deals. This can be a big problem when customers want to purchase services for a shorter period of time than the company's debooking period. In those cases, unless the debooking clause has a carve-out for those types of sales (see the best practice below), reps will not feel incentivized to serve the customer. As a result, the company may face a customer experience issue or risk the loss of short-term business to competitors.
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· Account for the run rate of debookings when assigning net quotas. For example, if last year’s gross quotas were $1M and the rate of debookings was 10%, your company only netted $900K per individual quota attainment. Next year, let’s assume you want each quota-attaining rep to generate $950K in cash for the company (a $50K improvement over last year). In that case, instead of setting gross quotas, you might set net quotas (factoring debookings into account) at $950K.

· Start the clock at the contract date. If a booking is agreed to begin on a future date (for example, if billing starts in three months), then the commissions payments should not start until at least 30 days after that date. 

· Create debookings carve-outs for short-term projects. If a customer needs your solution for a short-term project, enable your reps to account for that upfront. This way, they can get commission for the sale as a one-time payment versus treating it as recurring and receiving nothing based on a 6-month debooking period.
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