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This Sales Compensation Guide supports effec-
tive program development for independent soft-
ware vendors (ISVs) in Software-as-a-Service 
(SaaS) and On-Demand environments. It includes 
articles that describe the steps involved in: 
• Defining business and sales objectives 
• Describing territories and target markets 
• Identifying revenue and commissionable events 
• Designing the sales compensation plan 
• Presenting the plan and gaining buy-in 
• Plan administration and commission payments 

We are pleased to make this information available 
to the industry and hope it will help accelerate the 
growth of SaaS and On-Demand companies. 
Please feel free to contact us with questions about 
compensation plan design or on building a par-
ticular program. 
We have been providing successful sales, strate-
gic marketing, and business development leader-
ship to technology companies for over twenty 
years and will be pleased to assist in the success-
ful development of your sales strategy and team. 

C o m m i s s i o n s  A r e  M o r e  T h a n  a  P a y c h e c k  

A successfully focused compensation plan is key 
to deploying a highly motivated sales organization 
that can accelerate revenue growth. 
Included in this guide are important process rec-
ommendations, ideas for helpful tools used in 
growth-focused plan administration, and commen-
tary on how different environments benefit from 
various approaches. 
The guide is organized to support the compensa-

tion plan development process, and it is designed 
to help achieve SaaS and On-Demand business 
objectives by attracting high-production sales 
professionals. 
Our goal is to enhance ISV transformation.  Be-
yond this guide, we are available to provide addi-
tional support and detailed recommendations. 
Topics in the guide include: 

C o m p e n s a t i o n  G u i d e  Ta b l e  o f  C o n t e n t s  

Establishing the Compensation Plan’s Foundation 
• Motivating Salespeople for the Business’ Success .................................................................2.a 
• Selling How Much, Where & To Whom ...................................................................................2.b 

Defining the Plan’s Critical Components 
• What Earns a Commission & When It’s Earned......................................................................3.a 
• Beyond Paperwork: “Selling the Plan”.....................................................................................3.b 
• Sales Activity & Commission Tracking ....................................................................................3.c 
• Pros & Cons of Adapting a Traditional Plan ............................................................................3.d 

Incentive Compensation that Stimulates Sales Production 
• Accelerating High-Performance Sales ....................................................................................4.a 
• Software Sales Compensation Guide Summary .....................................................................4.b 
• About Keychain Logic..............................................................................................................4.d 
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The key to crafting a successful incentive com-
pensation plan is to first define “success” in the 
context of the business’ overall objectives. Inde-
pendent software vendors (ISVs) with clear strate-
gic business objectives can readily describe what 
they require from their sales organizations. 
ISVs entering the Software-as-a-Service (SaaS) 
and On-Demand markets may be introducing 
applications, reaching new customers, or expand-
ing geographically and into new verticals. Estab-
lished companies may have existing customers or 
base revenue streams that need to be retained. 
ISVs focused on net profit growth will have differ-
ent requirements from those dedicated to acceler-
ating their top line. Start-ups may want acquire 
key reference customers that will heighten their 
visibility and jump start their market entry. 
Each of these represents a different business 
objective, and all require a different sales ap-
proach. Therefore, the manner in which the ISV 
defines success will dictate the form of its sales 

compensation plan: A commission program that 
rewards new revenue growth will look significantly 
different from one focused on base retention. 
High-growth companies with the most successful 
sales organizations keep three rules in mind with 
regards to their compensation plans: 
(1) Simplicity sells. The more straightforward the 
plan and the more obvious the results, the more 
focused the sales team will be on attaining them. 
(2) Salespeople do exactly what they are paid to 
do. They find the quickest path to money, so clear 
and consistent objectives are critical. 
(3) Uncapped compensation equals boundless 
success. When the salesperson’s success is tied 
directly to the company’s, both parties win. 
A straightforward compensation plan tied to busi-
ness objectives will also provide the growing ISV 
with a solid framework, so only minor, regular 
adjustments are needed to ensure the sales or-
ganization’s continued outstanding performance. 

Many ISVs identify different market verticals within 
operating territories and establish multiple chan-
nels to achieve revenue goals. Each channel will 
then have its own sales plan, and there is nothing 
wrong with establishing different compensation 
plans designed to achieve those different ends. 
These distinctions should be based on the chan-
nel’s contribution to the ISV and the level of ex-
pertise required of its sales force.  Inside sales 
organizations handle smaller, simpler deals that 
are closed quickly and generate near-term profit-
able revenue; their quota structure drives cus-
tomer growth and retention. 
More complex engagements with a longer sales 
cycle are managed by outside teams with quotas 
based on revenue and key logo acquisition. 
Alternate channels, such as sales agents and 
partners, require less day-to-day management 
from the ISV but also return lower net unit reve-
nue; their benefit is in expanded reach, so they 
are compensated on a volume basis. 
Quotas should be developed within the framework 
of the ISV’s pricing scheme and made up from 
only commissionable revenues.  Monthly user 
fees, per-transaction charges, success-based 
payments, etc., all will be treated differently for 
both quota and commission purposes. 

How much will a company sell?  Where will it be 
sold?  Who will buy it? 
On a macro level, these questions are answered 
in the independent software vendor’s (ISV’s) busi-
ness plan. defined by its strategic objectives. Mar-
keting has profiled ideal target customers, identi-
fied where they are located, determined what they 
will pay for the service, and estimated the pene-
tration rates necessary to maintain the company’s 
growth trajectory. 
A well-constructed compensation plan considers 
these questions on a micro level by setting high 
performance expectations and inducing individual 
contributors to exceed them. To be an effective 
motivator, the plan needs to be challenging and 
attainable while providing high earning potential. 
To this end, “Quota” must be more than merely 
the multiplication of sales price by the number of 
units to be sold during a given period.  The size of 
an individual contributor’s territory and whether an 
ample market exists within it (i.e., the number of 
ideal target customers) must also be considered. 
Too-small territories with insufficient opportunity 
can act as a disincentive to growth, and too-large 
territories without clearly defined market bounda-
ries can result in channel conflict if quotas are not 
established appropriately. 

L i n k i n g  B u s i n e s s  &  S a l e s  O b j e c t i v e s  Sales Compensation Guide 

D e v e l o p i n g  Q u o t a ,  Te r r i t o r y  &  M a r k e t  

“I have been impressed 
with the urgency of 
doing. Knowing is not 
enough; we must apply. 
Being willing is not 
enough; we must do.” 
     — Leonardo da Vinci 

“Motivation is the art of 
getting people to do what 
you want them to do 
because they want to do it.” 
     — Dwight D. Eisenhower 
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Not all revenue is created equal. 
Most salespeople will argue “revenue is revenue,” 
and all of it should earn a commission; however, 
independent software vendors (ISVs) – particu-
larly those committed to directed growth in the 
Software-as-a-Service (SaaS) and On-Demand 
models – understand otherwise. 
Successful compensation plans acknowledge the 
relative value of different revenue streams. To 
some ISVs, term service contracts are worth more 
than more risky success-based agreements.  
Committed monthly recurring subscription reve-
nue contributes to growth, but the ISV must deter-
mine whether a 3-year term is worth three times a 
1-year term and how much sales effort is involved 
in obtaining a renewal versus adding a new cus-
tomer to the base. 
Demand (or “pull-through”) revenue may not be 
commissionable because the event is not sales-
initiated. Per-transaction structures may be attrac-
tive to customers, but without minimum commit-

ments, these sales present a host of compensa-
tion issues, including quota development and 
payment administration. 
The ISV also must design its plan to recognize 
commissionable events so they provide appropri-
ate success incentives while guarding against 
undue cash-flow and administrative burdens. 
For “hunting” salespeople, commissions can be 
made payable upon contract signature or receipt 
of a customer PO. Service-focused account man-
agement teams can be paid when complex imple-
mentations are completed. 
To ensure on-boarding occurs as soon after the 
close as possible, the ISV can pay commissions 
when the first invoice is cut. Paying on an as-
received basis eliminates cash-flow issues but 
can cause tracking and charge-back problems. 
To achieve a mix of specific objectives, ISVs can 
layer these solutions into one plan, but attention 
needs to be paid to overall simplicity and the re-
quirements of administering the plan. 

salespeople, an effective plan can be managed by 
one or two people using a set of spreadsheets.  
Well-organized plans delegate some of the admin-
istrative burden – paperwork tracking and filing – 
to individual contributors and their managers. 
The high-growth compensation plan is most effec-
tive when commissions are paid as soon after the 
close of the sale as possible, and successful 
plans will result in a high volume of new sales. 
Thus, the primary benefits of good plan admini-
stration are the link between sales and rewards 
and the ability to scale with the resulting growth. 

All compensation plans should be built with one 
eye focused on its administration.  The mechanics 
of registering sales, preparing statements, and 
recording commission payments are integral to a 
plan’s effectiveness. 
As with the plan, simplicity in administration is 
key.  Finance will want documentation of sales, 
Payroll will issue statements and track payments, 
and there will need to be processes for charge 
backs and departing employees, but all of these 
can be readily done. 
For small- to medium-sized ISVs with up to 30 

cific to the individual contributor based on role, 
territory, market, and quota assigned. 
Both papers must be signed, but this formality 
should follow a presentation on how the plan 
translates to individual contributors’ success. 
By “selling” the plan, the ISV’s management can 
stress its earning potential and ensure that sales 
efforts are consistently focused on the desired 
results. 

Incentive compensation plans establish a perform-
ance contract between ISVs and their salespeo-
ple; the best agreements are memorialized in two 
stages. 
(1) The plan document applies equally to each 
team member and defines terms – objectives; 
eligibility; administrative provisions (such as quota 
attainment, payment schedules, charge backs). 
(2) A quota acknowledgement attachment is spe-

PROS & CONS OF 
ADAPTING A TRADITIONAL PLAN 

 
Independent software vendors 

(ISVs) new to the Software-as-a-
Service (SaaS) and On-Demand 

models often try to adapt their 
traditional compensation plans to the 

recurring revenue business model. 
This is frequently accomplished by 

paying commissions on an estimate 
of all or part of a recurring revenue 
contract’s total value by multiplying 

the contracted rate by the number of 
months in the term.  Alternately, 

some ISVs will establish an annuity, 
paying a percentage of each month’s 

billed revenue 
These solutions benefit the ISV by 

being familiar to the sales 
organization and helping maintain 

the relatively high earnings levels of 
their top performers. 

The difficulties with the annuity 
approach are twofold:  First, 

administration is difficult, particularly 
as salespeople join and leave the 

company, adding complexity to 
tracking requirements for each dollar 
billed.  Second, as recurring revenue 

and commissions grow, the sales 
force can grow complacent about 
generating new business, instead 

focusing on maintaining their base. 
The contract value approach creates 

similar problems with tracking, 
although they manifest as charge-

back complications, and salespeople 
that are successful early in the year 

have little incentive to continue to 
produce.  Moreover, these 

commission payments can be higher 
than monthly billed revenue, creating 
an initial negative cash flow situation 

for the ISV. 
The purpose of this guide is to 

demonstrate that SaaS and On-
Demand companies can create 
simple, alternate solutions that 

reward and retain existing sales 
teams while allowing the ISV to 

leverage and benefit from the new 
recurring revenue model. 

Sales Compensation Guide R e v e n u e  &  C o m m i s s i o n a b l e  E v e n t s  

P l a n  D o c u m e n t a t i o n  &  A g r e e m e n t  

C o m p e n s a t i o n  A d m i n i s t r a t i o n  
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Tools and processes need to be developed so 
they can be adapted to future plan changes and 
scaled to accommodate the ISV’s growth. 
Clearly Define “Revenue” & “Sales Events” 
Different kinds of revenues may be commissioned 
differently, and the plan must clearly identify what 
activity will trigger an incentive payment. The 
SaaS and On-Demand ISV recognizes that not all 
revenue is of equal value, and these definitions 
embody the company’s strategic objectives. 
Adapting Traditional Industry Mechanisms 
ISVs may be tempted to adapt traditional models 
that are familiar, comfortable, and will pay high 
commissions to successful salespeople. 
Some of these modified plans present challenges 
in tracking commissions, managing cash flow, and 
properly motivating sales teams; therefore, they 
should be examined closely 
Craft a High-Performance Compensation Plan 
Focused on revenue growth and keeping the 
“Rule of 78s” in mind, the optimum compensation 
plan for SaaS and On-Demand models will in-
clude accelerators for new market entry, new 
customer acquisition, long-term contract commit-
ments, and quota over-attainment. 

Build a Foundation for Success 
By linking business and sales objectives, inde-
pendent software vendors (ISVs) in the emerging 
Software-as-a-Service (SaaS) and On-Demand 
sectors can create incentive compensation plans 
that drive sales success. 
From this foundation and guided by three princi-
ples – keeping the comp plan simple, specific, and 
uncapped – the ISV can accelerate growth across 
markets and into new territories. 
Identify Target Markets & Territories 
With established plans, the ISV defines the verti-
cal markets and geographic locations into which 
the sales organization will deliver services. Here, 
too, the company develops its channel strategy, 
including the identification of partners and the 
definition of their relationship. 
Within these markets, individual and team quotas 
are developed. They should be aggressive but 
attainable in order to maximize incentives. 
Develop Critical Administrative Components 
Compensation plan and quota acknowledgement 
documents define the plan’s terms and assign 
quota. After being educated about the plan’s goals 
and benefits, quota-bearing employees sign both. 

Sales Compensation Guide H i g h - P e r f o r m a n c e  C o m m i s s i o n  S t r u c t u r e s  

A skilled and properly motivated sales team will 
produce exceptional growth to the independent 
software vendor (ISV). Training and experience 
address the first; a high-performance compensa-
tion plan helps with the second. 
In a recurring revenue environment, commissions 
should be based on the first billing period’s reve-
nue. By paying in two parts – less than half upon 
sales close and the balance after the first invoice 
is due – the ISV helps ensure implementation 
occurs as soon as possible. 
Once all plans and quotas are developed, the 
portion of revenue paid in commissions is merely 
a math problem: Annual on-target earnings are 
divided by total annual quota. From there, creative 
layering can specifically guide sales efforts. 
New logo bonuses will drive customer acquisition.  
Rate escalators can create incentives for securing 
longer-term contracts, but they need not be multi-
ples of the base rate (i.e., there is no need to pay 
3x commissions for a 3-year contract over what 
the base plan pays for a 1-year term). 

“Turbo dollars” are an excellent way to drive over-
achievement by offering a stepped-up commission 
rate accelerator for any period in which quota 
attainment (QA) exceeds 100%. If QA is between 
100% and 105%, the base rate can be increased 
by 10%; between 105% and 110%, the increase is 
20%; if QA is greater than 110%, then 30%.  
Since these higher rates are applied to all sales in 
the period, turbo dollars are a key motivator. 
Finally, ISVs can drive sales in the beginning of 
the year – when new recurring revenue has more 
value due to the “Rule of 78s” – by paying higher 
commissions in 1Q and 2Q. 
Other customization can work for virtually any 
business model. For example, salespeople man-
age accounts for the first year or two of a new 
contract, earning a small rate on billed revenue, or 
the ISV encourages teamwork by double-paying 
for channel sales. 
From this basic framework, powerful tools can 
accelerate growth into new markets and put the 
ISV on a high-performance track. 

S a l e s  C o m p e n s a t i o n  G u i d e  S u m m a r y  

About 
Keychain Logic 

 
Keychain Logic accelerates revenue 
growth in the emerging Software-as-
a-Service and On Demand sectors 
by delivering customized tools and 
services to independent software 
vendors that supercharge their entire 
revenue production engine. 
These sales, marketing, and 
business development strategies 
have been generating explosive 
growth in technology businesses for 
over twenty years, resulting in more 
than $3.2 billion in new contract 
revenue. 
A major contributor to the Software & 
Information Industry Association’s 
SaaS Working Group committee on 
ISV Transformation, Keychain Logic 
leads workshops and seminars on 
accelerating SaaS revenue growth 
and publishes articles that address 
specific marketing and sales issues 
faced by vendors and VARs in the 
new enterprise software industry.  
Additional resources can be found at 
www.KeychainLogic.net. 
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