
Lupe it was going to make New World the primary supplier of several key
components. He also mentioned that New World was chosen because it has the
extra capacity to handle the contract—the biggest single contract ever received
by New World. Lupe believes her hard work in cultivating the relationship with
Lockwood Jones has paid off big for New World, and she’s expecting a
substantial incentive reward.

Although Jack is thrilled with Lupe’s success and knows she will very likely
win “salesperson of the year,” he is also faced with a difficult problem. While
the sales force is paid a salary (which averages nearly $100,000 per person across
the entire sales force), every year a bonus is awarded based on hitting sales tar-
gets. The bonus uses a pool of money set aside at the beginning of the year by
upper management. This process was created to help management budget for
expenses in any given year. The size of the bonus pool is announced at the begin-
ning of each year and all the reps know they are working toward a piece of it.

In the 20 years of the company’s existence, this process has worked well. New
World has experienced steady growth and everyone in the company looks
forward to the bonus at the end of the year. However, Lupe’s success in landing
the big order from Lockwood Jones has thrown the bonus system into chaos!
Based on the existing formula for calculating bonuses, Lupe’s share would equal
90 percent of the total bonus pool, or $450,000. No one anticipated the size of
the order from Lockwood Jones, and Jack is faced with an incentive system that
does not take into account the implications of such success.

The company has 10 salespeople, including Lupe. All of them managed to hit
their sales target for the year. While Jack intended to raise the bonus pool by 10
percent to accommodate everyone’s success, he knows it is impossible to adjust
the pool enough to award Lupe the full amount she expects. In addition, although
Lupe has worked hard, there is a sense that she was simply in the right place at
the right time. Finally, Jack believes the rest of the sales force would react very
negatively to Lupe receiving such a large bonus.

On the one hand, Lupe has won the largest single contract in the history of
the company and deserves a huge bonus based on the existing bonus pool for-
mula. On the other hand, the bonus pool system will not accommodate such a
large payout to one person. In addition, is it fair to give Lupe the full amount
when she has benefited in large part because the company simply had excess
capacity?

Questions

1. What should Jack do to resolve this situation? How should he explain it to
Lupe, the rest of the sales force, and his superiors?
2. If you were Lupe, how would you feel if you did not receive the full expected
amount?

Mini Case
MedTech Pharmaceuticals
DOUG: “Now that it looks like we are going to get approval on these two new
cancer drugs, we need to get a sales force out there selling them for us and we
need to do it quickly.”
HAROLD: “I agree. We’ve put so much time and effort over the last three years
into developing the drugs, conducting the clinical trials, and getting them
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through the FDA approval process that we forgot to consider what would hap-
pen when that approval came through. We have to make sure the sales force has
the right incentive to see a lot of doctors and generate sales. Our window of
opportunity for these drugs is only seven years, so we have to maximize our
return during that time.”
BECKY: “Based on my experience with other sales organizations, paying our
sales force based solely on commission should generate the sales we’re looking
for. Salespeople love to make money, and if they know that the more they sell
the more they’ll make, we’ll be in good shape.”
DOUG: “Good idea, Becky. Harold, put together a sales organization and start
assembling your sales force. With FDA approval expected within the next six
weeks, we’ll need to move quickly.”

With that conversation as the backdrop, MedTech Pharmaceuticals was in busi-
ness. MedTech began when Doug Reynolds left his position as a university
research fellow to start a new company. Doug’s work as a molecular biologist
gave him an idea for a new cancer treatment compound that could be used to
treat the deadliest form of skin cancer, melanoma. This new drug can treat
melanoma without surgery (which is the typical treatment for this type of can-
cer). Doug also speculated that a different variation of the drug compound
would treat a more common but less deadly type of skin cancer called basal-
cell carcinoma. Doug thought that these new drugs would be in great demand
in the future because as baby boomers age, many will be afflicted with skin
cancer.

Based on the promise shown by this new drug, Doug was able to secure ven-
ture capital financing to develop the compound and submit it for approval by
the Food and Drug Administration. To facilitate the development and approval
process, Becky Smith was hired from another pharmaceutical company because
of her expertise in conducting clinical trials and responding to FDA inquiries
about the effects of the drug on patients. Harold Moran was hired to be the
business manager. When the conversation above took place, Harold was the only
person in the company with the expertise to develop a sales force that could
successfully introduce the products.

Four Years Later

In the four years since MedTech received FDA approval, it has employed a
sales force of 150 representatives organized geographically across the United
States, calling on oncologists and dermatologists whose primary specialty is
treating skin cancer. Each sales rep reports to one of 10 sales managers. The
sales managers all report to Harold. Sales of the new drugs have been good
but have not met the company’s expectations. Several of the sales managers
have mentioned to Harold that a regular program of sales contests would cre-
ate more excitement among the sales force and provide greater motivation to
increases sales. Harold’s response is always, “The salespeople are getting paid
100 percent commission. That should be enough incentive for them to gener-
ate more sales.”

The sales managers also have mentioned that reimbursing sales reps for enter-
tainment expenses would allow them to compete on a level playing field, since
most pharmaceutical companies reimburse physician entertainment expenses.
MedTech currently provides a $250 per month car allowance and another $50
per month for incidental expenses such as parking, tolls, and making copies of
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sales information to leave with doctors. This reimbursement plan was imple-
mented four years ago when the sales force began, and neither the dollar
amounts nor the types of expenses reimbursed have changed since.

In light of the disappointing sales numbers and the impending expiration (in
three years) of the company’s patent on the two drugs, Harold has been listen-
ing to his sales managers more closely. He’s concerned that a number of the
salespeople may leave the company to pursue other opportunities. Consequently,
he is considering changes to the overall compensation program at MedTech Phar-
maceuticals.

Questions

1. Discuss the advantages and disadvantages of MedTech Pharmaceuticals
paying employees on a straight commission basis. What specific changes
would you recommend Harold make to the compensation program? Why?

2. What do you think of Harold’s opinion about sales contests? Are contests
an appropriate incentive in this situation? Why or why not?

3. Design a sales contest that MedTech can implement to generate enthusiasm
among the sales force and increase sales for the company. Describe the
contest’s objective, its theme, how many of the reps should be winners, and
what types of rewards the contest should provide.

4. What are the differences between direct and limited expense reimbursement
plans? Which type of plan do you think Harold should use with MedTech’s
sales force? Justify your response.
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