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Whats the Real Cost
of Sales Rep Turnover?
Automation can help your company minimize lost

Revenues when salespeople move on to greener pastures.

Return on investment, reducing sales rep turnover, and getting new sales reps up to speed faster are all common SFA goals. But what are they really worth? As any good consultant will tell you, "it depends."
Mostly it depends on how you account for turnover today. Having recently completed a con​sulting engagement in which I acted as vice presi​dent of sales while a startup got going in the United States, I encountered a number of items to consider.

The going rate for the several headhunters I spoke with was $18,000 to $24,000 in recruiting fees. But whether you use outside services, do your own ongoing recruiting, or have an active internal resource, the real money is the missed revenue.

Let's say you operate on a calendar‑year basis. January I st you inherit a vacant territory and at the same time start a new sales rep in that territory. If your ramp‑up is typically three months and quota is, for the sake of discussion, $1 million, this indi​vidual will generate zero in Ql. In the next two quarters she may generate between 10 and 50 per​cent of plan, so you're now down close to half a million bucks heading into Q4.

Did someone say "hockey stick"? It may be that in this case it will work in your favor and this per​son will have a big Q4, compounding other prob​lems but at least helping your revenue. If they do$400,000 you've only lost $300,000 on the year​plus fees, if any.

So, a conservative estimate on a $1 million annual quota would be $300,000 in lost revenue. Before you start debating and plugging in your own estimates, let's consider a few other things. First, what is the likelihood of your filling this new vacancy on Day 1? Add zeros for whatever period of time it takes to recruit, hire, and have this person give notice at her old job and get started selling for you. In the current hot economy, this can easily take three months. In our example ($1 million quota), you're racking up $85,000 per month.

This number may be mitigated or exacerbated depending on the status of the territory prior to the rep's leaving. If the representative has a strong pipeline and some significant opportunities ready to close, you may be able to step in and salvage this business yourself. If so, you'll generate some revenue and reduce the zeros by whatever amount you close.

On the other hand, consider the past few reps' departures. How many left healthy pipelines with
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significant deals pending, versus those who had been performing below par for some time? If in fact this person has been 11 on a plan," the territory has probably been bleeding for some time.

Best case, you operate at half‑plan for a quarter, worst case you get nothing for their last quarter. Add $125,000 to $250,000 depending on your situation. An argument could be made based on the foregoing that replacing a rep can cost up to the value of that person's annual quota. I knew one successful soft​ware vice presi-dent of sales who figured it exactly this way. He's since gone on to become a CFO.

Putting a Number on Turnover

.
Greg Ammirati is a recruiter focusing especially on software placements. Located in Chicago, he's involved in a number of national searches. A three-time former vice president of sales for software companies, he outlines the following general rule of thumb for quota attainment of new hires.

Distribute the annual quota however you think realistic, but for the sake of simplicity, in the adjoining article we simply divided by four ($1 million a year, $250,000 a quarter). Expect new hires to do zero their first quarter‑anything booked is a gift. Second quarter, look for 10 to 30 percent of the quarterly quota ($25,000 to $75,000 in this example).

Third quarter the average individual will be producing half their target rev​enue ($ 125,000) and should be fully pro​ducing at plan by fourth quarter.

Remember quarters start when the person does, not when the calendar or your fiscal year says so. If you operate on calendar year and a new person starts in late February, by this formula, they'll be running at half-speed or less through Thanksgiving and only really hit stride for one full month this year.

For more information, you can reach Greg at (815) 923‑2500, or email greg‑ammirati@msn.com.

--B.T.

Okay, so we're talking a million bucks. How can SFA help, and what's the ROI in doing so?

Assuming the recruiting timelines and fees are a given, is it possible to get a rep productive in two months instead of three, and really productive in six months instead of nine? Table I shows the potential payoff.

There is this nagging question of the quarter, or longer, before a rep leaves and the slow start when the new person begins. With Table 2 let's compare hav​ing no ongoing "drip irrigation" (see "Brain Surgery, Anyone?" December'97 SFFA) with some corporate lead‑gener​ating/pipeline‑filling program.

The assumption here is that the exist​ing rep is performing slightly better, with less time devoted to lead genera​tion, but still below par. Further, due to a healthier pipeline flow, half the nor​mal production can be realized in Q1 and somewhat better performance still from the new rep in Q2.

Clearly, these are completely made​up numbers, and your guesses would be more accurate than mine, but for yuks it looks like having an SFA system and ongoing lead‑generation program in place could be worth a quarter to a half a million dollars.

Do that a couple of times a year, and you could pay for some fair automation efforts. 

One last thing: Consider sales rep retention. Not only could you theor-etically project constant numbers across
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etically project constant numbers across these spreadsheets‑that is no appreciable fall-off for starting up a new hire‑you most likely could also project bigger numbers across the boards

Typically, veteran sales reps are car​rying larger quotas than newbies. This isn't universally true, but to the extent it applies to your situation you should crank it into your calculations. And if this kind of revenue growth is not true of your organization, you should be asking some questions about the career opportunities, growth, and support systems you're currently providing.

If you aren't doing compelling and creative things in this area, you may have even more opportunities to look at ROI on rep turnover.

Trailer Vavricka, Inc. consults with clients to define, document, and sustain-ably improve their sales process. TVI also provides managers coaching and rapid learning/improvement approaches to improve your sales operating perform-ance level, and is currently working with several leading SFA software companies to incorporate its Naviguide advanced OMS design for sales process and operating performance metrics. Contact Joe Vavricka at (858) 755-1994 or email joevav@alumni.princeton.edu or see the website: www.raisesales.com.
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