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THE UNORTHODOX OWNER

Radical Changes in Sales Practices

Ward Wilkinson was a young entrepreneur who had never done things the way he was expected to.  In fact, since he was a boy delivering newspapers when he was 12 years old in 1990, he always found a way to do things differently, even if it was doing his paper route backwards every third day.  He was a bright, creative child who was somewhat of a loner.  When he got to high school, he finally found what he wanted to do with his life. Ward discovered the Internet and he learned to write programs.  When the World Wide Web came around, Ward began creating Web sites.
In 1996, young Ward came home and announced to his mother, "Mom, I know what I want to do in life."
"What?" asked his amused mother. 
"I want to start a Web site and become a millionaire."
“What a nice idea, Ward,” his mother replied condescendingly. 
But Ward was determined, persistent, brilliant, and lucky.  He worked his way through college designing Web sites for his friends, downloading music files via Napster, downloading movies off of illegal usenets, and finally as a designer of a Web site that allowed music fans to rate and share ideas about their favorite music.  

His Web site, called Freebird.com, in honor of the 1973 Lynyrd Skynyrd rock classic, “Free Bird” was a forerunner of the social network site MySpace.com.  Although it never became as popular as MySpace.com, Freebird.com developed a large, loyal audience – an audience large enough for Freebird.com to do an IPO, sell stock to the public, and make Ward, its founder and CEO worth over $100 million.
Ward had realized his dream and had become not only the founder of a successful Web site but also a multi-millionaire. However, he knew the business had to continue to innovate in order to stay ahead of the burgeoning competition in the online music space.  His newest challenge was finding a way to deal with the decline of online advertising prices, driven in part by low rates offered by online advertising networks.

Early in February, Ward Wilkinson walked into the office of his chief revenue officer, Omid Kinkhaballa.  As usual, Ward wore a black T-shirt, and as he briskly walked into Omid's office unannounced, as he had done many times in the past, and said, "Omid, you've done a marvelous job generating revenue for Firebird.com.  I'm very proud of you. In fact, I'm promoting you effective immediately to be chief operating officer of the company. Everyone in the company will report to you. You can run it the way you see fit. Will you take the job?"
Omid, who had been Ward’s roommate at Dartmouth, stifled a half laugh, half shout and sputtered out, "Well sure, Ward. I'm...well, I'm thrilled! But what brought this on? What will you do?"
"I've been thinking about some new ways to generate revenue and I want to experiment. The timing is right, and the market is right.  The Web site is in good shape and you've hired a group of first-rate salespeople.  Also, the job of V.P. of Sales is open.  I'll become the chief revenue officer for six months to a year to test some of my ideas, then I'll return to being CEO and concentrate on expanding our business by buying other Web sites,” Ward replied.
"Sounds right to me; when do all of these changes take place?" asked the chief revenue officer, now COO.
"Today, if that's OK with you. Let's tell everyone," Ward said, hardly containing his eagerness to get on with his new ideas.
"Fine. But after the meeting, you'll have to tell me what you want me to do in the new job," the new COO said.
"No. You move into my office, read all the files, talk to everyone and see what needs to be done and do it. You don't need any help from me," Ward replied. "Leave me alone here for at least six months. If things aren't going the way you like at that time, call me and tell me to get out of the kitchen and send another cook in here. It's your call."
Ward quickly typed out an announcement of the unorthodox switch in top management assignments--it was a humorous message--and had Omid's assistant e-mail it to everyone at Freebird.com.  Ward then asked her to set up two meetings, the first with all of people at Freebird.com and the second with just the salespeople, who would fly in to San Francisco from their offices in New York, Chicago, and Los Angeles.
The first meeting went very well. Ward put the Freebird.com staff at ease by telling them that he wasn't there to make any personnel changes and that he hoped he didn't run the wonderful, successful ship aground.  He told everyone he had a craving to get back at the helm and try out some new ideas--mostly in sales. 
When Ward met with the salespeople he told them the following:

 

1. That they had done an excellent job in the past in growing the revenue. He told the salespeople that he thought they were all excellent and that one of the reasons he decided to make the management shift was because he wanted to try out some new management ideas on a staff that contained experienced, mature, and high-performing salespeople. 
2. That he saw that the business was changing dramatically. The future was not in responding to RFPs. "All transactions will be handled over the Internet in a few years," he said. "We've got to concentrate on creating value and developing new business, with an emphasis on becoming the preferred supplier for our clients.  If we don't change the way we do business, we'll be as dead as newspapers. We've got to change now to survive--it's war out there!", Ward urged.
 

He said that if anyone couldn't deal with change, he or she could quit with no hard feelings or prejudice and he would give anyone who did so six months severance.

He told everyone that he was not filling the open V.P. of Sale's job and that from now on the salespeople were to manage themselves using a quality-circle approach.  They would meet when they thought it was necessary in order to decide, as a group, who called on what accounts, what rates to charge, and make all necessary sales decisions as a group. Ward said he would act as their facilitator if they needed him, but that he would make absolutely no decisions about sales--that was up to them.
He said that he was changing their compensation package. In the past they had received a salary of $77,000 yearly plus a five percent commission on all net billing.  Effective immediately the company would increase the percentage it paid on net sales to 10 percent.  This could mean approximately a 33 percent raise in compensation over what the company had paid on the average in the last three years, which, in turn, meant that if Freebird.com reached its goal of $25 million in revenue for the year (a five percent increase over the previous year), the average compensation in the sales department for the 12 salespeople would go up from $133,645 annually to $177,000. He said revenue was pacing right on target, so they could reasonably expect to reach the higher compensation level if they met some guidelines he would soon lay out.
Furthermore, Ward told them the company would put the 10 percent in a pool and that they could divide it up among the 12 salespeople across the country in a way they felt was most effective.  He laid out some guidelines for dividing the pool: 1) they could not divide it based on revenue alone, 2) that there had to be other performance criteria involved, such as high CPMs, new business development, teamwork, and customer satisfaction.  Other than those general guidelines, he said that he would approve any system they worked out.  However, he urged them to download and read Chapter 7 of Media Sales Management by Charles Warner, available on http://www.mediaselling.us.

Next, Ward told the salespeople that they could structure the department any way they wanted to.  The current structure included two people in ad operations, one person in marketing/research, one in sales planning, two sales assistants, and one assistant to the open V.P. of Sale’s job.  Ward pointed out that the group didn't have to keep that job function and could divide job and functions up any way they wanted to in order to maximize the Web site’s sales effectiveness.  He pointed out that the V.P. of Sales was earning a salary plus a one percent override on all net revenue plus he handled house accounts that billed about $1 million yearly on which he did not earn commission.  His total compensation was about $300,000.  Ward said that if the salespeople voted to reassign the V.P.’s responsibilities, he would put the V.P.’s one percent override (or approximately $250,000) into the commission pool.
Ward also told the salespeople that he was implementing another rule: the ad operations department was to confirm every order that was brought to them at the exact rates submitted on the order; and once an order was confirmed, it was to run as confirmed, with absolutely no changes of any sort unless an agency or client asked for a change in writing.  He said he was establishing this policy for as long as it took to teach the salespeople that they were each responsible for getting the highest rates possible and using the Web site’s most visible inventory in the most effective way possible to maximize revenue for Freebird.com, not just for their own accounts.  
Furthermore, he said he would give the entire sales team (salespeople, assistants, ad ops, and planning) a bonus if they went five percent over the Freebird’s revenue goal.  He would give the pool 10 percent of all net revenue above $25 million if they hit $27,500,000 in revenue.  This amounted to $250,000 they could divide in the pool on $27,500,000, and more if they billed more than that. 
In addition, he said he would add one-and-a-half percent to the commission pool at the end of the year if the sales staff was number one in an annual customer satisfaction survey that an independent research firm would conduct of buyers and clients. Number one meant that they had to be ranked first in the five most important categories: best service, most knowledgeable, easiest to deal with, most reliable, and most creative.
Finally, he told the group that their expense budget could not be increased for any reason in the current year. However, if they wanted to buy new computer hardware or software, such as a yield-management programs, or hire additional people, they could, but additional expenses over budget would be subtracted from their commission pool and bonuses, if they made them, at the end of the year.

 

Ward Wilkinson passed out a memo outlining his new guidelines, asked if there were any questions, and said he would be in his office the rest of the day if anyone wanted to come see him. As he left the meeting, Ward could see the people were in numbed silence as he wandered out of the room.
Three hours later, at the end of the day, Ward got a call from Freebird’s New York sales manager who said, "Ward, all of us would like to come see you, are you free?"
"Sure," Ward replied as he nodded and smiled slightly.
AUTHOR'S NOTE

While the incidents in this case are not factual, they do represent a composite of actual situations and operating practices. This case was prepared to use as a teaching tool.
ASSIGNMENT

1. What are the salespeople going to say to Ward Wilkinson?  Give a detailed explanation for your answer.
2. What, if any, changes in his policies should the sales department ask Ward to make?  Give a detailed explanation for your answer.
3. If you decided to remain with Freebird.com, what structural, organizational changes would you make?
4. How would you assign accounts?
5. How would you divide up the commission pool?
6. How would you divide the bonus pool, assuming you qualify?
7. Would you invest in any new equipment or positions?
8. It will help your analysis if you calculate all of the financial implications of your decisions. 
� This case was prepared by Charles Warner.
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