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by Robert G. Terwall
e: rterwall@wi.rr.com

Elsewhere in this issue, ERA President Dan 
Parks, CPMR, speaks in his “From the Top” 
column about a recent event whereby a no-
table semiconductor manufacturer announced 
an increase in the commission rate paid to 
its representative sales organizations. If you 
haven’t read that yet, I encourage you to do 
so as I’d like to weigh in on this development 
from the manufacturer’s viewpoint. You may 
know that I was a principal 
for 30+ years, most of that 
time in our exciting industry.

In a word, I’m encour-
aged by this move. For lots of 
reasons and for a long time, 
rep commission revenue has 
been on the decline. Unit 
price reductions in our elec-
tronics industry, globalization 
driving “split” commissions, 
reduced rates on major ac-
counts and/or legacy business 
of some certain age and other 
events have contributed to 
steadily declining income for rep firms — 
what is called the “effective commission rate.” 
My experience is, if the contractual percentage 
to be paid is 5 percent, it is not unusual for 
the effective rate to be half that, and the same 
is true for other contracted rates, whether they 
be 3, 7 or others.

Truth be told, I was a bit dismissive of this 
trend for a while. My attitude was that the 
challenge of our industry these days is for us 
all to do more with less. Moore’s law, con-
tinual price reductions and other demands ask 
us all to run faster and jump higher.   

Over time, however, I’ve been “enlight-
ened” by seeing countless instances in which 
a rep firm has grown top-line revenue for a 
principal by a doubling or more and is being 
paid less than half of the previous commission 
dollars for it. Add to that some dramatic and 
unavoidable increases in representatives’ costs, 
with employee benefits first on that list, and 
I’ve been concerned for some time about the 
financial viability of many rep firms in today’s 
market. So this recognition from at least one 
manufacturer, albeit a big one, gives me hope.

Again, from a manufacturer’s perspective, 

What I’ve learned about the 
impacts of rep commission cuts 

let me share some of my own lessons learned 
on this critical component of sales force com-
pensation. I’ve spent more time than I’d care 
to admit poring over income statements, try-
ing to “make the quarter.” (For about half my 
career, we were a privately-held entity, and for 
an equal time we were publicly traded. While 
I hate to admit it, when you are publicly-
traded, those quarterly analyst calls do affect 

your decisions.) You review 
the income statements for 
major pockets, and often the 
“commissions paid” line is a 
rich target. 
     Here’s the point. You 
ask yourself, “Where can I 
cut with minimal negative 
impacts?” You can convince 
yourself that a commission 
cut is tolerable for the rep 
sales force. It won’t have 
repercussions, particularly in 
the near-term. We’ve earned 
“emotional favorite” status, so 

we will be okay for a while.
     What I’ve learned is that  commission 
cuts WILL have their downsides — maybe 
not immediately, but still very real and often 
dramatic. �is is more so the case as margins 
for all partners skinny down, and we all oper-
ate at maximum efficiency or not at all. A big 
problem is that reps won’t tell a principal what 
they won’t be doing due to their reduced in-
come. �ey can’t, in many instances, because 
the politics prevent it, but that doesn’t make 
the repercussions any less real.
 Said another way, when reviewing that 
income statement, it was pretty easy for me to 
identify what new product projects I’d have to 
table if I cut the engineering budget. Simi-
larly, I could pinpoint what the costs and pain 
would be if I delayed that enterprise resource 
planning initiative or killed the investment 
planned for newer, faster automation. While 
less easy to pinpoint or identify what won’t get 
done if I cut commissions, the impacts are no 
less real and no less dramatic.
 �at’s not to say commissions are a sacred 
cow and therefore untouchable. Particularly as 

What I’ve learned is that 
commission cuts WILL 
have their downsides — 
maybe not immediately, 

but all very real and 
often dramatic. 

(continued on next page)
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accounts grow, a reduced rate that still generates meaningful dollars to the sales force is ap-
propriate. And, in my experience, a collaborative discussion on this, often initiated by solid 
rep firm partners, will yield the best long-term results for all.
 I don’t know the identity of the semiconductor company that Dan references, but I 
applaud its approach. In essence, the company’s attitude is to avoid reviewing rep com-
missions (or direct sales force costs) as a cost-of-selling event on the income statement and 
instead look at commissions as an investment for which a return is expected. �e result? A 
greater investment will yield a larger return.  n
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that his firm “swapped out a couple of lines,” resulting in “increased activity and a better 
product mix for our customers.” 
 At Repworks, also in New England, Ted Curtin, CPMR, replied that his firm both 
dropped and added lines this year. He notes, “We evaluated our product lines and found 
three that, while bringing in income, required more sales and reporting time than their 
income warranted. We resigned them, refocused our efforts on our more profitable lines 
and enjoyed good sales increases as a result.”
 As for new lines, he says, “We attended a different industry trade show ... and found a 
product line not normally carried by reps but that has the same traditional customers we 

call on. �is changes our direction slightly and puts 
us into a more profitable arena.” 
     �e results of these moves have been positive in 
several ways. Curtin explains, “We are improving 
sales on our remaining lines. More importantly, 
we have reduced the stress levels of our inside and 
outside staff by eliminating many nuisances and 
unreasonable demands from the lines we resigned. 
We are enjoying a different perspective from our 
customers ... bringing them new technologies and 
techniques that ease their burdens.” And looking 
ahead, he adds, “If we continue to grow the new, 
non-traditional lines we just took on, we will push 
further into this new direction and abandon some 
of the more commodity-driven product lines we 
have represented in the past.”
     Chuck Tanzola’s firm has also both dropped and 
added lines in 2015. “We have added some syner-

gistic/niche products to our line card as well as terminating relationships with some prin-
cipals that were either not profitable for the organization or did not fit with our strategic 
direction,” he describes. “We have also expanded geographic responsibilities with several of 
our existing principals.”
 �e final input on principal-related changes comes from Mark Myers.“We just kicked 
off a more structured new line evaluation program,” he reports. “We have formed a 
committee whose responsibility is to create a set of criteria a new line has to meet to be 
considered. We are reaching out to more customers before signing a line to get feedback on 
the viability of the line ... It’s all about continuous improvement.”
 
 And “continuous improvement” is obviously a focus of all the rep members who con-
tributed to this article. On behalf of every reader who “borrows” one or more of these ideas 
for their own firms, many thanks to all!  n

�is article was written by Tess Hill, editor of �e Representor. 

 

“We attended a different 
industry trade show ... and 
found a product line not 

normally carried by reps but 
that has the same traditional 

customers we call on. �is 
changes our direction slightly 

and puts us into a more 
profitable arena.”

— Ted Curtin, CPMR




