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Team-Based Pay

For a better way to do business

* Consistent bottom-line profits.

A pay program that makes sense.

* Getting paid as an owner, not just an employee.

* Clients loyal to the business — not to an individual.
A team culture that is fueled by growth.

* Bulletproof systems.

It’s time for these statements to be the standard in the profes-
sional beauty industry. Are you on board? Join the revolution.

Team-based pay always sparks a lively discussion between die-
hard believers and diehard commission advocates. But in recent
years, gradual yet powerful shift in salon/spa compensation is
taking place throughout the industry. Owners and managers

are searching for ways to incentivize and reward a multitude of
behaviors that contribute to business growth — behaviors that
reach far beyond sales.

In one very important way, a compensation system functions
exactly like any other business system: It will yield the results
you want, if you structure your system in a way that enables it
to deliver them. The problem for many owners is, they expect
and desire results that their chosen method of compensation
simply cannot deliver. Some business leaders that espouse a
commission system swear by it and, indeed, it does seem to
work quite well in certain circumstances. In a purely sales-
driven environment, commission is capable of delivering the
desired result: increased sales. But if you want different results,
commission isn’t quite so spot-on. You need something else.

What is Team-Based Pay?

The collective behavior of a business defines its operating cul-
ture. The method of compensation is at the core of a business’
culture.

If you want team, you have to “team” pay.

There’s nothing more stimulating to business leaders than a
debate over which compensation system is best for their com-
pany. Too often, there is little or no debate on compensation
system design because many industries have solidly and histor-
ically entrenched pay practices — so much so, that to question
their validity today would be viewed as sacrilege. Pundits say,
“This is the way we pay, and it’s the way it’s always been done.”
Even if there is a willingness to explore new ideas, the result is
often just another spin on the old system. Unfortunately, all you
get when you modify an old pay program is a modified old pay

program. Simply put, there is a limit to how much horsepower
an old engine can produce, no matter how sophisticated the
modifications. The thinking must go deeper and wider. It must
begin with a clean slate and clear objectives.

Today’s relentlessly changing business climate demands a com-
pensation system that meets the following five non-negotiable
criteria:

1. Combined with fiscal responsibility, it must fit the finan-
cial reality of the business — today and into the foreseeable
future.

2. It must be controllable, not a large “fixed percentage” of

revenue.

3. It must encourage and reward the right individual behav-
iors, and performance consistent with the vision and
culture of the business.

4. It must give clear guidelines and pathways for individual
growth.

5. It must inspire and reward teamwork, team culture, and
attainment of the business’ overall performance and rev-
enue goals.

Commission fails to qualify

Commission-based pay programs are among the most com-
monly used in the attempt to inspire revenue growth. And why
not? It’s safe. If sales are down, payroll is down. If employees
want to earn, they must produce. What could be simpler?

Problem is, commission’s very simplicity is its Achilles heal.

It leaves too many productivity decisions in the hands of the
employee. Because it’s based on a percentage of sales, com-
mission offers rewards even when performance and behavior
issues persist. Commission is individual-based and, by design,
feeds the my customer, it’s all about me, thinking that contami-
nates team cultures. Fighting over “who owns the customer,”
especially when top producers leave, is a common occurrence
in commission-based businesses. And commission locks the
business’ payroll into fixed percentage of revenue — making it
impossible for the business to adjust to constantly escalating
operating costs. To top it off, any owner of a commission-based
business knows that adjusting or lowering commissions is the
equivalent of opening Pandora’s box.
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Team-based pay in its simplest terms

Team-based pay is an hourly and/or salary program, which ties
a team bonus to the achievement of critical numbers (e.g., rev-
enue, gross margin, client retention, productivity, net profit).
Individual growth is tied to overall performance — not just the
employee’s ability to generate revenue. A team-based pay sys-
tem is designed to reward the right behaviors and performance
— those that support the business’ goals and culture.

On page 8, we talk about Broadbands, which are designed to
offer employees guidelines for growth in key areas such as
performance goals, technical skill development, and non-tech-
nical skill development. Within the Broadbands are the cultural
behaviors that drive teamwork.

There’s going to be a culture shift

If you change your pay system, especially to a team-based sys-

tem, your business will go through a culture shift — like it or not.

The wider the gap between the five non-negotiable criteria and
your current program, the greater the shift will be. The most
significant shift will occur if you’re moving from commission
to team-based pay. Remember, commission encourages an “1/
me” culture. Team-based pay encourages a “we/us/the team/
the customer/the company” culture. The shift will be dynamic.
Best of all, your customers will notice the change, and identify
it as positive.

The leadership factor

Pay systems are foundations that great companies are built
upon, but a pay system alone does not change behavior, per-
formance or culture. Leadership must step up to the plate.
Communication, goals, standards, skill development, financial
accountability, openness and integrity are non-negotiable ele-
ments of a successful pay conversion. Businesses that fail at
pay conversions and culture shifts are managed by leaders that
pick and choose which elements they want. They compromise
the system from the beginning. They fall asleep, and then won-
der why it didn’t work. They sink into the blame game. Leaders
need to be tenacious. No compromise.

Team-based pay is an exciting way to grow a company. Change
gets the business juices flowing. The reward at all levels is
extraordinary.

Managing Overall Performance and Team-Based Pay
1t takes new management skills,
detailed planning and team focus

You’ve been reading and hearing about the new pay pro-
grams. All this stuff about “pay for performance,” skill- and
team-based pay, open-book management and advanced levels
of teamwork has finally piqued your interest. So much so that
you’re truly considering implementing such a program. The
signs that it’s time for your business to make major changes
are present: shrinking profits, a less-than-motivated staff, no
clear growth direction, marginal client retention and productiv-
ity performance. You know the time has come for change, new
thinking and a fresh beginning. [

Maybe you already have the new pay program in place, but

are frustrated that not too much has really changed. You’re

still experiencing the same behaviors and less-than-satisfying
results you were getting on the old system. You may be say-
ing to yourself, “I must have done something wrong,” or “this
new pay program just doesn’t work in my business.” This prob-
lem is not uncommon, and almost always boils down to one
simple fact: You changed the business’ pay program — but not
its behaviors and systems. The business’ culture and thinking is
still “on commission.”

Understanding the differences

Commission pay, with its graduated scales and multi-
level pricing, directly conflicts with the new pay
program in the following three ways:

1. Commission is driven entirely by individual sales dollars,
not overall individual performance.

For example: One company that contracted Strategies to reengi-
neer its pay program and systems was paying 60% commission
and falling deeper into debt. Payroll was out of control. The
decision was made to implement a new program, based on
overall individual and team performance.

To calculate each employee’s starting pay, we looked at their
previous year’s earnings, their gross pay for the last three to
four months, and their overall individual performance. Until
then, the salon had only tracked request rates — not first-time
client retention. (The salon scored a disturbing 36% in its first
retention report. Only 58 of the 158 first-time clients returned.)

During the pay calculation process, red flags went up with two
stylists. Both had very low client retention rates. One, who had
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been with the salon five years, had earned $44,000 the previ-
ous year on 60% commission. The other had earned $38,000.
Both had first-time client retention rates of only 13%. Com-
mission rewarded them for losing eight of ten first-time clients
assigned to their chairs. The owner, who only looked at how
busy their chairs were, never saw what these individuals were
costing the company in lost business and client dissatisfaction.
The decision was made to start them at an average of last year’s
earnings, but with a 90-day window in which to coach, correct
and improve their retention performance. If specific and mea-
surable improvements were not realized, they would have to be
released. The owner was beginning to understand the impact
and scope of the new pay program. He summed it up with, “I
can’t believe we’ve been paying people so much in spite of
poor performance.” Such discrepancies over pay versus perfor-
mance will not occur on the new pay program.

2. Commissions are out of control.

Collectively, most salons cannot afford to continue funding
their present commission rates and expect to keep pace with
rising operating costs. Product cost deductions and salon ser-
vice charges, which simply cannot keep pace with increasing
overhead expenses, are not the answer. Such deductions are not
permanent solutions and often cause significant staff upheaval.

The recession of the early 90’s forced companies and busi-
nesses of all shapes and sizes to “reengineer” their systems
and cultures. Those that succeeded quickly realized they could
not expect new behaviors and levels of team performance if
they didn’t also reengineer their pay program. Reengineering
Rule #1: You cannot reengineer halfway. Reengineering Rule
#2: Don’t expect new behaviors and team performance if your
pay program still rewards the old behaviors you are trying to
change. You’ll only confuse staff and stall your reengineering
effort.

Published studies show that 30% of all U.S. companies now
use the “new pay” (the “new pay” is defined as overall per-
formance, skill-based pay with team-based incentives). That
number was zero percent in 1990. The driving forces behind
the “new pay” and reengineering phenomenon are efficiency,
productivity, quality, value and customer service. [

3. Commission does not inspire team performance.

Commission rewards individual sales and creates natu-

ral roadblocks to the team service and performance concept.
Team-based incentives are perhaps the most powerful new per-
formance-driving tools to arrive on the management scene in

the last half century. Team incentives focus employees’ energy
on growing the business. Few, if any, commission programs
can make that claim. Since many salons already pay out more
in commission than they can afford, there’s no room left for
team incentives. For most salons, reengineering the entire pay
program is the only logical alternative.

Shifting into “new pay” thinking

There is no “red badge of courage” for reengineering your pay
program. It won’t solve all your business problems or instantly
inspire staff to behave just the way you want. It’s a reward
system and nothing more. How efficiently you manage the pro-
gram will be the determining factor for success or failure.

The most common mistakes owners make after switching to the
new pay:

¢ Introducing the new pay program without a vision (goal,
objective, purpose) of where the salon is going. Employees
must first understand your vision in order to understand the
changes that must take place to achieve it.

* Focusing on the pay program itself — not the behaviors and
results it must inspire and reward. The new pay program will
drive your business forward only if you steer it toward your
vision. The team must know what the weekly/monthly tar-
gets are (salon sales, retention and productivity rates, average
ticket, etc.). The new pay is simply the reward system.

+ Thinking that the pay program will manage itself and hit tar-
get goals. Commission is easy because it placed the burden
of building sales on the stylist. Commission says, “If they’re
hungry, they’ll produce.” The new pay says, “You and the
team must produce to these levels and standards of perfor-
mance.” If one or more team members drops the ball, the
entire team — and the client — pays the price. It’s like learning
to walk again.

Getting Outside the Commission Box
What gets rewarded, gets repeated.:
Lessons from a mother of six

From an early age, we seek to reinforce certain behaviors,
especially in our children. We strive to teach them greater
responsibility, and a sense of family and community. In school,
they are often split into teams for group activities and sports.
Culturally, the concept of team and working together is highly
regarded and encouraged. The goal is to educate them about

Team-Based Pay White Paper | Copyright ©2008 | 800.417.4848 | strategies.com



being responsible, working hard and properly handling money.
Consider the concept of giving children an allowance. Sounds
simple, but is it?

Barbara, mother of six, had for years rewarded her children for
completing their chores. You can imagine the work that went
into checking their progress. Furthermore, there were always
certain tasks left uncompleted because the children were not
particularly motivated. They were happy taking less money to
avoid the hard labor. One day her oldest child, Rick, demanded
his allowance and justified his poorly completed list by blaming
his siblings. “Mom, I did all I can do. John’s side of the bed-
room is a mess and Anne’s art project has taken over the dining
room. That’s the best I can do and I want my allowance now.”
Barbara was familiar with this dialogue. Most times she felt the
whole allowance approach was more work than help. However,
she wanted to teach her children about responsibility and the
value of money.

She told Rick to call a family meeting immediately. When

she arrived, the kids were bickering and blaming one another
for what they feared would be the end to their allowance pro-
gram. Barbara explained that, although she appreciated their
work around the house, the bickering was not helpful, and jobs
around the house were not being completed satisfactorily. She
explained that they would receive money each week for com-
pleting household chores. There would also be a new family
bonus prize.

Barbara explained that there was now a family chore list, which
would be posted and updated each week. When all the chores
were done by all the children, they would receive a bonus.
Together they would determine the bonus. All the chores had

to be completed by 3 PM Saturday. She also suggested that, if
they worked together, the work might go more quickly. As Bar-
bara left the room, she turned and offered one more suggestion:
“Today is Friday. We can all work together to get everything
done by tomorrow at 3 PM. If you do, we will go to the movies
to celebrate.”

As Barbara left the room, she wasn’t sure what she had just
done. Would this work? Only 24 hours would tell...

The house was unusually quiet on Saturday. The children were
making noise, but there wasn’t the usual yelling or bickering.
Barbara decided to check on their progress. What she witnessed
stopped her in her tracks. The older children were helping the
younger ones. Her daughter Cindi was teaching her sister Ellen
how to fold her clothes; John was teaching Chris to empty the

dishwasher. Two others were dusting the bookshelves. No
longer were they focused on their single list of assignments.
Instead, they were tackling the entire house and knocking the
duties off the combined lists. Barbara had to pinch herself for
fear this was a dream. It was then that she realized her former
allowance program had always recognized and rewarded indi-
vidual responsibilities — the exact opposite of what she wanted
to create in her family.

On Saturday at | PM, the children found Barbara gardening
out back and alerted her to the time. As she made the rounds
through the house, she marveled at their work. Holding back
tears, she asked what they thought of the new family bonus
plan. Chris, the littlest child, spoke up first. “This was fun,
Mom. I learned how to empty the dishwasher and John told
me a funny story about a kid at school. Can we do this again
tomorrow?”

A, finally, thought Barbara. “Get cleaned up, kids. We’re going
to the movies.”

You may feel your business is more complicated than a house-
hold of six children (though Barbara would argue that point
with you). Imagine if you could create a feeling of team in your
business, similar to Barbara’s newly refocused family. Imagine
if everyone was working in the same direction, with the same
goal in mind. What would it do for your business if everyone
was invested in the greater good and success of the com-

pany, not just their own personal accomplishments and bank
accounts? What if you could create an atmosphere of total team
synergy — a business comprised of combined energy, operations
and systems?

How would you rate the effectiveness of the current reward
and compensation program in your company? Are all hands on
deck, rowing in the same direction at a similar pace? Consider
what one person’s oar dragging in the water does to the speed
and direction of a boat. You may believe that you have effec-
tively communicated the focal point of the business. You may
feel that a job well done is rewarded handsomely. The bigger
question is: If you altered the way you rewarded your employ-
ees, would you get different results? Aha! You shook your head
yes, didn’t you? Then you do recognize that the way you com-
pensate people influences their behavior.

Let’s take a closer look at the ways people are compensated for
their efforts. Compensation is a complex puzzle, whose pieces
must all fit together into one program that will both motivate
and inspire employees to perform at consistently high levels.
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To best understand why the standard approach to commission

is out of alignment with today’s business thinking, just look at
the behaviors and attitudes it rewards. Commission pay, in its
many variations, rewards employees solely for their individual
sales performance. You may believe that you have a sales team.
However, in their minds, they are working toward their own
goals and leveraging their own positions on the company ladder.

Commission pay has endured because it’s easy for own-

ers, managers and employees to understand. It’s a low-risk
compensation approach with a seemingly high-performance
requirement. The belief behind it is that people are ultimately
motivated by money. Individuals that offer this pay system
believe that, if employees want to make more money, they will
do more on an individual level. But there are many challenges
with this thinking.

The most important challenge is: How do you create a true
team environment from a commission mindset and system?
After all, you get what you reward. Have you ever heard an
employee say, “I’m not paid enough to do that!” Or, “That’s not
what I was hired to do?” Typically, the task at hand is neces-
sary to grow the business. However, the compensation plan and
the agenda of the employee are focused on growing their bank
accounts. It is impossible to have a team atmosphere with indi-
vidual agendas.

Commission is also a safe pay program for those with weak
cash-flow management skills because, unlike the fixed expense
of salary and hourly wages, commission payroll rises and falls
along with sales. This model assumes that there is no greater
motivating force for employees than getting an attractive per-
centage of what they produce.

All about Bob!

Pay must reward the right behaviors

Consider the behaviors your current commission pay model
rewards. [s this reward in alignment with your business and
company culture? Commission is entirely sales-driven and
rewards only individual performance. It also encourages cus-
tomers to build relationships with whomever is responsible for
their account. The customer has limited interaction with the
company because “Bob the sales representative” is single-hand-
edly responsible for, and compensated for, that interaction. This
can create nightmares if an employee is performing poorly.

How many customers has your company lost because they

couldn’t stand to do business with Bob, their only point of con-
tact with the company? What if Bob isn’t necessarily good at
all the aspects of the business? What if you could help support
Bob with a team of people that would build on the customer
experience, and get more people involved in servicing them?
Just consider what happens when Bob leaves, and someone else
has to try to regain his momentum — or worse, Bob leaves and
takes his customers with him.

At face value, these may appear to be performance and cus-
tomer service issues. However, they are systems designed and
built to support a pay plan for the company.

What about Bob?
All for one — not one for one

Today’s business world is slowly waking up to the fact that,
together, a team can accomplish more than Bob alone. Deliver-
ing a good product or service alone does not guarantee success,
or the level of customer satisfaction that drives loyalty and
retention to new heights. To shine brightly, you must focus on
fundamental competencies and capabilities that go far beyond
the basics of servicing a customer.

As the world becomes more and more “electrified,” today’s
customer is left connected to voice mail, e-mail and automated
responses. Team and service are more important in our touch-
less world than ever before.

Today’s employees are more demanding and less loyal. They
want to see career growth paths. They want to know their
income can continue to grow, even when their schedules are

completely booked. (Last time I checked, we have only two
hands.)

Commission creates a certain type of culture within a business.
If your goal is to move toward a total team mindset, then you
must evaluate the method in which behavior is rewarded. Look
at your business with a magnifying glass. Peel back the layers
and look at the behavioral outcomes. Are you rewarding what
the company needs most from the employees?

If people are showing up late, does your current system ignore
this behavior — or worse, reward it? When someone is strug-
gling to reach a sales goal, do other employees volunteer to
coach that person? Barbara’s system rewarded individual
chores for her children. Initially, they didn’t make the con-
nection between their list of responsibilities and the overall
well-being of the home and family. After peeling back the lay-
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ers and getting to the heart of your business, do you think the
people that make up your company culture understand and get
rewarded for the overall well-being of the business — or just
their slice?

What’s in it for you. What’s in it for staff. What’s in it for
the business.

+ Ifyou can, just imagine how your business might perform if
everyone was forging ahead in the same direction.

» The way an employee is compensated is typically the
launching pad for all the operational systems within a
company

*  What would your company look like if you built the vision
and mission first — then designed a compensation plan
to support the desired behavior? With team culture as the
objective, how would you design systems to support this?

*  Employees want to know the rules of the game.

» Ifyou reward them for individual accomplishments, they
will forge ahead with running their “own clientele” busi-
nesses within yours.

+ Ifyou reward them based on overall performance and for
growing the company, they’ll grow it faster and bigger than
you can imagine.

Broadbands Visually Communicate TBP
Employees need to know the rules of the game,
what s expected of them, and how they can grow

When it comes to assessing employee performance and com-
pensation, Broadbands are an invaluable tool. They visually
link compensation levels to skill requirements, and help
employees and management plot growth paths. They define
skill sets, pay ranges and income potential. They are an effec-
tive way to share critical information, and eliminate claims
of ignorance of standards at performance reviews. They are
integral to fair hiring practices, graduated skill acquisition and
consistency in performance reviews. They outline the respon-
sibilities associated with each position within a business, and
define the reward potential for goal accomplishment.

In short, Broadbands provide a complete picture of an employ-
ee’s position within the business. They not only draw the
outlines of job responsibility; they paint in all the colors.

While every purpose they serve is important, perhaps the most
significant is establishing a correlation between skill and com-
pensation. A broadband derives its name from its function: It
separates, into broad bands, the specific skills, competencies
and contributions that are required at each level of compensa-
tion within a business. The bands are broad so that employers
and evaluators have a little wiggle room, and are able to incen-
tivize accomplishments without guaranteeing what could be a
significant pay increase to someone who may be only margin-
ally deserving.

They’re a guide — not an absolute

Broadbands are not a replacement or substitute for detailed job
descriptions or position contracts. They are not designed or
intended to provide the same level of detail concerning a posi-
tion’s duties, responsibilities and desired outcomes. We stress
this because we’ve seen many businesses over-build and over-
complicate their Broadbands to the point that they confuse and
even demoralize staff.

When designing Broadbands for the various positions in

your business, you’re building a guide for career growth and
income advancement. Broadbands should not be so rigid that
an employee’s performance is strictly measured against it.
Remember, team-based pay is about overall performance, cre-
ating the right behaviors, and business culture. That’s why we
stress that Broadbands are a guide — not an absolute.

The Purpose of Broadbanding
Increasing business performance by decreasing the complexity
of work and compensation systems

Broadbands. What exactly are we talking about? In this con-
text, it has nothing to do with your Internet connection — but
has everything to do with employee connections. Most simply,
a broadband is nothing more than it claims to be: a compen-
sation strategy that consolidates a large number of pay grades
into a few “broad bands.” Jobs are grouped based on the tasks
involved and required skills. This means that employees can
move up the compensation ladder without traditional promo-
tions and job delineations, because their movement is based on
skill attainment and performance rather than their tenure with
a business or in a certain position. Does this mean everyone
gets a free pass? Hardly. An effective broadband will actually
be fairly rigorous to move through, especially in the upper lev-
els, where employees’ skill levels and competencies are already
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high. It will demand not only skill attainment, but the ability
to put those skills to use during client services, team meetings,

brainstorming sessions, and leadership and mentoring scenarios.

It will demand a depth and breadth of growth from employees
that reaches far beyond technical capability. And, finally, it will
show employees the personal and professional rewards they
will attain as a result of their efforts.

By now, you may be thinking Broadbands will only work in
businesses that have strong teams. In reality, they will only
work in businesses that have a culture strong enough to support
a team. Everything needn’t be “just so” in order to build and
use Broadbands — but they do work better in some businesses
than in others. A new kind of redesign, Broadbanding works
best in businesses ready to shirk traditional employee roles and
job classifications that support outdated management systems.
In other words: If you want to create a high-performance, team-
oriented workplace that offers greater flexibility, cross-training
and employee involvement in decision-making processes
—you’ll likely need to change a few things in the way the busi-
ness is managed.

The manner of employees’ work, and the way they are compen-
sated for it, is the heart of the matter. (In many companies, it’s
an absent heart, because there is no consistent methodology for
either.) What do the CFOs know? Broadbands offer obvious
advantages to employers: When jobs are defined more broadly,
it’s easier to get things done. Employees can be encouraged to
multi-task and cross-train, which increases their learning oppor-
tunities while improving the business’ productivity. But that’s
not all: Broadbands can also reduce the number of pay levels,
or at least help you get a handle on them, by tying pay advance-
ment directly to factors other than seniority and client lists. This
results in greater control over allocation and total payroll costs.
The skill certification tie-in. Of course, broadbanding can be
used with any compensation system — whether salary, commis-
sion or seniority-based. But it seems to work best when some
sort of skill-based element is incorporated. While nothing about
broadbanding or certifying employees’ skills is meant to dimin-
ish the current importance or integrity of the individual, it is
meant to increase their value to the business by ramping their
skills upward and involving them more deeply in decision-
making processes. Performance-based broadbanding:

+ should focus on ongoing and effective communication and
employee trust.

+ works best in businesses where the existing culture encour-
ages improved performance.

+ works best in businesses that have strong performance man-
agement systems.

+ needs adequate funding. Increases in pay should be meaning-
ful to employees, and appropriate to their contributions.

* requires adequate controls, in order to keep total costs in line
with the company’s true capabilities.

* requires high levels of training for employees.
* requires innovative reward systems.

* should result in growth for employees and the business.

Team Bonus: Designing Your Team’s Brass Ring
Team bonus sounds great, but where is it going
to come from?

The mandate of team-based pay is simple: Everyone is respon-
sible for growing the business. These words are powerful, but
words alone aren’t enough to inspire dynamic team perfor-
mance. A pay program alone cannot instill a business-wide
sense of urgency to drive revenues up, manage costs, and build
net profit. Given this, team-based pay uses team bonus as a
means of driving the four business outcomes: productivity,
profitability, staff retention and customer service.

Before going any further, let’s be clear: A team bonus is not an
entitlement that employees receive simply because the business
hit a goal or generated profits. Entitlement-based bonuses can-
not shape or encourage dynamic team behavior. For example:
An annual Christmas bonus that is not attached to any perfor-
mance goal is an entitlement. Employees will expect it every
year and, should it stop, there will surely be a disturbance in the
force.

What’s your critical number?

Every business has critical numbers that, when achieved, have
a profound impact on one or more of the four business out-
comes. More specifically, driving a critical number shapes team
performance and behavior in a lasting way. Clearly the most
obvious critical number is net profit — but it can also be produc-
tivity rates, client retention, gross margin goals, product and
material costs...

Tying team bonus to the achievement of a critical number
makes the business game interesting. It also adds flexibility
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and variety to your program, which will help maintain the all-
important sense of urgency that drives team performance.

Give careful consideration to defining your critical numbers.
Begin with a number that, when achieved, will have the most
profound impact and give cause for major celebration.

It has to be about the “stretch”

Team bonus is not about maintaining status quo performance.
It’s a reward, earned through hard-fought achievement of
clearly defined goals above what is considered reasonably
achievable. The thinking is simple: If you want growth, team
performance has to stretch. A word of caution here... When
we say “stretch,” we mean incremental growth steps, not giant
leaps. Remember, a team has to win regular-season games
before going to the Super Bowl.

It has to be self-funding

Nothing will demoralize a team more than to achieve their goal,
but be told, “Oops, there’s no money for bonus.” Whether your
team bonus is based on hitting net profit goals or some other
critical number, your system must be self-funding. Achiev-

ing the goal must create net profit — cash — at the bottom line.
Caution: Do not play the team bonus game if you and your
leadership team are not committed to being fiscally responsible.

One way to create a self-funding bonus program is to set mini-
mum net profit targets that must be achieved before bonus is
awarded. For example: If net profit currently averages a lack-
luster 5%, you may set a new baseline of 7%—8%, which needs
to be achieved before any money drops into the team bonus
pool. This approach ensures that current profit levels are not
only maintained, but actually increased before team bonus is
calculated. (Remember, securing the company’s future must be
part of the team-based bonus program.) Once net profit exceeds
the baseline set for funding and activating the team bonus pool,
you can schedule monthly, quarterly or annual payouts. To keep
the game interesting, consider ramping up the payout in pro-
gressive stages, leading up to the big-game payout at the end of
the year. How much of the gain goes into the team bonus pool
requires careful consideration and a thorough understanding of
the current and near-future financial realities of the business.

It has to be super simple

There’s nothing worse than a team bonus program no one can
understand. Resist the temptation for elaborate formulas and

payout schemes. Focus instead on creating a program that every
employee can understand. Try quizzing employees on the final
plan, to see if they can explain it to you or other employees. If
they can’t, it’s too complicated.

You have to keep score

Since team bonus is tied directly to performance and hitting
your critical numbers, your program must include a rapid-fire
communication system. To accomplish this, team-based busi-
nesses incorporate daily huddles and scoreboards, which keep
everyone informed, engaged and focused on achieving goals.
Every one of our coaching clients that uses daily huddles and
scoreboards reports faster growth, significant cost reductions,
and stronger profits. Daily huddles and scoreboards maintain
that essential sense of urgency. Don’t overlook this key piece of
team bonus.

Distributing bonus

Team achievement means everyone on the team gets a share of
the bonus payout. Some businesses take the “everyone gets a
fair share” approach — from top management to housekeeping.
Others use a system of differentiated levels to distribute bonus
based on decision making and accountability — not excessively
s0, just enough to reward and recognize their leaders. A bal-
anced team bonus program should also include qualifiers for
participation. Nothing will dash teamwork more quickly than
players that don’t contribute or play the game.

Conclusion

Team bonus is a key element in creating a well-balanced team-
based pay program. It’s that special ingredient that keeps
business exciting and employees laser-focused on growth, cost
control, and driving net profits.
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The Financial Accountabilities of Leadership
Financial statements are like crystal balls

Financial control is a cornerstone for implementing a team-
based pay program. It has been said that one of the marks of
a good leader — and any change in business operations will
require good leadership skills — is the ability to predict the
future. Updated, accurate and frequent financial statements
enable you to do this: Cash-flow plans, balance sheets and
income statements are three financial tools that allow you

to predict and control your financial future, hold everyone
accountable for your company’s growth — and honor promises
made to the team. Let’s look at the cash flow first.

What do you get from cash flow?

Cash-flow planning tells us the amount of cash our business
will or did generate during a specific period of time. Cash is the
fuel that drives a business. The more cash on hand, the greater
the business’ ability to help get rid of (or at least pay down)
debt, provide revenue for company investment, and grant
incentives to the team. Cash-flow planning also tells us:

» when expenses will come due, and how much has to be paid
out when. Taking a sharp knife to all the company’s expenses
in order to decrease its cash outlay will obviously increase
your cash position. But involving the team in the process can
often lead to surprising and dramatic results.

+ where the income will come from to pay these expenses.
Making realistic goals, or predictions, gives your team a
“road map” to success, as well as inspiration for team perfor-
mance. Periodically reviewing these goals will help keep the
fires burning, and ensure they are neither too high (which can
cause a sense of discouragement), nor too low (thus failing to
provide inspiration).

* everyone is fiscally responsible. Accountability is an
important ingredient in cash-flow planning. Without the
transparency that derives from frequent — we suggest weekly

— cash-flow updates, even the best-made plans can go awry.
This accountability also instills trust in the company’s leader-
ship team.

where the leaks are. When extra effort is needed to stop the
bleeding of certain expenses, or efforts need to be redirected
at increased sales, cash-flow plans allow us to put our man-
power to use where it’s most critically needed. This allows a
company to turn its financial ship on a dime.

If you really want to supercharge your company and its growth,
there is probably no better way than through excellent cash-
flow planning! Cash-flow planning is forward thinking. (Think
of it as a highly detailed budget.) And remember: Now that pay-
roll has become a fixed expense under team-based pay, it does
not go up as sales do — ensuring an even greater cash position. A
good cash-flow plan is created on a calendar or fiscal year, and
broken down by individual months. Some of the specifics:

+ Sales revenues (the top line) are created through sales over
a certain period of time, including sales of services, retail
goods, and gift cards or packages.

+ Cost of sales. This expense usually includes costs directly
incurred by the company in providing goods and services
—payroll for service personnel and their associated payroll
taxes, cost of retail items sold, and cost of supplies needed to
provide said services. Each of these expenses is listed sepa-
rately; the final “cost of sales” line shows the total.

* Gross profit (or gross margin). Subtract cost of sales from the
top line to find gross profit.

* G&A, or general and administrative, costs. Here is where all
other business expenses are listed, from advertising to utili-
ties. Each is listed separately, and all are normally paid on a
monthly basis. Again, there is a separate line that shows their
total.

* Gross net profit. The amount of cash available after all
expenses are paid, but before taxes are paid.

We now have a completed cash-flow plan, which should show
the most accurate and up-to-date status of your business. But
while it’s an important tool, it’s not the only one...

What’s on the income statement?

Income statements, otherwise known as profit-and-loss state-
ments (or P&Ls), are a summary of a company’s profit or

loss during a given period of time, whether one month, three
months, or a year. The income statement records all revenues
for a business during this period, including those that come
from sources other than its core business, as well as all operat-
ing expenses.

What are income statements used for? Income statements help
determine the performance of your business. Small business
owners use them to find out what areas of their business are
over- or under-budget, according to their cash flow. Items that
are using more cash than expected — such as phone, rent, ship-
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ping and postage, supply expenses — can be pinpointed. Income
statements can also track dramatic increases in product returns
or cost of sales. They can be used to determine income tax lia-
bility, as the cash-flow plan can not. Income statements contain
some of the same information found in cash-flow statements,
plus some greater detail:

* Sales revenues — not just the ones generated from “normal”
sales, but also any derived from sources other than a compa-
ny’s core business (e.g., any income generated from renting
company space for a party).

» Cost of sales.
* Gross profit.
 General and administrative.

* Depreciation. This is an annual expense that takes into
account the loss in value of equipment used in your business.
Equipment subject to depreciation may include furniture,
computers and printers. While depreciation is important to
help reduce tax liability, it’s not actual cash leaving the busi-
ness. This is one reason why an income statement cannot
replace a cash-flow plan in determining how much cash a
business has. Gross net profit.

* Taxes. Ouch — you knew they were coming soon or later.

 Net income. This is the amount of money left after the busi-
ness has paid income taxes.

It is very important to build an income statement that is appro-
priate to your business, so work with your accountant. Income
statements, along with balance sheets, are the most basic ele-
ments needed by potential lenders, such as banks, investors
and vendors. They will use the information to determine credit
extension and financing eligibility.

What’s on the balance sheet?

Balance sheets list a company’s assets, debts and owner invest-
ments as of a specified date.

What is a balance sheet used for? A balance sheet helps a busi-
ness owner quickly get a handle on the financial strengths and
capabilities of the business — Is the business in a position to
grow and expand? It can help identify and analyze trends — Can
the business easily handle the normal highs and lows of rev-
enues and expenses? Or should it take immediate steps to boost
its cash reserves?

A simplified balance sheet includes assets (what a business
owns), liabilities (what it owes), and equity. Equity is the
money a business owes its owners after all creditors have been
paid. It is also the “book value” of your business. As with home
ownership, you’d like to see the value — the equity — of your
business increase without taking out a second or third mortgage.

Okay, where to start?

First, it’s probably time to set up that meeting with your
accountant. Review the cash-flow plan, income statement and
balance sheet, line by line. Maybe take a financial management
class and/or find a coach who will not only explain the work-
ings of financial statements, but also hold you accountable for
putting the numbers into action.

Build a 12-month cash-flow plan and get into the habit of
working with your cash flow, weekly. Only through becom-
ing familiar with your numbers will you become proficient at
understanding them. Also share these numbers with your team,
using scoreboards and huddles to help communicate the com-
pany’s goals.

While sharing the numbers may seem scary, it’s the key to
inspiring your entire team to move your company forward.
Your financials are your company’s scorecard — you can’t
expect your team to play to win if they don’t know the score.

Owner Compensation: Can you still pay yourself?
Leaving the chair is the easy part. Continuing to take a salary
is the challenge

In these days of stiff competition and rising operating expenses,
there is an ever-increasing sense of urgency for owners to focus
exclusively on the financial, managerial and marketing needs
of the business. More and more owners are echoing the key les-
son espoused by Michael Gerber in his best-selling book, The
E Myth: “Work on your business, not in your business.” Finally,
the traditionally dominant creative and technical side of the
salon business is giving way to the long-neglected business
side. Owners are recognizing the need to work on their busi-
nesses, and many are willing to give up the comfort zone of
their chairs to do so.

Who gave your pay away?

The decision is made. The wheels are in motion. Whether “cold
turkey” or in gradual steps, you are shifting your clients into the
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capable hands of other employees. Finally, there’s time to focus
exclusively on growing the business, fixing all those problems
and working on the big picture. You’re in control. Everything is
falling into place.

A few weeks into the transition, you notice that cash flow is
getting tight. You dive into your point-of-sale salon software
program and start running sales and performance reports. These
reports tell you that revenues are not only holding steady with-
out you behind the chair, but are actually increasing. You open
the accounting software and run some profit and loss statements
to see where all the money is going. You call the accountant to
help find the financial leak. You know it’s there.

After an exhausting search, reality hits like a lead balloon.
When you left the chair, you continued to take the same salary
each week, never factoring in the effect of commissions on the
cash flow and the ability to continue to take the same salary you
enjoyed while working behind the chair. Simply put, when you
shifted your clients to the staff, you also gave away your pay. In
effect, your commission pay program gave the other employ-
ees a raise.

Failure to recognize the combined financial impact of leav-
ing the chair, shifting clients to staff, paying commission and
attempting to maintain a salary is a costly error made by some
of the best salon owners with the best business intentions.

What if’s and cash flow

The only way to properly plan and finance your new position
as a full-time leader, manager, coach and administrator is to do
a 12-month cash-flow plan. Constructing monthly cash-flow
plans is not an option. You are flying financially blind with-
out them. Although many accounting programs include cash
flow or budgeting features, some simply use averages to fill in
the blanks. Others don’t allow you to custom-build separate,
unique cash flows for each month. The best strategy is to create
a cash-flow plan for each of the upcoming 12 months. Micro-
soft Excel® is a wonderful program for cash-flow planning. You
can “what if” as much as you want, and see how changes in
each revenue and expense category will affect profits.

Should you rethink compensation?

If your goal is to work full-time “on” the business, now may
be the best time to rethink the salon’s pay program. As stated,
commission pay presents some interesting obstacles that must
be addressed. Remember, if you shift your clients to other staff

members, they will receive commission on those sales. If you
also continue to take the same pay each month, your net profit
will take a major hit.

Lots to consider

Leaving the chair is a commitment to grow your business. It’s
also the perfect time to reengineer and modernize your systems.
We are saying that moving to a team-based pay program is a
mandatory step but, depending on your salon’s financial posi-
tion it certainly deserves serious consideration.

Communication Skills
Explaining what, why, how and the score

In order for team-based pay to be successful we must remem-
ber the importance of promoting clear, effective and open
communication.

We often deal with new ideas, with changing the way things are
done, and with trying to persuade others to our point of view.
However, there are many built-in obstacles that prevent people
from automatically accepting and absorbing information.

Making your staff want to hear you is primary. Why would
someone else spontaneously become interested in your vested
interests? You’d need a propellant — something that could make
a difference, and actively turn your staff toward your view.

What makes people listen? Self-interest

The best way to generate your staff’s self-interest and to get
them to listen is to discover and show them what’s in it for
them. It’s to let them know that you understand their self-inter-
est — by focusing on their point of view at the start, before you
tell them about yours. This will motivate them to tune in, and it
is critical when talking about people’s pay.

When working the team-based pay system, one of the most
important things to focus on is driving sales upward. This is
where pay increases will come from. It’s important to commu-
nicate this to staff, and teach them how to drive sales upward,
so that they can continue to have increased growth opportuni-
ties. Show them how increased productivity and efficiency will
affect sales. Show them in real numbers. Show them where the
numbers need to be in order for raises to be granted. When they
know and understand the numbers, they will be better able to
work toward your stated goals.
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In his book, The Great Game of Business (Currency Double-
day, 1992), Jack Stack states his ninth higher law of business: If
nobody pays attention, people stop caring. This is as true with
your team-based pay system as with any other new system you
implement. People have to know what the goals are and how
what they do affects those goals, or they won’t care. At Strate-
gies, we always say, “If you fall asleep, they’ll fall asleep.” This
means that you, as the leader, must always know what’s hap-
pening in the business and continually communicate with your
staff. Keep them informed of what’s happening, and inspired to
keep moving forward. If you fall asleep, they’ll fall asleep.

Communication tools

Scoreboards are the basic vehicles of communication. They are
designed to keep staff informed of what the business’ goals are,
as well as the progress being made toward those goals. One
thing we know about human nature is that “what gets measured,
gets done.” When staff sees that performance goals are being
tracked, and they understand how they can help push them in
the right direction, and they have a stake in the outcome, they
begin to make those numbers happen.

Scoreboards force a level of accountability and, hence, per-
formance, that’s missing in many companies. The numbers
come in quickly — usually daily, or at least weekly. And they’re
watched not just by owners, but also by managers; they’re
passed on to employees, so problems get addressed faster.
Communicating the company’s progress lets managers and
employees see the effects of their work. It will definitely have
a positive impact on performance, productivity, efficiency and

quality.

Huddles are regular, short, structured meetings designed to ver-
bally communicate what’s happening in the business. This is
the time to discuss financial information from the most recent
period, and forecasts for the coming week and month. Huddles
are the next link in the chain of communication.

Huddles and scoreboards go hand in hand. The scoreboards will
be more effective if verbally communicated, and this happens
in the huddle.

Huddles pass vital information through the company. It’s when
and where employees get to see the big picture: what still needs
to get done and how to get it done. Huddles get and keep peo-
ple moving in the right direction. They get everyone working
together to make the improvements that will determine whether
the team will succeed.

As Jack Stack says, “The huddles are how we regenerate the
pride and sense of ownership, how we create mutual trust and
respect, build credibility, light the fire in people’s eyes. Above
all this is how we drive ignorance from the workplace and
teach people how to make money.” If that is what huddles can
do... they’re very powerful!

Using a system of scoreboards and huddles, and holding
everyone accountable for goals, will help you to continu-
ally communicate with employees, and drive your business
to higher levels of performance, productivity, efficiency and
quality.

A Roundtable Discussion of Team-based Pay

Strategies conducted a roundtable discussion with a number of
our clients to receive feedback on why they decided to change
their commission compensation plans to team-based pay, as
well as the challenges they encountered along the way. We
heard much talk of rewarding employees based on merit (i.e.,
rewarding them for who they are, as much as for the individ-
ual jobs they perform), moving toward the team ideal, paying
employees a wage that doesn t fluctuate so they can make long-
term financial plans...

Then we got to the heart of the matter: These owners were
either losing money or treading water. Either way, they were
not getting ahead.

Judy Rice of Dallas, Texas, hit the nail on the head when she
said, “Our beliefs did not match the systems we had in place.
As a business, one of our core beliefs is that we are there for
the customers — but unfortunately, our systems allowed staff to
believe that the customers were there for them.”

This refrain was taken up by others. Kathy Showers of Coo-
persville, Minn., made one of the most insightful, universal
statements of the day: “It did not have to be this way.” Many
business owners like Kathy adapt systems from their previous
employers, without researching other ways of conducting busi-
ness. They accept old practices as the only way to do things.

Here are some sure-fire ways to determine it's time to find a way
that better fits your beliefs...

Terry Meehan of Boston, Mass., offered: “Our cash flow was
out of whack, we had no financial stability, payroll was at 70%,
and teamwork was non-existent. But the really scary part was,
there was no plan to get out of the hole.”
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Daryl Jenkins of Chester, Va. added: “Based on our previ-

ous commission plan, the only way to give an employee a

raise was to raise the prices of our services. We wanted a team
atmosphere but determined that growth would be difficult, if
achievable at all. We wanted a win/win/win situation — for the
customers, the staff and the business.” There were also a num-
ber of universal challenges. Changing someone’s compensation,
or any other business system, is easy — it’s as easy as saying
you’re going to do it. The hard part is the ever-popular spectre
of follow-through and accountability.

As Dennis Gullo of Mt. Laurel, N.J., so eloquently put it:
“Every business challenge comes from leadership.” It is about
taking figurative, as well as literal, ownership of your business,
and ceasing to blame staff or circumstances for shortcomings.

Larry Phillips of Pleasanton, Calif. stated: “Owning a business
is leadership-intensive. The biggest challenge we have is when
we forget to look in the mirror in the morning.” This introspec-
tive look in the mirror should answer the question: What am I
going to do today that will positively affect my business and the
people associated with it?

Comments from Team-Based Pay Salons
and Spa Leaders

Team-Based Pay has taken my business from something that
looked like “cross my fingers and hope for the best” to leader-
ship clarity and predictable outcomes. It was fundamental that
I understand what it takes to lead and grow a company — to be
able to show our team members genuine and achievable career
paths. Team-Based Pay and the Strategies systems put all of the
pieces together. We now have a culture that we can all be proud
of. We have systems in place that ensure customer service,
salon communication, and overall growth. I no longer spend
my days putting out “fires”. We rebuilt our business on the
foundation of Team-Based Pay and, even though it is always
changing as we grow, my team and I couldn’t be more proud of
the company we have created together.

Michael Yost
Salon H20
Erie, Pa.

In 2000 and having just opened my second location, I was very
frustrated with my business, because of low profitability, staff
walkouts and staff turnover. When I attended a Strategies semi-

nar, [ was so impressed that I hired the CEO of Strategies, Neil
Ducoff, as a consultant to come and help me change my payroll
from commission to salary. At that time, [ had 130 employee
and two locations, and was making less than 3% profit. Neil
helped me turn commissioned employees to salaried employees.
We held a general meeting and it was the scariest meeting of my
life. I was not sure of how many employees I was going to lose.
We lost just three employees who were not right for our new
culture. My company-wide total payroll was at 70% — since
the pay conversion, total payroll is controlled at 42% to 46%.

Today we have eight locations and 300 employees, with total
revenues for 2006 of $15 million. Because of my payroll
change, net profit consistently exceeds 12%.

Changing our payroll allowed us to take back control of our
business. We are now leading positive change with no more
staff walkouts and we have happier employees.

Eveline Charles

(2004 and 2006 Global Salon “Entrepreneur-of-the-Year”
Award Winner for multiple locations)

Eveline Charles Salons Spas — Eight locations, one academy
Canada

I have been using Team-Based Pay and Strategies’ systems for
over 10 years. Team-Based Pay has allowed our company to be
competitive with other markets and allow fairness and growth
for our team. For Diva International Salon, Team-Based Pay
offers uniqueness, accountability, consistency and stability for
success by allowing owners to pay based on teamwork and
overall performance while controlling payroll costs. Strate-
gies delivers business education in a way we can embrace and
understand.

A big “thank you” for the many years your program has been of
assistance!

Andrew Poulos
Diva International Salon
San Francisco, Calif.

As the owner of two salons, I have been able to meet my busi-
ness goals of flexibility, personal growth and quality of life for
myself by implementing Team-Based Pay and a no-tipping
policy. I don’t work behind the chair and I am not involved
with the day-to-day operation of the salons. I spend my time
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to systemizing everything from operations, marketing, finance,
human resource, and employee training.

It really makes a difference when the stylists who works for us
are employees of our company, working together as a team ver-
sus independent contractors or commission stylists who think
they run their own show.

After 20 years of running a Team-Based Pay salon, I am able
to still enjoy my business and enjoy the quality of life because
I am not tied down to it. I would never have been able to reach
my personal goals if I did not have this Team-Based Pay man-
agement system.

Kay Hirai
Studio 904 (two locations)
Seattle, Wash.

Since going Team-Based Pay we have had greater control of
keeping “our culture” strong let alone the P&L and L. It has
allowed us to reward those that not only produce well on the
floor but have attributes of strong team player. In other words,
two team members that have great retention and productivity
can have different pay. The one is always late, or absent will
not receive same pay. It allows us to coach to responsibility.
That is a life lesson they have with them the rest of their lives. |
love the fact we no longer have a 50/50 split and now have the
ability to control how our budgeted payroll can be divided up
based on over-all performance — not just sales.

The team is one. We have one common denominator — the
Guest. It does not matter whether you are guest services, man-
agement or hairdresser. The commitment is to all guests. Our
team does not have to worry about the ups and downs of com-
mission. We have excellent staff retention because of all we can
offer. Our business runs more responsibly than it ever has using
Team-Based Pay. Since going on Team-Bases Pay in 1998 we
have grown from $900,000 a year to over $5 million 2006. It
takes commitment of a leadership team to stay the course.
That’s a key element and we worked hard to get our leadership
team and thinking right.

We would never go back to commission. We love where we are
at — and we ARE a happy team. Everyone is winning!

Diane Keller
New Reflections Salon & Spa — Four locations
Plymouth, Minn.

We have been in business for 13 years, the last three of which |
have been running under a Team-Based Pay business model.

I attended an Incubator class run by Strategies on the advice
of a friend. We were growing every year, but each year we had
less and less profit. We also had a staff of commissioned based
employees who were competitive with each other and com-
pletely without loyalty to the business. It was “everyone for
them selves” and as an owner I was burnt out, frustrated and
ready to give it all up.

I spent three months after the Incubator preparing my new busi-
ness model and launched the transition to the staff in February
0f 2003. It was the most difficult work I have ever done, it was
the best thing I could have ever done. Not one person quit.

In one year, we doubled our net profit to the tune of approxi-
mately $55,000 more than the year before. We weeded out the
toxic staff members and have built a team dedicated to their
professions and to The Body Serene. We do a huddle every
morning and we work together every day to meet our goals. We
celebrate successes and work as a team to overcome obstacles.

I am not saying that this was a walk in the park. The biggest
hurdles came from within. I can truly say that it has all been
worthwhile beyond my expectations. I have grown as a leader
and as a person. [ take great pride in knowing that I am part of a
system that is moving our industry out of business dysfunction
up to a caliber of any high-end business. The staff at Strategies
has been there every step of the way through consulting, effec-
tive classes and genuine concern for my company and me.

Roseanne Klementisz
The Body Serene
Skippack, Pa.

Jackson Ruiz has been using team-based pay for over eight
years. Our company’s 1st year revenue was $200,000 and in
2007 we generated over $4.5 million in total sales. I can only
tell you that the difference in commission pay structures (there
are many versions) and a Team-Based Pay structure is “you.”
Ask yourself these questions: First, how involved you want to
be in your business? Second, how much control you want over
the quality of salon service and customer service that leaves
your doors daily? Third and most importantly, how much you
want to build a solid business that doesn’t collapse when you
need to or want to walk away to pursue other ventures?
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Our company could have easily hit similar revenue numbers
using a commission pay structure, but we would have built lit-
tle for us to stand on. Team-Based Pay is a solid web of systems
that allow you to truly run your business, not just passively
oversee it. You push the buttons and create change in your com-
pany — not your employees or customers.

The up front time, energy and owner commitment is tough at
first, but those systems soon turn into momentum and success
—and that feels great.

Heath Smith
Jackson Ruiz SalonSpa, JR Salon
Austin, Texas

Team-Based Pay has made the biggest difference in the over-
all quality of my business since opening my first salon in 1989.
Having been a “technician,” I had little business experience and
knowledge of how to run my business and pay my staff other
than the “customary” commission method. Commission was

an easy way to run my business and worked well until I tried

to change certain behaviors. No matter what I did, I could not
get the technicians to embrace “MY” business. It was all about
them, the individual, and it made for strenuous relations.

After a “walk out,” I reengineered our business model to begin
using some of the Strategies systems and tools and changed to
a salary with commission override. This helped us grow but
there was still that individualist behavior. The system was still
rewarding the wrong thing.

Once I Attended an Incubator and did a full conversion to Team-
Based Pay, things changed rapidly for the better. Our business
really took off and we had to expand to more than double our
size within 14 months. A year later we added 1,500 square foot
spa. In 2006, we opened a second location in a neighboring
community and it’s off to a very healthy start.

The Team-Based Pay business model helps you to take con-
trol of your business. It’s not a business on autopilot. You must
develop skills to manage the systems. In the end, Team-Based
Pay will give you the freedom to run your business as you see
fit and develop the real value a good business deserves.

Sonny Rapozo
Hot Locks SalonSpas — Two locations
N. Falmouth and Plymouth, Mass.

TBP has allowed me to grow my company, because on com-
mission, [ think would have destroyed it. My employees love
the consistency of their pay and our customers benefit from the
fact that our atmosphere is positive, stylist are not fighting over
them, however they are all helping to give the client the best
experience possible. After working in a commission-base salon
for years, I am glad that I can offer a friendly, caring place for
my team to work in.

Kathy Showers
AK.A Salon
Coopersville, Mich.

Since I switched to Team-Based Pay and implemented all the
systems that make it work, my life has dramatically improved.
I now enjoy coming to work. My life has balance. We all have
goals. We are a Team. It is great to hear our clients tell us how
wonderful it is to come to our salon — how wonderful everyone
is. I never believed this was possible. There was no one more
resistant to change than me. I thank Strategies for not only
showing me the way, but for sticking with me to make be a bet-
ter businessperson.

Marina Bruni
Tresses Salon & Spa
Etobicoke, Ontario

Team-Based Pay has united our team to reach for our common
goals and including the individual goals. The culture of unity
over comes all the daily internal and external obstacles that hit
us side ways when we are looking and when not. The obstacles
that could hold us back or get us down don’t when we commit
to really work as a team. This December we had power out-
ages, snow days, a top hair team member cut her hand severely
opening a polish bottle and was out two weeks before Christ-
mas, and another team member out for travel /plane issues after
Christmas and the usual sick days everyone pulled together and
picked up shifts and we hit our highest goals ever for Service
and Retail. It was neck and neck in the end and the reality was
no one would let anything get in the way. This would not hap-
pen without Team-Based Pay especially the team part! I could
not be more proud of who I get to work with!

Lorinda Warner
Lorinda’s Salon Spa Store
Mill Creek, Wash.
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Team-Based Pay has altered everything about my business and
my attitude. Without a doubt this was the best business move

I ever made for myself and my staff. I was tired of waiting for
change that never happened.

After years of frustration, with the same issues coming up time
after time, I have finally begun to see growth, organization,
appreciation, responsibility and true teamwork. We are focused
on the results.

I took charge of my future and my investment. Strategies and
TBP has allowed me to step out from the chair and use my pre-
cious time to market and deal with the critical issues of running
a business.

Irene Schreiber
Blues Hair Studio — Two locations
Madison, Wis.

We began team based pay in 2000. I was very apprehensive
about it to begin with. I was concerned that it would require a
tremendous amount of work, especially for the evaluations of
service providers, going from a commissioned pay structure to
an hourly wage. Commission kind of works like a self-evalu-
ation. Those that do well prosper while those that don’t will
starve and are forced out of the business. I was also concerned
about the lack of motivation that might ensue.

There has been more work. However, the work has enabled us
to stay on top of things with our business. The team members
are rewarded for being helpful to one another, teaching one
another, recruiting, providing emotional support, and giving
their input. It’s best described by what one of our hairdressers
said during newspaper interview, “I’ve never seen a group of
stylists work so well together.”

Part of the reason this has worked well is that Pat, my wife
and owner, bought into the system and is able to keep the staff
motivated by daily emphasis on “the numbers” and individual
accomplishments as well as recognizing those who are good
team members.

Larry Helmandollar
Savvy Salon & Spa
Cornelius N.C.

We have been practicing team pay and open book manage-
ment since 2001. Prior to that, I read Jack Stack’s book, “The
Great Game of Business,” and was fascinated by the concepts,
but I couldn’t grasp how or if it would work in the salon indus-
try. After attending a Strategies Incubator everything became
clear. This is about great systems that drive a successful busi-
ness. Strategies has taken these concepts and customized them
for the salon industry. The Team-Based Pay system does work!
My payroll percentage is a manageable 35% — 38%, but more
importantly, I have a team that can deliver levels of customer
service that no commissioned environment can provide.

Dennis M. Gullo
Moments Salon and Day Spa
Mount Laurel, N.J.

I don’t believe that anyone really wants to work for someone
else. That’s why I like Team-Based Pay. It has created oppor-
tunity in my company for our team that wouldn’t exist if we
were a commission or rental salon. We work to teach all team
members to understand our company’s financials. With that
understanding, they have been able to affect our growth, make
choices, and reap the rewards of their collective work through
great pay, benefits and team bonuses. Education and teamwork
are the keys to giving them more of what they want — con-
tinuous growth and being rewarded for their efforts. Being a
Team-Based Pay company has allowed me to let them drive the
growth and direction of our company and has allowed me the
freedom to dream and discover new opportunities. That’s what
business is all about.

Kris Carpenter
Sanctuary Salon & Spa
Billings, Mont.

January 30, 2008 we celebrated our 18th year as Lasting
Impression Hair Design, Ltd. Our salon has been Team-Based
Pay for over 11 years. I have never lost an employee due to our
pay program — not even during the conversion. I had several
long-term “commission” staff. I developed trust, shared hon-
estly and I have never looked back. My goal as leader has been
to give opportunity, run my business like a business, embrace
change, make a difference in our industry and grow new talent
with a great future. Team-Based Pay has given me the oppor-
tunity to provide growth opportunities to those who earn them
(attitudes count), reward our team with vital employee benefits.
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Team-Based Pay program created a culture where we share
numbers, business concerns, trends and set goals for growth.
We even team-plan when a staff member is leaving so we don’t
skip a beat on handling and retaining our guests. Is TBP a mir-
acle cure for an allying salon? No. It is a system, if utilized
properly, to create predictability, an empowering culture, and
planned growth. I’d never go back to commission.

Mary Walker
Lasting Impressions
Crystal Lake, II1.

Goldwaves became a Team-Based Pay salon many years ago
because we wanted a specific culture that commission or booth
rental are incapable of creating. When we changed our pay sys-
tem, we quickly learned that just converting to Team-Based
Pay alone was enough. When we found Strategies and learned
all of the essential systems that drive a team-based culture, our
business changed forever. Most importantly, I learned that you
cannot expect new behaviors and team performance if your
pay system continues to reward the behaviors you’re trying to
change.

Thanks to Strategies and Team-Based Pay:

* We now own my salon property and currently building an
addition

* Gave healthy bonuses to staff this Christmas
 Give employees paid holidays

+ Have a healthy bank account

+ Have systems to create rapid growth,

* Have not heard a complaint about front desk in a very long
time

+ Have a line of people seeking employment

Judy and Leslie Rice

Goldwaves
Fort Worth, Texas

I do not know if Team Base Pay (TBP) is for everyone. How-
ever, one thing I do know is that the salon industry will have
the exact same challenge 30 years from now if we don’t change
the system and do things differently. Strategies’s TBP offers
anew option for a reward system that encourages the right

behavior in the entire salon team. The salon will be free from
a fear- based culture and be held hostage by celebrity stylists.
When the student is ready, the teacher will show up. Are you
ready? I believe that Neil Ducoff and the Strategies team has
the answer for the salon industry worldwide.

Ping Chu
Canmeng International — Six locations
Taipei, Taiwan

After working as a distributor sales and management for over
12 years, [ had the pleasure of seeing many salons and spas. I
got to know hundreds of progressive (and not so progressive)
salon owners during that time and I got to observe company
cultures or lack there of.

The hot topic was always compensation. I saw the struggles
with the old faithful 10% retail commission and the standard
50% or sliding scale service commission. I saw the fear in own-
er’s eyes with the thoughts of their “top stylist” leaving and
what would happen to their business. I recognized early on that
commission was “glorified booth rental” because technicians
had such control over “their” clients and therefore the business.

When I opened my business in 2002, I knew I wanted to pro-
duce a different outcome and create a different culture in my
business that set a new standard for our wonderful industry. [
wanted to reward people not only their good service to the cli-
ent, but their good service to the company as well. Commission
just didn’t fit my business model.

I knew that retail commissions never motivated non-retailers

to produce more retail and never satisfied the strong retailers. I
also knew that it was important to create an environment where
the service providers wouldn’t think of the clients as “mine”
but “ours.” Team-Based Pay has given me all of those results
and more. It gave me the control that I needed to ensure that
clients are getting taken care of in the client’s best interest and
staff is rewarded both individually and as a team when this hap-
pens — and it shows in our rock-solid culture, our growth and
our profit.

I have heard some owners say that hourly pay produces com-
placency. I found the exact opposite result. Our team is one of
the strongest I have seen and it has made my business a model
for the future. It does require more leadership, knowing your
numbers and attention to detail. However, if you want your
business to become “that business” you have always envi-
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sioned, Team-Based Pay is the only way to get your business
become YOUR business.

Alayne White
Alayne White Spa — Two locations
Bristol and South Providence, R.I.

I opened my salons eleven years ago and paid commission for
the first five. After attending an Incubator and converting to
Team-Based Pay, the business dramatically shifted from an “it’s
my client” to a “salon client” culture. The best part is that once
employees see financial security and growth within the com-
pany, they begin to think and act more like owners. This has
truly been a life changing experience for my company and me.
It’s all about security, financial success, teamwork and no-com-
promise systems. [ can’t imagine operating my company on
anything but Team-Based Pay.

Michele Spooner — 2004 Global Salon Award Winner
Shear Heaven Global Salon
Cold Lake, Alberta, Canada

Until Team-Based Pay, we did not understand the true meaning
of team. Team-Based Pay has allowed our company to create a
culture that only accepts the behaviors needed to be true to our
vision. It has forced me to relentlessly work on the leadership
skills needed to bring together an amazing group of individu-
als that work together to raise the industry standards. Therefore,
our entire staff is always working towards giving our clients an
ideal salon experience.

Carleen Buden
Chameleon Salons & Spas — Two locations
New Haven and North Branford, Conn.

Team-Based Pay has been amazing here at The Granite Club

(a 130 year-old members-only club in Toronto, Canada). We
started to implement the system three years ago. Not only have
we gained better control over our payroll costs, we have created
a culture where we all work towards a common goal and not
that of an individuals goals.

We are now offer employees full benefits and revenue growth
opportunities that were not available within our existing com-
mission structure. Our salon team is now educated in all
financial aspects of the company. We are thriving in an envi-

ronment of open-book management and team-based incentives.
We have no retail commissions. We no longer have service
commissions. We now have growth measurement tools and we
are able to better control them. We have much success because
all of the team has a common goal — to growth the business.

Team-Based Pay is much more then just a pay structure —itis a
culture. Our company mission statement is now in line with our
compensation package. I will not say that the implementation
of Team-Based Pay, but the results are worth it.

Our business has never been better, and believe it or not, our
employees are happy with the fact that they now have Job secu-
rity in our organization and not in their followings.

Catherine Lichtel, Manager
The Granite Club
Toronto, Ontario, Canada

What difference has Team Based Pay made in our company?
Simply in one word, “everything.” Where commissions fall
short, Team Based Pay (TBP) goes the distance. TBP allows
you to take control of your financial future through controlling
your budget and planning your spending, including raises for
the team by merit.

When [ started my search for the perfect pay system, I looked
for something that would fit within my values system. By
design, TBP truly rewards the behaviors that will create growth
for my company. More importantly, it gave me back control

of my company. As we all know, top paid technicians aren’t
always top team players or even the most loyal to the salon.

Ask yourself, what would happen if there is a walk out? Are
your clients loyal to your company or a technician? Since going
on TBP, I’'m no longer hostage to my staff and “their clients.”
TBP truly gave me the team and business culture [ was seeking
but didn’t think was possible. It has also given me a recruitment
tool as well. I can project what I can afford to pay a new hire
whether it is a veteran technician, or a rookie just out of school
— and they can budget their income as well.

The first year we switched from commissions to TBP, we grew
more than $100,000. I believe in TBP .

Shari Sell
Adavia Salon & Spa
Forest Lake, Minn.
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