HRM Session 8: Reward Systems—An Alternative View

Case: SAS Institute

Company Background

· History:

· Founded in 1976 by Dr. Jim Goodnight (PhD in statistics)

· Based in Cary, North Carolina

· Company grew out of Goodnight’s doctoral work at NC State

· Initial product: statistical analysis software program

· Finances and ownership:

· Privately held (owned by 2 of 4 founders), no debt

· Estimated market value of $3 billion

· Current market position:

· Diverse product line: Over 25 products for data warehousing, data mining, decision support; original product now accounts for only 2% of total revenues

· Large customer base: SAS used by 97% of Fortune 100 companies, 80% of Fortune 500; in total, over 8,000 customers and 31,000 customer sites

· Global sales, but operations and people centralized in Cary, NC: SAS has 40 sales offices in US and 68 worldwide; but 50% of its workforce is based at the Cary, NC headquarters

Strategy

· Customer-driven product development

· SAS does not have an explicit, long-range product development plan; instead, they use a variety of mechanisms to solicit customer input and use this as a basis for developing new products; no requirement that new products fit with existing product line (e.g., video games)

· Products developed internally, not through acquisition; seen as an opportunity to provide/reward employees with new and interesting job opportunities

· Licensing-based revenue model
· Customers offered 30-day free trial, then pay annual license fee to use product; license fee includes free upgrades and customer support

· From customer’s point of view, payment in first year is lower than it would be for a competing product; however, over long enough time period, total outlay to SAS is higher 

· For SAS, this puts a premium on customer retention and good customer service; to date they have been quite successful at this—current customer renewal rate is over 98%

· Focus on market penetration, not short-term profits
· SAS would rather attract new users than maximize profits on each sale

· This approach fits well with the licensing revenue model

· Heavy investment in R&D
· Over 30% of revenues spent on R&D; this is more than double industry average

Competitors: No one single competitor

· Many companies compete with SAS in individual product lines (e.g., Oracle, Sybase, Microsoft), but none of them offer the full range of products that SAS does

· SPSS: Similar origins, very different outcomes

· SAS and SPSS had similar origins (founded in mid-70s by graduate students, original products were statistical analysis software programs), but since then, very divergent paths; SPSS is public, smaller and less focused on R&D
HR Practices

Philosophy: 3 key principles

1. Treat everyone fairly and equally

· Goodnight believes in the “trickle down effect”—“if you treat people well, things will take care of themselves”

2. Rely on intrinsic motivation

· If you treat people with trust and respect, they’ll be motivated to do a good job

3. Think long term

· It’s okay, even encouraged, to invest in projects now that may not yield profitable results from 1-3 years 

· Being a private company helps make this possible; e.g., SAS does not have to worry about meeting quarterly earnings estimates

Recruitment and Selection: Hiring for fit, promoting from within

· Reputation as great employer: SAS has built up a reputation as a great place to work (articles and awards from Fortune, Working Mother); as a result, they receive a large number of applications

· Importance of cultural fit: Because SAS has such a strong culture of “cooperation, teamwork and mutual respect,” assessing how well an applicant will fit this environment is a critical component of the selection process

· Source of candidates:
· Focus on local schools, target people who want to stay in the South

· Nepotism not discouraged; emphasis on internal promotion and employee referrals

Compensation: Downplaying the importance of monetary incentives

· Overall, SAS de-emphasizes the importance of monetary compensation:

· They do offer a relatively high base salary, with annual merit increases, but…

· No stock options

· Relatively small bonus (5 ½ - 8%); no established formula for bonus criteria

· No incentive system, no commissions for sales reps

· Belief that incentives would focus sales reps too much on short term, and would compromise customer service

· Consistent with SAS’s long-term focus and cooperative work environment

· Is SAS’s approach to compensation effective?

· Turnover: Judging by turnover, it appears to be working; however, it’s likely that many other HR levers are contributing to the low turnover

· Overall turnover rate: 4%

· Sales turnover: 3% at Cary, 6% in regional offices; 0 of 20 district sales managers have left in past 3 years

· Departures that do occur are typically for personal reasons, not because people are going to work for a competitor

· Other metrics: Relatively low cancellation rate suggests that sales reps are not pushing products on customers, just for the sake of meeting their sales goals

Benefits and Work Environment: Extensive, luxurious, family-friendly

· Beautiful, spacious physical work environment, indoors and outdoors

· 200-acre campus with lake, sculpture garden, hiking trails; buildings have artwork, all private offices

· 35-hour work week

· Extensive traditional benefits:

· Full contribution to retirement plans, on site health care services (for employees and family members, no co-pay, extensive health education), day care, private jr/sr high school, gym/exercise facility

· Cutting edge/nontraditional benefits:

· Housing assistance, benefits for domestic partners, financial assistance for adoptions, on site eldercare

· Cary campus most extensive; other locations have comparable facilities on a smaller scale

· Autonomy/freedom: Employees given a lot of autonomy, but not everyone can thrive in this environment (this increases the importance of fit in the selection process)

Outsourcing/Contract Workers: Do it internally

· SAS uses almost no outsourced or contract workers (not even for non-core activities such as the health clinic, security, etc.)

· Why? Philosophy is that quality will be higher is you do it in-house, and this is worth more than the short-term cost savings that might be achieved by outsourcing

Performance Management: Hands-off approach

· Underlying premise: “Give people the tools to do their job and then get out of the way”

· SAS has eliminated its formal performance management system; instead, managers will provide informal feedback at least 3 times per year

· Track outcomes, not individual performance

· CEO looks at monthly revenue and expense reports, other metrics that are easily quantifiable

· But SAS makes no effort to track “softer” metrics such as customer service

Training: Limited, conducted internally

· In keeping with SAS philosophy, most of training done in-house

· Training includes:

· New employee orientation—led by senior management and current employees; content includes company history, strategic position

· Technical training—extensive (400 seminars conducted over 9-month period in 1997; 3000 attendees)

· Sales training—relatively limited (2-week session at Cary for new employees; plans for additional 5-6 week session spread over 6-month period)

· Management training—relatively limited, covers only basic skills

· No tuition reimbursement

Organizational Structure, Career Development: Flat structure, multiple career paths

· Flat organizational structure: Only 3-4 levels within the company; CEO has 27 direct reports

· Highly visible CEO: Goodnight has an open door policy, spends a lot of time meeting employees
· “Working managers”: Managers directly involved in “doing” (e.g., programming, selling, leading a product development team) not just “managing”
· Internal promotions and career paths: Lots of internal movement within SAS; company expects people to have 3-4 careers, tries to ensure that all of these occur within SAS; no penalty for moving from managerial to individual role
SAS’s management practices are dramatically different from other software companies.  To what extent have these practices contributed to the company’s success to date?  Going forward, will these practices continue to work as SAS grows?
