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Uncertainty
Whatever your views on the global political 
situation, one thing is hard to deny: we are living 
in a time of unparalleled economic uncertainty. 
The global Economic Policy Uncertainty Index is 

close to the highest it has ever been, and if you’re 
not already discussing how to deal with increasing 
VUCA (Volatility, Uncertainty, Complexity and 
Ambiguity), you probably should be.

SOURCE: ECONOMIC POLICY UNCERTAINTY INDEX

Even if shocks such as Brexit, regulation, trade wars and climate change don’t affect your business 
directly, they will change the type and volume of demand in your industry, and shift the balance of 
power between you and your competitors, customers, suppliers, and substitutes. 

This isn’t just a theoretical issue. Over the coming few years, many companies will fail or be bought by 
more successful competitors. The longevity of companies on the S&P 500 has fallen from around 30 
years to more like 20, and it’s projected to fall below 15 years by 2025.
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SOURCE: INNOSIGHT; S&P 500
So as a business or sales leader, what can you do?  

Recent research by McKinsey & Co.1 suggests that companies who were resilient through the last 
financial crises prepared well in advance. They worked hard on productivity, and on generating free 
cash on their balance sheets. They created optionality within the business. And critically, they put in 
place measures that allowed them to grow organically through the recession. 

That ability to sustain growth is going to be even more important through the next downturn. Digital 
disruption and socio-political upheaval means that this time there will be uncertainty as well as 
reduced demand, so cutting cost alone will not be a winning strategy. 

You need to be preparing now. You need to be agile and responsive in the face of uncertainty. You need 
to refocus your portfolio and free up cash. You need to have a smart digital strategy focusing on the 
quick wins. You need to brush off your strategy documents and stay alert for emerging threats and 
opportunities. And above all, you need to track and manage the key metrics that will allow you to grow 
organically over the next five years and beyond.

1   Resilience in a Downturn, McKinsey & Co. 2019
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Track and Manage the  
Revenue Levers 
Over the years, we at Imparta have  
developed a powerful equation that clarifies  
the key drivers of revenue and gross profit.   
Each part of this equation can be measured  

and managed through activities such as  
resource allocation, salesperson selection, 
organisational structure, management and 
coaching, and sales training. 

NEW REVENUE 
The equation starts by exploring how new revenue is generated2:

Let’s explore these terms in a bit more detail. 

• NUMBER OF LEADS. This is the number of active discussions with potential customers who fit 
the right profile. Leads can be inbound (where the customer makes contact), outbound (where we 
contact the customer first), or in-account (where we leverage existing relationships to access new 
stakeholders, business units and geographic territories).

• CONVERSION RATE. This is the percentage of leads that turn into opportunities – specific, 
explicit needs with a potential solution, identified stakeholders and a potential budget.

• WIN RATE. As the name suggests, this is the percentage of all opportunities in a given year that 
are won, and result in a deal. Deals might be lost to a competitor, or to the customer doing nothing, 
deferring, or doing it internally.

• AVERAGE DEAL SIZE. Because we are looking at annual revenue, this is the average revenue that 
falls within a given financial year, across all deals won in that year. This is, of course, different from 
the value of the contract, which may stretch across several years.

• CYCLE TIME. This is the average length of a sales cycle from the point where a lead is identified,  
to the point where the contract is signed. In this equation it is expressed as a fraction of a full year,  
so a six month sales cycle would be shown as 0.5.

To illustrate, let’s take the example of Acme Conferencing, a business that sells a range of 
teleconferencing equipment (screens, projectors, microphones, etc.) to large companies. 

2    There is an important point to be made about cycle time in this analysis. The equation above only holds if the business is constrained 
by sales capacity. In this case, sales cycle time is a direct driver of revenue because if the sales cycle gets quicker, salespeople can 
move on to new opportunities. However, if the business is constrained by the number of leads coming in (rather than sales capacity), 
then you should omit cycle time from the equation.

New Revenue

# Leads Conversion 
Rate

Win Rate Deal Size

Cycle Time*
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Acme advertises online and at trade shows, and manages 3,000 leads over the course of a year. 20% of 
those are converted to opportunities, and the win rate is 30%. The average deal size is $50k, and the 
sales cycle time is six months. The revenue that will be generated in a year is then:

(8,000 x 0.2 x 0.3 x50,000 ) / 0.5 = $24m
Each of these metrics can easily be measured using a CRM and/or marketing automation system, and 
small improvements in each metric can create a dramatic change in revenue. 

In our experience, a well-executed Sales Excellence Programme or Sales Academy can improve leads 
by 5%, conversion rates by 5%, win rates by 15%, average deal size by 10% and the sales cycle by 5%. 
It’s rare for these to happen all at the same time, but if they did, the overall improvement in annual 
revenue would be:

However, this is not the end of the story. In an increasing number of industry sectors, revenue  
depends as much on renewals as it does on new business wins. 

• PREVIOUS REVENUE. This is the total revenue generated in the previous financial year. 

• LAPSE RATE. This is the percentage of contracts that do not renew beyond the first contract 
period. In businesses where the deals tend to be one-off purchases with no ongoing revenue,  
the lapse rate would be 100%. For businesses with very successful subscription models, it could  
be as low as 10-20%. In the equation it’s expressed as a fraction, e.g. 20% is 0.2.

• CONTRACT LENGTH. This is the average number of years that contracts last, on average  
across the whole business. This average needs to be weighted by the value of each contract,  
so large contracts change the average more than small ones. As there is always some revenue  
in the first year, this variable has a minimum value of one year.

(105% x 110% x 130% x 110% ) / 95% = 46%
As you can see, there is significant potential. And, of course, it goes the other way too; if you’re  
not on top of these metrics, small reductions due to changing conditions can combine to have a 
catastrophic effect.

RECURRING REVENUE

Previous 
Revenue

Avg. Contract
Length

Lapse Rate

Recurring 
Revenue 1
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Let’s see how this applies to Acme Conferencing. Although Acme generates $24m in revenue each 
year, each sale is one-off, with no service contracts or follow-up revenue. Using our definitions, the 
average contract length is 1 year, because there is revenue in only the first year. The lapse rate is 
100%, because there are no contracts to renew. Their recurring revenue is zero, as you can see below:

Recurring Revenue = $24m x (1 – 1/1) = $0
Clearly this is a hard way to make money, because each year you start from zero. That also makes it 
very hard to grow the business.

However, this equation sheds light on how this company could grow significantly by adding elements 
of ongoing revenue. This could include service agreements, spare parts and, indeed, upgraded 
equipment to their business customers. They could also start selling through distributors who provide 
some recurring revenue each year. 

If Acme could increase its average contract length from 1 year to 2 years, and renew just half of those 
contracts when they come due, their recurring revenue would jump to:

Recurring Revenue = $24m x (1 – 0.5/2) = 
$24m x (0.75) = $18m

That’s a 75% growth in revenue, without winning a single new deal.

GROSS PROFIT
Finally, although revenue is the main focus of much of the sales enablement community, the profit 
contribution generated by that revenue is a much more relevant objective. It is also something that 
salespeople can control. We can break down Gross Profit using another (painfully) simple equation: 
As before, let’s explore these terms in more detail. 

• GROSS PROFIT. This is profit made on what a company sells, before deducting the fixed costs  
of a business. 

• NEW REVENUE. This is the total revenue generated from new deals won in a given financial  
year, as discussed above.

• RECURRING REVENUE. The recurring revenue that flows from last year, again as  
discussed above.

• GROSS MARGIN. This is the percentage of revenue that is left over once you deduct  
the cost of goods sold.  Gross margin can be increased by increasing prices, by reducing costs,  
and by changing the mix of what is sold to include higher-margin products and services.

New 
Revenue

Recurring 
Revenue

Gross 
Margin

Gross 
Profit
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Increasing gross margin clearly has a direct impact on gross profit. Let’s imagine Acme has improved 
its business model so that this year it will generate revenue of: 

Total Revenue = $24m New Revenue + 
$18m Recurring Revenue = $42m

If Acme has a gross margin of 30% it makes gross profit of $12.6m. But if it could increase that gross 
margin to 33%, gross profits increase to $13.86m. 

SECONDARY LEADING INDICATORS 
Note that the metrics listed above are leading 
indicators. That is, they are predictors of future 
revenue, rather than simply reporting it. If your 
lead generation or conversion rate starts to fall,  
it will create an airlock in your pipeline that will  
hit you in 6-12 months’ time. 

There are, in many cases, secondary indicators 
that, in turn, drive the primary indicators above. 

For example, contract lapse rate is closely 
affected by the adoption rate of users within a 
given customer, and the Net Promoter Score 
(NPS) of its key stakeholders.

It’s worth taking the time to map out the primary 
and secondary indicators for your business. Track 
and manage them actively, and you’re well on 
your way to thriving in a VUCA world.

* * *
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Managing the Key Metrics
Most modern approaches to selling are  
customer-centric. That is, they focus on the 
customer buying cycle, rather than on a  
sales process. 

The following diagram3 shows Imparta’s  
Buying Cycle, along with the sales objectives  
at each stage of the cycle, and the metrics that  
are primarily affected by that set of skills. 

3    The 3D Advantage™ in the centre of this diagram refers to our model of sales excellence. Our research has shown how Insight, 
Influence and Trust combine into a winning, multi-dimensional sales approach. 
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If you know which metrics you need to adjust, 
you can quickly home in on the specific skills 
that will help in each case. The good news is that 
there is a non-linear relationship between skill 
and results. Salespeople are always competing 
against something, whether that is the status quo, 
another use for the budget, or a competitor. If 
their level of skill falls below a certain threshold, 
more often than not the outcome is poor. Above 
that threshold, more often than not it is good. So 
there is a sharp jump in performance as skills pass 
that threshold, and improving sales skills can have 
a dramatic effect on performance.

At Imparta we have a rich research base and  
over 20 years of experience helping global  

clients to supercharge their go-to-market 
strategies. Our 3D Advantage™ curriculum sets 
out a definitive approach to achieving remarkable 
sales performance.  It shows how three 
dimensions of selling: insight, influence and trust, 
can allow even average salespeople to create, 
differentiate, protect, capture and expand value 
around the whole customer Buying Cycle. 

We represent each skill as a card in a deck,  
and each has learning modules (face to face  
and eLearning), reinforcement and application 
tools, and so on. These cards can be very  
helpful in workshops designed to tailor a  
training solution to the specific issues that  
your metrics have highlighted.

Please see our website for more details, and to request a deck of cards (available to qualified 
individuals and companies).

https://imparta.com/3d-advantage-sales-curriculum

* * *

Leading a business – and indeed a sales team – through significant uncertainty is a huge responsibility. 
But taking a systematic approach can help to prepare well in advance of problems arising, improving 
agility and reducing risk for the business, and its leaders. 

Please contact us if you would like to discuss the issues in this White Paper – or how we could help you 
to deal with them – in more detail.


