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Additional Praise for Scaling Up





“There is no one in the business of the business world like Verne Harnish.


“Unlike all too many authors and gurus who are obsessed by statistics, followers of the latest trends, and seekers of celebrity, Verne is firmly centered on the success and well-being of business leaders, who respect, trust, and benefit from the thinking, assistance, and advocacy of this passionate protagonist of our global business community.


“Verne is genuinely devoted to the business challenges and ambitions of his vast population of loyalists. A day doesn’t pass without his instant response to requests for help. He has an uncanny ability to connect businesses with reliable resources who can make invaluable contributions to their success.


“Now, Verne has published a new book filled with timely insights about the benefits and problems associated with scalability. For everyone who is curious about barriers to growth; concerned about what’s around the corner; or suffering from unrelenting 3 a.m. nightmares about their businesses’ sustainability and that urgent need for an aggressive new growth strategy, this is a ‘got-to-read-right-now’ book from today’s compulsive storyteller of business content, Verne Harnish.”


—Robert H. Bloom, strategist and author of The Inside Advantage and The New Experts




“Scaling up is every entrepreneur’s dream — and nightmare. Hypergrowth is terrifying, and it’s most often success that kills great companies. This book goes way beyond advice, offering specific habits, processes, and outlines to ensure that growth is the beginning, not the end, of success. Nobody understands the day-to-day reality of hypergrowth like Verne Harnish, and his book is full of the tough love you’d want from an outstanding mentor: fully aware of the challenges but determined to overcome, not duck, them. With great structured thinking and not a word wasted, highly appreciative of the value of time, and immune to sentiment, this book will help anyone determined and smart enough to follow its advice.”


—Margaret Heffernan, serial entrepreneur and author of Willful Blindness, Women on Top, and A Bigger Prize




“Delivers the practical lessons that most B-schools don’t. If you want to grow your business faster, buy Scaling Up, turn to Chapter 14, and read ‘The Power of One.’ Not next week. Not tomorrow. Now.”


—John Mullins, professor of entrepreneurship at London Business School, and author of

The Customer-Funded Business, The New Business Road Test, and (with Randy Komisar) Getting to Plan B




“Scaling Up is a blueprint for building a growth company. With this book, Verne has pulled back the curtain on how the fastest-growing companies in the world fuel their growth. Scaling Up gives you an insider’s view into the inner workings of the most successful companies on earth. A must-read for an ambitious entrepreneur.”


—John Warrillow, founder of The Sellability Score and author of The Automatic Customer: Creating a Subscription

Business in Any Industry and Built to Sell: Creating a Business That Can Thrive Without You




“I didn’t think it possible to discuss Strategy and Cash in the same book — or People and Execution in the same book, for that matter — but Scaling Up deals with all four topics in a compelling way. Verne Harnish and team have found juicy examples and simple rules that will help any growing business avoid costly mistakes. A great read for entrepreneurs and anyone trying to be a personal engine for growth in any organization.”


—Richard A. Moran, CEO of Accretive Solutions and author of Navigating Tweets, Feats, and Deletes
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THE INTRODUCTION


Tools for Scaling Up







If you want to teach people a new way of thinking, don’t bother trying to teach them. Instead, give them a tool, the use of which will lead to new ways of thinking.


—R. Buckminster Fuller Designer, inventor, futurist








“Purpose moves people to make the world a bit better for all,” notes Naomi Simson, Co-Founder and Director of Big Red Group, the largest experience marketplace in Australia and New Zealand. “We have an ethos of valuing experiences over material goods.”


With a purpose to “shift the way people experience life,” her company offers over 10,000 experiences people can gift and enjoy. Her long-term goal is to “serve an experience, sustainably, every second somewhere on earth” by 2030, up from one every 2.5 minutes in 2017 when she reset the firm’s Big Hairy Audacious Goal (BHAG).


[image: img001]


Her journey with Scaling Up began in 2005, when her team attended Verne’s two-day Rockefeller Habits workshop in Sydney. There she set her first BHAG -- to serve up 2 million experiences by 2015. This was quite a leap — 250x — from the 7500 experiences they had served up since the founding of the firm.


“Yet, we got their two years early and at the time we set it…it was sooooo improbable and hard to imagine,” exclaims Naomi. “We proved it was possible.”


Naomi’s original purpose for launching RedBalloon in 2001, when she left corporate life to become a mum in 1996, was “to spend more time with her little ones Natalia (now 20) and Oscar (now 18).” Her desire was to play with the children during the day and run RedBalloon at night. 22 years later her firm is on course to generate a quarter billion in revenue and more importantly, continue to scale its impact of providing people with experiences that will be remembered for a lifetime.


Dutch entrepreneur Hester Anderiesen Le Riche is on a similar purpose-driven path. Founder of Tover, she wants to change the way the world looks at people with cognitive challenges. “How do we accomplish this?” explains Hester. “With serious games with a proven track record of positively influencing quality of life. Playing for a better existence. That’s what we call ‘purposeful play’.”


[image: img002a]


Bootstrapping the business, the first seven years, Hester raised capital and has scaled revenue eight-fold in five years. Tover offers 100+ games in 14 countries. And working with our Dutch coaching partners, she has also raised her own game. Originally targeting a BHAG of one million players per day over the next decade, she has 30x’d her goal to serve 30 million players per day by 2030. She’s upping her impact.


Don Wells, Chief Empowerment Officer for the San Diego-based non-profit Just in Time for Foster Youth (JIT), has his organization on-purpose as well: “To engage a caring community to help transition age foster youth achieve self-sufficiency and well-being.” Currently serving 1600 foster youth annually between the ages of 18 and 26, his team originally set a BHAG to 10x their impact in the community to 16,000 youth annually in ten years.


Initially skeptical if the Scaling Up methodology would be helpful for a social venture, Don and his team attended a couple sessions with a Scaling Up coach. As Don describes, “it started to change our thinking of what was possible.” As a result, the team stepped up their vision and presented to their board a credible plan to serve 100,000 youth annually by 2032.


[image: img002b]


Diane Cox, JIT co-founder; Tasha Matthews, JIT participant; Don Wells, Chief Empowerment Officer; James Hidds-Monroe, JIT alum & staff member; and Belen Gomez, Don’s “Daughter on Purpose”


Notes Don, “we came out of those sessions with a new resolve and the tools to make it happen.” It resulted in a statement where JIT is committed to “Building a nationwide Reliable, Responsive, Real ‘100K Community’ of life changing choices and transformative impact for young people impacted by foster care.”


Don shares how “100K Community” is now the rallying cry for JIT over this next decade and he and his team are excited for the possibility to have a much greater impact in supporting foster youth who are aging out of the system.


Scaling Purpose and Profit


Naomi, Hester, and Don are three of over 80,000 organizations around the globe using the Scaling Up/Rockefeller Habits tools and techniques to scale their impact while increasing their revenues, their capital raises, and their cash (donations). Dozens are detailed in the following pages and hundreds of mini-case studies and articles are available at www.scaleups.com.


For all of us at Scaling Up — and our 200+ coaching partners on six continents — what gives us great joy is helping you and your team scale easier with less drama. Increasing your financial performance is critical: doubling your cash flow, tripling your industry average profitability, and dramatically increasing the valuation of the firm. All this helps you sleep better at night and makes it a lot more fun to scale.


Yet it’s not just about the money. Scaleups (you!) are the unsung heroes of their local and global economies — generating most of the net new jobs and innovations in their respective communities. And directly, you are responsible for the livelihoods of millions of people. This is a responsibility we take seriously in supporting you and recognize the pressures this creates for you and your team especially during chaotic times — and it’s expected to be chaotic the entirety of these “roaring 20s.”


Creating a great culture where people can thrive; provide products and services that delight customers; and generate extraordinary returns for all this effort, is what brings us joy. And whether your purpose is to spend more time with your family or have a significant impact in your corner of the world, for over 40 years we’ve been helping organizations of all sizes and geographies scaleup successfully. These tools and techniques have stood the test of time so long as you and your team have a growth mindset and willingness to learn.


Most Important Routine/Habit


Leaders are learners! When Larry Page, CEO of Google was asked how he learned to run a company, he responded “I read a lot.” For instance, he read three books on how to name things. Bill Gates, for decades, maintained his famous “Think Week”, devouring a record 112 books/articles/whitepapers during one session.


Mark Cuban, the outspoken owner of the Dallas Mavericks, reads 3 hours per day. His goal is to find just one idea he can use to give him and the over 150 companies in which he’s invested an edge in the marketplace. Mark Zuckerberg’s personal development priority is reading a book every two weeks, exceeding by two the number of books (24/year) Topgrading author Brad Smart found separated A-player executives from B and C players.


And Charlie Munger, reflecting on the 50-year record of investing by his partner Warren Buffett, credited “his (Warren’s) first priority would be reservation of much time for quiet reading and thinking, particularly that which might advance his determined learning, no matter how old he became.”


All these accomplished biz leaders know one thing — nothing interesting can come out of your thoughts that you don’t put in first. Having a natural curiosity and thirst for learning separates the good from the great in our experience. Happy learning!
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THE OVERVIEW


People, Strategy, Execution, Cash







EXECUTIVE SUMMARY: A 20-minute overview providing busy executives with a summary of the practical tools and techniques for scaling up a business. Aligned around 4 Decisions every business leader must make — People, Strategy, Execution, and Cash — they also represent the four main sections of this book where more specific how-to information, along with mini-case studies and examples, are detailed.


[image: warning1] WARNING: This overview contains a lot of lists to keep it concise — you’ll be drinking from a fire hose! But it will prep you for the rest of the book where the ideas will be served up in more bitesized pieces. You might also want to read the last, three-page-long chapter titled “Next Steps.”








Start up, Scale up, Sc@%w up …


… or Stall out (fail to scale)!


This sequence describes the life cycle of most businesses as they move up the S-shaped curve of growth. The key to scaling this curve:


1.Attracting and keeping the right People;


2.Creating a truly differentiated Strategy;


3.Driving flawless Execution; and


4.Having plenty of Cash to weather the storms.


Millions of people start new ventures, and of those that survive, 96% remain “mice.” It’s only a few — the “gazelles” or scaleups — that scale beyond $10 million, $100 million, or $1 billion in revenue, the path that Naomi Simson’s RedBalloon (mentioned in “The Introduction”) is on. This book gives you the tools to scale up 10x or more.


[image: img005]


Eventually, many growing firms — gazelles — get sold, some to “elephants” (and a rare few grow up to become elephants themselves), often crushing the innovative culture of what was a thriving, growing company. Completing the cycle, many of these big companies turn bad — often downright evil — and later become extinct or irrelevant at best. (Read Nassim Nicholas Taleb’s breakthrough book Antifragile: Things That Gain From Disorder for ways to inoculate your family, company, and country from this tragic ending.)


Because of the sheer number of start-ups and small businesses, there is a huge market for the myriad number of books supporting these entrepreneurs — the two best being Michael E. Gerber’s The E-Myth Revisited and Eric Ries’ The Lean Startup. The large number of entrepreneurs also forms a significant enough voting bloc to garner attention from politicians.
 

In turn, the sheer size of the Fortune 500 companies provides a huge feeding trough for the thousands of business gurus and the 11,000 new business books they release each year. These large firms employ expensive lobbyists to do their bidding with governments, receiving all kinds of special favors.


Largely ignored, by gurus and governments, are the older, high-impact growth firms. Though they generate almost all of the innovation and job growth in economies, there are not enough of them to garner the favorable attention of politicians or book publishers. Verne and his team are focused on helping cities and countries create scaleup eco-systems to support the already robust startup eco-systems that exist.




High-Impact Firms — Apple and Starbucks


In a study for the US Small Business Administration titled “High-Impact Firms: Gazelles Revisited” the authors note: “High-impact firms are relatively old, rare and contribute to the majority of overall economic growth. On average, they are 25 years old, they represent between 2 and 3 percent of all firms, and they account for almost all of the private sector employment and revenue growth in the economy.”


To underpin this “older” idea, we looked at the trajectory of two well-known gazelles: Apple and Starbucks. Apple, which started in 1976, had only 9,600 employees when it released the iPod in 2001, its 25th anniversary. The rest is history. All the phenomenal growth of Apple in revenue and employment (154,000 in 2021) occurred after this historic milestone, resulting in the 2nd largest-market-cap company in the world at the time of this book’s publication.


Starbucks followed an almost identical growth path, launching in 1971 and taking the first 20 years to perfect its business model and reach 100 locations. By its 25th anniversary, it was at 1,000 stores and ventured outside the US for the first time. Since then, it has rocketed to more than 32,000 stores in 80 countries and more than 383,000 employees.


To paraphrase Steve Jobs, “I’m always amazed how overnight successes take a helluva long time.” If you’ve been in business less than 25 years, you still have time to make it big; if it has been more than 25 years, and you’ve not scaled up, it’s never too late!





Scaling Up	


“How do we scale up the business?” is a question we’ve heard from countless leaders over the years, prompting the name and focus of this book. “How to survive the process” with your sanity and relationships intact is the second question.




Dumbest in the Room


Senior leaders know they have succeeded in building an organization that can scale — and is fun to run — when they are the dumbest people in the room! In turn, if they have all the answers (or act like they do), it guarantees organizational silence, exacerbates blindness (the CEO is always the last to know anyway), and means the senior team ends up carrying the entire load of the company on their backs. The best leaders have the right questions, but turn to their employees, customers, advisors, and the crowd to mine the answers. Every business is more valuable to the degree that it does not depend on its top leader. For more on these topics, read Margaret Heffernan’s book Willful Blindness: Why We Ignore the Obvious at Our Peril and Liz Wiseman’s Multipliers: How the Best Leaders Make Everyone Smarter.





To scale up a business from a handful of employees to something significant (i.e., build a company that has a chance to both put a “dent in the universe” and dominate its industry), our tools and techniques focus on three deliverables:


•Reduce by 80% the time it takes the top senior team to lead the business (operational activities)


•Refocus the senior team on market-facing activities


•Realign everyone else (onto the same page) to drive execution and results


And when our tools are successfully implemented, organizations attain these four outcomes:


•At least double the rate of cash flow


•Triple the industry average profitability


•Increase the valuation of the firm relative to competitors


•Help the stakeholders — employees, customers, and shareholders — enjoy the climb


Yet there are three barriers to scaling up, which we’ll discuss in the next chapter:


•Leadership: the inability to hire and develop enough leadership throughout the organization who have the capabilities to predict, delegate, and coach


•Scalable infrastructure: the lack of systems and structures (physical and organizational) to handle the complexities in communication and decisions that come with growth


•Marketing: the failure to scaleup an effective marketing function capable of attracting new customers, talent, advisors, and other key relationships to the business


Thus, to overcome these barriers your team must master, using our tools, four fundamentals:


•In leading People, take a page from parenting: Establish a handful of rules, repeat yourself a lot, and act consistently with those rules. This is the role and power of Core Values. If discovered and used effectively, these values guide all decisions (people and process) in the company.


•In setting Strategy, follow the definition from the great business strategist Gary Hamel. You don’t have a real strategy if it doesn’t pass two tests: First, what you’re planning to do really matters to enough customers; and second, it differentiates you from your competition.


•In driving Execution, implement three key habits: Set a handful of Priorities (the fewer the better); gather quantitative and qualitative Data daily and review weekly to guide decisions; and establish an effective daily, weekly, monthly, quarterly, and annual meeting Rhythm to keep everyone in the loop. Those who pulse faster, scale faster.


•In managing Cash, don’t run out of it! Pay as much attention to how every decision affects cash flow as you would to revenue and profitability.


With these fundamentals in mind, you’re ready to scale.


Flow Like a River


For many years, we’ve used a “climbing Mt. Everest” metaphor for scaling a company. Identify a summit, create a plan, and then persevere through a painful and grueling climb (represented by this image used in our workshops and the first edition of this book)!


[image: img008]


We feel it’s time to let go of this wornout analogy. In Verne’s work with an organization he co-founded, Geoversity (Mother Nature’s U), it’s clear that nature moves the other direction — down the mountain!! It’s the same direction civilization has preferred, to be near the oceans. As we’ll discuss in “The Barriers” chapter, it’s better to go with the flow — to catch the right wave and ride it — than fight the winds of the marketplace.


And like a river, as it flows from Everest to the ocean, the overarching rule is taking a path of least resistance rather than drudge/fight your way up a hill. We’ll see in the Strategy section that the ultimate “job to be done” by all our products and services is to make everything easier, not harder, for customers and employees. The same in growing a business. Our tools are designed to make it easier to scale, not harder — and without all the drama along the way (unlike most Everest climbing adventures and the movies that depict them!)


Thus, guided by a set of Core Values (rules of the river/sea) and Purpose (why make the journey in the first place), we set our sights on a Big Hairy Audacious Goal (BHAG) representing a far-off destination to be reached in 10 to 25 years. Then we set sail, determining waypoints along the route, a series of three- to five-year targets divided up into annual goals. These are further reduced to specific actionable steps the voyage takes over the next few weeks, adjusting tactics (tacking) as the market conditions dictate. Granted, there may be Class V rapids and storms along the way — and times you might have to walk your raft around obstacles/constraints — but at least you’re headed in the right direction, down the mountain.


In the end, it’s keeping everyone focused on the destination and then deciding the appropriate next course correction (quarterly Priority) — all along keeping in mind Bill Gates’ admonition that “most people overestimate what they can do in one year and underestimate what they can do in ten years.”


Everything in between this quarter and the next 10 to 25 years is a WAG: a wild-ankle guess! There are no straight lines in nature or business. As a winding river must follow the contours of the landscape on its way to the ocean, a business must navigate the undulations of the marketplace on the way to its BHAG. The key is keeping your eye on the prize and adjusting course accordingly.




“Routine sets you free.”





And along the journey, there is a set of habits — routines — that will make the journey easier. “Routine sets you free” is a key driving principle behind our methodologies and tools. You may set a goal to lose weight, but unless you change some daily and weekly routines, it will never be accomplished. Goals without routines are wishes; routines without goals are aimless. The most successful business leaders have a clear vision and the disciplines (routines) to make it a reality.




Wasted Debate


Nothing is more maddening than hearing teams debate whether a certain idea is applicable in a business-to-business or business-to-consumer engagement. In the end, we’re all in the same business: people to people. None of us sell to companies; we deal with the people (consumers) inside these companies, who have the same motivations, challenges, and emotions as any other person.


The other needless delineation is between product and service companies. In the long run, most product companies add on services to increase profitability and most service companies productize their offerings to make them easier to sell. We recommend that you avoid these debates, and consider most of the examples in this book applicable to any organization in any industry.
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4D Framework


McKinsey has its 7-S Framework for large companies; we have our 4D Framework for growth firms. This framework evolved from the fundamentals, barriers, and goals described earlier and was based on this quote attributed to Albert Einstein: “Everything should be made as simple as possible, but not simpler.” Scaling a business is a complex endeavor and requires robust — yet simple enough — tools and techniques to get the job done.


The framework includes these elements (see diagram on Page 10):


1.Driver: Leaders drive implementation of the Rockefeller Habits with their teams. Execution is much easier if they and their teams engage in coaching, embrace learning, and encourage the use of new technologies to accelerate implementation of our tools.


2.Demands: Leaders have to balance two often competing demands on the business — People and Process. This requires simultaneously maintaining a great reputation with the employees, customers, and shareholders (the People side of the business); and improving the productivity of how the firm makes/buys, sells, and tracks these transactions (the Process side of the business).


3.Disciplines: To effectively execute, there are three fundamental disciplines (routines): Set Priorities; gather quantitative and qualitative Data; and establish an effective meeting Rhythm. It’s in these meetings, debating the data (the brutal facts!), where the priorities emerge.


4.Decisions: Ultimately, all of the above require some decisions. To scale the business requires getting four key decision sets — People, Strategy, Execution, and Cash — absolutely right, and there are right and wrong answers. Shortchange any one element and you’re not maximizing your opportunity.


[image: warning1] WARNING: Since Mastering the Rockefeller Habits was written, many bits and pieces of our 4D Framework and tools have been copied by others. In the process, several have over-simplified our work to the point that it might still be helpful — setting a few priorities and key performance indicators (KPIs) is better than nothing — but there is huge potential left on the table in terms of revenue and profit. “Simple, not simpler” is our aim, as Einstein warned.


In turn, we know that it takes a “village of gurus” to help a company and that no one person has all the answers. Therefore, we’ll be referencing many important books and ideas that fill in important gaps around leadership, sales, marketing, hiring, etc.


Right Questions


Our last guiding principle in designing the 4D Framework:


We have the answers, all the answers; it’s the question we do not know.


Most of the teams we work with are wicked smart. With enough perseverance and grit they’ll find answers. Our concern is they might be working on the wrong question. Much of our work is helping leadership teams formulate the right questions. Once they get the questions right, the answers tend to appear.




“We have the answers, all the answers; it’s the question we do not know.”





Each of the 4 Decisions — People, Strategy, Execution, and Cash — is anchored by an overarching Key Question. And the accompanying Growth Tools (our label for the collection of one-page worksheets summarized next) are designed to focus teams on specific questions driving growth and performance for each of the 4 Decisions areas of the business.


So, to start implementing the 4D Framework, the first question is, “Which of the 4 Decisions — People,

Strategy, Execution, and Cash — needs the most attention next? ” Start there! We have a complimentary

individual 4 Decisions Assessment available at scalingup.com to help you determine your starting point.


It’s important to note that all four decisions are intertwined and connected. We’ve learned that the root constraint to scaling might be the decision before (see diagram) the one the senior team decides is the immediate constraint.


For instance, if the team feels the #1 constraint to scaling is Strategy, it could be that you don’t have the right People (or anyone) working on Strategy. In turn, if Execution is the perceived constraint, then maybe you’re trying to execute a flawed Strategy. Continuing around, Cash constraints could be due to sloppy Execution; and the lack of key People could be due to Cash constraints.
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So, the first step is agreeing, as a team, the entry point to our 4D Framework. Once you agree, consider the underlying constraint might be the decision just ahead of it!!


Our methodology and tools are like crossword or Sudoku puzzles. Start where you can and work your way through. There is no specific sequence. However, we do have five initial “next steps” outlined in the last chapter.


The following overview of each decision will further help you choose where to start in scaling up the business.


People


[image: key1] KEY QUESTION: Are the stakeholders (employees, customers, shareholders) happy and engaged in the business; and would you “rehire” all of them?


Do you have the “right people doing the right things right” inside the organization?




“Right people doing the right things right.”





Do you feel the same about all the key relationships surrounding the business? Would you keep all your existing customers? Are you happy with your investors/bank? Are your vendors supporting you properly? Are your advisors — accountants, lawyers, consultants, and coaches — the best for the size of the organization and future plans? The toughest decisions to make are when the company has outgrown some of these relationships and you need to make changes.
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It starts with your own relationship goals and priorities, then being clear who are the leaders accountable for the main functions and processes that drive the business.


The tools (three-quarter-size copies are included in the introduction to the “People” section):


One-Page Personal Plan (OPPP): Our personal and professional lives are intertwined — and best if aligned. This tool looks at four key decisions — Relationships, Achievements, Rituals, and Wealth — which mirror the four key decisions for the business: People, Strategy, Execution, and Cash. Having a strong and fulfilled personal life provides an important foundation for sustaining your efforts in the business.


Function Accountability Chart (FACe): Jim Collins, author of Good to Great: Why Some Companies Make the Leap... And Others Don’t, emphasizes the importance of getting the right butts in the right seats at the top of the organization. After all, the bottleneck is always at the top of the bottle! The FACe tool provides a list of seats (functions) that all organizations must fill.




“The bottleneck is always at the top of the bottle!”





You want to delegate these functions to people who fit your culture and pass two tests:


1.They don’t need to be managed.


2.They regularly wow the team with their insights and output.


Next designate one or two key performance indicators (KPIs) for each function, defining objectively what activities each senior leader needs to be focused on day-to-day. Last, decide on a handful of results/outcomes accountable to each function (i.e., who is accountable for revenue, gross margin, profit, cash, etc.). These outcomes normally represent line items on the financial statements.


When completed, this one-page accountability tool helps you diagnose where you have people and performance gaps on the leadership team.


Process Accountability Chart (PACe): Most work flows horizontally across the various functions. Functions are not isolated cells. When these functions aren’t working well together, the firm can stall. These processes are also how both your customers and employees experience the business — they are key to providing great CX and EX, which will give you great SX (shareholder experience)!
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This chart provides a place to delineate the four to nine processes that drive the business (i.e., the processes for developing and launching a new product; for attracting, hiring, and onboarding new employees; for billing and collecting, etc.).


Next, designate who is accountable for each process, which can be tricky since these processes cut across various functions and there might be some ego/control issues between the functional heads.


Last, decide on two or three KPIs that track the health of the process — the most important being the length of time, from start to finish, for a specific process. We’ll discuss how a variety of organizations are utilizing the principles of Lean, a management practice invented by Toyota, to streamline and speed up their processes.


“The Team” chapter: There’s a continual war for talent. We’ll share guerilla marketing techniques for attracting a large number of qualified candidates and review the Topgrading methodology for interviewing and selection.


In retaining employees and keeping them engaged, we’ll cover the five activities of great (vs. good) managers (we prefer the term “coaches” — more on this later):


•Help people play to their strengths.


•Don’t demotivate; dehassle.


•Set clear expectations and give employees a clear line of sight.


•Give recognition and show appreciation.


•Hire fewer people, but pay them more (frontline employees, not top leaders!).


Strategy


[image: key1] KEY QUESTION: Can you state your firm’s strategy simply — and is it driving sustainable growth in revenue and gross margins?


It’s time to break apart a 50-year-old business term — strategic planning — and think about it in terms of two distinct activities: strategic thinking and execution planning. Each requires two very different teams and processes.
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Strategic thinking requires a handful of senior leaders meeting weekly (it’s not sufficient to do strategy work once a quarter or once a year) in what Jim Collins calls “the council.” It’s a meeting separate from the standard executive team meeting. Rather than getting mired in operational issues, the strategic thinking team is focused on discussing a few big strategic issues including those outlined in the SWT and 7 Strata tools summarized below.


Execution planning, in turn, requires a much larger team engaged in implementing the broader strategy. Setting specific annual and quarterly priorities, outcomes, and KPIs is best if middle management and frontline employees are involved. They are closer to the day-to-day operational issues of the company, and their participation in setting the plan creates better buy-in.
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Add in both disciplined action and active learning activities and you have a simple Think, Plan, Act, Learn cycle of strategic planning.


The tools (three-quarter-size copies are included in the introduction to the “Strategy” section):


Vision Summary: If you want to get everyone on the “same page” you need the page! For companies just getting started implementing the Rockefeller Habits as well as firms with 50 employees or fewer, the Vision Summary provides a simplified One-Page Strategic Plan (OPSP) framework. And for larger firms taking advantage of the more detailed aspects of the OPSP, the Vision Summary provides a one-page format to communicate key aspects of the company’s vision to employees, customers, investors, and the broader community.




“If you want everyone on the same page, then you need this page first.”





SWT: We’ve augmented the standard SWOT (strengths, weaknesses, opportunities, and threats) process with a tool called the SWT (strengths, weaknesses, and trends).


Whereas the SWOT process drives leaders to look inward at both their company and industry challenges, the SWT focuses on exploring broader external trends beyond their own industry or geography. It’s a powerful tool to spot opportunities before the competition and prevent “inside/industry myopia.”


The 7 Strata of Strategy: This tool represents the seven components (stratum) of a robust, yet simply stated, strategy. It’s designed to provide the kind of differentiation and barriers that allow you to dominate your niche in the marketplace.


The seven components:


1.What word(s) do you own in the minds of your targeted customers (e.g., Google owns “search”)?


2.Who are your core customers, what three Brand Promises are you making them (e.g., Southwest Airlines promises Low Fares, Lots of Flights, Lots of Fun), and how do you know you’re keeping these promises (Kept Promise Indicators, a play on KPIs)?


3.What is your Brand Promise Guarantee (e.g., Oracle has been advertising the chance to win $10 million if its Exadata servers don’t outperform the competition by a factor of five)?


4.What is your One-PHRASE Strategy that likely upsets customers (Apple’s “closed system”) but is key to making a ton of money and blocking your competition?


5.What are the three to five Activities that fit Harvard strategist Michael Porter’s definition of the essence of differentiation (e.g., IKEA’s furniture needs assembly)?


6.What is your X-Factor — a 10x to 100x underlying advantage over the competition — that completely wipes out any and all rivals?


7.What are your Profit per X (economic driver) and BHAG® for the company? These come straight from Jim Collins’ hedgehog framework.


One-Page Strategic Plan (OPSP): The OPSP is our best-known and most widely used tool. It’s designed to drive alignment, accountability, and focus.


The body of the plan consists of seven columns organized around seven basic questions you need to answer if you want to accomplish anything: Who, What, When, Where, How, Why, plus Should/Shouldn’t. We’ve aligned these with standard strategic planning language like Core Values, Purpose, Annual Priorities, etc. — but anchor the plan with these simpler questions.
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The first three columns of the OPSP represent the strategic thinking part of the plan supported by the work done on the 7 Strata; the last four columns represent the execution planning part of the plan. The OPSP has space along the bottom to summarize your SWT and along the top to list the key metrics monitoring your reputation (People) and productivity (Process).


Execution


[image: key1] KEY QUESTION: Are all processes running without drama and driving industry-leading profitability?




“Is the company generating three times industry average profitability? ”





You know you have execution issues if three things exist:


1.There is needless drama in the organization (e.g., something shipped out late; the invoice was wrong; someone missed a meeting; etc.).


2.Everyone seems to be working more hours, spinning their wheels, or spending too much time fixing things that should have been done right the first time.


3.Most important, the company is generating less than three times industry average profitability.


[image: warning1] WARNING: Companies can get by with sloppy execution if they have a killer strategy or highly dedicated people willing to work 18-hour days, eight days per week to cover up all the slop. Just recognize you’re wasting a lot of profitability and time (i.e., you’ll burn both cash and people in the process!)
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The tools (three-quarter-size copies are included in the introduction to the “Execution” section):


Who, What, When (WWW): Improve the impact of your weekly meetings by taking a few minutes at the end summarizing Who said they are going to do What, When. This isn’t about micromanagement; this is about excellent management and being clear in both communication and accountability.


The key is setting a “when” that is no longer than the time between weekly (or monthly) meetings. And if you have a more substantial initiative, the key is breaking it into pieces (eat the elephant one bite at a time) that can be accomplished within a few weeks.


Rockefeller Habits Checklist™: There are 10 fundamental habits that support the successful execution of your strategy — habits that haven’t changed for 100 years since John D. Rockefeller implemented them, becoming the wealthiest person ever and building what has morphed into one of the largest companies today: ExxonMobil.


These habits dramatically increase profitability and reduce the time it takes to lead the business. And like the checklists that are critical to the airline industry in making sure planes stay in the air, consider these 10 habits as a “preflight” checklist for keeping your company growing and ensuring that it doesn’t stall out.


[image: warning1] WARNING: You’ll drive everyone in the organization crazy if you implement all of these habits at one time. The key is focusing on one or two each quarter, giving everyone roughly 24 to 36 months to install these simple, yet powerful, routines. Then it’s a process of continually refreshing them as the company scales up.


The habits (“Routines that set you free!”):


1.The executive team is healthy and aligned. Here we pull a page from Patrick M. Lencioni’s The Five Dysfunctions of a Team: A Leadership Fable, a book we recommend that all leaders peruse (it’s a quick read). In essence, your executive team needs to have a level of trust that permits true debate and constructive conflict to occur. What prevents this in large companies is politics; what blocks it in growth firms is friendship. Members of the team must embrace its diversity (the more the better) and be willing to challenge each other in making decisions and exposing the brutal facts.


2.Everyone is aligned with the #1 thing that needs to be accomplished this quarter to move the

company forward. As mentioned earlier, scaling a firm is about taking one significant step at a time and then checking data and adjusting accordingly. It is about setting a quarterly goal, providing the company with a badly needed finish line every 90 days, vs. just running and running and running. It also affords everyone an opportunity to celebrate or commiserate — and have some fun along the way. This is the power of setting a Quarterly Theme, which we’ll discuss in depth later.


3.Communication rhythm is established and information moves through the organization accurately and quickly. The #1 challenge when two or more people are working together is communication (anyone married?). The key is an effective daily, weekly, monthly, quarterly, and annual Meeting Rhythm, which, when executed properly, actually saves everyone a tremendous amount of time. It’s counterintuitive, we know. Specific agendas for each meeting will be detailed in the “Execution” section.


4.Every facet of the organization has a person assigned with accountability for ensuring goals are met. If communication is the #1 challenge, then nailing down accountabilities as the company scales is #2. This needs to be clear both vertically (across functions) and horizontally (across processes) throughout the organization. And it really gets messy when the organization moves to discrete business units.


5.Ongoing employee input is collected to identify obstacles and opportunities. A key component of the weekly qualitative data you need to guide the business must come from your employees, especially your sales channels and your frontline employees. They are closer to the action. We recommend that each senior leader formally talk to one employee each week and ask, “What should the company Start/Stop/Keep doing?” Pay particular attention to the “stops.” These are the roadblocks you need to eliminate from the company to keep people motivated.


6.Reporting and analysis of customer feedback data is as frequent and accurate as financial data. The second key component of the weekly qualitative data that you need to guide the business must come from customers. We suggest that each senior leader formally ask customers questions that are more about gathering market intel, especially about competitors, than discerning whether they like your particular product or service.


7.Core Values and Purpose are “alive” in the organization. These are the handful of rules (Core Values) that you’ll use to guide all the HR systems in the company: hiring, feedback, rewards and recognition, handbook, etc. And the Purpose (a better word than “mission”) provides the critical “why” behind everything you do (i.e., what difference is your company making in the world?).


8.Employees can articulate the following key components of the company’s strategy accurately. You want all employees to align their actions with the strategy of the company. To do this, they need to know and understand the company’s 10- to 25-year goal (BHAG®); who the core customers are; the three Brand Promises everyone needs to keep; and what the company does — and be able to explain it when asked (the elevator pitch).


9.All employees can answer quantitatively whether they had a good day or week (Column 7 of the OPSP). Is each employee or team clear on their priorities and KPIs for the week? And do they know how they did that week? People love to know the score; thus the attraction of video games, sports, fundraisers, competitions, etc.


10.The company’s plans and performance are visible to everyone. We’re big on sports analogies, and we strongly suggest stealing one idea from that industry: having huge scoreboards visible to everyone like the RedBalloon scoreboard highlighted in The Introduction. We’ll share additional examples and photos of growth firms that do.


Cash


[image: key1] KEY QUESTION: Do you have consistent sources of cash, ideally generated internally, to fuel the growth of your business?


Growth sucks cash. This is the first law of entrepreneurial gravity. And nothing ages a CEO and his or her team faster than being short of cash. In fact, Jim Collins and Morten T. Hansen, in their best-selling book Great by Choice: Uncertainty, Chaos, and Luck — Why Some Thrive Despite Them All, found that successful companies held three to 10 times more cash assets than average for their industries, and they did so from the time they started. (We highly recommend that you read this book, Collins’ first that directly addresses growth firms.)




“Growth sucks cash — the first law of entrepreneurial gravity.”





Yet many growth company leaders pay more attention to revenue and profit than they do to cash when it comes to structuring deals with suppliers, customers, employees (think bonus plans), or investors/banks. And when they receive their monthly financial statements, the cash flow statement is either nonexistent or ignored.


The quickest action you can take is to have your CFO give you a modified cash flow statement every day detailing the cash that came in during the last 24 hours, the cash that flowed out, and some idea of how cash is looking over the next 30 to 90 days. This will keep cash top-of-mind and give you a great feel for how cash is flowing through the business.


It’s also critical to know your Cash Conversion Cycle (CCC). It’s a technical term for how long it takes, after you spend a dollar/euro/yen on rent, utilities, payroll, inventory, marketing, etc., for it to make its way through your business model and back into your pocket. So that you can see how to calculate this, we recommend that you read a classic Harvard Business Review article titled “How Fast Can Your Company Afford to Grow?” by Neil C. Churchill and John W. Mullins.


The tools (three-quarter-size copies are included in the introduction to the “Cash” section):


Cash Acceleration Strategies (CASh) — Break down the CCC into four components, and brainstorm one of three ways to increase the cash flow in the business. We’ve had many clients double their operating cash flow immediately after working through this tool. It’s also a great exercise to do with middle managers, to strengthen their understanding of how cash flows through the organization and to illustrate how everyone can make a positive contribution to improving the CCC.
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The goal is to reverse the first law of entrepreneurial gravity and develop a viable business model in which the faster you grow, the more cash you generate — through larger deposits, faster collections, shorter sales and delivery cycles, etc. Then you’ve built a company that can self-fund its own growth.


The Power of One: The 7 main financial levers available to managers to improve cash and returns in the business are:


1.Price: You can increase the price of your goods and services.


2.Volume: You can sell more units at the same price.


3.Cost of goods sold/direct costs: You can reduce the price you pay for your raw materials and direct labor.


4.Operating expenses: You can reduce your operating costs.


5.Accounts receivable: You can collect from your debtors faster.


6.Inventory/WIP (work in progress): You can reduce the amount of stock you have on hand.


7.Accounts payable: You can slow down the payment of creditors.


The tool calculates the benefit to cash if a 1% or one-day change is made to each of these levers.


Final Recommendations


Downloadable documents of the various tools, in multiple languages, are available at scalingup.com at no charge. Feel free to modify them and to suggest changes. They remain an open-source set of tools, and they are constantly being improved by the community of growth company executives using them.


Weekly Insights: Sign Up!


If you like the style and substance of the book, you can receive a very concise weekly email of best practices for leading a growing firm: ideas we pick up each week from executives like you.


Simply send an email to verne@scalingup.com and put “weekly insights” in the subject line. And please include a first and last name and your title, and tell us where your company is based. We’ll add you to our expanding list of over 100,000 leaders of growing companies.


Technology and Coaching Support


We’ve created several cloud-based tools to make implementation of the Rockefeller Habits 2.0 much easier and faster. The first is an online version of Verne’s 2.5-day Scaling Up Master Class providing a convenient way to educate your team and create a common language around our tools and techniques. Visit www.ScaleUpU.com.


We’ve also created Scaling Up Scoreboard, an online and mobile-based app that hosts our onepage tools and helps you track all your cascading KPIs and Priorities in one easy location. Visit www.ScalingUp.com/software for more information and to start your trial today.


We also have certified coaching partners around the globe that can support you locally in implementing the Rockefeller Habits 2.0. No one has ever achieved peak performance without a coach. Visit www.scalingup.com to locate a coach near you.


Relax With the Process


None of this is complicated (except strategy): It just requires some discipline and perseverance. Treat our tools as you would Sudoku or crossword puzzles. Fill in what you know as you go. Again, it’s not necessary to work through the tools in any kind of sequence. Start where it makes the most sense for your organization. “Get it down; then get it right” is one of our mottos.




“Get it down; then get it right.”





The key is lots of iterations: reviewing and updating our Growth Tools every quarter. Routine will set you free.


The rest of this book provides the practical how-to details behind our recommended processes and tools. Enjoy, and best of luck as you scale your business — and let us know how we can help.
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THE BARRIERS


Leadership, Infrastructure, and Marketing







EXECUTIVE SUMMARY: There are predictable evolutions and revolutions as an organization grows. These are dictated by the increasing complexity that comes with adding employees, customers, product lines, locations, etc. Handling a company’s growth successfully requires three things: an increasing number of capable leaders; a scalable infrastructure; and an effective marketing function. If these factors are missing, you will face barriers to growth. Scaling up successfully requires leaders who possess aptitudes for prediction, delegation, and repetition.


I’m tired of sailing my little boat


Far inside of the harbor bar;


I want to be out where the big ships float —


Out on the deep where the Great Ones are! …


And should my frail craft prove too slight


For storms that sweep those wide seas o’er,


Better go down in the stirring fight


Than drowse to death by the sheltered shore!


— Daisy Rinehart








Alan Rudy was a disillusioned CEO. “Wasn’t I supposed to be making more money and having more fun, the bigger the company got?” wondered the founder of Express-Med, a mail-order medical supplies firm based in Ohio. “I was angry all of the time,” remembers Rudy. “I had a long weekend planned to go skiing with my father and two brothers for the first time in 10 years, yet I bagged out at the last minute because the business needed me to hold things together.”


To make matters worse, on March 30 of that year, Rudy’s CFO showed him financials that estimated a first-quarter profit of $300,000, yet two days later, his CFO said that they had actually lost $350,000. “For several hours, I thought it was an elaborate April Fools’ joke,” he chuckles today. “I kept trying to be a good sport about it, yet it turned out to be true.” Turmoil among his staffers capped it off. Associates had fistfights in the parking lot, and one employee slashed the tires of another because of something said at work. The endless firefighting meant Rudy was putting in 80-hour workweeks. Needless to say, “stress was a little high,” says Rudy.
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