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What do winners know that losers don’t?  The Evergreen project was the first statistically rigorous search for the key to “evergreen” business success. Evergreen mobilized more than 50 leading academics and consultants, who used well-accepted research tools and procedures to identify, collate, and analyze the experience of dozens of companies over a ten-year period (1986-1996).  From that examination emerged the 4 + 2 formula that is at the heart of this book.   

Found eight management practices - four primary and two secondary - that directly correlated with superior corporate performance as measured by total return to shareholders (TRS).

Discovered that winning companies achieved excellence in all four of the primary practices, plus two of the secondary practices – hence 4 + 2 equals Business success.

The 160 companies were selected from each industry that was reasonably equivalent in scale, scope, financial numbers, TRS, and future prospects.   Majority of companies had market capitalization between $100 and $6 billion.  As the companies evolved differently of the decade, companies were classified to represent four archetypes: 

· Winners: outperformed their peers in TRS during 1st and 2nd 5-yr period.

· Climbers: lagged behind their peers in the 1st period, but moved up in 2nd period.

· Tumblers: outdid their peers during the 1st period and faltered in the 2nd.

· Losers: bested by their peers in both 5-yr periods.

200 of the highly touted management practices turned out to have no cause-and-effect connection to sustainable, superior returns in the 160 companies selected.  Despite their popularity, they were not the determining factors in achieving superior TRS.  A successful company never stops pursuing success.  More tortoise than hare, it keeps working at all the small wins that ensure repeated big wins.  As in football, winning is the difference between averaging three yards per carry and four yards per carry. And to do that, you must consistently outdo your competition on all the fundamentals – blocking and tackling, giving the passer the extra protection, holding down turnovers, converting on third down. The 4 + 2 formula is a lesson in life.

In short the four primary areas were:

1. Strategy

2. Execution

3. Culture

4. Structure

The four secondary were:

1. Talent

2. Leadership

3. Innovation

4. Mergers & Partnerships

A company consistently following the formula had a better than 90% chance of being a winner.  Winners saw their money multiply nearly tenfold, with total returns to shareholders of 945%.

All eight practices covered by the 4 + 2 formula have features that are both intuitive and counterintuitive.  

Four Primary Practices:

1. Strategy: Devise and maintain a clearly stated, focused strategy.  Sharply defined, clearly communicated, and well understood by employees, customers, partners, and investors.  Focus on growth through organic expansion, mergers and acquisitions, or combination of both.  Avoid the temptation to enter unrelated areas that may appear more promising….find ways to grow the core business.
· Value proposition isn’t so much a statement of what you want to be but who you are.  It exists at the interface between a company’s ability to deliver a product or service and the perceived needs and desires of a targeted market segment.
· Develop strategy from the outside in. Base it upon what your customers, partners, and investors have to say – and how they behave.  Customer focus becomes the centerpiece of the corporate culture.
· Maintain antennae that allow you to find-tune your strategy to changes in the marketplace.  Real world view…conduct research onsite and through industry or association meetings.  Sponsor causes that effect the front line users.
· Winners typically monitor not just their immediate customers and competitors but customers and competitors in adjacent businesses.
· Winners adopt stretch strategies that aim at doubling the core business over a 5-yr period, which requires a 15% growth every year.
· Winners stay winners through building their next growth businesses before the growth potential of their core business shows signs of disappearing.
· The company that achieves substantial growth must also posses the ability to manage the large, mature business that results.
2. Execution: Develop and maintain flawless operational execution.  Winners consistently meet the expectations of their customers by delivering on their value proposition.  Might not always delight your customers, but never disappoint them.  Must constantly slash operational costs while increasing productivity by 6 to 7% every year.
· Deliver products and services that consistently meet customers’ expectations.  Contrary to some popular prescriptions, Winners did not always deliver truly extraordinary product or service quality relative to their peers.  Unless perfection is part of their strategic value proposition, companies do not gain a sustained economic benefit by offering the very best quality.  Moral: the downside of poor quality is much greater than the upside of great quality.
· 78% of the Losers offered products of low or lowest quality.  86% of the Winners turned out products or services that were average, high, or highest in quality.
· Survey your clients/target market on their preferences in dealing/interacting with your company.
· Empower the frontlines to respond to customer needs.  Must have authority to make real-time decisions, along with the training that will help them make the right decisions.  Task should be analyzed from the customer’s vantage point.  Service Quality Indicator (SQI) chart or Hierarchy of Horrors.  12-items statistically measurement of customer satisfaction and service quality from the customer’s viewpoint.  Each item has a weighed average assigned.
· Constantly strive to improve productivity and eliminate all forms of excess and waste.  The goal is to achieve perfect operational execution, constantly improving systems and processes, hiring the best people, routing wastefulness and inefficiency.
· Determine which processes are the most important to meeting customers’ expectations and focused energies and resources on making the processes as efficient and productive as possible.
· Technology can create sustained value only if they enable a company to reduce costs and increase productivity.  Avoid 2 pitfalls: (1)install technology for the right reason  (2) test it thoroughly before adoption.
3. Culture: Develop and maintain a performance-oriented culture.  One of the best indicators of being a performance-oriented is the way you deal with your own poor performers. It is easy to reward good performers, but do you have the courage to get rid of poor performers.
· Inspire all to do their best. Consciously or unconsciously, the leaders of every organization model the path through their treatment of employees and their own standards of behavior.
· Encourage the entrepreneurial spirit with the necessity for controls.  Executives and board members should interact with users several times per quarter.
·  Reward achievement with praise and pay-for-performance, but keep raising the performance bar.
· 20-20-20: annual 20% net profit-per-share increase, 20% average return on equity, 20%average cash return on assets.
· Create a work environment that is challenging, satisfying, and fun.
· Establish and abide by clear company values.  Good behavior promotes good business.
· Exercise good judgment by ‘doing the right thing’ instead of just ‘doing things right.’
· Giving Back: give part of your time, talent, energy, and treasure to needs in our community and society.
4. Structure: Build and maintain a fast, flexible, flat organization.  Managers spent hours agonizing over how to structure their organization….by product, by geography, by customer, etc.  What really counts is whether structure reduces bureaucracy and simplifies work. 
· Excess of bureaucracy puts roadblocks in the way of progress, when it dampens employees’ enthusiasm and leaches away the energy.  Once you examine all of the core processes of the company and scrape off the bureaucratic barnacles, it is time to return to the first and begin again.
· Eliminate redundant organizational layers and bureaucratic structures and behaviors. Simplify, simplify, simplify.
· During economic downturns, everyone in the company is subject to a program called “Share the Pain.”  Calls for pay reduction of 20 to 25% for hourly employees.  For department heads, the cut is 35 to 40%.  It can reach as high as 70% for company officers.
· Promote cooperation and the exchange of information across the whole company.
· Put your best people closest to the action and keep your frontline stars in place.  A company’s future rests not on the brilliance of their executives but on the dedication and inventiveness of their managers and employees.   
Four Secondary Practices:

1. Talent: Hold on to talented employees and find more.  The best indicator of the depth and quality of talent in your organization is whether you can grow your own stars from within – not whether you can buy talented outsiders in a crisis.  Winners are masters of a deep bench.

· Fill mid- and high-level jobs with internal talent whenever possible.  What do talented employees and loyal customers have in common?  It pays to hang on to them, because they can be awfully difficult to replace.

· Create and maintain top-of-the-line training and educational programs.  

· Design jobs that will intrigue and challenge your best performers.

· Empowerment system leads teams to take over any and all functions that affect their operational success.

· Become personally involved in winning the war for talent.

2. Leadership: Keep leaders and directors committed to the business.  Chief executives can influence 15% of the variance in corporate performance, for better or worse.  Good chief executives are likely to be chosen by good boards.  Do the board members truly understand the business and are they passionately committed to its success?

· Inspire management to strengthen its relationship with people at all levels of the company.  Such relationships are the key to building a positive attitude in the ranks toward the company and its goals.

· Inspire management to hone its capacity to spot opportunities and problems early.  Winners don’t allow their management the luxury of simply coping with the now; they convince their top people to anticipate change and its potential impact on the organization.

· Appoint a board of directors whose members have a substantial financial stake in the company’s success.  If management and directors of a company have only a token ownership, they will look out for themselves first, shareholders second.

· Closely link the pay of the leadership team to their performance.  Executives’ remuneration should reflect their performance against a set of preset corporate goals.

3. Innovation: Make innovations that are industry transforming.  An agile company is one that keeps turning out innovative products and services.  Winners anticipate rather than react to disruptive events in their industry.  They foresee such disruptions 80% of the time.

· Introduce disruptive technologies and business models.  Good ideas help…great ideas move mountains.  Must be prepared to lead the pace of innovation in your industry.  

· Exploit new and old technologies to design products and enhance operations.  Good management must be able to break away from the habit of doing things the way they were done a long time ago

· Don’t hesitate to cannibalize existing products and practice it regularly. 

4. Mergers and Partnerships: Make growth happen with mergers and partnerships.  Internally generated growth is essential.  Winners do relatively small deals (less than 20% of their existing size) on a consistent basis (about two or three every year) are likely to be more successful than organizations that do large, occasional deals.

· Acquire new businesses that leverage existing customer relationship.  Immediate goal is to build the customer base.  Pursue acquisitions that delivered growth by making the most of customer relationships, both their own and those of the company acquired.

· Enter new businesses that complement your company’s existing strengths…extend your value proposition.

· With a partner, move into new businesses that can use the partnership’s talents.  Partnerships are to mergers as dating is to marriage.

· Develop a systematic capability to identify, screen, and close deals.  Need to create a team of people who have the requisite investigative, financial, and business skills and experience.

· Establish and maintain relationships with the leaders of companies that might possibly, at some distant time, be candidates for mergers.

A company that succeeds in all four primary practices and any two secondary areas has a 90% chance of becoming a winner.  This is the first proven set of approaches that tell managers precisely where to focus their efforts and where not to.  A True North compass works in any business weather.  

