Next Level Results, Inc. Sustainable Profitability White Paper

We are at a juncture in history.
We can decide to “cope” with the crises we are facing.
Or we can decide to thrive.

Let’s thrive.

to equip the executive leaders of today
to create a sustainable profitable future for all of us.
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Sustainability has never been in the American mindset; up until now.

The U.S. was founded on the promise of unlimited opportunity. Pioneers pushed West to find gold and
the promised land of plenty. Our entire financial system was founded on unlimited potential for the
growth of customers and natural resources. The U.S. has dominated commerce pretty much since the
Boston Tea Party when patriots refused to pay taxes to England and formally declared Independence in
1776.

Fast forward several hundred years and we find ourselves in a vastly different economic environment:

1. Commerce is global in scope rather than national or regional.

2. The demographics are shifting rapidly since the widespread use of birth control in the 1960's.

e The birth rate is LESS THAN the replacement rate (2.1) in the major industrial countries
(U.S. 1.8, Japan 1.4, Europe 1.5, China 1.1, U.K. 1.6, Russia 1.4, Hong Kong 1)

e The birth rate for countries that are in a current state of unrest is INCREASING FASTER
than their replacement rate (Afghanistan 6.6, Iraq 4.0, Pakistan 2.8, West Bank 3.3, Israel
2.8).

3. Entitlement programs in industrialized countries are driving up governmental and business costs;
increasing the tax burden on a smaller base of tax payers, squeezing profit margins and bankrupting
large legacy companies.

4. Economic sustainability is intertwined with the wild cards of: weather in local and remote parts of
the world, pandemics, global warming, wars, nuclear threats by small countries, and extreme acts
of violence by religious sects.

5. The credit meltdown has impacted every country, business and person on the planet and is pre-
dicted to continue to do so for a protracted period of time. There is no longer a margin for er-
ror.

The implications of these sea changes are global in scope and point to the perilous need for a focus on
SUSTAINABILITY FIRST; rather than growth at any cost The planet’s resources are finite. There is a
finite number of customers; and even that number is shrinking in the industrialized countries.

Even so, there is plenty of economic opportunity for those who have:

Developed change leadership capacity in the executive team.

A leadership process that has built in commitment and accountability.

A culture that is focused on the triple bottom line (profit, talent, customer loyalty)
A burning desire to make the world a better place for all of us.
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The company with the above list of competencies is RARE.

75% of all change efforts (fast growth, M & A, expansion, etc...) fail.
It isn't a matter of IQ. It isnt a matter of how many degrees you have.

It isn't a matter of how successful one has been in other ventures.
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The reason they fail is due to a lack of competency to deal with change on a large scale; balancing the
interdependencies of people, process, strategy and results.

This competency can be earned thru implementing an Executive Team Leadership Process. You can't
learn to ride a bicycle by reading a book. The same is true for Leadership. A proven process serves as
a learning guide for normal and gifted people to work together in a powerful, synergistic, and profitable
manner.

The purpose of this paper is to explore the dynamics of failure to thrive for a business and
make the case for implementing an Executive Team Leadership Process focused on sustain-
able profitability year over year.

The story is surprisingly predictable for a company that stumbles during a downturn:
1. Market dynamics changed seemingly overnight.

2. Preservation of capital is top priority.

3. Looking Good behavior is more highly valued than innovation.

4. Financial management has more clout than executives in sales and operations.

5. Downsizing is the only real strategy.

6. Customers are seen as a problem rather than an opportunity.

We've observed this dynamic played out time after time with various clients. Initially, we fell into the trap
of treating the symptoms of the problem:

Training Communication Skills, Conflict Management, Sales Skills, Change Management
e Strategic Planning (which gathered dust on the top shelf)
e Team building to create trust and open communication.

e Hiring and selecting executives to be added which fit the desired culture (couldnt agree on
the competencies needed or the desired culture).

Each intervention seemed more like a pain killer than a cure. We began to focus on companies
that were successful. What were they doing that these other companies weren't doing? What
are the mistakes of companies that fail to make it for the long haul?
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The Top 12 Common Mistakes most organizations make in

Leading Strategic and Cultural Change to Create Sustainable Profits

Lack of Execution through Monthly Executive Leadership Team Meetings
Lack of Involvement of Key Stakeholders
Lack of Required Change Leadership Infrastructure
Missing the Players and Key Roles of Change
Limited Organizational Capacity for Change
Ignoring the Power of Simplicity
Failing to Understand and Use the Change and Growth Cycle Dynamics
Failing to Understand and Appreciate the Nature of Cultural Change for Profitability
Mostly Focusing on Economic Alignment
. Mostly Focusing on People Attunement
. Lacking Management Appreciation and Competencies in Leading Strategic and Cultural Change

Haines Centre, 2008
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The mistakes readily point to the solutions:

¢ Implement an Executive Team Strategic Leadership Process and Structure (we have a solu-
tion).

Involve the Key Stakeholders

Hire strategically for fit and leadership skills; as well as functional skills.

Get outside help to understand the dynamics and requirements for the change.

Take a simple and balanced approach.

Be disciplined to follow thru; even when you don't want to.

If you want to skip to the Next Level Results solution, go to page 10.

Following in pages 5-9, we describe the dynamics of companies who fail to make it to sustainability and
those who struggle after being profitable for a time.

The charts included are models that have helped us make sense of the dynamics we have observed and
lived with our clients. They are graduate level in density of information; which isnt necessarily a good
thing. We have compressed leadership, corporate life cycle, and organizational dynamics into a few
short pages. The subject is vast. We apologize in advance if this background confuses the issues
rather than making them clear. These dynamics are better discussed in person with opportunity for
dialogue and debate.

There is more to learn, even after 30 years of being in this business.

An executive briefing is available to present and facilitate an open, authen-
tic discussion of the issues and ideas presented here with no further obliga-
tion. Email eschulz@nextlevelresults.com to schedule.
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Corporate Life Cycle and Executive Style

Leaders lead.
This seems obvious on the surface, yet in practice it is the exception in organizations.

Leaders lead a team to go together where they wouldn’t have gone otherwise on their own.
The qualities of a leader’s mindset are differentiated from entrepreneur and manager;

Leader Manager Entrepreneur
Calculate Risk Minimize Risk Take Risks

Get Buy In Delegate Give orders
Strategic Tactical Reactive
Accountable Keep score Reward loyalty
Responsibly flexible Narrow flexibility Fluid

Vision for 3 years Mission Quarterly Opportunity Now
Drive Value Insure Value Reap rewards

The Entrepreneur and Manager mindsets are to be found at certain points in the Corporate Life Cycle in Figure 1, be-
low. Leadership is universally effective at all points of the Corporate Life Cycle. It is the lack of a leader
mindset in an organization that gives rise to the Corporate Life Cycle in the first place.

The Corporate Life Cycle below describes the typical dynamics in a business from inception to demise.

Focus Task
Courtship Respond to Needs Identify market need and qualify idea as viable.
Infancy Cash Secure funding thru loan or investors.
Go-Go Sales & Market Share Sell the product and service. Gain Customers
Adolescence Profits Implement alignment & accountability processes
Prime Sales and Profits Balance costs AND sales to maximize profitability ST and LT
The Fall Status quo Optimize what has worked in the past.
Aristocracy ROI Provide for those in power
Salem City Personal Survival Look for who is to blame for loss of profitability
Burial External/Internal Politics Dismantle the enterprise
Death Miracle Hope for a buyout
The Fall
Protect the Gains
Sales & Profits - ~\~‘\
Prime “\‘ ROI
PrOfitability Profits Aristocrac)\‘ Personal Survival
Adolescence 3,
Salem City%‘
Sales & Market Share Go-Go ‘\\ External & Internal Politics
Burial ‘\\
Cash  / [nfancy Y
N, .
Respond to Needs Courtship Death \\\\\Nilracles
Time »
Corporate Life Cycle Figure 1
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Prime: A balance of sales and profits which are sustainable

Prime is the optimum point of profitability and flexibility to match the marketplace. Notice that it isn't at
the top of the curve as one would expect. The momentum gained in Prime lulls the organization into
complacency. It isn't until flat sales and decreasing profits are realized with the decrease in momentum
on the other side of the Corporate Life Cycle curve that the danger is realized. Turn around at that point
requires extraordinary leadership and a change in culture (from management status quo to self leadership
and calculated risk).

The assumption in Figure 1 is that the business makes it past Infancy and Go-Go. 80% of new busi-
nesses fail before Adolescence due to a lack of traction (i.e. profitable sales) or lack of leadership to build
an organization to support delivery and customer service.

The imbalance of internal and external factors leads to a stall in profitability.

The goal of a business is to invest money to make more money. This seems obvious, but often compa-
nies lose their way by overemphasizing either only internal or external factors.

Internally, they get distracted by the allure of new technology; as the dot bombs did in creating compa-
nies that were techno centric with little customer demand. Or, they focus internally on their culture at the
expense of being competitive; as Hewlett Packard did in the mid-90’s when they lost their competitive
position.

Externally, they can over focus on a narrow set of customers; as Apple did in its early days limping along
until they adopted a broader focus on handheld computers (IPOD). Or, they can create more and more

varieties of a product to attract more market share; as Clorox did which drove up costs and put them at

risk. Or, as in the most recent credit meltdown which decreased the ability of customers to buy.

Prime is a fine balance of internal and external factors. Prime is the stage where you will naturally find
Leaders who lead. Typically, Entrepreneurs mostly focus externally on capital acquisition and sales.
Managers focus internally on process and cost control. Strategic Leaders excel at the balance of internal
AND External which results in Prime. Prime is sustainable profitability.

The Fall
Protect the Gains

-———
- ~,

Sales & Profits ~~ N
Prime “\ ROI
- AH Aristocracy\
PrOflta bil |ty Profits \\ Personal Survival

Adolescence ‘&(

Salem City .

Sales & Market Share Go-Go ‘\\ External & Internal Politics

Entrepreneur Burial \\
Cash Infancy \\
Leader N M
racles
Respond to Needs Death
Courtship \‘\
Manager o=

v

Time

Corporate Life Cycle— CEO Executive Style
Figure 2
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A company has to go thru Adolescence to get to Prime. Adolescence is the stage where a company takes form as
an organization with discipline and predictable results. This is a tough transition for all concerned; which is de-
noted by the wavy line in the Corporate Life Cycle graphs. The change from an external focus with flexibility and
loose controls to implementing an internal structure with alignment, accountability and discipline often results in
conflict with a capital “C.”

The primary conflict, is often between the founders and professional managers hired to get a handle on things.
The hired guns ask embarrassing questions: “Why do we have an office in Atlanta when we have never sold
enough in 2 years to even pay the rent there?” The reply; “We were moving fast. I expect some fallout. Fix it.”
The hired guns do fix it; but the flak from the fix hits the fan when the old organization complains to the founder.
The founder makes concessions to the old organization and the professional managers lose credibility.

After the unintended showdown where the professional managers lose; they continue to create rules and stan-
dards that the old Go-Go organization happily ignores: until the next crisis. Then the professional managers are
fired because they didn't get the job done; and the revolving door begins.

How does an organization get to this crisis?

Entrepreneurs create the buzz around a new business and have the charisma and connections to get funding and
make sales. Sales grow and the commitments to deliver grow.

The transition to profitability requires a switch to strategic leadership to build an organization to deliver and collect
payment to sustain the business. For the entrepreneur who recognizes leadership is required it is an emotionally
difficult hurdle to either remake him/herself into a strategic leader (possible, but rare) or trust others to lead.

Without leadership, the pressure from customers who expect delivery and performance from a Go-Go organization
ends up pitting sales against operations. Sales closes custom solution deals which Operations must heroically
build, under very short time frames; which increases costs and reduces profitability. Delivery dates slip. Opera-
tions blames sales. Sales blames operations.

The pressure from investors who expect a profit puts enormous pressure on all involved. There is a limit to cash
and patience in capital markets. At some point one of the two runs out. The threat to the organization is that
without profitability the business is at risk. The company may go bankrupt or be sold and dismantled saving the
parts with value and the rest fades away.

It is at this crisis point, when the professional managers are brought in to clean up the accounts, straighten out
operations to deliver on time, and collect cash. Sales and marketing think they are exempt from the discipline and
accountability necessary to build profitability. This, of course doesn’t work.

The founder is torn between the two factions. As an entrepreneur, his focus is on SALES. As an
owner in the business he wants CASH flow. He is at conflict within himself and the organization re-
flects this split in Sales and Operations squaring off.

How does a founder resolve this inner conflict?

Some famous examples follow:

Bill Gates put Steve Ballmer in charge of operations for Microsoft.

Gates and Jobs are extraordinary entrepreneurs who wrestled emotionally with letting go of the leadership of their

own companies they started from scratch. They are among the wealthiest in the world because they made the
transition to Prime, successfully instituting leaders and process that sustain their competitive edge.
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Together as a team

Transferring the helm from the entrepreneur to the Executive Team Strategic Leadership is a rocky
process; even if the founder is a champion of entering this phase of growth.

Alignment is usually welcomed. Accountability isn't. The Go-Go culture loses the individual freedom of
unlimited creative expression and is now responsible for getting profitable results together as a team.

The pendulum of power swings from Sales to Operations in Adolescence. In Prime, there is a balance
of power and respect between the two.

Below is a conceptual graph to show the relational tension between sales, profits and politics over the
course of the Corporate Life Cycle.

Deterministic Sales
Goals

Profits
- Constraint
Goals o

-
(L

as® .
R ITYITLLLA apganstt’

i .y
~ >

ip Infancy Go.Go Adolesc. Prime TheFall Arst. Salem Bur  Deah
City

4—— Growing <4 Aging — Figure 3

Relationship between Sales, Profits and Politics on the Corporate Life Cycle

Deterministic goals are the focus of the company in that stage.
Constraint goals are the conditions the company doesn't want to violate.

Note the spike in politics at the end of Go-Go and the beginning of Adolescence.

This is natural and normal for the transition. It represents the shift in power from sales at any cost to
profitability. It takes extraordinary leadership AND a leadership process to reign in the excesses of Go-
Go without disheartening the organization. Preserving the esprit de corps and raising the stakes is a
delicate balance to drive sustainable profitability.

Also, note the spike in politics as sales and profitability take a dive in a company that is accus-
tomed to doing well. This is the Blame Game in full force. There is a show of activity without results.

Raising the stakes without the commitment of the team makes things worse. The good people leave.
Worse, they quit and stay! People support their own good ideas. If the plan isn't theirs, it is dead on
a arrival.

It is imperative to have a tight Executive Team Strategic Leadership process to balance the
natural conflict inherent between sales and operations.
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Leadership Focus in The Fall and after — (not recommended)

Synergy Synergy

Talent
Synergy Talent Talent
Strategy
Talent Synergy
Strategy
Talent
Strategy
Strategy Strategy
Talent Strategy
Strategy
Strategy Strategy
The Fall _Aristocracy Salem City Burial
Respond Cash Sales &  Profits Sales & Protectthe Personal External & Miracles
to needs Market share Profits  Gains (ROI) Survival Internal Politics

Figure 4

The Chart above outlines the desirable focus of leadership up thru Prime. The focus from The Fall thru Burial is undesir-
able.

Synergy- A mutually advantageous conjunction where the whole is greater than the sum of the parts: Team Cohesion.

Notice the leap in focus on strategy during the FALL.
closed doors and STOP LEADING.
e Everything is a SECRET. The rumor mill starts churning out bad news.

e Productivity drops; just when you need everyone to step up even more.
e Creativity and innovation dry up.

The problem at this stage is that the people in charge go behind

Creating a strategy with a leadership synergy process is the key to creating momentum.
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Next Level Results Recommendation

Leadership that is collaborative, ethical, disciplined, and motivational would be ideal.
Such leaders seem to be in short supply. The average CEO tenure is 3 years; an indicator?

However, an Executive Team Strategic Leadership process that involves the founder/CEO and stakeholders to align goals

and resources with mutual commitment and accountability provides a fast track to run on for a team with average leader-
ship skills. In our view; this does require the involvement of an outside expert to facilitate and coach the process to gain
momentum.

Executive Team Strategic Leadership Formula

Alignment * Accountability =

f

. : - Sustainable Results
Commitment is the multiplier

Alignment: Linking of organizational goals with the employees' personal goals. Requires common understanding of pur-
poses and goals of the organization, and consistency between every objective and plan—right down to the incentive offers.

Accountability: Obligation of an individual, firm, or institution to account for its activities, accept responsibility for them,
and to disclose results in a transparent manner.

Commitment: the act of binding yourself (intellectually or emotionally) to the course of action agreed upon by the team.

A formal strategic leadership team process (such as Next Level Results employs) is egalitarian and neutral in aligning the
professional managers, sales and operations with the founder/CEO. Enlisting such a process puts the “elephant in the
room” (problems/obstacles) on the conference table for the team to deal with openly and honestly without blame.

Imagine...increasing productivity by 30%-300%? Covey says 500% is possible

This is a formal process that employs vision, mission, strategy, measurable objectives, and business building action plans
for each key functional area: CEO, Finance, Sales, Operations, Information Technology, Customer Service, Billing.  This
is a dynamic process that is revisited monthly by the team: with individual function updates, discussion of misalignments
and adjustments needed to stay on track, and celebration of the achievement of goals.

Any process is only as good as the commitment to stay on track with it. The process itself is basic and simple to imple-
ment. It is the degree of commitment; day in and day out; month in and month out that is the key. Without commitment
not much is probable. With commitment, almost anything is possible.

Benchmarking the present state

A first step is to benchmark the current level of alignment, accountability, and leadership before implementing the Team
Strategic Leadership process. In our practice the following are norms (on a 5 point scale) in assessing (with input from
the executive team) a company that is profit challenged:

Alignment: Accountability Leadership 3.3
Group Process 2.5 Work Management 3.4
Relationships 3.3

High performance teams score in the 4.5-5 range (Very Good to Excellent) in each area.
Group process (2.5 is in the poor range) is often the weak link which prevents the leader from having maximum impact as
well as the team developing synergistic relationships.
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Closing Remarks:

In our experience, leadership training or team building is ineffective in a crisis.
We know because years ago we did it. It is entertaining and a nice diversion.
However, at the end of the day it doesn’t move the needle.

The pressing problem is establishing leadership process that speeds up results rather than slows things
down. Implementing a formal executive team strategic leadership process (page 12) is highly recom-
mended.

The keys to success we have garnered from numerous engagements:

1. The founder/CEO champions and models the implementation of a formal executive team alignment/
accountability process.

Change the reward system to reward results and impose consequences for shortfalls.

Align and hold the team (as well as the founder/CEQ) accountable for measurable results.

Ask for and require 100% commitment to the Executive Team Plan from all stakeholders.
Celebrate small wins.

uhwWN

Leading a high performance team is one of the most challenging and rewarding experiences a person
can have. When it's all said and done; it's the people we remember...how we overcame challenges,
dealt with failure, and celebrated our successes.

Ellen Schulz MBA, is the founder and CEO of Next Level Results, Inc. since 1993. Next Level Results,
Inc. specializes in team alignment, scientific hiring and selection of winners, and breakthrough results.
Client list includes: Chase Manhattan, Hewlett Packard, Great West Life Healthcare, Eli Lilly, Texas
Instruments and many more . Bio on page 13

An executive briefing is available to present and facilitate an open, authen-
tic discussion of the issues and ideas presented here with no further obliga-
tion. eschulz@nextlevelresults.com to schedule

The background for this paper comes from 30 years of observation and in the trenches experience.
We are sure that we are missing some crucial pieces that would help shed more light on things.

As far as we have been able to observe:
the dynamics of challenged organizations follow a surprisingly predictable sequence of events.

We have found that most people are genuine in trying to bring their very best to their work.

They may be in the wrong job, or using a strategy that doesn’t work; not recognizing a different envi-
ronment. There are no evil people. Good people can appear to be evil people in a portion of the Cor-
porate Life Cycle where they are out of step;. Ex. Entrepreneur in a Bureaucracy or a Manager in a
Courtship Company.

Attached on page 14 is a sample of references which have served as validation and illumination for
what we have encountered and learned over the years.
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WO 'SHNSIY|IAITIXON'MMM  HE0L /88 SOS  WOI'S}NSIY[ONTIXINDOJUI

80IAI8G Jawo)sn) suopesado ssjes

s}INSay |9AdT IXaN = A}IjIqejuno29y , Juswubijy
"OWap 8UIjUO 10} Sh 10BIU0D

s|jeob Auedwoo g |eyusw
-uedap paubije Buinsiyoe uo
s82Jnosal pue 9|doad snoo{ e
siape9|
aouewuopad ybiy dojarag e

sue|d ssauisng ajepdn

pue ajeolunwwod ‘uswaidw| e BAIIN09X]

SUOISIAIP pue 030
sjuswedap usamiaq uol

-eolUNWWOD Jobuolis dojoreq e

"oU| ‘auluQ eoLBWY ‘Iabeuepy

syjoid pue senusAsl esealou] e [elauas) pue JuapIsald 89IA ‘aippad breid

%00¢€

-0¢ AuAnonpoud ojeis[eody e Qjuo li1noaxs
SI03SeAU| uo juads mou si Buiuueld uo juads Ajsnoinaid
$i030811Q J0 pieog awiL juawubife pue mairal 1oy Apeal sueld
"Juswa|dwi 0} }sey pue ®abed auQ J1ay) pey wea) ainus Aw Jare|
aidwis si jey) yoeosdde ybnouy) sAep om ] "Jelp pljos e pey | awi Loys e uj
-)ea.q B YIM Wea) Jnok wliojsuel] “ow 11 palsem oN ‘ue|d o1 Aem mMau 8yl S SIylLuy

‘awl A19A8 ‘awiny p10dal Ul S} nsal a|geinsesin
Inauaidanug

laumQ ssauisng oU| ‘s}insay
aANJ9X3 Joluas

030 .
13A37 [ LX3N s suo

;a1 JoJ s)nsay Areuipioenx3 1 wadaeH DO T

Page 12



Ellen Schulz

Denver Colorado
303 887 1034
eschulz@nextlevelresults.com

Executive Leader with focus on accelerating business performance.

Skills Strategic planning and implementation Professional Speaker
Leadership/Change Management Executive Coach
Team Acceleration ™ Professional Facilitator
Benchmarking Competencies Project Management
Profiles and Assessments-Hiring Performers  Technically proficient
Sales Politically adept
Work History

President of Next Level Results, Inc., Organizational Performance Consulting, 1993-present
Performance Consulting with Hewlett Packard, Hyatt Hotels, Texas Instruments, American

Presidentés Line, Navidec, Inc., MWH, Caterpillar
Executive CoachforC-l evel , VP&ds, Director spreaemtd hi gh potenti a
Professional Speaker-s poken at hundreds of ass@eseatTimeons, Kki ckoc

Warner, Intrado, Comcast, University of Colorado, Encore, U.S. Dept of Education, Women
in Technology International, Denver Chamber and many more.
Created Team Acceleration ™ process proven to accelerate team performance by 1-2 years.

Devel oped and wrote AGI obal Customer Service Sal es¢
Independent Change Management Facilitator with Pritchett & Associates 1993-1996 Engage-
ments included: Chase Manhattan, EIl i Lily, Abbott

Atlantic, ATT, and many more. Developed three of the top ten accounts for the firm which,
by their request, were exclusive.

Branch Systems Manager-Sales, AT&T 1977-1993
Technical Executive for National and Major Accounts $50 million in annual billing, consistent
President s Club member recognized for Sales Achi
Class nationally for Competitive Strategy and Execution.
Administered $5.4 million budget-Executive Staff. Identified fraudulent reimbursement practices
that resulted in saving $500K.
Led in real time: downsizing, reengineering, rapid growth, in the midst of technological revolu-

Education

1991 Executive MBA, Colorado State University, graduated at the top of my class
1976 B.A. in Psychology and Greek, Texas Tech University

Professional Organizations

Certified Professional Behavioral and Values Analyst

Certified TriMetrix Analyst (Motivators/Behavioral/Competencies)

Chairmands Cl u2004Megatit eRecognikdd as global SME for benchmarking/selection
Colorado Speakerds Association

President of Colorado Women in Technology International (WITI) 2000

Rocky Mountain Human Resources Planning Society

Denver Chamber of Commerce- Gold
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