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More entrepreneurs are embracing a
simple metric that measures referrals—
and helps boost profits.
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IS THE NUMBER FOR Back in 2006, Quickparts’ number was 48,
Guickparts. It appears in - which is none too shabby. But here’s the lif-
the annual report, gets dis- ference between 48 and 63, according to co-
cussed at meetings, and lest founder Ronald Hollis: & 25% increase in cos-
any emplovee forget, 63 periodi-  womer referrals, That helped drive record profits

cally flashes on the flat screens that appear in 2007 on 523 million of revenues, up from
throughout the Atlanta headquarters of this ~ $17.5 million in 2006, This year Quickparts is
fast-growing maker of custom parts for clients aiming for 65, “We want to just keep driving the
such as Intel and Whirlpool number up,” suys Hollis, 41.
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What exactly is this magical metric? It's called a Net Pro-
moter Score, nnd essentially it measures enstomer satisfaction
and referrals. The score represents the proportion of custom:-
ers who are promoters—those so delighted that they praise a
product or service to all within earshot—minos the detractors,
Pusting the score to emplovees, and encouraging them to boost
it, can help a business owner fiocus her staff on customer ser-
vice, And inquiring into the sources of customer enthusiasm
and anger can help the owner and her staffidentify and bolster
their strengths, while addressing their shortoomings. Hollis,
fior example, learned from his NPS follow-up thal customers
seeking price quotes online wanted more customized quotes,

which he now provides.
NPS has been adopted and praised by large corporations such
as Allianz Group, Pitney Bowes, and Intuit. Dan Henson, the
newly appointed CEQ of GE Capital Solations, deseribes NPSas
“one of the most powerful tools we've ever emploved at GE.” Now,
facing a weak economy and intensificd competition from larger
companies, many entrepreneirs are smartly tpping in.
*NPS is really taking off with small businesses,”
says John Jantsch, who writes a popubar blog
called Duct Tape Marketing. *T can't tefl you
how miany e-mails I'm getting from NP3
adopters or those looking to get started.”
Devotees—inclnding the owner of o
chain of Texas tanning salons, a Codo-

“It's a single
number that can
o up or down

bentlessly up. That is achieved by asking a couple
of additional questions, beginning with: May 1
follow p with vou at a later date? The permission
clnuse is p key to NP8, according to Reichheld. The
goal s to get constructive eriticism from willing
customers, You then contact those who agree to
talk nnd ask one final question: Why did vou give
us this rating? Some of the most useful feedback
comes from detractors. The idea: Unhappy cus-
romers will give you an earful, perhaps revenling
some serons shortoomings of vour business. Core
what atls this tough crowd amd convert detractors
into promoters, and up climbs vour NPS. But some
companies also seek feedback from passives (the
=5 umd &%, who can take vou .. or leave youw) and
promoters (the 45 and 10, who love vou almest
as mach as vour mother does).
According to Relehheld, the average ULS, com-
pany has an NPS of about 15. This varies
b industry, with some, such as the
makers of consumer packaged
genkls (soone 24), faring pretty
weell, while others, like tefe-
com/eable (-4), are real
dhoggy. No matter what the
industry, each tends to

rado franchiser of memorys improye- have same companes with
ment centers, and the head of & Dela- 'Hl]el'llllllg on Wlll' NPS scores well ahove 15,
ware answering service and call center “"teracun“s mth Asan ruh:.:;ﬂm::, score
~ laud NP8 forits simplicity, contribution mﬁ ahave 50 and you're a star.
to revenue growth, and ability to identify . Not evervone, however,

exacthy what is exciting customars or cXas-

perating them. To be sure, some detractors

say that NPS is simple to a fault, and we will hear
miore from them in a moment, Bul first, lets examine
what NP8 is and how it works.

NPS is the brainchild of Fred Reichheld, a partner at the
Boston consulting firm Bain & Co. and a pioneer in the study
of customer lovalty, He spent a decade searching for a smple
way to measure those customers so gaga about a product or
serviee that they Il praise it to anyone who will listen. According
to Bain's research, » company’s promoters are responsible for

Flrs or mone of new customer reformls, making
- this group i hey to revenoe growth.

. Here's how MPS is implemented. First,
sk youir custamerss 1o eate you on a scale of
- 0 tor 10 based on the question, How likely
is it that vou would recommend this com-
pany to a friend or colleague? Then sort
the responses into three groups: promot-
ers (9's and 10'%), passives (7' and 8'%), and
detractors (0's through 6L The percentage of
prommlers minus the percentage of dotractors equals yoor seore.
Acompany with 75% promoters and 15% detractors, for example,
wotld have an WPS of 60,

What do yon dowith this nomber? Drive it up, of course, Re-

Extreme
1.;||__-_:1‘|il_'.'i'.
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helieves in the predictive
power of Reichhelds numbers,
His detractors contend that the
metric’s simplicity is, well, simplistic.
One such naysayer, Claes Fornell, a marketing
professor ot the University of Michigan's busi- §
tieas school, did a comparison of NPS and the ©
American Customor Satisfaction Index, a highly = II
regarded survey that he developed using multiphe
warinbles. Fornell's finding: The ACSI has a mar- H
gin of error of +/-3.3%, while NP5 has a margin
of error of +/-10%, meaning that an improvement of five points
inn your NPS, to 55, could in reality be no improvement at all.
“It's pretty clear that the person who put this together has no
statistical background,” he swvs dismissively.

For his part, Reichheld contends that he simply tousched a
merve when he ereated o demystified metric that put all the
complex-modeling guys on notice, threatening their livelihoods.
But guess what? Reichheld also quietly gives ground on that is-
sue of statistical accuracy, In The Ultimate @uestion, his 2006
book on NPS, he claimed that a 12-point increase in the metric
leads, on average, to a doubling of a company’s rute of revenue
growth. Reichheld and his colleagues at Bain have backed off
that claim, now saying only that increases in NPS can lead to
inerenses in revenue: There's no denying there are valid ques-
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tioms about NPS's statistical accuracy. Equally undeniabbe: NPS

has the foree of a revolutin, and mnny basinesses swear b il
[ research this story, FSH spobon with moee than 20 small busi-
pesses, nnal mone regretted .!.lll'."l"tﬂ!'p: the metrie. What follows
nre prafiles of three business owners, all enthusiastic converts

b NPS bt cach citing different benehits

LEARN WHAT THE CLIENT REALLY WANTS

P T ARTL. 40 I8 CEOOF FLANET TAN, WHICH OPERATES
ind Dallas. The company is |'-fr-:ir.\h1|.". hies

gava, and has roughly $10 millicn in ool revene

13 sLo
Hartl began using NP3 in November 2007, hoping to better

adidress u challenge that he has faced since founding the busi-

GLOWING SERVICE Planat Tan
CEOQ Tony Hartl (left) and managor
Daven Byers used client feedback 1o
improve their spa and their sales

pess L venrs ago, ~The snocess of Lanmning
zaloms is heavily based on the custommer
experience.” explains Hartl “That's re-
ally the differentiator.” Think about it
Would a customer ever chisose one salon
aver gl hEr bescwode ol nses |'I.II'1i|:'I.||:|:
hennd of tanning bed? Mo one carcs. But
finading that service edge can be elisive,
Tanning salons tend 1o be staffed by wet
behind-t he-ears enpbovees who aren't al-
ways polished at customer  relations. High
emploves turnover, endermic in this indus-
try, adds to the problem. In the past Hartl
triedl Lo gauge custome  satisfaction wsng
alengthy c-mail survey, It requined roughly
kT4 |1:||_|||.|1-|'-11||.'v|'\-|'||||'||l."rl.‘:ll'll| feaioned soch
queestioms as: How mch arevou willing to
gy for a membership? What radio station
cho o listen to? Hart] sneaked in e b
tons, hoping to learn whers to advertise
po reach his target markel. The response
rate wis a paltry 3%, yet his stafl was over-
whielmed by Uhe feedback. “AN this raw data
created paralysis” savs Hartl, "People were
eeft woicbering, Flaw elewes thiis ..'||_I-FI|.'- i Ca=
LEHmEers H LI .1:- r

He has since discontinued the offend-
ing survey in favor of NPS. Launching the
INTW SVELDIT WS LS, for saye. I raiivingg bor
liis stadl consisted of a hal-hour Power-
Foint presentation, developed in=hogse

There wins o newed boretain Bam. Suare,
the consultancy has a thriving NS prae-
thoe, Serving i b= e ||:||1"‘-. needs ol la e eli-
ents like GE. But the average entneprenens
can kearn everything necessary U lasneh
8PS Ty tnlking to peers, going toaconier-
ence, nr simply reading The UTtimate Question, as Hart] eicl.

I st Eall Manet Than e-mahsd that I1||1;.:|l|'1:|| st iinn { Hioiw likedy
{5 it that vou would recommiend this company to a friend or cods
league?) to 11,605 of its customers. The response rate was 1%,
[he varions rankings, (rom O (o 10, were tallied, and the com-
pany arrived at its NPS soore: 66. “Everyone just got it Heresa
strgle number thad can go up or down, depending on intemetions
with customers,” says Down Byers, 32, a Planet Tan executive
who worked closely with Hartl to inbrodives the et

Mext step: T cormpsry dirvvied uap the detractors among
the managers at ks various locations, But implementing NPS
required some effort. Sometimes it took Planet Tan managers
thires or four phone calls to reach a deteactor. “For srmunl] busi-

nesses with limited resourees, golng after all this data ean it
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tfime-consuming,” savs Vikas Mittal, a marketing professor at
Rice University's business school who specializes in customer-
H;I,I_I.I.I‘.|LI_"| 1N ESELNES.

“Sure, it takes some time,” allows Byers. “But the benefits so
ourtwedgh the time spent.” The feedback proved illuminating,
shie says. For example, Planct Tan received complaints about the
wary its fiee is structured. The compamy seils its customers eredits,
rodermable fortanning=bed time, Some sabd i was confusig. ot
unlike being on a cruise ship where you
never know how much anything eosts
in actual dollars. As a consequence,
Planet Tan now offiers a simple monthly
membeErship

Survey detractors ilso said they were
bi=ss than anthmlled by the experience
of leaving a PFlanet Tan snlon. Sure, the
sitnffwas all emiles and chitchat when
customers arrived. But following the
tanning sessions, those same custom-
ers felt hocky to get a goodbye. The staff

Appletree conducted its first NP8 survey in 2006 and scored a
26, n mediocre mark for is industry. Ratlifl, 37, took the result as
a wake-up eall. To push the score higher and to get a better read
o customers, he has taken a particulardy rigorous approach to
NPS, Each quarter, Appletree surveys its 5,600 customers and
grts a conststent response rate of arcund 20%. Appletree doesnt
focus solely on detractors as some companies do, and finds that
there's also muach to be learned from the other groups, Each dee-

HIGH STAKES LearningRx founder Ken Gibson, whose tutors help kids
improve thelr memories, ties compensation 1o customer satisfaction

was todally focused on new arrivals,

That consistent beel led Hartl to
introdinee & mew policy he berms ™ post-
tan affirmation.” As someone exts, cm-
plovees are now required to sy things
sich a5 “You pot some good color loday™
or “Can | offer you fdsturizer?”

During the first months of 2008
same-store sabes have risen more than
15% your |!lll'l'}l'-'l]',.“'l'lll"lhll,!.', o Hartl.
This, inatough coonomy, Heatinbabes
the resulis partly to varions moves
matdde in TespHEnSe Lo the NPS data.
Planet Tan will be doing another NPS
survey this summer. Ha rtl i= hoping
st 0.

PREVENT
SILENT ATTRITION

URING AN AVERLAGE 24 HDURS,

Appletree ABSWering Services

tmkes 0,000 phone calls, The
commpany (2007 revenue: 512 million),
based in Wilmington, Del., operates 12
eall centers, a bland appellation for a
fiercely sompetitive business. Appbe-
tree's customers inclode doctors and
lnwyers, for whom it provides messag-
ing services, and companies such as
Stemens, for whibch it provides aifter-
hours help-line support. “Our custbom-
ers depend on our services every single
doy,” says CED John BathiE “That puts
us on a hvper track for good and bad
|"1!:-|':Ij|.'l1|."'|.".- :
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WAYS TO WIN
CUSTOMER

partment within Appletree s charged with
following up with different sets of custom- b,
ers. For example, the call center manag-
ers contact the passives. “This is our sweet
spol,” says Ratliff, “The 7's and &% are the -
silent-pttrition group. Something is likely
ngring at them, but they're carmently just
eatisfied enouggh not to complain. One day
we'll book up, and they 1l be gone.”

Feedback from that group has vielded
some el insights, For example, cus-
tomers consistently expressed annoy-
ance that it took several calls to resolve
a billing issue. That surprised Ratliff.
He had thotght about Appletree mostly
in terms of its core servies: answering
phones. Here was something ancillary to
that core service=the billing process—
bast it was irritating customers. Ratlifl of re
responded by giving Appletroe’s service shols
pepe more latitude to solve simple billing
isswirs, such ns the ability to waie certain
O er-grnerated late fees.

Meanwhile, the company’s most enthu-
sinstic customers are handled by the sales
department, That's right. Sales gets to
make all the fun calls. But there's a prae-
tieal reason for it “It helps fire up the sales
force,” savs Rathiff. “1t reminds them what
customers Hke about us”

The feedback alsa belps the sales beam
tailor its pitches. Appletree’s best custon-
ers, for example, particulary lked the way the company treated
them when they first signed up for the service. An Gcoount
manager abwnys contacts new customers (o goover ophions
for handling each eall. For o doetor, the service rep
miigght suggest that the phone operator inguine
whiether the call is an emergence: Mow when
Appletres salespeaple try to land s new
necount, they emphasize the customer
Swpeleome experichce,”

The 1's sre reserved o Ratliff, A
pletree’s intrepid leader. He dismisses
the feedback of cranks and loonbkes. But
often, he savs, people wha've mted Ap-
pletree the lowest soore have legitimate
gripes. “You temdd to hear the same things
overand over agaln, albeit Ejlll‘lb'.lm] with
colorful lenguage,” says Ratliff Yoo canof-
ten kearm more in a customer call than froman
entire focus group.” One steamed custoamer com-
plained that when Appletree takes a phone message, too
mmch time elapses ( generally several minutes) bisfore an e-rradl
potifbeatbon is sent out. That was an eacy fis, sovd Ratliff Apgde.
b v of Ters an instant-motification oplion (o costomes.

.|’|.|1||:||r"ln'r gets feedhack from a variety of pustomers. So how
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Tutors
who achieve
a score of 90

or better get a

bonus equa

20% of their
base pay.
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Aaron Day, 32, lounder of Tan
gerng Wellness, has turmed one
iz happy customars, Rock
Acromatic Products of Loves
Park, I, imto & reliabla rammak
Tongering, b in Boston, of
DrocIrmIma 1o i
g In

urs have long
L:-'.Il

= and some
il Oon [ require

de testimomals aboul s
at varous conferences
agn Tangernne has signed
as of cust s In 26
EAMLIOS . and Hockiar
WmtaSia Stud

wbrout 10% of thoss d

sncls her days
i for people whio

i eSS

% B VN Diay. Rock

ford executneg Jim KNUTSOM iS5 jUst

. She follows up

does the company keep track of it all? 1t maintains a database
with brief summnries of each of those interactions. Typeina
senrch term such as”hilling problem” and find oot bow many
complaints were registered and when,
For the latest survey, Appletrec’s MPS rose Lo 56,
evidently the result of responding to customers.
But the clewrest sign of progress: Customes
referrals were up nboot 200% in 2007 va
2006, and profits climbed as well, sccord-
img fo RathilT.

LINK PAY TO
CUSTOMER DELIGHT

W 00D CUSTOMER SERVICE 12 A KEY
(

o, loa healthy enterprise; on that,
A every business 0wner can agree,

Bt custdmer seryice also tends to be relegated

to the scuidshy’ hin, along with personnel develop-

ment. When it comes to doling out cold cash, companies
generally favor tving rewards to measurable targets such as
prisdits. Because WPS assigns ahard number to customer ser-
wioe stime companies have found that they can tie this metric to
compensation, The results have been impressive. Ken Gihaomn,

ual to
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Howpo \
You Track Client

3. is founder of LearningRx, a Colorado Springs company  tors and their students, which include
that helps clients improve their memory and concentration.  Kids with learning disabilities and pa-
LearningRx has 66 franchises in 24 states, a steep climb from  tients with Alrheimer's, among others.
just 15 in 2004, According to Gibson, the firm is profitable, with ' When Gibson first heard about NFS,
revenues of $30 million in 2007 a light bulb went off. Rather than tying
LearningHx is intensely customer focused. The key toits  bonuses to student test results, as he had in

business is building suceessful relationships between the tu-  the past, be coubd tie them directly to customer satisfaction. In
2006, Gibson introduced NPS as what he
calls a “reward and shame system.”

HUW INTU IT |1} :f” "L‘II h-'ﬂr:-nl.'_-r'_':'-lf-f"_1__:rl "'._F' f__':""'-l'.'_' Here's the drill. While LearningRax tracks

NPS on a companywide basis, it also figures
BGBSTS SAI.ESI The cop ROl NPS for individual tutors. The scores then
now St - determine the size of each worker's bonus.

OFTWARE GIANT IN fit that was repaes B0 i Tutors who sclibeve a seore of 90 or betier

s ambraced Net  NPS survays. "Often | find that receive bonuses equal to 20% their base

- scribing pav; those scoring 70 to 89 get as much as

10%. Below 70, they get nada. The system
3 * 0 seems to be working. Since it started track-
The Mountain View if., ing NFS, LearningRx has seen its
niimber improve from 70 to 72,
Given that money is at stake,
vou might wonder what prevents
tutors from trying to influence
what their pupils say abouot
them. To head off this passibil-
ity, Giihson has made it clear that
anvone canght gaming the sys-
g tem will be fired immediately.
head af tha oL 1Y it Tust lo be sure. he's added a
: : : question to the follow-up inter-
views, which are conducted by
the franchise managers: Were

"Sf E-‘{.‘Hmi

gy Meine I'.'-|11|1

pany, bes |I-| oW |'1'

Foundear

o ok - y you in any way led or encour-
- Wy aged to give o higher rating?

ORGANIZE CUSTOMERS" FEEDBALIK At vt it the “shate”

Calculating an NPS score is sim part of Gibson's system? Well,

ple. The hard part is making the y : it's alao possible to caleulate the

o NPS for ench of LearningRx's

o ; 'r||.:| undars q|r||1 sble. - EMBRACE YOUR DETRACTORS. ivis franchise locations. For the anmual con-

TLHE USES A SEATT ab " Irtuit b srealed online forums vention thissummer, the franchise owners

IS my L : Jul e s tware designers float will wenr nametags that feature their NPS
a simple spreadsheet c: P deas, I|H|.1 ng o get 1rr'|t1.||.l-. score. Just imagine:

Paul ... 78 ... So very mice to meet you!

responses. "l tell empl s not  ers. It routinely ima S DL ‘t’f:_lh,hi. .

to focus on the score,” . to join thosa for y The NPS metric may not be appropriate
"Focus on wha ) 8 Ara i . : for every small business, If vou have only a
= , handful of customers and know them well,
there’s no need to set up a new system. But
for business owners who want to keep in
closer towch with their customers, this met-
ric can provide valuable feedback that vou
can use to turn an unhappy client into one
who will sing vour praises. 8]

vou identify patterns in customer  from the company's best custom

YLl CAM Mako in 54 0 A and

prove thie score, For tf A For compar

ing those commeants is crbcal.” tain onling customar forum
| exchange can sutfice

USE PROMOTERS FOR MARKETING

To e fredback, please go (o onnmomney.
i/ arnllbaslness oF orife fooes of
fab minill@timoino.oom.
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