How to Tap the Explosive Potential of the 80/20 Rule

A Specia Report by Perry S. Marshdl

To mog people, the 80/20 Rule is not much more than a busness buzzword, and
maybe handy rule of thumb for setting priorities.

(If they knowwhat itisat all.)

ButE those who undestand its depth Dand live by it D possess a secret weapon of
immense power. When you undestand it theway | do, you have the power to completely
transform your busness and your persond effectiveness at every level. Youwill
multiply the value of your time, free up important resources, and make more money than
you ever have before.

| knowE. 1Qve experienced it myself. The 80/20 rule empowers every busness
decision | make, and more importantly, e made new and totally uniquediscoveries
about80/20 tha make it even more powerful.

Thisreport is the beginning of your journey to getting more donewith less effort
than you ever knew possible.
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The “Laziest” Summer of My Life...
(Laura still can’t believe I got away with it.)
Jud last week | was having a convesation with my wife Laura abouthow | spent the summer of

2007. Shesays, Or ou hardly did any work at all for three monthsand themoney just kept showing up
in the bank account

Q can®bdieve you gotaway with tha.O

Shewasright | spenttendaysin India, aweek of summer camp with Marcus another week at
summer camp with my God-daughter Drea, atrip to visit in-laws in Nebraska, two weeks family
vacation onthe East CoastE

Not abad summer vacation. More time than mog people take off.

But tha@ jug thetip of theiceberg. Mog of therest of the summer | handled a bund of persond
and family matters, stuff having nathing whasoever to dowith biz, that had been neglected way too

long.

Mog days | did work, | only worked for an houror two and therest of thetime | focused ona
totally different set of priorities.

Our multi-million dollar biz kept hunming alongjud fine, no problem.
L aura says to me, GHow did you get away with tha?0

Q knew thevery mog important things| needed to do and | showed up for them. And| ddegated
therest.O

Shekind of shékes her head in disbdief.

Sheadso knows: Right now Qe gotthe pedd to the metal, applying my talentsto avery small set
of highly produdive projects, and in the next few months she expects to see more huge results fromthat
effort. (Youwill too, and this project is oneof them. Hey, it@timefor Mr. Perry Marshdl to crank out
some new, interesting, innovaive produds and programs. Y ou agree?)

Why and howwas | able to do al this? More produdivity, more incone, lesstime, less effort b
howis thisfeagble?

It’s because I run my business according to the 80/20 principle. |1Q&efoundpoints of huge
leverage

You can too. You can accomplish and earn far more, with far less effort, than most people ever
bdieve posible. Here@thestory of my discoveryE
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“Epiphany at Buzz Café’

In the spring of 2003, my friend Ken McCarty reconmerded Richard KochOs$ook The 80/20 Principle
and | orderedacopy. Took it to my favorite coffee hangout, Buzz CafZand startedreadng.

IGknown about the 80/20 rule for along timeand in fact ata previous job | had compiledalist of
customersand rarkedthem from top to bottom and provedto myself, yes it appliesto us and our business too.
Yes 80% of our business came from 20% of our customers The other 20% of our business came from 80% of
our customers. | figured| undergood it well enough.

But | wassitting thereat Buzz, read ng this book, and I got to page 14 and sudderly my brain cauht on
fire. In amomert, it hit me, the erormous depth of it. The nealy infinite layersand dimersions of it. (1Gn not
exaggeraing when| say Onfinite Oeither. In fact, that@ the missing puzzle piece asyou shall see..) Thatwithin
this seemingly simple principle liesnot merely the powerto make incremertal improvemerts, but grand,
sweepng quantum leaps. | saw how it appliedto things that| wasdoing right at this very momert.

Pants of huge, powerful leverage. Wheretiny efforts would produce huge reaults.

Dang, | hadto go home and try this for myself.

I jumped up out of my seat paid for my coffee and drove home. Hours later, my wife finds me sitting on
the living room fl oor with a calculator and papersscatteredall around me and my headin alather.

“Perry, what happened to YOU?”

Oljust discoveredthe key to life, the universe and everything.O

| wasjokingE but only alittle.

My consulting and publishing business wasvery small atthat point Bjust a few hundredthousand dollarsa
yearof sales enough for acomfortabe living for me and my family Bbut looking at my numbersl could
sudderly seethe 80/20 rule operating atevery level of thatbusiness. The visitors on my wetsite, the opt-ins, the
phone calls, the sales the upsells. Which pagesof my site werepopular and which oneswerenOt It waslike an

X-Raymachine.

| saw immed ate opportunitiesfor increasng my profits. Holesin my product line. Packets of potertial
salesand profitahlity that were wide openand gaping, waiting to be filled

| saw opportunitiesfor changing the way | spent my time. | saw my talents and natural ahilitiesdifferertly.

There wereimmedate implications for my employees what | gave them to do and what | expected of them.

I immedately wrote up aspecial report for my bigged client and talkedto them about how we neededto
aply it to their business. If youOe never realy studied the 80/20 principle, the report | wrote them is agreat
introduction to the 80/20 rule.

Wama seethat report? Hereitis:
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To: B&B Management

From: Perry Marshall
Date: March 9, 2003
Re: A smashing epiphany

Someone once defined a breakthrough as the sudden cessation of stupidity.
Gentlemen, | just had a breakthrough on Saturday.

Ken McCarthy urged me to buy a book by Richard Koch called The 80/20 Principle: The Secret
to Success by Achieving More With Less. Of course | bought it.

Yesterday | sat down and started reading it. By the time | got to page 14, my brain was on fire.
Four hours later my wife came home and found me sitting in the living room with a programmable
calculator and pages trigonometry calculations, charts, graphs and numbers. A massive brainstorm
was underway.

This book is about the familiar 80/20 or ORretoQprinciple B which of course weOg all discussed
together from time to time. But IOdhever thoroughly considered what happens when you stack multiple
80/20 factors on top of each other. When you apply 80/20 multiple times to multi-step marketing, the
implications are staggering. What IOmabout to show you lines up perfectly with the conversation we
had at the trade show last week, and it intensely clarifies what we need to focus on in the next three
months.

LetOdegin with the action items we discussed D all of them are the correct actions to take, by
the way B and work backwards to the 80/20 stuff. Pease read all of this, I certain that it will
accelerate B&BOgrowth this year.

Action Items from Last Week

¥ WeGe going to drop a whole lot more catalogs within the next two weeks. Since it works, we
shouldnOto something instead else until itOsknown to work better.

¥ The next time we print the catalog, weQe going to improve the cover (especially the back)
and weCe going to offer information widgets in keyed inserts so we know which mailing lists
are working.

¥ WeGe going to focus very heavily on growing and catering to our in-house list of technical
decision makers.

¥ WeGe going to mail more postcards to our in-house prospect list.

¥ Mike and | are working furiously to enhance the website and communicate with more and
more prospects via email on a consistent, frequent basis.

Agreed?
Onward to the 80/20 stuff.

80/20 is far more than just a handy rule of thumb. It is a very useful, elegantly simple
expression of the fact that nearly all things and populations exhibit tremendous amounts of eccentricity
and inequality b and that we as human beings mostly fail to recognize this. In general:
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80% of the sales come from 20% of the customers

80% of the profits come from 20% of the products

80% of the problems come from 20% of the customers

80% of the crimes are committed by 20% of the criminals

80% of your productivity occurs during 20% of your time

20% of your customers at any level have the potential to spend five times as much
money as they are right now

KK K K KK

EA nd so on. We all know this. But the real gains come from a) cascading multiple 80/20
relationships together, and b) applying the successive gains to multi-step marketing. It will literally
make marketing generate 4X to 16X to 64X as much results.

LetOsapply this to B&B. Right now, every customer and prospect is essentially treated the same
in mailings. We rent the same blind mailing lists over and over again and we never find out which 20%
of those lists is actually worth mailing to. What this means is:

¥ 80% of the catalogs we print only influence 20% of our sales
¥ 80% of the mailing lists we rent only produce 20% of the results

And because all existing customers are being treated the same, this also means that

¥ The 20% of customers who could be upsold and/or would buy much more often are
being treated the same as the 80% who canOand wonQt

So letOgalk about the benefits of adding some marketing intelligence.

If you identify the 20% of any given audience which is likely to respond to an offer, you
can stop wasting money on the 80% and market to the superior 20% five times harder.

1Oe already said this. But the shocker is now much exponentially better it gets in multi-step
marketing. Every Ooncentric circleOyou define within your customer base introduces an additional
80/20 rule that you can further leverage. | have drawn this on the following page.

The example you see here is very simple: It shows a universe of 10,000 customers who spend
an average of $1.00 each, and divides them into five layers. Roughly equal amounts of revenue come
from each of the five layers, but the profit margins are vastly different. ThatOdecause between the
bottom majority and the top minority, the customer value differs by a factor of 4* or 256, even though
the marketing cost is the same for each group.

This example applies equally well even if the bottom two layers havenObought anything yet D even

if theyOe only exhibited (by responsive behavior) different stages of interest:

©2008. All rights
reserved

A Perry Marshall Special Report Page5

N



TEN TioUSAND PEOPLE  SPEND AN AVERGE OF

T 1.00 EACH
A NIVID JWLUSTATON OF THE Sozo RULE /N JULTI-S7EP
MARK ETING
RAP A — > | PEOPLE  SPEND $92eq
ot® —7 51 CY PEAMNE StEn>  E25eq
(;c/ e nel S 20 PeorLE SPEND B 517 pq

IGO0 fEoRLE seens F1.4Y eq
320\

y \\8000 PEOALE SPenND £.36
éo

/ \ leec

4o

Lﬂ__\ﬁ_’___J 20% can
BE UPSolL)

SOY% CAN'T BE UPsoly  TO THE NeXT
HiGHER GROUP

NoTeS.

/—

() LETs Assumé (T CosTS_ B1,00 TO ACQUIRE EACH CySTOMER . ThE
FReT TiME oVT, Yol BREAK eVEN, RO ok EACH GRoUP s

A=92i| B=23 C=58 D= tH4iL E= 03¢

AIN YU CAN
£ (T cosT $1 70 UPSELL, THEN 6>NCr'S AG 0 and Tonore D ans £,
ARE il on A, 2301 ON B, syl on 2 bort o)
" THAT CASE  You Wil INVEST #4000 ano GET BACK 74098 (Lo:
IN

T MARGINS, THE BENEET 0F

T IN NET ¢RO ' A v
@ Nﬁigel%/\e— F?gigéﬂk/ﬂv 70 PIFFERENT GROUPS (S EUEN GREATER,
MA

% OF YouR CcusSTOMERS,
(4) 45h of YR proT 5 1 St of X

@ (s (LLUSTRATION APPLIES To ALL PEOPLE IN Youk SALES FUNNEL,
WHETHEL THEY HAVE BoUbHT FRom You R NOT ,
(&) Tris PROVES THAT IF You ONLY MA- ONCE, You LEAVE Q0% on THE TABLE

©2008. All rights

7//( A Perry Marshall Special Report ™™ paes



LetOssay we weOrayoing to spend fifty thousand dollars sending out catalogs, and letOsay it
costs $1 to send each one. We can mail once to 50,000 prospects. But if we can figure out the most
probable 20% of those prospects, based on their response to emails for example, then we can mail five
times to 10,000 prospects D and statistically we will sell 2.5 to 5 times as much product.

So what do we do with this?
The Action Plan
ItOdogical to divide B&BOsuniverse into five levels. They are:

E. The Unwashed Masses P website visitors who donOfind what theyGe looking for; people on
mailing lists who donOtespond

Prospects who have proactively contacted us and asked for information

Infrequent Buyers

Frequent Buyers

Large Buyers

>WO0

Based on last weekOsliscussion, | am in favor of Ghrowing money at the problemCright now,
because mailing catalogs blindly is known to work. But just as certainly as the sun rises in the morning,
B&B is losing millions of dollars in sales and a disproportionately larger percentage of profits by not
having its database segmented in this way.

So it is vitally important that we make whatever investments are necessary to 1) stratify the A,
B and C level customers, and 2) apply low-cost lead generation methods so that we have a targeted list
of OMlevel prospects. After that we can start spending less money mailing 800,000 catalogs a year to
OE@vel prospects.

#2 requires that the next catalog have a built-in response mechanism for technical decision
makers, i.e. offering white papers and related information. This is a must.

If we do this, we may spend as much as 2/3rds of the 2003 marketing budget during Q1 and Q2
(mailing out catalogs via brute force, mining our existing customer base for information, and doing lead
generation) but the 1/3 of the budget money that remains for Q3 and Q4 will have tremendous
leverage. | fully expect that the sales growth in the latter part of the year will easily justify raising that
budget, should a budget increase even be necessary.

Again, the list we came up with at the show is right on targetN we just need to be very clear
about the information weQe going to gather and how we can use it most effectively.

You guys on board with this? LetOsxecute ASAP.
Sincerely,

Perry S. Marshall
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And Then What Happened Next Was...

Over the next several months, we began making those changes Discovering the huge inequalitiesbetween
various mailing lists weOdeenrerting; eliminating the bad onesand rerting the good onesmore often. We
identified pockets of reponsive buyersand startedinvesting morein selling to them and giving themimproved
customerservice. We cut the cost of mailing catalogs and sent more to the more productive pegolein their
universe.

B& B wasalreads 22 yearsold, doing businessin a stagnart industry. Nevertheless, in the time since
2003 the company has nearly tripled its sales.

Marketing Sherpa awarded them (Bed Business-to-Business Direct Marketing Pragram of 20070with a
case study on how to comhbine searchwith Weh, Postal, Telemarketing and Email. At every stepof the way,
application of the 80/20 rule hasledthemto the next level of performarce. Inexpersive marketing mechansms
(like regponsesto emals) areusedto decide which customersto spend money on, i.e. serding expensive catalogs
and sophisticated mail packages

How the 80/20 Rule Works and How I Use It

LetDsay youOe got a team of tensalespeaple. The 80/20 rule says, the top two will gererate 80% of
your business and the other eight only gererate 20%. Whatthatreally mearsis, the top two areSIXTEEN
TIMES more effecive thanthe other eight. The effective group gets four timesasmuch done with one fourth the

pemle.

Not only that, timeyou spend making the super-performersmore productive is hyper-effective. (Most
salesmaragersdo the opposite and try to nurse the bad onesbackto heathE the 80/20 rule says thatOs mistake.
ButE it also indicates there areother things those peaple should be doing instead of sales and thereare even
implicit ways of idertifying those skills. But 1Gn getting aheadof myselfE)

_ Sothe80/20 rule ian)'aboyt 10% improvemerts, itOotertially about 1600% improvements and more.
It isnOtabout fi ne-tuning things, itOsbout making potentially very smal but fundamental shiftsin the structure of
your business and getting HUGE returns on your effort.

And itOshot just about 16X improvemerts. Because thereOstill atop 20% of the top 20% (4%) that
produces80% of the 80% (64%). So4% of your effort produces64% of your reaults.

ThenthereOarother top 20%. 0.8% of your effort produces52% of your reults.
And anothertop 20%. 0.2% of your effort produces40% of your reults.

1000:1 powersof leverage and more are not just possible, theyOe right under your nose, right this very
minute.

1% =50%
That’s Good Math.
V/ ( A Perry Marshall Special Report e Page8



That mearsif you double the effectiveness of the most important 1% of your business (i.e. changesto
atiny partof your marketing, advertising, customer serviceor operafons) your results go up 50%.

Whenyou know what 1% to focus your effort on, your business stays heathy with no waged moveson

your part. That’s why I was able to take the foot off the gas in the summer of *07 without seeing my
business slow down. [tOghe goldenkey to everything.

The 80/20 Rule Gets Even BETTER

The material IO already shown you in this report should alread/ be erough to inspire you to suddenly
seehuge opportunitiesin your business. Is thereatop 5% or top 1% of your customerswho would pay Gcost no
objectOpricesfor adeluxe experience that you could easily offer them? The answer is almost certainly OesO Is
therean experse in your business that could be slashed by 50, 60, 70% just by eliminating one or two problem
points?

Again, the arswer is almost certainly a resounding OyesO

ItOsot unusual for small business operations to make a weekof changesand seeprofitsincreas by 50-
60% almost overnight.

But thereDsnore.
Whatif the 80/20 rule could be applied asan exact science, rather thanjust a rule of thumb?

Whatif it could be usedto make predctions about markets, about businesses about problemsand pain
points and suppliers?

Whatif you could take atiny bit of information and plug it into aformulaband geta huge amount of
information out?

What if there were a “black box” that revealed you, based on a small amount of data, huge hidden
markets and veins of gold? What if you could predict, in advance, the texture of new discoveries before

you make them?

What if, in markets where everyone else is breaking even (from high advertising costs) you were
making 1.5:1, 2:1, 4:1 or more, on every click that comes to your site — even the expensive clicks?

ItOgpossible.

In fact IO developedan ertire technology around this, from scratch.

Because in 2003, when | wasbegnning to work with this, | hadanepiphary. The epiphary was The
80/20 ruleis not just a business rule of thum, itOs LAW OF NATURE. And itOsot just a line of separation, itOs
actuallyE

Ea calculus formula.

| wert into geek mode and my imag nation startedracing.
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| didnOwvart to re-invert the wheel so naturally | searchedhigh and low. ButE. | couldnOfind it. Oh,
sure, | found formulas thereOgll kinds of them. But | couldnOfind one that realy describedthis the way it
actually works.

Somewhereout therewasa new formula, awaiting discovery.

But | kept getting stuck. Overand over and over again, | would hit adeadend. But | knew the formula
hadto exist.

Then about a year and a half ago I cracked the code. | found the formula. (It GelickedOin the middle
of a Roundtalde meeting while | wasdoodling on a piece of paper. Dr. Glem Livingston waswatching me out of
the corner of hiseye. He probatly thought GDh, Pery@ doing calculus problemsjust to keephis mind sharp.O
NahE actially, | washot in the pursuit of something, evenwhile | washelping one of the memberssolve a
different business problem)

| started showing this tool to pecpleE business colleagues friends, even mathemaiciarsE nobody had
ever seenarything likeit.

| beganto play with it. It wasfasinating. And it wasalmost spooky to plug numbers from various
businessesinto my Obhack boxOand find thatit could make edimatesabout salesinto new markets and the
predctions wereaccurate to within 15%. Ferrari auomobilesE pricey egresso machinesat StarbucksE it
works on my business, it works on my cliertsGand Roundtable MembersCousinesesE it evenworks with things
that have nothing whatsoever to do with business.

It literaly appliesto maps and treesand craterson the moon. It isthatuniversal.
SohereOsvhatit doesfor you:

¥ You cango into anew market, buy some clicks, and teg one product at one price and the Black Box will
show you atleas threeother market segments that are ashig or bigger, accuately predcting how much
money isin those markets. Ripe, low-hanging fruit, waiting to be picked

¥ It showsyou Ofaind moneyQinside your own customer list. It will show you how much money theyQl
pay, how much theyQll pay, and how mary will ascend to the next level above that.

¥ It tellsyou if youOl make more money by offering a bargain-basement priced product. Maybe you will,
maybe you wonOBbut you canfind out aheadof time.

¥ You candetermine, in advarce, the cost of increagd market share. Going from zero to 1%, oftenthatOs
pretty eay, getting new customersis cheapatfirst. But it gets more diffi cult asyou expand outward
Going from 1% to 10%, hard. 10% to 20%, evenharder. How much harder? Now youQll know.

¥ YouQlbe abe to know things about your competitorsCbusinessesthat they carQeven seethemselves

¥ A product launch failsthe first timeoutE Is it the audienceor isit simply the offer that needs to change?
This enadesyou to tell the difference, fad.

¥ It influencesalmost everything you do in directmarketing. AdWords campaigns. Keyword lists.
Rerting mailing lists. Writing salescopy. It hassomething vital to say about the Obng copy vs. short
copyOdebate thatOeen going back ard forth for years (and the answer is unexpected). Teding ard
tracking bwhat to ted, whatto track. Whatyou cansafely ignore.

¥ YouQl know someting is Ogrod eroughOvs. knowing that substartial improvemert is possible. YouQl
segmert databasesand customer lists and lift the cream off the top every time. YouQlidertify under-
servedniches within niches Y ouQll recognize characteristics of certain markets that seem to have
bottomless, OceppocketsOand your new instincts will leadyou right to those markets.
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¥ Emai marketing becomesmore effective. You have new strategesto combat things asbadc asSpam
Filters The quartity and quality of communication your customers get from you exacly mathestheir
appetite Dasdoestheir spending. Y ou maximize every output and minimize evely input.

¥ Huge blocks of timeyou are now wading either become more productive, or are freedup for the things
youOdather do. Like take your kid to summercamp. Improve other areasof your life and your
relaionships. Take atrip around the world like | did in thefall of 2004, spend ho more than 30 minutesa
day working on your business, and come home with more money in the bark thanthe day you left. You
cando thattoo. 1tOghe 80/20 mindset, appliedto real life and real business problemsard real marketing
campigns.

IOe beensitting on this informaton for along time now, quietly using it to groom my own business.
Many timesin phone consultations, | use this to formulate a definitive answer to a quedion in secands or
minutesE  10e beenteacting bits ard piecesof it in private classesand seminars A handful of my friends are
using this tool to erhancetheir own businesses

Roundtakde members coaching students and those who cometo my 2-day, 4-manintersiveshave
probably gottenmore of it thananybody Bwhichis perhaps anhour of discussion. But thereis so much more that
canbe done with this, that IO never explained. A couple of days worth of hot, new, exciting matrial.

Think of how profoundly certain things have changed your business life: PayPerClick marketing DisnOt
it now kind of hardto imagine whatit waslike whenyou didnOhave the atility to post ads on a search engine
and begn watching for reailts eventhe sameday? Or maybe youOrdike me and whenyou learred how to use
salesleads or your website to gererate interes and suddenly you didnOhave to make cold calls anymoreE .
Remember how that trarsformedyour life?

Thisis every bit aspowerful asary of those things.

The 80/20 principle and the Black BoxOl just described to you are now such acore part of my thinking,
they shape almost every business decision | make atsomelevel. Becawse itO®nstalledin my brain.O It erades
meto get to the bottom of situationsin secands or minutes that would take most pegole months of expersive
experience.

| wart you to have thistoo. Installedin your brain. One of the filtersyou use to make fag, effective,
power decisions. Imag ne the strength you have, amtmmedwith these new layersof discernmert.

What To Do Next

| am plaming alive workshop in which | will transfer to you these same tools B both hands-on resources
and the mertal strategy behind them Bwhich truly enable you to turn 1% into 50%. To get so much more
accanplishedthanyou ever thought possible, to make more money in the business youOe in right now, to stand
strong against your competitors evenin tough ecaromic climates

To be the Alpha Warrior in your market who your rivals fear ard reecttE  because youOe succeedng for
rea®ns they do not underdand.

In this workshop weQlcover this topic from every angle. Becatse of what we cover in this workshop you
will literaly seethe world in a different way whenyou walk out the door. Thisisthat fundamertal.

If you have specific quegions or topicsof intere$ that you would like us to cover, email
apps@perrymarshall.com and your response will be considered in our planning. Evenif | camot regy to
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your requed individually, every commert will be takeninto consideraion. Of course the survey you took before
you readthis paperis also helping me shape the content for this evert.

Mearwhile, | wart you to re-readthis paper and begn to apply whatyou learnright now Btoday. Start
looking for those inequalitiesin your business, in your customerbase ard in your market B becatse those are

opportunitiesripe for the picking. One hour from now you canbegn making changesthat liberae you from
prisons you didnOevenreaizeyou could get out of.

Stay tuned and watch your email box for anamouncemernt about this amazing strategy and business tool.
And prepare to enjoy unprecedentedlevels of freecdom ard effectiveress in the work that you do.

To Your Succes,

Perry Marshall

"Give me a lever long enough and a fulcrum on which to place it, and | shall
move the world."

-Archimedes
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