EASING GROWING PAINS:
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Moving from start-up to
established company is not
an easy transition. Finding
the right leaders typically
requires moving beyond
the start-up comfort zone.
Two principles can help.

For technology companies, moving from
having a customer base of early adopters to
having a technology that’s used by a majority
represents a critical leap toward success.’
Most fast-growing companies face a related,
and equally critical, leap from having an
early, close-knit founding leadership team,
often led by a visionary CEO, to needing a
leadership team with functional expertise
and the ability to manage scale while still
meeting the expectations of customers,
investors, and the founding team itself.

And while tech companies are best

known for sudden, transformative growth
spurts, in fact such growth can happen in
almost any industry, including healthcare,
hospitality, consumer goods, and retail.

Young companies typically need to bring
on board new senior leaders with deep

experience in key functions. But the

executive teams are typically small and have

succeeded so far by relying on their own

knowledge and networks. Unlike executives

at more established companies, they may
not be able to define exactly what kind of
expertise they need or have experience

finding it, let alone be able to determine the
right balance between expertise and cultural

fit—something that’s important at any

company but, in our experience, often crucial

at start-ups still driven by a singular vision.

To ease these leadership growing pains,
executives at fast-growing companies
should focus on finding operational
executives who complement their existing
teams. Following two guiding principles
and asking some key questions will help.

To ease these leadership
growing pains, executives at fast-
growing companies should
focus on finding operational
executives who complement
their existing teams.

1 Thisleap and the associated challenges have been most notably articulated by Geoffrey Moore in Crossing the Chasm, 3rd ed., New York: HarperBusiness, 2014.
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Rebuilding the
rocket engine
while taking off

As companies try to make the leap from
niche to mainstream, they face challenges
such as managing a suddenly sprawling
supply chain, handling requests from

10 times as many customers as last
month, developing a strategy to manage
unexpected mismatches between the
company’s product and its evolving target
market, or negotiating with regulators
over contract-worker requirements in new
jurisdictions. Leaders must manage these
challenges without losing sight of existing
customers’and investors’ expectations.

Too often, in our experience, boards and
founding CEOs make a choice to find a new
CEO, and the founding CEO steps back from
day-to-day leadership, as did Steve Jobs

at Apple or Michael Dell at Dell. Another
common tactic to manage fast growth is to
find an experienced COO to complement a
visionary CEO, as Facebook has done with
Sheryl Sandberg. On the whole, finding
complementary executives to the CEO,
whether a COO or other executive roles,
seems to produce better results than finding
a new CEO and founders stepping away,

except in cases of significant crisis. Ranjay
Gulati, of Harvard Business School, recently
suggested that start-ups can keep growing
best when they retain their “soul,” which is
comprised of a unique approach to business
intent, customer connection, and employee
experience.? In our view, having an active
founding CEO helps maintain that unique
core and the culture that supports it.

This makes finding the right complementary
executives to the CEO crucial. However,
visionary CEOs do not often find it easy to
objectively assess their own weaknesses,
and it can be difficult for new executives
to join a tight-knit founding team. Board
members and other original executives
have a significant role to play in finding
these complementary executives.? As
these founding CEOs consider their
options to support their companies’
continued growth, they will benefit

from keeping two principles in mind.

The mission matters, but it can’t be static
Having a mission that resonates with
executives is crucial to attracting top talent;

2 Ranjay Gulati,“The soul of a start-up,” Harvard Business Review, July-August 2019, hbr.org.
3 For more on the role of boards and leadership teams in defining the role of COOs, in particular, see David Boehmer, “Fintech COOs: Redefining the role for a new industry,” Heidrick & Struggles,

May 9, 2019, heidrick.com.
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such missions are also often what drive the
fast growth that’s creating the need for those
executives. For example, Stitch Fix’s mission
is“to change the way people find clothes
they love by combining technology with the
personal touch of seasoned style experts”—a
mission that attracts both people passionate
about the role of artificial intelligence in
society and those who want to help people
find their personal style from a fashion
perspective. This clear purpose allowed the
company to attract critical seasoned hires
from traditional merchandising, data science,
and e-commerce supply chain backgrounds.

But even the most passionate start-up

CEO should realize that the mission can,
and often should, evolve in order to
support growth, meet new social goals

and expectations, and attract the talent

the company needs as it moves forward. A
start-up with a narrow, socially responsible
purpose in the sustainable food industry
developed automation to support its
operations—and found that the technology
was useful in the restaurant industry, an
industry that has no particular social purpose



and indeed is in some ways antithetical

to the start-up’s mission. The company
nonetheless started selling the technology
widely and growing quickly, building a
pipeline of business with some of the largest
fast-casual restaurant chains in the world.
But it faced a quandary: to continue to grow,
it needed to move away from its original
purpose, which would make it easier to
attract some needed functional expertise
but harder to retain some early employees
who fervently supported the social mission.

The founder and CEO eventually resolved
the quandary by reframing the company’s
mission to a broader opportunity to disrupt
one of the largest industries on the planet

in a sustainable direction—a mission that
underpinned growth and still kept most
employees engaged. A bit more than a year
later, the company has attracted experienced
executives as president and CEO while
winning key customers, including a leading
food delivery unicorn. Further, the company
has retained critical engineers and leadership
team members, including the founder, who
is now CTO—all of whom are fully invested
in growing with the rearticulated mission.

Tech-savvy executives aren’t

always the answer

Many companies know they need outside
expertise but rely for too long on finding the
people they need only within the start-up
community clustered in hubs such as Silicon
Valley, New York, and London. Particularly
for companies located in these hubs, it can
be hard to resist hiring executives who have
been associated with marquee success
stories or are part of founders’ own networks,
especially when companies are in a rush

to hire for key roles. Often these people

are generalists with a deep and nuanced
understanding of how to enable ultra-rapid
growth and who may well have expertise

in both the consumer and enterprise
sectors. However, in our experience, a
leadership team that does not include
diverse points of view and deep functional

expertise from executives representative
of the full variety of target customers
and consumers will not be successful.

When CEOs and their founding teams
identify the key functional knowledge
gaps—ones that are creating significant
operational pain points or business risk—
and then seek that expertise widely, they can
avoid costly mistakes in hiring. Furthermore,
going outside of the technology start-

up community broadens the talent pool
and gives growing companies access to
people who may be more affordable and
more committed in the long term. A recent
Heidrick & Struggles study of more than

275 HR leaders at fast-growing consumer
and consumer-technology companies in
the United States shows that only 40% came
from a venture-capital-backed company.

At least in this one area, companies are
seeing both a need for and an opportunity
in looking more broadly. Indeed, most came
from established companies with well-
developed HR functions. And while many
were from other consumer companies,

a significant portion came from services
companies such as banks or marketing
agencies, where talent management

is a core priority—as it must be at fast-
growing, talent-hungry companies, too.

Looking outside the start-up community

is also often an opportunity to bring in
much needed gender, racial, ethnic, or age
diversity to the leadership team. A recent
Heidrick & Struggles study of fintech

COOs came to a similar finding, noting that
just over half of COOs at Global Fintech 100
companies had come from established
companies and that they had an average

of 21 years of work experience.* The study
also found that a much greater proportion
of these COOs were female (32%) compared
to the share of female fintech founders/
CEOs (8%). Adding this much diversity and
experience in just one position highlights the
opportunity for founding leadership teams
to expand their range—and their edge.

4 David Boehmer, “Fintech COOs: Redefining the role for a new industry,” Heidrick & Struggles, May 9, 2019, heidrick.com.
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An agricultural technology company, for
example, had (and continues to have) a
strong array of technology-oriented “best-
athlete” leaders in product and business
development, strategy, and finance.

But when it came time to build out the
operations team, those leaders selected a
candidate from a traditional agricultural
equipment company as chief supply chain
officer. As the company grew its marketplace
platform, it found an experienced executive
from a leading agriculture company for head
of crop price hedging—another function
where very specialized expertise is needed,
since a major mistake in hedging strategy
could potentially sink the company.

In both cases, it was important to look
beyond any stodgy reputation the
executives’ earlier employers may have had
and understand whether the people with
this expertise were motivated in a way that
aligned with this company’s goals, including
areas such as their tolerance for risk, their
scrappiness and grit, and their passion

for agriculture. Finding the right people
required talking to more people than usual,
because of the focus on finding people from
traditional backgrounds who could thrive

in a start-up environment, but the time
invested has led to a leadership team with
both deep knowledge and strong cohesion.

A recent Heidrick & Struggles
study of more than 275 HR leaders
at fast-growing consumer and
consumer-technology companies
in the United States shows that

only 40% came from a venture-
capital-backed company.




Key questions to ask

As start-up CEOs and their teams think about filling functional skill gaps without slowing
growth or diluting the company’s distinctive culture and growth engine, they should first

consider some big-picture questions:

. Is our mission still aligned with our market

opportunity? If not, how should we evolve the
mission to meet new expectations and attract

the talent we need?

What aspects of our mission and culture are
crucial to our success?

Are there cross-functional gaps that indicate
a broad, COO-type role is what the company
needs, or do we need a team of experts?

. Which functions are causing the most pain,

to customers or employees, because they
aren’t scaling?

Which functions are creating the most business

risk because they aren't scaling or simply
don't exist?

What's the right mix of functions to be reporting
directly to the CEO? Who should manage
the areas not reporting directly to the CEO?

Once start-up CEOs and their teams have identified the skills they need and the
context in which they expect to hire, they should consider some further questions:

‘ How important is knowledge of our industry in
addition to deep functional knowledge?

How important is experience in scaling
companies compared with experience of
working at scale?

‘ How important is alignment with the overall

Do candidates have the risk tolerance

culture compared with the ability to work with
specific current leaders? necessary to operate effectively over the long
term in a start-up environment?

Founding CEOs who ask themselves these questions, and seek support from their

board members and fellow founders to answer them honestly and comprehensively, AbOUt the aUthors

will greatly enhance the probability of their companies’ long-term growth. l
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Technology
& Services
Practice

Heidrick & Struggles’ Global Technology & Services Practice
solves senior executive leadership issues that will not only
grow and evolve an organization but also enable business
transformation over a longer period of time.

Technology companies today are experiencing tremendous
challenges and fundamental change. Our clients are part of
the evolving business landscape and turn to our experts to
help them face many important issues, including globalization,
emerging and converging technologies, identifying new
sources of revenue, and talent management and retention.
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