Launchpad Partners

Companies seeking to increase executive bench strength often hire the best overall executive or the best
athlete for their executive opening. The hire is made based on the belief that strong management skills
are transferrable. Relying on this belief is rarely a slam dunk, as up to 25% of new executives fail within
18 months. We propose that understanding corporate culture — a definable and stable company quality —
and the executive’s experience within that culture is a better determination of success.

Corporate culture remains stable and is based on the size and ownership of individual organization.
Companies may move through various cultures as size and ownership changes. Culture can be defined
and applied based on seven defining leadership characteristics. Company movement across these stages
can cause fit problems with key executives, as most executives can only operate within a fairly narrow
range of cultures. These conditions make fit critical at two different times: the initial executive hire and
when the company moves to a new culture.

Hiring the “Best Athlete”

Is hiring the best athlete a myth? A company hires the best athlete to gain ability and experience for the
firm. Some general management skills, such as setting a vision, motivating employees, organizing,
budgeting, and monitoring performance have been shown to translate well in new environments;
however, in too many placements, talented, knowledgeable, successful people find themselves lost in a
strange new culture. Many wrongly assume that an executive successful in one environment can easily
adapt to a new one. This assumption that pedigree transfers has contributed to 10-25% new executive
failure rate within 18 months of hiring. Hiring the best athlete is not usually a slam dunk.

Gary Becker, Noble Prize winner, extended economic theory to aspects of human behavior. He was
influential in developing the concept of firm specific and general knowledge as fungible capital and thus
indicators of executive success. While there is a portfolio of executive skills necessary to be successful
(and some skills more portable than others), we hypothesize that there are cultural factors that weigh
heavier on the company leaders’ success. We believe the underpinning for executive success is
understanding the culture that is specific to a given company at a given time.

Unfortunately, many organizations never accomplish a solid cultural fit because they wrongly define
corporate personality as company culture. Company personality is flexible and changeable. Company
culture is an unchanging quality, driven by a company’s size and ownership, which can be defined by
differences across seven key leadership skills. Companies may move through these cultures, with each
move changing the requirements for effective leadership. Unfortunately, most executives are suited to
only one or two of these cultures, meaning that cultural fit becomes critical at two times: At initial hiring
and when the company transitions to a new culture.




Culture v. Personality

Culture is a frequently misused term. Many professionals use culture to describe company personality.
To say that a company’s culture is “hard-working” or “adventurous” or “innovative” is a misuse of the
word. Those terms describe a company’s personality — not the core culture a company needs to survive
and thrive. Personality is elusive, transitory, and difficult to define.

Unlike personality, company culture is stable and depends primarily on the company’s size and
ownership. It is not a “touchy-feely” element, nor open to broad interpretation. Company culture is a
combination of concrete elements and an important part of every executive’s fit with the organization.
Matching requirements with skills and temperament is one of the basic functions of any hiring process.
Until now, culture has been addressed in these processes as an intangible, murky part of the job
requirements; difficult to define and even more difficult to apply. This paper outlines a way to
concretely define corporate culture through differences in seven critical leadership skills. Those
differences create four distinct company cultures (see model below). The resulting model provides a
solid framework for assessing both company culture and individuals’ fit to that culture.

Culture is Stable...So Are Executives

Culture remains stable, however, companies move through those cultures as their size or ownership
changes. Leadership requirements change as companies move through these cultures. Each of the
seven skills reflects the new demands for company success. The model makes it easier to define,
anticipate, and react to the requirements the company will face as it moves through a full life cycle.

Cultural fit is complicated by the fact that most business leaders are only able to adjust across a
relatively limited range of these cultures. They usually only fit one of the cultures and will be most
effective inside that culture. A very few can move between two cultures, and almost no one is able to
make the changes and develop the competencies necessary to cross more of the four cultures.
Effectiveness in multiple cultures results from development experience in multiple company growth
stages and an individual’s ability to learn and apply new skills. Most executives have only limited
exposure to the situations necessary to develop specific skills in more than one cultural context.

Companies change cultures, but cultures and executives remain static. That means misalignment will be
an ongoing challenge that most companies will continue to face. The best hiring practices will use the
model to insure that new hires fit well with the company culture. As the company moves through
various phases, the model will also help to assess and adjust ongoing executive fit. Fit changes will
necessitate either defined opportunities to develop the new, needed skills or personnel changes.

Great fit depends on accurate definition of culture and an effective approach to assess and maintain
ongoing alignment. The Company Culture model and its seven key leadership skills make it easier to
take effective action in both hiring and developing leaders as the company moves through its growth
stages.




Company Culture - a New Model for Corporate Fit

Four Cultures

Size and ownership combinations create four distinct company cultures. Counter to traditional
beliefs, culture remains relatively static. Companies may grow through various cultures, but the basic
requirements and approaches of the various cultures remain fixed. These four categories cover over
94% of the companies and 88% of the revenue as listed in Capital 1Q data.

Start Up. These are companies led by entrepreneurs and in the birthing stage. They focus on
immediate opportunities and responding to those opportunities. Strategy often consists of
understanding a single product or market segment and providing the direction to develop those
opportunities. The organization thrives on risk and constantly adapts to take advantage of new
situations. Leaders in the organization balance the needs of customers and investors, while using
their deep segment knowledge to drive daily results.

Private Equity Portfolio. Absolute focus on cash flow and performance targets drive the companies
in private equity portfolios. Private equity firms usually bring strong financial and strategic
management skills to bear on the organization. Business leaders are encouraged to take a longer
term view of strategy, tempered by the need for immediate results. This culture understands
accepting risk in order to drive market positioning and customer relationships. Leadership drives
immediate results in order to cover debt obligations, but also understands its investment positions
are likely to remain illiquid until the private equity group realizes its ultimate exit strategy.

Privately Owned Mid-Size. This culture has very distinct personalities, but its core culture centers on
stability and operational excellence. These companies usually operate with strong leadership
focused on incremental change. Unlike the Private Equity firms, these firms may have less of an
earnings orientation and be more directed towards non-economic goals. Business leaders in this
culture must be adept at balancing these goals and delivering on the key objectives as laid out by the
owners. The risk profile is fairly risk-adverse and may cause the company to be caught flat-footed by
changing market conditions.
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visibility to both the financial markets and regulators require these companies to invest more in
compliance, documentation, and public communication. These requirements impose costs and
procedures that often make the company slower and more pedantic than smaller competitors. These
cultures also have tremendous resources to gain insights and positioning in key environments and
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and leaders are comfortable and adept at moving within a large, formal organizational structure.




Seven Key Leadership Skills

Seven skills define and differentiate four company cultures. These elements outline the key
distinctions between cultures and the requirements for executives filling key roles. Understanding
these skills forms the core of using company culture as a component in making great hiring
decisions.

Strategic Skills. Companies of different sizes and ownership create and assimilate strategic decisions
in different ways. These differences depend on the inherent complication of the organization and its
markets, the information needed to coordinate effective action, and the mix of strategic and tactical
focus required to be efficient.

Business Acumen. Leaders in various cultures require very different basic skills. Business Acumen
provides a way to assess the key skills needed for a given company, based on customer/regulatory
focus, required critical knowledge, and the balance between internal and external focus.

Innovation. Championing innovation is crucial for company growth. Each culture requires that
innovation be approached differently.

Risk Management. Risk tolerance plays a major role in company culture. It defines both the

Drive for Results. The focus on results varies from culture to culture. Organizations approach the
specific measures of success and the daily sense of urgency around those measures in very different
ways.
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cultures. This is one of the most critical areas for individual fit.

Organizational Management. How the company manages the organization, approaches
improvement, and develops people change across different cultures. The fluidity of the organization
and the oversight mechanics are critical in this dimension.
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Key Leadership Skills Across Cultures

Large Companies
Publicly Held

Mid - size
Private

Broad understanding of multiple {| Focus on operationally strong

businesses or operations.

Globalization; conceive strategy
on a global basis.

Maintain first or second share
position- strong defensive
strategy.

Utilize resources to continue to
gain insights on market,
customers, and competitors.
Insure knowledge shared with
key reports.

Navigate through organization
to achieve results.

Focus on Sarbanes Oxley and
regulation.

Internal customers have equal
importance as external
customers.

Push for granular innovation
throughout organization.

Innovate to maintain share
dominance.

Manage risk to mitigate Wall
Streetos

Manage for quarterly results.

Focus on quarterly
results/goals.

Single focus on KPIs and near
term objectives.

Maintain share dominance and
manage for profit.

Long-term view to mitigate
future risk and maintain share
position.

Thrives within organizational
structure: strength in managing
through hierarchy.

Comfort with prescribed annual
vesting and built-in liquidity.
Personal satisfaction from
increased roles, titles and
responsibilities.
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Strive for continual improvement ]

throughout organization.

Il Understand how the parts fit

together. Orchestrate
performance among divisions or
functions.

performance.
Overall problem solver.

Recognize problems and
solutions are global; cost
reduction options are beyond
borders.

Stay ahead of customers to
provide value additions to their
decisions or businesses.

Increased attention to new
regulations.

In-depth knowledge on one or
two businesses; focused on
core competency.

Focus on operational
innovation.

Calculated risk/payback on
product innovation.
Embrace change within
boundaries.

Mitigate risk.

Manage financials for continued
success | implement
succession plan or existing
strategy.

Focus on long-term.

Improve employee engagement
to achieve objectives both
financial and operational.

Manage for long-term or
personal wealth.

Power from ownership vs.
breadth of influence.
Comfort in ambiguity.

Enjoys business development or
direct sales.

Stable environment.
Incremental improvements to
process and organization.

Market changes may dictate
radical change.

Portfolio Companies
Of Private Equity Firms

Focus on customer and market
to bring learnings to
organization.
Recognize problems and
solutions are global; cost
reduction options beyond
borders.
Longer term horizon to strategic
decisions.

Strategic agility
Understand how to make
money.

1
l

il

Intellectual horsepower, depthin

one market segment, with
knowledge across functional
departments.

Understand complexity in data,
yet push through the details;
seek nuggets of information.

Stay ahead of customers to
provide added value in their
decisions. Understand change
drivers in industry, competition,
or resources.

Increased attention to new
regulations.

Innovation to increase revenue
and tightly control costs.

Stay ahead of the curve with
customers and market providing
value to
performance

Endorse risk, use it to motivate
organization.

Sense of urgency to execute
mission.

I Intense ability to manage cash

flow and debt obligation;
EBITDA focus.

A preparedness to act; results
orientation.

Ability to jump back into
operations or make sales calls.
Accept long-term payout with
relatively illiquid value until
successful exit strategy.
Openness to accept
observations; immediate
feedback and coaching from the
investors/board of directors.
High degree of board oversight

Improve team with limited
resources.
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Start -up

Improve core product/service in
increments.

Understand business/market
with single product/service
focus.

Great knowledge in one sector
or product.

Ability to split focus; gain
customers and recruit investors.

Increased attention to new
regulations.

Understand complexity of data,
yet push through the details;
seek nuggets of information.

Lead with and grow initial
concept.

Incremental innovation to
improve main product or
service.

Thrive on risk; unyielding
support of product or service.

Make every day count.
Immediate market response to
performance or decisions.

Manage the tight relationship

between employee engagement
and financial results.

Risk taker; evangelist for
product or service.

Thrives on risk, focus on
reward.

Passionate leader who can
excite others.

Fluid organization, change as
new business develops.
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