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Seek outside feedback. Companies
should also consider supplementing
launch customer feedback. Within
months of launch, e-commerce
software provider Ariba had inter-
viewed 55 prospective customers
and had gathered feedback from
more than 100 Fortune 1000 partici-
pants in customer council meetings.
These gatherings included 95 pro-
curement customers that focused
on identifying the products and
features that would be incorporated
into future product releases. The
customer advisory council lives on
as two subcommittees segmented
by participant interests.

Usually after six to nine months,
startups must expand beyond launch
customers. This is a particularly
vulnerable moment for a startup.
Launch customers often get used

to the attention and turn resentful
when it fades. As one venture capi-
talist describes the situation, “When
a launch customer gets a little pouty,
unsuccessful startups think it’s no
big deal so long as other customers
are arriving. But a lukewarm Lucent
Technologies or Cisco Systems will
not provide much of a testimonial to
other customers seeking references.”

How do successful companies
manage this transition? By doing
two things, according to our inter-
viewees. First, they set specific
expectations upfront. Make it clear
that being a launch customer is

a short-term proposition. Second,
they effect a gradual transition. For
instance, launch customers can still
be active on an advisory council
without being the star of the show.

Connecting people
to the vision

Vision serves a fundamentally
different purpose for a startup than
it does for a mature organization.

It provides a necessary context and
basis of connecting that existing
organizations already have imprinted
in their corporate DNA. This connec-
tion creates stability and gives
employees something to hang on

to in times of high uncertainty.

Consider America Online in its forma-
tive years. Its vision—make it easier
and more convenient to do online

the everyday things people do off-
line—permeates every aspect of the
organization: its approach to content
presentation (from no-nonsense prose
to simple layouts of message boards
and chat rooms), its choice of partners
(from Gateway and Time Warner to
others demonstrably committed to

the mass market), its corporate work
environment (from the khakis-and-
polo-shirt dress code to the headquar-
ters’ location in suburban Virginia).

As a venture expands, how do its
founders ensure that new employees
share their vision for its success?

Great visions spring from great
founders—passionate people with

the personalities and communication
skills to make a vision persuasive,
people like Alain Rossmann of
Phone.com and Jerry Yang of Yahoo!
Another legendary example is Jeff
Bezos of Amazon.com. Over lunch,
Bezos tried to dissuade Joe Galli,
former president of Black & Decker’s
worldwide power tools division, from
accepting an offer to be president
and CEO of Frito-Lay and join



Amazon.com instead. When Galli
went to New York and signed

on with the food company, Bezos,
unfazed, followed—and convinced
him to change his mind.

Yet these examples appear to be the
exceptions. Our interviewees estimate
that only 20 percent of startups
succeed in conveying this kind of
passion for their visions. Why are
there so few compelling visions?

For one thing, many founders don’t
take the time to communicate or
refine their visions. Others equate

an IPO and stock options with vision.
Still others predicate their business
models on technology and intangible
products that are hard for employees
to connect with.

The failure to articulate a clear,
compelling vision—to establish those
unifying connections—can have dire
consequences. Without a vision it will
be nearly impossible for a company
to address most of the other factors
that contribute to start-up success.

It will be difficult to attract and retain
investors, partners, customers and
talented employees. Time management
can become a nightmare when
employees are unable to differentiate
between critical actions and merely
important ones. And a company with
no unifying vision is highly vulnera-
ble to market fads.

Crafting a compelling vision is
hard work. Our interviewees offer
some guidelines.

Keep it simple. For all their passion
and good intentions, entrepreneurs
can have a surprisingly hard time
communicating their vision, most
often because it is too complicated.
One venture capitalist has been
pressing the founders of a European
telecom startup to simplify its vision,
even though the company has only
three employees. “In the beginning,”

he suggests, “it’s okay to say, ‘Our
vision is to go from A to B to C to D!
But very soon the leaders need to say,
‘Our vision is to go to D. The speed
of growth demands that start-up
companies do this very, very early.”

Incredibly, some founders never do
explain their vision. “They assume
that everyone wants to go across
the desert with them, without ever
explaining why that desert is worth
crossing,” notes another VC.

Focus on the unmet customer needs
the company will satisfy. A meaning-
ful vision revolves around the cus-
tomer and what the company will

do for that customer. Winners deliver
small but constant reminders of whom
they serve. Mission statements and
customer profiles are classic tools.

But as they confront today’s fierce
competition, many companies do
more. Nothing focuses attention on
meeting customer needs better than
aggressively measuring customer
satisfaction. Ariba, the e-commerce
software provider that has experienced
dramatic growth since its launch five
years ago, has written a playbook.
Says cofounder and interim chairman
and CEO Keith Krach, “It’s our vision,
our mission, our values, our team
rules, our long-term goals. It means
more than just having happy cus-
tomers. It’s being able to go out there
and quantifiably measure that success.
That is what separates us, I think,
from everybody else.”

Ariba has also borrowed from Cisco
Systems and others to develop a
customer satisfaction index based
on its core vision. Each quarter, the
company measures 60 indicators.

Think carefully about what rewards
employees value. Stanford Business
School research identifies three
personal rewards—love, work and
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money—important to employees

in high-tech startups. Our interviews
suggest that the visions and mission
statements of successful ventures
integrate all three.

For example, Siebel Systems’ 2000
annual report says, “Our mission

is clear. We are here to build a
great company. A company that
has achieved the highest levels of
customer satisfaction. A great place
to work. A good member of the
community. A provider of excep-
tionally high-quality products.

A company that carries itself in the
marketplace with the highest levels
of business integrity and business
ethics. A company comprised of
dedicated, accomplished profession-
als, committed to the customer.

We are here to build a company in
which we can all take great pride.”

Select recruits who embrace the
vision. Companies can improve their
odds of success by recruiting people
who are passionate about the vision.
The Motley Fool, the irreverent per-
sonal finance site, hires 40 percent
of its workforce directly from the
Fool.com online community. Many
of its employees received offers
after responding to a single request:
“Please write a paragraph or two

on what Foolishness means to you.”

Successful startups monitor whether
employees are connected to the
customer and the company vision.
Indicators of this connectedness
include work ethic (Are employees
making personal sacrifices for the
company?), turnover (How many
are leaving and why?) and innova-
tion (Are employees suggesting new
ways to solve customer problems?).

Forming alliances

New ventures love alliances, and
for good reason.

These arrangements, in which two or
more companies integrate their oper-
ations partially but deeply, offer fast,
flexible access to critical resources—
including customers, products and
know-how—often at lower cost than
with internal development or acqui-
sition. Alliances also enable compa-
nies to maintain a small workforce,
manage risk and learn. A number

of new ventures have active alliance
programs (see chart, page 19).

But alliances are extremely hard to
do well. (For a related article, see
“Building better alliances,” Outlook,
July 2001.) Between 50 percent and
70 percent of all alliances never meet
the parent companies’ initial strategic
and financial goals. Our interviews
reveal that when it comes to alliances,
Internet startups fare no better than
any other would-be partners—and
that they are apt to fare worse.

A startup seldom fits the profile of
an ideal partner; it is risky by defini-
tion, and usually has little to bring
to an alliance. As one VC puts it,
“Not only do these companies have
a 20 percent or 30 percent chance
of success in an alliance once formed,
but probably something like a 2 per-
cent chance of ever forming a desir-
able alliance in the first place.” Adds
another, “The real issue is all those
alliances that never happened—those
company-transforming ventures that
died before they were ever born.”

To avoid becoming such a casualty,
startups need to focus on three key



aspects of alliance formation: setting
alliance strategy, gaining access
to the best partners and securing
relationships. This runs counter to
the conventional wisdom that says
alliances are easy to form but hard
to manage. That may be the case
for large companies, where top
performers differentiate themselves
in post-negotiation tasks. But for a
new venture, the first challenge lies

in securing alliances.

Setting alliance strategy. Why, how,
when and where will the company
use alliances? The answers belong in
the business plan. Articulating them
forces the company to confront the
often-ignored issue of why alliances
are better than standard market

A company’s alliance strategy should

transactions or internal development.

also identify what kinds of alliances
best meet its needs. Most startups

pursue two to five types, grouped

by the nature of the value created
(for example, technology co-develop-
ment alliances, supplier alliances,
marketing affiliations).

Management needs to understand the
comparative merits, requirements and
basic economics of various alliance
types. For example, a company
looking to form marketing alliances
with large banks should ask itself
why a large bank would work with

a startup—an inherently risky proposi-
tion from the bank’s point of view.

Selecting potential partners. When
it comes to alliances, less is more.

A little help from their friends

A startup should target two or
three relationships central to its
business model and pursue these
vigorously. As one venture capitalist
says, “I've seen so many startups
where the initial business plan called
for 200 alliances in the first 12
months of operations. It’s just silly.”

Winners also distinguish two kinds
of alliance relationships: anchor
partners and momentum partners.

Anchor partners offer critical func-
tional capabilities. China Resources
(Holdings) Co., China’s largest
import/export company, partnered
with Accenture and Oracle to re-
design the company’s supply chain.
Accenture brought vertical market
experience and delivered supply

Historically, a number of ventures have had active alliance programs.
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chain design strategy, while Oracle
provided supply chain management
software. As a result, the number of
transactions China Resources can
process has increased significantly.

Momentum partners can help spawn
additional relationships. One Internet
media startup wooed Sony at least
partially for its perceived momentum
power. And, in fact, the startup has
had lots of suitors since allying

with Sony. The best momentum
partners also provide alliance oppor-
tunities within their own walls. For
example, one startup that partnered
with FedEx soon found that the
initial link with one operating unit
sparked relationships with five other
operating units.

Securing partners. Alas, the partners

you want don’t necessarily want you.

Smart startups leverage the contacts
of advisors, investors and customers
to overcome these barriers. The CEO
of one interactive television startup
had the good luck to call his venture
capitalist about problems with a
potential marketing partner while
the head of business development
from another well-known, more
mature startup was sitting in the
room. This chance contact led to

an alliance between the startups.

Winners also trade on the credibil-
ity of the CEO to drive alliance
deal making. Reports one serial
entrepreneur: “A large company
has no idea whether the vice
president of business development
represents the company. Early-stage
companies have one bullet in the
chamber—and if the CEO is not
there saying the company wants
to pull the trigger, it’s hard to take
the proposal seriously.”

Winners are not shy in other respects
either. They do not approach meet-
ings with potential partners as loose

brainstorming sessions. Instead, they
bring explicit hypotheses about what
the alliance will accomplish and how.

Consider Indeliq, an e-learning start-
up. The company believed that entre-
preneurial management would be a key
topic in these turbulent times. As a
result, Indeliq successfully approached
Babson College with an alliance offer
to create an e-learning training module
on entrepreneurial management.

Most startups assume that a modest
alliance proposal—a short-term pilot
or trial—has a better chance of suc-
cess. Our interviewees counsel the
reverse: Propose big and long-term
alliances. While the proposal will
probably be scaled back during
negotiations, a grand vision can
create many benefits—like leading the
potential partner to include a senior
executive in the discussions, who
becomes a champion for the alliance.

Finally, winners recognize that they
are selling—the alliance, the company,
everything. One online medical
services startup approached alliance
discussions with a large healthcare
provider with the same seriousness
and pitch mentality it used when
meeting VCs. This was reflected in

an extremely professional summary
of the company and its business
model, product and management team,
as well as an outline of the proposed
alliance. The startup also brought
along an executive from a leading
hardware company that would provide
a critical piece for the startup’s prod-
uct. And the founders focused relent-
lessly on the alliance’s benefits to the
potential partner. They won, despite
having a staff of fewer than five.



Disciplined
experimentation

Experimentation is a way of life
on the Internet. “If you're not
experimenting, you can be sure
you’ll be shut out,” cautions
Kleiner’s Vinod Khosla.

Experimentation is critical for new
ventures. The earliest stages of life
bring the greatest uncertainties—and
hence benefit the most from disci-
plined or controlled experiments.

Conventional wisdom—attributable
at least in part to self-deprecating
comments by successful entrepre-
neurs—holds that Internet experi-
mentation is haphazard. According
to Sergey Brin, cofounder and
president of google.com, an Internet
search engine company, “The more
you stumble around, the more
likely you are to stumble across
something valuable.” Cofounder
and former president Mark Gainey
of Kana Communications, an
e-mail message management
software company, agrees. “I'm
the best person here at making
mistakes,” he says. “That’s how
you learn to build a business.”

But our interviews reveal that the
most productive experiments are
disciplined, not random. They reflect
a deliberate approach to resolving
uncertainties—whether through
individual initiatives like pilots

or through broader efforts to create
a corporate culture comfortable
with exploring new ideas.

Unfortunately, many new ventures
play fast and loose with experimen-
tation. They label failed or recently

introduced initiatives “experiments”
when, in fact, no experiment was
intended. Or they begin experi-
ments poorly prepared—unsure of
what they're testing, or testing too
many things. The result: The com-
pany wastes time, burns cash and
learns nothing.

Indeed, some 90 percent of our
interviewees say that the average
new venture lacks the discipline for
consistently successful experiments.
Sure, sometimes a company will

hit the jackpot. But as one venture
capitalist notes, “Just because a
random lunge works once does not
mean the company is a skilled experi-
menter—at least no more than some-
one who is lucky with a stock pick
can be called a skilled investor.”

New ventures need the discipline
of Hong Kong-based online payment
company AeOn-SPOT. To determine
whether home Internet is the best
way to reach computer-literate
teens and young professionals,

the company is testing alternate
channels, including Web kiosks
and call centers. When the experi-
ment ends the company will lock
in on the most effective channel.

Productive experimentation knows
no formula. Internet startups can
take some lessons from science
and from traditional consumer
goods marketers like Procter &
Gamble, but they will probably
find these classic experimentation
models too slow and expensive

to be of much practical value.

Nevertheless, our interviewees
advise following certain guidelines
for coping with uncertainties,
generating insights and converting
insights into actions.

Prioritize risk factors. Successful
experimenters identify the 5 to 10
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uncertainties most likely to block
success. Can we build this technol-
ogy? Will consumers want what
we offer? How much will they pay?
Do our founders have what it takes
to lead the company? Can they
recruit the right talent?

Good experimenters look at risk
through the eyes of future customers,
employees and investors, seeking

the one or two uncertainties where
resolution would matter most—say,
persuading an experienced executive
to join the firm or a venture capitalist
to put up funding. In online gaming,
the measure of success may be prod-
uct profitability; in consumer technol-
ogy, adoption rates. Regardless of the
industry, it pays to get insights from
knowledgeable stakeholders.

Approach experimentation in a
disciplined manner. Professor David
Garvin of Harvard Business School
has identified two experimentation
models. The first, an open-discovery
experiment, involves an open-ended

search to understand unknown
territory. The second, a hypothesis-
based experiment, seeks to prove or
disprove a stated best-guess answer.
Internet companies should favor
hypothesis-based experiments, since
their narrower focus speeds insights.

Neither model should be confused
with a science project, however.
Good experimentation imposes
time limits, settles for 70 percent or
80 percent certainty, and simplifies
issues whenever possible.

LifeMinders shows how this discipline
works. The company, which provides
online reminders of personal events
like birthdays, pilots every marketing
and product extension idea with a
small customer segment. It also limits
all experiments to three weeks, so
employees can meet deadlines.

Since new ventures tend to experi-
ment under severe cost and time
constraints, testing samples are
often small and the number of trials

Something completely different

While in the start-up phase, certain businesses have developed strong reputations
for their discipline in extracting value in different areas from experiments.

AOL
Amazon.com
Cisco Systems
eBay
google.com
Freeserve
IDEO

Intuit

The Motley Fool
Netscape
QXL.com
Trilogy

SOURCE: ACCENTURE ANALYSIS
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Some areas of experimentation

New customer-acquisition programs
New pricing models

New technologies, Internet-related investments
New technologies, advertising techniques
New technologies, products

New technologies, products

New organizational structures

New business model

New products

New technologies

New technologies

New ventures, products



limited. Under such conditions,
results are not always clear;
interpretations often conflict.

Reviewing results from diverse
perspectives can help locate cause-
and-effect relationships and reveal
the right insights faster. Observers
should generally include people
likely to be responsible for future
implementation. Customers, venture
capitalists and members of advisory
boards are also good candidates.

Move quickly from experimentation
to insight to action. Experiments can
outlive their usefulness. Once they
yield insights, the company must
transform those insights into action
quickly—expanding (or retracting) its
commitment. Thus, UK banking giant
Barclays videotaped customers’ physi-
cal and emotional reactions during
usability testing of its website. The
insights led to significant redesign.

Our interviewees have two recommen-
dations for ensuring that experiments
do not linger too long or have only
partial commitment from the startup.
To measure performance effectively,
the company should define upfront
what constitutes success; this quickly
distinguishes winners from losers.
Companies should also make sure that
leadership is actively involved. This
increases the chances that someone
has the authority, fortitude and per-
spective to kill low-potential initiatives
and expand high-potential ones.

Successful experiments require

a culture that pushes individuals
to test their ideas and systems that
make initiatives heard and acted
on. Successful experimenters turn
ideas into sales.

Making founder
transitions

Few entrepreneurs have the skills
and temperament to lead a startup
from the idea stage to its emergence
as a large public company. Most
startups must navigate at least

one leadership transition early on,
without the benefit of experience

or conventions dealing with when
and how founders should step aside.

New ventures face particular transi-
tion challenges. Since startups can
grow from 5 to 500 employees and
from one function to a full business
system within 18 months, founder-
CEOs don’t have time to learn on the
job. Moreover, transitions typically
occur under intense investor scrutiny,
while a company is still proving
itself. As one venture capitalist puts
it, “For new ventures, the need for
transition arises within five months,
not five years.”

How do new ventures manage

the transition? A few (5 percent

to 10 percent), like Amazon.com
and Loudcloud, escape the need.
Their founders had the manage-
ment skills to take them all the way.

Others, like Cisco Systems, eBay and
Yahoo!, recruited top managers with
the requisite skills. Companies that
take this approach must then deter-
mine in what capacity the founder
should remain with the company.

“It is so important to have the founder
still in there,” notes one VC, “pumping
people up, keeping the company
focused on its vision, and finding

new ways to compete.” Our interviews
show three transition practices com-
mon across successful companies.
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Confront the issue. At successful
companies, investors, advisors and
company executives think about
transitions from the outset. They
define where they want the company
to go and ask whether their founders
can lead it there. For their part, wise
entrepreneurs don’t assume they have
what it takes to be a long-term CEO.
They honestly assess their leadership
skills, especially with investors.

At one European telecom startup,
the venture capitalist and entrepre-
neur agreed that they would launch
a CEO search 12 to 18 months after
the initial investment was made.
They also agreed that the founder
would be a serious candidate.
According to the lead investor,

“We knew he had a great technology
but had no way to assess his ability
to lead a company with more than
10 people.” Despite having 15 years
of large-company experience, the
entrepreneur accepted the chance

to prove that he had the right stuff.

Communicate what’s happening. As
the transition approaches, successful
companies discuss it openly, both
internally and externally. Recalls
Andrew Beebe, cofounder of Web-
tool provider Bigstep, “As soon as we
made the decision, we shared it with
the entire company. People worried,
but they had the same worries I had:
Could we find the right person?
Would this change the culture? Being
upfront quelled the rumor mill.”

Getting the word out also allowed
Bigstep to present its story in its own
way. The startup didn’t get cast as a
company in trouble but as a success-
ful enterprise looking for the best
possible talent. Winners often employ
the Bigstep strategy and position their
own transition as just such a quest.

Winners recognize that founder resis-
tance is a natural part of transition, so

they organize the CEO search in a way
that minimizes the pain for everyone.

Our interviewees suggest that this
resistance commonly takes one of
two forms on the part of the founder:
Setting superhuman standards and
dismissing candidates as substandard,
or being so hostile during interviews
that candidates turn the company
down. Cautions one venture capital-
ist, “The candidates see this guy who
is a total jerk, owns 30 percent of the
company, has a very loyal following,
and that they are going to need to
work closely with him. No thanks.”

How do you overcome such
resistance?

First, conduct a few casual meetings
with the candidates; bring an outside
advisor along. After each interview,
the founder and the advisor should
discuss the candidate, with the ad-
visor challenging negative founder
comments. According to one investor,
“After a couple of these pilot inter-
views and follow-up discussions,
founders tend to relax and realize
that a great CEO need not excel on
every front.”

In addition, seek the counsel of expe-
rienced entrepreneurs. The 29-year-old
founder of a European mobile tele-
phone startup shifted his views after
the company’s chairman, a veteran
entrepreneur, explained that he was

a millionaire, rather than a billionaire,
because he had refused to turn his
first company over to someone with
real operating experience. “That com-
bination of message and messenger
proved extremely effective,” reports
one VC involved with the company.

In general, the best leadership transi-
tions keep the founder with the
company. But finding the optimal
new position can be tricky. Don’t rush
the process and don'’t feel compelled



.

to follow common practices, advise
our interviewees. Many entrepreneurs
have taken nontraditional roles. Joe
Rajko, founder of Youreable.com,

a portal for the disabled community,
stepped down as CEO to head public
relations, applying his incredible
energy and charisma to gain the
support of the general public. Today
Youreable.com has partnerships
with top companies, including Ford
and Barclays.

The question is, what role will both
energize the founder and benefit the
company? The answer may be to
have the founder return to tasks he
or she once loved—developing prod-
ucts or writing code—or concentrate
on specific leadership responsibilities.

Marimba founder Kim Polese recent-
ly stepped aside as CEO of the
e-commerce software concern to do
“the stuff that turns me on—product
strategy and making alliances and
partnerships.” Nextel Communications

cofounder Morgan O'Brien became
the company’s vice chairman, focusing
on evaluating M&A activity, a role
well suited to his legal background.

Success also requires striking the right
relationship with the new CEQ, which
takes time. Bigstep hired veteran
Wells Fargo executive vice president
Lucy Reid to succeed Beebe as CEO.
Six months later the company was
still fine-tuning the ex-CEQ’s role.
Meanwhile, Beebe acted to help
cement Reid’s authority—for instance,
fading into the background at big
meetings and choosing to report
directly to the new boss. “I didn’t
want to leave any room for ambiguity
over who’s really in charge,” he says.

Bottom line: Founder transitions
should not be about putting a
company’s first-generation leaders
out to pasture. These transitions
can be critical rites of passage

in advancing from bright idea to
successful public company.
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Creating scalable
processes

Scalable is a familiar word to
entrepreneurs. They understand the
importance of being able to expand
or retract an element of the business
with a limited investment so they
can grow fast under unpredictable
conditions. Scalable business models,
for example, can penetrate multiple
markets or lead to numerous product
extensions. Scalable technologies
can be built out, as needed. But the
need for scalable processes is less
obvious. Yet to be successful, new
ventures must create them.

The problem typically begins with

a misunderstanding about processes
themselves. According to conven-
tional wisdom, startups don’t need
formal processes; they don’t need
protocols for how the company
operates, shares information and
makes decisions. Processes just intro-
duce bureaucracy and delays, the
thinking goes, destroying the main
competitive advantage startups have
over established firms. Moreover,
processes turn people off. Potential
employees want an environment
that embraces diverse and idiosyn-
cratic work preferences.

In fact, processes are critical to

the success of startups. Says who?
Jeff Bezos of Amazon.com, for one.
He wishes his company had insti-
tuted more formal processes earlier
to better position Amazon for
growth. Marc Andreessen, founder
of Netscape Communications and
Loudcloud, concurs. He says it’s a
mistake to assume that startups
must do everything fast and dirty.
He urges startups to attend very early

on to the details of organizing a
rapidly growing company.

Our research confirms these views.
More than 80 percent of our inter-
viewees believe that startups tend
to underinvest in internal processes.

There are three main reasons for
having formal processes.

Processes offer an immediate dose
of needed clarity. They are not just
about future growth but also about
immediate productivity gains.
Startups—with young staffs operat-
ing in constant crisis mode—can
be highly inefficient workplaces.
To be sure, the energy, enthusiasm
and work ethic often mask these
problems, but they can’t overcome
them. Inefficiency takes many forms,
including the desire to tackle every
issue and an excessive concern

for consensus, which can delay
critical decisions.

Companies don’t have time to make
process changes when growth begins.
Growth is often so overwhelming
that the company has no time for
mid-course process corrections.
According to one venture capitalist,
“Once into the tornado, companies
can afford to do nothing but ship
product—no one makes it out by
stopping to undergo an internal
process review or change program.”

Once embedded, processes are
extremely hard to change. People

get comfortable with certain forms

of interaction—meeting styles, report-
ing requirements, general modes of
communication. Not only are individ-
uals slow to alter their own behavior,
they will also instill these preferences
into later hires, further embedding
initial practices, however ad hoc.

But even managers who find these
arguments compelling have a nagging



fear: How do I balance flexibility
and control? The answer is scalable
processes. Our interviewees highlight
four keys to their success.

Set the stage with corporate culture.
The foundation of scalable processes
is the employees’ informal beliefs
and understanding of how the com-
pany operates. One venture capitalist
calls these the company’s “common
reflexes.” We call them culture.

A strong corporate culture delivers
many benefits. It provides a common
framework for interpretation, reducing
uncertainties and binding members
together. It makes expectations clear,
creating social order. It perpetuates
key values and norms, providing
continuity. And it offers a vision of
the future, stabilizing and energizing
forward movement.

Startups need to ensure the existence
of this shared understanding. Accord-
ing to our interviewees, this takes
active intervention on the part of
the founders. They should take time
to explain things like “Here’s how
we work with others” or “Here’s

how we solve problems.” Shaped

by the founders’ personalities, this
embryonic corporate culture will
shift and deepen as the company
encounters challenges.

Define decision processes first. Our
interviewees strongly advise that
startups ready to implement formal
processes should start with decision-
making protocols—frameworks

for how decisions are made, such

as who is involved, the nature of
their involvement and the limits

of authority. These decision processes
establish the context for other core
processes, clarifying responsibilities
and accountabilities, identifying who
should make the decisions on other
processes and generally increasing
speed to value.

The trick is to define and use such
protocols without smothering flexibil-
ity and entrepreneurship. Our inter-
viewees counsel developing a simple
model that shows people how to map
decisions, leaving managers free to
be creative. The best models make
clear distinctions between a few
decision roles (for example, decide
versus consult) and decision makers.

Having built a model, management
should apply it visibly in a complex
and important area. One Internet
services company, for example,

has applied the model to recruiting.
According to one founder, the
protocol aims to answer such ques-
tions as: Who can hire someone?
How many people need to be part
of the decision? Should consensus
or majority rule? Does the CEO
always have veto power?

Pick a few critical launch processes—
and proceed from there. Beyond
decision making, new ventures
should focus on one or two critical
core processes. These launch pro-
cesses should touch everyone’s work,
like recruiting or product testing.

Yahoo! followed this course, focusing
its early efforts on processes that
support bottom-up decision making.
According to one interviewee who
worked with the company in its
earliest days, these processes were
formalized and understood when
Yahoo! had fewer than 30 employees.

LifeMinders has created formal
processes in marketing and product
testing. Every new idea is converted
into hypotheses that are tested on

a small customer segment. Only if
the tests provide positive feedback
is the idea rolled out to the wider
customer base.

HelloAsia, a company established
a little more than two years ago that
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provides free e-mail services in four
Asian markets, has seen phenomenal
growth. It has hundreds of thousands
of subscribers, 100 corporate partners
and more than 130 employees, and
it attracted one of the largest first-
round investments ever. To manage
this growth, HelloAsia installed pro-
cess discipline across the board—from
role definition to the creation of
operating plans. Notes one of its
founders, “A lot of start-ups think
they’re too dynamic to plan. But we
didn’t feel that we had a choice.”

Use process to guide interactions,
not determine results. When startups
build formal processes early, they
must guard against those processes
taking on lives of their own. “A
process is a protocol, not a set of
rules for how you do business,” says
Ben Horowitz, CEO and cofounder
of Loudcloud, a company that built
many formal processes from the
start. “If the process owns the result,
then you have a bureaucracy.” To
avoid this trap, implement formal
processes only for activities that
involve many people and occur
repeatedly. And constantly ask: Is
this process making our work easier?

arge organizations have the

advantage of management assets

typically not available to start-up
ventures. There is a stable platform
from which to launch new initiatives,
steer change in existing programs,
and weather volatile market and
economic conditions. And the value
of management’s experience working
together, sound core business pro-
cesses, and established relationships
with customers and alliance partners
cannot be underestimated.

In the absence of these assets, a
new venture is more vulnerable to
a number of potential threats that
can seriously undermine success.

® The domination of all important
decision making and actions by
a single strong individual.

e An imbalance in management’s
attention to long-term challenges
and priorities on the one hand and
to short-term demands on the other.

e The lack of a cohesive framework,
action plan and accountability
system for addressing all, not
just a subset, of the eight critical
success factors.

The need to focus attention on best
management practices has perhaps
never been greater than it is today
for entrepreneurs and their partners
in the venture capital industry. For
the CEO of any new startup, a clear
and steady focus on the constellation
of factors critical to the venture’s
long-term viability is an important
first step toward reducing the risk of
failure and enhancing the likelihood
of success. m
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