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BUILDING A BUSINESS

As a company grows, the founding scientist sometimes discovers (and investors often hint) that it’s time to leave the
CEO spot and hand it to someone with more business experience. To ease the possible shock of the process, consider

this transition from day one.

IVl any scientific founders of biotech start-
ups begin as the CEO. This makes a
good deal of sense because there is no one
as well versed in the scientific and business
potential of a new technology or a brilliant
platform as the founder, and no one else can
represent these advantages as wholeheartedly
to potential investors. In fact, many found-
ers prefer to be CEO because it gives them
scientific and cultural control over the direc-
tion of the company. Also, because scientists
are people who often enjoy stretching their
horizons by learning and experimenting with
new ideas and skills, the challenge of creat-
ing a successful scientific-based commercial
enterprise is very appealing. Additionally,
scientists tend to believe, with perhaps more
confidence than is warranted, that ‘good sci-
ence’ ultimately wins out no matter who is at
the helm. In many ways a scientist as CEO is a
good fit for a technology-driven company.

But as the start-up grows and the com-
pany’s needs and board composition change,
the character of the CEO job morphs as well.
Ironically, the founder-CEO who is most suc-
cessful at raising money, growing the company
and moving toward a commercial product is
usually the first to come up against the issue
of leadership succession. So it’s best to just
assume that the issue will arise.

There seems to be a broadly held percep-
tion in the venture capital (VC) community
that scientists do not make good CEOs, even
though there have been highly visible suc-
cesses of scientist-CEOs at some very large
companies (South San Francisco-based
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Genentech included). There also is an appar-
ent bias against founders remaining in the
lead role as the company moves toward com-
mercial success; in particular, VCs universally
assume that scientist-founders should not
continue as CEO.

In fact, this issue often arises as early as the
first rounds of funding. Be prepared for the
question: “Are you open to finding a new CEO
in the future?” Though the pat answer of “I
will do what’s best for the company” allows
both VC and founder to move on to more
comfortable topics, more honest answers
would be: “T want to remain a CEO and grow
this company”; “I would like to take the com-
pany public” or “I'd like to get someone in the
CEO role as soon as we are funded so I can
concentrate on the science.”

So it’skey to start thinking about the answer
long before the question comes up, because
VCs aren’t necessarily going to be looking out
for you (Box 1). The best chance of making a
successful transition is to think of what is most
important to you early and often.

I moved Raven from start-up through four
funding rounds that totaled $115 million. We
secured four partnerships based around our
antibodies and antibody discovery engine. We
validated the discovery platform and took one
product into phase 2 trials, with three more
products in the pipeline. Although I had never
planned to remain CEO when the company
went public, the board wanted a change ear-
lier than I thought was in the best interest of
the company. I also had been thinking of put-
ting in place a CEO from inside the company,
whereas the board was thinking of bringing
in an outside candidate. Because this had not
been fully discussed from the very beginning,
the discussions were more difficult than they
should have been. Eventually we took in a new
CEO from outside (whereas I stayed on as pres-
ident and chief scientific officer) and the com-
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pany recently was acquired by Macrogenics,
a private biotech company on the East Coast
(Table 1). From these experiences, 've come
up with five steps that should lead to a success-
ful transition—whether it is initiated by the
founder or the board of directors.

Step 1: plan early

It is never too early to start planning the tran-
sition. When you draft the documents for your
first financing, you should already have con-
sidered what role you want to play going for-
ward, how you want to transition and when.
A financing term sheet (and the documents
that follow it) will clearly define the company’s
ownership and who holds board seats. It will
also define who votes on what issues and what
the voting threshold is for approval of different
corporate actions, such as borrowing money,
appointing directors, issuing stock, making a
partnership deal, selling the company or any
other legally binding contracts the company
enters into. If you want to have an employ-
ment contract or be on the board of direc-
tors, among other things, then it is best to put
this all in writing and incorporate it into the
financing documents; that way negotiations
can be part of the entire financing package.

Step 2: decide what you really want

The most important part of this planning is to
be aware of your desires. Do you want to leave
the company at the transition? Do you want
to stay connected (via a board seat) but not
work at the company? Do you want to keep
a major ongoing role in the company, such as
chief scientific officer?

When you have the answers to these ques-
tions, work with your lawyer and your board
on a transition plan. This is a good time
to draw up an employment contract—a
document that protects the interests of the
employee and often is typical at larger compa-
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Box 1 Dealing with venture capitalists

It's true that venture capitalists (VCs) funding new companies don’t always talk with or
listen to the founders concerning what role they want to play. First-time scientist-founders
may not know much about venture financing and what the VCs’ needs and issues are, so
founders may well appreciate some coaching in the art of running a business from people
who deal with start-ups on a daily basis. The problem is that VCs in general are not very
good at initiating these discussions, though they would be beneficial to both the VC and
the companies they support. If a conversation does occur, and if the VCs’ and founder’s
ideas are widely different concerning an exit strategy or governance, then perhaps it is

not wise to engage in that relationship at all. Even when the management, founders and
investors are all in agreement on the goals of the company, building a start-up is not

simple or easy.

nies, although it is not always in place (or even
mentioned) at start-ups or private companies.
This contract covers what the company offers
you in the event that your job description is
substantially and adversely affected. It may be
tied to your tenure at the company or associ-
ated with the company meeting certain mile-
stones. The payout can be triggered by your
departure (if you are fired ‘without cause’) or
in the event of the company’s location being
moved more than a certain distance from its
current locale. It also can be triggered by your
title, compensation and/or duties being sub-
stantially reduced (such as the appointment of
anew CEOQ, your dismissal from the board or
your decision to leave after the appointment
of a new CEO).

Payout in these plans can include severance
(a certain percentage of your annual salary
paid as a lump sum or over time), continued
health care coverage and accelerated vesting
of stock options or extended time to purchase
stock options. You should consider consult-
ing outside counsel specializing in employ-
ment law to help draw up this document (the
company should be willing to cover reason-
able costs for this). Remember that corporate
counsel works for the company, not for you.

Table 1 CEO transition timeline

If you are planning to remain connected
to the company as an employee or a board
member, then you should get a written agree-
ment from the investors about what that role
should be. It is the board’s job to hire the CEO.
However, you and the current management
team will be working daily with that new CEO,
so it’s important that both you and your man-
agement team are comfortable with the new
hire. Put in place an agreement that includes
you on the search committee. As founder and
future member of the management team, you
should have a real voice in any hiring decision.
It’s possible to put in the employment con-
tract language specifying that a CEO hire done
without your approval becomes a trigger for
your departure, with severance.

Before you start the search, draw up a
description of what CEO characteristics you
are looking for. (This might also help you and
the board discuss your current role as CEO and
the board’s expectations.) At all times, even
very early in the life of the company, keep your
eyes open for good search firms and potential
CEO candidates. You will be spending a lot of
time with candidates and recruiters as you fill
out your management team, so use this time to
help refine your ideal replacement description.

Year Action
1999 Established Raven Biotechnologies; first financing Q2 of 1999
1999-2000 Technical proof of concept for discovery platform; second financing Q4 of 2000
2001-2002 Discovery efforts continue; third financing Q4 of 2002
2003 Several products identified; first candidate moved to preclinical development
2004 Started CEO search in Q1; drafted letter of understanding with board regarding my
involvement in both the CEO search and company growth
Filed investigational new drug application in Q4; initiated phase 1 trial in Q4
2005 Stopped CEO search in Q1; started fourth financing round
Closed financing in Q3; resumed CEO search
2006 New CEO appointed in Q2; | moved to president, director and chief scientific officer
2007 Started search for merger partner in Q4; drafted change in control agreement
between board and management
2008 Merger completed with Macrogenics in Q3

The smoothest transitions often occur when a
member of the existing management team can
move into the CEO position. If this is to hap-
pen, then you need to be planning years ahead
of the transition, and that includes having
open discussions with the board, the potential
new CEO and the management team.

Step 3: when the time comes

The better the company is doing, the more
power you have to influence the CEO selec-
tion. If you wait until the board feels it has to
make a change, then you will have much less
latitude. What are the first steps for making
a change? Communicate your feeling to the
board that it is time to talk about a new CEO.
If the board doesn’t feel it is the right time, it
will say so, but it will also be much more likely
to discuss the issue with you when it feels the
time has arrived. Also, expect the search to take
a while—you want to get the very best candi-
dates, and finding that ‘right person’ can mean
searching a year or longer.

When that discussion with the board comes,
update or rewrite the qualifications for a CEO
that you prepared in step two. Then find a good
search firm. Usually the search would be car-
ried out at a national level, but a local firm may
be effective and may understand more about
the culture of the company, especially if you
have worked together on previous searches.

When you find the best candidates, inter-
view them several times. Interviews should be
done by the company’s management team, as
well as by board members. Let the search firm
know what you liked and did not like about
each candidate, so the firm can refine its
search. In my mind, I feel it is unfair to bring a
candidate on board if they have not spent time
with all of their prospective reports and board
members, so make sure the candidate is intro-
duced around. Get references on the prospec-
tive candidate, then call references yourself as
well as having board members and the search
firm call. Each caller may get a different per-
spective and ask different questions.

Step 4: be open to change
Even if you start planning early, the transition
might not (and probably won’t) go exactly as
planned. You might change your mind about
your preferred role in the company after the
transition. It can be very difficult to step out
of a company that you have created. It can
also be difficult to continue in another role
when you once were CEO. The more firmly
and honestly you have looked at your own
desires and options, the more smoothly the
transition will go.

The board may change its mind about your
participation in the search or what your role
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will be with the company after the new CEO
arrives. This is where having a transition plan
and employment contract in writing can be
very important. If you can’t get everything you
want, then carefully think through the situa-
tion and prioritize what is most important to
you, the board and the company. Be willing to
compromise so everyone feels they have some
of what they want most.

Step 5: after the transition

If you are going to stay on with the company,
especially in a chief scientific officer role, then
your job is not finished when the new CEO
arrives. You should have worked out clearly
defined areas of responsibility before his or her
hire, but also take the opportunity to do so once
the CEO is in place and do it in writing. This can
also be done in the context of setting goals for
the entire company and planning for daily or
weekly meetings to facilitate communication. If
all of this is in writing, the board, the new CEO,

the employees and you should all start on the
same page. Still, as the founder, there will be
occasions in which employees come to you to
ask for help, complain or request intervention. If
the issue is not within your agreed area, then do
not get involved. Refer them to the new CEO. If
itis within your area of responsibility, then solve
the problem and communicate the result.
Now, what if your new role in the company is
not fulfilling? Then it is probably best to cut ties
and find another opportunity elsewhere. This is
where having an employment contract can be
of value if it allows you to leave, with severance,
before the situation gets too sticky. However,
there can also be a great deal of satisfaction in
having the opportunity to refocus attention on
the science as the company continues to grow.
After all, most of us are in science because we
find it one of the most challenging and satisfy-
ing occupations. Add to that the ability to create
high-quality jobs, a stimulating work environ-
ment and the capacity to impact the health and
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well being of patients, and that makes creating
and working in start-up biotech businesses
positively addicting.

Conclusion

There will always be the need for a leadership
transition in a successful company whether
it comes through business growth, business
refocusing or just time. It may come sooner
for a scientist-founder due to the perception
or reality of business needs shifting away from
the proof of scientific principle and toward
partnerships and sales. The success of this
transition can determine the eventual success
of the company. Both the investors and the
founding CEO should honestly and openly
discuss this issue early in the history of the
company and review the situation together
periodically. How you and the investors man-
age the succession may be one of the most
important things you do in determining the
long-term success of the company.



	Moving on

