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PREFACE

When Riding Shotgun was originally published in 2006, it represented the first effort to look deeply at a potentially critical and yet poorly understood role: the chief operating officer (COO). To describe the state of knowledge at the time, our keyword search for leadership on amazon.com yielded more than sixteen thousand titles. A keyword search on CEO at that same site turned up just shy of three thousand titles. When we then searched for COO, the results confirmed the need for the book. The returns of the search consisted of a digital download of an article by Stuart Crainer titled “Who Needs a COO?”; Okamoto condoms, in various packages; a VHS recording of a short film, Bill and Coo; an automotive crescent wrench; and a doll that “giggles and coos.” It was evident to us that the COO role had not received sufficient attention.

As the number two executive, the role is clearly important. In fact, some have argued that the number two position is “the toughest job in a company.”1 The COO is typically the key individual responsible for delivery of results day to day, quarter to quarter. The COO plays a critical leadership role in executing the strategies developed by the top management team. In many cases, COOs are groomed to be—or are actually being tested as—the organization’s CEO-elect. Even if the effort has not been made to groom the successor, it may have been assumed. As Jay Conger and David Nadler note,

When a CEO fails to prepare a potential successor and is suddenly pressured to step down, unexpectedly falls ill or passes away, it is not uncommon for the board to select the company’s number-two executive by default. The appeal of the choice is quite simple: The second in command has likely played an instrumental role in the CEO’s success and is well versed in the company’s challenges.2

Further, many very visible CEO appointments, most recently Tim Cook at Apple Computers, have been promotions of the COO. It appears to be an excellent place for the development of the CEO’s successor. The fact that the role is central, highly complex, and not well understood was troubling to us.

So ten years ago, we set out to report on our effort to better understand the COO role and what was necessary for the role to be a valuable one. Through a series of conversations with executives, we were able to offer a better understanding of the role, when it makes sense for a company to create such a role, what to look for when evaluating candidates, and how an incumbent might be advised to enact the position.

Through our research, we found a number of benefits that organizations experienced when a COO was in place. At the same time, there were many examples of companies where performance did not appear to suffer in the absence of a COO. Our conclusion was not that the COO position was simply an elective one; we found the role created value when implemented at the right time and staffed and supported in the right way. There had to be enough work to keep a second set of hands at the top busy, the trust between the CEO and COO had to be unflinching, and the handoffs between the two flawless. We also confirmed our suspicion that the COO role displayed a tremendous amount of variation in just how it was designed and executed. Whereas other c-suite positions are largely similar from company to company, we found that the COO role could be any one or a combination of seven different jobs. COOs could be best thought of as (1) the heir apparent, (2) a true co-leader, (3) a mentor, (4) a change agent, (5) a trusted partner, (6) an executor, and/or (7) an MVP the company promoted to retain. For the role to create value, the COO incumbent had to be able to fit the appropriate COO archetype to a T.

As the COO position has received increased attention, these characteristics of the COO role have been repeatedly confirmed—the position remains a highly idiosyncratic one that adds tremendous value to company leadership when executed for the right reason, in the right way, by the right person. It has been encouraging to us, in the years since the book first appeared, to hear from executives just how useful the book has been. Since the book was released, each of us has had a number of opportunities to engage more deeply with the COOs. For example, the first author spent a number of years serving as the academic advisor to the Accenture COO Circle, an affinity group for over a hundred COOs from the world’s largest companies and not-for-profits. The second author has established his own firm working closely with boards on executive assessment and succession planning, a practice that places him in the room with COOs on a near-daily basis. We both remain fascinated by the role and how it can be leveraged to create strong and effective leadership in a company.

Through our ongoing interactions with COOs, it became apparent that during the last ten years an interesting variety of factors were directly and significantly impacting the nature of the COO’s work. The most dramatic change since 2006 is the need for the COO to balance a concern for the future with operational success today. Years ago, leadership teams could more cleanly separate the CEO’s worry about tomorrow from the COO’s worry about today. No longer can a COO be satisfied that a heads-down approach focused on meeting today’s challenges is sufficient; COOs have had to adapt to become heads-up leaders, thinking about and immersed in the external world. And the skill set necessary has expanded accordingly, especially in the areas of finance and technology.

These new demands on the COO are driven by a number of forces. The recession put even tighter clamps on operations—it wasn’t too long into the recession before reports of “the fat has been cut” began to resonate. However, in spite of any protestations, COOs were called upon to continue to seek greater cost reductions. To this end, companies in pursuit of cost savings took advantage of the ability to take operations anywhere in the world. Some companies began building manufacturing facilities “in country” to get relief from currency fluctuations and to increase their speed and responsiveness to specific markets. For example, for the first time in company history Adidas has announced plans to bring manufacturing onshore in the United States in a format that will allow a more customer-focused and agile operation. More broadly, leaders are making investments in wide-ranging geographies in order to be much closer to suppliers. A new operational model is being explored—the creation of joint development centers to facilitate the ability to use the insights of two or more companies to streamline costs and produce more impactful innovations.

For companies moving around the globe to seek a cost advantage, the inevitable result has been the creation of ever-longer supply chains that are as a result fragile. Over the past decade, a number of dramatic natural disasters have raised questions about whether or not supply chains are too stretched, too vulnerable, and too inflexible. For an example of the latter, flooding in Thailand upended the global disk drive industry. Some 40 percent of the world’s disk drives are manufactured in Thailand; Seagate’s facility happened to be on higher ground than that of rival Western Digital. The damage to Western Digital’s operations was significant enough to allow Seagate to surpass them and become the market leader.

Another external element forcing COOs to become more “heads up” is the risk of terrorism—through either a physical attack or a data breach. These are each largely new challenges with which COOs are left to wrestle. In some companies, leadership teams have explored different ways to assign responsibility for what are essentially all sources of risk through the creation of a number of new c-suite positions: chief risk officers, data officers, innovation officers, and technology officers, for example, are now found at the table, in addition to or instead of the COO. Each new c-suite partner creates a new interdependency for the COO to manage.

As we have watched companies find ways to address these risks, we realized that we should revisit our 2006 work to identify the new lessons that COOs needed to learn. Toward that end, we have undertaken this effort to refresh our investigation of the COO role. This edition of Riding Shotgun explores these themes through new conversations with COOs who thrived during the decade: Jim Firestone (Xerox), Randy Pond (Cisco Systems), Rudy Lobo (Regus), and Gil West (Delta Air Lines). Our goal in doing so is to make certain that this book continues to be an accurate source of useful insight for individuals who are interested in understanding how to create the largest return on investment from a COO position. A new generation of COOs is going to be required to provide leadership, to achieve strategic objectives, and more broadly to help organizations succeed. It is our hope that the insights presented herein form a basis for creating a deeper understanding of the role and will contribute to executives’ efforts to appropriately create, structure, and deploy the position.

Nathan Bennett

Stephen A. Miles

Atlanta, Georgia


ACKNOWLEDGMENTS

We would like to acknowledge those individuals whose help was instrumental in bringing this work to fruition. We thank John Thompson and Joie Gregor, vice chairmen at Heidrick and Struggles, for making many of the introductions that led to executive interviews. Similarly, we thank Ginger Kent for making a number of additional introductions on our behalf. At Georgia Tech, a number of students played an important role by providing background research and by challenging our thinking as the project took shape: Kelly Dyar, Jeff Morton, Evan Gibson, J. P. Seriani, and Mike Orndorff. Second, we would like to thank Jason Daumeyer, engagement manager, and J. Hewins, principal in leadership consulting with Heidrick and Struggles, for their thorough work in researching and drafting the case studies that appear herein, as well as Rich Rosen and Fred Adair, partners in leadership consulting with Heidrick and Struggles. We also want to extend thanks to Mary Wedel at Heidrick and Struggles Leadership Consulting, who performed the most challenging tasks: scheduling the interviews and managing the transcription process. When it came to prepare this updated edition, we were fortunate to have the assistance of Jacob Parks at Profitable Ideas Exchange and Taylor Griffin of The Miles Group. Finally, we would like to thank the executives who were so gracious in giving us their time to offer insights about the COO role so we could share them with you.


1

INTRODUCTION: THE ROLE OF THE CHIEF OPERATING OFFICER

If we have no second fiddle, we have no harmony.

Leonard Bernstein1

This book offers systematic examination of an increasingly critical role in organizations: that of the chief operating officer. Whereas a substantial body of literature focuses on leadership and chief executive officers, written by academics (e.g., The Leadership Challenge, by James Kouzes and Barry Posner; Bad Leadership, by Barbara Kellerman; Good to Great: Why Some Companies Make the Leap and Others Don’t, by Jim Collins), consultants (e.g., The Leadership Wheel, by C. Clinton Sidle), and practitioners (e.g., Winning, by Jack Welch; Iacocca: An Autobiography, by Lee Iacocca; Leadership, by Rudy Giuliani; The Source of Success: The Five Enduring Principles at the Heart of Real Leadership, by Peter Georgescu; and Authentic Leadership, by Bill George), there is a dearth of work that focuses on the role of the number two—a role we think is of particular interest because in those companies where the position exists the incumbent is such a visible and important leader and follower.

COOs occupy a position that is unique structurally, strategically, socially, and politically. As a result, many of the challenges faced by incumbents are also unique (e.g., managing the relationship with the CEO and other company leaders, implementing the directions of the CEO). Because the role has not received much attention, we know very little about the reasons behind its creation, how it is enacted in various organizations and shaped by incumbents, or the requisite characteristics of a successful COO. In the following chapters we (1) clearly articulate the unique characteristics of the COO role, (2) describe the various motives for establishing a COO position, (3) review the challenges associated with successful performance of the COO role, and (4) develop a set of strategies or principles to inform individuals who aspire to serve in such a position some day.

To accomplish these purposes, we rely on a combination of first-person interviews with current and past COOs, case studies that describe various ways organizations have structured leadership with or without a COO role, reviews of the extant research and other writings on the COO role, and interviews with executive search professionals who have placed many high-profile COOs. Our typology demonstrates the breadth of motivation companies have for making the strategic decision to create a COO position. Additionally, we present the major barriers to success in the COO role and consideration of the knowledge, skills, and competencies associated with effective performance of the role. We also consider the areas that it is essential for a CEO to understand in successfully bringing on and then managing a COO, as well as the relationships that the COO must manage, especially those involving the CEO, the board, and other executives. In the end, we offer helpful insights to organizational decision makers confronted with decisions about when and how to create, structure, and staff a COO position, as well as to individuals considering or already occupying a COO role. In doing so, we aim to furnish important insights into the execution issues to which a board and top managers must attend in order to effectively implement this particular leadership configuration.

BACKGROUND

It is easily argued that the job of CEO has become increasingly demanding in recent years. The reasons driving this are many, but clearly macroeconomic factors such as the complexity of managing a globally competitive business and heightened public concern regarding issues such as corporate social responsibility and financial fraud play a major role. As a result of the pressure the CEO faces to manage relationships with myriad external constituents, many organizations have created a “second in command.” Though the precise duties of this second in command, what we call the chief operating officer, vary considerably both from one organization to another and over time within a single firm, an overriding goal is to provide sufficient high-level support to the CEO.

In spite of the fact that organizations have had “number twos” for as long as there have been “number ones,” before the first edition of this book there had been little study of what makes the role effective. As a result, leaders were left to try to determine for themselves whether organizational circumstances supported appointment of a COO, or about how to properly design the position. Similarly, there was little guidance about how myriad contingencies such as environmental, firm, and individual characteristics might determine the precise configuration of roles and responsibilities to invest in a COO position. We did not have a good understanding of the knowledge, skills, abilities, competencies, and experiences that might predict the success of an individual in such a role. The same dearth of insight existed in terms of what life was like for the incumbent in the role, and the degree to which it prepares—or should prepare—an individual to ultimately serve an organization as a CEO. Finally, the scant research that had been published on the role contained odd results. One would expect that by adding a capable leader to the team, organizational performance would improve; early on the role suggested it may not.2 In all, whether or not—or when—the designation of a second in command is a good model for leading organizations was an open question, as was how to structure and fill such a position. Our goal in our research has been to begin the process of developing a systematic framework to help business leaders understand whether, when, and how to implement and fill a COO position.

THE COO ROLE

As CEOs are expected to spend more and more time outside their organizations, the COO has taken on more and more responsibility for the oversight of daily organizational operations. On the positive side, it can be argued that allowing the CEO to focus on strategic, longer-term challenges the company faces, and creating a role (that of the COO) to lend leadership and oversight to day-to-day company operations, improves the effectiveness of the individuals in both functions. Clearly, the position at the top has grown; to conclude that the responsibilities could be better addressed if divided makes intuitive sense. On the other hand, some have suggested that separating responsibility for strategy formulation from strategy implementation is a major mistake.3 Further, in some dramatic examples CEOs have used what they would view as a necessary distance from day-to-day operations as an excuse that should protect them from responsibility for misdeeds and unethical or illegal behavior displayed by members of top management.4 This so-called dummy defense was expected to play a key role in efforts on the part of some high-profile CEOs to avoid penalties for financial fraud that could include jail time: Walter Forbes (CUC International), whom the New York Times reported felt little need to attend to happenings inside the company; Richard Scrushy (HealthSouth); Bernard J. Ebbers (WorldCom); and Ken Lay and Jeffrey Skilling (Enron).5 In fact, one consulting firm found that in 2002 only 17 percent of the companies that promoted the COO to CEO replaced the COO. The interpretation of the finding was that it gave evidence that investors want to force the CEO to stay close to the business.6 In our interviews, we found that several new CEOs did not plan to immediately recruit a COO because they wanted to be close to the business. However, they also indicated that this model may not be sustainable in the long run and that, as they began to think about succession, the appropriateness of the role would likely reemerge.

In our interviews with executives, it quickly became clear that the most critical element in successfully implementing the role is a trusting relationship between the COO and the CEO. As Andrew Waitman said to us, at his company (Celtic House) there was an understanding that the then COO (David Adderley) was the person you would want holding the rope, should you find yourself dangling off a cliff—your trust in the person and his or her capabilities is that strong. Charles Wilson, the former executive director at Marks and Spencer Group, elaborated on this point in noting that the trust has to be about both personal integrity and competence. In the most positive case, what might be achieved is a productive work arrangement like that described by Heenan and Bennis in their book Co-Leaders: The Power of Great Partnerships.7 This notion has been translated as “two in a box” and was explicitly practiced by such businesses as Dell (under Michael Dell and Kevin Rollins), Microsoft (under Bill Gates and Steve Ballmer), and Synopsys (under Aart de Geus and Chi-Foo Chan). If two in a box is viewed as the exemplar for leadership at the top of an organization, the other extreme is characterized best by Harry Levinson in a 1993 article; he directly addressed the particular challenges in creating a number two role, noting that

The relationship between the chief executive officer and the chief operating officer in any organization is fraught with many psychological complexities. Perhaps it is the most difficult of all organizational working relationships because more than others, it is a balancing act on the threshold of power.8

The key ingredient for COO effectiveness is often whether the CEO is ready to share power. Unfortunately, some COOs do not realize the CEO is not ready until they are in the position and friction begins to appear in the relationship. We explore the theme throughout this book because clearly organizations must anticipate and avoid the dysfunction that can arise from a poor match between CEO and COO: unhealthy rivalry, defensiveness, overcontrol, rigidity, misconceptions, and doubt.9

Until quite recently, academic investigation typically focused only indirectly on COOs. Some explored the characteristics that help a COO become a successful CEO. That is, the research is designed to help predict COOs’ performance in their next job, not the current one. A second thread of study explored this role through examining CEO succession.10 An example of this research considers how COOs as “insiders” fare as CEO, compared to “outsiders.” The third cluster of study looked at the COO role in special circumstances where the CEO and COO function as “co-leaders.”11 Later, Cannella and Hambrick investigated the factors associated with creating a COO position, as well as the relationship between the presence of a COO and organization performance. Cannella and Hambrick found the relationship to be negative; the presence of a COO was associated with a lower level of organizational performance.12 This research was widely cited in practitioner publications (see, for example, Industry Week, April 2004), but without much effort to aid in understanding or explain the reason for the counterintuitive finding. Hambrick was quoted as suggesting that companies with COOs are at a disadvantage because either (1) the CEO-COO structure is an inferior one or (2) the presence of a COO is an indicator that the CEO is not capable. Whereas these are the more controversial among plausible explanations, it is also clear that many alternative explanations may be salient. Perhaps the COO was a poor choice. Perhaps the effort to demarcate the CEO’s work from that of the COO was muddled, poorly designed, or inadequately communicated and the resulting confusion led to poor decisions by members of the organization. Perhaps the efforts of the CEO to smoothly bring the COO on board were inadequate. Perhaps the plan was perfect but the implementation fell short. In all, the fact that we do not know what makes the CEO-COO structure work suggests that more thought on the subject is warranted. It has been our intention through the two editions of this book to offer just that.

A TYPOLOGY OF COOS

As is the case with many issues, clear definition of the COO is an important place to start. In the broadest sense, this is not difficult: the COO is the second in command and has responsibility for day-to-day operations of a business. The definition is intuitive, but it can be difficult for an outsider to understand who holds this position; sometimes COO and sometimes another title is used to denote the role.

Further, when a reader is immersed in the literature to investigate this more closely, it quickly becomes apparent, even after solving the labeling challenge, that a COO is not a COO is not a COO. In some firms, the COO has a narrow mission to address a specific business need. For example, Microsoft filled Rick Belluzzo’s position as COO with Kevin Turner from Wal-Mart after it had been vacant for several years. Turner was expected to use his retail experience to help Microsoft grow the consumer products business.13 In other enterprises, the COO’s role has been nearly that of a Zen master as mentor to a developing CEO. We have observed that the main driver behind the sometimes subtle and sometimes not-so-subtle differences among COO roles is the firm’s motive in creating the position. Though these motives should not be viewed as being mutually exclusive, treating them as such makes for a more straightforward initial explanation. Our research identified seven motivations behind creation of the COO position:

1. To provide daily leadership in an operationally intensive business

2. To lead a specific strategic imperative undertaken by management, such as a turnaround, major organizational change, or planned rapid expansion, or to cope with a dynamic environment

3. To provide a mentor to a young or inexperienced CEO (often a founder)

4. To balance or complement the strengths of the CEO

5. To foster a strong partnership at the top—the two-in-a-box model

6. To teach the business to the heir apparent to the current CEO

7. To retain executive talent that other firms may be pursuing, absent an imperative from the business for creating the position

We consider the first two situations—an operationally intensive business and a strategic imperative—to be firm-focused motivation. That is, the claim that the position serves to address a need of the firm has high face validity. The next three situations—COO as mentor, a balance to a CEO, or as part of a two-in-a-box partnership at the top of the organization—are what we consider CEO-focused motivation. In each instance, the CEO is the most direct beneficiary of the COO position. Finally, we consider cases where the COO position is created to retain talent or develop the heir apparent as COO-focused motivation. Here, the COO is the first beneficiary of the creation.

Examples of firms that appear to represent each motivation may serve to further explain the typology. First, the COO position is nearly ubiquitous in operationally intensive businesses such as the airline, disk drive, and automotive industries. For example, Seagate Technologies, an $8 billion vertically integrated manufacturer of disk drives, used the COO role to groom two of its recent CEOs, Bill Watkins and David Wickersham. As this example illustrates, the complexity of managing a vertically integrated global manufacturing enterprise while simultaneously satisfying numerous external commitments placed on a CEO sometimes takes two sets of hands.

Second, organizations have identified individuals and placed them in the COO role as a change agent—with the specific instruction to redirect the company (e.g., a turnaround or radical change). Ray Lane and his work at Oracle serves as a good example of an executive brought in to lead a turnaround, initially for the most troubled geography (United States) and later for the broader organization as the president/COO. At the time of Lane’s appointment, Oracle was flirting with bankruptcy and the organizational culture was dysfunctional. Larry Ellison hired Lane (not an obvious candidate) from Booz Allen and Hamilton. As Lane explains,

My position at Oracle, as well as Jeff Henley’s [CFO], was created in response to pressure from the Board on Larry Ellison due to the prior year’s performance of Oracle. The Board had a concern: whereas Larry was a visionary leader, the company needed more discipline in its operations. To help along those lines, I was brought on board, as was Jeff Henley as CFO. From the beginning, Larry defined the three positions as “the Office of the CEO.” Clearly, making this work depends heavily on shared understandings of who is responsible for what and on very effective communication among all involved.

Ellison brought him in initially as the president of U.S. Operations, to turn around the deeply troubled sales and marketing functions, which were running poorly. He was later named president and COO of the company and in that role contributed to a dramatic increase in stock price over ten years.

Another example is Joe Leonard, the former chief executive officer of AirTran Airways, who recruited Robert (“Bob”) Fornaro to be his COO and help him lead a dramatic turnaround. Leonard stated that the company was “running on fumes” and needed dramatic efforts to stave off bankruptcy. Similarly, organizations that operate in a hypercompetitive and dynamic marketplace, such as high technology, often choose to create a COO position. In this instance, the organization requires the number two to be maniacally focused on day-to-day execution, while the number one focuses on strategy and the future to ensure that they do not miss changes in the industry and technology. One is clearly oriented with its “head up” to understand success in the future, whereas the other is oriented “head down” into the operational details necessary for success today. This has worked at businesses such as Yahoo!, where CEO Terry Semel brought in Dan Rosensweig to serve as COO. In contrast, in February 2005 Carly Fiorina was forced out of her position as chairman and CEO by the Hewlett-Packard board, in some measure because she resisted the pressure to create a number two position.14 Fiorina’s reluctance to have a strong second chair led one individual to say that her hands-on style “slowed things down” for the company as it tried to compete against such strong players as IBM and Dell in a dynamic, fast-paced, and difficult industry.15

In the third case, the hiring of a COO provides some balance to the top management team—when the CEO demonstrates lack of deep experience or, perhaps surprisingly, lack of interest in particular aspects of his or her leadership role. For example, a company with a young CEO (such as the founder of a rapidly growing entrepreneurial venture) might seek a COO with experience and (ideally) wisdom that can develop both the CEO and the emerging business. One could logically hypothesize that as the CEO develops, the COO role might either disappear or be heavily restructured. Such was arguably the rationale for young Michael Dell’s hiring Mort Topfer at Dell Inc.16 Here, Topfer was initially recruited to simply be Dell’s mentor. Dell’s company had succeeded to a point where it could have begun to get ahead of his experience. Dell had sufficient self-awareness to acknowledge that he needed some “gray hair” and deep experience around to accelerate the company’s growth as well as his development as a leader. Importantly, Topfer was fifty-eight years old at the time and was completing a successful career at Motorola. He clearly had no aspirations of becoming Dell’s CEO; he was there to help Michael Dell. A second example is when Netscape founder Marc Andreessen recruited James Barksdale. Barksdale joined the company as president and chief executive officer and was able to be a mentor to the young founder and help him develop his leadership and managerial capabilities. Likewise, though he held the title of CEO, Eric Schmidt was recruited by Google to provide similar expertise and support for cofounders Larry Page and Sergey Brin. We found clear designation of a second in command quite regularly in high-technology companies. As Ray Lane told us,

Many high-technology firms are led by a CEO/founder. These CEOs began as technical or domain experts, and as the firm has grown they have held on to the CEO title. For many of these people, their interest is the technology or the resulting products—not running an operation. They likely find the day-to-day running of the company to be mundane—it just isn’t what they wake up wanting to go and do. In those instances, the COO position allows them to continue to think about what they love, knowing that the company is being well led.

Fourth, it may be a matter of style or preference rather than experience that suggests what is in order is a COO who can complement a CEO. Observers have characterized the relationship between Bill Gates and a pair of his number twos, Jon Shirley and Michael Hallman, in such a light.17 Observers noted that COO Shirley brought a “calm, self-effacing balance” to Gates.18 In a case like this, there is no expectation that the COO role will lead to a higher position.

Fifth, consider the model where the CEO and COO operate as two in a box (what Heenan and Bennis termed co-leaders). Michael Dell and Kevin Rollins, whom Dell introduced as COO in 1996, were an example of this model. Both had to commit to leading the company together. This desire was reflected in their decision to “co-office” as well; their offices were adjoined with only a glass partition between them. Some organizations have expanded the concept to three in a box: Nike and C-Span are two that established “co-presidents.” Taking this concept a step further, Ellison at Oracle appointed a third co-president, Gregory Maffei, who joined Charles Phillips and Safra Catz in that role.

Sixth, the motivation may be to create a position that allows an heir apparent to assimilate—to learn the company, its business and environment, and its people. An example of a company using the COO position to develop the successor to the CEO job was Continental Airlines, where CEO Gordon Bethune (who originally joined the airline as its COO) announced that he was passing the torch to his COO, Larry Kellner.19 Similarly, Ian Cook was named COO at Colgate-Palmolive, an announcement that was taken to indicate he was the likely successor to Reuben Mark, the long-time CEO.20 In the time since Rex Tillerson’s appointment to the number two position at Exxon, observers have noted that he was increasingly exposed to the public—a deliberate effort to facilitate what was correctly presumed to be his likely succession to CEO Lee Raymond.21 Finally, Norfolk Southern announced appointment of Charles Moorman to its COO position, continuing the company’s “practice of picking an executive young enough to lead the company for at least a decade.”22 Delta Air Lines went without a COO for some time before announcing in July 2005 that Jim Whitehurst, a possible successor to CEO Gerald Grinstein, would fill that position.23 The highest-profile example of this strategy is arguably Lou Gerstner’s decision to appoint Sam Palmisano as COO at IBM. Certainly, being identified as a likely heir does not represent a guarantee. A danger apparent in this strategy is the loss of the heir if ultimately the top job is not given over—or at least not given on schedule. In some cases, performance as COO indicates to the organization that the heir title was inappropriately or prematurely assigned to the candidate. COOs Renée James (Oracle),24 Steve Heyer (Coca-Cola), John Brock (Cadbury Schweppes), Mike Zafirovski (Motorola), John Walter (AT&T), Michael Ovitz (Disney), and Robert Willumstad (Citigroup) left their companies because they were passed over for the CEO position—realizing the timing for the succession was not as had been advertised—or left involuntarily.25 Some CEOs have even gone so far as to create a structure that deliberately avoids a number two position. For example, Polaroid founder Edwin Land discussed his desire to make it clear there was not a second in command, saying, “There isn’t any number two; there are lots of number threes.”26

Where the role was created as a learning opportunity for the COO, the position may not outlast the tenure of its incumbent. In fact, there are instances where the incumbents work themselves out of the job. Such was the case at the Kauffman Foundation; COO Paul Carttar stepped down after one year when the foundation “decided to abolish the chief operating officer job” in an effort to streamline operations.27

Finally, in a number of cases creating the role of COO seems to be motivated as much by the presence of an individual with apparent skills as it is by a specific organizational need. That is, the role seems to be created to retain or attract talent more so than to address a particular organizational or leadership gap. For example, News Corp/Fox Entertainment announced that its president and COO, Peter Chernin, had signed a new employment agreement preventing a rumored move to rival Disney.28 Similarly, McDonald’s announced efforts to restructure its U.S. and Europe president positions, a move interpreted by analysts as an effort to ward off poachers.29 As further evidence of the position’s use to place a person, rather than meet a business imperative, we uncovered a number of instances where the position does not outlast its incumbent; when the COO leaves, the duties are “divided among top management” and the role disappears. For example, when Rick Belluzzo left Microsoft, the company kept the COO position vacant for several years before hiring Kevin Turner. When Steve Heyer left Coca-Cola, his duties were divided and the position was not filled. When Kevin Rollins was promoted to CEO with Dell, a new COO was not named. Finally, when COO Gary Daichendt left Nortel Networks (after just three months), his duties were assumed by the CEO, Bill Owens.30 Or it may be that the role sits idle until the next heir is identified. Such has been the case at Intel, a business with a long history of deliberately managing succession. Since the time of Paul Otellini’s promotion in 2005, no successor as COO was named until the now CEO, Brian Krzanich, was appointed to the role in 2012.31

It is important to note that any of these motivations for creating the COO position can be carried out well or poorly—efforts to understand the effectiveness of the COO position need to be sensitive to disentangling cause for performance that should be attributed to the COO’s efforts, the structure itself, or a poor implementation. Whereas Donald Hambrick’s suggestion that (1) the CEO-COO structure may be fatally flawed and (2) a COO is a signal of a weak CEO merits consideration, so do a range of less-dramatic but equally consequential possibilities. Broadly stated, it may be that an organization’s motivation for and its implementation of a COO position, as well as its success in finding the right candidate, might be important contributors to subsequent company performance.

SUMMARY

The COO or second-in-command role continues to be practiced in organizations of various sizes and in a range of industries. The position is unique for a number of reasons. First is the diversity of roles the incumbent may play at various times in relationship to the CEO: loyal follower, leader of those charged with executing the business strategy, devil’s advocate, strategic partner, mentor, heir, and so on. Second, the position is highly visible, particularly to internal audiences. As a result, ongoing alignment of the visions espoused by the CEO and COO is critical. Despite the role’s prevalence and importance, it has not received much attention; as a result, many aspects of how it is best implemented are not well understood. In fact, the early evidence is that it may not be well done in many of the places where the position exists. Our purpose is to begin to construct a foundation from which we can better understand the role so that it can, in fact, be implemented in a way that brings benefit to chief executives, top management teams, incumbent COOs, and company stakeholders. Specifically, we are interested in helping to shape a better understanding of these interrelated questions:

• When does it make sense to create a COO role?

• How should the COO role take shape? How is the role best designed?

• What type of individual is best suited to serve as COO?

As is the case with many aspects of organizations, we do not anticipate a best answer to any of these questions. Rather, we hope that our efforts and the responses from the executives we interviewed give the reader the ability to understand how the particular circumstances faced by a single organization might influence how these questions should be framed, debated, and answered.

To begin this process, we identified a framework that elaborates seven motivations that organizations expressed—through our interviews or through media reports—for creating a COO role. One way to view this framework is to ask who is intended to be the primary beneficiary of the role: the firm, the CEO, or the new COO? We suggest that answering this question establishes a foundation for determining the best way to staff the COO role. Clearly, if the need is a mentor for the founder of an exploding business, the COO position and incumbent differ from what is needed for an heir apparent—someone ready to take the reigns in five years—or to find a perfect match to the CEO to execute a two-in-a-box structure. Understanding whether or not the COO role will lead to long-term benefits should begin with an understanding of these situational aspects of creating the role and identifying its incumbent, as well as understanding the success of the implementation and the incumbent’s coming on board.

Next, we conducted interviews with more than two dozen executives, all of whom have considerable experience at or near the top of major corporations. Many are currently serving or have served as COOs. Others lead organizations; of those, some have COOs in place, whereas others have deliberately chosen not to adopt such a leadership structure. Some individuals have experience to share both from their time as a COO and now as a CEO with a COO on board. Though our respondents touch on a number of themes during the conversations that follow, there are some key points to watch for:

• The importance of the CEO and COO developing a shared understanding of where the other’s job begins and ends

• The degree to which the COO enacts the role in a way that offers important help to the CEO, in contrast to the degree to which the presence of the COO creates a layer of insulation that actually keeps the CEO from thoroughly understanding the company

• The various ways to structure the role of the COO with the board

• The characteristics of a well-designed effort to bring on board a COO from outside the company

• The importance of trust as the foundational element of the CEO-COO relationship

• How both business need and interpersonal chemistry influence the right choice of COO

• The importance for the CEO to give the COO room to have his or her own voice at the company; the breadth of experience required to be successful as COO, as well as the relentlessness of the job

• The degree to which performance as a COO prepares one to be a CEO, as contrasted with the degree to which it labels one as a transactional, rather than strategic, manager

• The challenges faced by an outsider coming in to a COO role

• The critical nature of the COO’s ability to drive strategy through the organization

• The importance for the COO to check ego at the door and sublimate concerns regarding assignment of credit and blame

Throughout the interviews, points of similarity and departure in their opinions are readily discerned. There are clearly areas in which consensus exists, as with the importance of clearly delineated boundaries between the jobs of CEO and COO and the role that trust, communication, and chemistry play in the success of the CEO-COO structure. At the same time, there are certainly areas where a range of perspectives exists, as with the life span of the typical COO (if there is such a thing) and the degree to which the role prepares its incumbent for the CEO position. We report herein our conversations with these individuals:

Carol Bartz, former CEO, Yahoo!

John Brock, chairman and CEO, Coca Cola Enterprises, Inc.

Jim Donald, former CEO, Starbucks

Jim Firestone, president, Corporate Strategy and Asia Operations, Xerox Corporation

Kenneth W. Freeman, dean, Questrom School of Business, Boston University

Robert Herbold, managing director, The Herbold Group

Mike Lawrie, chairman and CEO, CSC Solutions

Joe Leonard, former chairman and CEO, AirTran Airways

Rudy Lobo, CXO, Regus

Shantanu Narayen, CEO, Adobe Systems

Bill Nuti, chairman and CEO, NCR Corporation

Vincent C. Perro, former president for Consulting, Heidrick and Struggles

Randy Pond, former EVP, Operations, Processes, and Systems, Cisco Systems

Fred Poses, CEO, Ascend Materials

Dan Rosensweig, CEO, Chegg

Steven Reinemund, former CEO, PepsiCo

Kevin Sharer, former CEO, Amgen

Bruce Stein, former COO, Mattel

William H. Swanson, former chairman and CEO, Raytheon

Mort Topfer, managing director, Castletop Capital

Craig Weatherup, former chairman and CEO, Pepsi Cola North America

Maynard Webb, chairman, Yahoo!

Wendell Weeks, chairman and CEO, Corning Incorporated

Gil West, Senior EVP and COO, Delta Air Lines

Del Yocam, former COO, Apple Computer

Ed Zander, former chairman and CEO, Motorola
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HOW FIRMS USE THEIR COOS

[Lord Uxbridge:] As I am second in command and in case anything should happen to you, what are your plans?

[Duke of Wellington:] To beat the French.

From the film Waterloo (1970)

As noted, it is our contention that there are various ways in which companies approach designing the leadership team generally, and specifically the content and context of the COO position. Here we offer five descriptions of organizations that illustrate some of the variety we found. At Walt Disney, the loss of Frank Wells and subsequent efforts by Michael Eisner to find a number two and heir are discussed. Then, the oft-hailed leadership succession efforts of IBM and Intel are considered. Next, Microsoft is used to illustrate having a COO to complement the CEO. Finally, Carly Fiorina’s experience at Hewlett-Packard describes the challenges that result when a decision is made to go without a COO in a turbulent, competitive business.

WALT DISNEY

In 1994, Disney’s president and second in command, Frank Wells, tragically died in a helicopter crash. Wells and chairman and CEO Michael Eisner had been hired together in 1984 by Disney’s board of directors.1 The two successfully ran Disney with essentially a co-leadership model. Each had great respect for the other’s leadership and decision-making abilities. For a number of years, they were an example of how two people could work together successfully to lead a complex, multifaceted organization.

In that same year, Eisner was faced with replacing his studio chief, Jeffrey Katzenberg. Katzenberg left the company when it was obvious he would not immediately be replacing Wells.2 Instead, Eisner took on the added role of president. Over time it became apparent—especially as the company eyed acquisition of ABC/Capital Cities—that simultaneously serving as chairman, CEO, and president was far too great a task to vest in a single person. In 1995, Eisner courted and eventually hired the renowned agent Michael Ovitz to replace Wells as president of the company. One could argue that Eisner made this decision without a clear understanding of the way to properly structure and then fill the COO role, perhaps because a quick decision was needed (at this time, Eisner remarked to director Ray Watson, “What I’m doing now looks crazy: no president, no CFO, no treasurer . . .”) and perhaps because insufficient attention was paid to developing potential internal candidates.3 Consequently, Eisner hired Ovitz without thoroughly evaluating the need for a president; the responsibilities the president should take on; and the degree to which there was a good fit between the Disney culture, the company’s needs, and Ovitz.

Eisner realized relatively quickly that Ovitz was not the answer. The situation deteriorated rapidly. Though he had known Ovitz for twenty-five years, Eisner failed to invest the time to get to know him in the context of Disney, and he neglected to help with his assimilation into the company—an especially critical mistake at a company with so much history, so many competing egos, and such a strong and distinct culture. Two key executives met Ovitz shortly before he joined Disney and made it clear they would never work for him.4 Eisner admits he did little to smooth the transition or build support for Ovitz. Shortly after Ovitz joined, he discovered he and Eisner were unable to agree on responsibilities; clearly, role design had been neglected.5 Frustrated, Ovitz reportedly said to Eisner shortly after joining Disney that he had “no real authority to do anything . . . no real investment in anything creative.”6 Ovitz began to derail early, almost before he started, and eventually Eisner would write a memo to the board commenting that the man he once said could succeed him as CEO was “emotionally and mentally not appropriate for the task.”7 Eisner would add, in a letter to Ovitz, “We started having differences right from the beginning which I attributed to some misguided over-enthusiasm.”8 Many questioned Ovitz’s fiduciary commitment as well, as he spent large sums on lavish parties and office redesigns.9 It didn’t help that, when grilled on his “duty of care” obligations as director, he stated, “I’m sorry, I don’t really understand that.”10

In the end, these longtime friends split up unceremoniously, with Eisner commenting to the board that Ovitz “has a character problem.”11 This short-lived CEO-COO configuration broke down early and very publicly, though considering the way the situation began it should have been little surprise.

In 2000, Eisner appeared to have made a better choice for the number two slot at Disney: Robert Iger, the former COO of ABC/Capital Cities, which Disney acquired in 1996. After the acquisition, Iger served as chairman of ABC while simultaneously running Disney’s international business. He built a reputation for operating success and efficiency through consolidating and standardizing processes and platforms. At various times in his career, he launched creative programming, turned around businesses, executed strategic acquisitions, and worked effectively across all operations of the business, including sports, television, international, and entertainment. He was a one-company man for his entire career. In short, he had credibility, stability, and know-how, characteristics that were very important. In addition, Disney seemed to get other parts of the configuration right: all key executives, including the chief strategist, would report to both Iger and Eisner. Thus, the organizational structure conveyed the appearance that the two were aligned and equally capable.

Though it seemed to have more promise than the Eisner-Ovitz arrangement, the Eisner-Iger configuration still bore some of the hallmarks of a suboptimal CEO-COO partnership. Iger had been the number two at ABC and was expecting to be the chief executive when the Disney acquisition dashed those plans. It seems well known that he sought the top position at Disney as soon as he was named president in 2000.12 It can be dangerous for the number two to look past the current role to the top job.
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