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After purchasing a firm through an entrepreneurship through acquisition (ETA) strategy, new
operating CEOs often wrestle with multiple objectives. These newly commissioned leaders need
to articulate a succinct strategy, formulate a capital allocation plan, and conquer the operating
intricacies of the freshly captured company. It is a fun and challenging moment, but the CEO
cannot catalyze success on their own. This juncture is best shared with a key group of players:
their employees, whom we prefer to refer to as team members.

Team members are an essential constituent in the ETA venture. They are the backbone of any
organization and will implement and execute the CEO’s game plan. But they must be on board
and aligned to increase the probability of triumph. To help engage team members, CEOs need
to become communication heroes. It is unrealistic for CEOs to expect team members to
understand or deploy company goals in the absence of frequent and inspirational messaging. We
discuss this in our case note, On the Nature of CEO Communication Patterns in a Small Business.
One specific topic we find fascinating within the communication realm is the notion of sharing
financial and operating data with team members. This concept is often referred to as open-book
management (OBM).

OBM’s roots can be traced back to when Jack Stack and 12 managers purchased an atrophying
International Harvester unit in 1983 for $9 million in a highly leveraged buyout and initiated
an astonishing turnaround from a moribund manufacturer that was shedding jobs into a
growing, profitable firm that created employment.? From afar, this smells not incorrectly like
elements of a search fund. Part of the prosperity that was created was attributed to Stack’s
approach to sharing information with team members at the rebranded SRC Holdings
Corporation. Stack is often credited as an OBM founding father and evangelist. Inc. magazine
profiled Stack’s story in a 1990 article, and the seeds of OBM were planted in small business and
entrepreneurial communities. John Case, an Inc. writer, is credited with developing and
popularizing the OBM moniker.* Case also authored a superb book on all things OBM: Open-
Book Management: The Coming Business Revolution. Stack’s OBM prestidigitation increased equity
value from $0.10 per share in 1983 to $348 per share in 2013, representing a 31.2%"
compound annual growth rate over 30 years—a miraculous feat.> We cannot attribute all of

" Rate = (((ending value/beginning value)(1/years)) - 1)*100. ((($348/$0.10)7(1/30)) - 1)*100
=31.2%.
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SRC’s achievements exclusively to OBM, but it was certainly one of the ingredients in the victory stew.

Although there is no single way to run an OBM company since it is a framework, it generally implies the
practice of sharing financial and operating information with team members. It is up to the CEO to
determine what information is appropriate to share and with whom within the organization.
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When we talk to search fund CEOs about OBM, their initial reflexive response is typically negative and
skeptical. With so many balls to juggle, they often just see the OBM concept as a risky low priority. After
all, many ETA CEOs hail from consulting and private equity, where everything is proprietary and
confidential. If they have Wall Street investment banking experience, they are accustomed to information
being regulated and scrutinized, and they expect people who inappropriately share non-public data to go to
jail. Therefore, many ETA CEOs naturally have a bias toward hoarding and protecting information —not
sharing it openly. They have been trained to think that information is power and helps keep the gulf
between the corner office and the shop floor entrenched. We think this posture is misguided and that ETA
CEOs are passing on a wonderful opportunity to build a superior business and drive more desirable
outcomes by utilizing OBM. The OBM concept is simply a leadership tool that can provide a constructive
communication channel for team members and is a way to exercise an advantageous leadership style. There
is nothing risky or jail-time-worthy about that.

Another point of resistance is that most ETA CEOs are hyper focused on internal rates of return (IRR) and
do not believe they have time or space for OBM-like programs. We think this is counterintuitive. IRR is
not a goal; it is an outcome — the result of making many right leadership decisions over time. CEOs cannot
will an IRR result; they can think about customer selection, pricing schemes, competitor analysis,
development of infrastructure, and team member selection —these are the underpinnings that drive IRR,
all of which can be channeled through OBM as part of fruitful leadership forays. Finally, with significant
startup costs, some ETA entrepreneurs might not think OBM is worth the effort. This might be true. The
average operating period for a search fund is six years.® We believe that, for this duration, an investment to
launch OBM is well worth the costs and effort. However, if a CEO sees themselves as a two-to-three-year
flip, OBM is probably not worth the undertaking.

We will use a frequently hackneyed analogy to explain the commercial concept of OBM — sports. Imagine a
baseball team with an owner, a general manager, and a squad of players. If the owner chooses to have the
game played with a cloaked scoreboard, the general managers and players might not be able to understand
the game or participate at their best. They would not know whether they are winning or losing or by how
much. Alternatively, in a game with an open scoreboard and granular details of the game’s progress, the
general manager and players can react more appropriately to the circumstances.

For example, if our team is up by half a dozen runs in the eighth inning, the manager might remove the star
players to prevent injury risk. Additionally, the manager might insert developing players whose uniforms
never get dirty on game day into the action for a moment of glory and the opportunity to season a bit. If
the team is up by one run, it might focus tenaciously on defense to hold the slight lead. If the unit is down
by one run, they might take chancy and aggressive steps to escape the deficit. Finally, if the team is down
by six, perhaps they will write the game off as a learning experience and see how they can better prevail in
the next outing. The score matters and will impact how the game is managed and played. The same is true
in business.

An alternative example from the medical field could be sharing or withholding information such as weight,
blood pressure, cholesterol levels, and blood triglycerides from a patient. Sharing the statistics and
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explaining why they matter and how to manage them could assist in influencing a patient’s overall health.
Withholding the particulars leaves a patient to govern their health mindlessly and ignorantly.

It seems painfully apparent in our analogies and in operating companies that sharing appropriate
information along with the necessary education to understand it is potentially a powerful tool to affect
desired outcomes. Withholding facts, on the other hand, seems like a fantastic way to ask team members to
compete in a match while blindfolded and not even knowing the engagement rules.

We are not just theoretical OBM devotees; we practiced the model while serving as CEOs in our respective
companies. Although we were in different industries, we both saw firsthand the impact of OBM. We, too,
were fearful and concerned about disclosing previously closely guarded numbers to team members, but
once we took the plunge, we were on a positive pathway and did not look back with any regrets. To be clear,
OBM was one of several mechanisms that drove our prosperity and growth. Furthermore, while there was
a clear correlation between our accomplishments and OBM, we cannot state that it was an exclusive catalyst
or cause.

When A. J. Wasserstein was the CEO of the records management company ArchivesOne, he uncovered
OBM after the Waterbury, Connecticut-based company grew to several new markets through a
programmatic acquisition strategy. Wasserstein found himself dutifully and regularly visiting newly
purchased companies, like one in Columbus, Ohio. He would arrive at the records center with donuts in
hand and the best intentions. After checking in with team members on their families, vacations, jobs, and
the Ohio State Buckeyes football team, he was at a loss for what he was supposed to do as a CEO. The
Columbus location worked perfectly well without his presence, and he was confused about what a CEO
should do or talk about when visiting a field location. Then Wasserstein tripped on OBM and found his
answer.

He learned he could have more robust and meaningful conversations with team members when the dialogue
was training focused. Furthermore, when discussing customer service, the conversation shifted from vague
generalities to retention data, error rates, and net promoter score survey results. Interactions with team
members became teaching and coaching sessions in a common vocabulary on how the business worked and
made money. The Buckeyes still played a role in the visit’s discussion, but it evolved into more substantive
topics supported by OBM.

Furthermore, when Wasserstein told banks, vendors, customers, potential team members, and future
acquisition candidates about ArchivesOne’s OBM practice, there was a halo effect, and derivative benefits
occurred over time. Of course, OBM was not the single tipping point, but it was one of many storylines that
improved culture, engaged team members, and drove respect and appreciation from key outside
constituents. Did all of ArchivesOne’s team members buy into OBM? Absolutely not. Did many team
members lean in and appreciate the information and peer-to-peer messages? For sure.

We did not conceive OBM and make no claims about being virtuoso users of the model. We are just former
CEOs who discovered the tool in our sojourns as we were learning how to be effective leaders and interact
with our troops. Our experiences with OBM were filled with false starts and missteps before we eventually
found a groove that worked. Our aim here is to proselytize OBM in the ETA ecosystem and to encourage
rookie CEOs to at least contemplate the principle.

In this note (Figure 1), we will examine a quartet of concepts: a primer on OBM, why CEOs often eschew
OBM, why they should embrace OBM, and how they should think about implementing OBM. While our
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goal is not to have all search fund entrepreneurs adopt OBM (although that would thrill us), our more
pedestrian objective is for ETA CEOs to consider OBM for their businesses.

We will introduce OBM as a potential tool for CEOs. OBM is not a panacea and is only one of many tactics
and strategies that could propel a firm to a monetary landslide. OBM has existed for several decades and
appears helpful for many small businesses. Unfortunately, most of the literature about OBM is written by
boosters who offer a biased perspective. We lack information on stories from CEOs who attempted to
deploy OBM and found the process faltered or failed.

Furthermore, we have no hard data pointing to OBM as a value-enhancing tool for CEOs. Our thesis is
driven by anecdotal evidence exclusively. Finally, we do not know whether OBM is uniquely poised to help
ETA CEOs or small business CEOs in general. If ETA CEOs embrace truncated operating periods, OBM
might be less effective for them than for more traditional small business CEOs who often run businesses
for multiple decades.

Figure 1: This case note will examine four concepts

Five reasons
CEOs eschew
OBM

A primer on OBM

Five reasons

Five thoughts on
how to begin
implementing OBM

CEOs should
embrace OBM

An OBM primer

In essence, OBM is a system that engages all team members in helping the company make money.” It is
about providing information and data to all team members who are educated, financially fluent, capable,
and empowered to make decisions in the company’s best interests. The goal is to give people tools to think
and act like owners with a stake in the business rather than interchangeable inputs in the firm working in
minuscule silos. With OBM, managers do not hoard and weaponize information by barking orders at
compliant employees —team members are contributors in the pursuit of profit. If the program works and
the company earns more profits, team members share some of the gains, creating a direct connection
between their actions, the company, and the individual’s financial results —and moving team members from
agents to principals.

OBM is a foundational philosophy embedded in an organization; it is a way of doing business and not a
flavor-of-the-month fad. It recognizes that team members can and do contribute to a firm’s winning ways
and growth. OBM gives people the information and tools to thrive, illuminating how a business works —
and makes a profit. It eliminates inherent information asymmetries between owners, management, and line
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workers. Owners and management exert less of a supervising function and inhabit more of an educational
and coaching role.

OBM is built on truth and detail. The numbers —not uninformed emotions—tell the story. OBM forces
leaders and team members to evaluate common facts and shared realities when discussing and formulating
policies and decisions. It also demands that managers truly comprehend the numbers and how they fit
together; it is impossible to teach without first fully internalizing a concept. Since company profitability is
the ultimate goal, OBM attempts to align all team members in that direction. Furthermore, access to
evidence empowers appropriate individuals in a firm to take action to improve their performance, which
rolls into the organization’s financial outcomes.

A brilliant first step in building an OBM organization is to share GAAPT financial statements. It might
shock team members and contravene previous false assumptions —it is expensive to run a business, and
team members often discount costs. However, while we think GAAP is the gold standard of financial
reporting, it is a trailing indicator. GAAP tells the story of what happened; it is an image seen through the
rearview mirror. One thing we find frustrating about GAAP is that when something seems awry in the
statements, it often takes a month to triage the mishap, a month or two more to develop an actionable
solution to the problem, and then another month or two to see the cure show up in the GAAP results. A
simple challenge might take three to five months to fully rectify.

We prefer forward-looking reporting and metrics —a picture looking out the windshield. The best OBM
programs are less about yesterday’s results and more about prognosticating tomorrow’s scorecard. For
example, yesterday’s overtime hours portend labor expenses on the upcoming GAAP report—with time to
address them. Sales backlog hints at future revenue, on-time performance provides clues about customer
retention statistics, and team member separations (voluntary and involuntary) will impact future general
and administrative costs in recruiting and training. Thus, OBM is about current and real-time facts that are
manageable and tells CEOs and team members what future financial results will be.

The Great Game of Business is a training and coaching organization dedicated to the principles of OBM.
For 40 years, they have helped companies learn about and implement OBM best practices based on Jack
Stack’s book, The Great Game of Business. Figure 2 reproduces and presents what this firm succinctly
summarizes that OBM is and is not.®

t Generally accepted accounting principles.
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Figure 2: What OBM is and is not’
o [X)

‘What OBM is ‘What OBM is not

How we do business A fad or a program of the month

Sharing relevant information Complete disclosure
Simple Easy
Fun and engaging Boring and uninteresting
A management system A glorified bonus plan or motivational scheme
Business education Tarning everyone into accountants
Sharing only positive information

Communicating reality

Treating people like adults Treating people like entitled children

DOOOPOODO

A discipline that develops over time A cure-all magic button

A
N

Sharing rewards and recognition A must-share equality program

Sharing real-time forward-looking info Sharing historical, past-looking info

@ 9

Source: Reproduced from Open-Book Management The Great Game of Business

We think of OBM as communicating both operating and financial math with all team members in a
company. Not all information is distributed uniformly at the same level of detail, but everyone has some
exposure to the figures. A crucial part of OBM is educating team members on what the information means
and how to use it. While we believe transmitting information is powerful and empowering, it is also
potentially dangerous without deep and continual education. Expecting team members to understand
tinancial and operating data without appropriate training is unrealistic. Winning OBM programs teach and
show the link between actions and performance. Team members need to comprehend how what they do
impacts outcomes. This connection is essential for participants to see how their behaviors determine the
results. Finally, thriving OBM programs typically have reward mechanisms in which team members can
participate so that they can enjoy economic rewards from improved financial results.

OBM is not about unquestioningly sharing information without coaching and training; that would likely
be a disaster. It is about creating a financially literate and fluent workforce. Public companies required to
share financial information are not necessarily OBM organizations. OBM is not merely the act of circulating
results; it is a cohesive system of sharing data, education, and rewards. OBM does not mean salary statistics
are open information (unless the CEO chooses to make this information available, which is not something
we would endorse). OBM is not a cooperative in which every team member has an equal vote in the
company’s direction. The CEO unequivocally captains the business; they might broadly solicit information
and opinions from team members, but they alone synthesize and distill the feedback and make final
decisions.

Case and Stack advocate for three elements of OBM mobilization. First, OBM is principally about sharing
information with the entire company and educating people on what the numbers mean and how each team
member’s role fits into the big picture (thinking like an owner). Second, OBM calls for empowering team
members to take action within their sphere based on the information they receive (acting like an owner).
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Lastly, OBM has some mechanism for individuals to share in the business’s economic gains (feeling like an
owner).'% ! Although OBM is enacted according to each CEO’s vision, Case and Stack are experts in OBM’s
implementation and use.

Five reasons CEOs eschew OBM

Many ETA CEOs bristle when they first encounter the theory of OBM. We understand that it can be
counterintuitive to think that sharing operating and financial figures with team members can help engender
superior outcomes. Additionally, it takes a huge leap of faith to literally open the books to be judged by
team members. This incredibly vulnerable act diminishes the guise of the all-knowing and omnipotent
CEO. Furthermore, ETA peers, board members, and investors without OBM experience might also be
reluctant to cross the OBM bridge and may even attempt to dissuade CEOs from actively implementing it.
Many internal and external impediments might prevent even the most free-thinking CEOs from initiating
an OBM program.

In an attempt to present a balanced view on the topic, we will share and decompose a quinary of frequently
cited reasons CEOs eschew OBM (Figure 3). While we are unabashedly enthusiastic OBM proponents, we
acknowledge that there are multiple valid justifications not to become an OBM firm.

Figure 3: Five reasons CEOs eschew OBM

Team members will demand increased compensation levels if the company is doing well

Team members will quit if the company is doing poorly

Competitors might gain access to valuable data

OBM is challenging to implement with its demanding educational requirements

OBM might not fit with every CEO’s style

01 Team members will demand increased compensation levels if the company is doing well

We frequently hear this objection from OBM novices: if team members know the company’s affluence and
profitability, they will seek higher compensation. It is our belief that even mildly observant team members
already have a sense of when a company shifts direction and is flourishing. These team members might not
know the exact base performance level, but they pick up on subtle changes in performance. The phones ring
more, customer counts amplify, and there is new hiring, with increased needs for office and production
space. Team members might not know the intricate details, but they do know when things change and are
popping. There is an unmistakable energy and vibe in the air. Based on this information alone, aggressive
team members could angle for increased wages due to detected positive transformations; they do not even
need cellular details or precise performance facts.
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OBM is rooted in forthright and honest communication. Therefore, if a company is thriving and profitable,
team members might indeed seek more remuneration. CEOs need to explain exactly what happens to all
those juicy profits. Perhaps there are capital expenditures required to invest in further growth or others
needed for maintenance or repairs to current infrastructure. Working capital might be swelling as the
company grows, which gobbles up free cash flow, or the company might be servicing debt through principal
and interest payments. If the business is profitable, some of this precious profit will melt through tax
payments to federal and perhaps state governments. Finally, capital requires a return on investment. If
equity investors have infused funds, those dollars demand compensation, no different than team members
requiring wages for labor. Ultimately, business leaders know that profit does not equal free cash flow, and
in an OBM program, this education must take place in the lower ranks as well. Finally, CEOs need to
delicately explain that team members are not shareholders and do not necessarily have claims on swelling
profits unless an equity-sharing program has been implemented.

Furthermore, we truly believe that in a healthy company, compensation levels are fairly set and continually
examined. A CEO should assess their talent pool and be sure that the top players, the must-have team
members, are paid at the top decile range for their jobs. Nice-to-have team members should probably be
set at the top quartile of compensation levels, and fungible people might be at the median levels. Market
dynamics determine team member compensation, and although we encourage CEOs to be benevolent
employers, there is a cap for every position on the team when adjusted for performance. This needs to be
politely communicated to team members.

02 Team members will quit if the company is doing poorly

This section explores the inverse of the previous concern: if the business is flagging, will team members not
jump ship? Well, there is always a risk that top team members will resign if the company appears to be
atrophying. Similar to when a firm is booming, team members are usually painfully aware when things
change and are not going well. They might not understand whether the firm is making or losing money,
but the adverse deviations alone could catalyze a pessimistic perception. Customer attrition is up, the boss
is always tense, the accounting clerk whispers about slower collections, and overtime is no longer needed.
When things are drooping, people know, and yes, some might be catalyzed to quit and find greener
pastures.

OBM can actually mollify this dynamic. If honest and mutually respectful communication has been
established, team members might better understand that all businesses have ebbs and flows in performance.
Better yet, OBM might help stem some of the downturns with early warning signs that the entire team can
see, understand, and rally to mitigate. Furthermore, CEOs who are honest about impending weakness can
blunt team members’ churn by articulating specific action steps that will right the ship. When a compelling
plan is accepted, this could assuage team members and prevent defection.

Finally, even if the company is flailing, sufficient team members will stay in place because they are either
committed to the mission or do not have alternative desirable actionable options. Plenty of public companies
report impecunious results without a stampede of people heading for the door.

03 Competitors might gain access to valuable data

Some OBM skeptics are fearful that once financial and operating information is out there, it might wind up
in the competitors’ hands and be used in a maleficent manner, especially if a team member leaves and begins
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to work for a competitor. We understand this apprehension since nobody wants a competitor to have inside
information, warts, and all. Customer lists, pricing arrangements, and contract terms are a company’s
crown jewels and must be guarded closely. This all makes sense, but OBM does not prevent a CEO from
requiring certain team members to sign confidentiality and non-compete agreements. Additionally, in many
industries, marquee customers are not secrets, nor are advertised or common-knowledge pricing strategies.

Furthermore, competitors often overlap and legally exchange information at local chamber of commerce
events and industry trade conferences. A simple, innocuous question can provide meaningful insight into a
firm’s economic and organizational makeup in many sectors. How many employees do you have? How
many square feet do you occupy? They are all part of a typical banter between vying companies. In some
industries, a simple fact can be pretty revealing. For example, “How many vehicles do you have?” tells the
story in the heating, ventilation, and air conditioning (HVAC) space. For financial advisors, “What are your
assets under management?” can quickly provide a valuation and profit profile. In a software subscription
business, “How many users are there?” depicts recurring revenue and a likely financial picture.

Additionally, what exactly will competitors do with financial and operating documentation? We do not
believe that a small or moderate portion of released information will undermine a well-run firm. Will
competitors steal customers? Good competitors are already trolling the marketplace and trying to dislodge
clients —that is what able rivals do. In the public company context, government regulation calls for detailed
financial and operating disclosures, and those companies do not disappear due to opponents having access
to valuable records.

The real question curious CEOs need to confront is whether the risk of competitors potentially having
access to pecuniary particulars is more damaging than the potential rewards of a business benefiting from
OBM by harnessing team member engagement and empowerment. We believe that the hazards of
adversaries learning the intimate details of a company are far lower than the likely prizes from robust OBM
implementation.

04 OBM is challenging to implement with its demanding educational requirements

We cannot dispute that deploying an OBM strategy is complex and demanding work—and it will take a
very long time before it fully seeps into the culture and its impact is felt. Gathering operating and financial
intelligence can be cumbersome, with disparate software tools and silos generating relevant and valuable
points that need to be organized and synthesized. Turning the accounts around on a timely basis so that
they are relevant and actionable will require managerial proficiency. Most importantly, educating team
members about the nuances of financial statements and operating metrics is excruciatingly challenging.
Many team members have no foundation of financial intelligence on a business or personal level. They
might not even have bank accounts or understand how and why debt is used or how operating actions turn
into economic outcomes. Truthfully, we encounter highly educated and sophisticated folks who do not
always fully understand how the puzzle pieces fit together. With some team members who did not graduate
from college or even high school, it would be a huge lift for them to understand financial basics.

Worthwhile goals are often demanding and arduous. CEOs would have been better off on alternative career
tracks if they wanted easy. Leading a company is formidable, especially when a CEO pursues distinction
and aims for a strong and effective culture. OBM is part of the underpinnings for this, but it is very taxing
to stand up. The reward is in the results and outcomes. When team members understand error rates,
rework, working capital, and margins, the company is playing with an unfair advantage. The team works
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in concert and better comprehends how operating actions turn into financial results. Yes, it is hard to
implement OBM, and educational investment is high, but it is worth it.

05 OBM might not fit with every CEO’s style

OBM is entrenched in trust, communication, education, and vulnerability. While we consider these
enlightening and valuable characteristics in a leader and CEO, some entrepreneurs might not feel
comfortable and prefer a more remote or dictatorial leadership approach. Although it is not our place to
judge, we recognize that OBM might not fit some CEOs. If a CEO clings to an information-is-power
philosophy or cannot believe that team members can be fully engaged and contribute meaningfully to a
business, OBM will likely not work for them. We think of OBM as an open-minded and progressive
leadership tool based on mutual respect between management and line team members, but it is certainly
not for everyone. Of course, a company can thrive and be fruitful without OBM, but it can be even more of
a smash hit with it. Will the culture be enhanced, and is progress more likely on a risk-adjusted basis? These
are questions for each CEO to answer for themselves. Although we are OBM enthusiasts, some
entrepreneurs just might not be able to incorporate the program into their culture and style.

Rich Armstrong and Steve Baker, authors of Get In the Game, a book depicting OBM operationalization,
believe that four leadership style elements must be present for OBM to work: humility, when CEOs cease
to think they are the only person with the answers; vulnerability, when CEOs are willing to ask for help;
servant leadership, when CEOs subjugate their needs in favor of the company’s; and courage, when CEOs
are willing to share power and control with others.'> We encourage entrepreneurs contemplating OBM to
look in the mirror and ask themselves if they possess these preliminary specifications.

Five reasons CEOs should embrace OBM

We are shameless fans of OBM and are excited to share a fivesome of reasons why ETA CEOs should
embrace this philosophy. Fundamentally, OBM is about trust, transparency, collaboration, and progress.
When we think of enlightened, successful, and impactful leaders, these are the types of words that pop into
our minds. OBM is a leadership tool and style that is about driving economic results —which is what search
fund entrepreneurship is all about. While we do not believe that OBM is a panacea that will fix a jalopy-like
business, we unequivocally believe that OBM is an accelerator and an enhancer; it will make a good
company better and will create a positive, enticing culture.

Of course, OBM has risks and is hard work, but the potential rewards far outweigh the deterrents. In Figure
4, we enumerate a quintet of reasons why ETA CEOs should embrace OBM. We will now discuss these
arguments in more detail.
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Figure 4: Five reasons CEOs should embrace OBM

a Team members are already making wild assumptions about the business

° OBM might help improve the culture

6 OBM might help improve company performance

0 OBM will teach people skills that will help their personal financial hygiene

e Treating team members like adults will engender positive behaviors

01 Team members are already making wild assumptions about the business

Anyone who has operated a small business as a CEO can attest to the wild rumors and unfounded
assumptions that swirl through the halls, call centers, warehouses, and lunchrooms. When a company lands
a big new customer, team members think cash coffers swell and the CEO is rich. Team members often
deeply discount costs and dramatically overestimate a firm’s profitability. Invisible expenses, such as
insurance, taxes, and working capital requirements, are not easily understood or estimated. Team members
usually think the business and CEO are earning much more than they are —except when they do not. If a
customer departs, especially a significant one, team members might jump to the false conclusion that the
company is imploding and preparing for bankruptcy. We have personally witnessed team members panic
when a handful of customers exited despite the company enjoying tens of thousands of customers.

Team members tend to extrapolate and exaggerate both good and bad news. The only way to rationally
mitigate this is to share the facts and tell the truth about what is happening in the business. This level-
setting process will put all team members on the same page and dispose of any wild assumptions and
rumors.

02 OBM might help improve the culture

Many ETA CEOs want to establish and build a positive culture in their organizations. We applaud this goal.
Culture is vital in a small business and is worth a leader’s energy. Although this note is not about culture,
we will share that culture is hard to build and takes endless time and effort (it is also easy to destroy with a
single snarky comment from the CEO). A positive and productive culture does not magically manifest itself;
it results from thousands of behaviors over many years. OBM is one of many ways to engender an improved
culture.

Since OBM is fixated on openness, education, teamwork, agency, and evidence, we believe it has some of
the seeds that will constructively bring a team together. When we think about places where we have enjoyed
working, a vibrant culture was always present, and we were treated with dignity and respect. OBM can
favorably contribute to the type of culture that most search fund entrepreneurs aspire to create.
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03 OBM might help improve company performance

Although OBM has many appealing qualitative elements, which we have mentioned, we want to be
perfectly clear that OBM’s goal is to help a company make more money. We can coat OBM in a shiny veneer
of feel-good equality, but OBM is ultimately a conduit to generate improved profitability and cash flow. In
an OBM company, people talk about earnings, cost of capital, required returns, and margins—and the
inputs necessary to achieve those objectives. The mystery and secrecy around the very purpose of a for-
profit entity — to make money —is unveiled and illuminated. In many non-OBM firms, talk about making
money is viewed as taboo or is reduced to simply, “We need to make more money now.” However, how to
do this in a logical way is avoided.

We certainly cannot promise that OBM will help improve profitability; too many factors are at play in
ensuring an outcome. However, we truly believe that sharing the right information with team members
and educating them on how the company makes money and what it needs to do to make more money will
help increase the probability of growing earnings.

04 OBM will teach people skills that will help their personal financial hygiene

We are amazed and saddened that many team members we have worked with are basically financially
illiterate, negatively impacting their quality of life and personal financial health. Some team members are
overburdened with credit card debt, have no savings, skip the 401k but invest in their wardrobes, and lease
flashy cars. It seems like a recipe for financial stress and doom. We do not look down on these folks
condescendingly, but we do feel bad for them and would like to help in some small way. We do not blame
team members for the problems they find themselves in; they likely did not benefit from education, role
models, or an understanding of monetary matters. OBM’s financial education can easily help team members
improve their personal financial situations.

One of a CEO’s great privileges and opportunities is to help and serve people, especially team members.
CEOs get a chance to make people’s lives better. That is a pretty special possibility. Financial education
through OBM can assist team members with their personal financial situations and give them the tools to
get on a better track and lift themselves up. Furthermore, when team members are in a stable place and have
less external stress and distractions in their lives, they are better team members. If OBM can help team
members with their own personal financial hygiene, they might become more productive and engaged team
members—and the CEO will enjoy the feeling of knowing they have made a positive impact in someone’s

life.

05 Treating team members like adults will engender positive behaviors

OBM companies treat team members like responsible adults and avoid disdainful parent-child
relationships. We have all worked at places where we were treated like incompetents and spoon-fed
information with suspicion; it is neither fun nor uplifting. Additionally, when team members are
infantilized, they mirror back that behavior and give nothing more than is required to the company. In an
OBM organization, team members are treated as capable, thoughtful, and engaged adults. They are
considered with dignity, respect, and appreciation. While OBM is not a cooperative, giving all team
members an equal vote, it does open up communication channels and engages everyone’s minds and
insights. OBM is a more peer-like approach to running and building a firm.
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We believe and have experienced that when CEOs treat team members as valuable and talented adults, they
will lean into their jobs and the company, especially if they have a vested financial interest in outcomes.
This will dovetail, enhance the culture, and result in positive individual behaviors.

Five thoughts on how to begin implementing OBM

The first bridge to cross in the OBM journey is to embrace the philosophy and commit to its
implementation. Although this requires deep thought and reconciling OBM’s pros and cons, it does not
demand coordination and operational work. The second bridge to traverse in the OBM pilgrimage is its
deployment, which is unequivocally demanding. In fact, there is a cottage industry of OBM coaches and
implementors who are experts in all things OBM and how to put the doctrine into practice. In many things
in life and business, while the theory can be compelling and logical, it is only tenable with a committed and
graceful execution. OBM is no different, and the adage that “the devil is in the details” certainly holds true
here.

Establishing an OBM-centric company is not easy, and CEOs should map out the action steps and resist
the temptation to jump in willy-nilly and without a concrete plan. Furthermore, this lies squarely in the
CEO’s domain and cannot be fully delegated or outsourced. This is a revolutionary step in a firm’s
evolution, and the CEO had better be in control and drive the process. Of course, the CEO could and should
engage thought partners from within and outside the business, but the CEO owns the odyssey —and its
ascendancy or demise.

We encourage CEOs working on an OBM plan to read the additional resources we share in Exhibit 2.
Additionally, The Great Game of Business is packed with tips, resources, and vignettes that are all practical

and useful. Furthermore, Get in the Game Resources provides several helpful implementation tools. We

will now discuss a pentad of ways to begin implementing OBM (Figure 5). Although our quintet of points
is introductory in nature, it will help inquisitive CEOs as they embark on their pilgrimage.

Figure 5: Five thoughts on how to begin implementing OBM

Go slowly

Think deeply and intentionally about who will be exposed to what information when

Decide how to gather the data that will be shared

Determine what reward systems will be tied to the OBM program

Contemplate what audiences beyond team members should be included in the OBM program
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01 Go slowly

Pursuing an OBM implementation is akin to initiating an exercise program when starting from a very low
baseline. The best course is to go slowly. A sedentary couch potato does not become an energized
marathoner overnight. It is a long expedition that requires time and is marked by baby steps and
incremental progress. Moving from a company that shared no operating and financial information to a fully
OBM organization will likely take years. Every component and decision of the process will be time intensive:
which information should be communicated, how quickly that information will be gathered, how the data
will be shared, who will get to see what numbers, what rewards will be in place for enhanced performance,
and how the team will be taught and trained about all the intricate statistics used to understand and run the
company.

There is no rush, and slow and methodical is superior to hasty and slipshod. Set reasonable expectations
and begin training for the marathon by first walking short distances and ultimately moving to running for
long distances. We suggest establishing OBM goals and calendarizing milestones to operationalize the
program. Rudimentary steps, such as educating team members about a fictional set of financial statements,
might be a 101 course. This will need to be done repeatedly and patiently to inch forward. Week by week,
new numbers can be introduced, and over months and years, the philosophy and program will trickle into
the company’s culture and educate and empower its team members. See Exhibit 1 for an illustrative OBM
implementation timeline.

02 Think deeply and intentionally about who will be exposed to what information when

We love OBM’s egalitarian orientation and broadly support the sharing of appropriate information.
However, OBM does not mean sharing all the figures with all the people all the time. CEOs will need to
think deeply and intentionally about who within the organization will see what data, when, and in what
detail. We generally think that more senior people in the firm should have access to the most information
promptly and in the most detail. This might include the CFO, COO, and head sales professional. This is
likely the executive team in which there should be no secrets, and this group will need minutia to do their
jobs well. More junior folks on the team, such as line workers, might receive more summary financial
reports containing less specificity. Senior professionals will likely care about and need to comprehend the
details of the debt stack, including pricing and amortization, but hourly-wage team members might just
need to know fundamental concepts without the grizzly particulars.

There is one area where junior staffers should receive plenty of visibility and receive it promptly —and that
is around operational facts. We consider operating data to be the dashboard for running the business hour
by hour and day by day. Operational points might not be strategic, but they are all about operational
excellence and elegant execution. They are similar to the pilot’s gauges, revealing speed, altitude, fuel levels,
and artificial horizon. Feeding prompt (even live) operating intelligence to line team members helps them
do their jobs and allows them to understand whether they are ahead, on target, or behind in the game. For
example, on-time deliveries, accurate order fulfillment, error rates, new customers per day, lost customers
per month, customer hold time on the phone, and safety failures are all excellent points that drive favorable
customer, operational, and financial outcomes. This numeric feedback lets team members do their jobs
better and know where leakages occur.

14 EXPLORING OPEN-BOOK MANAGEMENT IN A SEARCH FUND—ACQUIRED SMALL BUSINESS



Yale scHOOL OF MANAGEMENT

03 Decide how to gather the data that will be shared

After the effort involved in educating team members, gathering the necessary financial and operating data
will likely be the second-most laborious effort. All small businesses have data housed in various disparate
silos, and aggregating the information in a well-designed reporting system or balanced scorecard is often
quite challenging. Some numbers will be in the accounting system, another batch will be in the sales
customer management software, and yet more will be in the operating enterprise resource planning
software. Furthermore, statistics related to safety, on-time performance, and training might be tallied and
managed in one-off Excel documents. Tracking down and synthesizing data can certainly be cuambersome.

Additionally, when engaging in OBM, CEOs might discover that they would like to provide some
information to team members to help them do their jobs well, and that information does not even exist.
Perhaps there is anecdotal evidence or intuitive evidence, but no scoring is yet available. OBM can involve
alot of effort and time to bring all the facts together. We suggest establishing a scorecard champion, perhaps
the CFO. It can be that person’s responsibility to ensure information flows are working and the right people
have access to the right data on a timely basis. Of course, the CFO can delegate and engage other parties
within the organization, but they are the driving force to make it work.

04 Determine what reward systems will be tied to the OBM program

A vital part of the OBM framework is that team members participate in and enjoy some of the financial
benefits of improvement. One of the reasons the search fund CEO chose ETA was the economic opportunity
to participate in what they created. Team members are no different. If CEOs want their full hearts and
minds, they must reward their wallets. Since every company and OBM implementation is unique, it is not
our place to provide specific tactics on reward systems, but we will offer some general thoughts beyond the
need for their presence.

The reward plan must be clearly articulated, with objective goals in place. There cannot be any fuzziness or
discretion around what the bogey is. We like goals that are a stretch and require high performance and
maybe even a dose of serendipity; goals are not easy or sure. The goals should tilt toward what the team
members can actually impact and control. Compensating factory workers for sales performance might be
unmotivating and even silly. If factory workers’ efforts influence inventory, rework, safety, waste, and
capital expenditures, their rewards should lean in that direction. Incentives should be meaningful enough
to be inspiring and material to the recipient. Low stakes equals low engagement; high stakes equals high
engagement.

The timing and currency of rewards can vary by context. We prefer crisp, intermittent rewards balanced
with longer-term horizons (one year). A payday that is too distant can become meaningless to some, while
weekly to quarterly pops mean something to the household budget. OBM is often closely coupled with
employee stock ownership plans (ESOP). Delving into ESOPs is beyond the scope of this note and, to our
knowledge, has never been broached in the traditional ETA community. Accordingly, we will advocate for
cash compensation in any reward program.

Paying employees for their own achievements and overall corporate productivity is a crucial tenet of OBM.
Pursuing OBM without this is a false start.
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05 Contemplate what audiences beyond team members should be included in the OBM program

Once an OBM system is up and running and has established traction, CEOs can contemplate what other
audiences beyond team members might benefit from inclusion. The marginal cost of additional constituents
is likely meager and might have positive effects. We can think of and advocate for at least three potential
groups that deserve to be part of OBM in some way: strategic vendors, key customer partners, and potential
team members.

Some CEOs perceive vendor and supplier relationships as inherently adversarial with zero-sum
opportunities. We dispute that and believe that some vendors are essential relationships worthy of
investment and information sharing. Of course, CEOs should be judicious in selecting what information to
communicate with suppliers, but inviting vendors into the proverbial tent will allow them to better
understand the CEO’s business, goals, and challenges. Additionally, sharing quantitative facts with a
supplier will elevate the company in the supplier’s eyes and transform the relationship into more of a
partnership. As part of communication sharing, CEOs can explicitly discuss what the vendor can do to help
with the company’s objectives and how their actions cascade into the firm’s operational and customer
performance. Vendors exist in a competitive marketplace, and sharing information will not result in inferior
pricing or terms; rather, it might instigate better service, quality, and maybe even pricing. It is likely not
worth engaging all vendors in the OBM orbit —just those who are genuinely critical to the business’s health.

Similarly, sharing some data with all customers and more intimate numbers with key customer
relationships is worthwhile. Customers will be impressed with a sophisticated and robust reporting system,
especially figures focusing on quality and service. Sharing information could stimulate customers to see the
company as a progressive and dynamic organization. If CEOs choose to share profitability points with
customers, we would not be worried about an adverse reaction. All companies must earn a fair profit;
customers who balk at earnings are usually undesirable. Allowing salespeople to use some subsets of the
OBM package with prospective customers might also be a useful selling and marketing tool.

When recruiting team members, we think OBM can be a powerful message and mechanism to signal
expectations, sophistication, and a positive culture. This might help attract the type of team members an
OBM company would seek and repel people who are uninterested in being part of an OBM firm. Sharing
operating and financial material with potential recruits will build their confidence in the company and their
excitement about joining the team. Our intuition is that most businesses do not take this approach, which
is an opportunity for positive differentiation.

OBM in action: a mini-profile

Steve Divitkos (Harvard Business School 2012) was the CEO of Microdea, a Toronto-based
document management and workflow automation software company serving the transportation
and logistics industry. Divitkos acquired the business from its founders in 2014 and successfully

sold the company to a strategic acquirer in 2020 after serving as its CEO for approximately seven

years. During Divitkos’ tenure as CEO, Microdea’s equity value quadrupled, providing his investors
with a 20% compounded annual return on their original investment.

In his first five years as CEO, Divitkos doubled company revenue, achieving approximately a 15%
compound annual growth rate. Microdea was named one of Canada’s fastest-growing businesses for four
consecutive years between 2014 and 2017. Under Divitkos’ leadership, Microdea was recognized as one of
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Canada’s best places to work for four consecutive years between 2017 and 2020, when the company was
named the 46th best place to work in Canada for all companies with fewer than 100 employees.

I'll admit I did not know what I was doing when I first became a CEO. I thought I had
bought an attractive business, and that turned out to be true, but I was sort of making it
up as I went along, leading the company and engaging with employees. One concept that
ultimately changed my trajectory was OBM. I read some books about it that resonated with
me. Why not treat employees like capable partners and give them the information to do
their jobs as well as possible? It all seemed pretty intuitive to me. I did some thinking and
reflecting on the framework and decided to try it in my third year as a CEO.

Employees were already making some pretty bizarre assumptions about the business, so I
tigured I would just put it all on the table and tell them everything. I was nothing short of
terrified. I thought people would want more compensation, that they would quit, that they
would be confused, or that they would not care. None of that turned out to be true. OBM
was not easy for our company because it involved a lot of investment in education and
training, but after some herky-jerky initial steps, we started to get a flow, and things gelled
for us.

OBM became a fundamental way we did business and interacted with employees. I am not
saying I did OBM perfectly or that it was the only thing that drove our growth and success,
but it was definitely a key element. OBM changed our vocabulary: we all started to talk like
businesspeople, with profitability and cash flow as our goals. It also positively shifted our
culture. Our culture was not bad, but after OBM, it became really great. Watching
employees get engaged and empowered was very fulfilling and made us a much better
organization.

Initially, I had many misgivings about OBM, but in retrospect, all my fears were
overblown —and some were downright silly. Not enough ETA companies consider running
an OBM shop. I think it is a powerful way to help grow and unify a business.

Conclusion

OBM can be a useful tool for ETA CEOs as they attempt to motivate and harness team members, but it is
not a miraculous elixir. There are many compelling reasons for the program, and we fully acknowledge that
there are also multiple legitimate arguments to shun OBM as a practice. If a CEO chooses to embrace OBM,
it is likely done in the context of responsible leadership, and implementation will absolutely be demanding,
time intensive, and frustrating at times. Many valuable things in business and life share these characteristics.
We hope search fund entrepreneurs at least consider OBM after reading this note. We truly believe that it is
a powerful and engaging way to lead an organization, but it is not a quick fix for a firm —flippers might not
tind a place for OBM. Instead, OBM has the underpinnings to build a sustaining and enduringly profitable
company. Although we are only two observations, OBM worked for us, and we wish we had implemented
it earlier in our CEO tenures.

Whether you become an OBM firm or not, we wish you good luck, fun, and happiness on your journey.
We are enthusiastically rooting for you and your success!
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Exhibit 1: Illustrative OBM Implementation Timeline

Refine the system and use
with key vendors, high-value

Roll out OBM with the Establish operational metrics customers, prospective team
Consider and evaluate OBM as executive team with a focus on with line workers and how members, and acquisition
a leadership tool GAAP financials they impact financial outcomes candidates
0-6 months 12-15 months 18-21 months 24-36 months

6-12 months 15-18 months 21-24 months 36 months and out
Develop an implementation Introduce OBM concept to Implement heavy educational Continue to use OBM as a
strategy line workers, starting with coaching and teaching on all leadership and cultural tool
fictionalized financial metrics with all team while enjoying its benefits

members —and implement
rewards and bonus programs
for operating and financial
improvements
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