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Customer Service is the Underappreciated
Compounding Asset of ETA

Customer service is routinely treated as an afterthought, a cost center, or
a hospitality exercise. In ETA, where small operational gains compound, it
is the most underappreciated engine of durable enterprise value
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Search fund and entrepreneurship through acquisition (ETA) operators obsess over deal
sourcing, financial leverage, capital allocation, acquisition valuation, pricing, growth, and
EBITDA" expansion. We get it; those are key drivers of internal rates of return (IRR) and
multiples on invested capital (MOIC), the holy grails of ETA. While customer acquisition and
churn get airtime, customer service is rarely highlighted in board decks, private placement
memoranda (PPMs), or confidential information memoranda (CIMs). Anecdotally, ETA players
tend to underweight customer service.

That gap is the reason for this note. Our aim is direct: to convince ETA CEOs and their investors
that customer service is not a cost to be managed down, but an underappreciated, investable asset
that compounds into retention, pricing power, and enterprise value, and to provide them with a
practical way to build it. CEOs inherit a service operation the day they close an acquisition, and
over time, they will either compound its value or squander it. This note is our argument for
compounding it.

We believe that serving customers is the primary purpose of companies. Customers are the main
source of revenue and cash flow, the company’s lifeblood. Without them, the entire system
evaporates. Customer service is not just a support function, a hospitality exercise, or a soft
concept. It is the core operational ability to reliably fulfill a company’s explicit and implicit value
propositions: the service commitments made even before a prospect becomes a customer.

This capability compounds over time, strengthening retention, lowering customer acquisition
costs, reducing the cost to serve, building pricing power, and stabilizing the workforce; together,
these drive shareholder returns. Those returns, the ones ETA CEOs and investors focus on, are
derivative. That is why we call them results; they depend on customer satisfaction and loyalty,
which in turn stem from effective customer service.

Even on a strict shareholder-primacy view, customers are the means through which shareholders
are rewarded. Chasing short-term returns can reward shareholders today, but ETA equity
holders should weigh long-term viability (which the next buyer cares about deeply), not just
immediate gains. Customer service is a strategic investment that offers measurable returns, not

" Barnings before interest, taxes, depreciation, and amortization.
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an operating expense to be minimized. The relationship between shareholder returns and customer
satisfaction is symbiotic; each sustains the other.

Since customer service is such a reliable engine of value, it is fair to ask why so many capable operators
underinvest in it. The reasons are understandable, which is exactly why the blind spot persists. Most
searchers arrive from investment banking, private equity, or consulting, where the customer is an
abstraction, a line in an Excel model or a cohort in a chart, rather than a person waiting on a delivery. Service
also resists the tools they were trained on—leverage, purchase multiples, or growth rates in a spreadsheet.
It is not easy to model the return on answering the phone faster or fixing a problem the first time.
Furthermore, the payoff is diffuse and delayed, showing up quarters later as marginally lower churn or
slightly firmer pricing, factors that are hard to trace to any single decision, so they lose out to levers with
immediate, legible results. The trouble is that a return-on-investment-only lens does not merely
underweight service; pursued far enough, it hollows out the business, as each individually rational cost cut
chips away at the core until the compounding runs in reverse. None of this makes the underinvestment
correct; it simply explains why customer service is so often the last thing an ETA operator optimizes, and
the first thing we argue they should.

We are passionate about customer service and how it can underpin success in a small firm. We hope ETA
CEOs adopt some of our ideas as core principles and discuss service as often as they do IRR, MOIC, and
capital structure. Ideally, service would be a fixture in management meetings, board decks, and the cases
ETA faculty write and teach, and we would love to see sessions on it at the parade of ETA conferences.

The roadmap for this note consists of five cardinal parts (Figure 1). We begin by defining what customer
service actually is and what it is not. We then explain why it compounds, building durable enterprise value
over a holding period. From there we turn to execution: how to architect customer service across systems,
people, and culture (including AT’s role); why customer selection determines the service organization a
company needs; and how the CEO makes service a measured, top-driven priority. We are not prescribing
a universal service playbook or claiming service is the only value driver; we are arguing it is a badly
underweighted one. Our target audience includes first-time ETA CEOs, students, and search fund
investors.

A note on method: This is a practitioner’s thesis, not an original empirical study. We ran no dataset of our
own, but we do not argue from conviction alone; throughout, we lean on the published service-
management research of scholars such as Heskett, Loveman, Anderson, Frei, and Ton, paired with decades
of operating experience and countless conversations with peer ETA CEOs. The evidence and experience
point consistently in one direction. A customer-centric approach is a meaningful, durable advantage. Let’s
jump in!
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Figure 1: The roadmap for this note

What customer How to architect
service actually is customer service

Why customer The CEO’s role
selection matters in customer service

What customer service actually is

Many young, first-time ETA CEOs lack a clear framework or experience regarding what customer service
entails in a small operating company. Most hail from professional services (consulting or investment
banking, often in junior roles) or from capital-allocation backgrounds like private equity. That experience
does not easily translate to running customer service in a 50-person firm, whether a blue-collar industrial
service like plumbing or a niche software business. Few elite MBA programs teach it, either. As a result,
many ETA CEOs begin their tenure without the tools or real-world experience to be customer service
champions, and they often have misconceptions about what customer service truly is and is not.

To level set, we will begin by explicitly defining customer service, at least from our perspective in an ETA
context, and by decomposing its elements, including specifically what it is and what it is not (Figure 2).

Figure 2: What customer service is and is not
o Customer service is the operational fulfillment of the value proposition and service promise
@ Great customer service is neither luxury nor niceness

@ Customer service is not “the customer is always right,” nor is it free or cheap

@ Customer service is distinct from sales: Sales creates the expectation, service fulfills it

01 Customer service is the operational fulfillment of the value proposition and service promise

Every company makes explicit and implicit promises in the marketing, sales, and customer acquisition
process. These are the features and benefits the firm articulates to entice prospects to become paying
customers. To use a few familiar non-ETA examples: McDonald’s sells fast, consistent food; Walmart
pitches low prices; and Delta’s business class promises a comfortable, premium travel experience. Closer to
home, an ETA-owned plumbing company promises prompt, reliable repairs and a clean worksite, and a
niche software vendor promises high uptime and responsive support.
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Sometimes these commitments are codified in contracts or service-level agreements (SLAs); other times
they are embedded in brand positioning. The implicit promises carry just as much weight as the explicit
ones. The software customer expects the product to stay up and running without hassle, and the
homeowner expects the plumber to leave the house as clean as they found it. Customer service is the operational
fulfillment of that value proposition and service promise, the vendor’s side of the exchange, goods and services
for the customer’s payment. Quite simply, “If you give us your cash, this is what we will do for you.”

This fulfillment is an enterprise-wide, cross-functional, and cross-hierarchical endeavor, a unifying force.
Every team member (employee) is in the customer service business. Customer service is not a discrete
department that answers the phone or triages problems. It is how the entire organization meets customers’
expectations flawlessly. As we will discuss further below, it is a series of systems and processes that enable
the consistent, error-free delivery of what was promised.

Because service is the operational fulfillment of the service promise and the value proposition, the activities
that touch the customer cannot be outsourced without outsourcing the promise itself. Commodity, non-
customer-facing work no customer associates with the firm, such as trash hauling, can be handed to a
vendor; core, customer-facing delivery, such as the field technician on site or the person who answers the
phone when something breaks, should not be; and genuinely tangential tasks, such as invoice presentation,
sit in between, a judgment call rather than a rule.

02 Great customer service is neither luxury nor niceness

Having defined what customer service is, we turn to what it is not, beginning with luxury. CEOs and
employees often assume that great service requires premium spend; it does not. Customer service means
consistently fulfilling the communicated promise, regardless of how modest or premium it is. Consider two
hotel brands within Marriott’s portfolio. The Ritz-Carlton, positioned as a premium luxury hotel, is
expected to deliver high-quality service, plentiful staffing, and comfortable, well-appointed public spaces
and rooms at a matching price point. Conversely, Marriott’s Fairfield Inn offers a different service promise
and value proposition, with more modest amenities, simpler rooms, and lower staffing levels. Having
stayed at both, we believe each provides outstanding customer service that aligns with its explicit and
implicit promises. Comparing them directly without context is not fair; Ritz-Carlton offers a distinctive,
premium package at a higher price, while Fairfield Inn’s benchmark is tempered by its brand positioning
and clearly lower service expectations.

The same logic applies in ETA land. For example, a no-frills industrial service can deliver customer service
every bit as excellent as a premium competitor, as long as each reliably honors the promise it made. For the
ETA CEO, the takeaway is practical. Great customer service does not require frilly flourishes; it requires
matching service intensity to the value proposition set, then delivering it consistently.

If luxury is the misconception of spend, niceness is the misconception of demeanor. Exceptional service is
sometimes mistaken for being pleasant and focusing on hospitality dimensions, but it is not. No matter
how nice a team member is to a customer, if the company fundamentally fails on the service proposition
(on-time delivery, accuracy, availability, pricing transparency, or promised features), niceness does not
overcome failing to deliver on the promise itself. To be clear, we are not advocating being rude or mean to
customers; that would be a silly and economically painful choice. However, we are asserting that service is
not only about being nice.
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Let’s consider the ubiquitous Amazon as an example. We are both avid Amazon power users who,
embarrassingly, receive daily packages and have shopped there for over twenty years. What is interesting,
though, is that in two decades, we have never spoken with anyone at Amazon. Nobody has ever been nice
to us. Instead, Amazon is a customer service all-star because of its deep inventory, ease of use, and hard-to-
believe delivery speeds (same day at times). Amazon’s customer service proposition is not rooted in high-
touch niceness; it is grounded in relentless execution of its service promise. The same dynamic holds at
ETA scale. A managed IT services provider can field the friendliest help desk in town, but if tickets sit
unresolved and systems keep going down, customers leave, whereas a terse but reliably effective provider
keeps them for years.

Niceness is saccharine when uncoupled from operational execution. Customer service is first and foremost
about delivering on the promise; niceness is a welcome layer on top, but it can never compensate for a
hollow fulfillment system.

03 Customer service is not “the customer is always right,” nor is it free or cheap

A third misconception is that the customer is always right. Customer service is fundamentally a scaled
operation built to meet customer expectations. Unless the offering is explicitly set up as a bespoke
proposition, customer service must meet many customers’ expectations simultaneously. Sometimes a small
subset of customers holds expectations that fall outside the service promise’s scope. These gaps arise from
miscommunication (perhaps on a salesperson’s part), misinterpretation by the customer, or the customer
gaming the system for more. Of course, if a salesperson misled a customer, the company should stand
behind the salesperson’s promise (and then retrain or exit the salesperson).

Some customers take a hard line in their demands, unreasonably so. It is important to remember that the
customer is not always right; they can be wrong and unfair. Customers cannot expect Ritz-Carlton when
they signed up for Fairfield Inn. Furthermore, a complex service delivery system cannot be designed to
address outliers (overly demanding customers) or make unlimited accommodations. Customer service
cannot be anchored in the belief that every customer is always right. They are right within reasonable
contexts and within the system design. One caveat, though, is that proactive customers can push companies
to be better operators through their demands.

When customers do not fit the delivery system, they must be reset to realistic expectations or, occasionally,
jettisoned. This is a decision with serious consequences if the customer is a material part of the revenue
stream.

Customer service is neither cheap nor free. Meeting a high service bar that customers demand (and that the
vendor built its delivery system to honor) does not mean giving that service away. Some team members
assume exceptional service means giving things away; it does not. Superior service is meeting the service
bar at the previously agreed-upon price.

04 Customer service is distinct from sales: Sales creates the expectation, service fulfills it

Service is also routinely conflated with sales. The two are adjacent functions in an enterprise, but they are
distinct. Sales is a customer-gathering function where promises are made, and customer service is an
operational fulfillment function where promises are kept. Of course, the promises made must be calibrated
with the capability to keep them. We are not arguing that sales should be pushed out of service; we believe
everybody is part of customer service. We are trying to draw the line that, while sales leads, and operations
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and service follow, it is typically not the sales team’s responsibility to service customers after the sale. We
have even observed situations where sales attempts to get involved in customer service, with the best
intentions, but leapfrogs the core systems and processes, exacerbating what might have been an already
challenging situation. For example, in a commercial HVAC business, a classic ETA venue, a salesperson
eager to win an account might promise a four-hour emergency response that the dispatch and technician-
scheduling systems were never built to support; service then inherits a commitment it cannot reliably keep,
and every late call erodes the new relationship the sale was meant to start, leaving service to eat the failure.

To be fair, sales and service are tightly linked, but they require different skills and pursue different
objectives. Sales is about new revenue dollars, and service is about revenue retention. They are both crucial
to an ETA firm’s success, but they should not be confused and should stay in their respective lanes.

Why customer service compounds

All ETA players are familiar with the notion of compounding capital, where earnings from an initial
financial base are added to a new, larger base, which grows with even more earnings and creates a
snowballing effect. Customer service compounds, too, with benefits flowing from good service and accruing
into even greater benefits, much like a self-deepening moat. Search fund entrepreneurs systematically
overinvest in capital structure and additional acquisitions, while underinvesting in customer service. Yet
customer service may be among the highest-return operational levers available in ETA and the most
underpriced because it simultaneously reduces customer churn, lowers customer acquisition costs, lowers
the cost to serve, increases pricing power, and stabilizes the workforce—a combination that ultimately
expands exit values. We illustrate this concept in Figure 3, which we acknowledge is visually busy. Imagine
an ETA CEO doing a few loops of the compounding cycle, faster and faster, and then exploding into an exit
with a higher value.

Figure 3: The compounding effects of customer service levers

Excellent customer
service

* Lower customer churn

Into systems and * Lower acquisition cost
processes, people, and

service

* Lower cost to serve
* Greater pricing power
* More stable workforce

Durable
cash flow exit values

If there is one section of this note we hope readers pause on to fully internalize, this is the one. We are
unabashed capitalists and believe that shareholders deserve appropriate returns for the capital they provide
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to ventures. We contend that customer service is the pathway to shareholder returns. Shareholder primacy
needs to coexist with another principal constituent— customers. Customers are the channel through which
shareholders are rewarded over the long term. Service is an investment with a real (if unmodeled, at least
in this note) return, not a dead-weight expense. We argue that investment, both financial and qualitative,
in customer service yields satisfied customers, who in turn drive each of the returns just described. In
aggregate, these elements produce a more durable cash flow stream and a stronger ultimate exit. The reverse
is also true. Poor customer service can turn the cycle in Figure 3 in the opposite direction, or, at the very
least, create friction, slowing its spin.

If this model sounds like the service-profit chain of James Heskett, UPS Foundation Professor of Business
Logistics, Emeritus, at Harvard Business School, it is. In Harvard Business Review’s Putting the Service-
Profit Chain to Work,®> Heskett and his co-authors argue that frontline employees and customers are where
executives should focus their attention; customer satisfaction and loyalty, in turn, are rewarded with profits.
The framework has since been stress-tested. In their 2017 Journal of Marketing paper, The Service—Profit
Chain: A Meta-Analytic Test of a Comprehensive Theoretical Framework, Jens Hogreve and his co-authors
conducted the first comprehensive meta-analysis of the chain and found every proposed link statistically
significant and substantial, though effect sizes vary with the type of service.* The payoff even shows up in
market value: Eugene Anderson, Claes Fornell, and Sanal Mazvancheryl, writing in the same journal in
2004 (Customer Satisfaction and Shareholder Value), tracked nearly 200 Fortune 500 firms and found
customer satisfaction positively and significantly associated with shareholder value, measured as Tobin’s q,
even after controlling for unobservable factors; their worked estimate implies thata 1 percent improvement
in customer satisfaction was associated with roughly $275 million in additional firm value for a company
with about $10 billion in assets.> Channeling Heskett in ETA land, customer service is an investment with
great dividends that should be mentally capitalized rather than expensed; it is not overhead to be attacked
and minimized. It is an unrecorded asset, a strategic weapon for the firms that wield it wisely.

We will now discuss five elements that underpin the compounding nature of customer service in an ETA
enterprise (Figure 4). Some of the factors are revenue-enhancing, while others are on the cost-avoidance
side. We draw parts of our thesis from Heskett, who is widely regarded as the godfather of customer service
research in academia.

Figure 4: Five foundational elements of compounding customer service
o Customer service quality is the clearest leading indicator of retention and churn
@ Satisfied customers lower acquisition costs
@ Reliable systems lower the cost to serve
@ Excellent customer service creates pricing power

@ Superior customer service environments stabilize the workforce
01 Customer service quality is the clearest leading indicator of retention and churn

Customer retention and churn are popular ETA metrics, especially in recurring revenue business models.
Itis simple enough. Higher retention is better, and high churn is anathema. We agree and like these metrics,
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but unfortunately, they are trailing indicators. Churn tells us what happened yesterday, and we want levers
that enhance retention tomorrow. Customer service is the best lever we know to minimize churn today and
tomorrow. Customer service quality is the leading indicator of whether that lever is working, an observable
outcome we read in retention and churn before those trailing metrics move. As we have touched on already
and will discuss in more detail below, systems and processes are the bedrock of customer service, and that
is where ETA companies should focus their attention and energy.

Many ETA companies operate in unglamorous segments where customers have an if-it-ain’t-broke-don’t-
fix-it mentality. For example, an ETA company that manufactures and delivers commercial ice can likely
assume it will keep its accounts as long as the truck shows up on time as promised, the product is right, and
the customer never runs short. For the customer, ice is not a purchase that warrants annual executive
scrutiny. So, hitting that service quality bar is extremely valuable. Even traditional businesses that are
neither glamorous nor sexy can create emotional loyalty. Reliable delivery earns that loyalty day to day, but
it is often forged most durably in the moment of failure. The service recovery paradox holds that a problem
resolved exceptionally well can leave a customer more loyal than if nothing had gone wrong at all.®

The dollars behind retention are large. In their 1990 Harvard Business Review article Zero Defections:
Quality Comes to Services, Fred Reichheld of Bain & Company and Earl Sasser of Harvard Business School
found that reducing the customer defection rate by five percentage points raised profits between 30 and 85
percent across the service businesses they studied, including 30 percent in an auto-service chain, the closest
analog to the field-service companies ETA searchers buy.” Former Harvard Business School professor Gary
Loveman, in his 1998 Journal of Service Research paper, Employee Satisfaction, Customer Loyalty, and
Financial Performance,® tested the service-profit chain with panel data from the retail branches of a large
regional bank, where customer loyalty was measured the way an ETA CEO would measure it: account
retention, cross-selling, and share of wallet. His results generally support the chain, and every link held for
at least one measure in the bank’s data. One finding especially deserves an ETA CEO’s attention: Citing
Jones and Sasser,” Loveman highlights that the satisfaction-loyalty relationship is nonlinear; merely
satisfied customers behave like indifferent ones, and only the highly satisfied reliably stay. Good enough is
not good enough; the ice company’s seemingly low bar, cleared every single time, is in fact a high standard.
In ETA terms, churn is the metric CEOs inherit; service is the lever they control.

02 Satisfied customers lower acquisition costs

When customers are satisfied, they tend to stick around, and ETA organizations can focus on growing their
customer base rather than replenishing it. Imagine a bucket with just a few leaks (high retention) and another
with many leaks (low retention). It is much easier to raise the water level in the less-leaky bucket. Inferior
customer service is what punches the holes.

When an ETA firm is stocked with satisfied customers, there is ample opportunity for referrals and
reference value. A warm lead is much easier to close than a cold one. And when a prospect hears a glowing
reference from a current customer, win rates rise. Picture that same ice company: One convenience-store
manager’s enthusiastic referral to the gas station across the street adds a stop to a route the truck already
runs, at an acquisition cost of roughly zero. This is the mechanism Reichheld quantified: The share of
customers enthusiastic enough to recommend a company tracked its relative growth rate.'® Reichheld
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would later distill that finding into the Net Promoter Score (NPS)." The economics have been measured
directly: In their 2011 Journal of Marketing paper, Referral Programs and Customer Value, Philipp Schmitt,
Bernd Skiera, and Christophe Van den Bulte tracked nearly 10,000 accounts at a German bank and found
that customers acquired through referrals ran contribution margins roughly 25 percent higher, churned
about 18 percent more slowly, and cost around €20 less to acquire than customers won through
conventional channels.'" Every referred customer is a customer the firm did not have to buy; satisfied
customers are an unpaid sales force.

03 Reliable systems lower the cost to serve

Acquisition entrepreneurs must grow the businesses they buy, and growth usually means more customers
and more interactions with each one; it quickly becomes incredibly complex. Serving all of that consistently
requires replicable processes. Improvised, hero-driven service can produce good outcomes, but they are
circumstantial and expensive. Clearly defined systems are repeatable and sustainable, and they get cheaper
per unit as the firm grows, through economies of scale and rising employee productivity. The tradeoff this
implies, lower cost or higher service, is less fixed than it looks. In the 2006 Harvard Business Review article
Breaking the Trade-Off Between Efficiency and Service, Harvard Business School’s Frances Frei argues that
service firms can have both: Systems built to absorb the variability customers introduce let a company hold
quality steady as the cost to serve falls.'?

When systems are robust and reliable, there are fewer errors, less rework, fewer escalations, and less
handholding. Doing things right the first time strips out the unforced errors and costs that quietly erode
margin, so customer service investment is, in effect, an investment in the quality of the profit stream itself.

Return to our ice company. A delivery operation built on replicable systems and processes — the same trucks
loaded the same way, the same routes, the same checklist every morning—can absorb a new account for
almost nothing when that account sits on a route the truck already runs (we will discuss the value and
importance of customer selection below). Each additional stop spreads the fixed costs of the driver, the
truck, and the depot across more revenue, so the cost to serve falls even as service quality holds steady. The
more reliable the system, the more customers the company can serve without incurring additional costs.

That is the compounding logic of cost to serve. Reliability lowers the cost of each interaction, the savings
tund still better service, and better service brings the next stop onto the route.

04 Excellent customer service creates pricing power

When companies are market-leading service providers and a vendor of choice, they have the ability to charge
customers higher prices and sustain those prices over the relationship. Of course, pricing dynamics are
always subject to market conditions, the difficulty of switching costs, and comparable substitutes. However,
for at least some subset of customers, superior service warrants at least a slight pricing premium, holding
all other factors constant. To be clear, we are not proposing price gouging; we are talking about a lift at the

" Consulting goliath Bain & Company developed the Net Promoter Score construct. In an NPS assessment, customers
are asked, “How likely are you to recommend Company X to a friend or colleague?” Respondents reply on a zero-to-
ten scale. The NPS is calculated by subtracting the percentage of customers who are detractors (those who scored O to
6) from the percentage of customers who are promoters (those who scored 9 or 10). Passives (those who scored 7 or
8) are excluded.
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margin. However modest, pricing premiums are a godsend to ETA operators with the increment flowing
directly to EBITDA and free cash flow.

The best way to approach raising prices is with data. We would never suggest deploying this approach in a
willy-nilly style. We will discuss metrics below, but when a CEO knows the company is operating flawlessly
with few errors or mishaps, NPS is high, and other indicators point to best-in-class service, that CEO can
begin to think about the right to test pricing dynamics gingerly. The point is data and metrics tell the story
and indicate the ability to flex the pricing power toggle.

Consider an ETA company that operates a commercial laundry and linen service supplying hotels,
restaurants, and healthcare facilities. If linens are delivered on time, in the right quantities, with no
shortages, and the ordering and pickup process is simple and always works flawlessly, the vendor can
experiment with price, especially if they have dominant market power and share. Once again, small
premiums are wonderful.

The sequence is simple: Happy customers create pricing opportunity, which paves the way for amplified
enterprise value. Companies with superior customer experience do not merely retain customers; they earn
the right to raise prices.

05 Superior customer service environments stabilize the workforce

We love to think and talk about line employees in ETA organizations, who are typically on the customer-
facing crew. We have previously written that these folks are the backbone, heart, and soul of the company,
the unsung heroes who move the firm forward a couple of inches every day in a very unglamorous fashion.
They deserve respect, appreciation, and celebration. We will highlight the impact of long-term team
members below, but tenure and service play off each other. Long-termers catalyze better service, and better
service creates long-termers. One way to do that is to focus on customer service so team members feel good
about their jobs and feel like they are part of excellence and a winning team. Everybody wants to feel like
they are the winner; we certainly do. When team members are confident in the services and products they
provide to customers, when they know things are done right the first time without rework, and when they
know customers are generally happy and enjoy interacting with them, things hum, and there is a positive
energy and cultural lift.

When long-term team members find themselves in an organization like this, they tend to stick around.
They are happy and feel good about the company and themselves. Superior customer service stabilizes the
workforce. When companies are not spending time perpetually recruiting, training, onboarding, and
exiting weak new players, they can focus more on customers and incumbent team members. It’s a win for

everybody.

Let’s stay with our ETA ice company. Imagine a driver who has been with the company for a dozen years
because they are set up to win. The delivery truck is always clean and in good repair. The depot team stocks
the truck with the right product and equips it with the right equipment so the driver feels safe and can do
the job. They arrive at the first stop of the day, at a supercenter — think Walmart—at 6:40 AM, with a 7:00
AM delivery promise. The driver quickly supplies the right ice product and feels good about the stop. The
assistant store manager scurries out with a freshly baked donut for the driver. They quickly exchange
pleasantries and barbs about the local beleaguered futbol team. The driver wraps up the delivery by saying,
“It’s hot and humid for the next few days. If you run low on ice, just call the office for an unscheduled
delivery. We got you.”
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The case for investing in the workforce, not merely stabilizing it, is well documented. In The Good Jobs
Strategy, MIT Sloan’s Zeynep Ton shows that companies which pay and train frontline workers well, and
design the work so they can be productive, achieve lower turnover, better customer service, and higher
profits at the same time, with adopters cutting turnover costs by more than a quarter.'® Loveman’s retail-
bank panel makes the point concrete: A two-year increase in average employee tenure was associated with
a 5 to 7 percent rise in the share of highly satisfied customers. The employee link extends beyond banking.
In their 2011 International Journal of Production Economics paper, The Service-Profit Chain: An Empirical
Analysis in High-contact Service Industries, Rachel Yee, Andy Yeung, and Edwin Cheng modeled 210 high-
contact service shops and found that gains in employee satisfaction and loyalty flowed through to customer
satisfaction, customer loyalty, and ultimately sales revenue.'*

How to architect customer service

To earn the compounding benefits of customer service, CEOs must architect it. Customer service will not
happen by accident, and CEOs will need to be intentional and vigilant not only about standing it up but
also about maintaining it. Fundamentally, architecting customer service rests on a three-pronged
framework: systems and processes, people, and culture. Picture the firm as a body, where systems are the
skeleton, people the muscle, and culture the connective tissue that binds it all together. The three
complement one another in pursuit of a predictable, error-free delivery system that lives up to the promise
it made. However, if we had to pick the element that matters most for day-to-day reliability, it is systems
and processes; culture, as we will see, is what makes that reliability compound with scale and across
geography. Al is a fourth element that runs across all three, and we address its role as well. Figure 5 depicts
the items we will discuss.

Figure 5: Four elements to consider when architecting a customer service—centric firm

o Systems and processes: the reliability that must survive turnover
@ People: systems are only as good as the people who execute them
@ Culture: the connective tissue that underpins systems and people

@ Al a tool within the operating system, not a panacea

As we previously mentioned, customer service is the bridge to profits and equity value creation in ETA. We
are service zealots, and we meant it when we called serving customers the primary purpose of a company.
But customer service is not an end in itself; it must be paired with economic returns. Our framework for
understanding this notion is shown in Figure 6. It all starts with systems and processes, the way a company
does what it does. This is a combination of hard infrastructure, such as an ERP system, and soft concepts,
such as responding to customer inquiries within four hours. One is a tool; the other is a policy. Robust
systems and processes set off the daisy chain shown in Figure 6: Operational excellence drives service
excellence, satisfied customers stay, and retention compounds into profits and, ultimately, equity returns
for shareholders. Equity returns are an outcome, but to affect them, CEOs must focus on the upstream
components, specifically systems and processes. Pining for the outcome without tending to the inputs
strikes us as backward.
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Figure 6: The daisy chain from systems and processes to equity returns

Systems & processes  Operational excellence  Service excellence Retention Profits Equity returns

& ) ol

01 Systems and processes: the reliability that must survive turnover

We are huge fans of systems and processes for three reasons. First, they are the action step that catalyzes
customer service; second, they are the seed that blooms into equity value; and third, they transform a
people-dependent enterprise into a systems- and processes-centric organization. We believe people are
extremely important in any business; however, turnover is inevitable in a company, some of it voluntary
and some involuntary. Regardless, customer service must survive turnover, and the only way to ensure that
is through resilient systems and processes. That way, when one person departs and a new one arrives, they
fall into an existing flow of operations that props them up to do the right thing the right way. Strong
systems and processes make C players look like Bs and Bs look like As. They are the skeleton of a well-run
company. It is a philosophy of systems and processes over heroics.

None of this minimizes people. They are the muscle of an organization (we also think they are the soul),
and a CEO ignores them at their peril. However, we are realists. Some people will leave, retire, misperform,
and have lousy days, and some are simply bad apples. We hope for and nurture the best in the team, yet we
cannot blindly rely on individuals for customer service. The issue is not systems versus people: It is systems
for people, built to make them the best performers they can be. Systems come first, but people execute them,
and that combination is what enables a firm to scale, especially a multi-site ETA company where each
location must thrive with its own team. It is the program that is the star, not the individual players (even
though they should be celebrated, too).

When we decompose systems and processes, we land on infrastructure and standard operating procedures
(SOPs). The infrastructure is the plumbing in the business, and the standard operating procedures are the
codified way the work gets done. Companies need the right plumbing; rusty old pipes will not work. They
also need the right procedures; starting our day at 11:00 AM will not cut it in most industries. SOPs usually
document response times (“we guarantee next-day delivery”) and codify escalation paths when something
goes wrong. The goal of SOPs is to establish reliability and consistency, even across geographies.

SOPs need to be documented in writing so they become institutionalized and can be taught to the next
cohort of team members. Tribal knowledge is a recipe for service breakdowns and inconsistency. It might
work in a small company, but as soon as scaling is introduced, it becomes untenable. This is especially acute
in ETA land, where acquired firms often run on the undocumented knowledge of founders and tenured
staff, and the post-close growth push is exactly when that dependency breaks down. The same logic argues
for a shared customer-data system, linked to ticketing, so that anyone serving a customer can see at a glance
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who they are, what they have bought, and the support they are owed, rather than starting each interaction
from zero.

Even the best systems cannot prevent every failure. There are times when a company cannot fulfill its service
promises due to external shocks, such as weather and supply chain disruptions, or internal breaches, such
as team member illness or a system crash. These are the realities of running a business, and when they
occur, the company must own the failure, acknowledge and explain the circumstances, apologize, and
communicate when it will be able to resolve the situation.

02 People: systems are only as good as the people who execute them

If systems are the skeleton, people are the muscles that move it. Systems lift good people but cannot save
bad ones; they let the right people do their best work, and without these people even the best systems show
cracks and service suffers. No SOP can stop a bad actor from doing damage. An ETA CEQO’s central task is
to assemble the right people to deliver on the service promise, and that usually means hiring for attitude
and disposition over domain experience or technical skill. In many ETA businesses, like pest control, the
technical mechanics are teachable; far harder is teaching someone who is lackadaisical about service to
suddenly care.

Building the right team starts with recruiting, and recruiting is a continuous effort, not something done
only when a seat opens. A growing ETA firm should always be hunting for high-fit people, and the best
hires can become the best recruiters, attracting others of the same caliber. Onboarding is the next step, and
the company’s first chance to make an impression. The new hire is, in effect, a recipient of the company’s
service, and onboarding should show them what excellent service feels like. Like everything else, it should
run on tight systems (streamlined payroll and benefits enrollment, plus a mentor to get the new person up
to speed) so entry is smooth rather than chaotic.

Then comes training, and we are continually amazed at how often new hires are thrown into the deep end
with no real instruction on what their job is or how to do it well. On-the-job learning has its place, but it
cannot be the only channel for transferring knowledge. From day one, people need clear incentives and
accountability (objective measures, with service performance front and center) so everyone knows exactly
what they are evaluated on. And when someone simply is not working out, they must be offboarded; left
in place, a poor performer corrodes the whole program.

People are not automatons, and their judgment matters most precisely where the system runs out. Process
architecture is double-edged. Consistency is the goal, but a corner case will inevitably route a customer to a
spot on the flowchart that defies common sense or even basic dignity. High-performing organizations train
their people to catch these moments fast, fix them on the spot, and codify the fix for next time. That
judgment only pays off if the company gives people two things systems alone cannot provide: clarity and
authority.

Clarity means everyone knows exactly what “excellence” looks like in their role and how it is measured.
Authority means the frontline can actually solve a customer’s problem without escalating three levels up; a
service organization that has to ask permission to do the right thing is already too slow. Systems tell people
what to do; empowerment lets them do it well when the situation does not fit the script. In the end, systems
exist so good people can exercise judgment, not so they can be replaced by it.
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03 Culture: the connective tissue that underpins systems and people

If systems and processes are the skeleton and people are the muscle, culture is the connective tissue that
holds them together. Culture is hard to describe, but everyone can sense whether it is healthy or toxic. Here
is a hackneyed but true way to think about it: Culture is what people do when no procedure applies and no
one is watching. Customer service lives in exactly those gaps: the unscripted moment when a customer has
an unusual problem, and the judgment call that no SOP anticipated. When an HVAC technician notices a
mechanical safety hazard outside the scope of the work order, culture alone decides whether the firm flags
it and helps the customer or simply drives to the next stop. A strong service culture means that in those
moments, team members instinctively default to the customer’s interest. Without it, even well-designed
systems are executed grudgingly and to the letter rather than to the purpose.

Culture reinforces SOPs and values. When a service advocate gets promoted and the service devil gets
exited, team members understand what is important and who advances in the firm. Culture largely stems
from the CEO in all aspects of customer service. If they bemoan and berate those difficult and persnickety
customers, team members will know customer service is not a priority, or at best, it is a veneer. A strong
and positive customer service culture reinforces itself because people hold each other to the same standard,
so it endures even when no manager is present. Unfortunately, a service culture takes years to stand up,
built through thousands of small, consistent choices. It cannot be installed on Monday morning.

Culture is not built with posters in the break room; it is built by what leaders consistently exemplify,
tolerate, celebrate, and promote. The stories a company tells about itself (the time someone drove two hours
to fix a customer’s problem, or the time a shortcut was explicitly punished) teach everyone what actually
matters. In ETA, this is both an opportunity and a hazard. Acquired companies arrive with a culture already
in place, sometimes a great one and sometimes a tired one, and the post-close period is when the new CEO
can reset it. Small companies absorb the CEO’s values quickly, for better or worse, so the CEO must shape
culture deliberately from day one rather than hope it drifts in the right direction. One concrete way to spread
that customer orientation is to rotate people from other departments through a two- or three-week tour on
the support line. Customer empathy then diffuses into functions that rarely touch the customer, and the
service team builds the internal relationships it leans on to resolve issues quickly.

A healthy service culture has a few recognizable hallmarks: ownership, where “not my job” is not in the
vocabulary; urgency, where a waiting customer creates genuine discomfort on the floor; and honesty, where
problems are surfaced loudly rather than buried. Culture is the most durable enforcement mechanism a
company has; it works in moments when supervision cannot reach, and it scales across sites and shifts
where a manager cannot physically be present. Systems replicate from one site to the next, and people must
be built afresh at each new location. Culture is different. It travels only when the company deliberately
moves it, sending seasoned team members to seed new sites as cultural carriers and rotating new hires
through established locations to absorb the standard firsthand. Done well, that is what makes culture
compound as the firm scales, since every site it opens is easier to bring up to standard than the last.

04 AI: a tool within the operating system, not a panacea

We approach Al through a philosophical lens rather than an expert’s; we are practitioners, not gurus. Until
very recently, we thought AI was a cool tool for building an itinerary for an upcoming vacation. We now
know better; it will reshape how customer service gets delivered. However, we treat Al deployment in a
customer service strategy as a tool within the operating system, not a panacea. Al is just the latest version
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of workflow automation tools. We remember when voicemail was novel and a game-changer, facilitating
asynchronous communication when used well and a way to hide from customers when used poorly. AT has
similar elements, too. It can be used to enhance customer service or to create a greater distance between a
vendor and its customers.

For example, if Al can notify a customer when a home services technician (think dryer vent cleaning) is 30
minutes away, that enhances customer service and improves the user experience. However, if Al is used
solely to replace team members and serve as a synthetic interface between human customers and a now-
silicon-based vendor, our enthusiasm diminishes. We believe a guiding principle for Al should be: “How
does this improve customers’ lives?” The benefits could include better information flow, faster service,
asynchronous access, and reduced costs. If AI’'s only purpose is to maximize value for companies and
shareholders, we worry it might be misused, ultimately harming customer service.

Used well, AT earns its place in specific, bounded jobs that are hard to scale with people alone: deflecting
routine questions like order status and password resets, drafting first-pass responses for a rep to review and
send, summarizing a long ticket or call history before a human picks it up, routing incoming requests to the
right person, and flagging patterns in complaint data that no one would catch by hand. The thread
connecting them is that AT absorbs volume and repetition, freeing up team members for the high-judgment,
high-emotion moments where a human genuinely matters. That is also why we think of AI as an amplifier.
Pointed at strong systems and processes, it makes good service faster, cheaper, and more consistent; aimed
at weak ones, it simply automates the chaos at a greater scale. The unglamorous work of building reliable
SOPs and a genuine service culture still has to come first.

Al is not a goal unto itself. It is a powerful tool that runs across all three elements (systems and processes,
people, and culture), and the firms that win with it will be the ones that already have something worth

amplifying.

Why customer selection matters

Customer selection is the intentional, active process of deciding whom to do business with. This raises a
chicken-and-egg question. Which comes first, customer selection or system design? We do not have a clean
answer. Once systems and processes are set, customers who do not fit cannot be bolted on. But the logic
can run the other way. A CEO who identifies a particularly lucrative segment can build the systems and
processes to serve it. Either way, customer selection will befuddle an ETA CEO who is not deliberate about
1t.

Which prospects a company engages is one of the most consequential decisions a CEO will make. There are
both financial and operational aspects to this decision. In Angel Customers and Demon Customers, Columbia
Business School professor Larry Selden and co-author Geoffrey Colvin argue that some customers (angels)
create economic value while others (demons) destroy it. The point is almost too obvious to state: A
customer who does not cover the operating and capital cost of serving them is a money-loser, and the firm
is better off without the account.’® Yet many companies, including ETA firms, treat every prospect as
desirable. They are not. The remedy, though, is rarely as blunt as firing the account, although that is always
a tactic to consider. More often, it is to reprice the relationship or serve it at a leaner intensity (converting
the demon rather than exorcising it), a point we return to below.
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The same selectivity applies to service fit, where customer selection meets our larger thesis. The service-to-
returns chain compounds only when it is aimed at the customers the system was built to serve. Some slot
cleanly into the process a company has designed; others do not. Picture an ETA-owned commercial
landscaping business whose route density, the clustering of customers by service day to minimize drive
time, is exactly what keeps costs down. A prospect who requires on-demand visits rather than a pre-
scheduled route cannot be served profitably at the promised level within that system. That is not a
sustainable relationship, and the customer is a demon in disguise. We will now discuss three themes that
ETA CEOs should embrace when considering customer selection (Figure 7).

Figure 7: A trio of themes to consider in the customer selection process

o Not every prospect should become a customer
@ Segment by value and serve at different intensities

@ The customer composition determines the service organization required

01 Not every prospect should become a customer

When ETA CEOs architect a customer acquisition program, they must start from a simple premise: Not
every prospect should become a customer. Some prospects are unwilling to pay enough for the service
offered and miss on the value proposition. Others trip on the service proposition, wanting things outside
the promise. Neither of these will anchor a long-term, profitable relationship. The art is to pick the
customers a firm can actually serve, to the standard and at the price it has promised.

ETA CEOs must learn the discipline of saying “No!” when confronted with a demon opportunity. That is
especially hard for a young, first-time executive straining to meet growth guidance and please investors.
There is no asterisk on the profit-and-loss statement at the revenue line for demons. Salespeople, too, will
push tenuous prospects to hit quota and earn commission, which is understandable, since they are following
their own incentives. But the CEO who acquiesces and takes on the demons pays for it later. When an ETA
firm accepts a customer it cannot serve at standard, it pays twice: once in the margin on the account, and
again in the reputation it loses when it misses.

One of ETA’s fundamental advantages is that the CEO inherits an installed customer base. That’s the good
news. The bad news is that some of those customers are demons. This is a tricky spot, because the CEO
will have to reprice, re-scope, or prune them. Aligning the new service model with that inherited book is a
step back before two steps forward, but it pays dividends over time. Customers who strain the team and
the process are a constant drain, and that drain has to be cured.

02 Segment by value and serve at different intensities

Not every customer should be served the same way. Once a company has thousands or tens of thousands
of accounts, the portfolio holds not just angels and demons but gradations of angels, some far more valuable
than others. Segmentation is the discipline of deliberately deciding who gets what level of service and
matching that intensity to the economics of each relationship.

Start by ranking the customer portfolio. We evaluate customers against objective criteria, then weight those
criteria into a stack ranking. The matrix might include account volume, growth pattern, price level, service
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intensity, and payment history; a simple weighting scheme quickly surfaces who the most angelic customers
are, and why. That profile also does double duty. It shows the CEO where to concentrate service, and it
serves as the template for prospecting, since the best new customers are those who most closely resemble
the top decile already in the book.

With the ranking in hand, the CEO can design a service model that fits each segment’s value. The
framework is familiar in the airline industry, where coach, business, and first-class passengers occupy
different value tiers and are served accordingly before, during, and after the flight: priority lines, dedicated
agents, lounges, and amenities for the front cabin, and an efficient, standardized experience for everyone
else. The same logic applies in ETA. Consider an ETA-owned uniform rental and laundering business
whose end markets include restaurants, auto shops, and industrial employers. Its top-decile accounts might
warrant guaranteed delivery windows, a named account manager or executive coverage, and priority
through peak demand periods, while the long tail is served through a standardized, largely self-serve
ordering process. Concierge intensity for the few accounts that justify it, and scalable self-service for the
many.

Above all, protect the high-value segment disproportionately. It is the part of the book that carries the
multiple, and it is the first thing a buyer will diligence at exit. Tolerating demons costs the business some
margin; neglecting a top-decile angel can cost the franchise.

03 The customer composition determines the service organization required

Once a CEO understands the portfolio’s composition, the next move is to design a service organization that
matches it. The shape of the book dictates the shape of the organization: the roles it needs, its staffing ratios,
the systems it runs on, and the spans of control a single manager can reasonably hold. Get the composition
right and the org chart almost draws itself; get it wrong and no amount of reorganizing will rescue the
economics.

The portfolio’s distribution is the place to start. If every customer stands on roughly equal footing, there is
no need to tier; one consistent model serves the whole base and never has to flex up or down. That is the
most efficient design, and also the rarest. A normal distribution, with the bulk of customers clustered in the
middle and a thin tail on either side, argues for a strong standardized model for the center, a light-touch
program to lift the low-value left tail toward the middle, and a modest concierge layer for the high-value
right tail. A barbell, a handful of large accounts sitting above a long tail of small ones, splits the organization
in two: a key-account function with its own senior staffing on one side, and a high-volume, heavily
automated function on the other, with the CEO working deliberately to reduce the concentration risk.

Tiering is not simply a dial that runs from less service to more; the tiers differ not only in intensity but also
in kind. A high-value relationship demands consultative, senior, retention-minded people, supported by
systems that surface account history and anticipate needs. A scalable tier demands process discipline,
throughput, and automation that holds the cost to serve down. The two require different hiring profiles,
different training, and different compensation. A concierge tier staffed with a call-center mindset will lose
its most valuable accounts, and a long tail served with bespoke heroics will quietly destroy margin. The
people who staff each tier should be selected as deliberately as the customers were.

ETA CEOs face a sharper version of this problem because they inherit an organization built by someone
else, and it is rarely sized to the book they actually own. A seller who chased marquee logos may have built
a heavy account-management function the current book cannot justify or may have starved its largest
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accounts with a structure built for call volume. An early diligence question, then, is whether the service
organization fits the customer composition or the prior owner’s ambitions. Re-shaping it to the real
portfolio is slow and rarely popular internally, but the alternative is paying every year for an organization
that serves a customer base the company no longer has.

Over time, the organization starts to do some of the selecting on its own. A self-serve model sheds the high-
touch accounts that are frustrated by it, and a concierge model cannot profitably absorb a long tail. This is
the chicken-and-egg from the opening of this section, resolved in practice. Selection precedes organizational
design, and the organization then reinforces the selection. Who a company chooses to serve determines
what the org chart, staffing levels, and systems must look like, and all of them are downstream of who the
company said yes (and No!) to.

The CEO’s role in customer service

For customer service to be woven into the fabric of an ETA organization, it must not only be architected by
the CEO (as was discussed earlier) but also relentlessly reinforced. The team will mirror what the CEO
cares about and emphasizes. If the talk track is IRR, capital structure, and equity paydays, that will be the
water-cooler talk, and customer service will be deprioritized. If the CEO talks about systems and processes,
error rates, rework, NPS, and customer service, that is what the company will orbit around. The CEO sets
the agenda, tone, and emphasis, and if they make customer service a priority, the organization will too.

In previous notes, we have exhorted students, readers, and ETA aspirants to be bold leaders* and working
capital ninjas,® to invest in training and development,” to build an open-book management system,’" to
establish an operating system,” and to manage blue-collar labor vibrantly.$$ Readers might think we are
piling on yet another vector to embrace —we are, and it is a critical one. Being a CEO is about juggling many
balls simultaneously, and dropping any one of them is costly. Customer service is no different, and the CEO
cannot ignore it. Heavy is the crown. The good news is that all of the concepts we promote are
fundamentally about excellence, including customer service. And for ETA CEOs, an overachieving “I want
to win and be the best” lot, customer service is just another arena in which to excel and shine.

The CEO must talk about service constantly; it must appear in management meetings, operating reviews,
and board discussions; it must be measured and celebrated. Concrete CEO mechanisms include conducting
open operating reviews with a service metric, celebrating service stories at all-hands meetings, and treating
service failures as learning opportunities rather than as blame events. In a newly acquired ETA-type
business, the CEO’s focus is the strongest signal employees read — point it at service early.

Most ETA firms establish core values as a cultural and communication mechanism; we are fans of this
approach. It is unimaginable to us that customer service would not be a core value, if not the top one, for
every firm. We will now discuss three themes for CEOs to internalize as they construct best-in-class

* Exploring the CEO’s Leadership Role in a Search Fund-Acquired Small Business

$ On the Nature of Working Capital: Understanding its Mysteries and Complexities

" Exploring How to Build a Training and Development Program in a Search Fund—-Acquired Business
" Exploring Open-Book Management in a Search Fund-Acquired Small Business

# Exploring Business Operating Systems in Search Fund-Acquired Companies

$$ Some Thoughts on Managing Blue-Collar Team Members in a Search Fund-Acquired Business

18 CUSTOMER SERVICE IS THE UNDERAPPRECIATED COMPOUNDING ASSET OF ETA


https://som.yale.edu/sites/default/files/2025-04/Exploring%20the%20CEO%E2%80%99s%20Leadership%20Role%20in%20a%20Search%20Fund%E2%80%93Acquired%20Small%20Business.pdf
https://som.yale.edu/sites/default/files/2025-04/On%20the%20Nature%20of%20Working%20Capital%20Understanding%20its%20Mysteries%20and%20Complexities.pdf
https://som.yale.edu/sites/default/files/2025-06/Exploring%20How%20to%20Build%20a%20Training%20and%20Development%20Program%20in%20a%20Search%20Fund-acquired%20Business.pdf
https://som.yale.edu/sites/default/files/2025-04/Exploring%20Open-Book%20Management%20in%20a%20Search%20Fund%E2%80%93Acquired%20Small%20Business.pdf
https://som.yale.edu/sites/default/files/2025-09/Exploring%20Business%20Operating%20Systems%20in%20Search%20Fund-Acquired%20Companies.pdf
https://som.yale.edu/sites/default/files/2025-08/Some%20Thoughts%20on%20Managing%20Blue-Collar%20Team%20Members%20in%20a%20Search%20Fund-Acquired%20Business.pdf

Yale scHOOL OF MANAGEMENT

customer service enterprises: relentless reinforcement from the top, measurement, and a first-100-days

agenda (Figure 8).

Figure 8: Three customer service themes for CEOs
o Customer service must be reinforced relentlessly from the top

@ Measurement signals priority

@ Where to start: a first 100-days customer service agenda

01 Customer service must be reinforced relentlessly from the top

CEOs set their companies’ priorities, especially in Lilliputian firms like those in the ETA pond. A CEO’s
personality and goals can overwhelm the organization, and that can cut both ways. When directed at
compelling priorities like safety, quality, or customer service, they energize the team to gravitate toward
them. On the flip side, if they berate customers or curse about them after hanging up the phone, the team
will know the real score. ETA CEOs speak through a disproportionately large megaphone; everything they
say gets amplified and reverberates. The team wants to please the captain. If the CEO weaves customer
service into every meeting and conversation, that emphasis seeps into the company’s DNA. Talking about
customer service and operational excellence is not hard, and nobody can be against it. Being anti-service or
anti-operations is akin to taking a stand against motherhood, apple pie, and baseball. So, the CEO has all
the power; the only question is where they choose to allocate that power and whether customer service is
the focus. It should be.

Unfortunately, instilling a customer service mandate is not a one-and-done affair. CEOs must beat the
customer service drum daily in every conversation and interaction for years. When people make good-
natured jokes about it and tease the CEO about being a service evangelist, the CEO knows it is working.
When the CEO frames decisions around customer service, promotes and rewards service acolytes, and drops
the service heretics, they are on the right track. Most importantly, CEOs lead by example and walk the talk.
They focus on customer centricity and on architecting an organization that views its customers, not itself
or its shareholders, as the sun. They do not hole up in their offices living on email; they are in the field,
talking to customers and learning what is going well and where things are breaking. They are on the shop
tloor, talking to team members to learn whether the systems and processes engineered to deliver the desired
outcomes are working, where the failures are happening, and why. They ask team members what tools and
resources need improvement and what they can do to make their jobs easier, safer, and better. They exude
concern for customer service.

Imagine a searcher who acquires a commercial HVAC business and blocks every Friday morning for ride-
alongs with their technicians. Within a quarter, they have heard the same complaint at a dozen job sites
(missed callbacks after quotes) and rebuilt the follow-up ritual that fixes it. The insight costs twelve
mornings; no dashboard or memo could teach as much, and nothing signals more clearly to the team that
service is the priority. Some CEOs go even further; we know one who traded the CEO title for Director of
Customer Happiness—goofy, perhaps, but a powerful way of broadcasting the priority in every
introduction, email signature, and business card.
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Exceptional service CEOs have dedicated customer service training that includes philosophical and technical
sessions. They host book clubs to learn and discuss customer service classics, such as The Toyota Way, an
excellent systems and processes bible focused on delivering quality and service. Tony Hsieh’s Delivering
Happiness works just as well, with one chapter per month and a different manager leading each discussion.
The format matters less than the signal; the CEO is spending scarce hours teaching service, and the team
notices.

02 Measurement signals priority

Some ETA CEOs might believe that customer service is a squishy, nebulous topic, more touchy-feely than
quantifiable. That would be a serious misperception. We have already argued that customer service is not
exclusively a hospitality exercise and is rooted in rigorous systems and processes. We will now assert that
managing and tracking customer service is grounded in quantitative metrics, not feel-good vibes. This is
wonderful news for the mathematically inclined ETA crowd.

CEOs who espouse customer service without concrete measurement systems are only halfway there.
Talking about it is an excellent first step, but only with metrics can the CEO, manager, and line team
members know how they and the company are performing. Furthermore, measurement signals priority.
We all use data points like revenue, EBITDA, debt, equity value, IRR, and MOIC because they matter.
CEOs need to follow suit in the customer service realm if they want team members, board members, and
others to fully engage.

Metrics can be bucketed into two categories. The first is trailing metrics, or rearview mirror measurements.
They tell the story of what has happened in the past and how the company performed. The second is
predictive metrics, or windshield measurements, which provide insights into what the future will bring.
For example, a customer satisfaction survey is a test of how customers felt about the company in the past,
or at best today (rearview mirror). Conversely, on-time deliveries provide hints about tomorrow’s customer
satisfaction or attrition (windshield).

A metrics dashboard, or set of key performance indicators (KPIs), reflects what the CEO cares about and
prioritizes.'® Because the right metrics vary by company and industry, we will not prescribe a specific set.
Instead, we will offer illustrative examples from one sector. Let’s consider an ETA-type company that
performs elevator maintenance services. This is a tech-in-a-truck model. Some metrics we might be curious
about include emergency response time, elevator uptime, preventive maintenance calls versus demand calls,
service calls per day, and customer maintenance contract renewals. These hint at operational excellence and
how customers might feel about the firm.

Three widely used dedicated customer service metrics are NPS,'” introduced earlier, which Reichheld
tamously branded the one number you need to grow; Customer Satisfaction Score (CSAT), which evaluates
how satisfied customers are with a specific interaction, product, service, or support experience; and
Customer Effort Score (CES),'® which measures how easy it was for customers to accomplish their goal:
making an X purchase, resolving a Y issue, or returning a Z product. NPS tends to measure advocacy and
brand loyalty, CSAT reflects a one-off interaction, and CES captures how easy interactions are. All three are
useful, but each tells its own nuanced story.

Once the CEO has gathered and built this array of metrics, they should use it broadly and to their advantage.
For example, they can brag to the bank, investors, prospective customers, potential team members, vendors,
acquisition candidates, and anyone else who might be interested. Service metrics, especially those with
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positive indicators, telegraph excellence, seriousness, and purposefulness. When the CEO pitches an
acquisition candidate, the seller, of course, wants to sell to someone who believes service is a top priority
(along with a fair price). Creditors care too, and so do customer prospects.

ETA CEOs might be tempted to geek out with a laundry list of metrics. We suggest they temper that urge.
A handful of metrics that are part of the team’s daily lexicon are superior to dozens that nobody understands
or uses. They should lean into the math to identify the right metrics and KPIs that reflect the company’s
priorities and initiatives. Numbers provide clues and evidence; they become talking points and carry weight.
Finally, the absence of measurement usually signals the absence of prioritization, but loads of metrics
without leadership commitment, accountability, and remedial action steps are empty theatrics.

03 Where to start: a first 100-days customer service agenda

ETA CEOs do not initially craft their own service promise and value proposition. They inherit one from the
seller. Unfortunately, we doubt that diligence fully captures the customer service tone, and the CEO does
not fully know what they are stepping into on their first day. That is just how the program runs.

Many ETA commentators counsel patience upon arrival. Our colleague and friend David Dodson, an
award-winning Lecturer in Management at the Stanford Graduate School of Business, advocates in his note,
Guide to Managing Your First 100 Days as CEO," that a neophyte CEO learn, observe, listen, and ask
questions. We agree with Dodson on many things, especially this point. To understand the customer service
vector, initially do nothing; be a student, and ultimately transition to a teacher. That suggests a directional
arc for the first 100 days: First, do nothing but listen, question, and learn; second, step into the team’s
shoes; third, build the first KPIs and action steps and close the biggest gaps.

ETA CEOs want to be strategists and capital allocators, but we strongly suggest they start in operations and
customer service. Step into a team member’s shoes: Ride along in the truck, work half a day in the
warehouse, listen in on service calls, and fully understand what the daily work entails. The CEO will quickly
learn how hard or easy it is to serve customers, what the sales department promises, and what reality
delivers. This will also create opportunities to chat with customers and learn what they care about and where
the systems and services are faltering. It is humbling when a customer with a very different educational and
professional background tells a CEO why the company they just acquired stinks, but the CEO needs to hear
that to start a journey toward service excellence. CEOs are not above interacting with customers. They can
also step into the customer’s shoes directly by engaging in a secret-shopper exercise before the acquisition
or after, where the entrepreneur or a trusted proxy ethically poses as a customer and reveals what the service
experience actually feels like from the outside.

After the immersion, the first order of business is to diagnose the inherited promise. What did this business
actually commit to customers—explicitly and implicitly —before the ETA takeover? The CEO needs to
identify gaps and systemic inconsistencies. Examining customer segments for gaps in how each is served
will also be illuminating. Once the CEO finds the single most visible reliability gap, the second order of
business is to close it fast; an early, concrete service win signals priorities louder than any all-hands speech.
Dodson offers a memorably tangible version: Drive out to a customer and apologize in person when there
is a service failure; word gets around quickly. Service gaps are unrecorded liabilities that come due in
customer defection. They lie beneath the surface and can explode at any time. The first 100 days are the
time to stand up a few rudimentary metrics that validate improvement, not just rhetoric and busywork.
Demonstrating action is a winning move with the team.
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Finally, the CEO should synthesize the 100-day learning sprint and, if necessary, reformulate the service
promise and value proposition so they align with the systems design and customer selection strategy. Just

because the CEO inherited something does not mean it cannot be changed. It will likely need to be and
should be.

Conclusion

We hope some of our enthusiasm for customer service has reached our readers and made an impact. We
cannot overstress its importance. Serving customers is the reason companies exist. Explicitly or implicitly,
companies make a promise to their customers, and customer service is how that promise is kept. For too
long, customer service has been misunderstood and underappreciated as a compounding asset in ETA land.
Far from being a soft or second-tier topic, a zero-sum expense, or overhead to attack, customer service is a
wise financial investment with desirable returns in retention, pricing, workforce stabilization, lower costs
to serve, and lower costs to acquire. It is magic if harnessed correctly.

Building excellent customer service is an operating-system exercise: It consists of establishing reliable
systems, the right people, and a culture that holds them together. Customer selection is another important
part of customer service. To deliver on the service promise, it is necessary to select customers who fit the
system design. CEOs own customer service from top to bottom, and their actions will set the tone on the
topic. Done well, customer service is not a line item to be managed down, but a compounding asset that
builds enterprise value while no one is looking.

However you internalize it, we are rooting for you to make customer service a real competitive advantage
and to become a true service missionary. We wish you fun, hard-won pride, and an abundance of the
unrecorded asset that compounds!
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This case has been developed for pedagogical purposes. The case is not intended to furnish primary data, serve as an
endorsement of the organization in question, or illustrate either effective or ineffective management techniques or strategies.
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