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Legal Strategy for Smarter Growth

Launching and scaling a business demands creativity and perseverance, but sustaining it
requires discernment. For founders, especially in California’s high-stakes startup ecosystem,

both capital and time are limited, so every dollar must be spent wisely. Bottom line:

stakeholders need to know where to take risks and, more importantly, where not to.

oo often, legal and

compliance spend-

ing are viewed as

discretionary, deferred
until “after the next round.” But the
truth is that legal mistakes are among
the most expensive errors a young
company can make. The smartest
founders practice legal triage: They
identify their greatest areas of expo-
sure early, address them efficiently
and deploy limited capital where it
matters most.

From managing people and compli-
ance to scaling responsibly, here’s
how to allocate capital thoughtfully,
grow strategically and protect your
company’s runway.

Spend Where Risk Is Real

When early funding arrives — whether
from friends and family, angel inves-
tors or venture capital — founders face
a pivotal decision: where to deploy
scarce resources. The instinct is to
direct dollars toward innovation and
customer acquisition. But the costli-
est missteps usually come not from
the product but from the people and
processes supporting it.

Employment-related liabilities — like
misclassifying workers, failing to

pay wages properly or neglecting
payroll systems — are among the most
common and expensive. In California,
even small errors can trigger class

or PAGA actions with six- or seven-
figure exposure.

A modest investment upfront — say,
reviewing offer letters, confirming
exempt status and setting up compli-
ant payroll — can prevent enormous
losses later. The goal isn’t to eliminate
all risk but to understand which risks

are mission-critical and mitigate them
with intent. Think of compliance as
part of your product’s foundation:
invisible but essential to keeping the
structure intact.

Building the Right Team for
Sustainable Growth

In a startup’s early stages, founders
often rely on friends, family or trusted
colleagues not just for funding but for
talent as well. Loyalty runs deep, but
so does the risk of keeping someone
in a role they’ve outgrown. Replacing
or reassigning early employees is
rarely easy, yet failing to do so can
stall growth and increase exposure.

Clear offer letters, updated hand-
books and well-drafted employment
agreements create guardrails that
protect both sides. As companies
scale, leadership transitions should
be handled deliberately — with proper
notice, documentation and commu-
nication (and sometimes severance)
—to preserve morale and reduce the
risk of disputes.

Confidentiality and invention assign-
ment agreements should also be
refreshed regularly, especially given
California’s ban on noncompetes and
new notice requirements for exist-

ing employees. Strong trade secret
protections and narrowly tailored
non-solicitation clauses remain lawful
and effective tools for protecting what
truly matters: your intellectual capital.

Smart Growth Starts with
Compliance

Founders are builders by nature.
They’d rather launch a product than
complete a compliance checklist.
But compliance isn’t simply a matter
of paperwork; it's protection. Every

compliance failure becomes a check
you'll write later, often with penal-
ties attached.

California’s legal landscape shifts
constantly: pay transparency,
contractor classification, expense
reimbursements and evolving local
ordinances all create traps for

the unwary. The smartest found-
ers integrate compliance into their
operations early, using cost-effec-
tive systems — automated payroll
platforms, HRIS tools and digital
onboarding — to stay ahead without
heavy overhead.

Investing in preventive compliance

is not an administrative burden; it's

a cost-control strategy. To be clear, it's
far cheaper to pay for good systems
than to fund settlements.

Scale Smart

Growth is exhilarating, but reckless
acceleration can be disastrous. Rapid
hiring or layoffs made without plan-
ning can trigger California or federal
WARN Act obligations, wage disputes
or reputational damage.

Before expanding into new markets
or reducing headcount, founders
should coordinate with counsel

to evaluate local wage, leave and
reporting laws. Each new jurisdic-
tion introduces its own compliance
ecosystem, and mismatches between
state or city requirements can quickly
multiply risk.

Measured, well-documented growth
— grounded in strong infrastructure
— nearly always outperforms a sprint
fueled by investor pressure. Speed
without structure is costly; discipline
extends your runway.

The Legal Playbook for
Sustainable Growth

Every startup’s journey is unique, but
these fundamentals apply broadly:

« Prioritize structure early —
Incorporation, equity plans and
employment agreements should
be vetted before major hires or
funding rounds.

« Document intentionally —
Contracts, handbooks and policies
aren’t mere formalities; they're
your company’s operating system.

« Monitor people metrics — Track
turnover, pay equity, classification
and remote-work compliance to
spot issues early.

« Refresh as you grow — Review
HR systems and contracts with
each funding round or market
expansion.

« Audit regularly — A periodic
compliance review is one of
the highest ROl investments
a founder can make.

Law as a Strategic Lever, Not

a Roadblock

Entrepreneurship fuels innovation, but
innovation without strong foundations
rarely lasts. Founders who treat compli-
ance as a building block — not a burden
— set their companies up to grow, attract
investment and keep great people.

By Lara Shortz

Lara Shortz is Los Angeles Office Managing
Partner at Michelman Robinson, an international
law firm headquartered in L.A. with additional
offices in Irvine, San Francisco, Dallas, Houston,
Chicago, New York City and London. As the

Jirm’s Employment Advice, Counsel & Faecutive

Disputes Chair, she advises management across
industries on a broad range of employment and
labor law issues. In addition, Lara handles execu-
tive employment contract disputes and conducts
workplace training. investigations and compliance
as well. She can be contacted at 310-299-5500 or
Ishortz@mrllp.com.

DECEMBER 2025

Produced by LA Times Studios, a division of LATMG, and not involving L.A. Times editorial staff.



