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STRATEGIC PLANNING COMMITTEESON U.S. PUBLIC COMPANY
BOARDS: AXIOMATIC OR PARADOXICAL?

Abstract

This study examined the strategic planning proasssl in U.S. public company
boardrooms, with a particular focus on companies tised board-level Strategic
Planning Committees (SPCs) as opposed to thosernigaged the full board in strategic
planning oversight (which we call “strategic plamgpioverall” or “SPO” firms). Based on
interviews with 8 SPC members and 12 directors 8?0 firms, we found a number of
similarities in SPC and SPO processes, as wellnasrder of key differences. Overall, it
is clear that there often can be a fundamentalderisetween management and directors
with respect to the responsibility for strategiarpling. There also can be significant
information asymmetries arising from agency thaor@ssumptions requiring board
independence and arms-length interactions. Orgaoied scope may, within limits,
constrain these assumptions. Such conditions isereath resource and information
processing demands on the board, creating a neegefater formality in the board’s
strategic planning processes. These demands iedfeaseed for paradoxical
approaches that can accommodate greater flexibilihpard-management interactions.
The paradox lies in the board’s ability to simuéansly meet and balance agency
theoretic, resource dependence based and informattwessing demands. The
contrasting organizational logics that are in plasult in paradoxes that influence
whether and in what form a board-level SPC shoelddnstituted. The evidence
suggests that constituting and structuring SP@srtiorace more collaborative
interactions between the board and management beuhaIpful in dealing with the
contrasting requirements and tensions that arisenain firms. Embracing paradoxes
and modifying governance approaches to includelbohative interactions with
management may also help in ensuring that the lsostréitegic planning processes are
equipped to deal with the challenges that conftieatorganization. Ultimately,
individual company directors will need to determimeether and in what form a board-
level SPC would add value to their governance sireand processes. Our interview-
based evidence suggests that firm size and diregfmerience are important
considerations in the choice of how the board shoukrsee strategy.

Keywords: Agency theory; Information processing theory; Reseulependence theory;
Strategic Planning Committees; Paradoxical apprsch



STRATEGIC PLANNING COMMITTEESON U.S. PUBLIC COMPANY
BOARDS: AXIOMATIC OR PARADOXICAL?

I ntroduction

Because of the board’s distance from daily opemnationformation asymmetries
between the board and management, and the nebddat independence, many scholars
have traditionally proposed a limited role for theeard in strategy development (Conger
et al., 2001; Hendry and Kiel, 2004; Pugliese gt24109). In contrast, others have argued
that boards have a legal responsibility for stnatgepffee, 2005; Harrison, 1987) and
should actively contribute to strategy developn{@&mdrews, 1980; Carpenter and
Westphal, 2001; Goodstein et al., 1994). Such aegisrbecome especially important in
determining whether strategic planning is handigthie whole board or whether it is
largely entrusted to a board Strategic Planning @ittee (SPC)constituted for this
purpose. The objective of our study is to examioard strategic planning processes,
including the reasons behind the formation of b&P€s, based on semi-structured
interviews with 20 directors who are involved irabt strategic planning processes.

Our motivation comes from the following considevas. First, while there has
been a voluminous amount of prior work sustainedfwery early days on strategic
planning activities of firms at the management lé@ant, 2003; Lorange, 1993;
Mintzberg, 1993; Pearce et al., 1987; Veliyath,2,9%eliyath and Shortell, 1993), ours
is the first study on strategic planning processeslucted by board-level SPCs. Second,
we are able to engage with and integrate prior ek has characterized board
functions in terms of resource dependence theoaitin(gh and Dalziel, 2003; Hillman et

al., 2008; Pfeffer, 1972). In doing so we are dbleease out examples of how boards are

L All of the companies in our study had strateganpiing processes at the management level.



able to fulfill their functions of providing adviand counsel, as well as resource
provision (op. cit.). Additionally, we intend toguride insights into how board SPCs
enable boards to deal with the information procesdiemands imposed on them by
changing circumstances (Egelhoff, 1991; SanderCandenter, 1998; Smith et al.,
1991; Tushman and Nadler, 1978).

Board-level SPCs have been viewed as an anomatoudugplicative practice for
two reasons (Harrison, 1987; Wommack, 1979). Ringtre is potential for duplication of
efforts between the board-level SPC and managelaesitstrategic planning
committees. Second, strategic planning is consitlier®e primarily a management
function, with the board having only oversight resgibility. Moreover, unlike in the
case of board audit, nominating, and compensabamattees, which generally are
mandated, there is no statutory requirement regihe establishment of SPCs at the
board level in U.S. public companies. Thereforererhave to be reasons beyond a
mandate compelling some boards to form such an SPC.

We propose that boards of directors face expecdstiased on prescriptions in
agency theory (i.e., monitoring, oversight and moe alignment), resource dependence
theory (i.e., providing and enhancing organizati@taess to external resources) and
information processing theory (i.e., coping witldatealing with information overload).
The tensions among these disparate requirementsacae contrasting and sometimes
conflicting institutional logics to emerdednce established, institutional logics become

dominant and are difficult to change (Pahnke e24l15). Multiple institutional logics

2 Institutional logics evolve from prior assumptipbsliefs, practices, rules and values that reptese
content and provide meaning in organizations (ReedyHinings, 2009; Thornton and Ocasio, 1999).
Within organizations, they provide the guidelinesdxecutive action.



(such as those prevalent in agency theory, resalg@pgendence theory and information
processing theory) can be concurrently accommogatbeit temporarily and for short
periods of time, such as during institutional tiass (op. cit.). Boards struggle with the
need to deal with the tensions created by theseasiimg requirements and the necessity
of contending with multiple institutional logics g times of organizational changes
and/or greater environmental uncertainty. Challerge caused by organizational
resource constraints and human cognitive limitati@rganizational decision-makers are
limited in their ability to focus on more than aéssues at a time (Hambrick and Mason,
1984; March and Simon, 1958; Simon, 1997).

This paper proposes a paradoxical approach to gamee as a novel approach to
dealing with contrasting institutional logics, ah@ board’s decision to form a board-
level SPC as a solution to dealing with these estitng logics in certain settings. The
board-level SPC is one probable response repregght board members’ desire to
handle the paradoxical challenges facing themeir thteractions with management and
in dealing with multiple conflicting organizationlalgics. Thus, in some contexts, the
board SPC can arguably better respond to the argi@on’s need for innovation,
flexibility, and responsiveness than the traditido#d-board process.

It is with a view to examining, understanding, alskntangling this quandary,
that we investigated board strategic planning mseg, with a primary focus on firms
with board-level SPCs. In undertaking the studyewamined two types of boards,
through conducting extensive interviews with diogstserving on each type of board.
The first group comprised 12 companies where thdbaard dealt with strategic

planning issues (SPO firms). This group represir@sormative practice more



commonly observed on many boards. By contrasharsecond group of 8 companies,
there were separate, formally constituted SPOseaboard level (SPC firms). We believe
that a comparison between these two groups of coiepaan provide interesting
insights into the seemingly paradoxical reasons edrtain boards opt to form board
SPCs, as well as the differences between SPC a@di8Rs’ approaches to strategic
planning oversight. Specifically, we examined tbkofving primary research questions:
1. How do SPC and SPO firms’ strategy-related mggirocesses differ?
2. What are the roles and responsibilities of tR€ @&nd the board in strategy
formulation and implementation? Do they overlap?
3. How do SPC and SPO firms’ efforts to ensuredineelopment of corporate
strategy differ?
4. How do SPCs monitor and modify strategy, and HovPCs interface with
the board?
5. Why do companies form SPCs?

Overall, we seek to provide deep insight into therld’s strategic planning
oversight process, with a particular focus on tbreehsetting of firms with board-level
SPCs. We use established governance theories &mutigation of our research,
considering them as we developed the interviewtgpresand evaluated the findings.
Further, we also considered key patterns that ezdargthe SPC findings and offer
propositions based on the findings within the usi@PC firm setting. Our approach is
consistent with Bansal (2013), who encouragesradlar flow” of deductive and
inductive reasoning, as well as a focus on uncotwesl cases (in our instance, SPC

firms, which complement the baseline condition BCSfirms). Further, Graebner et al.



(2012, 276) state, “...strategic organization is eeceic domain that encompasses
multiple theoretical approaches and levels of aig)yand that diversity can and should
be reflected in the ways in which qualitative data used.” They also note (p. 277) that
“...many studies do not fit a single mold or schobtjoalitative research.” Finally,
Graebner et al. (2012, 279) state, “...many procegies involve some component of
theory-building. However, qualitative methods mayappropriate for examining
processes even in areas of relatively mature thielrig in the spirit of Bansal's (2013)
and Graebner et al.’s (2012) suggestions that w#anour qualitative data somewhat
differently for the baseline SPO firms and the n&RC firms.

Based on the 20 interviews, we found: (1) SPC &0 8rms’ strategy-related
meeting processes seemingly appeared to overlapeafairly similar on the surface.
However, upon closer examination, the underlyimgitens and paradoxes were
discernible in the different responses providedhgydirectors in SPC and SPO firms. (2)
Relative to SPO firms, SPC firms were more likaetmphasize the importance of
understanding and participating in management'sqe® of developing strategy, were
more focused on being advisory and supportive afagament, and were more likely to
view their process for overseeing strategy devetagras optimal. (3) Full boards
typically took the lead on monitoring the implemegtign and progress of strategy even in
SPC firms, which is in conformity with the expeabat of traditional agency theory. (4)
Companies also tended to form SPCs for reasonedeia board-management
information flows (and reducing information asymres, as per information processing
theory), company-specific strategic changes, afaitefto enhance strategic planning

through greater utilization of board-level expeatis



In addition, we found that (a) SPC firms were mideely to have formal written
policies about the role of each party in stratgdgmning, a clearer demarcation of roles
and responsibilities reflecting agency theory pasgications; (b) having an SPC
provided board-level focus on strategic plannind eould result in higher quality plans
(consistent with the survey findings of Henke, 200uhile the SPO firms cited the
advantages of leveraging the talents of all oftbard’s directors in providing strategic
oversight; and (c) SPC interviewees were more aoecewith the SPC becoming too
involved in strategy details, while SPO responderdse more concerned about the board
being too uninvolved in strategy. Both of theseaawns relate to the competing
requirements between the agency theory requirenf@nt®ard independence,
objectivity and maintaining arms-length relatioqpshwith management (alluded to in the
sentiments expressed by SPC respondents), andsbigrce dependence theory
orientation of enabling greater board participatimmoperation, and engagement with
management (evinced in the sentiments express&#8yrespondents). In addition, they
also tied in with the contrasting needs to findrilgat balance between oversight and
delegation in the corporate governance processefusmd Zelleke, 2006).

Overall, the SPC firms, with their smaller size d&sk experienced boards,
appear to see significant value in forming an SP@tmalize strategic planning, help
management through providing advice and counsdlyedauce informational burdens on
the board members. By contrast, the SPO firms, thigir greater firm size and more
experienced boards, see value in having the fatdoversee strategic planning and do
not focus as much on helping management or addgesgbrmational burdens. The SPC

and SPO firms each responded to their situatiodscharacteristics in ways that seemed



to fit the organization’s needs, and we call fodiidnal, large-sample studies on the
differences between SPC and SPO firms.

Our study makes the following contributions. Fitstpur knowledge, this paper
is the first interview-based process study on b&®Es. There is a paucity of work on
U.S. board processes in general, and previous amokher board committees (Beasley
et al., 2009; Clune et al., 2014; Hermanson eR8l2; Veliyath et al., 2016; Clune et al.,
2019) has urged the conduct of more such boardepsostudies. Our study serves to
answer this call. Given that board SPCs are a mament phenomenon than other
committees, it is especially important to unrabe tblack box’ of board SPC processes.
Second, our study sheds some light on the debgéediag the role of the board in public
companies’ strategic planning (Coffee, 2005; Hei2k®,7; Pugliese et al., 2009). We
propose that given the realities of global competiand constant technological
disruption, it behooves boards to recognize thec&dfof changed circumstances and
move beyond solely agency theoretic assumptionardsvembracing collaborative and
collectivistic approaches. Our evidence suppordriference that board-level SPCs
could be useful catalysts in certain settings coaglishing such philosophical
governance transitions.

The next section provides theoretical backgrouokbwed by presentation of our
research method and findings. Finally, we provitediscussion and conclusion.
Theoretical Background
Agency theory

Under the agency perspective, the board and itstito@nt committees like the

Audit Committee, Compensation Committee, Nominating Governance Committee,



(and more recently, the SPC) are charged withwcfadty responsibility to ensure that
decisions and actions taken by the firm’s mana@ers the agents) are in accordance
with and protect the interests of shareholders (he principals). In this capacity
independent boards and their committees substintivenitor management and their
actions. This monitoring ensures that managemesd dot opportunistically favor and
promote their self-interest over that of the priads (see Eisenhardt, 1989; Fama and
Jensen, 1983; Jensen and Meckling, 1976). Lite¥atuggests that a primary mechanism
to mitigate agency problems would be to have aepeddent board of directors
(Eisenhardt, 1989; Fama and Jensen, 1983; Jenddviexkling, 1976). Under agency
theory assumptions, the SPC'’s role would be toszdthe larger board on strategic plans
proposed by the company’s management and oversemamtor the management’s
corporate strategy development process, so thdudhe can fulfill its fiduciary
responsibility to shareholders. The SPC would a@ Baison (and buffer) between the
management and the board on corporate strategyopevent and implementation.

Under the agency theory perspective, generallydleeof a board SPC would be
to guide and shape board-level strategic planninggsses in order to ensure that
strategic plans developed in consultation betwberbbard and management facilitated
shareholder wealth preservation and maximizatiam.SDmmary of the expectations of
SPCs as viewed from each of the three theoretiaaidworks employed in our study are
summarized in Table 1.

[Insert Table 1 here]



Resource dependence theory

Resource dependence theory describes the boardisalomle as enabling the
firm’s access to critical resources (Hillman andzZid, 2003; Pfeffer and Salancik, 1978;
Hillman et al., 2008) that the organization needsriplement its strategy. Individual
directors appointed to the board (and the SPCiharefore expected to concern
themselves with the firm’s welfare and supportftira (Pfeffer and Salancik, 1978).
Under this perspective, the primary benefits preditdy boards are: (a) counsel and
advice, (b) communication between the firm and mveestakeholders, (c) enabling the
firm to obtain preferential access to resourcessamgort from external constituencies,
and (d) providing legitimacy (Hillman et al., 20@feffer and Salancik, 1978). The
board’s human capital (i.e., skills, knowledge, argerience of its members) and
network ties (i.e., social capital) enable the mion of these benefits (Hillman, et al.,
2008; Pfeffer and Salancik, 1978). The resourceipian role of the board enables the
organization to reduce its dependence on the eadtenvironment (Pfeffer and Salancik,
1978), reduce firm uncertainty (Hillman and Dalz@003; Pfeffer, 1972), reduce
transaction costs (Hillman and Dalziel, 2003; Vditison, 1984) and facilitate firm
survival (Hillman and Dalziel, 2003).

The board has also been proposed to provide tte@agion with insights,
substantive knowledge and outside contacts thastdgal with complexity and strategic
challenges (Hillman and Dalziel, 2003). Board mersladso help with the diffusion of
innovation and the formulation of strategy (Hillma al., 2008). The knowledge,
experience and social capital of boards’ membeandtoarefore also be viewed as

organizational resources (Hillman and Dalziel, 2008us, directors are often appointed



based on their ability to satisfy the resource {zion roles and their capacity to influence
important external constituencies (Hillman, et 2008). Under the resource dependence
perspective, the SPC would take the lead in bdaategic planning processes, act as a
communication channel between the board and maregesn such matters, and assist
management in the development of strategic plaorsgawith the making of other
important strategic decisions (see Table 1).
Information processing theory

Information processing theory postulates that iasireg organizational size,
diversification, and geographic expansion serventoance organizational complexity
(Egelhoff, 1991; Sanders and Carpenter, 1998; Tashend Nadler, 1978). As firms
grow and become more diversified, the volume dafnimfation that needs to be processed
by the board increases (Henderson and FredrickE986). With increasing
organizational scope, boards also have to dealavijfeat deal of information (Sanders
and Carpenter, 1998). Increased organizational oty and the resultant greater
interdependencies between organizational subusitsscamplicate the board’s task of
monitoring top management (as per agency theodigates), since the top management
team now has greater knowledge of the firm’s ojp@natand markets than does the board
(Sanders and Carpenter, 1998). In parallel, afrthés external operating environment
becomes more competitive and unpredictable, infoongrocessing demands on the
board can escalate (Smith et al., 1991), taxindtsed’s ability to copdThe board’s
inability to cope with this information processiagerload and resultant complexity can

increase information asymmetries between manageamehthe board. This in turn

% The gathering of raw data, its transformation information, along with the storage and commurirat
of this information, together affect organizatiomdbrmation-processing requirements (Galbraithy4)9
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exacerbates agency conflicts. Organizations caa wajh these challenges by reducing
information processing needs through creating steskurces or by eliminating
interdependencies between units through the creafiself-contained tasks.
Mechanisms for managing interdependencies canratiae formal mechanisms such
as board structure and composition (Sanders arue@&r, 1998). Constituting a board
SPC is one such coordination mechanism that cgnthelboard to cope with the
increased information processing demands placet onder information processing
theory, the SPC’s role in board strategic planmirggesses is to reduce the information
processing demands on the board arising fromriegfic planning responsibilities
through taking over the responsibility for boargdestrategic planning activities (see
Table 1).

It is evident from Table 1 that the roles and exggans of the SPC would vary
when viewed from the perspective of each of thedltheories. While agency theory
would emphasize the monitoring and shareholdertiveaaximization imperatives,
information processing theory would stress the reethe SPC to reduce information
overload on the board and its individual membémsrdby helping them to overcome
their bounded rationality and cognitive limitatioasd enabling them to make better
decisions, both individually and collectively ab@ard. Finally, resource dependence
theory would stress the resource provision rolthefboard, especially in the context of
procuring external resources that are needed fategly implementation.

Paradoxical approaches
As argued, agency theory, resource dependenceytardrinformation

processing theory acting in concert impose contrgsequirements on boards.
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Therefore, board responses to these demands mustaieously embrace tensions
arising from the contrasting logics inherent insthéheoretical precepts. Increased
environmental complexity and uncertainty can craatgtutional challenges, sometimes
necessitating the adoption and balancing of comgéiistitutional logics (Greenwood et
al., 2011; Reay and Hinings, 2009). By increasiogpglexity, incorporating multiple
institutional logics (Pahnke et al., 2015) canistthe resources and the ability of
organizations to adequately respond (Greenwool, & 1). Institutional complexity is
enhanced both by the number of institutional logfizg the organization has to deal with,
along with the degree to which these logics arenmgatible with each other (i.e.,
contested, competing or conflicting) (op. cit.).a@8ds’ desires to cope and respond to
these competing institutional logics has led torgemgnition of the need for more
nuancedaradoxicalapproaches to governance that combine and reedheiltensions
between the aforementioned contrasting and congp#igoretical dictates

(Andriopoulos and Lewis, 2009; Lado et al., 2008p&chroni et al., 2015; Putnam et al.,
2016; Schad et al., 2016; Smith and Lewis, 2011itff5amnd Tushman, 2005;
Sundaramurthy and Lewis, 2003papachroni et. al. (2015) have proposed strugtural
contextual or temporal separations, as means tihdeaith complexity and paradoxes.
Structural separation could also include paratieictures as an alternative structural
approach to spatial separation (Papachroni é2@l6). Therefore, the constitution of an
SPC (alongside the board) appears to fit into ¢laénm of a structural response to dealing

with complexity (op. cit.).

* A paradox is “contradictory yet interrelated elemsethat exist simultaneously and persist over’time
(Smith and Lewis, 2011; p. 382).
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On one hand, the traditional agency theoretic aptions of goal conflict,
distrust of management’s self-serving behaviors@brtunism can define the board’s
interactions with management. Alternatively, reseuwlependence theory predicts that
the board is able to provide counsel and advicdgefdegitimacy, open up
communication channels, enhance access to resqititlesan and Dalziel, 2003), and
necessitate goal alignment, trust, and collabamatiith the management team. Finally,
greater information processing demands necesgjtatger information processing
efficiency, managing and reducing interdependermé@een organization subunits, and
increasing the board’s information processing capias (Egelhoff, 1991; Henderson
and Frederickson, 1996). The pressure on boardalamce among agency theory,
resource dependence theory and information pragg#seory requirements becomes
more pressing with heightened environmental comiylegreater rates of change
(Ramus et al., 2017) and increased organizati@ugles

In addition, as organizational scope increasesdsoae also required to
accommodate the additional tensions of exercisomgrol along with collaboration
(Sundaramurthy and Lewis, 2003), and providing now@rsight versus greater
delegation (Useem and Zelleke, 2006) in their atBons with management. Moreover,
boards have to confront the more fundamental paradocerning the philosophical
assumptions underlying their interactions with nggmaent (i.e., degrees of trust versus
distrust, goal conflict versus goal congruence a@bsumptions regarding managements’
self-seeking behaviors versus self-actualizing bieing) that they choose to act on. Many
of the negative assumptions are based on agenagytheognostications. Underpinning

these differences are whether the board choosas&rribe predominantly to the
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predicates of agency theory for greater monitoahganagement (Eisenhardt, 1989;
Fama and Jensen, 1983; Jensen and Meckling, 1tB@g)rognostications of resource
dependence theory for greater contributions byaboltating with management (Hillman
and Dalziel, 2003; Hillman, et al., 2008; PfeffedeSalancik, 1978), the demands for
increased information processing capabilities oheoto reduce information asymmetries
with management (Egelhoff, 1991; Sanders and C&pelP98; Tushman and Nadler,
1978), or perhaps more realistically, a blend aaldrre among all these three theoretical
premises (Egelhoff, 1991; Eisenhardt, 1989; Gatlhydi974; Hillman and Dalziel, 2003).

Agency theory traditionally adopts a narrow perspecncapsulating very
circumscribed models of man (Davis et al., 1997Bteton-Miller and Miller, 2009),
which may become extremely constraining in dynacoimpetitive situations, and which
may limit the range of strategic options availaol®oards to ensure organizational
adaptation and survival (Donaldson, 1990; CorlatthSalvato, 2004). Therefore,
agency assumptions must be tempered with countandiag, cooperative perspectives
on board-management relationships (Boivie et 8122 Davis et al., 1997; Le Breton-
Miller and Miller, 2009).

Not all organizational actors act out of simpld-galerest. Some of them are
motivated by higher-order considerations such agigsity and the desire to serve others
(op. cit.). A shift to a more collaborative orietida in board-management interactions
can consequently positively affect a range of oizgtional outcomes (Le Breton-Miller
and Miller, 2009). For example, in contrast to agetieory, resource dependence theory
(along with more humanistic approaches) advocateltbards cultivate alternative

governance contexts that encourage more collaerb&haviors by managers and that
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directors become partnering in their interactiontt \ymanagement (Boivie et al., 2012;
Dauvis et al., 2010; Davis et al., 1997; Fox and Ham, 1994). These behavioral
viewpoints largely dispense with agency theoreoalizations of organizational actors
as solely being opportunistic, self-serving, ecoiroumility maximizers.

As a result, board-management interactions wouldenfimom an agency theoretic
basis of distrust (and conflict) to one of gregfeal congruence, mutual trust and
partnership. Instead of relying on optimal consaatd external markets for control as
mechanisms to curb agents’ opportunistic behayassagency theory suggests),
directors will shift towards building trust, fosteg social ties, and pursuing mutually-
beneficial interactions with management. By adapthis cooperative orientation,
boards also would benefit through reducing theinitoeing costs over management.
Overall, the emphasis would shift from the minintiaa of potential agency costs to one
of maximization of potential performance outcom@serpetta and Salvato, 2004).
Board-level SPCs

We suggest that the formation of an SPC presagdsahrd’s desire to shift the
institutional logic away from agency theory contimla more cooperative orientation in
their interactions with management (based on resodependence and more humanistic
theories). Operating solely under traditional agetheoretic assumptions may be
limiting in ensuring that strategic planning proges enable organizational adaptation
and survival. Successfully managing these tensaodsparadoxical contradictions
between agency theory and the need for cooperaélps the board to adopt alternative,
enriching perspectives to strategy formulation emplementation that could improve

organizational outcomes to the satisfaction of ipldtstakeholder groups
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(Sundaramurthy and Lewis, 2003). As a consequéehedyoard’s role as a monitor of
management’s activities, as envisioned by agereyrih would be enlarged and
supplanted by its emergent role as a resourcegep®and collaborator-participant with
the firm’s management team. Contingent factors sscthe firm’s size and individual
director characteristics may play important rolethie board’s preference for monitoring
versus cooperation.

M ethods

The study was based on semi-structured intervi@nducted with 20 U.S. public
company board members. Twelve of these directal deth strategic planning on their
respective full boards (SPO firms) in the abserf@etmard SPC, while 8 directors
served on an SPCs (SPC firms). The interviewees wentified and contacted through
professional contacts of the authors or by “coldirag firms with an SPC.

Prior to the interviews, we developed a 13-pagerimew script for the SPO
interviews and a separate 19-page interview sfoighe SPC interviews. Our interview
scripts included a cover sheet, opening commertsrestructions, demographic
guestions, and then significant white space farinewer notes. After the demographic
and other opening questions, the SPO script po$édtdl questions over approximately
10.5 pages (average of 4.2 questions per pagesaane were not open-ended discussion
guestions); the SPC script posed 52 total questibost the strategic planning oversight
process over 16 pages (average of 3.25 questionmsmapge, and some were not open-
ended discussion questions).

These interview scripts were developed after wengxad several public

company strategic planning charters and relatechaomndisclosures. We also consulted
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with practitioners and monitored current developteealated to board strategic planning
activities, and reviewed the extant literaturedenitify the relevant issues related to board
strategic planning processes that were areas ceconComments on the drafts of both
interview scripts were obtained from colleaguesl #re scripts were iteratively modified
based on the reviewers’ input and suggestions.

The majority of the interviews (17) were condudbgdohone, and three
interviews were conducted in person. The interviewse conducted between February
2012 and April 2013. The interviews ranged fronn@i8utes to 149 minutes each, with a
mean of 115 minutes. The interviewees respondétktspecific questions in the script,
but also provided open-ended comments relateceio lbard’s experience.

The interviews were conducted primarily by onehaf &uthors with the help of a
professional transcriptionist (or another authoa ilew cases) who took lengthy notes
during the interview; this approach encouraged oafttie interviewee was not being
audio recorded, but the process still resulteccaugate capturing of the responses). The
transcribed notes were merged into two data fdas,comprising the 12 SPO interview
responses (which was 206 pages in length), anseitend file comprising the eight SPC
member interview responses (which was 67 pagesnmtt). The raw data were then
analyzed, interpreted, and organized into topieatisns by one author who consulted
with the other authors as needed on a numberrokite
Findings
The interviewees and their companies (Table 2)

Table 2 presents information on the intervieweaestheir companies. The

interviewees were primarily older males, consisteith the typical profile of U.S. public
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company directors, although the SPO directors (nagenof 70.4 years) were somewhat
older than the SPC directors (mean age of 57.&yeline SPO directors also had more
board experience (mean of 32.6 board-years) tr@SHBC directors (mean of 18 board-
years). There was a similar relation for tenurénliie focal board, with means of 5.6
years (SPC firms) versus 9 years (SPO firms).

[Insert Table 2 here]

The boards of directors of these companies avdragd members (across both
samples), with the vast majority of directors bemgependent (over 80 percent). The
companies reflected a wide range of industried) wie greatest concentration being in
technology and financial services. Eleven of theganies were listed on NASDAQ, and
seven were listed on the NYSE. The SPC firms wearelnsmaller (median revenues of
$273 million) than the SPO firms (median revenue®lo45 billion).

The SPC firms had had a board SPC for a meanasfyngeven years (median of
four years), with the interviewee serving on thenoattee for over three years on
average. SPCs had a mean of 3.5 members, with an avera@e mércent being
independent directors. Six of the eight SPCs ireduoinly independent directors.

SPC and board meeting processes (Table 3)
Table 3 compares the meeting processes of SPGR@dirms. Each group met

to address strategy issues about five times peroreaverage. While it may appear that

® We also attempted to gather data on firm ageit isisomewhat limited by the nature of the soméhef
responses (e.g., ballpark estimates of firm agepomplexities in the response, such as a firm nmsrge
restructurings that produced a new firm). Subjedhese limitations, it appears that the median SPRC
was 20-40 years old when the SPC was formed.dtddgs not appear that the SPC firms are younger th
the SPO firms.

18



the SPO firms spent more total time on strategy SRC firms also addressed some
strategy issues in their firms’ full board meetingkich is not captured in Table 3.
[Insert Table 3 here]

The composition of management personnel who agte&PC meetings or full
board strategy sessions was somewhat similar atres3PC and SPO groups, with the
CEO playing a key role. In SPO firms, there alspegped to be a prominent role for the
CFO and General Counsel. Overall, the fewer paditis at SPCs’ meetings may have
allowed for a more focused discussion. Executigsisas (i.e., without management
present) were much more common in the SPO firmsSBEC firms also likely went to
executive sessions when the full board met (wendiccapture meeting processes of the
full board for SPC firms). Finally, the total out-Hmeeting time spent on strategic issues
was fairly similar for SPC and SPO firms.

SPC and board purpose with respect to strategy|€T4p

Table 4 provides information on the purpose aratiic responsibilities of the
SPC or board with respect to strategy. For the B, common responses on the
SPC'’s purpose included supporting or helping mamage with strategy issues,
monitoring the strategic development process, ars#ving in a liaison role between
management and the board with respect to strassggs. In addition, the interviewees
mentioned helping to define the strategy and indotéhat the SPC analyzed and made
recommendations on strategic opportunities. The’SRI in helping and supporting
management to deal with strategy issues is cleapgesentative of cooperative
approaches that are consonant with resource depentieeory. It also exemplifies the

role of the board in providing necessary resouraeger resource dependence theory.
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Across the SPC firms there was demonstrable evelehattempting to maintain
a balance of control and cooperation (i.e., agehegry and the alternative resource
dependence approaches) in their reported purpakspatific responsibilities
(Sundaramurthy and Lewis, 2003). Representativenples (from Table 4) relate to
agency theory orientations (overseeing the stratggvelopment process; monitoring and
tracking progress of corporate strategy; actinguiter to the board), as well as
cooperative interactions such as supporting orihglmanagement with strategy issues;
helping the board in understanding the stratego,pbr serving as a liaison between the
board and management (an information processimarthrequirement intended to
channel and regulate the volume of information 8dvetween the board and
management); ensuring that the strategy formulairooess is robust and that the impact
of economic and other external forces on the omgdinn is properly assessed; laying out
a road-map for the company’s future growth. Theuese dependence role of directors
and the board in providing additional resourcestiategy formulation is also clearly
evident in these latter actions.

It is significant that the SPC’s role became maa@pnent when economic and
external forces were posing challenges to the azgtan (this issue is addressed further
in the section below on why SPCs are formed). Adaxee argued earlier, it is when
environmental challenges become greater that bdmactsme more cognizant of the need
to adopt more information processing and resouepeddence orientations in their
dealings with management.

Coping with, and responding to, the contrasting @nmdpeting institutional

logics, can pose complex and demanding institutiohallenges necessitating novel
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forms of responses (Greenwood et al., 2011; Sundathy and Lewis, 2003). The board
SPC can help to bridge this theoretical and paradiig divide through its structural
configuration, as well as through adopting comreitieocesses that ensure cooperation
between directors and management.

The SPC'’s liaison role with the board is of patacunterest (also see Table 6
and related discussion below for greater detalie Board faces the challenges of dealing
with the increased volume of information that iteguired to process (i.e., in addition to
managing complexity). The unfamiliarity and sheelume of the information provided
to the board could overwhelm the board and credtemation asymmetries that could
(under normal circumstances) be exploited by mamagég thereby exacerbating agency
conflicts and increasing concomitant costs (FantaJemsen, 1983). The SPC could help
other board members to deal with these informaasgymmetries (and also help to reduce
information processing requirements) through beagmnore educated about and
conversant with strategic planning processes (He2(l&7). Through reducing
information asymmetries (and information processeguirements) between the board
and management, the SPC could marginalize the doopsanagerial self-serving,
opportunistic behaviors and consequent agencyictsmbietween the board and the
management team (op. cit.). However, the SPC’sgoés beyond being merely a
communicator and information disseminator. Throiigltonstitution as a board
committee responsible to the board and througbrdsesses (i.e., becoming more
inclusive, supportive, collaborative), the SPC @rapes more with management in
shaping and interpreting the information for boasdvell as for management purposes,

thereby possibly engendering collectivistic andanigationally-beneficial outcomes.
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Through greater partnering with management in theelbpment of ideas for the
plan, SPC members could engage with managemengreaiade them to pursue
collectivistic outcomes. Moreover, to the extertttihe SPC could engender more
collaboration and participation between the boawdl management in the strategic
planning process, the SPC could help the boandstitute a paradoxical approach to
governance (in addition to reducing the board’sron®nitoring costs). One interviewee
described how the SPC could bring focus and reliegdoard as the company grew:

In early stage small companies, the board as a hah fulfill strategy

oversight. The SPC becomes more relevant as thpasgngrows, and with

increasing number of mergers and acquisitions. ddheantage in having an SPC

is that particular people [on the SPC] can be takketh specific strategy-related
activities/things. By contrast, on a full boardhet agenda items may squeeze out
strategy-related items. Therefore, some strateggues may not be taken up and
discussed on full boards. An SPC ensures thategfyatems are taken up and
discussed.

Through combining agency theory as well as morgerdive (resource
dependence) perspectives, SPCs also ensure thatdtegic plans brought forth to the
board by management are of higher quality. A highelity strategic plan is a both an
agency theory based as well as a resource depentteary predicated organizationally-

beneficial outcome. One interviewee stated:

The SPC allows a process such that by the timbdhed gets the plan, it will be
a better product.

Another said:
Our committee [SPC] involvement results in a wellealated document that is
presented to the board. Also, it [management’stegia plan] is more likely to
succeed since the SPC has conveyed board thinkimghagement early on in
the process.

The involvement of the SPC in ensuring a supeali@anning process that results in

a well-articulated document is another organizatilyrbeneficial outcome. Overall, the
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tenor of responses from SPC interviewees sugg#satdvhile the company management
had the operational responsibility for formulatihg plans, the SPC’s role was to check
for accuracy, consistency, and quality of the plansl to ensure that management had
broadly considered all the possibilities and ogibefore the plan was presented to the
full board for deliberation. Through collaboratimith management, interacting with the
management as partners and promoting a collaberatig participative plan formulation
process, the SPC ensured a more optimal outcoteenns of a better plan.

[Insert Table 4 here]

By contrast, in SPO firms, the most common respsas the primary role of the
board was to help management with strategic issyesitiquing and challenging
management. While this reflected a mix of helpind enonitoring management, the
more adversarial nature of the process was intaiigiagency theoretic in its
underpinnings. Another common response relatirtgeéaole of the board was to provide
overall oversight of the strategic planning procd$see SPO interviewees mentioned
the board’s role in suggesting changes to straa@gyhelping management to make those
changes. These cases seemingly represented miatedsimstances where the board
collaborated with management in these SPO compai@sever, the configuration,
situation and processes in the SPO firms were pilyregency theoretic in their
orientation and premises. Consequently, they wet@s conducive to engendering
collaborative behaviors between the board and nenegt. By contrast, the SPC
enabled a more dynamic balance of the paradox@asldns between the simultaneous
needs for control and collaboration (Sundaramuatiy Lewis, 2003), representing a

tension between agency and resource dependencyg gssomptions.
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The SPO interviewees in this study often emphadizatphilosophically it was
management (and not the board) that was primagggonsible for strategy development,
with some board input, as one interviewee described

... I would say their [management’s] part is donetsirindependently, but they

keep us informed in case there are any major olgjest They don’t interfere with

us when developing our thoughts, either...Managerertt totally responsible
for the plan. The board is responsible for puttihgir ideas in there.

It appears from this quote that both managemenetisas the board worked on
the development of corporate strategies somewhdapendently, albeit with differing
emphases and perspectives. This represented maneaois-length orientation based on
agency theory requirements, as suggested earhierb®ard’s role was primarily to set
the strategic context and thereby help managemdntmulate strategy (Stiles, 2001),
but not to actually formulate it. This again reflt an agency theoretic orientation
involving a very clear demarcation of responsilgtitbetween the board and management
with regard to strategic planning.

Overall, with the exception of the SPC’s buffelerbetween management and the
full board, the purpose of the SPC and full boaitth wespect to strategy primarily related
to helping management with advice and counseldauree dependence theory
provision), monitoring management (an agency theomsntation), and making specific
suggestions about the strategy and needed chakgesbly, the SPC also helped the
board to better manage the paradoxical tensionsthae between those collaborative
demands and agency theory predicates.

In terms of specific SPC responsibilities, ovef (&7 percent) of the SPC'’s time

was focused on ensuring the development of corpataategy (an advice and counsel

function based on resource dependence theory @asioh), followed by monitoring
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and tracking progress of strategy implementati@p@rcent) (an agency theory
requirement) and engaging in processes to altesttategy (10 percent)Altering
strategy could also be a combination of both thenag theory and resource dependence
theory roles, depending on when in the plannindeciids occurred. Ensuring the
development of corporate strategy at the beginafrtge planning cycle involved
maintaining an open, inclusive, collaborative andperative relationship with the
management team (a resource dependence theorgaigdivhile monitoring and
tracking progress during or after plan implemeptatepresented more of an arms-length
agency theoretic control orientation. Changesrigiat)y occurring mid-stream or during
implementation would also conform more to the manmiig role. The conflict inherent in
the contrasting institutional logics (Greenwoodlet2011) arising from employing these
two alternative approaches simultaneously represepairadox of governance. This
leads us to our first propositidn:
P1. The use of an SRfan enable boards to better manage the paradoxicaflicting
requirements for both control and cooperation irittrelationships with management,
and the resulting competing institutional logicattlrise from this paradox.
Ensuring the development of corporate strategy (@ &b

The board fulfills its responsibility in ensuritige development of corporate
strategy at different stages, including in settimg strategic context (McNulty and
Pettigrew, 1999; Ravasi and Zattoni, 2006; St2&§1). Trying to establish contextual

diversity at the board level through collaboratwith management also can serve as a

mechanism for dealing with complexity and paradd®apachroni et al., 2015). Table 5

® Only a small portion of the SPC’s time was spemhmunicating with the board (6 percent).
" As noted in the Introduction, we develop our pisifions focusing on the unique SPC setting, with th
SPO group serving as an implicit baseline.
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presents a summary of SPC and SPO firms’ efforemsure the development of
corporate strategy. The first row of the table edg¢hat in both SPC and SPO firms, both
management and the directors participated in theldpment and refinement of
corporate strategy. However, the process was much oollaborative (rather than
sequential) in the case of SPC firms. In sevengbeight) SPC firms, the SPC
encouraged, drove or facilitated the process atesfy formulation by management.
They ensured that management either developeégyrair got management to focus on
identifying opportunities and then investigating thotential in those opportunities (see
Table 5). It is evident that the board SPC considenanagement to be their partners,
and that the SPC cooperated with and supportedgeament in the development of
corporate strategy. All these actions represenfpifoeiding advice and counsel’
imperatives described in resource dependence tljeidijman and Dalziel, 2003;
Hillman et al., 2008). One SPC interviewee stated:
We [the SPC] only work with management on plansttiey feel they can
execute. While the SPC'’s role is advisory and stp@oon developing the plan,
it is monitoring and oversight with respect to tax the plan’s implementation.
More participative and closely collaborative igetions between the SPC
members and management would be advocated by cesdependence theory, but
dissuaded by agency theory prognostications. TH&EsS¢dllaborative role extended to
encouraging management, offering specific ideasitathe strategy, attending strategic
planning meetings and providing feedback and ogbtsin six of the eight SPC firms,
both the SPC and management (i.e., CEO) develajead ifor the strategic plan. The
breadth and depth of involvement by the SPC in tdatmg strategy were more

representative of resource dependence theory atiens. By contrast, in SPO firms, the
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full board typically received strategic planningarmation from management, provided
feedback, and ultimately approved the plan, offesr aevision, reflecting an arms-length
process characterized by a demarcation of rolesesmbnsibilities. In all likelihood, the
back and forth nature of the process increasednr&bon processing requirements on
the board. One SPO interviewee stated:

The management develops the strategic plan andadaed heavily influences, but

we as a board do not see our job as developingtitdcritique it in a

professional way.

[Insert Table 5 here]

In both SPC and SPO firms, both management aedtdis had input into the
development of corporate strategy. However, as eetioned earlier, in the case of SPC
firms (compared to SPO firms), the SPC was muclermolved in all phases (i.e.,
formulation, implementation and monitoring) of ghlanning process, which suggested a
more collaborative and participative approach (Suwachurthy and Lewis, 2003) that was
characteristic of resource dependence theory atient.

We also asked about the importance of the SP@ediutl board understanding
management’s process for setting strategy. SPC mentypically believed that it was
important for the SPC to understand managemensess (6 firms), while the SPO
directors believed that it was only moderately ima@ot for the board to understand
management’s process (mean of 3.2 on a scale fromat important to 5 = very
important). It appeared that SPC interviewees wesee likely to believe that it was
important to understand management’s strategyaggttiocess, reflecting their greater
commitment and cooperation with management. OneiSfe€&iewee stated:

The SPC ensures that the process is both top-dewvelh as bottom-up.
Strategic plans cannot be imposed top-down by hddeeds buy-in by people
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who implement it.... The plan cannot be imposed thantop, it needs to be a
top-down and bottom-up process to get the buy-thepeople and to be
successfully implemented.

This quote emphasized the need for the buy-in oplgewho were responsible for
implementing the plan. It reflected a collaboratigsource dependence theory
orientation. Additionally, through combining botbptdown as well as bottom-up
characteristics, the process characteristics destresembled those of a three-cycle
strategic planning process that has been desanltée prior planning literature
(Lorange, 1993; Vancil and Lorange, 1975), as aglin managing the resource
allocation process literature (Bower, 1986). Suthree-cycle, back and forth process
also increases the information processing requingsrfer the board.

Another SPC interviewee stated:

The SPC needs to understand what went into theegicaplan brought forward

by management, the process by which managemetttigstrategic plan

together. After all, the company’s resources aradpeleployed in the plan.

Overall, the comments could reflect the imperatimehe part of SPC firms to
adopt more of a resource dependence theory ori@mtéat promotes collaboration with
and supports management both philosophically, disas¢hrough the provision of
critical planning-related resources (a resourcesddpnce theory imperative). These
resources would specifically include providing estige and advice to the board, as well
as assisting with strategy and strategic deciqiGaspenter and Westphal, 2001; Hillman
et al., 2008; Judge and Zeithaml, 1992). This leadsir second proposition:

P2. The use of an SPC can better equip the boandndle the resource dependence

roles of providing expertise and advice to manag#end also assist in formulating
strategy.
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Regarding the SPC’s or board’s role in ensurirgdévelopment of corporate
strategy, both SPC and SPO interviewees indichizitiie role was both “advisory and
supportive” as well as “monitoring and oversighitiis was indicative of the tension and
necessary balance between resource dependencgearty aheory orientations that we
discussed earlier (Anderson et al., 2007). Oncenage detect the existence of multiple
competing institutional logics that increased caewjily and the challenges associated
with responding to them (Greenwood et al., 201d9ulting in a paradox. While the
guestion format varied between the SPC and SP(hgriauappeared that SPC
interviewees placed more emphasis on being advamysupportive (a resource
dependence theory orientation that all eight inésvees cited).

One limitation placed on trying to go beyond begalyisory and supportive roles
was that sometimes the SPC may not have the esx@¢oti resources) necessary to play a
major role in strategic planning, including monitay the process, as one SPC
interviewee described:

There are not enough non-management members @P@Geavho have a good

enough understanding of the potential opporturgtyte provide greater than

advisory...support.

However, this expertise could be developed owee tvith the continued
involvement and collaboration of both the SPC amshagement in the planning process.
It is the management team that had responsibdifgitimulate the company’s strategic
plan, primarily because the knowledge and expettissnduct strategic planning was
resident in the management team. However, sometimasanagement team was

unaware in advance of the board’s thinking and tlilesly reaction to certain ideas and

proposals. In such instances the SPC’s job wasdore that the management team was
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alerted to and made aware of the board’s likelgtiea, as described by an SPC
interviewee:
The SPC is aware (management is not) of the mirnddke board. Since the SPC
knows the mindset of the board, they can act affa@ibetween the board and
management. Management needs to be cautioned ttking that plan forward
before the board (‘risky, may blow-up’).

One interviewee explained that monitoring was dlehge:

...Iit is not realistic to monitor the CEO who has mdetailed industrknowledge
than independent SPC directors.

Likewise, the demarcation between the role ofb&rd (i.e., advisory and
supportive) compared with the operational role ahagement in the development of
strategic plans was exemplified by the followingneoent:

Yes, we’re not going to cross that line. I've ttilé President, there is an

imaginary line when directors go so far, but mamaget can’t cross that line

either. Sometimes they will creep and kick over liha and we will just kick
back. It's touchy. | will push back hard.

Once again, this clear demarcation of areas obrespilities was more
representative of an agency theoretic interpretatiche role of the board versus that of
management.

The final element in Table 5 is the interviewees‘qeptions of whether the SPC
or board process for overseeing the developmecdiporate strategy was optimal. Six
of the eight SPC interviewees viewed the processesg) optimal, versus only three of
the 11 SPO interviewees who responded to the quegtn SPC interviewee stated:

The SPC is a critical player that ensures acceptavfcpresented ideas by the

board. The board has a limited time to spend oatsgic planning issues.

Therefore, the SPC during their offline meeting®ideines what to present to the

board. Thus, the management has greater guidaneeha will be presented to

the board. Also, insights on which areas the boaittlwant more information on
(and which ones less). Risk factors are considered.
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In contrast, SPO respondents had very differerggastives when questioned
about their perceptions of whether the processopéimal. One stated:

There are improvements that could be made. My pmede would be that the

management would take more preliminary input fromtoard. That they might

invite a board member to come, not to dominatdlaha conversation but to
bring perhaps a different perspective that they'dget stuck. | think that's an
improvement that can be made, but you walk a firee ¥ou don’t want to take
away from them, but you also want to help them. ®amagement team is more
conservative in practice than our board wants therhe.

It appears from the above remark that the boardathgement had arms-length
(and maybe conflicting) expectations and relatigpshAnother SPO respondent
indicated:

It was and is a work in process. | don’t considdnibe optimal. By saying that |

can't tell you exactly what I think is optimal. @pal is one that is better than we

have right now. It is one of those “I'll know it @h | see it” type situations. If
nothing else the assumptions the first couplenoési around were simply
unrealistic. | think management is getting morelistig. That is better. But
beyond that I really can’t say much.

Overall, it appeared that the SPC interviewees wereh more positive about
their process than were the SPO interviewees, stiggehat the resource dependence
and partnering roles played by SPCs were perceobd more beneficial in dealing with
the multiple, contradictory challenges that boavedse confronted with (Sundaramurthy
and Lewis, 2003).

In summary, Table 5 revealed three key differemetseen SPC and SPO firms:

» SPC firms were more likely to emphasize the impuarteof understanding

management’s process in developing strategy.

» SPC firms in our sample were universally focusede®ing advisory and

supportive towards management in their procesddweloping corporate
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strategy, once again reflecting a greater resadependence theory
orientation than SPO firms.

» SPC interviewees were more likely to view theirqass for overseeing
strategy development as optimal. In addition tangenore appropriate for
dealing with the strategic challenges facing thgaaization, collaborative
approaches and behaviors were also perceived g are self-fulfilling,
thus resulting in more favorable impressions.

The points mentioned in the first two bullets engphed the SPC’s role in
enabling the board to shift away from an arms-leragiency theoretic orientation to
more of a ‘hands-on’ and cooperative approach basddist and collaboration with
management. The last point suggests that thisreigfit also be perceived as being
beneficial. However, as alluded to earlier, thelelnges of dealing with and adapting to
these competing institutional logics are substgrdiad the SPC could play a role in
helping both the board as well as the managemant te deal with them. This leads us
to our third proposition:

P3. The use of an SPC can lead to heightened lef/sktisfaction with, and greater
perceived effectiveness of, the strategic planpnogess at the board level.

SPC monitoring and modifying strategy; SPC rolénhwiite board (Table 6)

The monitoring role of the board is traditionadlly agency theoretic predicate.
Table 6 provides insights into the role of the SP@onitoring and modifying strategy,
as well as the SPC'’s role with the bo&td.six of the eight SPC firms, the board took the

lead on monitoring the implementation and progoésgrategy. Thus, it appeared that

8 The SPO interviewees indicated that the boardalyi receives information from management in order
to monitor progress on strategic plans.
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the SPC generally deferred to the board once theegly was set. Monitoring strategy
implementation is typically an operational activiBut reflecting a more traditional
agency theoretic type of involvement, the full kbhere was also closely involved with
tracking implementation progress. In terms of mgdg strategy, management typically
initiated changes, and then the board-level respiibgfor oversight was most
commonly either held by the full board or sharetiMeen the SPC and full board.
Modifications of corporate strategy were typicalgcessary when external
situations changed, when crises hit, or when #edtiof ongoing results did not meet
expectations. These are occasions when institutiogies may shift more abruptly and
necessitate the balancing of competing logics wingla combination of agency and
resource dependence approaches, representing ektneanadoxical situations. One SPC
interviewee explained the SPC’s role:
During board meetings most of the time is sperttacking and reporting. The
other two (stand-alone) SPC meetings relate to fitadion and development of
corporate strategy.

Another stated:

The SPC... needs to probe, question and determanehiinge of direction is
needed. If necessary [the SPC] helps to modifyexisa

The events that necessitate a modification of aatpcstrategy could be driven by
internal or exogenous factors. One interviewee aakedged that external issues were
more difficult to cope with:

...we train management to deal with internal issé@st growth can create

ongoing need for management talent. External isauesnore difficult to control

and train for. When the modification is due to intd reasons, it is easier to
make the change, but when it is external, congral iot harder.
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The last statement indicate that the board’s resgneed to adapt quickly when
faster rates of change in external environmentatlitimns necessitated faster (and more
variegated) organizational responses. In many gwstances, more of the know-how and
expertise is resident with the management teammahdecessarily with board members.
Such adaptive responses could be better enabladdpting collectivistic, inclusive
approaches that included the board partnering nvgdhagement. This leads to our fourth
proposition:

P4. The SPC’s role in strategic planning becomegenadtical with higher rates of
change in the external environment and with fagtewth of the organization.

Regarding the SPC'’s interface with the board, iiterviewees indicated that the
SPC reported to the full board or kept the fullfdoaformed or updated, and three
interviewees indicated that the SPC made recomntiendao the board with respect to
strategy, reflecting tenets of information proceggheory. In seven of the eight SPC
firms, the full board approved the strategy, wiile SPC alone approved strategy in one
firm.

[Insert Table 6 here]

Why SPCs are formed

We asked the SPC interviewees why their companyfdraged a board-level
SPC. Six of the eight interviewees had direct krealgk of the reasons, and they
provided the responses below. The first two quagtsed to enhancing information
flows (an information processing theory consideratiand reducing information
asymmetries between the board and management{nefj¢he limitations of an agency
theory orientation), as well as providing betteemight of management (also an agency

theory requirement):
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Our board did not have enough information to asskeylans presented by
management. Conversely, management did not haigearabout board thinking.
The idea behind forming an SPC was to have a nadyest plan based on which
the board could make informed decisions.

There were negotiations with the founder to sethepSPC to help oversee the
new CEO, who was young.... Before that, the foundidid deals and then told
the board. The board didn’t know about things belfi@and.

The above comments also reflected the perceivedynéton on the part of the
board for the need to become more of a partneatoagement with regard to strategic
planning. This was accomplished through engineaisbift away from agency theory
prognostications to adopting a more collaboratislengation with management
(Anderson et al., 2007; Sundaramurthy and Lewi®320The next two quotes point to
the company’s expansion or repositioning makingfthmation of a board SPC
appropriate:

The catalyst in forming the SPC was that we wesaexproduct company that

went public and was adding new (multiple) produé¥e. also had enough

horsepower on the board to form the SPC. Alsolead Director wanted to
have an SPC.

The company had challenges with respect to theofrixsinesses. The board

realized that the company was vulnerable. The custs were concentrated and

there was industry risk. We needed to repositiencttmpany for new
opportunities. Sought diversification in terms different baskets to put your
eggs into.” Like a portfolio theory approach to ming a business. There was
product risk, technology risk, and pricing risk. \Walized we needed to

reposition the company beyond its historical fo&sthe SPC was formed as a

mechanism to drive this process. That thinking Wwasumental behind forming

the SPC.

These statements reflected the increases in bettoamental and organizational
complexity (i.e., more product lines) and greatrcpived uncertainty as well as risk.

This is in keeping with Proposition 4. Increasethie number and mix of businesses may

have resulted in increased variations in produgketa, technologies and customer
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needs. These factors could necessitate the adaytmmtrasting or competing
institutional logics (Greenwood et al., 2011; Suadaurthy and Lewis, 2003) based on
both agency as well as resource dependence theGoasrasting institutional logics
increase complexity, necessitating the adoptigoeo&doxical approaches and
appropriate structural solutions (Papachroni e2&i15, 2016). Additionally, increases in
the number and mix of businesses may also inciafsenation processing requirements
for the board. This factor, along with the challesgposed by competing logics, may
have strained the board’s ability to fully resp@mtl adapt (based on purely agency
theoretic modes of interacting with management) @amsequently led to the formation
of SPCs in order to be able to more adequatelypamartively respond to those
challenges.
Finally, the next two quotes reflected efforts ttance the quality of, and to
formalize, the company’s strategic planning pro¢bssugh the formation of an SPC:
...the company had gotten into a rut and businessaal without enough focus
on processes to thoroughly investigate the univefspportunities with the idea
of developing a plan that made the most effectseeal the company’s resources.
So, the SPC was formed to encourage a focus foagemnent on developing a
robust process for strategic planning and to mantkes progress. After about
three years, the governance committee decidedhtla®PC was no longer
needed because its mission had been accomplished.
We had a conversation about what are the most itapbthings we need to do.
We talked about approving the budget and it beied o a strategic plan.
Questions were coming back with no’s or blank faees we agreed the
company should do strategic planning. Once we hadbnversation people
were bought in.
Thus, it appeared that these company boards foB8R€s mainly for reasons

related to facilitating board-management informafiows (an information processing

theory requirement), dealing with company-spedfrategic changes, and making efforts
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to enhance strategic planning outcomes. There \pasceived need for more
paradoxical approaches with regard to strategicrptay processes, on the part of both
the board as well as the management. This would imuded the adoption of a greater
degree of resource dependence theory based cauvperaéntations in board-
management interactions.

Focusing more broadly than on only the insightvigked by the interviewees, we
also observe that the SPC firms were smaller tharsPO firms (see Table 2). This
overall pattern suggests to us that as firms reamdrtain size and have a goal of
continued growth, they choose to focus more onegjra planning, or even formalize
their strategic planning efforts for the first timiéhis focus on strategic planning provides
some firms an impetus to form an SPC to help mamageand the board deal with the
organization’s increasing scope and complekithis leads to our fifth proposition:

P5. As organizations reach a certain size or scepaje boards are more likely to
constitute SPCs in order to ensure greater formgahitstrategic planning processes.

Other questions (Table 7)

Table 7 summarizes responses to several quesétated to the roles of various
parties in strategy, board versus SPC advantagyegyréatest risks faced by SPCs and
boards regarding strategy, and the desired traB®€ members.

[Insert Table 7 here]

SPC firms were more likely to have formal writgalicies about the roles of

management and the board (including the SPC) w#hpect to strategy. Half of the SPC

firms had such formal polices, versus only twolef EPO firms. These relationships are

° In Proposition 6 below, we examine a second appateft, where even larger firms with experienced
directors may prefer an SPO approach so thatrattdirs directly oversee strategy.
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captured in Proposition 1. The formalization ofsheoles between management and
board reflected an agency theoretic emphasis. Rrsgrarch has found that companies
typically used techniques like annual calendargegision protocols and executive
judgment to indicate which decisions needed toefore the board (Useem and Zelleke,
2006). Policies on determining which decisions eeet go before the board for
approval (and which did not) indicated a clear desaigon of responsibilities between
the board and management, signifying efforts talisg information processing
requirements. In addition, they reflected morerofgency theoretic orientation. Nine of
the 10 SPO interviewees whose firm did not haveittem policy indicated that the
strategic roles of the board were well understoegpde not being in writing.

Interviewees from both SPC and SPO firms tendesdromgly agree that it was
important to understand each party’s role in stpat8ased on the responses, a key
concern was that the directors (including thos¢henSPC) might seek to run the
company and usurp management’s duties. Thus, awlegrstanding of different roles
was important for keeping the directors focuseeélgaln governance instead of on
managing the company.

SPC interviewees described two key benefits ofrftpa board SPC to take the
lead on strategic oversight. First, all eight intewees cited the benefit of the SPC’s
clear focus on strategy, believing that a full lnbaray become distracted with other
issues at times. This suggested an informationgzing capability bottleneck that the
board had to deal with. Second, three SPC inteegsvetated that the final product (the
strategic plan) was of higher quality with SPC cigint, in part because of the early SPC

feedback provided to management. This result (cagtin Proposition 4) could also be a
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reflection of the SPC’s having adopted a greatssuece dependence orientation (and
sharing of their network and expertise resourae#f)eir interactions with management
during the strategic planning process.
According to one SPC interviewee, the SPC can Wdongs and expertise to the
strategic planning process and success to the compa
Having a committee ensures a more formal, focusedegs. It crystallizes
thinking. Having the SPC forces attention on sggtermulation. Since we don't
have management consultants on the board it wahlelwise be neglected. If we
had no SPC there would be less emphasis on strédtdgyboard as a whole did
it. Moreover, you don’t want the whole board toifreolved in strategy
formulation. Sometimes board members have no kdgelef the
industry/company, are less involved (many are eéfjir and are there to go
through the motions and collect a check. Our faréyg a significant interest in
the company, and therefore | am interested in ptatg the welfare of the family.
The quality of the planning process is improvee. (i‘crystallizes thinking”) with
the formation of the SPC. The process also beconoes focused and formal, rather than
being dissipative, as when the whole board is veolin strategic planning. This last
point alludes to the need for addressing the limoits in the information processing
capability of the board (Sanders and Carpenter)199
Another SPC interviewee mentioned SPC'’s involvenheading to better
strategic planning outcomes:
Plans are enhanced (because the SPC spends 2-3vitaysianagement at
planning meetings). So the SPC will understangtbeess at a lower level than
what the board sees. Most boards do not spenddwirée days in a planning
meeting to make sure some key element is broudfi tmoard. Our committee
involvement results in a well-articulated documidnatt is presented to the board.
This last comment also reiterates that the regpfilan is better thought through

and articulated with the involvement of the SPCe Shope and extent of this

involvement is more focused and in-depth reflectmgprovision of additional resources
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by the SPC. The cooperative and collectivistic reatf the SPC engagement with
management is more representative of a resour@ndepce theory orientation.

When asked why more boards do not have SPCs, tseigwee emphasized the
importance of having an SPC in complex industries:

Full boards do not have experience with SPCs, eg tlo not have them. But if

you ask any board its two most important dutiegjlitsay picking the CEO is

first and ensuring a sound strategic plan is secdrte SPC is specifically
responsible for oversight of strategic planningjshhs especially important in
complex industries.

As argued previously, when the organization’s samkoperations increase to a
certain level (relative to very small, new firmajy SPC may be better equipped to deal
with this scope. This relationship is captured iagdsition 5. We emphasize that this
occurs not only through reallocating responsibiidy strategic planning to the SPC, but
also through adopting a new philosophical orientato board-management relations that
includes resource dependence theory orientatidres SPC is a governance innovation
that can help the board to accomplish this shdfth ipractically and metaphorically.

By contrast, seven of the SPO interviewees poitdaxhe key advantage of full
board’s oversight of strategy, in that the taledas, and inputs @il board members
were leveraged in the process. They believed @iagwa board SPC could reduce the
board-level talents applied to strategy. This vieimpreflects a contrarian perspective on
the benefits of the full board’s involvement inpténg. However, it needs to be
considered with some reservations, since thereawasognition (in the earlier quote

from an SPC firm director), that the involvementlod whole board often resulted in not

enough attention being paid to strategic planngither due to a lack of time or due to a
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lack of expertise among the directors. Therefdrete are tangible positive benefits that
an SPC’s involvement can bring to the planning @ssdn certain contexts.

This sentiment, however, does suggest to us thatrae firms get even larger
(i.e., relative to the SPC firms), the disadvansagfean SPC versus the advantages of an
SPO approach can become more pronounced. Spdgifi€ain SPC will result in using
less of the talents / qualifications of those baasimbers not on the SPC in the oversight
of strategy, then this becomes a disadvantagevifidpan SPC. This disadvantage is
further pronounced when the overall members obtieed are older and more
experienced (as is the case in the SPO firms,disated in Table 2), such that broad
strategic input from a large number of directons ba hampered. In other words, SPC
usage could result in diminished strategic contrdms from the experienced directors
serving on the board, but not on the SPC. Thisdinéinking, which is consistent with
our insights from the SPO interviews, suggest iha proposition’

P6. For some large companies with older, experidrim@ard members, the
disadvantages of using an SPC may outweigh thernalges.

In terms of risks, the most common response obitgest risk faced by SPCs
was overstepping the committee’s bounds and getimgnvolved in the details of
strategic planning. One SPC interviewee stated:

The biggest risk is getting into the weeds, becgruon involved and usurping

management’s role. When this happens, this destrogsbetween the

SPC/board and management and hinders the impletn@miaf the plan.

Another shared a similar sentiment:

Some of the pitfalls are tending to get way tooived in the details of strategic
planning and having the executive team rely toomuarcthe SPC.

19We acknowledge the importance of complementingsmall-sample, interview data with broader
archival studies of the differences between SPCSR@ firms before definitive conclusions are drawn.
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These are pitfalls that all SPCs should strivevimich Another said:

You should be supportive and challenging, butitasyour plan to drive.

At a collective level, the SPC must take the timenderstand the business, while
not necessarily driving the strategy. One intengewexplained:

If you endorse a strategic plan and then monitavithout understanding it, you
run the risk of ruining the company.

Reflecting the vestiges of agency theory and tltermpanying imperative for the
demarcation of responsibilities for strategic plagrbetween the board and
management, the above comments appeared to ene@icagitionary restraint on the
extent of board involvement in strategic planniAg.we have continuously emphasized,
a balanced combination of both agency and cooperegsource dependence theory
perspectives is needed for superior organizatipraesses and outcomes as firms
become increasingly complex. This of course createsrasting (and conflicting)
institutional logics that can only be dealt withdagh accommodating paradoxes and
inculcating organizational flexibility (Sundaramiytand Lewis, 2003).

By contrast, SPO interviewees most commonly desdrthe biggest risks as
failing to understand economic and other uncenaartd board complacency and/or
overconfidence. Thus, it appeared that SPCs maggie with becoming too involved in
strategy, while full boards may struggle with netrlg adequately involved. The above
statements are reflective of the latent tensiohwdxn agency theory and more socio-
behavioral orientations and once again emphadieesded to handle the tensions arising

from competing institutional logics through adoptparadoxical governance solutions.
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Finally, we asked the SPC interviewees about #s#&red traits of SPC members.
They most commonly cited industry / market expergrstrategy experience, experience
running a company or operations, interpersonalss&iid business judgment.

One interviewee pointed to the importance of exgrexe with strategy:

You want to add value. You don’t want to be leagnkou want people that have
gone through strategic planning a number of times.

Another emphasized the importance of interpersandltactical skills:

Very good interpersonal skills are also importaatause you need to be able to
relate to and gain the confidence of management.

Additionally, several interviewees commented onttaés needed in the chair of the SPC.
One stated:
...the chair must be a demanding partner who serses@oss or bridge between
management and the board to help management acsbntipé strategic
objectives.
Another pointed to the importance of the chair kegphe SPC focused on its role:
The chair needs to be able to communicate theidivisf roles and be a resource
for constructive collaboration...Management shoultfeel that the SPC is
intruding into their roles and micromanaging, buéraly encouraging and
facilitating the process.
These comments reflect agency theory assumptigasdmg the clear
demarcation of planning responsibilities betweenlibard and management, and the role
of the SPC chair in enforcing this division. Nored#ss, even in these comments there is
a recognition of the need for the SPC to help mament and be encouraging and

facilitating the process, both of which are morsowgce dependence theory orientations.

Overall, Table 7 revealed three key differencesvbenh SPC and SPO firms:
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SPC firms were more likely to have formal writteslipies about the role of
each party in strategic planning. This reflectetivésion of responsibilities
conforming to agency theory expectations.

Having an SPC provided board-level focus on straggi@nning and may
have resulted in higher quality plans, while th®©SPms cited the advantage
of leveraging the talents of all directors in st oversight. The leveraging
of directors’ talents is also indicative of the dder resource dependence
theory approaches.

SPC interviewees were more concerned with the SfGrhing too involved
in strategy details, while SPO respondents wereernoncerned about the
board being too uninvolved in strategy. As statadier, these concerns
regarding the demarcation of responsibilities (afi as information flows)
between the board and management were more reéesftagency and

information processing theory orientations.

Discussion and Conclusion

Theoretical insights and patterns in the findings

Board-management interactions and relations havieig been mired in the

traditional agency theoretic paradigm of protectamgl preserving board independence
and neutrality through maintaining arms-lengthriatéions and minimizing social ties
with management. Organizations draw their logiosfthe higher-order institutional
frameworks within which they are embedded (Scd@01). The legitimacy of agency
theory as an organizing logic is derived from sformity with ‘the primacy of capital

markets’ (Donaldson, 1990; Zajac and Westphal, p0®4ch a logic relies on the
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allocative efficiency of the invisible hand of cegdimarkets, rather than on the
observable actions of corporate managers (op. €hg consequence has been an
overreliance on ‘investor capitalism’ rather than''managerial capitalism’. In this
debate, the role of the board in the provision pmgher use of corporate resources has
been downplayed or completely dispensed with. &tstagency theoretic dictums have
portrayed organizational actors’ roles and motosaias being opportunistic,
individualistic and self-serving. Nevertheless, agers can and do have a role to play as
stewards of organizational resources based onphafiessional norms, collectivistic

goals and individual desires for the fulfillmentragher order needs.

Moreover, given rising environmental turbulencd anmplexity and increased
organizational size and scope, the demands platbédards have changed and
multiplied, necessitating a change in orientatmmards adopting more cooperative and
collectivistic approaches to governance (whild stihtinuing to retain the vestiges of
agency theoretic monitoring, oversight and coninggatoles that are crucial for fulfilling
the coercive standards required for good governafrcaddition to posing paradoxical
challenges, such environmental and institutionahges have necessitated
transformations such as cultivating the abilitgtmultaneously accommodate competing
institutional logics (i.e., agency theory, resoudependence theory and information
processing theory demands) that boards have begoiged to deal with (Greenwood et
al., 2011). Building in flexibility and slack in gernance structures and creating the
added capacity to embrace paradoxes have beengaps potential solutions to the
problem of balancing competing governance impegativecessary to face both

heightened environmental complexity and turbulgif@achroni et al., 2015, 2016;
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Schad et al., 2016; Smith and Lewis, 2011; Sundartoy and Lewis, 2003) and
increased organizational scope and size.

This study examined how board-level SPCs can sses\umard-level architectural
innovations that could help the board tackle thadlenges of simultaneously being able
to embrace more collaborative, partnering appraaehtheir interactions with
management, while also holding on to more trad#i@gency theory assumptions. We
interviewed 20 U.S. public company directors — eggrving companies with a board
SPC and 12 serving companies without a board SB@came clear that based on
agency theory assumptions, there were fundamentsians between management and
directors with respect to their responsibilitiesl amvolvement in the strategic planning
process, as well as on how to handle the significdaormation asymmetries that existed.
Some of the fundamental tensions related to thenéxif agency theoretic versus
resource dependence theory orientations (suchhaslangth versus collaborative
relationships, the relative degrees of distrussweitrust between the board and
management, assumptions regarding goal-incongruensas goal-congruence between
the board and management, the seeming incompigtibdiween individual and
collective organizational goals) that boards addtetheir interactions with
management during the strategic planning process.

These hidden tensions between the agency and cesdependence philosophies
(along with information processing requirement®) @flected in additional tensions
relating to governance imperatives, such as thenéxif control versus collaboration
(Sundaramurthy and Lewis, 2003) and the extenbafdoversight versus delegation

(Useem and Zelleke, 2006) in governance procebsasdition, the strategic planning
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process has to consider and accommodate the dekaksmportant organizational
stakeholders, while the dominant focus of agenewitetic prescriptions primarily
emphasize the maximization of shareholder values&ltontradictions created multiple
(and often conflicting) institutional logics withmrganizations, straining the abilities of
their boards to cope and adapt.

As we consider the insights revealed in the intawgi, the theoretical perspectives
highlighted in Table 1, and the six SPC firm prdposs we posed in the previous
section, an overall pattern emerged. The SPC fivere smaller, had less experienced
directors, were more focused on helping managewmi¢nistrategy, were more focused
on reducing the board’s informational demands,\weck more formal in establishing the
roles of each party with respect to strategy. @wthole, these elements suggested that
the SPC firms had a heightened focus on resoummendence precepts (helping
management) and on information processing theoryaking the lead on strategy issues,
they provided some relief to the board). Overak, 8PC firms appeared less focused on
agency theory notions, except that their greatenédity in assigning strategy-related
roles suggested an agency focus.

By contrast, the SPO firms in this study were largad more experienced
directors, were more focused on traditional momiprand were more focused on having
all directors actively involved with strategic osght, so as not to lose the insights of the
entire board by having primarily only SPC membersally involved in strategic
oversight. Overall, this suggests that the SPOsfiware more focused on agency theory
monitoring than the SPC firms. The SPO firms aleveness focused on resource

dependence notions of helping management (excegiiddocus on having all directors
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involved in strategic oversight) and less focusegviding directors relief from their
information processing demands.

Thus, subject to the limitations of our small-sagphterview study, firm size
and director experience appeared to emerge asatelements when considering the
differences between SPC and SPO firms. The SPG fimth their smaller size and less
experienced boards, appeared to see significané walforming an SPC to formalize
strategic planning, help management, and reducennational burdens on the board
members. By contrast, the SPO firms, with theiatgesize and more experienced
boards, saw value in having the full board ovestesegic planning and did not focus as
much on helping management or addressing informaltiourdens. The SPC and SPO
firms each responded to their situations and claniatics in ways that seemed to fit the
organization, although we did find the SPC intemges to be more enthusiastic about
the quality of their strategy oversight than th€&OSRterviewees.

Managerial insights

From a managerial perspective, in addition to dp&ielpful in ensuring that
strategic planning receives more consistent boardHoversight, board SPCs may be a
useful tool for some firms that can assist bothlibard as well as management to deal
with and alleviate these tensions through enalthegaccommodation of paradoxical
perspectives. At an operational level, boards laésee to be careful to ensure that
directors do not usurp management’s role in styasetting, because directors typically
have much less information and expertise on tresseeg than do managers.

Therefore, the board SPC also could serve as alussburce that certain boards

(and company management) could utilize to enhdmeeffectiveness of, and broaden
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the perspectives adopted in, the strategic planmiagess. This is because the SPC also
can facilitate a deep understanding of the boardeent mindset and priorities.
Therefore, the SPC can be extremely helpful inrmfog management regarding the
acceptability of the various strategic options &t being considered, and the likely
disadvantages of each option. Conversely, the S#aGlert and prepare the board to be
more receptive to proposals that are being devdlbgenanagement. Through
facilitating such informed two-way interactions ahdough combining both top-down as
well as bottom-up approaches (Bower, 1986; Lorahg63; Vancil and Lorange, 1975),
the board SPC can help the adoption of more diveanddlexible approaches by the
board in its interactions with management.

The relative extent to which individual companyalis (and SPCs) cultivate
flexibility and embrace paradoxical approaches khbe a function of firm size, director
experience, complexity, turbulence and organizafigonflicts that they encounter in
their individual operating situations. Board-le&*Cs can be a specific governance
innovation that could help certain boards of divesto move in the direction of more
collaborative governance. The limited evidence athered appeared to support the
inference that these SPCs could be useful catatysiscomplishing such governance
transitions in certain firms (Sundaramurthy and is\®003). Ultimately, it is the
prerogative of individual boards to determine wieeth board SPC would add value to
their governance processes, and if so, what (andnach) of the contrasting
philosophical underpinnings discussed here woulgl teefacilitate the transformation to

a more adaptive, inclusive and collaborative plagmirocess.
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Further, it is important to note that board SPEsromay serve as a temporary
solution to a board’s strategy oversight challendesfirms grow and gain more
experienced directors, it may become more effe¢tvengage the entire board in
oversight of strategy, thus eliminating the boaRCSAIlso, for smaller firms that
constitute a board SPC, it is important to monib@r impact of the SPC on the workload
of independent directors, who also serve on theired audit, compensation, and
nominating committees. With a small board, estabiig four board committees staffed
largely by independent directors has the potettdialeate significant workload and
scheduling demands on certain directors.

Future research

We believe that there is a great deal of oppotyuor future research on board
SPCs. First, we call for additional large-sampkeeech into differences between SPC
and SPO firms to complement the qualitative, sreafiyple approach used in this study.
Such studies could more fully establish key diffexes between SPO and SPC firms.

Second, we encourage research on the presencarof 88Cs and company-level
performance measures, including profitability, gtiowand innovation. This line of
research can serve to better understand the palteatue, or disadvantages, of SPCs.

Third, consistent with the discussion above regeygiotentially overloading
certain independent directors when establishin§R@, we call for research on director
overload or burnout in SPC firms. Do SPC firms ggle with this issue, and if so, how
do they attempt to mitigate the issue? In a relatd, does the presence of a board SPC

have any implications for staffing the required tobbeommittees (audit, compensation,
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and nominating), and is the presence of a board&Baciated with the performance or
quality of the required board committees?

Finally, we encourage research on the role of SR@sectors’ career
progression. For example, is SPC service helpfdirectors in their professional
development, and does SPC service help directasdare future strategy-focused board
positions?

Overall, we believe that the topic of board SPGlects fertile ground for

additional inquiry. We hope this is study will seras a catalyst for additional research.
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Tablel
The three theoretical fra
Committees (SPCs)

meworks employed in thystnd their implication for board Strategic Pliaugn

Theory

Description and Expected Findings

Agency Theory
(Eisenhardt, 1989; Fam
and Jensen, 1983; Jens
and Meckling, 1976)

Description: The board substantively monitors mamagnt (i.e., the agents)
a on behalf of shareholders (i.e., the principalgettuce management’s abilit
eto act opportunistically.

Expected role of SPCs: The SPC oversees, guideledpsl shape board-
level strategic planning processes through momitpand ensuring that
strategic plans agreed to between the board andgearent enables
shareholder wealth preservation and value maximizat

Resour ce Dependence
Theory (Hillman and
Dalziel, 2003; Hillman
et al., 2008; Pfeffer and
Salancik, 1978)

Description: Board members partner with manageneehélp them acquire
the resources needed to implement organizatiorskesjy.

Expected role of SPCs: The role of the SPC iske the lead in board
strategic planning processes, act as a commurticeltiannel between the
board and management on such matters, and prodidesaand counsel to
management in strategic plan development and sthetegic decisions. In
addition, the SPC would assist the board in its olidentifying and
obtaining externally based resources that are redtid implement strategy.

Information Processing
Theory (Henderson and
Frederickson, 1996;
Sanders and Carpenter,
1998; Tushman and
Nadler, 1978).

Description: The information processing demandamorganization are a
function of the uncertainty facing the organizafitins uncertainty is dealt
through adopting appropriate structural and otlogirgg mechanisms.

Expected role of SPCs: The SPC helps the boaretace information
processing demands on the board arising fromriegfic planning
responsibilities through taking on board-level t&géc planning
responsibilities and relieving the larger boardxfrbeing cognitively
stretched due to the need to pay attention toegfi@toncerns. The SPC
enables the board to better focus and facilitaseole of providing direction
setting and strategic oversight.
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Table?2

Information on interviewees and their companies

SPC Firms (n = 8)

SPO Firms (n = 12)

Gender 7 males 12 males

1 female
Mean age 57.8 years 70.4 years
Mean current number of public 1.8 1.7
boards served 1-4 (range) 1-5 (range)
Mean lifetime “board-years” of 18 32.6

public company board
experience

7-50 (range)

6-78 (range)

Mean years on this company’s
board

5.6
3-10 (range)

9
3-17 (range)

Mean board size

9.2 members (n = 6)

9.6 members

Mean percentage of board
members who are independent

83.5% (n = 6)

82.9%

Industry (1 firm each unless
indicated)

Financial services / insuranc

(2 firms)
Swimming pool and lawn
irrigation distribution

Security (physical) industry

Construction

Energy

Health care management
Real Estate

Software and programming,
technology, energy technology
or technology / diversified
electronics (5 firms)

Banking, financial/asset
management, or real estate
investment trust (4)
Specialized health services or
healthcare information serviceg

2
* Retail
Stock exchange NYSE (3 firms) NYSE (4 firms)
NASDAQ (5) NASDAQ (6)
OTC (2)

Mean (median) most recent
annual revenues ($ millions)

$1,606 ($273)

$2,139 ($1,450) (n = 11)

Mean (median) years that 6.9 (4.0) N/A
company has had SPC

Interviewee mean years as SP( 3.1(n=7) N/A
member

Mean number of SPC members 3.5 N/A
Mean percentage in SPC who are 89.6% N/A

independent
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Table3

SPC and board meeting processes

SPC Firms(n = 8)

SPO Firms (n =12)

Mean number of planned
meetings in past year

4.6 SPC meetings

5.1 board meetings with strate
content

Mean length of each SPC
meeting

2.1 hours

N/A

Mean hours per year that board
devotes to strategy during
meetings

23.8 hours (n =10)

Beyond committee members (g
directors), who typically attends
SPC meetings (or board

meetings addressing strategy
issues) [n =11 for SPO group]

=
.

CEO (7 firms)

Corporate Secretary (3)
CFO (2)

VP Strategic Planning (1)
Directors not on SPC (1)

CEO (11 firms)

CFO (10)

General Counsel (9)
Operations management (7)
HR (5)

Marketing (3)

Other (14 other titles named
once each)

Executive sessions with only
independent directors at SPC
meetings (or board meetings
addressing strategy issues)

Every meeting (1 firm)
Sometimes (1)
Occasionally (3)
Never (3)

Every meeting (9 firms)
Sometimes (1)
Occasionally (1)

Never (1)

Mean hours per year spent on
SPC-related (SPO-related)
activities outside of meeting
time

44.2 hours (n =5)

49.9 hours (n =4)

Note: The SPC column reflects activities of the SPC ohlgioes not capture full board processes in SPC

firms.
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Table4

SPC and board purpose with respect to strategy

SPC Firms(n = 8)

SPO Firms (n = 12)

Purpose of SPC (board
with respect to strategy
— most common
responses

Support or help managementin | e

developing strategic initiatives (3
firms)

Ensure that the strategy
formulation process is robust and
that the impact of economic and
other external forces on
organization are properly assessead,
ensure that management develop
processes for strategic planning, or
oversee the strategic planning
process (3)

Help the board in understanding
the strategic plan, act as buffer to
the board, or serve as a liaison

between the board and .

management (3)

Lay out a road-map for the
company'’s future growth or help
define the company strategy and
business plan (2)

Analyze and make
recommendations on strategic
opportunities (2)

To help set the direction of the

strategic plan, help select

company strategy, ensure that t
company is moving in the right
strategic direction, work with
management to understand the

direction and vision of the

company, get into the plan put
forth by management, examine

the thought process and the

reality of the plan, provide input
to, discuss at length, comment
on, evaluate, critique, challenge
all or part of the strategic plan,

and /or approve it (10 firms)

To provide oversight of

management, provide oversight

to see that strategy is

accomplished, review what

management has done and adv|
management after those review
and/or oversee process and get

involved very deeply in the

process to see it's done well (5)
To suggest revisions, or when
changes related to strategy are

necessary work with manageme

to make the changes (3)

ne

nt

Specific responsibilities
of the SPC and mean 9
of time spent in each
area (n =7 for time
estimates)

]

Ensuring the development of
corporate strategy (8 firms), 57.29%
of time

Monitoring and tracking progress
of corporate strategy
implementation (7), 24.5% of time
Engaging in a process to modify
corporate strategy during its
implementation (7), 10.2% of time
Communicating with the Board (8
5.6% of time

Other (2), 2.4% of time

o

N/A

Full board’s specific
strategic responsibilitieg

N/A

Monitor the process by which

management develops the

strategic plan (11 firms)
Approve the plan (12)

Monitor implementation of the

plan (12)
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Tableb

Ensuring thelevelopmenof corporate strategy

SPC Firms (n = 8) |

SPO Firms (n =12)

How does the SPC
(board) fulfill its
responsibility in
ensuring the
development of
corporate strategy?
Most common
responses.

SPC encourages/drives/facilitates thd@he board provides feedback on the
idea/plan initiated by management (8

process of strategy formulation by
management, ensures manageme
to develop strategy, or gets

management to focus on identifyin

opportunities and then running them

to the ground (7)

Both the SPC and management/CE

are involved in the development of
ideas for the strategic plan (6)
SPC, the board, CEO, CFO,
management, and/or top executive
etc. attend the planning meetings,
retreat, sessions (could last 2 or
more days) or a meeting of the
minds along with a lot of
brainstorming to discuss the
plan/opportunities (7)

The CEO/management develops th
strategic plan (8 firms)

SPC provides input or directions,
advises and counsels managemen
developing the plan, and reviews,
vets, and challenges the plan from
management (7)

The Board (7) or SPC (1) commen
on and approve the plan

Management revises the plan (8)

S

eThe board approves the plan (8)

t

Management and/or CEO

develops/updates the strategic plal

and presents it at the second
guarter/June/September board

meeting. The board then goes bag

and forth and asks questions, and
suggests adjustments or changes.

According to feedback from the
board, management and/or CEO

makes changes to the plan after the

meeting, in one case on the
condition that a difference of
opinion about the plan that doesn’
get resolved in time and the plan
needs more work. (4)

At the board meeting after the
meeting where the first draft plan
was presented and discussed,
management and/or CEO present

the second draft plan, and the board

approves, approves the plan
informally, approves the plan
subject to regulatory approval, or
accepts the plan without a formal
vote, probably after discussions

=

~

4)

between management and the board,

and some tweaks or changes mad
to the plan. (5)

D

Who has input into
the development of
corporate strategy?
Most common
responses. (n =11
for SPO firms)

Management (8 firms)
SPC (8)
Board (7)

CEO and CFO (11 firms)
Independent directors (11)
General counsel (9)

Business unit management (7)
HR (5)

Strategy consultant / investment
banker (5)

Management versu
director influence
on strategic plan

Is management, or the SPC, or both
about equally most
involved/patrticipative in the
development of corporate strategy?

Management (7 firms)
Both about equally (1)

With the [strategic planning] documer
that is ultimately adopted by the boar
what percentage are components of
ideas and decisions affecting value
proposed by management, and what
percentage results from the
involvement of independent directors

% by management (mean) — 78%

—22%

% by independent directors (meaT

==

~

~—
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Importance of the
SPC (board)
understanding
management’s

process in « No (2 strategic plan? (5 = Very Important an
developing 1 = Not Important)
corporate strategy * 3.2 (mean)

» 2.5 (median)

Is it important for the SPC to be familig
with management'’s process in
developing corporate strategy?
Yes (6 firms)

rOn a scale of 1 to 5, how important is
for independent directors on the board
to be aware of the process that
management engages in to develop tf

Role of SPC (board
in ensuring the
development of
corporate strategy

Advisory and supportive, as well as
monitoring and oversight (3 firms)
Advisory and supportive (3)

Advisory and supportive as well as
critical (1)
Advisory and supportive, and some
of monitoring and oversight (1)

On a scale of 1 to 5, to what extent
would you describe the role of
independent directors in the
development of the plan as “advisory
and supportive”? (n = 10)

4.1 (mean)

4 (median)

On a scale of 1 to 5, to what extent
would you describe the role of
independent directors in the
development of the plan as
“monitoring/oversight™? (n = 11)
4.4 (mean)

4.5 (median)

How optimal is SPC
(board) process for
overseeing the
development of
corporate strategy?
(n =11 for SPO
firms)

Optimal (6 firms)
Not optimal (2)

Optimal / comfortable with process
(3 firms)
Not optimal (8)

it

e

o

63



Table6
SPCmonitoring and modifyingtrategy; SPC role with the board

How doesthe SPC fulfill itsresponsibility in monitoring and tracking progress on
cor por ate strategy implementation? (most common responses)*

Monitoring done at the board level / primarilytia¢ board level
SPC takes the lead on monitoring progress aniviegenformation from management 2

How doesthe SPC fulfill itsresponsibility of modifying corporate strategy duringits
implementation? (n = 7)
Modifying corporate strategy is mainly the full hda responsibility
Modifying corporate strategy is absolutely the S&(@sponsibility
Board and SPC share the responsibility for modifyéorporate strategy

Theroleof the board versustherole of the SPC with respect to governance asit relatesto
cor por ate strategy, including the SPC communication responsibilities and processes, as
well asthe decision-making authority of the SPC relativeto thefull board asit relatesto
the gover nance of corporate strategy _n_

SPC reports to the full board or keeps the fulrddnformed or updated

SPC makes recommendations to the board with respstrategy
The decision-making authority of the SPC relativéhe full board as it relates to the

governance of corporate strategy

The full board approves the plan
Strategy is decided at the SPC level. Decisionsrage through consensus

(unanimous) in consultation with management (espigdhe CEO). The board takes
in the information, but actually never votes on skrategy.

* SPO firms typically indicate that the board rees information from management in order to monitor
progress on strategic plans.
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Table7
Other questions

SPC Firms (n = 8)

SPO Firms (n =12)

Do you have formal
written policies that
clearly delineate the
role of management an
the role of the SPC
[board] in the
development, adoption
and execution of
corporate strategy?

Yes (4 firms)
No (4)

Yes (2 firms)

No (10; 9 interviewees indicated
that the roles are well understoq
even though they are not in
writing)

Importance of
understanding each
party’s role in strategy

Is it important for the role of the SPC
versus the role of management in the
corporate strategy formulation and
implementation process to be clearly
understood by both parties?

Yes (7 firms)

No (1)

Why important? (most common
response)

Itis the CEO, not the board, who
runs the company, but directors g
the board are often tempted to ru
the business. / It is important for
board members to avoid
micromanaging the company’s
affairs. / If the board or SPC
invades the roles of management
it can lead to discord or distrust o
the board, or rattle management.
firms)

On a scale of 1 to 5, how important
it for the role of the board versus the
role of management in the strategic
planning process to be clearly
understood by both parties? (1 = Ng
Important and 5 = Very Important)
4.8 (mean)

5.0 (median)

Why important? (most common
response)
ne It can prevent directors from
n crossing the line between
managing the company, which
can frustrate management a gre
deal, as opposed to providing
input, oversight, direction,
, monitoring and/or expertise to
management (6 firms)

—~ 5

Board versus SPC
advantages

The advantages in using an SPC as
opposed to the full board in fulfilling
the corporate strategy oversight
responsibilities of the board (most
common responses):

Having an SPC enhances the
focus, emphasis, attention,
importance, and/or notice placed
on the strategic planning, and
strategic planning gets more
accountability, discussion, time,
efforts, efficiency, robustness,
and/or clear and deep thinking
from the SPC members. On a ful
board other agenda items may
squeeze out strategy-related item
(8 firms)

SPC involvement results in a wel
articulated, higher quality

The advantages in having SPO don
by the full board as opposed to usin
an SPC (most common response):
Everybody can bring talent, ided
and/or input to the strategic
planning process. To do that in
committee, you cut out some of
that talent, ideas and/or input. /
The board would be more
involved without a committee. /
It's the responsibility of the full
board. (7 firms)

document/plan that is presented {

D

[(®)

"
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the board, and management
strategic plan is more likely to
succeed since SPC has conveye
board thinking to management
early on in the process. (3)

Biggest risk faced by
SPC [board] with
respect to strategy

What are the biggest risks that your
SPC faces? (Or what are some of the
most common traps an SPC can fall
into?)
» Overstepping bounds (into
management’s role); getting too
involved in the details (5 firms)

What are the biggest risks that your
board faces in regards to SPO? (Or
what are some of the most commorj
traps that a board can fall into in

regards to its SPO duties?) (n = 11)

Failing to understand economic|
and other uncertainty (2 firms)
Board complacency or
overconfidence (2)

Desired traits of SPC
members

What are the most significant
traits/qualifications in staffing the
SPC?
« Industry / market experience (7
firms)
e Strategic planning knowledge an
experience (4)
< Experience running a company o
operations (4)
e Good interpersonal skills (3)
« Business acumen and judgment

(©)

N/A

66



Dana R. Hermanson is Dinos Eminent Scholar Chair of Private Enterprise, Professor of
Accounting, and Director of Research in the Corporate Governance Center at Kennesaw
State University. His work examines corporate governance, fraud, and auditing issues.

James G. Tompkinsis a Professor of Finance at Kennesaw State University. He also
serves as the Director for the Corporate Governance Center. He has published in both
practitioner and academic journalsin the area of corporate governance.

Rajaram Veliyath is a Professor of Strategic Management and International Business and
Interim Director of the Michael A. Leven School of Management, Entrepreneurship and
Hospitality at the Coles College of Business. His research interests include corporate
governance practices, CEO and director compensation, and internationalization strategies
of emerging market firms.

Zhongxia (Shelly) Yeis an Associate Professor of Accounting at the College of Business,
The University of Texas at San Antonio. Her current research focuses on corporate
governance, auditing, and internal controls.



