-UNIVERSITY OF CALGARY

EXPLORING ARTICULATION CAPABILITIES IN NEW TECHNOLOGY
VENTURES

by

Teri*y Ross .

A THESIS
SUBMITTED TO THE FACULTY OF GRADUATE STUDIES
IN PARTIAL FULFILMENT OF THE REQUIREMENTS FOR THE

DEGREE OF MASTERS OF BUSINESS ADMINISTRATION

DEPARTMENT OF MANAGEMENT

CALGARY, ALBERTA
August, 2003

© Terry Ross 2003



UNIVERSITY OF CALGARY
FACULTY OF GRADUATE STUDIES
The undersigned certify that they have read, and recommend to the Faculty of Graduate Studies
for acceptance, a thesis entitled “Exploring Articulation Capabilities in New Technology

Ventures” submitted by Terry Ross in partial fulfillment of the requirements for the degree of
Masters of Business Administration.

Supervisor, Dr Jeremy Hall, Haskayne School of Business

/A

-supervisor,%] ames Chrisman, Mississippi State University

Ca% H»LM-L—&Q

External Examiner, Dr Cooper Langford, Depar!ment of Chemistry

S (5 feees

Date



Abstract -

This thesis examines what role articulation capabilities play in new technology
ventures’ development of strategic plans and their effect upon resource flows,
including flows from investors. Research was conducted using key-informant
interviews with entrepreneurs, investors and industry experts. The results
suggest that new technology ventures need a certain level of capabilities relating
to their strategic plan before investors will engage with them. It is suggested that
intentionally developing: these capabilities may prove beneficial to strategic plan
development and implementation, but are not without risk.  Future research can
delve further into exploring these capabilities and their impact upon the resource

flows in new technology ventures.
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Chapter 1 Introduction

This thesis is about understanding the capabilities that a new technology venture
uses to develop and implement their strategic plan. Furthermore, this thesis
examines the relationship between these capabilities and the involvement of an

investor.

To succeed a venture needs to create and implement a strategic plan and,if
necessary, convince internal and external agents about the nuances of the
current strategic plan so that they may effectively contribute resources. ltis -
suggested that the ability to'implement the strategic plan is affected by the new
technology venture’s capabilities for verbalizing, codifying and assimilating
information. However, NTV’s may have diffioulty utilizmg these capabihties
especially if inexperienced entrepreneurs lead the NTV. It is argued that

- competence in these three capabilities is a pre-requisite for the involvement of
investors and offers beneiits to an NTV in the form of organizaiionai flexibility and

resource flows.

' 'ihis ihesis examines riow the cababilities involved in verbalizing straiegic pla‘ns,
codifying-strategic plans and asé_imilating feedback on strategic plans (known &s
‘articulation capabilities) evolves in NTV’s. The concept of articulation capabilities
is burit upon the work of Zollo and Winter (2002) and Sanchez and Heene (2002)
who argue that verbalization knowledge and feedback are important

~organizational Iearning mechanisms that affect the development of organizational

~ flexibility. F.urthermore_, this thesis examines how articulation capabilities and the

relationship with outside inves't_ors co-evolve.

Drawing on resource-based theory, dynamic capability concepts and strategic
logic concepts this thesis argues that articulation capabilities have a generally

positive impact upon'the overall flexibility of the venture. Furthermore, it is argued



that effectively developing articulation capabilities is an important step for
securing resources from outsiders such as investors. Evidence suggests that
many young NTV's face challenges developing these capabilities and any

perceived articulation gap can be fatal to the involvement of investors.

1.1 Theoretical Overview

1.1.1 Strategic Resource Theory

Firm-specific attributes, in relation to their environment, are the brimary
contributors to venture performance (Hansgan and Wernerfelt; 1989)". The -
resource-based view (RBV) suggests a venture is a collection of interconnected'
resources and that the valuable and exclusive resources the venture can access |
are the source of competitive advantage (Penrose, 1959; Wernerfelt, 1984: Collis
and Montegomery, 1995; Barney, 2001). A complimentary perspective to the
RBYV is the dynamic capabijlities view of the venture, which suggests that the
ability of a venture to sense opportunities and reconfigure their reséurces (mbre
effectively than their competition) is a source of competitivé advantage _
(Eisenhardt and Mé_rtin, 2000: Teece et al., 1997, Zollo and Winter,'2002). The
feconfiguration is the result of néw resources flowing-into the venture (Dierickx.
and Cool, 1989). Expanding the RBV and the dynamic capabilities perspective is
" the view of Sanchez and Heene (2002) who present thg concept of strétegic logic
to describe the processes that direct the venture’s actions for acquiring and

. coordinating resources as a source of competitive advantage.

-Thus, .one can postulate that competitive advantage in a vent(aré is affected by 1)
the ability to access valuable, exclusive resources (RBV), 2) the ability to adapt .
and reconfigure resources (dynamic cjap-abilities),_ and 3) the strategic ideas and
'.p,roce'ss_es that direct the 'écquisitions and 'co'ordination.bf'.resour'ce's in the '

venture (strategic logic).

! Performance being a concept that combine.s've-nture survival (remaining a going concern) with
success (enjoying sustainable competitive advantage) (Chrisman et al., 1998).

.7‘



Two important manifestations of the NTV's strategic logic are explored in this

thesis, the strategic plan and articulation capabilities. The strategic plan is

defined as the NTV’s hypothesis about their current position and what actions are

required to attain success in the future (Kaplan and Norton, 2001). Drawing on
the work of Teece (2001), Sanchez and Heene (2002) and Zollo and Winter

(2002) this thesis introduces the term ‘articulation capabilities’. To understand

Figure 1 : Articulation Capabilities and the Relationship to the Strategic Plan

Strategic Plan Development and Implementation

T~

Flows of data, resources and capabilities

—

v

‘Verbalization

Capabilities

Discussion between
stakeholders -
| regarding the
strategic plan

Results in: new

| proposals,
challenging
assumptions and a
greater
understanding of
performance -
outcomes (Simons,
1994; Zollo and
Winter, 2002)

Codification

Capabilities,

Codification of the

_ strategic plan

Results in:
communication of
the-strategic plan,
makes assumptions
explicit (Zollo and
Winter, 2002)

\

Feedback
Capabilities -

Assimilation of

| information -

regarding venture
performance and
the environment -

Results in: a
perception of
Strategic gaps
(Zollo and Winter,
2002)

articulation capabilities one must realize they have three compépents_:

1) * strategic plan verbalization (referred te as verbalization

capabilities, i.e. wéys for discuss'ing' the strategic plan)
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2) strategic plan codification (referred to as codification capabilities,
i.e. processes for writing down strategic plans) and
3) strategic plan feedback (referred to as feedback capabilities,

ways of assimilating information about strategic plan execution)

1.1.2 New Technology Venture Theory

NTV’s are small organizationally simple ventures focused upon Comrﬁercializing
a product with a significant technological aspect (Andersen et al., 2001) that face -
the following challenges .
e Succeeding in a dynamic environment filled with uncertalntles (Sanchez
and Heene, 2002)
o Constructing resource bases that suit their future environment
(Lichtenstein and Brush, 2001)
» Leading a growing group of staff (Hanks and Chandler, 1994)
e Collaborating with ouitsiders (especially in\;_estors) to contribute their

.resources to the venture (Stone and Brush, 1996; Hadjimanolis, 2000)

NTVs often require.cash from othside‘investors, particularly at the crucial early
stagés of the venture’s 'de‘veilop'ment (Bygrave and Timmons, 1992: Bartlett,
1999). An inve:jéto_r. contri_bhtes financial and, of particular interest to this thesis,
‘intangible resources in exchange for shares in the venture. A considerable body
of literature suggests that outsiders' can positively affect the resources available
to the NTV, their dynamic capabilities and their strategic logic (Bygrave and.
Timmons, 1992; Robinson, 1982; CHris;man, et al, 2003). It is the contention of
this thesis that outside investors are a potential source of assistance that
provndes capablhtles and fesources that directly affect the ﬂex1bmty of the NTV
and can lndlrectly affect the flex1b|hty of the NTV by cataly/_mg the deve!opment

_ ofartlculatlon capablhtles .



1.2 The Need for Research

The accumulation of resources and the development of dynamic capabilities can

have a major and positive influence over the long-term survival of the firm (Teece
etal., 1997; Chrisman et al, 2003). This is particularly the case for NTV's given
the uncertain and dynamic environment with which they operate (Sanchez and
Heene, 2002). As discussed above, early outside assistance can be a valuable
contributor towards these aims, and financial investors are potentially one such
eerly source of knowledge. However, the involvement of investors is partly
-contingent on the NTVs ability to articulate their strategic plan to the lnvestor and

the ability of the NTV to develop and |mplement their strateglc plan

This investigatton has important implications for entrepreneurship and strategic
~management theory as it suggests that articulation capabilities affect the
flexibility of a new venture_énd its resource flows. Organizational flexibility is
perhaps the only pragmatic method‘ by which to reduce the risk of a forced exit in
“a .dynarni'o environment laden with uncertainties (Sanchez and Heene, 2002).
Articulation canabilities affect o'rganization'al flexibility and the implementation of
the strategic plan by enhancing communlcation across organizational layers.
Artlculatlon capablhtles also affect the perception of the NTV's Iegltlmacy by

mvestors

To our knewledge there has been little research regarding the deliberate
investments NTV’s make in developing their capability to verbalize, codify. and
assimilate feedback on strategic plans. Furthermore, there hae been little
research about how articulation capabilities and the relationship with outside

investors co-evolve.

%1t is not suggested that articulation capabllltles are a primary area for investors to examine when
‘making their investment decision. In our opinion, articulation capabilities are better thought ofas .
a pre- reqwsute for investment consideration. .
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1.3 Research Objectives

This thesis explores the dynamics of articulation capabilities based upon
interviews with agents in the new technology venture industry. It follows a
theory-building approach incorporating the approaches of Glazer and Strauss
(1967), Yin (1993, 1994), Eisenhardt (1989b) and Schulz and Hofer (1999). The
specific goal of this research study is to begin understand the real theoretical and
managerial issues surrounding articulation capabilities and the new technology

investment cycle.

The gbal is to understand how -N.TV’s approach articulation capabilities for
enhanced venture performance and investor involvement. The following three

questions summarize the research objectives of the study:

- 1) What form do articulation capabilities take in NTV's?
2) -What are the main factors that affect the emergence of-articulétion '
capabilities.’.}
3) Wh‘at are the benefits' (and the hazards) of developing articulation

capabilities?

.1.4 QOutline of Thesis |

Chépter 2 sets the theoretical foundation by préseniting the NTV as a collection of -

resource stocks, resource flows, capabilities and strategic logic (Dierickx and
Cool, 1989; Nelson and Winter, 1982; Teece et al. 1997; Sanchez and Heene,
2002). Chapter 2 highlights the role of the strategjc plan and articulation

capabilities.

Chapter 3. discussés the NTV and the role of the inveétor. The chapter begins
with & discussion of.the NTV and its growth, the investor, and the investment
cycle (i.e. the process of the NTV and investor developing an. equity-based

alliance). These concepts are important as they affect the development of

11"



articulation capabilities. The chapter suggests how investors and the NTV's

articulation capabilities interact.

Chapter 4 will review the research strategy. A key informant interview approach
was used to assimilate qualitative data. The interview participants included three

subject groups, five Entrepreneurs, two Investors and four Industry Experts.

Chapter 5 presents the findings about articulation capabilities. Articulation
capabilities are informal in.most of the.-NTV’s.interviewed for this project,
although there were eignificant examples of formalized cababilities that should be
studied further. The articulation capabilities are affected by the sizle of the.NTV,
the experience of the entrepreneur and by the stage of investor involvement (i.e.
the investment cycle). The development of articulation capabilities may present
hazards to NTV such as a loss of flexibility (in certain circumstances) and
opportunity cost where the tlme/energy/money used intentionally developmg
articulation capablhtles would better serve the NTV.in some other way. There
were many useful aspects of articulation capabilities including the enhancement
of organizational focus, communication across organizational layers and learning

opportunities.

Chapter 6 presents the analysis and conclusions. The theoretlcal lmpllcatuons
the implications for management and suggested further research are presented.
Itis suggested that-articulation capabilities are important to the performance of
an NTV. investors often.view a 'Iacl_< of articulation capabilities as a fatal flaw, or .

.at best a situation that needs to be addressed.
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| Chapter 2 Resources, Logic & Capabilities

This chapter examines the NTV from the point of view of its resources and
articulation capabilities. This perspective will provide a foundation for the
chapters to follow. To achieve this goal this chapter incorporates resource based,

dynamic capability and strategic logic theory.

The NTV is defined as a coupled group of resources with a purpose of exploiting

3 fechnological opportunity'(Wérenerfelt, 1.984.; Doyle, 1997; Barney 2001;
Teece, 2001). NTV’s exist iﬁ rapidly changing environments where the best
approach to survival requires organizational flexibility (Sanchez and Heene,
2002). Itis proposed that the ability of the NTV to change the resources they can
access is a source of competitive advantage (Dierickx and Cool, 1_989; Teece, et
al., 1997, Eisenhardt aﬁd Martiﬁ, 2000). " Also of importan,c.:e is the process.by
which the NTV determines how to change their resources, referred to as strategic
logic (Sanchez and Heene, 2002). This process includes the strétegjic pian,
which is the NTV's hypothesis about their current situation, their desired future’
'SItuatlon and the actions required for success (Kaplan and Norton, 2001) The
strateglc plan is affected by the Way the NTV verballzes it, codlfles it and collects
feedback aboutit. Verbalization, codification and feedback are three

. capabilifies that are suggested to have direct impact upon the resource flows into
an NTV through the development and lmplementatlon of the strategic plan and

thus affect the NTV's competitive advantage.

2. 1 Dynamlc Envnronments

One of the main. reasons why flexibility is a crucnal factor affectlng the
performance of an.NTV is the nature of the NTV's environment. Sanchez and
Heene (2002, p. 71) summarized the.dynamic environment that faces many
NTV’s:

13"



Dynamic environments are characterized by rapid
technological changes, the frequent emergence of
multiple (and often conflicting) market opportunities
and threats, and resulting high levels of irreducible
uncertainty about the long-term direction and extent
of strategic change in the environment. These
uncertainties may apply not just to future scenarios,
but to present circumstances as well. Even current
market needs and customer preferences may be unclear
often forcing an organization to pursue rapidly
changing market demands and opportunities.

Due to the inherent strateglc uncertalntles the NTV must have the ability to'be

strateglcally flexible in order to respond to changes (Sanchez and Héene, 2002)°.

2.2 Resource Stocks and Flows

A key concept to understanding the performance of a NTV is the concept of
resources. The term ‘resource’ is used in this thesis to describe anything tangible
or intangible that is available and useful in helping a venture reach its objectives.
According to Morecroft etal. (2002), resources can be firm specific (i.e. within the
boundaries of the venture) or firm-addressable (They are accessible to the

venture but are béyond the venture’s direct control).

The ‘stocks and flewe’ cencepts explain how ver;tures accumulate resources. .A
stock of a resource is an existing inventory of that resource, which is easily |
accessible by a venture. A flow of a resource is an addition or a subtraction to
the resource stocks of a venture. Choosing appropriate resource flows over a _
period of time accumuiates resource stocks (Dierickx and Cool, T989). Flows of -
resources cai be adjusted instanteneously, whereas it ’takee a consistent pattern
of resource flows to accumulate a desired change in strategic resource st'ocks
(Dierickx and Cool, 1989) The prevuous ch0|ces the NTV has made affect the :

type of resource flows available and their cost a concept known as path

% performance is a term that embodies two constructs: survival (the venture remains a going
mxmem)andsuamssahevemumlsemowngcompeMweammnwg@(Chn&nanetm 1998).-
The paper will refer to survival and success.individually when appropriate.

14



dependency (Teece, et al, 1997; Eisenhardt and Martin, 2000; Dierickx and Cool,
1989).

RBV theory suggests that superior venture performance is a result of more-or-
less exclusive access to a stock of unique, valuable resources (Wernerfelt, 1984;
Barney, 1989). Ventures with strategically useful stocks of resources are more
likely to sustain their advantage if competing ventures are disadvantaged by legal
protection or inherent challenges in d'eveloping comparable resource stocks
(Dierickx and Cool, 1989)*. The venture will enjoy an extended competitive
advantage if it is able to fruitfully redirect resources flows in order to create
valuable new stocks faster and more effectively than its Competitors (Eisenhardt
and Martin, 2000).

2.3 Strategic Logic

A key concept to understanding resource flows is the concept of strategic Iogio
(Sanchez and Heene, 2002) which describes the holistic rationale that a venture
deploys as a means to coordinate their resources and caoabilities in search of
Competitive advantage. Strategic logic is a set of ideas that guides the oognitive
processes of deoxsxon makers throughout all levels of the organlzatlon These
ldeas flnd expression in assimilating feedback and adaptmg available resources
within the management processes of an organization. The strategic logic of an
organization includes all of the ideas that_infloence decision makers that
determine the composition of resoufce stocks and flows in the organization and
the way in which the resources will be coordinated and used (Zollo and Winter,
2002; Sanchez-and Heene, 2002). '

Strategic logic may.vary widely between organization and within organizations as

they mature.. For e~xampl‘e, NTV’s typically be_gin'with strategic Io‘g'ic that is ‘top- .

* Dierickx and Cool ( 1989) suggest that time-compression diseconomies, asset mass efﬂcnencnes :
inadequate asset interconnectedriess and causal ambiguity are barrlers to competing ventures
-about how to develop comparable asset stocks

15



down’ with the strategic logic being determined through a clear hierarchical
structure (e.g. the entrepreneur)(See Figure 2). As the NTV grows and
incorporates more actors the logic will change, as there are more agents with the
authority to make strategic decisions (and more agents to understand decisions)
are incorporated into the organization (Sanchez and Heene, 2002; Mintzberg,
1985)(See Figure 3).

Figure 2 : Strategic Logic at T1 ) Figure 3 : Strategic Logic at T2 .
The " The
Investor(s) Staff
Strategic Strategic
. Logicygy - " I ) " L : Logic
The | Other . The
Entrepreneur Outsiders . ‘ Entrepreneur

Two organizational expressions of logic examined in this thesis are 1) the -
.. strategic plan ahd 2) articulation capabilities. The strategic plan and articulation
capabilities are elements of strategic logic that affect the initiatives the NTV

undertakes in implementation of strategy.(See Figure 4).

16



Figure 4 : Strategic Logic and Articulation Capabilities

Strategic Logic

Feedback
Capabilities™

Strategic Plan

Codification
Capabilities™

* Articulation Capabilities

Verbalization
Capabilities™

Environment

\/

Realized Strategic Plan

2.4 Strateqic Plans

A strategic plan is deflned as the entrepreneurs hypothe3|s about the NTV S.

-strategic position lncludlng
» Resolrces, opportunities and skills available, |
. Which:are most salient to acquire/develop,
o Where the resources and capabilities will come from,
* Initiatives required to execute given the understanding of the envifdnment,
_ and how they will be used to achieve a Iasting competitive advantage . .
" (Chrisman et al., 1998; Schulz and Hofer 1999; Elsenhardt and Martin, 2000;

Kaplan and. Norton, 2001).
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The strategic plan is an aspect of strategic logic (See Figure 4) that emerges
from the cognitive capabilities of the venture’s leadership and the information

available to them.

The intended plan of the NTV and the realized plan of the NTV are not the same
thing (Mintzberg and Waters, 1985). The realized plan will may vary from the
intended plan due to:

e Poor implementation

» More-or-less deliberate alteration based upon new strategic information

e New acquisitions of resources

¢ Changing environmental conditions
The strategic plan is dynamic and is continuously modified as new information is
observed or when unforeseen events affect the NTV (Mintzberg and Waters,’
1985)(See Figure 5).

Figure 5 : Types of Strategy

\—Deliberate Strateqy - > Rea'lized Strategy

-| Intended Strategy

(What was planned) >(What'actually
happened)
Poor ' . :
lmplementaﬁon Unrealized Emergent< Strategic
Strate' . Strate Feedback
Strateglc Feedback ' gy -egy

Source Adapted from Mmtzberg, H and Waters J. (1985)

Research studies have suggested a positive relationship between the presence
of strategic planning and venture performance For example Bracker and

Pearson (1986) found statistically’ srgnlflcant financial performance dlfferences

.18




between small firms who were structured strategic planners and ventures who
engaged in other categories of strategic planning (unstructured, intuitive,
structured operational). Powell (1992b) examined performance in a ‘planning
equilibrium’ economy (i.e. everyone plans) and a"planning dis-equilibrium’ (only
some plan) and found that only in dis-equilibrium economies did formal strategic
planning have a relationship to financial performance. To our knowledge there is
no study suggesting a negative correlation between strategic planning and

performance.

2.5 Articulation Capabilities

The organizational capabilities-relevant to developing and implementing a
strategic plan are referred to as articutation capabilities. Articulation capabilities
include capabilities for verbalizing strategic plans; codifying strategic plans; and
assimilating feedback related to the strategic plan. Articulation capabilities are
concepts based mostly upon the. work of Zollo and Winter (2002) and 'Sanchez
and Heene (2002) in knowledge verballzatlon knowledge codification and

organlzatlonal learning.

2.5.1 Verbalization Capabilties ,

V‘erbalizatio'ﬁ capabilities refer to explicit diecussion of the-strategic plan N
regarding key resourees, initiatives and assumptions that underlie the ‘strategic -
_plan. Th'is definition is consistent with Zollo and Winter's (2002) concept of
knowledge verbalization which is a cognitive effort more-or-less explicitly directed
at understanding the causal mechanisms intervening between the actions
required to execute a given task and the performance outcomes produced.
Verbalization capabilities involve Havi_ng leaders engage in active diaiegue with
- stakeholders regarding the strategy and strategic implementation of the venture.
VerbaIiZation capabilities can be'informal (i.e. a discussion around the water
cooler) or they can also be formal (i.e. facilitated strategic discussions). The
_pacing of Verballzatlon capatilities can be facilitated by a perception of a

strategic * gap and/or can be temporally based (Gersnck 1994).
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Verbalization capabilities are important because they focus attention and
dialogue throughout an organization, resulting in a process of challenging
assumptions and debating strategic issues (Simon, 1994). By sharing individual
and collective experiences and opinion through discussion with colleagues
members of the NTV can facilitate the generation of new proposals and achieve
a greater understanding of their actions and performance outcomes (Zollo and
Winter, 2002). '

. 2.5.2 Codification Capabilities

A codification capability refers to the explicit transcription of the strategic plan or

of an aspect of the strategic plan. The creation of written documentation has
been identified as a major factor in the formalization of the strategic planning
activities in NTV’s (Robinson and Pearce I, 1983). Zollo and Winter (2002)
suggest that codification is a step beyond verbalization as codification incurs
‘additional costs but also provides increased opportunities to learn about the
strategic plan. Specific examples of the outputs of codification capabilities

include the business plan, investment presentations and strategy maps.

Codification capabilities affect the strategic plan because they’facilitate- the

~ generation -of new proposals as well as’ the identification of the current strengths
and weaknesses of the current plan (ZoIIo and Winter, 2002). “Through
codification capabilities one is forced to expose the logic of one’s strategic
hypotheSIS reveal hidden assumptions and make causal linkages explicit (Zollo
apd Winter, 2002). Codlflcetlon may reveal‘ to outsiders the nature of the
as'sﬁmptions' the entrepreneur is not even aware 01; Thus, codifcation can

: reveal the limits of the NTV's knowledge and the sophlstlcatlon of the

.entrepreneur

Codification capa_bilities also communicate the content of the plan between

- internal and external stakeholders: In most cases the plan is not codified in an
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NTV until the catalyst of the investment cycle (see Chapter 3) takes effect (Stone
and Brush, 1996).

2.5.3 Feedback Capabilities
Feedback capabilities are the processes by which the NTV gathers information

about the implementation of the strategic plan.

The purpose of internal feedback is to 1) measure performance; and if needed 2)
adjust the strategic plan. Feedback provides a basis for understanding the

o dynamic resource systern within NTV's (Morecroft, 2002). Feedback provides
flows of information regarding the stocks, processes, purposes and goals of a
venture. Internal feedback capabilities can be applied in four areas of an NTV
(Arveson, 2002; Simons, 1994):

1) Strategic feedback - Feedback around the performance of strategic
initiatives. This leads to an organizational learning system where the data
collected provides information that can be used to assess the current
strategy and the assumptions upon which it is based:;

~ 2) Diagnostic feedback - Feedback around the NTV;s internal operational
performance. These provide feedback about the NTV’s health. They only
drive action when the.value falls ou"tside‘a normal control limit, hence,
restoring performance towards the original strategic plan.

3) M.eﬁrics feedback - Feedback around the choice of what to measure; and

4) Methodology feedback - Feedback around the measurement methods.

A key output from feedback is the perception of an undesirable ‘strategic gap’.

2.5.4 Strategic Gaps _
Information gathering and feedback activities shape the management’s
perception of strategic gaps. Perceived gaps may take the form of 1) the

* ventures current stock of resources; 2) capabilities 3) the way resources are
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used; and 4) the venture’s overall strategic goals (Sanchez and Heene,
2002).

Internal feedback information flowing to an NTV’s management is subject to
increasing ambiguity as the origin of the data moves from tangible operational
processes (i.e. machine yields, sales) to higher order intangible processes (i.e.
the impact of a change in the strategic plan performance). Thus, understanding
the cause-and-effect relationships and gaps between ‘intangible’ components of

the venture can be extremely challenging (Sanchez and Heene, 2002).

2.5.5 Costs of Developing Articulation Capabilities

The development of articulation capabilities and the advantages they afford do
not occur for free. The direct costs of developing these capabilities include the
time, entrepreneurial attention and resources invested in the development of
articulation capébilities. Indirect costs include the opportunity costs of the time,
- attention and resources plus the"possi_ble ‘cost of ‘misfire’ (Eﬁ(ecuting the

capability poorly and causing more harm than benefit) (Zollo and Winter, 20025. ’

2:6 Summary .

' Chépter 2 discussed haw the enViroﬁhﬂént thaf faces most NT\'/s. ié subject to .
dynamic changes and irreducible uncertainties. In order to survive and succeed
~ the NTV should be competent at responding to changing situations by./
reconfiguring themselves and their resource stocks. NTVs a_ccomp.lish this
largely by means of their strategic logic. One important aspect of strategic logic
described-in this chapter is the concept of the strategic plan, which refers to the
NTV's hypothesis about what needs to be done given the understandmg of their
situation. The other aspect of strateglc logic is the ar’uculatzon capabilities, Wthh
refer to the NTV's approagh towards: 1) artlculatlng the str-ateglc plan thereby
Ifac'ilitating discussion and understanding. 2) Codifying the strategic plan thereby
'm_aking aésumptions explicit and 3) assimilating feedback relating to strategic

issues, operational issues or measurement issues. The .approach to developing
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articulation capabilities is important since there is a risk from opportunity costs

and potential misfires that actually cause the NTV harm.

Verbalization, codification and feedback efforts can produce an increased
understanding of links between action and performance of an NTV. They can
increase the understanding of the plan across organizational layers. Thus, these

efforts can affect the flow of resources and NTV performance.
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Chapter 3 NTVs & Investors

Having established the role of resource accumulation, dynamic capabilities,
strategic plans and articulation capabilities for organizational flexibility in the
previous chapter, Chapter 3 will examine the New Technology Venture and the

role of a key outside provider of resources, the investor.

This chapter is divided into four sections. It begins with a description of a model
for the stages of grth 'for a NTV. It then explores how the strategic Iogic'of the
NTV is affected by growth and the involvement of more actors, the role of the
investor, and finally the relationship between the NT_V and the investor (i.e. the
investment cycle). Understanding the dynamics of how an NTV grows and the
relationship with investors is important for understanding how gnd why

articulation capabilities evolve in NTV's.

Chapter 3 suggésts how articulation capabilities affect the ability of the NTV to
attract the interest of the investor through the investment cycle. It also exan.ﬂn'es
how the involvement of the investor can affect the development of .articulation '
capabilities in the NTV.

3.1 The New Technology Venture (NTV)

The NTV usually begins as a simple organization with a small group responsible
for all activities (Hanks and Chandler, 1994; Stone and Brush, 1996: Andersen,

2001). This group is referred to in this thesis as the entrepre.neur.

3.1, 1. The Entrepreneur

In this thesis, the term entrepréneur refers to the lead.management of the NTV
and can refer to a team-as well as anindividual. The entrepreneur is a'key agent

in the strategic logic. fhey can control strategy directly by aeveloping the
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strategic plan that evolves from the NTV’s vision (Sanchez and Heene, 2002).
The entrepreneur also affects the planning process indirectly by controlling how
the plan is formulated, including the process by which it develops (Mintzberg and
Waters, 1985). The entrepreneur affects the implementation of the plan through
the management processes the NTV adopts to support the execution of the plan
(Sanchez and Heene, 2002). The influence of the entrepreneur is particularly
important to the NTV, since it is their role to shape the resource and capabilities
of the NTV, its strategic plans, articulation capabilities and the resulting
resources (Stone and Brush, 1996). The resources related to the exploitation of
technology consist mostly of the knowledge, expertise and energy that resides

within the entrepreneurs’ heads (Doyle, 1997).

3.1.2 The Growth of the NTV

The NTV has several distinct phases of development that are lmportant to

discuss because the nature of the strategic Ioglc (and the articulation capabilities)
can be affected through growth. This thesis will use a four stage model for
describing the NTV suggested by Hanks and Chandler (1994): 1) conception and
development; 2) commercialization; 3) exparision, and 4) maturlty “The following
lists the key concepts of the stages as well as the author's suggested

' lmpllcatlons for articulation capablhtres

3.1.2.1 Stage 1: Concebtion and Developruent
At this stege the NTV-is extremely small, it has informal organizational
‘'systems, and is focused on R&D and product development' (Hanks and -
Chandler, 1994; Andersen 2061) All capabilities, including articulation

capabllltles generally are quite mformal at this stage of the NTV's life.

‘ 3,1..2;2 Stage 2: Commerci.alization.

In this‘eerly growth periad the issues facing the NTV revolve around the
mltlal commercialization of their product and establlshlng an organizational
structure for the NTV.
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According to Hanks and Chandler (1994), it is at this phase where the
NTV may begin to seek resources from outside investors.

3.1.2.3 Stage 3: Expansion

Assuming that the NTV has survived the first two stages, the NTV moves
into the expansion stage, which is characterized by a dramatic increase in
demand based upon market acceptance and the challenges of expansron
(Hanks and Chandler, 1994).

During the expansion phase the NTV's resource base expands and more
sophisticated capabilities are needed to implement the activities relevant

to the strategic plan (Mintzberg and Waters, 1985).

3.1.2.4 Stage 4: Maturity

_ Also known as the stability stage, its purpose is usually to increase the
efficiency of the organization mostly through resource alloc’ation versus
acquisition. Ventures that have reached this phase are beyond the scope
of this thesis. However, articulation capablhtles are strll important to the
mature NTV for questioning strategic assumptions, communicating

strategic plans and for identifying strategic gaps.

3.1.3 Strategic Logic and Growth in the NTV
The strategic logic in an NTV can be indirectly affected by the stage of

development of the NTV. In the early—stages of exrstence the NTV is typrcally

exclusrvely directed by the entrepreneurs lntentrons (Stone and Brush, 1996). In

- this context the formulator of the strategrc plan is also the implementer of the

_sirategic plan, and thus can react quickly to the demands of the environment
(see Figure 2). Since the entrepreneur i IS both the formulator and the

rmplementer of the strateglc plan there is llttle need to explrcrtly specrfy or
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articulate the nuances of the strategic pian (Mintzberg, 1985). As the NTV grows
and more ‘actors’ become involved, (employees, suppliers, investors, directors
etc.) the entrepreneur begins to lose some of the previously tight control they had
over the mass of actors. Hence, the entrepreneurs can no longer be responsible
for planning and implementing all the precise details of the NTV's strategic plan
(see Figure 3). In order to strategically manage the NTV the entrepreneur
establishes strategic processes within the NTV that allow the NTV to respond to
the environment (Mintzberg, 1985). Thus, as the NTV grows the entrepreneur
requires articulation capabilities in order to develop the nuances .of the strategic
plan for the growing number of actors involved yvith the organization and the .
resulting complexity. Evidence assimilated during the research phase suggests

that articulation capabilities, or lack thereof, can be a bottleneck affecting growth..

The entrepreneur has a choice in how to develop the artroulatlon capabllrtles that
communicate and develop the strategic plan in the NTV. In many early NTV’s.
the strategic logic is ‘top-down’ emerging from the entrepreneur. As the NTV
grows larger the strategic logic may incorporate an empowered workforce with
the authority to make decisions that may impact the strategic plan (Sanchez and
Heene, 2002) ’ '

In regards to codification capabilities, for many early NTV'’s the verbalization of
the strategic plan does not develop into a precise codified document that outlin‘es
thée vision of the entrepreneur’'s mind (Mlntzberg, 1985) This situation often
‘remains until the Catalyst of the mvestment cycle takes effect (Stone and Brush,
1996). Because in order to access resources from beyond firm boundanes the

NTV wrll need to Communlcate the nuances of their strategrc plan.

The lnvestor

NTV’s in their early stages lack drreot control over many resource flows, and

often must depend upon others for access to strategic resources (Stone and
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Brush, 1996). They have little positive cash flow from operations® and are also
faced with the expenses (‘burn rate’) to establish their resource bundles (i.,e. to
conduct R&D, to initiate production, to expand manufacturing, and to develop
distribution channels, etc.) (Hanks and Chandler, 1994: Triantris, 2001; Bartlett,
1999; Shepard et al., 2000). To ensure that the NTV has funds necessary to
survive and develop their opportunity they may sell equity of the firm to external
investors®. In essence, an equity-based alliance is formed with the investor to
address the NTV’s vulnerable strategic positions by acquiring access to

resources (Eisenhardt and Schoonhoven 1996; Das, 2000).

Bygrave and Timmons (1992) and Amit et al. (1998) argue that investors are a
significant development vehicle that provides equity-based financing and
intangible resources (such as experience, legitimacy or access to networks) to
NTVs. The financing provided by investors is extraordinarily valuable to start-up
~ firms, whose value is locked in growth options, and who produée too little’ cash

flow or earnings to have internal capital at their disposal (Friantis, 2001).

In mény cases, investors are successful entrepreneurs, and possess tacit
bus'ihess acumen that has come through their experiences within the field. -
Specialized investors, like VCs and Angels, distinguish themselves from other
finance providérs through: their aptitude for tolerating and managing the many
risks associated with NTVs (Amit et al, 1998).

" There are two types of external Invesﬂ)r,s7 that are of intefest to many NTVs: 1) '

Angel Investors (hereinafter called Angels) and 2) Venture Capital Investors .

® The main exception to this are ventures who operate a parallel service offering which provides
revenue. For example, a software venture may have.revenue from consulting services, which
could be used to fund product development. L : -,

® This sale of equity usually happens more than once. Successful ventures are rarely developed
in one round of investment (Bartlett, 1999). , ' . - .-
” An external investor is an investor not directly related to the venture. Interral investors include
the Entrepreneur and the Entrepreneur’s family. : '
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(hereinafter called VCs). A general comparison between Angels and VC'’s can be
found in Table 1.

Table 1 : A Loose Contrast of Angels and Venture Capitalists

Angels Venture Capitalists
Representing Self Investors
Responsibility Personal Fiduciary
Stage of Investing Typically Early Typically Later
ROI Sought ~100% ~50%
Focus of Attention Entrepreneur and Business plan and
Vision .probabilities
Reasons for Investment | - | Many One
.| Term of Contract " - |Easy - ' - | Complex
(Engagement)
Due Diligence Amateur Professional
Length of Investment Cycle | Weeks-Months Months-Years

Source: Adapted from Ken Olsens presentation (2003)

This thesis will use the collective term investors to refer to both Angels and VC'’s.

The intangible resources and knowledge that investors provide is a potential
catalyst for the development of flows of resources into véntures, which can affect
the_ venture's performa}_nce (Bygrave and Timmons, 1992; Amit et al., 1990b; '
Chrisman et al, 1998). In addition .to cash, the equity-based alliances between
the NTV and an Investor can provide the NTV with numerous strategic resources
including:.” . '

o Cash® .

e Access to networks,

» Specific venture-development skills su'ch as assistance in obtaining

" additional rounds of ﬁnahcingé, étfatégic planning, and operational - -

planning,

® It should be remembered that, although cash is crucial to survival and for acqessing other
strategic assets, cash is itself not a unique .asset upon which sustainable competitive advantage
can be based. ‘ .

® This assistance in obtaining financing may come directly in the form of operational assistance in
financing activities. It may also come indirectly in the form of increased legitimacy for the NTV

. (another Investor may-join an NTV based on the Investors the NTV has already attracted).
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» Legitimacy that can affect strategic position,

e Introducing new customers and suppliers,

» Recruiting key employees,

e Management recruitment,
(Gorman and Sahlman, 1989; Bygrave and Timmons, 1992; Sahiman, 1994;
Eisenhardt and Schoonhoven, 1996; Amit et al., 1998: Das, 2000).

Investors are important agents to the growth of NTV’s as they contribute key
financial and intangible resources. The thesis now examines how investors and

" NTVs become involved in an alliance throﬁgh the investment cycle.

3.3 The Investment Cycle Between the NTV and the Investor
According to Bygrave and Timmons (1992) and Fried and Hisrich (1994) the .

investment cycle is a four-step process, which this thesis has called the four E’s:
1) Establlshlng 2) Evaluatmg, 3) Engaging; and 4) Exntlng Investors become
prlmarlly involved wnth NTV's in the last three stages; Evaluatlng (Iand ),
Engaging and Exiting. The four processes are discussed below along with their

relationship with the deve‘lqpment of articulation capabilities.

3.3.1 Staqe 1 Establlsh/nq
‘This stage is where the investor collects the money needed to invest in the NTVs

of interest. For Angels, this is the accumulation of personal wealth. For \V/Cs, it is
the creation of a fund for which they are legally responsible for managing. The
capital for the fund may come from institutional investors, wealthy families,

governments, or pension funds to name but a few (Bygrave and Timmons, 1992). -

3.3.2 Stage 2A: Evaluating I

This is wh.ere the investor sdrééns out the N1TV’s that do not match the investor's

basic criteria. This is a quick screen that involves a minimal amount of time
"(Fried and Hisrich, 1994) NTV’s W|th sub-par articulation capablhtles may be

screened out at this point.
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3.3.3 Stage 2B: Evaluating |I:

This is the first in-depth analysis of the proposal. Information assimilated by the

investor is compared to the information provided by the entrepreneur’s business
plan. This phase of evaluation usually starts with a meeting of the entrepreneur
and the investor. These meetings allow the investor to better understand the
nuances of the proposal. It also provides an opportunity for the investor to further
evaluate the entrepreneur. Further investigation may examine the entrepreneur’s
previous busin_ess relatiqns.hip_s, formal market studies, technical feasibility
analysis, interviews with current and.potential customers, pro-forma financial
statements, and interviews with family members (Amit et al., 1990b, Fried and
Hisrich, 1994).

This is the first phase where investors affect the development of articulation
capabilities in the evaluation bhase. by assessing the outputs of NTV’s
\ierbalization, eodification and feedback capabilities. Investors require strategic
plan: verbalization and codification capabilities in order to assess the feasibility of
involvement with the NTV. Usually the NTV must produce at least.a business

. plan and an investment presentation. Evidence suggests that a perceived deficit

in the NTV's capabilities will- usually'be fatal to the investment

3.3.4 Stage 3: Engaqging:

Should the investor see pdtentiai value in the NTV then they negotiate the

" purchase of equity with the entrepreneur, thereby engagingj in an equity;based
.. alliance (Jarillo, 1989; Eisenhardt and Schoonhoven 1996; Das, 2000). In most
cases, the investor receivee a seat on the board of directors with their purchase
" of equity. From this board posmon the investor has the ability to mﬂuence tHe
strategic plan, contribute to the value- -adding ac’uvnties and monitor the '
performance of the NTV. Thus the investor becomes involved in the
management [strategic IOQIC] of the NTV to varying degrees (Sahlman, 1994;
Amit et ai 1998)
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During the engagement stage, the investor’s relationship to the flow of the
funding is based upon the entrepreneur’s completion of ‘milestones’. These are
agreed upon goals, which are usually heavily influenced by the investor. For
example, if an NTV requires $10 million dollars to completely commercialize their
product, the investor may give the NTV $500,000 up front in order to complete
the early prototype and to complete a business plan. Once these milestones
have been achieved the investor may contribute another lump of money for the
NTV to complete tr]e next set of milestones, and so on. By stagin_g the
investment the investor gathers new information about the NTV and the
environment, thus preserving the ability to abandon the NTV or alter the

management should the risk increase too much (Salhman, 1994).

In the engagement phase of the investment cycle investors directly affect
articulation capabilities because they require information abodt the ongoihg
perform'ance of the NTV. These reporting requirements help to catalyze the

development of feedback capabilities in the NTV.

Investors irrdl'rectly affect the emergence of articulation capabilities by
contributing resources.to an NTV that enlarge the resource—bas'e'of the NTV and
thus the need for capabilities to communicate strategic plans and cdorqinate

those resources towards strategic goals.

In many NTV’s the investor can contribute knowledge, which can directly affect

-the way that capabilities are executed in the NTV.

3.3.5 Stage 4: Exit "

n order for the investor to realize the value on their purchase of equrty in the -

NTV they must be able to sel! that equlty ata proﬂt (other\lee known as exnt)
In thls situation mformatlon asymmetry (I e. rgnorance) is an issue. This is

" because the potential purchasers of the lnvestors.eqplty can be uninformed :
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about the true value of the NTV, thus the equity may be difficult to re-sell (Amit et
al., 1990a). This poor liquidity of the investor’s equity is a source of risk (Fried
and Hisrich, 1994). The NTV’s articulation capabilities may impact upon this
situation as well, however this topic goes beyond the scope of this thesis.

This thesis suggests that the investor will indirectly evaluate the articulation
capabilities in Evaluation phases | & Il through the ability of the entrepreneur to
create a logical and compelling business plan and through their ability to

articulate a viable strategic hypothesis.

During the engagement phase, the investor becomes involved with the strategic
planning of the NTV, and thus affects the direction of the strategic routine
development. In addition, the investor contributes resources. This can directly
affect the development of articulation capabilities (i.e. through knowledge
contribution and creation of milestones) and indir.éctly- éffect_thé development of
articulation capabilities (i.e. by contributing resources that facilitate growth the
NTV must develép articulation capabilities to manage growth and retain
flexibility). '

- 3.4 Summary
This chapter introduced the NTV/Entrepreneur and the investor. The'NTV is a

venture that faces a process of.growing and acquiring an resource base from
which sugccesses can emerge. In their early lives, NTV's are focused upon

identification and acquiring resources needed to offer a product. In their later

- . stages of development, NTV's have acquired resources and capabilities and the

NTV is focused upon the deployment and allocation of resources, as. well as

identification and acquisition (Liéhtensein and Brush, 200'1).
The entrepreneur is the leader(s) of the NTV, which is largely responsible for
creating and implementing the strategic plan. As the NTV grows, it acquires

- resources that require new. éapabilities to s'upbort their use toWard achievem'e_n;(_
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of the NTV’s goals. Since the NTV has major expenses to cover before revenue

can occur, they usually require outside financing from an investor.

Investors are specialists in dealing with the risks associated with a new venture
and have specialized resources and skills for implementing a successful
enterprise. In addition, the investor is faced with the challenge of establishing a
pool of money to invest. Therefore, the investor must enter a relationship with
NTV'’s that they consider worthy. By engaging with these NTV, the investor is

- more likely to help the NTV survive and succeed, thereby increasing the chances

of entering the exitihg stage, selling the equity that they purchased in the NTV.. .
“The thesis will now turn to the empirical research as a means to provide some

current insight into the dynamics of articulation capabilities within new technology

ventures.
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| Chapter 4 Research

In chapter 4 a detailed overview of the research strategy and methodology is
presented. It provides an account of 1) how theory was developed; 2) how
research was conducted; and 3) justifies the research methodology used to

explore the research topic.

The thesis researches three topics.
1. What do articulation capabilities Iook like in NTVs?
2. What are factors that affect the emergence of articulation capabllmes’?

3. How do articulation capabilities affect NTV performance?

This is an exploratory theory-building study whose purpose is to gain insights into
the phenomenon that can be used in future research. The thesis is not designed
to test propositions or test arparticular hypothesis. It is designed to enhance our

current understanding of NTV behavior, particularly the phenomenon of

articulation capabilities in NTVs.

‘4.1.1 Overview of Research Design-

Research design outlines_hew a researcher will proceed with their study. A
multiple key-informaht interview approach is used to explore'and enhance the.
current theory of the development of articulation capabilities in new technology

ven;ture_s. The research design was conducted in four phases.

In phese one a broad literature rev.ie\}v identified the relevant factors that affect
the stra_;cégic iog_ic of the NTV, the resource performance of ventures and.the
nature of the NTV and investor relatioﬁ_ship. Phase one also involved the initial
development of the research protocol. In phase two the initial pilot study was
conducted to refiné the data a'ss'imilation procedures and 'eese-study protocol. In

) phase three the remaining key informant interviews were conducted. The

35



purpose was to explore how NTVs develop their articulation capabilities and how
they co-evolve with the involvement of an investor. In phase four the information
assimilated in phase two and three was enfolded with the relevant literature and

a theory of articulation capabilities in new technology ventures is then presented.

4.2 Research Nethodoloqgy

4.2.1 Phase One
In phase one an in-depth review of the academic literature was conducted in the
fields of resource-based view, dynamic capabilities, high-technology
“entrepreneurship, balanced scorecard and strategic management. This literature
review helped to create the theoretical foundation, the vocabulary for the theory-
building research and the initial research protocol. During the literature review
the following sources of data were used: electronic library catalogues, electronic
journals and references suggested by academic advisors. In addition, the
proceedlngs of several relevant conferences and workshops (Banff Venture
Forum 2002; Ernst and Young Entrepreneurlal Boot Camp 2002 & 2003) led to
insights that were mcorporated into the-project. The literature review and,
workshops led to the initial Constructlon and refinement of the research protocol
.- The goal of this phase was to assess the current literature with respect to.
organizational resources and theories of the firm, high-technology
entrepreneurship, strategic management and the development of the research _

protocol.

4.2.1.1 Research i’rotocol

The reeearcn'proteeol provides an overview of the broject specifies the field '
procedures used for identifying interviewees (including the pilot study site),
acelmllatlng data, and xncludes the questlons and tools for ensuring the.
.systematlc assimilation of ewdence (Ym 1994; Schulz and Hofer ~1999). The

criteria for interview selection can be found in table 3 and table 4.
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Table
1.
2.

2 : Critetia used for NTV selection

The NTV must be easily accessible to the researcher.

The NTV should be a start-up (i.e. in the conception and development,
commercialization or expansion phases of growth).

The NTV should be small enough so that the key leaders can be identified

and interviewed.

. There should be willingness by the entrepreneur to talk about the NTV

- openly.

5. The entrepreneur should possess some level. of entrepreneurial ability ™.

Table

The NTV must be commercializing a technology-based product or servioe:

3 : Criteria used for Investor and Industry Expert selection

. The Investor/Expert must be easily accessible to the researcher.

. The Invesfor/Expert should be interested.in working with NTV in the start-

up phases (i.e. in the conception and development commerc:lahza’uon or

'expan3|on phases of growth)
. There should be W|I||ngness by the lnvestor/Expert to talk about the NTV

openly

.The kéy informant interview approach was the primary research methodology for

this project because of its flexibility in compiling information relating to the

- strategic routine phenomenon within NTVs. In addition, the key informant

interview approach was chosen because it was interactive with the participants

.and allowed our emergent theory: of articulation capabilities to be closely linked to

~ the quali'tati\(e data (Eisenhardt, 1989b). The key informant interview protocol

,was'd'eveloped in paral'lel‘with a literatufe review. The multiple key info:r:ment

interview approach foous‘es upon the dynamics present within several s_etti'nge

1% Theproxy for ahility'was that all entrepreneurs (except COMPANY C) were legitimate enough
to present at the Banff Venture Forum. "The enfrepreneur at COMPANY C was a ‘hired- gun CEO
who had previous NTV leadershlp experlence )
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and provides multiple sources of evidence related to the research questions (Yin,
1993; Tellis, 2002).

The research began with an a-priori understanding of the objectives of the study
and research questions and the range of inquiry was quite broad. Interviews are
considered one of the most valuable data gathering techniques (Tellis, 2002).
The flexibility of the open-ended interview questions allowed interviewees to
elucidate their opinions regjarding articulation capebilities in NTVs. Given the
exploratory nature of this project this research strategy is approprrate because it

allows flexibility in explorrng the emerging topic.

The interviews initially consisted of three sections. The first focused on
demographics of the interviewee and consisted of structured questions (e.g.

‘How many new ventures have you founded?’). The second section consisted of
open-ended duestions focused upon the articulation capabilities in the NTV.and '
their perceived usefulness for NTV performance and the investment cycle. The
third-section was a series of Likert questions about articulation capabilities based
on an instrument developed by Sapienéa and Gupta (1994). The interview

.protocol can be found in Appendix A.

4.2.2 Phase Two

The purpose of phase two was to conduct a pllot study and refine the key
informant interview protocol (Yin, 1994; Ersenhardt 1989b) The research,

. protocol was used to select the initial informant interview for the pilot study It
was important for the pilot study to examine a NTV that would provide an
exemple of articulation capabilities and would be accessible to the researcher. It
was de'ci'de_d that.the best NTV for this purpose would be COMPANY E that was
easily accessible' and also a large NTV COMPANY Ealso had significant
involvement with VC’s and was rated as one of the top investment opportunities .
" ata recent American lnvestment forum. For these reasons COMPANY E was

an appropriate choice for the prlot study.

38



The third section was a series of likert-scale questions used to describe the
interviewee’s perception of articulation capabilities. After the pilot study the
thesis evolved, and these questions were dropped, mainly due to time and

reliability concerns. The remaining sections were also revised to make the

instrument more succinct.

_The instrument used in phase two of the research has two sections.

4.2.2.1 Research Instrument Section 1: Demographic section

All interviewees were asked about their level Qf experience in founding NTVs,

investing in NTVs and working in NTVs (none, 1, 2, more than 2).

Investors were asked which stages of development were the NTVs they typically
financed (Conception & developmént (i.e. séed), commercialization (i.e. early-
growth), expansion, {i.e. later-growth).

Entrepreneurs were asked to describe: their business, the length of time spent
with-their current venture, the number of staff in tHe NTV, and the next round of
financing for the NTV (i.e. would the next round of outside investment be the first_

. round, second round, etc. Will it come from Angels or Venture Capitalists?

4.2.2.2 Research Section 2: Information on articulation capabilfties

The second section explored the articulation capabilities in NTVs. These
.quéstions wére posed to suit the perspective of the interviewee, the phrasing of -
the questions wouldvary be’_tvs_/e_en an entrepreneﬁr, invéstor and inqugtry expert.

The research asked these questions:

.+ What are devices and capabilities for describing strategic plans to internal

. agents (example: executive leadership, employees, Board of Directors)?_
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e What are devices and capabilities for describing strategic plans to external
agents (example: potential investors)?

o What are capabilities for linking strrategic objectives in a cause-and-effect
format?

e How do NTVs review their strategy and assimilate feedback?

» What are examples of explicit documentation used to codify the strategic
plan (other than the business plan)?

* How regular and formal are strategic planning rmeetings?

o. How does the strategic planning process (including articulation.

. capabilities) impact the ebility to get finan'cing?.

e How has (will) the involvement of investors change the NTV’s articulation

capabilities?

4.2.3 Phase Three: Data Collection _
In phase 3 the rest of the subjects were interviewed. The burpose of additional

subjects is to gain a greater understanding of the phenomena of articulation
capabilities. Investors and industry experts were mcluded in the study to provide
a dlverse viewpaint on the emergence of articulation capabllmes in NTVs. By . |
lncorporatmg subjects from different points of view the validity of the finding was
to be lncreased through trlangulatlon (Elsenhardt 1989b).

Subjects were contacted in person, by phone or through e-mail and asked if they
wished. to participate in en MBA-thesis study. Subjects c.ould pahicfpate in face-
to-face interview or telephone interviews. Previous to the formal interviewing, the
researcher explained the general topic that was to be explored. In order to avoid
confusion the interviewer provided key definitions of some constructs, such as B
strateglc plannlng articulation capabilities etc. Each interviewee was asked if the
_mtervnew could be transcribed for further analySIS,.to Wthh all subjects agreed. '.
Before thz interview commenced subjects were informed about the ethical

protocols of the study.’ Subjects in personal interviews were given an ethics form
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to complete, subjects interviewed over the phone were read the pertinent ethical

topics and asked for their verbal agreement.

Occasionally, interviewees provided an artifact that demonstrated an aspect of
the NTV’s articulation capabilities. These artifacts provide a rich source of data
for further research and were examined (albeit briefly) with the current
methodology. The thesis utilized qualitative data collection methods, combining
interviews and occasional opportunistic obsérvations as suggested by Eisenhardt
~ (1989Db). .

4.2.4 Phase Four

Analyzing data is the heart of developing theory (Eisenhardt, 1989b). -Our
analysis involved a detailed analysis of each NTV, investor and industry expert
interview and its purpose was to familiarize the researcher with the data and

~ provide preliminary theory generation.

Each interview was transcribed and the findings were analyzed as suggested by
Eisenhardt (1989b). This allowed detailed between-interview comparisons to be
made. This syntheSIzed the empirical and the theoretical ﬂndmgs to develop a

richer understandmg of the phenomenon under study.

For each interview, the researcher took note of comments relating to articulation
_ capabilities. This hlghllghted artlculatlon concepts such as; how these
capabillities develop, ‘what do artlculatlon capabllmes look like in NTVs and what

. are the hazards and benefits of articulation capabilities for NTVs.,

4.3 Subjects | | |

Selection of participants is a cruf;_ial aspect.in develéping a theory. An
appropriate population will attempt to_ contradl for extraneous variation and thereby
definé the limits for generalizing the findings to a greater population (Eisenhardt,

. 1989b).” When choosing cases for the theory-developing research theoretical
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sampling is considered an appropriate approach (i.e. samples are chosen for
theoretical versus statistical reasons). The cases were chosen for their expertise
in the field and ability to extend the theory on articulation capabilities and
resource flows in NTVs (Yin, 1994).

There were a total of 11 interviews conducted (5 Entrepreneurs, 2 Investors and
4 Industry Experts). Interviews were conducted between Nov. 15, 2002 and Jan.
21, 2003. All interviews were scheduled to last 45 minutes, and only two were
cut short due to time constraints. Interviews were conducted either at the
‘environment of the interviewees choice or over the telephone. Al interviewees
contacted in person signed a consent form. All intefviews conducted over the
telephone were read the ethics form and provided verbal agreement. All -
interviews were recorded so that data could be re-analyzed at a later date. A

copy of the consent form can be found in Appendix B.

Cases were blaced into three groups: 1) entrepreneurs/NTVs, 2) investor's and
3) industry experts. By assimilating data from individuals with differerit
perspectives on the NTVs articulation cababilities .our research were triangulated
which affects the validity of durfindings (Eisenhardt, 1989b, Yin, 1993; Teliis,
12002). The entrepreneurs give an internal viewpoint of their specific NTV, while

the investors and industry expérts gave an external viewpoint about NTVs.

The three categories chosen for the subjects are only reflective of their current
activities. Most subjects Had experience from anothe} perspective, for example
an investor could have been involved as an entrepreneur in_previous years, the
industry expert could have entrepreneurial and inVestment experience etc. An
investor by definition is an industry expert. Th.u§; the categories of subjects are _
not mutually exclusive, which is acceptable for this thesis because the purpose of
this thesis is not to contrast the different viewpoints, but to include them to

provide the most cbmplete picture of articulation capabilities possible.
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4.3.1 Entrepreneurs/NTVs

Entrepreneurs that were chosen for this research were considered key sources

of resources and capabilities in the NTV. Their attitude towards developing
articulation capabilities will be crucial in determining the trajectory of future
articulation capability development (Sanchez and Heene, 2002). The insights of
entrepreneurs were considered extremely important to the understanding of the

emergence of articulation capabilities.

As previously mentioned the samples for thié study were chosen to maximize the |
learning opportunities available in the thesis. The entrepreneurs were all
experienced entrepreneurs who had started at least one venture before their
current NTV. [t was expected that inexperienced entrepreneurs would pay little
attention to articulation capabilities and thus contribute little to the development

of theory relating to the development of articulation capabilities.

The stage of a NTV’s development is a construct that should affect the
emergence of articulation capabilities, thus the sample included NTVs that were
at different stages of the devélopmént continuum, with the exceptibn'of the
mature stage 'df,development. By choosing NTVs from different stages of growth

.s0 we aimed to explore a wide variety of articulation capabilities.

‘The role of outside financing is considered an important construct in the -
emergénce of articulation capabilities. Every NTV in our samp'le had reached a
phase where they had presented their strategic plans to investors (i.e. they were

at least in thé evaluation phase). Thus, all of the NTV’s possessed articulation

capabilities sufficient enough to enter into the evaluation phase of the investment .

cycle (See Chapter 3). Some of the NT_V’s (COMPANY E, COMPANY C,
COI\/I_PANY B) had reached the:engagement phase of the investment phase.
Two NTV's (COMPANY D, COMPANY A) had no outs'ide'ﬁnancing.
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Table 4 : Entrepreneurs

Interviewee Company Number of
. Investor Involvement Date of Interview
Position Name Employees
COMPANY
CEO A No 12 Nov. 22, 2002
COMPANY
CEO 5 Yes: Angel 14 Nov. 28, 2002
COMPANY
CEO c .Yes: Angel 21 Dec. 09, 2002
COMPANY )
CEO ‘D o No 27 Dec. 27, 2002
COMPANY |
CTO . Yes: VC 3 rounds 120 Nov. 15, 2002

4.3.2 |nvestors

Investors were examined because they are a direct provider of tangible and

intangible resources for the NTV. They indirectly act as catalysts affecting the

development of articulation capabilities in many NTVs.

~ Investors directly or indirectly assess the articulation capabilities of the NTV -

when making an investment decision. Investors drstrngursh themselves from '

other financial providers with ‘their ablllty to deal with the dynamic hrgh-

techriology investment environment and the challenges of an ‘immature’ NTV.

Investors typically have somé in-depth knowledge of the environment of the

~ NTVs, which is important for undersianol.ing the value-proposition of the NTVs

offering and the proper path to commercialization and have specialized

knowledge in evaluatlng and working with NTVs in these early stages (Amlt et al,

1998).

Investors were chosen if.they were currently or recently involved with investing in

NTV’s (see Table 2 for criteria). Investment could be as an Angel or as a

General partner in a Venture Capital fund. Within the investor category, we
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some of the investor’s were currently not active general partners (i.e. they were
not currently seeking investment opportunities) they all had multiple experienced
investing and working with NTVs. The industry specialization of the investors
was not assessed in this study because 1) the potential sample group accessible
to the researcher was modest 2) the construct of industry and its influence on the

emergence of articulation capabilities was not within the scope of this thesis.

4.3.3 Industry Experts

Industry experts were chosen bpcause their expertise lnvolves faollltatlng the

growth of the NTV, and in’ many cases act as a key source of resources such as
knowledge (Chrisman, et al., 2003). The industry éxperts that were interviewed
worked primarily with conception & development phase NTV's. This provided
valuable insights because the industry experts were involved with the NTV while
the articulation capabilities were just beginning to form. Industry experts were

considered relevant to this study because they assist the NTV in preparing for

investment.

Table 5 : Investors and Industry Experts
Description . - Date oflnterview

: Expel.'tA ' : Dec. 10, 2002

Expert B ’ Nov. 27, 2002

Expert C ' Jan. 21, 2003

Expert D - ' Jan. 08, 2003

Expert E . Jan. 18, 2003

Investor A o ' Jan 09, 2003

Investor B _ Dec. 11, 2002

4.4 Summary

The credibility of the results and the inductive theory that will result from this
project are related to the research strategy-and the méthodology used. This
study used an exploratory key mformant mterwews approach with multiple
subject groups, each with a valid perspeotlve on the phenomenon of artlculatlon

_ capabllmes in NTVs
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The research was divided into four phases. The first phase involved a literature
review to develop an understanding of relevant theory for the construction of a
research protocol. The second phase involved conducting a pilot study to test
the research protocol, which turned out to be suitable for this thesis after minor
revisions. Phase three involved conducting multiple key informant interviews for
the assimilation of data relating to articulation capabilities in NTV’s. Phase four
involved analyzing the findings and evaluating the findings with our current

-understanding of the literature...

The subjects in this study were from three groups, entrepreneurs, investors and
industry experts. By assimilating data from these perspectives, it was believed
that triangulation increased the validity of our findings. Subjects were

interviewed using a semi-structured interview format.

‘We 'believ_e that the building a theory of articulation capabilities in NTVs from

case studies is an appropriate research approach because:

It brovides description of phenomenon

o ltis appropriate for'dévelobing theory
e. It allows an iterative comparison between literature, qualitative data and
emerging theory

* It allows examination of phenomenon in several settings
Through this strategy this project generated some interesting findings to our

research questions, which are the foundations for our conclusions and

. recommendations in chapter six.



Cha

pter 5 Findings

Chapter 5 presents the findings from the research conducted in this thesis. The

findings are grouped together in three sections related to the three main areas of

inquiry:

1.
2.
3.

What do articulation capabilities look like in NTV's?
What are factors affecting articulation capabilities? and
What are the hazards and benefits of articulation capabilities for NTV's?

Six key concepts were found that de_scribe'd articulation capabilities in NTV's.

1)

3)

4)

o

In early NTV’s the entrepreneur largely directs the articulation capabilities. .
However, as the NTV grows and more agents become involved (such as
employees and investors) the articulation capabilities éhange in nature.
Verbalization capabilities are generally conducted informally, although
formal temporally driven planning sessions were common.

The development of codification capabili.ties were catalyzed by fhe NTV’S |
need to access outside res'ources.. _

It was commdn to find codification capabilities used to support the
strategic planning process. - '

Feedback capabilities are simple outcome based processes.

The board of directors.and lnvestors are lmportant sources of information

relatmg to feedback capablhtles

It was found that there were three factors affecting the development of

articulation capabilitieS'

1)

2)

The size of the NTV.- as.the NTV grows-it has more resources to apply to
articulation capabilities. In addition, the acquisition of resources can drlve
the need for articulation capabllmes

The experiences of the entrepreneur. =
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3) The involvement of investors, in the evaluation phase the investor
indirectly affects articulation capabilities while in the engagement phase

the effect is direct.

There are two hazards and four benefits that the interviews suggested were
relevant to NTV's. The main hazards were:
1) Codification efforts may cause the entrepreneur to hesitate
changing their strategic plans, due to the sunk costs associated
with codification, '
2) The purposeful development of erticulafion capabilities could utilize .

energy that could be better uee'd to develop other capabilities.

The main benefits associated with the development of articulation capabilities
include: _
1) Enhanced strategic focus through the visualization of apportunities
2) Ability to eommunicate the strategic plan across organizational
layers '
3) A simple codification capabllmes can be used to cost- effectlvely
update the NTV’s business plan
4) Building experience and capabilities

5.1 Artlculatlon Capabilities

Articulation capabilities are defined as the NTV.s approach to strateglc plan
articulation, codification and feedback. This section focuses upon describing
articulatien capabilities in NTV’s. It descrlbes how the artlculatlon capabilltles
begln as centralized Wlthln the entrepreneur and expand as the NTV grows. This
eeetlon then explores‘what verbalization capabilities, codlﬁcatlor_l capabilities and

feedback capabilities look like.
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5.1.1 Verbalization Capabilities

Verbalization capabilities refer to the NTV's capabilities for discussing the
strategic plan, for example strategic planning meetings. This definition is
consistent with Zollo and Winter's (2002) concept of knowledge articulation,
defined as a cognitive effort more or less explicitly directed at understanding the
causal mechanisms intervening between the actions required to execute a given

task and the performance outcomes produced.

In the smaller NTV's we found that the verbalization capabilities were largely
informal‘in their regularity and-forrhality. It seemed that the articulation process
was often initiated by a perceived crises or perceived ‘strategic gap’ (see Chapter

2), although many NTV’s had some type of regular strategic planning meeting:

[Strategic development] It’s not very concrete or
planned. There is no real process.. It’s not like we
sit down and say ‘hey we need to strategize’. (COMPANY
A) -’ ‘ -

Whenever we hit a milestone or we start to waffle a
little bit we get the group together to strategize..
And other than that, we have monthly meetings with the
extended management.. it’s not formal like “Once a year

. we nail down the vision and twice a year we nail down
the strategy and every month we visit our tactics”
It’s a much more fluid process but all the elements
are there. (COMPANY B)

The senior managemént team meets daily. What we do is
have weekly meetings, with the entire company. So all
21 of us get together in our small little board room
and we discuss the direction of the company for this
month, the things that we need to accomplish.. we are i
taklng the strategy from something that is very long-
term to something that is very bite 51zed somethlng
they can absorb. (COMPANY C)

Verbahzahon capabilities were predommately mformal but became more
formahzed as the NTV grew. It seemed that the verballzatlon activities are both

crls_ls.dnven and in some NTV's temporally drlven. Generally, the strateglc _
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verbalization capabilities were fluid but regular strategic articulation meetings

with the top-level executives at the NTV were common.

5.1.2 Codification Capabilities

Codification abilities refer to creating explicit documentation of the strategic plan

or sub-aspects of the strategic plan. This includes the NTV’s business plan, but

also includes supplemental strategic documents, such as a marketing plan.

Industry Expert interviewees suggest that codification capabilities are rare in
early NTV's. It was found that in many cases that a NTV begins a codification
routine in order to acquire access to outside resources, which is consistent with
- Stone and Brush (1996):

Successful companies are driven by one founder who is
basically processing everything in their head and may,
or may. not, create a document. Usually what will
trigger the development of an outside document is the
need for outside funding. So what triggers the capture
of the strategic 'plan onto paper is.. ‘I need money.’
(Industry Expert C)

Our mtervxews and observational data suggest that many NTV’s had formalized
codification capabllltles for certain aspects of their operations, for example-linking
marketing and product development. They were less formal that the business -

plan as they were generally for internal purposes only.

I have a document called the business opportunity
roadmap (BOR). The BOR is what I continuously update,
but it is founded. from those original meetings, which
are what do we want to be when we grow up? We set our
vision at those meetings: what are we good at, where
should .we be going, where can we make a difference in
the world? And from that we look to see strategically
what will it take to get us to the vision .. each of

+ those [initiatives] becomes a box on this map, and
each box.. gets a technical assessment..and an
assessment on how much .the initiative will increase

“our sales.. then- each of those [boxes] -bécomes a -
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business opportunity that we will decide whether to
move ahead with the opportunity or not. (COMPANY B)

We do have a top-level vision of where the technology
is going that is documented. ' We do have planning
documents in terms of the implementation of other
technology.. We have account plans and market segment
plans that talk about the various tactics and
strategies for taking over various segments. Are they
all tightly linked together? No. We have a business
plan that pretty poorly reflects upon all of that.
(COMPANY E)

We have different areas of the business client
services, finance, marketing, sales.. with strategic
plans that are all separate from ‘each other. We have
a process for linking them together towards the common
vision, we have two people that put them all together
into one document. That one document is then used to
update the business plan. (COMPANY D)

The outbuts from these codification capabilities served various purposes, from a
visualization tool to keep strategic focus, to a tool to communicate strategic plans

to investors, and as a tool that is used to update the business plan.

5.1.2:1 Clarity of Codification
Interviews with Industry experts and investors demonstrate the importance of

succinct outputs from codification capabilities in NTV’s. Clarity is highly sought

after by investors and may affect the perceived legitimacy of the NTV: -

.. your overall vision should be described with a
template. You should have the 1-3 objectives -of the
company there and a l-pager could describe how we are
going to get -there and the business plan goes into
detail about how we aré going to get there. (Investor
B) -

A good business pldn will show you a flow of logic

from “here is a statement of our industry and our
offering” to “here is our'position”. If they can’t
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show that, and they may not have one, or can’t
articulate it, either one of those is fatal in the
investment decision. (Industry Expert B)

There is a probably a direct relationship between the
level of experience and how much you are looking for
Entrepreneurs to be able to articulate. And with
experience Entrepreneur’s don’t go into writing an
elaborate business plan. The inexperienced
Entrepreneur will write an elaborate plan that is full
of bull. . A good BP can be 2-3 pages. (Investor A)

The codification of strategic-plans is catalyzed by the need for outside resources.
For an inexperienced Entrepréneur the need for investment is usually the first
time they codify their strategic plan in the form of a business plan. For young

NTV'’s the codification capabilities are typically undeveloped.

It was common to find supplemental documents for codifying aspects of the
s’irategic plan. These supplemental documents would relaté to many-areas of the
NTV and serve a wide range ef'purposes. Investors and industry experts
suggested that having succinct outputs from codification capabilities is highly

desirable.

5.1.3 Feedback Capabilties
Feedback capabilities are activities for collecting information relevant to the

NTV’s intended strategic plan. Information gathered from feedback is an
+. important factor in organizational learning apd emergent strategy. In this section
we explore the importance of feedback capabilities, their nature, metrics and the

way that-they change as the NTV grows.

The mtervnews also highlight that' the feedback mechamsms available to NTV’s
are typloally very simple outcome-type measures. It seems that some of the
desired outcomes are-not cost—effectlve to measure, and in such cases the inputs
are the best proxy. lItis recognlzed by a NTV that the feedback process inaNTV

s falrly simple, but will increase in CompleXIty as they grow
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Entrepreneur and industry expert interviewees emphasize the need to have
feedback capabilities aligned to the drivers of NTV performance.

[The keys to measuring performance are] What are the
key elements that need to be in place for us to
succeed? And how are we going to know [measure]
whether we are making progress on them? .. People tend
to measure the outcome, which is much easier to
measure than the activity.. If the key element of
success 1s that we have to have three customers in
three key areas how will we know? We will have 3
signed contracts.” But if the key success factor is
general market .awareness, that is a tough one, and if
nothing else we can tell which activities we have
spent our energy in, and whether they were in the
right areas. (Industry Expert C)

[How do you measure performance?] Simple results, if
you can attract people, customérs and capital then you
are probably headed in the right direction. These are
the simplest and most direct way of knowing whether -
you are.getting anywhere. (Industry Expert E)

Knowing if we meet our sales goals is one way. Same
with development, we need to have this done by this
date, with development something always crops up,
sometimes things take longer, sometimes shorter.
There are no formal deadlines, no -big whiteboard,
where we say this must be done by this date. (COMPANY

A)

At the stage we .are at it depends upon timelines. We
have a plan. Certain things needs to be done.. and
there are certain’'dates ‘by this date we expect to
have this many deals or this marketing program or new
.website’. It is pretty simple for us to measure.. it’s
a lot easier and more tangible than I think it will be
when we out there with all of these tools on the open
market. Then it is going to be a lot tougher.
[currently] we can meet on a weekly basis and get
reports from everybody to see how they are doing..is
going to get a lot more difficult as we grow. (COMPANY
D) ‘



5.1.3.1 Sources of Feedback

These two NTV interviews discuss how the perceptions of customers are a prime
source of feedback information. These quotes suggest that the resources

available to the NTV affect the nature of the feedback that they can acquire:

We base our formal plans on talking to customers, then
getting an intuitive gut feel from that (COMPANY A)

We do a lot of measuring we also have external
consultants that measure things like our analyst
reactions so we can in fact see how industry analysts,
financial analysts are_perce1v1ng us. We have run
studies on how customers perceive our product, not
just in terms of raw perception, but also in terms of
conjoint analysis. (COMPANY E)

Another source of information for feedback is the Board of Directors, although

oone interviewee believes that the importance of the Board of Directors is over-

estimated:

We sit down at our Board of Directors meeting every
month to assess the brogress of the company and make
recommendation about how we think -we néed to adjust

'~ the strategy and/or the execution of that strategy in
the short term. So we are.. generatlng ideas
internally and then throw1ng those ideas back at the
BOD to get a reality check on them (COMPANY C).

I guess in the younger start-ups they need a lot more
help setting strategy and monitoring to follow.that
up. I find that when you have a CEO or management
team that knows what they are doing they are setting
the strategy and the BOD is more of.a sounding board.
He [the CEO] comes to the board and says this is where
I am 901ng this lS what I see out there (Investor B).

. forget the whole board thing .. issues. are always
decided before you go. into the BOD meeting, there is
no votes at a BOD meeting it is all consensus built.
No one ever votes to block'a vote, by the time it goés
to a vote it is either unanimous or it isn’t. If it
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1sn’t then you have more trouble than you did than
before the vote. (Industry Expert A)

5.1.4 Summary
Assimilating feedback properly requires that feedback is being collected properly.

Feedback is needed in the areas related to key success drivers. Performance
measurement in NTV is typically outcome based and is related to the
accomplishment of milestones, very simple and easy to measure. As the NTV
grows and acquires more resources they may devélop more intricate and
abstract feedback capabilities. For example. COMPANY.E, resource bundles .
allowed them to collect feedback from sources such as market analysts.
COMPANY D understood that as they grow collecting strategic feedback will
create new challenges. Developing feedback capabilities is an iterative process;
crude or absent feedback measures are replaced as the NTV gains more insights

and resources.

For all NTV's examined the customers and outsiders (Investors and the Board of
Directors) were a key source of information and feedback. The following table _

summarizes the key concepts described in this section.

Table 6 : Descriptions of Articulation Capabilities

Components
omf ! ‘ Investors
.of Artlc_u.lz'ztlon Entreprenféurs Industry Experts
capabilities:

-In some there is no deliberate
process for strategizing ]
-When they realize they are starting
to wander (i.e. identify a. strategic
Articulation gap) they get together and
Capabilities . | strategize - .
-Some have daily meetings with
management and weekly meetings
with the enfire company. All have
some regular meeting schedule.
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- One codification capability
created a document that mapped
and assessed the strategic
opportunities available to the NTV
- Another codification capability

- Young NTV's rarely engage in
codification

-Codification seems to be common just
prior to investment

Codification assessed the activities of the Th inct th
Capabilities | divisions within the NTV but was not | ~ ' N more succinct the outputs from
used to update the business plan. codlflcgtlon thgbet‘ter
- Another codification capability - Succinct codification may affect the
created strategic plans for different | NI V'S Perceived legitimacy in the eyes
areas and linked them to the of investors
business plan
. . ) - It is important to measure progress in
- Measurement of sales targets is the areas that are crucial for success
one way to measure performance - ltis challenging to measure the
- Feedback is collected in yoting * outputs of some acfivities -
Fee dback NTV's by the measurement of goa_ls - Pgrforma_znce is measured by-the
Capabilities - Performance measurement will be | achievement of goals

more difficult as the NTV grows

- The BOD is an important source of
information/validation for the
strategic plan

- When you have an experienced
entrepreneur the BOD is a sounding
board.

- The BOD does not typically affect the
direction of strategy

5.2 Developmerit of Articulation Ca_pébilities _

The research suggests that there are three constructs that affect the way that

articulation capabilities emerge in NTV's:

1. The size of the NTV,

2. The experiences of the ent.répre_n'eur and,

3. The involvement of investors in the evaluation phase and engagement

phase

These thrée constructs are not exhaustive. However, the research suggests thﬁey

are significant factors affecting the development of articulation capabilities in.

NTV’s.

5.2.1 The Size of the NTV

In the research there seemed to be a relationship between the size of the venture

(as measured by number of employees, which can be used as a proxy for
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resources available to the NTV) and the sophistication of the articulation

capabilities.

Some industry expert interviews suggested that articulation capabilities were very
undeveloped in early NTV's. The first interview suggested that the creation of

articulation capabilities is a major activity of early investors:

"A common characteristic of [early stagej companies 1s
that there is no management rigor per se. And there
igs very little strategic planning in a structiured way
or even in an ad hoc.way.. Later stage investors
particularly Venture Capitalists are going to see a
higher quality of management and therefore a much
deeper understanding and execution of strategy..
companies at the get go typically don’t have it, so
that is one thing that investors have to develop.
(Industry Expert B)

It is rare that when there is a'company-of 30-40
people that there is a lot in terms of structure.
(Industry Expert E)

In most cases there is no formal document for internal
strategic communication and there is very little in
the way of a formal [articulation capabilities] until
‘the company grows over 35-100+ peoplé (Industry Expert
c) ' '

As NTV.’s grow, functional specialization occurs and the NTV’s staff groups into
clusters, that r'ev.olve around-a function related to the business (Hanks and
Char'{d'ler, 1994). Thus, there arises a new need for internal strategic‘
communication capabilities that does not exist when the NTV is a small,
integrated gfoup. These capabilities are needed to keep the NTV organized and
aligned: ' ' o |

[NTV’s] become like little [clusters], what -will
happen is that the senior management becomes one
[cluster], each member of that group leads another
[cluster] and so one [cluster] will be sales and
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marketing (business development), one [cluster] will
be product development.. [Each cluster engages in
strategic articulation]..until they have a consensus,
beating each other up a lot, then that [cluster]
reports back to person that takes it all back to the
management [cluster]. (Industry Expert A)

When you have a 30-person company you can effectively
have [informal] communication [about strategic plans]
but you get over 100 then it gets a lot harder.
(Investor B)

When the company evolves there are no norms, but I
would suggest that up to 75 employees the strategy
"still resides in thé head of the leader of the
organization. They may consult with others they ‘may
hold meetings they may or may not share with others
but at the end of the day théy make the decision.
(Industry Expert C)

These NTV interviews suggest that a major factor affecting the development of
articulation capabilities is the increasing amount of resources available to the
NTV. This was discussed earlier in the feedback routine section as well.

The biggest difference is that we have more resources
now: We’ve got a lot of great people on the
management team, contributing and offer a lot of value

. and the scope of it is far greater. .It’s not [co-
founder] and I sitting in a room doing it together,
there ‘are. a lot of.people doing their own things
making mistakes and learning (COMPANY D)

[Articulation capabilities] are not as formal as they
should be, they are becoming more and more formal as
we get bigger. (COMPANY D)

Amongst the industry exberts and investors, the general consensus was that
arficulation’ capabilities are extremély informal in concéptual and early-growth
NTV's. It is the growth in size and functional specialization, which is a catalyst

for articulation capabilities.
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5.2.2 The Entrepreneur

In the research we found that the capabilities of the entrepreneur is a factor
affecting the development of articulation capabilities in NTV's. It is possible that
entrepreneurs intuitively realize the value in developing articulation capabilities,
based upon learning gained from previous entrepreneurial experiences. Such
experience seems to have a relationship to the perceived importance of

articulation capabilities:

We are a little spoiled. This is [my partner’s] fifth
start-up company and this is my second or third. It
was [our CFO”s] fifth start-up company. -There is a
little bit of a grey-hair syndrome here. As a young
CEO when I first started on here I didn’t know what
the hell I was doing. (COMPANY E)

A lot of Entrepreneurs are leery or wary of the
concept and practice of strategy. It seems like
something that is for the blue-chip corporate guys -
‘cause they have luxury of people and time to go
through that whole process. Sometimes you have to
bring it down and show how important it is and easily
implemented it is in a small business.. A lot of
[Entrepreneurs] are like ‘I don’t have time for
strategy’ or ‘'that is something for someone else who
has time for it’ (Industry Expert B)

That is not to say that it [strategic articulation]
cannot happen [in small NTV’s] because in some cases
the NTV has been started by an experienced '
entrepreneur and this is their 2" or 3*? shot at it.
So thHey know from experience that they need to do
this. (Industry Expert D)

If it turned out that in their last venture they were
unsuccessful, or they thought they were successful
because of some strategic planning then they will
adopt that the next time around, but if they never '
‘used it last time and there was nothing experientially.
. that made them think that .they need to use it this
time. (Industry Expert E)
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The data suggests that the entrepreneurial experience affects the perception of
the importance of articulation capabilities. Some interviews suggest that
inexperienced entrepreneurs are often unfamiliar with strategic planning.
Experience may provide the entrepreneur with strategic articulation skills that
allow the development to become less onerous, for example the skill of cogently
articulating the relevant aspects of the NTV's strategic plan or efficiently codifying

only the aspects of the plan that are relevant for the task at hand.

8.2.3 The Investor
The development of articulation capabilitiés is affected by the investor in several
ways. The first is before or during the evaluation phase of the investment cycle:
The NTV engages in developing their articulation capabilities, especially
codification, in order to access the resources of the inves_tor through the
evaluation stage of the investment cycle. [n a previous section the need to
access outside resources was discussed as a catalyst for'the development of

articulation capabilities.

The second way that investors affect articulation capabilities is in the
engagement phase. The investors directly affect articulation capébilities by
élte'ring the NTV's strategic plan by altering codification or feedback
requirements. The investors also directly contribute resources and capabilities
_into the NTV. Investors indirectly affect the developrhent of articulation
capabilities by providing information to 'a_lter their strategic plan or by providing

resources that require the development of capabilities.

5.2.4 Investors Contributing Resources

The fol'lowing' NTV had invéstors that were well respected in the investment
community, and their involvement adds legitimacy in the eyes of other investors

and analystsl:
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So we are fortunate because of the involvement of the
XXXX folks, the two founders had a lot of experience
founding a company and had been successful with it.
They also had a lot of credibility with the investor
community and so because they are involved in our
strategic planning the investor community takes what
they say at face value. We don’t have to Jjustify
everything that we do. In many companies you don’t
have that kind of an asset and you are constantly
trying to juggle the perspectives of the investor as
well the employees and these kind of things. We are
saved a lot of time and effort by the fact that the
founders of XXXX are on our board of directors, they
can backup everything that we say' I think that very
valuable. (COMPANY C) . :

In this interview with COMPANY E the VC provided the NTV with an opportunity
to work with another venture and explore a different customer niche.

A VC that I had worked with over the years was looking
for me because they wanted me to work for one of their
other portfolio companies. I did.. an .on-the-spot
- repositioning of the company to meet the needs of the
portfolio of the VC. Quite frankly I could see where
there was a growth space, based on their analysis.
(COMPANY E)

The VCs provided this NTV with valuable strategic lnformatlon

VC’s can also be a very large resource, in that many
venture capital companies their own [?] research
resources.  [Our VC firm] has a full-time market
"analyst that tracks zillions of things and where the
trends are g01ng and so to use that to drive your
tactics or your strategy is a .useful resource.
(COMPANY E)

Investors assess the ﬂeXIblllty of a conceptual or early-stage NTV, and a
perceived ngldlty in the NTV can be fatal in the investment decision. This is an_
example of Investor assessing the cognitive flexibility of the entrepreneur.

What happens is that the investors get injected into
the [clusters] mostly the senior [cluster] and they
" shake it up.’' They say ‘I don’t believe where you are
going, I want to see another niche analyzed’ and that
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is how it affects investment. If they don’t think
they are flexible enough .. be Strategic and evolve as
things change the NTV is not getting funding (Industry
Expert A)

5.2.5 Investors Catalyze Feedback Capabilities

This entrepreneur perceives future involvement of investors as requiring their

NTV to develop more sophisticated articulation capabilities. They seem to

understand that the involvement of an investor will require the development of

feedback capabilities:

I think [the involvement of Investors] will result in
external pressure to meet goals, which there isn’t
right now, and there will be less understanding.
Because I am intimately involved with the company and
it is largely my money that has developed the company,
1f the developers don’t meet a deadline I know what is
going ‘on there. So there will be a communication
process if we fail to meet deadlines, and will result
in less understanding, so there will be extra '

- bressure. (COMPANY A)

Another industry expert suggests that investors play a hands-on role in the -

articulation capabilities of the NTV, especially in the development of feedback

cab'abilities. This is espécially true of NTV-l'nvestor relationships where the.NTV

is early-stage or is led by a less-experienced entrepreneur:

In an investor-investee relationship particularly in
the early-stages, that responsibility [of measurement]
falls more to the investor, in a coaching, quasi-
management,. quasi-consulting role. Because there are
a lot of things that need to get done, with an'early—
stage-investment, the reviews tend to be monthly as
opposed to quarterly'or eplsodlcally And you say
'here is our performance, here is our targets and what
‘do we do w1th the differences?”. In early-stage
companies until the management has gotten rid of its
training wheels the investors (or the investors rep)
is usually leading that operatlonal rev1ew.process
(Industry Exp@rt B)-
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Milestones are the objectives towards which performance is measured in the

NTV, and are important aspects of feedback capabilities. They are important in
the investment cycle because they affect the flow of financial resources into the
NTV. The investor heavily influences the choice of milestones, which affect the

content and implementation of the strategic plan:

I would say that the investors have a very heavy
influence on what the milestones are. (Investor B)

5.2.6 lhvestors Catalyze the Development of Capabilities

Investors can affect the development of articulation capabilities by providing
resources that require articulation capabilities. This Industry Expert discusses
how the inflow of capital required some ‘on-the-job’ training.

The -next thing that happens is that if I give you
money I’m saying 'Now it’s time to go and execute, Do
the things that you were looking. for my money to do’
and you got to go through the process of on-the-job
training. I’ve now got half a million bucks to do
marketing, I don’t have a lot of experience in  that
‘area I'm going to start to make mistakes, or I’'m going
to have to start shopping for some marketing expertise
and service. (Industry .Expert, B)

85.2.7 Summary
The following table summariies the main findings on the factors that affect the

development of articulation capabilities in NTV's.

63



Table 7 : Development of Articulation Capabilities

Factors Affecting

Articulation Capabilities :

Entrepreneurs

Investors &
Industry Experts

NTV size

- Articulation capabilities
become more formal as the
NTV grows.

- The growth in personnel
makes a large impact on
articulation capabilities

Entrepreneur experiences

- Experience is important for
developing articulation
capabilities

- The development of articulation
capabilities in a NTV will be affected
by the success/failure of the
Entrepreneurs last NTV and its
articulation capabilities.

- Experienced entrepreneurs know
what kinds of-articulation capabilities
are needed.

-Inexperienced entrepreneurs may
overlook the importance of articulation
capabilities

Investor involvement

- Involvement of investors will
result in more reporting
pressure

- Investors provide
strategically useful
information

- Investors can provide
legitimacy to the NTV through
association

- Influx of resources provided by
investors requires development of
new-capabilities

- Investors demand flexible strategic
thinking from the Entrepreneur
- Investors affect the targets, and thus
feedback capabilities

5.3 How Articulation Capabilities Affect NTV Performance

This section describes the information collected relating to the positive and

negative ways in which articulation capabilities can affect the p'erformance of the

NTV.

5.4 Hazards of Developing Articulation Capablllties

54.1 Cod/f cation and the Loss of Strateq/c Flexibility

- This thesis has suggested that articulati_on capabilities are an important aspect of

developing dynamic. capabilities and'or’ganizational flexibility. However, it is

possible that strategic codification capabilities can negatlvely affect strategic

flexibility, by affectlng the cognltlve flexibility of entrepreneurs This is what Zollo
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and Winter (2002) refer to as a development ‘mis-fire’ where the organization is

hindered by developing a positive ability poorly:

I think that they [NTV’s] should have a strategy but
they need to be flexible enough to throw it out the
window, and when they have documents together then
they have a harder time letting go. (Industry Expert
A)

5.4.2 Qpportunity Costs
There are opportunity costs involved with the development of every routine

including the direct costs: time, resources and the Entrepreneurial attention
involved in the development and updating of capabilities '(Zollo‘.and Wintér,.
2002). The opportunity costs are all the forgone benefits the time, the resources
and tHe Entrepreneurial attention would have afforded the NTV if applied to a
different area. Strategic plan codification is a step beyond strategic plan
articulation and bears additional costs. Needless to say, care must be taken that
descriptive efforts aré not too costly to maintain (Zoll6 and Winter, 2002). - In the
early-stages of an NTV there may be more important issues for survival and the

development of articulation capabilities should not interfere with them:

Many times they are so consumed with getting to next
Tuesday that the whole integrated strategy is beyond
their capabilities. Sometimes you have you focus on
putting really practical things in, place so that the
company can function on a day-to-day basis and then
work into this longer term strategy. (Industry Expert
D). .

If I had a CEO say to me ‘'Should I direct my resources
towards developing a [Strategic Articulation] system
or should.I pursue sales’ I would choose sales.
(Investor B) :

Articulation capabilities may be wonderful but it may
be well beyond their scope at the early stages, they
need practical hands-on boring stuff that has to be
put into place. How they manage their money, how they
.manage their research (Do we have the protocols in )
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place for managing the research effectively), is our
reporting functions correct? ...basics things like
getting financial system in place. They don’t have
financial controls, they don’t have a good accountant,
they don’t understand how important it is to manage
their money, they don’t know about SRED [?] tax
credits. You sometimes are shaking your head because
they are in there saying ‘'We are going to raise money,
we’re going to do this and make a million dollars’ and
they have a chequing account at the Royal [Bank] and
that is their entire financial system. Very pragmatic
basic things are often missing. (Industry Expert D)

5.5 Beneflts of Developlnq Artlculatlon Capabllltles

Although artlculatlon capabilities may present some hazards, they can affect NTV
performance in a positive way. The research suggests that there were many
potential benefits to the articulationeapabilities that emerge in NTV’S, four of
which are presented based on the data:

1. Balancing strategic priorities

‘2. Enhancing external communication, internal communication and

orgenizational alignment
3. As a framework for updating the business plan

For building experiences and capabilities

55.1 Ba/ancfnq Stréteqic Priorities

Throughout the research, one of the most common benefits of articulation.
capabilities was the impact on strategic focus. Strategic focus refers to relevant
stakeholders. being aware of salient aspects of the current strategic plan. Many
of the interviewees suggest that early-NTV’s usually have an issue relating to

strategic focus:

If they are g01ng to raise serlous money ‘Do they know
.who they are? Do they know how they are going to get
there? How do we measure .that we have gotten there?

They need to think about how they are going to get
there, what are the mechanisms. So that they don’t
get distracted because they can get diverted qulte

ea81ly (Industry Expert D)
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[Strategic focus is] absolutely essential, and I think
it is a major stumbling point of young companies, you
waste a lot of time, energy and money not doing it
pbroperly.. they run from ‘hey I got an idea lets go
this way and follow it’ to ‘let’s go THIS way and
follow it’. (COMPANY B)

This NTV interviewee discussed the value in having a supplemental strategic
planning document to visualize opportunities, provide increased focus, and

) communicate strategic plans to investors:

I found I was drowning in opportunities.. So I needed a
way to visualize all of these ‘balls’ that are in the
air, so I wouldn’t drop any of them. And decide which
balls should I handle first, which are going to have
the best bang for the buck. Because in a small-
startup company you only have a small amount of
resources, and that is people, dollars .and time. And
there is a very limited quantity of those so you have
to decide that "“if you go after everything, you will

. ‘succeed at nothing”. (COMPANY B) .

5.5.2 Communication Across Organizational Layers

During the research, examples were found of NTV's who were using their
codification capabilities as a way of describing their strategic plans cogently. It
- was also beneficial as a way of demonst'rating to the investor that the

entrepreneur is legitimate and aware of strategic issues.

The folldwing N'"fV‘in’;erviewee discusses their multipurpose tool that they use to
explain their strategic plan quickly and visually to potential investors. This
interviewee also suggests that stmply by developing such a document that

© codifiés the NTV's strategy can affect the mvestor S perceptlon of the

entrepreneurs competence:

. this is a tool that I use when I am talking to VC’s
and going-after VC money, ‘If I get $5 million from
- you then all these boxes will begin to happen in
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parallel, if I don’t get it then they are going to
happen in series. (Researcher: How do feel a device
like this affects the reaction from VC’s?) Very
positively, because the VC’s often find that a lot of
technology entrepreneurs try to handle it all in their
heads. And don’t have a really good solid
understanding [of what they are going to do]. They
are excited about what they are going to do, but
excitement does not translate into competency. And so
what this shows is that you have a way of processing
your opportunities, and focusing your energy on those
opportunities which are most likely to provide a solid
return to the investor. (COMPANY B)

Several of our interviewees alluded to—the“ articulation cépabilities of many NTV’s
as belng hierarchical and driven by the entrepreneur, Wthh Is consistent with the

logic presented by Mintzberg and Waters (1985).

Anything a company does to capture and communicate its
Sstrategy is helpful to its successful implementation.
It seems obvious but people don’t seem to get it. The
more elegant thing is to involve people in the
creation of the document, and the creation of the
strategy. But the minimum is to communicate it
downward on a regular basis, because then people have
a frame of reference, and they know what it is they
are there to do. {Industry Expert C)

[At my previous company] we started doing [formal
strategic planning] when we were about 35 people, and
we brought in a facilitator to show us how to do it.
It was a hugely valuable thing.. it made everyone a
participant in-the-broader vision, it regained our
focus on what we were doing, gave everyone a sense of
‘ownership in the process (COMPANY E)

ThlS industry expert talked about a codification process that investors use to
conduct early evaluation of the NTV. This process e'ssentia!ly asks the NTV to
codify their strategic plah and by doing so6 revéal the NTV's bounded rationality. -
This may be common with investors. Since these interviews, the researcher has
discovered other related devices that investors use to facilitate the

cemmunicatio,n of the NTV’s opportunity and demonstrate the limit_s of the NTV’_s
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bounded rationality. Several examples of angel investor networks have
application forms available on their websites that require that the NTV answer
pre-set questions. This is an example of a stage | evaluation procedure

discussed in Chapter 3:

[My previous fund] developed and used a scorecard [for
investment evaluation] and then started to share that
with folk that had called ingquiring about our
investment activity. And we said ‘look this is what
we are looking for, and if you can answer these
questions in your business plan, saying:
o I’ve got' the answer;
"o I don’t have the answer, and I am worklng on
it or; :
o I don’t have the answer and .I need the money
to work on it’.

That’s great and it removes a lot of the risk, because
there is: - ’
.0 What I know I know,
o What I know that I don’t know and;
© What I don’t know I don’t know.

And you want to eliminate the last as much as
p0351ble porofessional investors look.at a range of
things, those things cover the breadth of business
issues they are looking for a minimum strength in each
of those areas; and a significant strength that has
competitive advantage. A scorecard approach would be
a very useful tool for an investee to say ‘hey look
this is how we have develodped ourselves and scored
ourselves’ (Industry Expert B)

5.5.2.1 Internal Communication and Organizational Alignment

During the research, data suggested that poor internal communication about
stratégic issués was a factor that could limit thé grbwth of the NTV. It was also
found that investors consider any strategic plan information asymmetry to be
extremely negative. This industry expert interview suggests that neglecting
capabllltles for internal commumcat:on of strateglc plans can hmlt the scope of

' potentlal success and actas a cap for growth:
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[Internal strategic communication] Depending upon the
skill of the Entrepreneur and the pace of the business
it can run up to about 100 people without great
communication internally. But it will not in my
opinion succeed or remain competitive because it will
not be able to respond fast enough. With only the one
person at the top understanding the framework, it’s a
self limiting situation. However, many successful
entrepreneurial earnings based private ventures can
run that way, but they are not going to continue to
"grow. [The lack of formal communication] does not mean
that they will fail, my experience is that the
opportunity for success is decreaséd and the degree of
success is decreased when there is no internal
communication about the strategic plans. (Industry
Expert C) .

This industry expert and investor interviewees succinctly discusses how investors
evaluate internal -artic;ul'ation capabilities. If the investor receives information that
the management team has differing opinions regarding the strategic plan, they
may perceive this NTV's strateglc logic as dysfunctional and thus an

unacceptable source of risk:

One of the sad things that happens is that companies
will have a document that they are circulating to
investors, that the people inside the organization

- haven’t seen. Then the invéstors will come in and ask
a few questions and it will become apparent to them
that the people are not lined up with that strategy
and that is because they have never read it, let alone
participating in its development.. All you have to do
is to interview five people who report directly to the
president. If what they are saying [about the
strategy] has significant dissonance from what the
bresident says then'you'must-have concern for the-
organization. (Industry Expert C)

If I -talk to the reception and she is talking about
things that are not really that important to the
company it is like 'Well does everybody have this
message is. everyone marching to the same tune?’
Simplicity is.beautiful.. to have the strategy simple
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enough so that everyone can get the general impression
of the company. That is what you want to see. I want
to see that even the receptionist has a reasonable
idea of what is going on. That the programmer has an
idea why the software he is programming is so
important.’ (Investor B)

The other way that [articulation capabilities] affects
[Investment] is if there is not unanimity in the
[Leadership]. The CEO says ‘I think we should go
after automobiles’ and the other guy says ‘yeah well T
think we should go after aerospace’. The VC will go
‘Why do you like aerospace?’ and then he will watch
the face of the CEO (who liked automotive).. and then
they are done and are not getting funding. Any breach
in the uniformity, outside of the room where
[leadership] make those decisions, is deadly.
(Industry Expert A)

5.5.3 As a Framework for updating the Business Plan

This NTV interviewee discusses how they communicate the strategic plan
throughout the organization. They talked about their process of linking separate
corporate objectives together and using that document for updating the business

plan.

We take [our strategy and goal plan] and put that into
the BP [Business plan]..Strategic plans are updated.
every two months, updates are based upon: ‘we did
succeed in this’, ‘we didn’t succeed in this’ and
‘here is how it affects the future’..It is a working
document, that we put onto our intranet and people can
access it.. We have different areas of the business
with strategic plans that are all separate from each
other. We .have a process for linking them together
towards the common vision, we have two people that put
them all together into one document. That one
document is then used to update the business plan.
(COMPANY D) :

5.5.3.1 Building Experience and Capabilities
Zollo and Winter (2002) discuss how the nature of a task affects the

_organizational learning gained. Atticulation capabilities related to strategic
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planning are expected to improve with experience. This NTV Interviewee

discusses the competence building aspect of strategic planning:

I look at my first business plan and I just laugh, its
just hilarious. But it was an absolutely essential
exercise to build the skills and has led to the berson
that I am today. If you never go through that process
you are two years down the road and you have to do a
business plan. Well that is your first business plan,
you have nothing to learn from nothing to build from
and you are not going to get financing, especially
today. You -are not going to have beople who are going
to work for you for more than two years because you
are not going to be a good leader. Even if you have
the best idea in the world, without a plan [and the
ability .to plan] its going to be a fraction of what it
could have been. (COMPANY D)

Startups and Entrepreneurs [should] take this approach
earlier, because they inevitably will get forced into
it; by an investor, by a VC, or by the hard knocks of
reality, they get forced into it. But if they do it
sooner they will make more efficient use of their -
resources in the earlier stages of the progect
(COMPANY B) .

In early NTV’s the creation of strategic plans is ‘seen as a means for accessing

resources rather than a process with inherent value:

Unfortunately with many early-stage companies they see
.the drafting of the document as the item rather than
the development of the strategy. The draféing of the
document often leads to the thought process that is
necessary for them to develop their strategy.
[Codification] helps founders separate out ‘What
exactly are we going to do’ and the second thing is .
'‘How are you packaging that for the outside world’.
Many of them.are driven by the packaging for the
outside world [versus an opportunity to -develop their
articulation capabilities]. (Industry Expert C)

72



When it comes to the knowledge benefits gained from articulation capabilities

there is a possibility that the newer NTV's gain a proportionally greater amount of

knowledge, due to the dearth of initial information. Therefore, even though

articulation capabilities may be less formal in early ventures, they may have a

more dramatic impact upon the NTV’s knowledge base because the assumptions

of the NTV could poorly reflect reality:

[Organizational 'learning] may happen faster with a
young company because it starts with such a dearth of
information, and picks up so much information -in a
hurry. (Industry Expert B)

The more we do this we become more focused in certain
protocols and certain areas of the sales process.. We
probably redefine our goals on a monthly basis, so we

do it a lot.

We can be more tangible as we have

success 1in various markets and experience sales..
Understanding of a ‘niche helps us to make our -goals -
more tangible and realistic (COMPANY D).

Table 8 : Articulation Cépabilities and NTV Performance

How Articulation
capabilities Affect
Performance

Entrepreneurs

Investors -
Industry Experts

_ Loss of Flexibility

- Effort placed into strategic plan codification may

'| reduce the entrepreneur’s willingness to adjust

strategic plan

Significant Opportunity
Costs

- Integrated strategic planning may be beyond
the NTV’s capabilities

- Energy and attention may be better directed at
developing other capabilities such as sales or
financial mahagement

Strategic Focus

- Strategic focus is
essential and is a
problem for many
young NTV's

- A codification
capability can be used
to focus and manage
resources

- | - The typical NTV can get distracted from their

overall goals
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Communication across
organizational layers

- A codification
capability can be used
to communicate with
investors and may
positively affect the
perceived legitimacy of
the NTV

- Involving the staff in
the creation of strategy
gave the staff a sense
of ownership,
participation and
helped to regain
strategic plan focus.

- Investors sometimes use a template for .
potential NTV's to describe their opportunity (i.e.
use codification). This template communicates
the NTV's strategic plan to the investor and can
communicate areas of bounded rationality (i.e.
lgnorance) of the entrepreneur on strategic
issues.
- Anything a NTV does to capture and
communicate strategy is useful.
- Capturing and communicating strategy is often
overlooked in NTV's
- Communicating the strateglc plan on a regular
basis from the top-down is a minimum
requirement because it gives staff an
understanding of their role

Involvmg the staff in the creatign of the strategnc
plan is more elegant process .

|
|

Internal Organizational

- Lack of capabilities for communicating the

strategy can be a limiting factor for NTV growth
- It is a major concern for investors if the

leadership of the NTV demonstrates dissonance

Alignment around their understanding of the strategic plan
- Investors like to see that everyone in the
organization basically understands the current
strategic plan
-| - A codification
capabilities is used to
track the current
Updatmg;lr;busmess implementation of the

strategic plan and is a
framework for updating
the business plan

Creation of experience

- Building a business

plan early is the key to

gaining experience

- NTV’s should develop
their articulation
capabilities early
because they will be
forced into it eventually
by either an investor or
by the demands of.
reality

- Many NTV's view the creation of a strategic
document as only a means to access resources
and overlook the benefit of the development of
strategic planning capabilities

5.6 Summary

In this chapter thé résearch findings were presented answering the research

questions: what do articulation capabilities look like, how do articulation
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capabilities develop in NTV’s, and what are the hazards and benefits of
articulation capabilities for NTV's.

Verbalization capabilities were found to be quite variable in terms of their
formality and regularity. Most NTV's had regular strategic meetings with the lead
management or even the entire staff. Verbalization activities were catalyzed by
the perception of a Strategic gap. Codification capabilities were found to be rare
. in early stage NTV’s. The investment cycle was described as a major catalyst for
codification abilities. . Some of the codification capabilities found in NTV's were
used to describe the strategic plan for internal stakeholders and external
stakeholders. Cogent codification of the NTV's strategy is a highly desired
attribute by investors. Feedback capabilities were found to be simple outcome
measures in NTV's. The main feedback mechanisms were the achievement of
strategic targets, contact with customers and interaction with the board of

directors.

The constructs that affect the development of the articulation capabilities were 1)
the size of the NTV; 2) the entrepreneurial experience of the entrepreneur and; 3)

the involvement of investors.

There'were s_‘qme unexpected suggestions about how articulation capabilities
affect an NTV's performance. Codification capabilities were a potential risk
against organizational flexibility in an immature NTV. The sunk codification costs
could creat resistance to emergent strategy. Purposefully devel.bping'articulation
cepabilities may overshadow more important activities and thus have an
unacceptable opportunity costs for the NTV'. The NTV may be better served
spending the energy/money/time developing capabilities for managlng money or

developing customers.

" With the development of any ability or routlne there is a certam causal ambiguity about the
outcome. Thus truly understandmg the opportumty costs may- prove difficult to understand.

5.



On the positive side, articulation capabilities were found to be useful for
integrating strategic perspectives, keeping the NTV focused upon achieving their
objectives, creating a document for updating the business plan as required, and
articulation capabilities provide valuable learning opportunities. Articulation
capabilities are useful for increasing the understanding of the strategic plan
within the organization. If an investor suspects that the staff of the organization
does not understand the strategy it can be fatal in the investment decision.
Codification capabilities were useful for describing strategic issues to investors
and efficiently updating the business plan of the.NTV. In addition, codification_
capabilities identify the NTV's bounded rationality, as codification reveals the -

entrepreneur’s understanding of strategic gaps.
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| Chapter 6 Analysis and Conclusions

The purpose of this chapter is to review the main findings of this thesis, to

discuss theoretical and managerial implications, and to discuss further research.

6.1 Review of Thesis

Chapter_2 introduced the resource-based view (Penrose, 1959; Wernerfelt, 1984;
Barney, 2001 )', dynamic capabilities view (Dierickx and Cool,1989: Teece ef al.,
1997, Eisenhardt'and Martin, 2000),. strategic plan concepts (Mintzberg. and
Waters, 1985; Kaplan and Norton,2001) and stratégic logic concepts (Sanchez
and Heene, 2002). Articulation capabilities were introduced as the NTV's
capabilities for verbalizing, codifying and collecting feedback on the strategic
plan. Articulation capabilities affect the performanqe of the NTV by encouraging
- the NTV to challenge éssumptions, to make the strategic hypothesis explicit, to

encourage communication and to identify strategic gaps.

Chapter 3 introduced the new technology venture, its pattern of growth and the
relationship it has with a key providér of resources, the investor. Investors
indirectly affect the emergence of articulation capabilities by requiring the NTV to
posses a certain level of articulation capabilities during the evaluation phase.
Investors can directly facilitate articulation capabilities by contributing resources
and supplying or demanding information that facilitates the development of

articulation capabilities.

: In this thesis, we have introducéd several concepts that ar_é reléted to the
dynamic capabilities'and resource flows of the NTV. The strategic plan is part of
the strategic logic of the NTV and refers to the hypothesis of the NTV. The term
articulation c__apabilities refers to three components of strategic logic that affect

the development and implementation of the strategic plan. T_hey inclqdé )
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verbalization capabilities (discussing the strategic plan), codification capabilities
(writing out the strategic plan) and feedback capabilities (collecting information
about strategic plan performance). Articulation capabilities are extremely
important to NTVs as they affect the implementation of the strategic plan and the

involvement of investors.

Chapter 4 presented the research methodology. This thesis used key informant

interviews to explore the following topics:

« What do articulation capabilities look like?
e What are factors that affect the emergence of articulation capabilities?

» How do articulation capabilities affect the performance of the NTV?

Qualitative data was.collected through a series of semi-structured interviews with
three groups: Entrepreneurs, Investors and Industry Experts. The data collected
in these interviews'was used to expand our knowledge of articulation capabilities
in NTV’s and to generate theory that can be used as a foundation for further

research.

Chapter 5 presented the findings from the research. When examining the query
‘What do articulation capabilities look like?’ the results suggest that the scope
and thoroughness of these articulation capabilities can vary dramatically. The
research found that articulation capabilities were generally mformal and were
driven by perceptlons of a strategic gap, as suggested by Gersmk (1994).
However, there were also formal articulation activities in most NTV’s in the form
of regular strategic planning meetings with their leadership. It is not known how
. formal the articulation process is within those meetings. Cédification capabilities
were common in NTV's that were in the evaluation or engagement phase of the
investment cycle. This reinforces the éuggestion that the investment cycle is a
significant catalyst for the initial development of codification capabilities (Stone

and Brush, 19965’. Feedback capabilities are largely outcomé measures related . '
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to achievement of a pre-set goal. Investors and the NTV's board of directors
were important sources of feedback when it came to assessing the strategic
assumptions underlying the strategic plan. Additional sources of feedback
included customers and industry analysts.

When examining the topic of ‘What affects the emergence of articulation
capabilities?’ the results suggest that there are several main factors;
entrepreneurial experience, involvement of investors and the amount of

resources that are accessible to the NTV (i.e. size).

» The entrepreneur’s experience in previous entrepreneurial efforts affects their
abil'ity to develop articulation capabilities and/or the importance attached to
developing articulation capabilities. It is believed that experience plays a role

in the succinctness of articulation and codification of the strategic plan'.

e The investment cycle catalyzes the NTV's articulation capabilities in two
Ways, indirectly and directly. Investors indiréctly affect articulation capabilities
because NTV’s must develop a minimum level of articulation capabilities in
order to be evaluated. Investors directly affect articulation capabilities post-
invesfment through the contribution of intangible resources (i.e. such as
mentoring); through governance demands (e.g. demanding progress reports);
and by contributing tangible resources that facilitate NTV growth (e.g. an
investor provides $1 million which is used to grow the NTV s staff, The NTV
will need to develop articulation capabilities to commumcate the strateglc plan ‘
to the staff.)

o The size of the NTV affects the develo_pmeni of articulation capabilities in two

ways. 1) As the NTV grows it has more resources to support articulation.

2itis possmle that the succinctness of articulation and coduﬂcatlon will affect the investor’s
perceptlon of experlence as well.
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capabilities and 2) As the NTV grows the effective management of the

resources requires the development of articulation capabilities.

The final query investigated in this thesis was “What are the perceived hazards
and benefits associated with articulation capabilities”. NTV’s must ensure that
the pursuit of articulation capabilities does not overwhelm initiatives that may be
crucial to NTV performance (e.g. ‘let’s rewrite our business plan instead of
following up that customer lead’). Another hazard to be aware of is codification
may cause resistance to emergent strategies (e.g. an inexperienced-NTV may
resist an appropriate.change to their strategic initiatives if they spent 100 hours
codifying their current strategic plan). On the positive side, articulation
capabilities can reduce a major hazard resulting from poor an understanding of
the strategic plan. Such a poor understanding can affect the NTV directly (i.e.
can lead to poor strategic plan execution) and indirectly (i.e. investors assess the

NTV awareness of the strategic plan)

6.2 Implications

6.2.1 Theoretica/ Implications

This research has provided some }nsights into the theoretical role that articulation
capabilities play inside an NTV and in the interaction between the NTV and
external providers of resources. We suggest there are two main theoretical

implications from the research:

1- Articulation capabilities are factors that affect dynamic capabilities and
resource flows and; '
2- Articulation capabilities may provide the NTV a source of competitive

advantage.

Articulation capabilities affect resource flows by affecting the invol'vement of. .

investors. Thus, 'tkhey are an important aspect of understanding the early flow of
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resources into the NTV. If articulation capabilities are below a certain threshold,
or more accurately are perceived by investors to be below a certain threshold
then the chances of investor involvement (and the accompanying resource flows)
are likely to decrease. Furthermore, evidence suggests that articulation
capabilities affect the creation and implementation of strategic plans in NTV's.
Since the content of the strategic plan affects the type of resources sought by the
NTV it follows that it affects resource flow and dynamic capabilities. Supporting
this line of thought is the model of Sanchez and Heene (2002) which identifies

. the capabilities of the entrepreneur to create a strategic plan as a factor affecting |

organizational flexibility.

Secondly, NTV's in the early stages with well-developed articulation capabilities
are atypical (remember that the NTV’s examined in this thesis were selected for
their learning potential and thus were believed to possess above-average
articulation capabilities). This suggésts that well-developed articulation
capabilities in early-NTVs may be a source of competitive advantage over other
NTV's that are seeking financing from the same venture pool. Thus, articulation
capabilities may constitute a valuable, rare resource in this context. However,
articulation capabilities are not necessarily a source of sustainable competitive
"advantage because articulation capabilities are’ expected to emerge as'NTV's
survive and learn (Zollo and Winter, 2002). Thus, articulation capab@lities are not
exclusive and are replicable. Still, they may be a source of differentiation in the
eafly—stages of a NTV's life (Powell, 1992b).

6.2.2 Managerial Implications

This section discusses some of the managerial implications that have resulted
from this research. This section is le|ded into three parts: benefits of developlng
articulation capabilities, hazards of developung articulation capabilities, and a

methodology for NTV's to develop articulation capabilities.
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6.2.2.1 Benefits of Articulation Capabilities

There are obvious benefits to cost-effectively developing articulation capabilities.
Directly, they influence the content and implementation of the strategic plan.
Furthermore, by collecting information and challenging assumptions they can
also affect the emergence of new strategic plans. Indirectly they can affect the
flow of resources by affecting the relationship with the investor. Our research
suggests that articulation capabilities can affect the investor's perceptions of the

NTV's legitimacy and competence thereby affecting their involvement.

* Articulation capabilities, by definition, affect the understanding of thé strategic |
plan across organizational layers. This can affect the NTV in two important

"ways. Firstly, any peréeption.by an investor that the leadership of the NTV is not
in alignment in terms of the content of the strategic plan usually causes the
investor some concern. Investors reportedly like to know that the strategic plan
is simple enough to be understood throughout the organization. Secondly,
research has suggested that internal alignment itself can be a rent-producing
factor (Powell, 1992a). This follows the logic that a strategic plan cannot be
implemented effectively if it is not understood, and it cannot be understood

unless it is clearly communicated (Kaplan and Norton, 2001).

Simple codification capabilities that can be easily updated to reflect emerging
strategic plans may prove beneficial to an NTV: Specifically, such codification
can provide a framework that can be used for updating the business plan and
insuring its flow of logic. IH addition, such codification can be used to describe
strategic plans across the organization and to investors. For example, if the
'strateg|c issues facing the NTV are codified lnto a simple document it can be

used to focus discussion during meetmgs

Cost effectively developirg articulation capabilities may be difficult for the
entrebreneur achieve, partly due to the causal ahwbiguity of their effprts_ (Zollo

and Winter, 2002). For example, mo'nitoririg the performance of"a venture
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(involving data production analysis and presentation) can be costly and
oppressive to an entrepreneur (Sapienza and Korsgaard, 1996). However,
young NTV'’s need to realize that these capabilities are necessary to grow and to
access resources. Path dependency concepts suggests that developing such
capabilities earlier through intentional consistent effort will result in a higher stock
of the capability to draw upon when needed (Dierickx and Cool, 1989; Teece, et
al, 1997; Eisenhardt and Martin, 2000).

6.2. 2 2 Hazards to Developmg Articulation Capablhtles

NTV’s should be aware that the development of artlculatlon capabllltles does not
come without risk. There are other activities that an NTV must address that
should not be overlooked in the pursuit of articulation capabilities, such as
financial control capabilities and sales capabilities. Furthermore, NTVs should be
aware that the content of their strategic plan needs erxibiIity. Since codification
capabilities involve significanf effort (Zollo and Winter, 2002). NTV's-should not
cognitively resist al'tering their stretegic plan because of any sunk codification

costs.

© 6.2.2.3 Methods for Developing Articulation Capabilities

The effectiveness of capability learning efforts is affected by the nature of the
given task; its frequency, its homogeneity, and its degree of causal ambiguity
(Zollo.and Winter, 2002). Given the findings of this research and our
understanding of articulation capabilities; we believe that a tool for assisting the
development of articulation capabilities may be of benefit to some NTV's'. |
Specifically, we suggest that NTV's examine a tool developed by Kaplan and
Norton called the balanced scorecard In essence, the tool provides a framework
for a venture to codify its strategy. The codification makes the hypothetical links

between knowledge, organizational processes, customers and financial
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performance explicit. As the scorecard is reviewed and updated by the venture

the hypothesis can be easily updated and feedback capabilities added.

By adding a balanced scorecard process in an appropriate manner the NTV may
be able to affect the frequency, homogeneity and causal ambiguity of the

articulation capability development process and thus, its effectiveness. Industry
Expert B used the balanced scorecard approach with the early-stage NTV's they

worked with and had this to say:

. [The Balanced. Scorecard] does a few things, one is
that it educates the founding management into the
various 'issues that have to be managed concurrently
within the company and-to insure that those issues are
aligned. The second thing is that the Balanced
Scorecard (in my opinion) has been very effective for
operationalizing strategy, putting some specific focus
and specific goals and objectives to the work of a
business. So we use it a lot, it is very well
received there is a bit of-a learning phase to
implementation, but it is all good. (Industry Expert
B)

The ability of the NTV to utilize a tool like the Balanced Scorecard will be affected
by their existing articulation capabilities and the cognitive openness to adopting
new business processes (Sanchez and Heene, 2002). It is entirely possible that
-that adopting a tool like the Balanced Scorecard in an NTV méy act as a catalyst
- for the development of articulation capabilities, by providing an existing

framework for the NTV to use.

6.3 Model.of Articulation Capability Develo_pment in a
"Hypothetical NT_V -

To describe the bath of Articulation Capability development in a NTV we bresent :

_a model that represents the.‘s'ophistication’ of articulation capabilities in a

hypothetical NTV. We define the term sophistication as the upper level of a scale

." Of course there are other mechanisms that are very effective in developing capabilities in new
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describing the level of competence in utilizing a capability. This concept of
sophistication is built upon the concept Winter (2000) presents in his paper on
capability learning. He suggests that when it comes to capabilities it is not a
matter of whether or not an NTV possesses a capability or not, it is a matter of
degree. Furthermore, Winter (2000) suggests that there is a decision to be made
when deliberate investments are being made to develop a capability in a NTV,
the point being that at some point the NTV will believe that they have
satisfactorily developed the needed capability and that further investments are no
longer required. The reverse is conceptually true, and perception of a deficiency.

in a capability will inspire the NTV to begin development of the needed capability.

The model that is presented below describes how an NTV's articulation
capabilities increase in sophistication in relation to several key events relating to

their growth and the involvement of investors.

The X axis in the model represents time. The Y axis represents sophistication of
the articulation- capabilities. The trajectory of line represents the overall
sophistication of the articulation capabilities in the hypothetical NTV.

We assume in this model that the NTV is pursuing an technological opportunity
that is of interest to investors and that the NTV is remains_goihg concern. We
also assume that the NTV bégins with a deficiency in articulation capabilities,

perhaps due to an inexperienced éntrepreneur composing the strategic logic.

Generally the line slopes on a trajectory upwards, this represents a gradual
increase in articulation capabilities that occurs due to organizational learning.
This slope will theoretically become steeper if the NTV intentionally develops
articulation capabilities in a cost-effective manner versus a laissez-faire

approach.

ventures, such as.mentoring (Chrisman et al.,'2003)'.'_
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In some NTV's there are two discrete events that significantly affect the trajectory
of articulation capability development. Both of these events are related to the

involvement of investors.

The first event A is the Entrepreneurs realization that they require outside
financing and that investors require a level of sophistication before they will
evaluate the NTV. The rate of articulation capability sophistication increases as
the NTV focuses upon developing their strategic plan and their ability to present it

to investors.

The second event B is the point where the investor becomes engaged with the
NTV. The trajectory of articulation capability sophistication increases again due
to the demands the investor places upon the NTV and the increased growth that

occurs with the infusion of tangible and intangible resources.

Figure 6 : Mbdel of Articulation Capability Sophistication in a Hypothétical NTV

o

This rudimentary model describes how articulation capability sophistication

increases over time, reflecting increases in organizational learning and the
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accumulation of experience. It also suggests that the involvement of outsiders,

such as investors, also affect the sophistication of articulation capabilities.

6.4 Further Research

In conducting future research it is suggested that several modifications to the

current research methodology be made. The current research methodology was
sufficient for developing a grounded theory of articulation capabilities. However
to expand and confirm the validity of the theory a more robust approach to the
data collection is proposed. The modifications fall into two general categories:

data collection methods, and subject selection.

6.4.1 Revisions to Data Collection

It is suggested that future research expand the data collection methods beyond
key informant interviews. Self-reported data from interviewees is a technique
that has some important weaknesses. lntervieWs are weak because they are
subject to biases resulting from poor questions, response bias, weak recollection -
and the interviewee may express what they think the interviewer want to hear

versus what is the actual case (Yin, 1994; p.80).

Future research methodology could collect evidence of articulation capabilities
through examination of physical a(tifécts utilized by the NTV. By adding an
examination of documentation to the interview method further research could
provide a much richer collection of data for analysis. This data is valuable
because it is stable, uﬁobtrusive (it exists prior to étudy), and it is insightful in.t_o
NTV culture and operations. This data source is weak because it may be difficult
to éccess and selection may be biased (Yin, 1994).. Examples of this data could
" include an examination of the NTV's business plan, schedule of strategic'l
planning meetings, and detailed examination of any parallel strategic planning
documents or tools. Documents can be used to corroborate evidence that is

gathered from other sources (Tellis, 2002).
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Another improvement to the present studies data collection methodology would
involve direct observatior of the articulation capabilities in the NTV's. This data
source is advantageous because it covers events in real time and provides a
context to the event. Some of the drawbacks to direct observation is that it is
time-consuming, it can be expensive and the presence of the investigator(s) may

influence subjects (Yin, 1994).

6.4.2 Revision in Subject Selection

The current research used a judgment sample of NTV’s, investors and.industry
experts who were chosen for their ability to contribute to the theory and their
accessibility to the researcher. In future research a longitudinal study could -
begin with a selection of NTV's that are beginning the evaluation phase of the
investment cycle. The study would collect data over time as the relationship
between the NTV and the potential investors evolved and blossomed into the
engagement phase. At that point the NTV-Investor dyads becomes the unit of
analysis, much like the study conducted by Sapienza and Gupta (1994). This
would allc_Jw research to focus in on a set of articulation capabilities, yet still allow

triangulation by using data from different sources.

Additionally, the emerging theory would be more robust if NTVs that choose not
to involve outside investors are also examined.” The comparison between these
NTV's and NTV’s with investors may reveal worthwhile insights into the

articulation ability process in NTV’s.

6.5 Conclusion

Articulation capabilities are an important firm- -specific aspect of an NTV that
affects access to the resources needed to create and implement their strategic
plan in a dynamic environment. This research suggests that there are good
reasons to believe that articulation capabilities are important for developing and
communicating the nuances of the strategic plan across organizational layers,

thereby affecting resource flow and dynamic capabilities. Furthermore, there is
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reason to believe that investors have minimum thresholds for articulation
capabilities for the NTV's with which they wish to be involved. These thresholds
vary widely as investors are a heterogeneous group who, in many cases, are
aware of the fact that they will be facilitating the development of their articulation

capabilities.

Many NTV’s struggle with articulation capabilities that negatively affect their
performance. It is suggested that future research delve deeper into the
phenomenon of articulation capabilities in NTV so that insights into the process

may gained and diffused into the next generation of NTV's.
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Appendix A : Research Instrument

Obijectives
The purpose of this research instrument is examine the in use processes for

measuring, describing and creating strategic objectives (with a particular focus

on non-financial). This instrument is divided into four parts.

The objective of part 1 is to assimilate demographic information about the

venture.

" The objective of part 2 is to explore the ventures strategic planning cycle, which
refers to processes for:

determining objectives,

measuring objectives and/or assimilating feedback,

describing objectives to stakeholders (both internal and external),
the cause-and-effect linking of objectives (understanding the role
the objective plays in the path to profitability)

reassessing strategy and testing assumptions.

e The involvement of investors on the strategic planning and
measurement process

Introduction to Subject
Academic purpose of study
e Master's thesis project
e We are studying the action of scorecarding in early-stage Alberta
technology ventures. ‘By scorecarding we are referring to the
organizational systems present for measuring, managing, describing and
targeting strategic objectives.
» The focus of this project is on the non-financial
Include goal of trying to figure out HOW early-tech entrepreneurs should
be measuring non-financial strategic performance cost-effectively. '
Consent form o
Is it OK to record?
They can stop at any time
This is a DRAFT questionnaire

Part 1: Demographics. .
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Date:

Company name and URL:

Interviewee:

Position within company:

New Venture Experience: (None, 1, 2, more than 2)

Worked in ___ new Ventures
Founded/Co-founded ___ new Ventures (Including this venture)
Invested in __ new ventures

Number of months (or years) with current venture

Description of Business:

Get from web page before interview summarize in 2-3 sentences and confirm with interviewee.

Stage of development )
What is the next level of professional outside financing for this venture?

- A-First round
B-Second round
~ C-Third rouhd or greater

How many employees (including contract workers and consultants) does this

venture have?
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1-5
6-25
25+

Part 2: The Strategic Planning Cycle

Vision: What we want to be]

Strategy: Our Venture’s Game Plan]

|Ariculation Capabilities: Devices for implementation, description, measurement,

focus and reassessment

Strategic Initiatives: What we need to do J

Section A: Goal Setting and Strategic Education
Please describe the process in your venture for creating strategic goals? How

often? Who is involved?

. Please describe how you insure that all employees understand the current _
strategy of the venture. What devices are used to describe the strategy to your

employees?

Section B: Goal Integration and Linking

.During your strategic planning do you specifically link your goals together?

Section C: Formality of Strategic Planning
Are the strategic actions in your venture based on formal plans or-intuitive plans?-

And why d_o you feel this wa_y?
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Section D: Sensing, Measurement and Analysis

Please describe your venture’s procedure for anticipating and detecting
differences between your plan and actual performance? How is your strategy

reviewed?

Please describe your strategic planning meetings? (May be covered in part A),

are they regular and formalized?

Please describe any documents that your venture has outlining plans and

objectives for the next 12 months or more?

How do you measure progress towards your goals and achievement of your

strategy?

Section E: Involvement of Investors

How did the involvement of investors affect the way in which you develop

strategy?

How did the involvement of investors affect the way in which you measure

performance?

Please describe how you insure that all VentureACapitalists (and/or Angels)
understand the current strategic objectives of the venture. What devices are -
used to describe the strategy to your Venture _Capit_ali_stg (and/or Angels)?
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How would the formal strategic planning process be beneficial to a small start-up
technology company and how would the process have an impact on financing.

Part 3: Strategic Planning Scale

Please indicate on a scale of 1-5, the ACCURACY of the following statements
concerning your strategy-making activities. The scale is as follows:

1=Not at all accurate :
3=Somewhat accurate

5=Very accurate

Section A: Goal Setting and Strategic Education

We have broad long-range goals known to all our staff
1 2 3 .4 5

We have specific short-term goals known to all our staff
1 2 3 4 5

Section B: Goal Integration and Linking

We have a process for linking our goals together in a cause and éffect chain
1 2 3 4 5

We have a document that describes our goals in a cause and effect chain
1 2 3 4 -5

Section C: Formality of Strategic Planning 7
Our venture’s actions are based more upon formal strategic plans than upon
intuition

1 2 3 4 5

Section D: Sensing, Measurement and Analysis

We hold regular meetings to discuss and evaluate our overall strategy
' 1 2 3 4 5

We have an explicit document that outlines our goals and initiatives for at least

the next 12 months
1 2 3 4 5

We have a process for measuring our progress towards our goals
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Section E: Involvement of Investors

Our investors have had a major impact upon our strategic plans
1 2 3 4 5

Our investors have had a major impact upon the process for formulating strategy
1 2 3 4 5

Our investors have had a major impact upon the process for measuring

performance
1 2 3 4 5
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Appendix B: Consent Form

Consent Form - Study on Strategic Planning in New Ventures

This research project involves the questions of: 1) how strategy is measured,
managed, described and reassessed in early-stage technology ventures in
Alberta 2) does this process affect an investors decision to invest. The project
will investigate how early-stage technology ventures approach the process of
strategic planning, including how an equity-based alliance with an investor can
affect the strategic planning process. To what extent - and in what ways — does
the process of managing venture strategy affect an investors decision to invest?
You are being asked to participate because of the involvement.of your
organization in early-stage technology commercialization process. While there
will be no immediate benefit to you for participating in this study, the goal of this
research is to gain insights that can be applied to foster successful research
collaboration in the future. We will be pleased to provide you with a copy of
resulting outcomes from this project.

We are asking you to help by consenting to an interview. These interviews will
be scheduled to meet your time constraints. The interviews will, with your
permission, be recorded on audiocassette.

Please note that all information gathered from you will be treated a confidential.
Your participation is strictly voluntary and we assure you that neither your identity
nor that of your organization will be revealed by us in any presentation or
publication that result from this research without your written permission. If you
have any questions regarding the study, please feel free to contact the principal
investigator. :

L, , agree to participate in the study
outlined above. My participation in this study is voluntary and | understand that |
may withdraw at any time. Should | withdraw, all information collected will be
destroyed.

Participant's signature

Researcher's signature
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Date

Date

Principal investigator: Terry Ross, MBA Thesis Candidate, Innovation and
Entrepreneurship program.
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