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Presentation Goals

1. Highlight the value of legal knowledge to the organization
— Empirical studies of the Chief Legal Officer (CLO) & CEO with a law degree (LCEQ)
— Evidence-based findings about why legal knowledge is important for companies

2. Explore how legal knowledge can be a source of strategic advantage

— Introduce five ‘pathways’ of legal strategy: Avoidance, Conformance, Prevention, Value,
Transformation

— Examples of legal strategy in action (sexual harassment, intellectual property rights)

3. Show how firms can elevate their strategy from one pathway to the next
— How to respond if a department is avoiding legal mandates
— How to change the culture of the organization toward a strategic approach to law
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Stereotypes of Legal Experts

* Quick to reject - Department of ‘No’

-

« Anti-entrepreneurial - Where good ideas go to die

For

* Unnecessarily risk-averse - does not understand the business or everyone’s
its goals -

o safety,

« CEO of US retailer: “Law school consists of taking normal people | please
and getting them to worry about what no sane person would worry stay in
about.”

your lane

« CEO or CFO to corporate counsel: “Stay in your lane.”



Stereotypes of Legal Experts

Slow to act: “What's the difference between a good general
counsel (GC) and a bad GC? A bad GC can let a decision drag
out for several months. A good GC can slow the decision even
longer.”

« Fixated on arguing: “Arguing with a GC is like wrestling a pig in
mud. Sooner or later, you realize the pig likes it.”

 Little relevance to strategic questions

« We will challenge these stereotypes with a new vision of legal
experts and legal knowledge

FREE LEGAL ADVICE. §
TAKE ANUMBER

 Legal knowledge is the last great untapped source of
competitive advantage in the modern organization
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The Value of Legal Knowledge

« How to measure value with data?

« Salary of Chief Legal Officers (CLOs)

— Compared CLO salaries when top 5 highest paid in the organization vs. CLOs not so highly paid
— Required disclosure by US securities laws; Salary as proxy for value
— Question: Do CLOs who are in this top 5 highest paid category impact organizational metrics?

« Small differential to test
— Small differential (very good CLOs vs. best CLOs)

« Would scholars even find any results?
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Elite CLOs positively influence firm metrics (1 of 2)

Increase in overall company stock returns over time (1% over two-year period)
— Increase larger when the company subject to a class action lawsuit (3.5% over two-year period) (Bird, Borochin & Knopf, 2015)

Management earning forecasts are more accurate, more cautious, and less biased wak, ro & suk, 2012,
Bamber, Jiang, & Wang, 2010)

Reduced incidents of fraudulent financial reporting (Hopkins, Maydew, & Venkatachalam, 2015)
— More aggressive accounting practices, but restrained to prevent legal violations

50% reduction in compliance failures morse, wang & wu, 2016)
— Measured by agency (SEC) investigations and allegations

32% reduction in monitoring failures orse, wang & wu, 2016) UGUNN
— Measured by securities class action litigation frequency SCHOOL OF BUSINESS
— Monitoring less effective when CLOs are paid by equity incentives BHBINESS ERw




Elite CLOs positively influence firm metrics (2 of 2)

* Lower risk of stock price crashes wamun, saiachandran, etat. 2021)
¢ RedUCed |nS|der tradlng Of Company SeCUFItIeS (Jagolinzer, Larcker, & Taylor, 2011)

e Lower price of audit services (Abernathy, Kubick & Masli, 2012)
— The higher the costs of audits, the more likely firm is under threat of litigation

* Fewer securities class action lawsuits overall s aviv, 2024)
— Market reactions less negative, shorter lawsuit duration, more likely settlement approved by a court
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Lawyer-CEOs: Is a CEO with legal training more effective?

When a firm is led by a lawyer-CEO (LCEQ), corporate litigation declines (xenderson etal. 2023)
— 16-74% less litigation depending on litigation type
— Antitrust, contract, employment civil rights, intellectual property, labor law, personal injury, and securities law

Firms with LCEO spend less on litigation, settle less often when sued, lose less often when cases
went to court

LCEQ’s improve firm performance in high growth and high litigation industries

Evidence-based support for the value of legal knowledge in organizations
— Lawyers, compliance professionals, contract experts, anyone with legal expertise
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Presentation Goals

2. Explore how legal knowledge can be a source of strategic advantage

— Introduce five ‘pathways’ of legal strategy: Avoidance, Conformance, Prevention, Value,
Transformation

— Examples of legal strategy in action
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What is law and strategy?

« Deployment of legal knowledge in a way that generates value for the organization
— Value protection — protection of acquired value (from loss through litigation, government penalties, etc.)
— Value creation — generation of new value, ideally a sustainable competitive advantage

« Firms follow one or more of five ‘pathways’ when interacting with legal environment that create
differing levels of value

« List five pathways and key attributes:
— Goal: what is the purpose of the pathway?
— Knowledge level: How sophisticated is managers’ understanding of the law?
— Perception: How do managers view the law?
— Regulators: How do managers view regulators and government?
— Role of Legal Experts: What is the role of legal experts in the company?
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Legal Knowledge as a Source of Competitive Advantage:

Avoidance and Conformance Pathways

« Avoidance — Contempt for compliance values and rule of law
— Goal: circumvent legal obligations; exploit loopholes
— Knowledge level: Limited — how to avoid rules
— Perception: Managers perceive law is a barrier to growth
— Regulators: Managers perceive regulators are hostile adversaries
— Role of Legal Experts: Defender — fight litigation and government enforcement

« Conformance — Fulfill minimum legal requirements
— Goal: checkbox compliance; do as little as possible
— Knowledge level: Technical — how to comply with legal requirements
— Perception: Managers perceive law is just a cost of doing business
— Regulators: Managers perceive regulators are indifferent rule makers
— Role of Legal Experts: Monitor — Ensure compliance rules; policing function
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Legal Knowledge as a Source of Competitive Advantage:

Prevention and Value Pathways

* Prevention — Proactively deploy business solutions to solve legal problems
— Goal: Solve legal problems before they arise
— Knowledge level: Functional — Requirements within scope of responsibility
— Perception: Managers perceive law is a requirement for free and fair markets
— Regulators: Managers perceive regulators are rational standard setters
— Role of Legal Experts: Policymaker — develop policies and practices that guide the organization

« Value — Value protection and creation
— Goal: Generate value from legal knowledge
— Knowledge level: Informed — how to create and preserve value
— Perception: Managers perceive law is a source of value creation and capture
— Regqulators: Managers perceive regulators as valuable market creators
— Role of Legal Experts: Partner — Collaboration with managers toward business goals
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Legal Knowledge as a Source of Competitive Advantage:

Transformation Pathway

« Transformation — Legal knowledge is a strategic asset
— Goal: Change company culture or redefine firm’s characteristics or market position
— Knowledge level: Strategic — Fully engaged in strategic decision making and execution
— Perception: Managers perceive law as an essential asset of the organization
— Regqulators: Managers perceive regulators as potential partners in co-creation of standards
— Role of Legal Experts: Strategist — Cooperatively pursue sustainable competitive advantage

« Examples of pathways of legal strategy in action
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Responses to Sexual Harassment

 Avoidance response  Value response
— Training: none — Training: legal and management partnership
— View complaints skeptically — Stopping sexual harassment responsibility for
— Prioritize employee value everyone

— Culture of diversity and respect attracts employees to
work for the company

- Conformance response — Employees are more productive and loyal to the
— Training: a formality organization

— Passive approach; do the minimum

— Cost benefits by complying as cheaply « Transformation response

as possible - _ _
— Training: firm-wide cultural change
] — Redefine the organization as one that completely
* Prevention response erases discrimination based on gender
— Training: significant and meaningful — Fair access to career growth & networks, equal pay, no
— Firm policies specifically directed glass ceiling etc.)
toward stopping sexual harassment — Allow employees to reach their highest and most

— Stop harassment before it starts productive potential UCONN
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Management of Intellectual Property Rights (IPR)

Avoidance response
— Use other’s IP without paying
— Fight all lawsuits

— Use size to pressure rivals to stop enforcing their IP
rights against them

Conformance response
— Technical filings and administration
— Enforce rights only when necessary
— IPRs passively managed

Prevention response
— Training to stop accidental infringement
— Spot others infringement of intellectual property rights
— Proactive efforts to avoid disputes

industrial pr otection trademark

/l\ /’ brand

- &INTELLECTUAL’N
PROPE RTS’ patent

secrets
hcens,ng \Z | S invention
infringment copyright
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Management of Intellectual Property Rights (IPR)

Value response

Intellectual property management system
Prioritize licensing and monitoring
Intellectual property as a source of revenue

Transformation response

Redefine competitive environment (e.g. selectively release patent rights, which encourages technology to
be come the standard in the industry)

Cultivate a culture of innovation
Create a learning organization
Knowledge and creativity essential traits of the organization
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Presentation Goals

3. Show how firms can elevate their strategy from one pathway to the next
— How to respond if a department is avoiding legal mandates
— How to change the culture of the organization toward a strategic approach to law
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Cultivating Legal Knowledge in an Avoidance Organization

« Conditions: Laws are a nuisance and routinely ignored; hostility toward lawyers and legal experts

e Mechanism: Command and Control

* Ensure support from firm leadership
 Dismantle law avoidant incentives

* Rewrite rules to mandate compliant conduct

UCONN
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Cultivating Legal Knowledge in a Conformance Organization

« Conditions: Do the legal minimum; checkbox compliance; law is a cost of doing business

« Mechanism: Process and Policies

« Build an effective bureaucracy of regulation
* Introduce a standard-based approach to rules

» Integrate legal requirements into organizational policies

« Goal: Establish a proactive and business-oriented practice of managing legal obligations UCONN
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Cultivating Legal Knowledge in a Prevention Organization

« Conditions: Proactive approach; business policies to avoid legal trouble; legal risk management

 Mechanism: Access and cooperation

« Establish shared responsibility and engagement for law-business domains
« Enable participation of legal experts in key decision-making processes

* Encourage collaboration between legal experts and manager

UCONN
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Cultivating Legal Knowledge in a Value Organization

« Conditions: Legal knowledge is a source of value

e Mechanism: Culture and mindset

« Build a consensus-based, clearly defined, and durable legal culture
 Embed a strategic legal mindset that is integral and collaborative

« Sustain legal mindset over time; remember underlying values and goals

UCONN
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This work offers a step-by-step guide on how to

utilize the law as a source of value in organizations.
Robert C. Bird demonstrates how legal knowledge can
be a valuable asset for firms, providing them with a
sustainable competitive advantage that is difficult for
rivals to imitate. Bird presents a five-part framework
that outlines how firms can.use legal knowledge in
competitive markets and how they can avoid misusing it.
Chapters also highlight how firms can cultivate legal
knowledge and apply novel risk tools to overcome
unexpected legal threats. The book emphasizes the
importance of ethical values in business decisions and
shows how managers and lawyers can build an ethical
practice of legal knowledge that benefits both business
and society. With the help of numerous visuals, this book
makes it easy for readers to leverage legal knowledge
and apply it to specific business contexts.

Legal

Iedgg
In Organlzatlons

~ ~ ASource of Strategic and Competitive Advantage

~ Robert C. Bird /

Robert C. Bird is a professor of business law and the
Eversource Energy Chair in Business Ethics at the
University of Connecticut. He has authored over eighty
publications, received numerous research and teaching
awards, and served as the editor-in-chief of the American
Business Law Journal and president of the Academy of
Legal Studies in Business, the international disciplinary
organization for law teachers in schools of business.
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The rule of law is key to capitalism - eroding it
is bad news for American business
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Bedrock of Ethical Corporate Value: A Culture of Integrity

Employees engage with and adopt values of the organization as their own

* Employees respect the rule of law and its importance to the company

* Employees intrinsically motivated to govern themselves by voluntarily
choosing behavior because they believe it is the best way to act

* Intrinsically motivated — not through fear or punishment
* Govern themselves — standards arise bottom-up not top-down
* Voluntary choice — proactively occurs without mandates

* Best way to act — aligns with personal values and attitudes






Ethical Values: The Canary in the Organization

« Legal experts are the canaries of the organization. If our voice is not heeded,
then the erosion of the rule of law in business is soon to follow. We can't let
this happen. We instill in business both a higher calling and a sense of
accountability. We are not just stewards of the rule of law in a thriving world,
but guardians of the rule of law in an increasingly chaotic one.

* Like a canary in a coal mine, our work and our voices sing an important song
— and that song’s melody is justice, fairness, and prosperity. Let us hope that

our melody never goes silent.
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