Deleksamen 2: Mappevurdering. Mappeinnleveringer som gruppearbeider. Det gis en
samlet karakter for gruppen.

Se vedlegg 1.
Dere skal gjore folgende:

a) Lag en innledning pa maks. 1 side hvor dere skal forklare hva balansert malstyring er, og
hva som segkes oppnédd (gode illustrasjoner og skjematikk forklarer ofte bedre enn ord).

b) Lag forslag til balansert malstyring for case bedriften med utgangspunkt i Kaplan/Nortons
Balanced Scorecard-modell pé side 314 i leereboken. Begrunn forslaget ditt.

¢) Ser du noen sammenhenger mellom de forskjellige perspektivene?

d) Hvordan vil dere, med utgangspunkt i leereboken, implementere balansert malstyring i
bedriften? (Her ma dere ta utgangspunkt i bedriftens strategi).

e) Ser dere noen fordeler og ulemper ved a4 implementere Balanced Scorecard i bedriften?
Besvarelsen skal veere pA minimum 8 A-4 sider inklusiv illustrasjoner, maks 10 A-4
sider. Det skal veere dobbel linjeavstand, og skrifttype/skriftstoerrelse: Times New

Roman/12.

Innlevereres i Inspera senast 27/11 kl 17.00



Vedlegg 1

Chadwick, Inc.: The Balanced Scorecard

The “Balanced Scorecard™ article seemed to address
the concerns of several division managers who felt
that the company was over-emphasizing short-term
financial results. But the process of getting agreement
on what measures should be used proved a lot more
difficult than I anticipated.

Bill Baron, Comptroller of Chadwick, Inc.

COMPANY BACKGROUND

Chadwick, Inc. was a diversified producer of per-
sonal consumer products and pharmaceuticals. The
Norwalk Division of Chadwick developed, manu-
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factured and sold ethical drugs for human and an-
imal use. It was one of five or six sizable companies
competing in these markets and, while it did not
dominate the industry, the company was considered
well-managed and was respected for the high
quality of its products. Norwalk did not compete by
supplying a full range of products. It specialized in
several niches and attempted to leverage its product
line by continually searching for new applications
for existing compounds.

Norwalk sold its products through several key
distributors who supplied local markets, such as
retail stores, hospitals and health service organiza-
tions, and veterinary practices. Norwalk depended
on its excellent relations with the distributors who
served to promote Norwalk’s products to end users

and also received feedback from the end users
about new products desired by their customers.
Chadwick knew that its long-term success
depended on how much money distributors could
make by promoting and selling Norwalk’s pro-
ducts. If the profit from selling Norwalk products
was high, then these products were promoted
heavily by the distributors and Norwalk received
extensive communication back about future cus-
tomer needs. Norwalk had historically provided
many highly profitable products to the marketplace,
but recent inroads by generic manufacturers had
been eroding distributors’ sales and profit margins.
Norwalk had been successful in the past because
of its track record of generating a steady stream of
attractive, popular products. During the second half
of the 1980s, however, the approval process for new
products had lengthened and fewer big winners had
emerged from Norwalk’s R&D laboratories.

RESEARCH AND DEVELOPMENT

The development of ethical drugs was a lengthy,
costly, and unpredictable process. Development
cycles now averaged about 12 years. The process
started by screening a large number of compounds
for potential benefits and use. For every drug that
finally emerged as approved for use, up to 30,000
compounds had to be tested at the beginning of a
new product development cycle. The development
and testing processes had many stages. The develop-
ment cycle started with the discovery of com-
pounds that possessed the desirable properties and
ended many years later with extensive and tedious
testing and documentation to demonstrate that the
new drug could meet government regulations for
promised benefits, reliability in production, and
absence of deleterious side effects.

Approved and patented drugs could generate
enormous revenues for Norwalk and its distri-
butors. Norwalk’s profitability during the 1980s
was sustained by one key drug that had been dis-
covered in the late 1960s. No blockbuster drug
had emerged during the 1980s, however, and the
existing pipeline of compounds going through
development, evaluation and test was not as healthy
as Norwalk management desired. Management was
placing pressure on scientists in the R&D lab to
increase the yield of promising new products and to
reduce the time and costs of the product develop-

ment cycle. Scientists were currently exploring new
bio-engineering techniques to create compounds
that had the specific active properties desired rather
than depending on an almost random search
through thousands of possible compounds. The
new techniques started with a detailed specification
of the chemical properties that a new drug should
have and then attempted to synthesize candidate
compounds that could be tested for these proper-
ties. The bio-engineering procedures were costly,
requiring extensive investment in new equipment
and computer-based analysis.

A less expensive approach to increase the finan-
cial yield from R&D investments was to identify
new applications for existing compounds that
had already been approved for use. While some
validation still had to be submitted for government
approval to demonstrate the effectiveness of the
drug in the new applications, the cost of extend-
ing an existing product to a new application was
much, much less expensive than developing and
creating an entirely new compound. Several valu-
able suggestions for possible new applications
from existing products had come from Norwalk
salesmen in the field. The salesmen were now
being trained not only to sell existing products
for approved applications, but also to listen to end
users who frequently had novel and interesting
ideas about how Norwalk’s products could be used
for new applications.

MANUFACTURING

Norwalk’s manufacturing processes were con-
sidered among the best in the industry. Manage-
ment took pride in the ability of the manufacturing
operation to quickly and efficiently ramp up to
produce drugs once they had cleared governmental
regulatory processes. Norwalk’s manufacturing
capabilities also had to produce the small batches
of new products that were required during testing
and evaluation stages.

PERFORMANCE MEASUREMENT

Chadwick allowed its several divisions to operate
in a decentralized fashion. Division managers had
almost complete discretion in managing all the
critical processes: R&D, Production, Marketing
and Sales, and administrative functions such as
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Finance, Human Resources, and Legal. Chadwick
set challenging financial targets for divisions to
meet. The targets were usually expressed as Return
on Capital Employed (ROCE). As a diversified
company, Chadwick wanted to be able to deploy
the returns from the most profitable divisions to
those divisions that held out the highest promise for
profitable growth. Monthly financial summaries
were submitted by each division to corporate head-
quarters. The Chadwick executive committee, con-
sisting of the Chief Executive Officer, the Chief
Operating Officer, two Executive Vice Presidents,
and the Chief Financial Officer met monthly with
each division manager to review ROCE perform-
ance and backup financial information for the pre-
ceding month.

THE BALANCED SCORECARD PROJECT

Bill Baron, Comptroller of Chadwick, had been
searching for improved methods for evaluating
the performance of the various divisions. Division
managers complained about the continual pres-
sure to meet short-term financial objectives in
businesses that required extensive investments in
risky projects to yield long-term returns. The idea
of a Balanced Scorecard appealed to him as a
constructive way to balance short-run financial
objectives with the long-term performance of the
company.

Baron brought the article and concept to Dan
Daniels the President and Chief Operating officer
of Chadwick. Daniels shared Baron’s enthusiasm
for the concept, feeling that a Balanced Scorecard
would allow Chadwick divisional managers more
flexibility in how they measured and presented their
results of operations to corporate management. He
also liked the idea of holding managers account-
able for improving long-term performance of their
division.

After several days of reflection, Daniels issued a
memorandum to all Chadwick division managers.
The memo had a simple and direct message: Read
the Balanced Scorecard article, develop a scorecard
for your division, and be prepared to come to
corporate headquarters in 90 days to present and
defend the divisional scorecard to Chadwick’s
Executive Committee.

John Greenfield, the Division Manager at
Norwalk, received Daniel’s memorandum with

some concern and apprehension. In prirciple,
Greenfield liked the idea of developing a scorecard
that would be more responsive to his operations,
but he was distrustful of how much freedom he had
to develop and use such a scorecard. Greenfield
recalled:

This seemed like just another way for corporate to
claim that they have decentralized decision-making
and authority while still retaining ultimate control at
headquarters.

Greenfield knew that he would have to develop a
plan of action to meet corporate’s request but lack-
ing a clear sense of how committed Chadwick was
to the concept, he was not prepared to take much
time from his or his subordinates’ existing respons-
ibilities for the project.

The next day, at the weekly meeting of the
Divisional Operating Committee, Greenfield dis-
tributed the Daniels memo and appointed a three
man committee, headed by Divisional Controller,
Wil Wagner, to facilitate the process for creating
the Norwalk Balanced Scorecard.

Wagner approached Greenfield later that day:

I read the Balanced Scorecard article. Based on my
understanding of the concept, we must start with a
clearly defined business vision. I'm not sure I have
a clear understanding of the vision and business
strategy for Norwalk. How can I start to build the
scorecard without this understanding?

Greenfield admitted:

That’s a valid point. Let me see what I can do to get
you started.

Greenfield picked up a pad of paper and started
to write. Several minutes later he had produced a
short business strategy statement for Norwalk (see
Exhibit I). Wagner and his group took Greenfield’s
strategy statement and started to formulate score-
card measures for the division.

Exwierr 1 Norwalk Pharmaceutical Division — business strategy

1. Manage Norwalk portfolio of investments

@ invest in discovery of new compounds
2. Satisfy customer needs

3. Drive responsibility to the lowest level
@ minimize centralized staif overhead

4. People development
e industry training

e minimize cost to executing our existing business base
e maximize return/yield on all development spending

e unique mix of technical and commercial skills
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