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INTRODUCTION

I'his case book provides vou with hands-on expe-
rience making deaisions about paving people. It will
help vou understand the concepts and techniques
fiscussed m the Milkovich and Newman textbook
Youwill have the opportunity to actu-

structor will fit these projects to the class objectives.
Your overall assignment is to design a pay system
tor Medtech. Medtech is a composite of several com-
panies. In designing the company’s system, you will
tearn how to apply basic compensation techniques. A
main theme in the text-

il apply the techmques
vouhave read about. The
projects will expose vou
to a rich vanety of prob-
lems and challenges that
controntactual managers

The assignments are
similar to the phases of
the pav model used in the
text. Interrelationships
among the phases will be-

other factors.

come clearer as vou

progress through the
projects. and control costs.

In addition, a number

Phase I: Internal Consistency: Design an inter-
nal structure based on the work and its relative
importance to the organization objectives.

Phase II: External Competitiveness: Price the
structure based on external market forces and

Phase IIT: Performance Contributions and Sys-
tem Administration: Vary individual pay ac-
cording to performance; manage the system,

book is that managers
must align their compen-
sation decisions with the
organization’s business
strategy, values, and
unique circumstances
Here is your chance to do
this. More importantly,
the assignments also will
help you learn why. You
will discover that differ-
ent solutions are possible
under the same circum-
stances. So be sure to ex-

of additional projects are

included at the end of the manual. These projects
covertopicsthatare of contemporary interest, yet may
be bevond the time allotments for your course. Projects
to build vour skills in employee benefits, gainsharing,
performance management, executive compensation,
and international compensation are included. We
believe vou will find the topics compelling, fascinat-
ing, and intrinsically motivating. Butthen, webelieve
thatanything to do with compensation is compelling,
fascinating, and intrinsically motivating.  Your in-

plain how and why your
decisions will help achieve Medtech’s objectives and
minimize potential problems.

We hope you will enjoy working on this case and
discussing possible approaches with other students
and vour instructor.  Our objective is to help you
increase your knowledge and interest in compensa-
tion. Whether youbecome a manager who makes pay
decisions or an emplovee who receives pay, it's in
vour own best interest to learn about pay systems in
order to make them work for you.

THE SETTING AND YOUR ROLE

All the decisions  take place within Medtech, a
company that has hired you to bring some order to the
way their emplovees are paid. Combine the informa-
tion in this manual with the information in your
textbook, your class discussion, and your instructor’s
directions to arrive at your recommendations. If you
skim the appropriate chapters in the text before you
begin each phase, you will have a better sense of the
requirements of each phase and what decisions you
face at Medtech.

Medtech does not have a formal compensation
plan; little overall thought is given to employees’
salaries. At first you may ask, “What are the steps to
follow?” “What does my instructor want?” But as
your experience and understanding increase, so will
your ability to specify and achieve the results you
desire
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Attimes you may wish you had more information
about Medtech. But in the real world, information is
frequently flawed or not readily available. Base your
decisions on the information you possess. One of the
challenges facing any manager is to bring direction
and understanding to ambiguous and often chaotic
situations. So, too, at Medtech.

As vou go through each phase of the case, keep
track of any additional information you feel would
have improved your compensation decisions. In the
last project, you may recommend future projects to
improve the system at Medtech.

.

Format
Your reports can be written as recommendations
to Medtech’s management. Link each recommenda-
tion to Medtech’s compensation objectives. The con-

stant question to address is, so what? What differ-
ence does this make? How does this recommenda-
tion help Medtechsustainits competitive advantage?
Include vour rationale, possible alternatives, and po-
tential risks. Your written report does not need to be
lengthy, but it should be complete.

Preface vour report with an executive summary
highlighting major recommendations. Make use of
charts and graphs. Use data from your analysis to
support vour recommendations.

Your instructor may ask you to make an oral
report to Medtech’s management committee (your
classmates) on the day your assignment is due. Oral
presentations serve two purposes. First, oral presen-
tations allow comparisons of recommendations
among classmates. [tisalways useful (and amazing)
to see what others, given the same set of information,
recommend. Second, the experience in summarizing
and presenting proposals will help you in your post-
college career.

YOUR FIRST PROJECT AT MEDTECH: RECOMMEND OBJECTIVES

Congratulations! Medtech has just hired you as
theircompensation person. Youstarttoday. Chapter
1 of the Milkovich and Newman text Compensation,
this casebook, and your instructor will be your sources
of information for completing this project.

Medtech has decided it requires a compensation

system that reflects its changing strategic direction
and vision. In meeting with Medtech’s CEO and the
Director of Human Resources, you have decided that
it makes sense to start by recommending objectives
for the pay system.

Begin this project by reading Medtech’s history.

BACKGROUND ON MEDTECH

Medtech is a medical supplies company located
near Chicago. Its products include relatively low-
tech items, such as disposable needles, as well as
high-tech equipment for kidney dialysis and laser
treatment. Medtech’s founder Dr. Eddie Eagleman
was the original driving force behind the company.
He combined the roles of cheerleader, cajoler, and
coach.

Stories about him abound. One is how he often
told anyone who would listen, “I find the best and
brightest people, give them a sense of direction, then
get out of their way.” Medtech thrived under his
leadership. Technological breakthroughs in medical
products for cardioangioplasty and blood testing
became the mainstays of the company, although the
manufacture and sale of basic medical supplies con-
tinued.

Four years ago, Eagleman retired and appointed
his nephew John Tillerman CEO. Tillerman took the
company public (though Wall Street Journal readers
have reported difficulties finding it listed on any
exchange). Tillerman felt that high sales volume was
the key to a successful company. Research and De-
velopmentwas important, but the focus was on sales.
The company remained profitable because of sales of
its existing products, but it was not creating new
ones.

Unfortunately for Medtech, public pressure in
the 1990s has forced the health care industry to shift
from unlimited expansion to cost containment. Gov-

3

ernmentagencies no longer automatically reimburses
hospitals for large expenditures on medical equip-
ment. Instead, a lengthy approval process is re-
quired. Fewer hospital admissions and shorter stays
have cut the need for medical supplies, too. Medtech
has been hit especially hard because hospitals were
its primary customers. As Medtech's sales dropped,
profits shrank, and Tillerman was forced out.

A year ago Evelyn Dupray became the new CEO.
She says she wants to recapture the excitement that
existed under Eagleman’s leadership. She describes
her vision of the future as “the Three T’s:” Technol-
ogy, Teams, and Transnational.

Technology

Dupray found Research and Development
underfunded, underdeveloped and understaffed.
Nevertheless, technological innovation is crucial to
Medtech’s new direction. Medtech has a device
capable of removing plaque from clogged arteries
already and is working on additional laser applica-
tions for use in eye surgery and various kinds of
cancer treatment. Laser technology holds the prom-
ise of replacing many kinds of even more expensive
surgery. Thus, it promises safer, cheaper medical
care.

The first company able to get new products to
market stands to receive hefty profits. Delays can be
lethal in this competitive climate. High-tech prod-
ucts generally have profit margins of over 100%,



Exhibit 1
Customer Perceptions of Medtech's Quality
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Exhibit 2
Employee Attitudes

while the bandages, sutures and such have pr0“l
margins of less than 20%.

Teams

Duprav also believes Medtech must get closer to
its customers. Teams that include customers and
suppherswill help Medtech create and deliver prod-
ucts information, expertise and service.

Transnational

A good part of the industry’s future growth will
come outside the United States. As technology con-
tinues toimprove and prices decrease, many interna-
tional customers will be able to make purchases they
could not afford in the past. Consequently, Dupray
has given Medtech's initial forays into international
markets a high priority. Marketing offices have been
set up in Brussels, Madrid, and Tokyo. An alliance
has been struck with a small medical engineering
company in Spain. Medtech provides financial sup-
port and admunistrative expertise; the Spanish part-
ner provides R&D for the European Community
markets.

SURVEY RESULTS

In spite of her renewed spirit and emphasis on

“the 3T's”, Dupray realizes that Medtech still suffers

Familiar with customers and their reactions to our products and services

J

some underlying problems. Inorder to get a
better handle on what's going on, she de-
cided to examine the company from the per-
spective of its three key constituencies - cus-
tomers, employees, and shareholders.

Feel responsible to help Medtech satisfy customers and achieve success

i

Customer Attitudes
A survey of Medtech’s customers re-
vealed that a number of large, profitable

Understand what Medtech expects of me

clients were so dissatisfied that Medtech was
indanger of losing their accounts. Customer
dissatisfaction seemed to stem from poor
service, long delivery times, and an inability

tiven opportunity, can help satisfy customers and achieve greater responsibility

to meet customers’ requirements for cut-
ting-edge medical equipment (Exhibit 1). In
addition, with the push to emphasize sales,
Medtech was maintaining a number of cus-
tomers who generated high transaction and

Satisfied with Medtech as a place to work

service costs relative to purchases. These
customers contribute little or nothing to
Medtech’s ptofits.

| Employee Attitudes

| | | | : 2
T | I T T Service quality depends on employees’
0 1 2 3 4 5 behavior toward customers and employee

flexibility to respond to customer demands. There-
fore, Ms. Dupray conducted surveys and focus groups
to assess employee attitudes at the same time the
customer satisfaction measurements were made. Core
areas addressed were understanding Medtech's busi-
ness, its goals and objectives, its products and ser-
vices, clarity of work and job expectations, perfor-
mance, and satisfaction with work. Theresults, shown
in Exhibit 2, revealed weaknesses. For example,
employees seemed to have an inadequate under-
standing of, and commitment to, the customer-ori-

ented goals of the firm. They complained of too little
responsibility and accountability.

Additionally, employees in the focus group meet-
ings stated that they really had no idea about why
they were paid the way they were. They felt that the
way to geta pay increase depended on inflation and
living costs, plus their experience. Many mentioned
that a big factor seemed to be who you worked for.
Nevertheless, there is a sense of pride in Medtech and
a substantial reservoir of good will and trust among
employees.
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I ofitability
For the most part, the financial structure of

NMedtech hasbeenrelatively sound. Current sales are
over $80 million, a net increase of about 6 percent
ibovethatearned during the prior vear. The financial

aial progress. However, the ratios and the income
statement and balance sheet reveal that labor costs
havebeenincreasing faster than revenues for the past
two vears. Labor costs are becoming a larger propor-
tion of Medtech's total expenses. Medtech currently
emplovs about 450 employees

Cash

Inventory

Accounts Receivable
Other

Total Current Assets

Investments
Plant & Equipment
Other

Total Fixed Assets

TOTAL ASSETS

Accounts Payable
Accrued Taxes
Accrued .Pa_vroll
Accrued Interest Payable
Other

Total Current Liabilities

MEDTECH BALANCE SHEET

CURRENT ASSETS

FIXED ASSETS

44,909,339 46,930,260 49,159,447
1,311,222 1,370,224 1,435,311
$48,532,706  $51,761,676 $ 54,220,357
$63,318,975  $67,168,328 $ 70,311,325
CURRENT LIABILITIES a
$ 2,036,796 § 2,308,451 $ 2,608,103
1,572,368 1,671,871 1,835,505
688,764 726,674 768,043
4,148,684 3,142,707 2,115,877
1,442,343 1,507,249 1,578,843

LONG-TERM LIABILITIES $23,000,000  $23,000,000 $23,000,000
TOTAL LIABILITIES $32,888,955  $32,356,952 $31,906,371
EQUITY
Common Stock . $ 150,000 $ 150,000 $ 150,000
Capital in Excess of Par 6,411,735 6,317,940 5,233,410
Retained Earnings 23,868,285 28,3!_3,436 33,021,544
TOTAL STOCKHOLDERS EQUITY 30,430,020 34,814,376 38,404,954
TOTAL LIABILITIES AND EQUITY $ 63,318,975 $ 70,311,325

2 Years Ago 1 Year Ago Current

$ 1,727,728  § 1,760,475 $ 1,796,598

3,415,338 3,569,029 3,738,558
8,085,866 8,449,730 8,851,092
1,557,337 1,627,418 1,704,720
$14,786,269  $15406,652  $16,090,968

§ 3,312,145  § 3,461,192 $ 3,625,599

$ 9,888,955 § 9,356,952 $ 8,906,371

TODAY

As aresult of their meetings, Dupray and her top
leadership team have written a memo to employees
outlining the company’s new “Partnership for Suc-
cess.

“Theheartof thus Partnershipis the alliance among
our customers, our suppliers, and all Medtech em-
ployees. Together, we canrenew thespiritand enthu-
stasm that have served Medtech so well.

What does Medtech’s Partnership for Success
really mean? It means we will continuously strive to
achieve seven objectives (shown on next page)

In order to achieve these objectives, we must
produce innovative, high-quality products and ser-
vices designed in collaboration with our customers
and suppliers. Flatter hierarchies and increased use

of teams can help us reach these goals.

But individual employees remain the heart of
Medtech. Each one of us makes a difference. Each
oneof us matters. Satisfying our customers, our share-
holders, and ourselves are the fundamental kevs to
our success.”

Strategic Perspectives

Medtech and its competitors seem to follow some
combination of two basic strategies. Some compete
by pursuing an innovation strategy: creating new
medical devices that change the treatment or diagno-
sis of a disease. Others compete through a low-cost
strategy: offering more efficient methods to manufac-
ture or improve current equipment. Still others at-
tempt to combine both approaches.

Exhibit 3
Labor Cost Ratios

Sales/ Labor Costs / Labor Costs / Return on
Labor Costs Expenses Revenues Assets

2 Years Ago $3.46 32% 29% 10.0%

1 Year Ago $2.83 40% 35% 9.9%

Current Year $2.60 43% 38% 9.8%
, Sales / Labor Costs . _. Labor Costs / Expenses
$3.50 50% ]
$3.25 45.% ]
$3.00 40%
$2.75 35%
$2.50 30.%
$2.25 1 25.%

2 Years Ago 1 Year Ago ~ Current Year 2 Years Ago «1 Year Ago  Current Year

% = Labor Costs / Revenues _ Return on Assets
40% T 10.%
35% ] 9.9%
30% ] 9.8%
25% ] 9.7%
20% 9.6%

2 Years Ago 1 Year Ago ~ Current Year

2 Years Ago 1 Year Ago Current Year



1 te design therr compensation system: Tha

RECOMMEND COMPENSATION OBJECTIVES

u are famihar with Medtech, let o Step Three:

Recommend objectives tor vour compensation plan

orcice hag Thrve ctens . )
I8¢ has thrd ep 1our objectives should cover
* Orgamization Pertormance (1e., profitability
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. » ) market share, return on assets);
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1 the memo on the Partnership for Success

Based on this imtormation. specity the company

Step Two:

Management values and philosophy

specify as best you can Medtech’s Human Resource

Be sure vou consider what top execu i }
I « Desired Emplovee Work Attitudes and

Behaviors; and
* Legal Comphance
Demonstrate how the compensation objectives
help support Medtech’s business strategy, its vision,
indits values. The objectives vou propose will guide
vou as vou design Medtech’s pay system.

1.
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. Achieve success through delivering solutions to customers; sustain

Medtech's Partnership for Success

Emphasize innovation, risk-taking and creativity;

success through emphasis on team work;
Stress flexibility and adaptability to change;

Underscore the importance of Engincering, R&D, Marketing, and
Quality Manufacturing;

Achieve continual growth through creating new markets and
improving quality;

Delight customers with exemplary service;

Treat all employees, customers, and suppliers with respect
and fairness.

PHASE I
INTERNAL CONSISTENCY:
DESIGNING AN INTERNAL

STRUCTURE




