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@ Beyond Budgeting
Enabling business agility

Branded Agile, agile or Business agility?

HOW DO WE DEFINE BUSINESS AGILITY?
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agile — the adjective
The Cambridge Dictionary

e Agile adjective (PHYSICALLY)
— Being able to move your body quickly and easily

e Agile adjective (MENTALLY)
— Being able to think quickly and clearly

* "agile" (in BUSINESS ENGLISH)
— Able to deal with new situations or changes quickly and successfully

Notera att séker man i SAOL/SAOB finns inte ordet agil med. Ovriga sékningar ger ord som rérlig, vig, kvick, rapp...
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[] Our highest priority is to

satisfy the customer through
early and continuous delivery of
valuable software.

[] 4 Business people and

developers must work
together daily throughout
the project.

n Working software is
the primary measure of
progress.

1 Simplicity —the art of
maximizing the amount of
work not done—is essential.

ﬂ Welcome changing
requirements, even late in
development. Agile processes
harness change for the customer’s
competitive advantage.

U Build projects around
motivated individuals. Give
them the environment and support
they need, and trust them to get

the job done.

U The most efficient and
effective method of
conveying information to and
within a development team is
face-to-face conversation.

1 The best architectures,
requirements, and

designs emerge from

self-organizing teams.

Agile
Business

Consortium

Branded Agile — a manifesto and a "movement” with methods
and tools (and a business model with selling cerifications)

03 Deliver working software
frequently, from a couple of
weeks to a couple of months,
with a preference to the

shorter timescale.

0 Agile processes promote
sustainable development.
The sponsors, developers, and
users should be able to maintain a
constant pace indefinitely.

U Continuous attention to
technical excellence and
good design enhances agility.

1 At regular intervals, the team
reflects on how to become

more effective, then tunes and

adjusts its behavior accordingly.

SCALED
AGILE



Business Agility — the new management "buzz word”

In a business context, agility is the ability of an organization to rapidly adapt to
market and environmental changes in productive and cost-effective ways

Adaptability, flexibility and balance are three qualities essential to long-
term business agility.

Business Agility Institute (2019)

Business Agility is the ability of an organization to:

e Adapt quickly to market changes - internally and externally

* Respond rapidly and flexibly to customer demands

* Adapt and lead change in a productive and cost-effective way without
compromising quality

e Continuously be at a competitive advantage

Agile Business Consortium (2019)
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My definition on Business Agility
Ashbys Law on Requisite Variety

In order to reliably achieve its purpose an organisation and its
management processes needs to match at least the volatility of the
outside environment
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Lean
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Lean and Agile can be seen as Apps that works better within
the Beyond Budgeting Operating System

Beyond Budgeting

Lean Agile

Continuous operations and process Discontinuous operations and project
development & portfolio management

Born in automotive production Born in software development

Continuous as well as discontinues operations — and hence both process development and
portfolio & project management

\ Born as an enterprise wide model to enable performance /
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The Lean and Agile Apps shares similar values as the Beyond
Budgeting Operating System

Beyond Budgeting

Lean
Identify value & map value streams
Create flow

Agile
Customer focus
Small, dedicated teams
Respond to change
Technical excellence

Establish pull
Seek perfection

Purpose & Values, Transparency, Customers in focus, Planning rhythm
Ambitious goals, Holistic performance evaluation

| |
K‘ |

‘
\ /}
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24th January 2018 Global IT Portfolic & Project Review Board meeting was postponed (see above), been able to T::'--':lm
set up all cost- and revenue centras, accouwnts, projects and activities in the Budget Tool. we e g i i iy Cxae 11 2008 50
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wou will during the end of this week receive our “20019 Forecast & Scenario Process N e £ s :'g ::g :::: iy :Eﬁ: 17mn 1 nm
ou CBEs § 1 L
it is my pleasurs to infarm you that we have now “locked-dawn’” the 2018 Budgets in our Duumem':fﬂiingthe upcaming Q1 forecasting process. initial thoughts indicate that the "B“.‘.-":""'-m"'"'-”- le IE:E ::= e ;:: |Em‘z= ‘,ﬁ; S
e e et g ot o vk e e o e e G 4 2 70 T g = CEEE BEEE R
proCEss ng =z accordingty with your business lesdars to get thair input on the 2019 financial outcome and tm:":“m' e vim oo m:‘: T T
do =xpact the commitment forecast numbers to be delvered to atend of March s LN . - J ~—
The central Finance t=am have over the last month correctad all minor differences betwesn e o oSO — — ) — . I I
your numbers and the numbers agreed between the Board, Group Management tam, . Bt Darvicpnas N A GRA B GEER UMM UGN B
Central Finance and th Givision Management Teams. A5 an appendi: you will find an examplz of our updated P/L format for the yea| el e e Jga - —
Az you know we “locked-down” all investrment requasts at the Investment Review Board Regards
meeting on the 27" October 2018, and hence we should proceed with all of them as planned.
The Glokal T Portfolio & Project Review Board meeting was postponed due to lack of details
im maost of the plans presentad and the spead of changes in cuwr current, slready approved Rikard Olsson

portfolio. Any new initiatives is therefore postponed until the next The Global IT Portdfolio &
Project Review Board maeting in April this year. We do forsge work to be done by Finance to
suppart the mare detailed view neaded. Any proposals not in line with expectad details
wiould be moved for decision to the 2019 Budget Process.

Cheif Financial Officer

We would alse fike to inform that the current changzs in the regulatory processes regarding
our business in Europs is not included in our buedget numbsers as the change is deemead o
substantial that we would need to discuss more how to handle. Expect that the process will
be ready by 2nd of the summer, and hopsfully this could be included in our 2015 Budgst

process.

The major kA activities in our Brandad products Division is not yet included in our Budzet
numbers, s our Global Finance Planning team have not, due to lack of IT budget and that our

+00 00 000000 % +00 00000000 % +00 00000000 %
Rikard.olsson@company.com [ Rikard.olsson@company.com [ Rikard.olsson@company.com [
Company@company.com (2 company@company.com & company@company.com
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Management Innovation

BEYOND BUDGETING AND MANAGEMENT
INNOVATION
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The innovation paradox

Technology Innovation Management Innovation

Leading Edge!

Unique!

- a very crowded place - not yet a crowded place

| Forefront!
Great! Scary!

_____________________________________________________

Same purpose: Better performance!



An inherent The fiscal year Cost control &
conflict Administrative task variance analysis
Power balance Co-ordination
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Budgetary Control
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“...two out of three finance executives expect
their 2009 budgets to be obsolete within the
first 6 months of the year, while 28 percent
of finance executives reported that their
budgets were obsolete even before 2009
began.”

Kdilla: Business Finance May/June 2009



Beyond Budgeting

- creating business agility and enable good performance

Leadership principles

1. Purpose - Engage and inspire people around bold and noble
causes; not around short-term financial targets

2. Values - Govern through shared values and sound judgement;
not through detailed rules and regulations

3. Transparency - Make information open for self-regulation,
innovation, learning and control; don’t restrict it

4. Organisation - Cultivate a strong sense of belonging and
organise around accountable teams; avoid hierarchical control
and bureaucracy

5. Autonomy - Trust people with freedom to act; don’t punish
everyone if someone should abuse it

6. Customers - Connect everyone’s work with customer needs;
avoid conflicts of interest

Management processes

7. Rhythm - Organise management processes dynamically around
business rhythms and events; not around the calendar year
only

8. Targets - Set directional, ambitious and relative goals; avoid
fixed and cascaded targets

9. Plans and forecasts - Make planning and forecasting lean and
unbiased processes; not rigid and political exercises

10. Resource allocation - Foster a cost conscious mind-set and
make resources available as needed; not through detailed
annual budget allocations

11. Performance evaluation - Evaluate performance holistically
and with peer feedback for learning and development; not
based on measurement only and not for rewards only

12. Rewards - Reward shared success against competition; not
against fixed performance contracts




MANAGEMENT INNOVATION
SEPERATE AND OPTIMIZE PROCESSES

4 N Objectives, Targets & Goals
B u d gEt Forecasts & scenarios
\_ ) [ Decision-making & Resource Allocation ]

ONE NUMBER WITH THREE
DIFFERENT PURPOSES N e e e e e oo

—_—




MANAGEMENT INNOVATION
SEPERATE AND OPTIMIZE PROCESSES

Want to happen

BUdgEt Think will happen

\ ) [ Resource to support objectives

ONE NUMBER WITH THREE (TTTTT T T T T T T T TS ssss——————------ ,
DIFFERENT PURPOSES \  Jreanizationandreopie
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Enabling Performance

SETTING OBJECTIVES, TARGETS & GOALS



Results vs Performance

* We set Targets & Budgets (*) to drive performance
— Our Performance Management Process

(*) 1 will use the term Targets — could also be Objectives or Goals

@ © BBRT 2018 — All rights reserved | www.bbrt.org
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What is a good Performance?

90
80

70

0 ‘ | | | | ‘ ‘ | ‘ | ‘ | ‘ ‘

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

6

o

5

o

4

o

3

o

2

o

1

o



What is a good Performance?
Absolute numbers

80
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What is a good Performance?
Versus last year



What is a good Performance?
Five-year rolling progress (CAGR)

‘



What is a good Performance?
Versus competition
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Cascading — or translating?




Cascading — or translating of targets?

50

100
|
I I I
70 -20
l
I
— 20 10
- 60 - 15
— -10 — -5

40

In reality —is the system 100
times more complex?

How much time is spent to
just getting the numbers to
align vs value added
knowledge?

Is the number, or KPIl on top
(in this case 100) relevant for
first line management?

What is the time lag between
the first bottom-up estimate
and the final consolidation?



Translating — rather than cascading?

Forecasting using business drivers

Resultat ~ 100

REGIONS

Revenue ~ 200

Consumables ~ 10

Salaries -75

Other ~5

Central functions
-10

LOCAL UNITS

No of occupied
beds %

Income by patient

Food by patient

Consumables by patient

Inventory by patient

Hours per day

Sick leave %

KPI

KPI

Cost/Income ratio

Central profitability goals are
translated to local targets
through business drivers

Follow-up of local units takes

place through translated
targets.

Dependent on function



Objectives, Targets & Goals

* To drive — or enable Performance?

Solving the target conflict
* Ambitious?

5 The target ) 1.Separate 2
e Selfregulated purposes
* @ evur:’ectvlvor:mn v : [A:r;eword; thod; n;b
g0 based

Motivation * Mastery, autonomy, purpose and
» Motivation Wanting to go belonging

L] L]
PY there * From individual to common bonus
olling target setting
Evaluation « Continuous feedback
9 Did we get there, and * Include “how’
how? + Separate development and reward

Conflicting purposes More dynamic, less annual |

* Holistic - to manage complexity

* Direction

* Translation - not cascading
* Possible to improve

©®
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Management Innovation

FORECAST AND SCENARIOS

@ © BBRT 2018 — All rights reserved | www.bbrt.org
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Seperate Targets and Forecasts

X/Y

TIME



A forecast - what we think will happen and a call for action

- whether we like what we see or not!

Get issues on the radar
screen.early enough ... ™

&
=. to’be able to take y
corrective actions

not a promise,
not an application for resources
and can not be stretched or include ambition

@ © BBRT 2015 — All rights reserved | www.bbrt.org 37



Should these all have the same radar screen?

SHORT TERM LONG TERM
Oil trading, M&A Business Development, Exploration, Project Development,
Retail R&D

We need a forecasting process which reflects the variation in business rhythms and
lead times.

Does not mean more forecasting — but better; done at the right time with the right
time horizon.

38




Critical

: o . Update Time horizon
(Economic Variation Time to manage
: frequency forecast
weight)
Revenue High High Short Daily Quarter
Direct salary High Low Medium Every two weeks Six month
Direct material High High Medium Weekly Quarter
R&D Medium Medium Medium Monthly Six month
: : Six month
Sales cost Medium Medium Short Monthly
Admin. cost (IT) Medium Low Medium Monthly Yearly
Facilities Medium Low Long Quarterly Six month
Misc costs Medium Medium Medium Every two weeks Quarter
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Management Innovation

DECISION MAKING & RESOURCE ALLOCATION



Strategic decision structure

-  Who: Strategic level

- How: Business case and Portfolio
thinking

- When: As late as possible

- Who: Middle management

- How: Active monitoring, forecasts
and follow-up

-  When: Dependent on time to
response

- Who: Everyone
- How: Trust, follow-up, targets
- When: Daily, weekly, monthly




SIBUR DEVELOPED A COMPREHENSIVE SET OF PLANNING TOOLS

Horizon Type of planning Document Updates frequency
* Corporate Strategy | +Oncein5 years
« BU strategies

10-15 years Strategic
* Long term financial outlook * Once a year (or on
and three forms forecast demand)
« Strategic 5-year business * Every 2 years
plans (consolidated and BUs)
. * Annual business-plans « Annually
1-5 years e (consolidated, BUs, plants)
* Functional contracts (corporate « Annually
functions)
* Matenial balance and EBITDA « Monthly
forecast
1 week to 12 Operational
] months = * Liquidity forecast « Every fortnight

* Payments schedule * Weekly




SIBUR DEVELOPED A COMPREHENSIVE SET OF PLANNING TOOLS

Horizon Type of planning Document Updates frequency
| .

e « Corporate Strat ' +=Oncein 5 years
Strategic ° =9 g
decisions WHO?

Crossroads &
investments
| « Strategic 5-year business * Every 2 years
Response plans (consolidated and BUs)
H . * Annual business-plans « Annually
ha'.‘dlmg e (consolidated. BUs, plants)
Proactive and/or _
. * Functional contracts (corporate « Annually
reactive functions)
Non * Material balance and EBITDA * Monthly
D . forecast
ecisions -
” . Operational + Liquidity forecast « Every fortnight
Business as
* Payments schedule * Weekly

I”

usua



AstraZeneca - Changing the Resource Allocation and
Follow-up process to reflect strategy

Achieve scientific leadership
We are focusing our science on our main therapy areas and accelerating our pipeline. We are
also transforming our way of working.

Account Function 1 Function 2

Salaries Phase |

Material Phase II

Travel Phase Il

Telephone LtO

Administration




Castellum - Where do we choose to invest?

INCOME

GROWTH ‘

Size of circle indicates size of investmenst POPULATION GROWT
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An holistic approch to Portfolio Management

THE ASTRAZENECA PROJECT PORTFOLIO MODEL



The AstraZeneca R&D Portfolio model

Business Case Portfolio
Strategy

presented to Management
concept y PRB (*) y Model y

(*) PRB Office always open. A go decision would lead to freedom — within ranges — for project to go-ahead until next milestone

©®
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AstraZeneca - Strategy concept for decision making

Criteria

Future willingness to pay: Based on level of unmet
need, competitive intensity (e.g., order to market,
generics), pricing, and anticipated market access

Developability: Level of risk associated with trial
design, number of patients, and regulatory environment

Discoverability: Risks associated with target
identification and scientific capabilities

Attractiveness rating

Increased or sustained
high investment

Maintain investment to hit
decision points, then increase or
decrease as appropriate

Decrease Discovery investment or
exit completely; finish
development of current pipeline as
appropriate

48



Business Case Model

1. Summary of asset type key assumptions 2. Sensitivity analysis on single drivers
With Overheads Sensitivity Analysis
NS D ROI = 11.3% To 10% To 14%
PC_| Phi_|Phila|Philb| Phill | Reg |Total Sales A3%toPYSof  +34%to PYS of
Cycle Time (months) 11 15 21 25 35 18 125 $1.7bn $2.6bn
Prob. Of Transition 60%  65% 50%  55%  80%  85% 7.3%
Investment ($m) 15 15 32 91 214 79 446 PoL From 7.3%10 5.5% From 7.3%to
0,
PYS $1.9bn 12107
COGs 15% - Phill From 80%to 65% N/A
S&M % . ot Development Cost +40%from $450m N/A
R&D (Inc Failures) $1.9bn to$630m
eNPV $250m Time 2.5yr delayto ~ 4 yr accelto ~
elRR/ROI 11.3% 13yr cycle time 6yrcycle time
3. eNPV unwind 4. Monte Carlo for individual asset type
- Likelihood of Return
40 Value Composition - i
35 St
30

66% likelihood of
return > 10%

im

S20 4 IRR =11.3%
15 IS -eNPv = $250m
10

05 "

Eo3m
& QO N )
L A A A A
& ¥ 2%
< ¢ - S ¢ 0% 0% % m 0%
oofo q” 40('\ -ié\ 00 = ot
< N ° N - n w ~ Y LY
- < " o ~ @




Portfolio Management Model

* Based on the assumption that we do not have the ability — nor the will to assign individual
project financial constraints due to risk, attrition and/or slippage. This is to be done on a
portfolio basis, and expressed as a percentage (%) deduction of the add-up of all individual
project plans.

— As the year progresses the percentage (%) deduction will decrease

— Risk — based on Therapeutic Area, FIC vs BIC and Phase (Ph | - IV)

— Slippage — based on historic values connected to Therapeutic Area, FIC vs BIC and Phase (Ph | —
V)

— Attrition — based on historic values connected to Therapeutic Area, FIC vs BIC and Phase (Ph | —
IV)

— Total Project add-up minus Portfolio Management Model % = Projected costs for the year
* Note that the model also was used for longer term projections

@ © BBRT 2018 — All rights reserved | www.bbrt.org
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Accecpt variance versus the available funding




A true driver based forecasting — and accruals model
The ACCORD Process

* Background

— Clinical trial cost represent ~25% of R&D cost base (4,5bh USD)
— Volatile — but important cost base

— History of poor forecasting quality, leading to short term decisions — creating frustration in
organisation and lack of coherence with long term strategy

— Cumbersome process to receive invoices from multiple layers (internal & external), and hence
inefficient and non-coherent accruals process

* High level development process
— Workshops to understand drivers
— Can we find driver information in any business systems?
— Describe connections, and build calculations
— Build IT tool that fully supports new process (custom made)

©®



Re-use business information to build a transparent and

efficient forecast

Clinical Trial
Management
System (CTMS)

Recruitment plans & six
mandatory milestones *

Project
Management
System

Project hierarchies and
project forecast (costs
and FTEs)

CTMS and
ACCORD
open 24/7
365 days
Data
ACCORD Warehouse &
Reporting Tool
Price tags (four cost Management Reporting
types) and calculations & Portfolio management
Forecast Model
transfer 3
times per
year

« Examples FPI (First Patient in), FPFD (First Patient First Dose), LPI (Last Patioent In) etc
+ ACCORD is the clinical study financial tool used by 8 R&D sites and circa 40 Marketing Companies for central cost reporting purposes.

©®

Function costs
forecasts
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Re-use business information to build a transparent and
efficient accruals (actuals) process

Clinical Trial
Management

System

Recruitment & achieved

milestones

@ © BBRT 2018 — All rights reserved | www.bbrt.org

ACCORD

Actuals calculated on four
cost types

SAP

Accruals reporting as the
balance between reported
actuals - and calculated
actuals

At end of study a final
reconciliation was
performed

Data Warehouse
& Reporting Tool

Management Reporting

Project
Management
System

Project actuals (costs and

FTEs)
54
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RECOMMENDED READING
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..and a four paper series on

Dynamic Resource Allocation — e e
send e-mail ro info@bbrt.org to and Dynamic Resource
get access
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