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Jensen Pharma Role Play Case Background Information:
Special Board Meeting to Resolve the Dekanor Issue

It is January 2012 and a special meeting of the Jensen Board has been called. Jensen has a relatively small board in order to enhance its decision making responsiveness and cohesiveness, which means that each board member must serve on several committees. Jensen’s directors are compensated with Jensen stock options, which can only be exercised and sold at certain periods. Directors can be expected to be awarded anywhere from 20,000-100,000 stock options each year depending on the number of committees a board member serves on and how many times these committees meet during the year.


Jensen is a relatively small, unlisted corporation. To date, Jensen has successfully delivered on its mission to help its patients’ live longer, pain-free lives through the use of effective pharmaceutical treatments. With sales of $300 million, Dekanor is Jensen’s largest seller; a “blockbuster drug” that accounts for one-third of Jensen’s annual revenues. Dekanor is an analgesic (i.e., painkiller) that is in the alpha-suppressing neural class of drugs. Dekanor was introduced over three years ago and quickly rose to be doctors’ favorite prescription for patients suffering from acute chronic migraine pain. Jensen’s current Director of Research, H. Phillips, led the team that brought Dekanor to the market and Dekanor is seen to be a “career-maker” for him and the other team members, such as the CIO, who were instrumental in getting the drug through the U.S. Food and Drug Administration (FDA) clinical trials in record time.


This special board meeting was called to discuss a rumor that the FDA is considering banning Dekanor. The board meeting documents, which were sent out the day prior to meeting, include many financial, legal, and medical terms that some board members may not familiar with. These documents are summarized here:

· Dekanor went through a total of six years of drug development, which is two to three years less than most other drugs, due to Jensen’s skill in managing the FDA approval process. Dekanor’s efficacy was tested on 1,100 patients, which is the minimum number the FDA will accept, at a cost of $675 million. The drug passed through the FDA clinical trials without any issues, so Dekanor is currently sold with the same drug product label information as other analgesic drugs; meaning the drug label information outlines potential side effects of taking Dekanor, but does not mention the risk of death.

· Many patients report very high satisfaction with Dekanor as it is more effective in combating chronic migraine pain than rival medications.

· Since being introduced, however, Dekanor has been associated with a large number of adverse cardiovascular events (typically heart attacks), some of which have resulted in death.

· An independent study found evidence to suggest that Dekanor may have contributed to some of these deaths, however, the number of patients studied was not large enough to be conclusive. The researcher who led the study, a prominent scientist from an Ivy League school, called for more studies of Dekanor, arguing that Dekanor “could very well be a ticking time bomb.”

· Since the independent study was published, some doctors have publicly refused to prescribe Dekanor to their patients. Even though it is less effective, these doctors began prescribing a rival’s pain reliever to patients since Jensen has no alternative drug.

· In response of the controversy surrounding Dekanor, some websites have emerged in support of Dekanor. Many of these websites are filled with Dekanor users pleading with Jensen and the larger medical community to keep Dekanor on the market. The document distributed to board members provides quotes from several websites, carrying messages such as “Dekanor has allowed me to live my life again. I can now play with my children and volunteer in the community. Thanks Dekanor!!!” “Please keep Dekanor for me. I need it to survive my headaches.” However, there are also comments such as, “Dekanor stole my mother from me. Dekanor is a KILLER!!!.”

· It is estimated that it will take a minimum of three years and $12 million for a large scale, independent clinical trial to prove that Dekanor is a safe drug.

· Other pharmaceutical firms that have been found to knowingly sell drugs which have harmed patients have been assessed lawsuits and fines between $50 million and $5 billion depending on the number of deaths and culpability (how much blame could be assigned to the company for the deaths)

· Dekanor currently produces about half of Jensen’s yearly profits of $250 million, and Jensen Pharma has no other drugs in its product development pipeline that have the potential to replace Dekanor’s profits if it is banned. 

· It is estimated that adding a drug warning label that clearly specifies the heart attack risk will result in sales decreasing by one-half; however, just as many existing patients are very satisfied with the drug and will not be tempted to switch to a rival’s drug.

· A rival pharmaceutical firm has just announced it will be introducing a drug next month which also treats migraine symptoms with no proven fatal side effects.

· As Jensen is currently an unlisted corporation, its shares are publicly-traded on the over-the-counter market. Once the results of the independent study became public, Jensen’s stock price decreased by 22%. Jensen’s current over-the-counter stock price is $17 per share, which is down from a high of $30 a year ago. There are 53 million shares of Jensen Pharma outstanding.

· Jensen’s board recognizes that it needs to spend even more on research if it is to successfully develop and bring new drugs to the market. To that end, the board has been in discussions about whether Jensen should list itself on the New York Stock Exchange (NYSE), and then use the proceeds from an initial public offering (IPO) to generate the much needed research funds.

Jensen’s senior management team has been asked to attend the meeting to decide Dekanor’s fate in order to provide additional information to the board. The Board Chair (also the CEO) plans to open the meeting by proposing three alternatives for Dekanor. The board must select one of these alternatives by the end of the meeting:

1) Stop sales of Dekanor immediately and recall all inventory until an independent clinical trial has satisfactorily proven that Dekanor is not causing patients to die prematurely

2) Add a warning label which clearly states that taking Dekanor may lead to adverse cardiovascular events that may result in death, and stop all direct advertising to consumers and promotion of Dekanor to doctors, but continue to sell it to those doctors who request it

3) Continue efforts to market Dekanor aggressively and take any necessary legal, political, and other actions to prevent the FDA from banning Dekanor.
Jensen’s Board Members and Senior Management Team Members 

Attending the Special Dekanor Board Meeting

1. C. Jensen, MD, CEO and Chairperson of the Board (Ex-officio member of all board Committees) C. Jensen is concerned about the effect that a reduction in Dekanor’s sales will have on Jensen’s future share price (C. Jensen owns the single largest block of Jensen shares worth $90 million at the current over-the-counter market share price), and its ability to raise funds through an initial public offering. However, as the only child of the founder, C. Jensen is also very concerned about his preserving his image and the image of Jensen Pharma.

2. M. Jensen, offspring of C. Jensen, Member of the Board (member of ARCo and Nominating Committees) M. Jensen operates a consulting firm, MJ Associates, which does most of its business with Jensen Pharma. M. Jensen own almost 4% of Jensen stock which was given by the parent, C. Jensen. M. Jensen has been pushing the board to quickly an initial public offering (IPO) in order to fund the development of new drugs. Concerned about the current management team’s lack of responsiveness to Jensen’s shareholders’, M. Jensen was recently quoted in The Wall Street Journal, “Jensen’s management team needs to be reminded that they were hired by Jensen’s shareholders, NOT its stakeholders.”
3. L. Vayan, Member of the Board (Chair of Governance Committee, member of Compensation Committee) With 28 years of experience in the pharmaceutical industry, Vayan knows that all drugs carry some risk. Vayan is the CEO of RAV Pharmaceuticals, a pharmaceutical supply company that is one of Jensen’s largest suppliers. Vayan has 300,000 stock options. 
4. B. Garrison, MD, Member of the Board (Chair of Compensation Committee, member of Nomination and ARCo committees) As a retired insurance executive, Charles is very concerned about the liability implications of the Dekanor issue. At the last board meeting, Charles requested that Jensen increase its liability coverage on its Directors and Officers (D&O) Insurance policy to $10 million per director, but this request has not been honored yet. Garrison owns a considerable amount of Jensen stock and stock options.

5. D. Charles, Retired, Member of the Board (Chair of ARCo and Nominating Committees and member of Governance Committee) As a practicing physician, Garrison has been prescribing Dekanor to patients for years without any issues. The fact that the doctors that Garrison talks to have been using Dekanor for over three years indicates that it has value. Garrison owns 50,000 shares of Jensen stock as well as 300,000 stock options.

6. Y. Boiki, Member of the Board (member of ARCo, Compensation, and Governance Committees) This is Boiki’s first board meeting with Jensen Pharma. Last year, Boiki’s firm built the mansions that C. Jensen, CEO and Chair of Jensen and his offspring now occupy. C. Jensen was so impressed with Boiki’s business acumen and ability to handle the municipal authorities that he recently recruited Boiki to Jensen’s board.
7. H. Phillips, MD, PhD, Director of Research Phillips was instrumental in getting Dekanor on the market in record time and under budget. For that reason alone, Phillips was named Director of Research three years ago. Phillips is aware of the deaths linked to Dekanor but often says, “It is a very safe drug when compared to alcohol and tobacco; it is even safer to take Dekanor than texting while driving!” Phillips has a significant amount of stock options.
8. J. Vance, JD, Corporate Legal Counsel Vance is a high profile litigator and attorney who is well-versed in lobbying and fighting the FDA. Vance has a significant number of shares and share options that will be used to fund his/her retirement.
9. E. Rollins, MD, PhD, Assistant Director of Research Rollins is the youngest research scientist ever to hold to such a high corporate position. Rollins earned a stellar reputation as one of the pharmaceutical industry’s brightest young stars while working as an assistant to Dr. John Lee, a former head of the FDA. One of Dr. Lee’s strongest beliefs was that the medical profession and pharmaceutical industry should never do anything that would endanger people’s lives. Given that Rollins recently joined Jensen, Rollins does not own any shares or share options.
10. D. Stone, Director of Public Relations Stone is responsible for shaping the company’s public image and has been invited to the meeting to be certain that Jensen can “spin” whatever option the board chooses in a positive way. Stone has 200,000 share options.
11. R. Johnson, CMA, Vice President and CFO Johnson’s principal concern is for the company’s financial performance. Johnson constantly reminds the board that any significant drop in the sales of Dekanor would significantly hurt Jensen’s future profitability. Johnson will also remind the board that the patents on the other two of Jensen’s best selling drugs will expire in the next two years. Johnson has a significant number of shares and options.
12. L. Goodson, Vice President of Human Resources Goodson is widely recognized as a Humanist, meaning the values of compassion, integrity and justice play a central role in Goodson’s dealings with others. Goodson is known to be uncomfortable with the argument that Jensen must place shareholders’ demands above stakeholders’ concerns.
13. N. Greene, Vice President of Marketing Greene has led a very successful marketing campaign for Dekanor since it was introduced to the market three years ago. Greene is very confident that Jensen’s marketing group can continue to generate strong revenue numbers as long as the company continues to market Dekanor aggressively.
14. T. Garcia, Chief Information Officer Garcia is an excellent CIO, meticulously keeping every file relating to Jensen’s drug testing trials, some of which have never been released to the FDA or the public. Garcia has a number of shares and share options.
Instructions to students: 

1. Read the case background information and the assigned readings prior to the class.

2. Roles for the 14 role players and understudies will be assigned by the instructor in advance of class or in the class when the role play is discussed.

3. Each role player should meet with his/her understudy, read the assigned role and prepare notes on points your character should emphasize during the board’s discussion of Dekanor. Do not share any of the private information contained in your role with other role players prior to the board meeting.

4. Acting as you think your assigned character would, state your preferred alternative during the board meeting and why you support that alternative. During the board discussion you may consult with your understudies (who should sit near you), but be discreet so as not to interrupt or distract other board members.

5. The board meeting will be timed, and the board must reach a decision before adjournment.

Roles for Each of the 14 Role Players

Note to instructors: Students should only receive copies of their assigned roles.
Role of C. Jensen, MD

CEO and Chairperson of the Board, Jensen Pharma


As Jensen’s Board Chair and CEO, you will be responsible for directing the discussion and ensuring that everyone is heard. You must lead the Board to a decision by the end of the time available, since some Board members have to leave immediately after adjournment to make a scheduled flight.


Your general philosophy about meetings is to try to allow for various sides of the issue to be discussed before a decision is reached. Legally speaking, a majority vote is required to reach a decision. You prefer a consensus decision, but in any case, a formal vote must be taken at the end of the meeting. As Board Chair, you do not vote unless there is a tie, at which time, your vote will break the tie. The Board’s decision, whether by consensus or by majority vote, must be formally recorded in the meeting’s minutes to be available to stockholders at a later date.


Personally, you are of two minds: (1) you are concerned about the effect that a reduction in Dekanor’s sales will have on Jensen’s future share price (you own the single largest block of Jensen shares that are worth $90 million at the current over-the-counter market share price), and its ability to raise funds through an initial public offering. However, (2) you are also committed to having this company -- which you have led through its period of greatest growth -- maintain its image of honesty and integrity. To honor this commitment, Jensen must act in ways that convince the public that it is devoted to its patients’ well-being, not just the wealth of its shareholders. Ultimately, you know that is how you and your family (which founded the company) will be judged in history. 

As Chair of Jensen Pharma, you will:

 1) Call the special board meeting to order when indicated by the instructor, 
2) Review each option for Deykanor, 
3) Ask each individual at the meeting to introduce themselves and explain what option they think the board should take (i.e., option 1, 2, or 3) and why they support this option, 
4) Ensure that everyone has a chance to speak, and 
5) Call for a vote of the board when time expires or when directed to do so by the instructor. (NB: Only the five board members are allowed to vote. The chair does not vote unless there is a tie).

Role of M. Jensen, offspring of C. Jensen (Board Chair),

 Member of Jensen’s Board of Directors and President of MJ Associates, Consultants


You operate a consulting firm, MJ Associates, which does most of its business with Jensen Pharma. You own almost 4% of Jensen stock which was given to you by your parent, C. Jensen. As you repeatedly remind the other board members, you own the second largest block of stock worth $36 million at the current share price. You also own 300,000 stock options that you earned during your tenure as a board member, which are worth several more millions. The value of your shares and options have dropped over $30 million in the last year, so you are very concerned about the potential effects that the FDA’s ban of Dekanor could have on Jensen’s future share price and its ability to do an initial public offering. Having being closely involved in the drug industry since birth, you are acutely aware of Jensen’s need to invest funds in developing new drugs if it is to survive in the longer term and thus you have been pushing the board to quickly list Jensen on the NYSE, and then do an initial public offering (IPO). 

You have recently become increasingly disturbed about management’s apparent responsiveness to stakeholders’ demands. In a well-publicized statement that appeared in The Wall Street Journal, you stated, “Jensen’s management team needs to be reminded that they were hired by Jensen’s shareholders, NOT its stakeholders.” 
A suggestion was recently sent to you by a corporate lobbyist in Washington. He suggests that it might be possible to bring political pressure to bear on the FDA by securing the cooperation of the current Secretary of Health and Welfare. The Secretary might be willing to postpone the FDA ban until independent testing can show Dekanor is safe, a result which is anticipated within three to four years. In the best case, the Secretary might even be persuaded to overrule any ban proposed by the FDA, since the ban would represent a major precedent that increases the power of the FDA at the expense of drug companies and their rights to free enterprise. Getting the Secretary to go along with this plan might require some major financial contributions to the President’s re-election campaign. Either way, these tactics would buy Jensen the time it needs to complete an IPO the proceeds from which would allow the firm to develop some new blockbuster drugs to replace Dekanor.
Role of L. Vayan,

Member of Jensen’s Board of Directors and CEO of RAV Pharmaceuticals


You have 28 years of experience in the pharmaceutical industry, having served 12 years as a senior manager in several large international pharmaceutical companies, and the last 8 years as a CEO of a pharmaceutical supply company, RAV Pharmaceuticals. Jensen is one of your larger customers, making up almost 10% of RAV’s sales. Due to cash flow problems, Jensen has not paid its invoices for six months and now owes RAV $8 million. You have served on the board for 4 years and have 300,000 stock options, but, to date, you own no stock.


You have heard from several industry insiders that prescription drugs kill more people in North America than illegal drugs. Given that all drugs carry some risk, you favor permitting patients and their doctors to decide what is best for them. Although you are unsure of the board’s legal exposure, you feel that the best path for Jensen is to maintain pressure on the FDA, to continue to aggressively market Dekanor, and to do whatever Jensen can to avoid having it banned. Otherwise, you fear that your Jensen stock options will be worthless, and the $8 million owed to RAV will never be paid. 

Role of D. Charles

Member of the Jensen’s Board and Retired CEO of an Insurance Company


You were first elected to Jensen’s Board 12 years ago when you were the CEO of a well-known insurance company. As chair of Jensen’s ARCo (Audit, Risk and Compliance) Committee, you were annoyed when this meeting was called for two reasons: First, while you have heard allegations that Dekanor is not safe, you have nonetheless been told repeatedly by management that it is safe. And second, you were supposed to play golf with your usual foursome today and had to cancel at the last minute in order to attend this meeting. 


As a retired insurance executive, you are well aware of the liability implications of the Dekanor issue. At the last board meeting, you requested that Jensen increase its liability coverage on its Directors and Officers (D&O) Insurance policy to $10 million per director, but this request has not been honored yet. However, even if the board votes to add a warning to Dekanor’s product label, you doubt that $10 million in D&O insurance will be enough to cover the personal liability if Jensen’s directors are later found negligent. 


Given this, your professional experience indicates a conservative approach should be considered. You want to bring up these issues in the meeting as well as the fact the board has never discussed its risk tolerance level. How much risk is the board comfortable with and how much risk is too much? You want to ensure that Jensen’s board makes the right decision as you own a considerable amount of its stock and stock options, and you are counting on the proceeds from these holdings to fund the rest of your retirement. 

Role of B. Garrison, MD

Member of the Jensen’s Board of Directors and Practicing Physician


You are aware of the bad publicity surrounding Dekanor. As a practicing physician, you have been prescribing Dekanor to your patients for three years, and you have seen nothing wrong with it. At the last American Medical Association meeting, other doctors with whom you have spoken reported similar experiences. Your thought is that an appeal should be sent to all doctors to protest the FDA’s threat to ban Dekanor on the grounds that a ban would be violating a physician’s right to prescribe the most effective drugs. The fact that some of the doctors you talked to have been using Dekanor for over three years indicates that it has value.


You have been a member of the Board of Directors for eight years and own 50,000 shares of Jensen stock as well as 300,000 stock options that you have been awarded for serving on Jensen’s board. When you checked Jensen’s over-the-counter share price this morning, you saw that 120,000 of these stock options are still exercisable at prices lower than the current stock price of $17, so you are eager to avoid any imprudent decisions regarding Dekanor at this meeting.

Role of Y. Boiki

Member of Jensen’s Board of Directors and CEO of a Property Development Firm


You have just been summoned to your first board meeting with Jensen Pharma. You are the CEO of a successful local property development firm. Last year, your firm developed the land and built the mansions that C. Jensen, CEO and Chair of Jensen Pharma and his offspring now occupy. C. Jensen was so impressed with your business acumen and ability to handle the authorities that he recently recruited you to fill the position as an independent director on Jensen’s board. You have been since informed you that you will be appointed to Jensen’s ARCo (Audit, Risk and Compliance Committee), Compensation, and Governance Committees. 


As this is your first introduction to Jensen Pharma’s Board and its Senior Management team you want to make a good impression. If pushed, you would admit to feeling very nervous as you are ill-prepared to vote on such an important issue. Given that your background is in civil engineering and construction, you feel as unprepared as a university student walking into his/her final financial accounting exam without ever having opened the text. You regret that you have not had more education and exposure to the pharmaceutical industry and its legal issues before joining the board. 


You have come to the special meeting with very positive impressions of Dekanor as your mother-in-law uses it and very speaks highly of it. You are, of course, worried about the personal liability issues as a director and do not want to be associated with any product that causes harm to humans. However, at the end of the day, you just want to fit in, so you will “go along, to get along.”

Role of H. Phillips, MD, PhD

Director of Research, Jensen Pharma


You were instrumental in getting Dekanor on the market in record time and under budget. For that reason alone, you were named Director of Research three years ago, the position you currently hold. As head of Jensen’s research division, you are aware of the deaths linked to Dekanor. But as you often tell anyone who will listen: It is a very safe drug when compared to alcohol and tobacco; it is even safer to take Dekanor than texting while driving! 


Although it is the only product of its kind that Jensen produces to help lessen migraine symptoms, you know there are negative side-effects. You only feel it is because of Jensen’s superior marketing, its direct advertising to consumers, and its aggressive sales force pushing it on physicians that Dekanor has fared so well against rival migraine drugs. You want to remind the board again that it has become increasingly difficult for companies with smaller research budgets, like Jensen, to develop and bring new products to the market because of the lengthy and exhaustive testing requirements of the FDA. It now requires almost $1 billion to develop and bring a new drug to market; drug companies typically test 5,000 to 10,000 compounds for their ability to treat a disease, of these only 4 to 5 make it to the next phase, which is clinical testing on human subjects, and typically only one of the compounds that was tested on humans will be approved by the FDA and then brought to market. You will tell the board that without the profits from Dekanor, Jensen will not have the resources to finance new drug research unless Jensen quickly does an initial public offering to raise the needed research funds.

You have been awarded a significant amount of Jensen stock options since being named Director of Research and would like to have a chance to exercise these so you can fund your children’s educations.

Role of J. Vance, JD

Corporate Legal Counsel, Jensen Pharma


You want to present two legal options to the board: The first is to negotiate with the FDA to place a black box warning on Dekanor in lieu of banning Dekanor. Black box warnings, the strongest issued by the FDA, are placed on a drug’s label to alert patients to life-threatening risks associated with the drug. Requiring a black box warning label is the last step that FDA will take before banning that drug from the market. You feel the FDA can be persuaded to accept this option with some arm twisting. 


A second, much more aggressive option was suggested to you by another Jensen attorney. She has seen the Dekanor issue develop over the past year, and she thinks that it would be possible to delay any action by the FDA using legal means. She suggests that Judge Kent of Atlanta (someone you know personally) would be willing to serve an injunction on any FDA action. This injunction would prohibit the FDA from banning Dekanor until a formal hearing could be held. The results of the hearing, if unfavorable, could be appealed. In effect, the case could be tied up in the courts for 3-5 years, allowing Jensen time to do an initial public offering to fund the development of new drugs. You have been given a significant number of shares and options that you hope will fund a prosperous retirement in a couple years.
Role of E. Rollins, MD, PhD

Assistant Director of Research, Jensen Pharma


You are the newest member of the management team and the youngest research scientist ever to be promoted to such a high corporate position. You earned an international reputation as one of the brightest young stars in the pharmaceutical industry very early in your career when you worked as the assistant to Dr. John Lee, a highly respected member of the scientific community and former head of the FDA. One of Dr. Lee’s strongest beliefs was that, above all, the medical profession – and by extension the pharmaceutical industry – should never do anything that would endanger people’s lives. He was also a fervent advocate of the FDA and the important role that it plays in maintaining the nation’s health and welfare. As your mentor, Dr. Lee instilled those same values in you.


You have not been with Jensen very long, so you do not own any stock options. However, your highly regarded reputation practically ensures that you will have a very long and highly lucrative career. Therefore, you do not want to do anything that would displease your mentor or damage your standing in the scientific community. You studied with the researcher at the Ivy League university who led the study that indicated that taking Dekanor may increase the risk of heart attacks. You know this individual is an outstanding researcher with impeccable standards, and if she found evidence that Dekanor is dangerous, it is based on solid, scientific research. 


In your opinion, you do not feel the board fully understands the risks involved with keeping Dekanor available for sale. You want to remind the board, in a way that will not alienate your boss, H. Phillips (whom you have every reason to suspect will strongly support continuing the sale of the drug), that the ultimate purpose of Jensen Pharma is to make people’s lives better, not to make money.
Role of D. Stone

Director of Public Relations, Jensen Pharma


As the company’s primary interface with the public and most especially with the press, you are responsible for shaping the company’s image. Since the issues to be discussed at the special meeting are so sensitive and the decision will have such a huge impact on Jensen, you have been invited to the meeting to be certain that you can “spin” whatever option the board chooses in a positive way.


You have two ideas to help place a favorable spin on each option: If the board goes with Option 1, to remove Dekanor from the market, you will use Johnson & Johnson’s (J&J) experience with Tylenol as a guide. Once J&J found that an individual was tampering with Tylenol and individuals were being harmed, it immediately removed all Tylenol from the market. This decision was very costly for J&J in the short term, but this action built J&J’s reputation as being a company that puts its patients’ well-being ahead of profitability; a reputation that J&J effectively leveraged for years. You feel that by removing Dekanor at this point, Jensen could make a strong case that the company cares for its patients more than profits, and Jensen could then leverage this reputation to effectively market its other drugs.


If the board decides to proceed with Option 2 or 3, then you will propose a two-pronged attack. First, you will begin a campaign designed to smear the reputation of the independent researcher at the Ivy League school. Second, you plan to attack the premise of the research study, perhaps by arguing that the study did not adequately control for pre-existing heart conditions, which may explain why Dekanor was found to be associated with a higher incidence of heart attacks. If you can convince the public to believe that the researcher is incompetent and her study is flawed, this will significantly lessen the pressure on the FDA to ban Dekanor.
Role of R. Johnson, CMA

Vice President and CFO, Jensen Pharma


As CFO of the corporation, your principal concern is for the company’s financial performance (although you also own a significant number of Jensen stock options which you are relying on to fund your retirement). You are not a member of the Board, but you, nonetheless, attend all board meetings in order to speak to the effect any board decisions may have on the company’s bottom line. You will remind the board that any significant drop in the sales of Dekanor would reverse the trend of strong growth in profits that has been characteristic of the Jensen’s performance under the leadership of its current CEO. In addition, any such adverse trend would further drive down Jensen’s share price and significantly hurt its ability to execute an initial public offering (IPO). You also want to make the board understand that the ability to fund R&D is the key to Jensen’s long-term success as there are no drugs in the pipeline to replace the lost revenue if Dekanor’s sales slump. In addition, the patents on the other two of Jensen’s best selling drugs will expire in the next two to three years, which means the income from these drugs will fall significantly. 

If you are feeling grumpy, you may also add that the Research Director, H. Phillips, whom you dislike, has not successfully introduced any new drugs to the market since Dekanor three years ago, meaning the Research Director is a “one-hit wonder.” You can also use this opportunity to point out to the board that if Jensen is to survive, it needs to hire a new Research Director as its future lies in bringing new drugs to market. Since your bonus, the value of your stock options as well as your job, depend upon the well-being of the company’s financial condition, you have a substantial personal stake in rejecting or delaying any action that would remove Dekanor from the market.

Role of L. Goodson

Vice President of Human Resources, Jensen Pharma


As head of Human Resources, your primary concern is for the company’s employees. You are widely known as a Humanist; the values of compassion, integrity and justice are very important to you as a person and as an HR professional. You are extremely uncomfortable with the argument that Jensen must place shareholders’ concerns for profits above stakeholders’ concerns for patients’ well-being. Even though you have 40,000 stock options, you personally can see a clear answer to the debate of shareholder versus stakeholder. If it were left to you, you would live Jensen’s mission and place patients’ health concerns over the shareholders’ desire for profits.


You are not a member of the Board, but you attend all board meetings in order to provide advice as to how board decisions may impact the well-being of Jensen’s employees. You know that a decision to remove Dekanor from the market immediately would create a Human Resources nightmare as the decision would mean closing one or more of Jensen’s production facilities as well as one of its R&D labs. As a result, several hundred people would lose their jobs, and it would fall to you to decide who has to go. While you will inform the board of the negative impact a decision to stop selling Dekanor would have on many of Jensen’s employees, you would like to see Dekanor removed from the market immediately, and you feel that it should only be re-introduced when it has been proven safe.

Role of N. Greene

Vice President of Marketing, Jensen Pharma


As Vice President of Marketing, you have led a very successful marketing campaign for Dekanor since it was introduced to the market three years ago. You have every confidence that your marketing group can continue to turn in a strong performance as long as the company continues to market Dekanor aggressively. Given the negative publicity currently surrounding Dekanor, you favor instituting a new advertising campaign aimed directly at consumers and physicians. 


You are not a member of the Board, but you attend all board meeting to provide input on marketing issues when called upon. At today’s meeting, you will begin by reminding the board that a new migraine drug is due to be released by a rival firm shortly, and you fear that if Jensen re-calls Dekanor at this time to conduct independent testing, or if Jensen even stops aggressively promoting it, that the rival’s new drug will steal most, if not all, of Dekanor’s market share. Given this, you want to make an especially strong case to keep Dekanor on the market and to launch a new marketing campaign. You know that you are on the short list of CEO candidates at a well-known firm in another industry, and if you are to be considered as a finalist for this position, you need to make a strong impression right now.

Role of T. Garcia

Chief Information Officer, Jensen Pharma


As Chief Information Officer, you have worked diligently to protect Jensen Pharma’s information systems. Competing in the pharmaceutical industry requires the very best in corporate information security, because new and unpatented drugs are the frequent targets of those who seek to steal company secrets, because the next big blockbuster drug can be worth billions. 


You have meticulously kept every file relevant to Dekanor since the early days of its initial development, and you feel very confident that all of the Dekanor computer files are safe from any sort of illegal hacking. However, if the FDA begins formal investigations, your careful preservation of the Dekanor records could end up harming the company, since there were some troubling findings of side effects in the early testing of Dekanor that were never released to the FDA or made public. You are thinking that it might be a good idea to very quietly put together a small team that would be prepared to take immediate and decisive action to destroy any potentially damaging files. You realize that you could end up being the ultimate scapegoat regardless of which way things go.

Jensen Pharma: A Governance Role Play
Abstract


Jensen Pharma is a role play that explores governance and ethical issues where shareholder demands and stakeholder considerations are in direct conflict. Board members and the members of firm’s management team attending the meeting are asked to act out a broad range of issues including concern for Jensen Pharma’s shareholders, its stakeholders, their personal values, career progression, and personal wealth. Learning objectives include learning about the role of governance and applying best practice guidelines to improve governance, while recognizing the ethical leadership responsibilities of the board of directors. The role play has been tested several times and 99% of masters’ students and managers (n=150) using earlier versions of the role play recommended instructors at other universities adopt the role play. The two most common reasons for recommending that other instructors adopt the role play were that they found it fun, interesting and an engaging way to learn about governance (n=47), while others recommended the role play because they thought it was a good way to see what boards do and learn about governance (n=42).
Keywords: Governance, Boards, Ethics, Agency Theory, Pharmaceutical Industry
Jensen Pharma: A Governance Role Play
I. Introduction

The governance failures witnessed in Enron, Health South, Tyco and Nortel have placed the impact of poor governance in the limelight. Unfortunately, despite calls from the AASCB to increase coverage of governance in business schools’ curricula, and the inclusion of governance within the IMA’s body of knowledge, there are few pedagogical resources that instructors can employ in an interactive way to review the role and impact of governance. It can be difficult to engage students in learning about abstract concepts, such as governance, where they have no experience. Role plays are particularly effective at engaging students because each player must become the character to which he/she is assigned and then interact with other role players in that capacity (McKeachie 2002). This role play can be used in a variety of financial accounting, management accounting, auditing and governance classes to discuss the role of governance and how boards can successfully manage the often conflicting goals of shareholders and stakeholders under conditions of ambiguity.
II. Role Play Overview

The scenario for the role play is: A pharmaceutical firm’s board must decide what to do with its best selling drug, Dekanor, in light of research that suggests that the drug may be causing serious harm to patients (see “Jensen Pharma Role Play Case Background Information” which is provided to students prior to the role play). The role play reflects the ambiguity Merck’s and Pfizer’s boards may have experienced and the actions those boards took in the years before they knew if their “blockbuster” drugs, Vioxx, Bextra and Celebrex, were causing significant harm to patients (see Appendix 1 for a brief review of the pertinent facts surrounding Vioxx, Bextra and Celebrex). For example, the role play includes the impact of social media, pressure from rivals, and tactics sometimes used by pharmaceutical companies to discredit negative research studies. The board members are asked to choose between a number of options that reflect how pharmaceutical firms may deal with these issues: 1) preemptively remove Dekanor from the market, 2) continue selling Dekanor, but in order to pacify the FDA, add additional product warnings and stop actively marketing the drug to patients, or 3) continue to aggressively market the drug and do whatever it takes to keep the FDA from banning it.

The role play allows students to play one of 14 roles, including Jensen’s Board Chairperson and CEO, its five board members, and eight members of Jensen’s management team. Each role player must decide how to balance his/her corporate agenda with his/her personal agenda. For example, some board members own considerable amounts of stock and/or stock options that are worth millions at the current share price, so their advocacy of an option may be colored by their desire not to suffer a significant loss of wealth (see Appendix 2 for a table that summarizes each character’s personal and corporate agendas and which alternative they may favor). 

The Jensen Pharma role play was adapted from the organizational behavior role play, “Vanatin: Group Decision Making and Ethics,” which was adapted by Roy Lewicki, who in turn based the Vanatin role play on an exercise developed by J. Scott Armstrong. The Vanatin role play was originally published in the second edition of Hall, Bowen, Lewicki and Hall’s (1982) “Experiences in Management and Organizational Behavior.” Unfortunately, this book, which is currently in its fourth edition, was last published 1996. The Jensen role play described in this paper differs from the original Vanatin role play in three key areas: First, the learning objectives are different. The original role play was intended to help students studying organizational behavior understand how groups and group decision making impact ethical practices. While ethical reasoning is still discussed in the debriefing, the current role play is intended to teach accounting students about the role of governance and how to apply governance best practice guidelines to improve board decision making. 


Second, the original role play was set in August 1969 and thus needed to be updated to reflect the current regulatory and business environment; more specifically, the current role play was revised to reflect the issues Merck’s and Pfizer’s boards may have faced when deciding the fate of Vioxx, Bextra and Celebrex in the early 2000s. Third, nine new roles were added to the role play and five of the original roles were updated to capture the pressures that may have been felt by members of Merck and Pfizer boards and to reflect the full spectrum of potential tactics available to Jensen Pharma. Lastly, as all of the original roles used male names, they were amended to include only a first initial, rather than full name, so that the roles could be gender-neutral. In order to help students take ownership of their assigned roles, instructors may change the role names to reflect the gender and ethnicity of their students. For example, when our first use of this role play was in a women’s college, women’s first names were substituted for the first initial in each role.

III. Learning Objectives and Implementation Guidance

The role play is meant for undergraduate and graduate accounting capstone, management control, auditing, and governance courses to expose students to the challenges of governing organizations and making ethical decisions at the board level. While many students understand that the role of corporate boards is to represent the shareholders’ interests, few students understand how boards are structured and what board members and management may do inside board rooms. Instead of dryly explaining to students these abstract constructs, such as the structure and process of corporate governance and how regulators have attempted to enhance board decision making, instructors can use experiential learning which allows students to discover these concepts on their own. The role play has four primary learning objectives: 
I. To understand the principles of corporate governance. 
II. To understand the regulations surrounding board structure and processes, such as reflected in New York Stock Exchange (NYSE) Corporate Governance Standards.

III. To apply governance best practices to improve board decision making. 
IV. To identify and understand challenges in ethical decision making at the board level.


The Jensen Pharma role play consists of eight steps (the approximate time for each step is shown in parentheses):
1. Distribute the “Jensen Pharma Role Play Case Background Information” to each student in the class prior to the one when the role play will be conducted. Inform students that in order to prepare for the role play, they should read this Case Background Information and the following articles: Nadler’s (2004) “Building Better Boards,” “Section 303A.00 NYSE Corporate Governance Standards,” and the Canadian Coalition for Good Governance (2010) report, “Building High Performance Boards,” which reviews best practices in governance. Instructors wishing to provide their students with a basic overview of the roles, responsibilities and typical structures of corporate boards should direct their students to a governance website of a publicly-traded company. For example, Mattel Inc’s Governance Guidelines (http://corporate.mattel.com/about-us/guide.aspx) outlines its policies regarding: director responsibilities, selection of the Board Chair and CEO, board committees, qualification of committee members, frequency and length of meetings, format and timing of materials, requirements for attendance at board meetings, board membership criteria, board compensation, and director orientation and training.
2. Outline the role play’s learning objectives at the beginning of class (5 min). 
3. Assign one student to each of the 14 speaking roles. In order to involve additional class members in the role play, assign the remainder of the class as understudies to one of the 14 speaking roles (e.g., if you have 42 students in the class, then there would be two understudies assigned to each of the 14 lead speaking roles). Understudies do not speak in the role play, but still can contribute their thoughts by passing paper notes (or text messages) to their lead role player during the board meeting. Each lead role player and his/her understudy should receive only copies of the role to which they have been assigned. Caution students not to share the information contained in their role descriptions with other role players prior to the board meeting. Allow role players time to meet with their understudies, review their roles, and decide which option they will favor (5-10 min).
 
4. While the lead role players are meeting with their understudies, the space to be used for the role play can be prepared. To the extent possible, arrange the classroom to resemble a board room. Prior to the session, prepare name cards for each role with the name of the character and his/her position within Jensen Pharma written on both sides (see Appendix 3 for the name card template). Place one of these in front of each of the fourteen seats (5 min). In order to increase the feeling authenticity, instructors can also place a meeting agenda at each place (see Appendix 4 for a sample board meeting agenda) along with the name cards. Instructors may have other ideas for enhancing the feeling of authenticity. For example, one of the co-authors also places a pen, pad of paper with Jensen’s logo affixed to the top, and a bottle of water along with the copy of the agenda and name card at each of the speaking roles’ seats.
5. Coach the student playing the Board Chair to: a) begin the board meeting by reviewing each of the three options, b) inform the board meeting attendees that each will have 60 to 90 seconds to introduce themselves, state which alternative they favor and explain why, and c) reach a majority decision within the 30-minute time period (5 min). 
6. Invite the lead role players to sit at the place identified by their name cards and instruct their understudies to sit behind their designated role player. Remind understudies that they may communicate with the lead player only by discretely passing notes/texting.
7. Once everyone is seated, the Chair calls the meeting to order. From this point on, the Chair is in charge of the proceedings. The instructor should not intervene until time is about to expire and the vote needs to be called (30 min).
8. Once the board has reached a majority decision and adjourned, or the time allocated for the meeting has elapsed, begin the debriefing as outlined in the next section (25-30 min).

This role play can be completed in 50 minutes by making the following adjustments to the steps above: Assign and distribute the speaking and understudy roles in the class prior to the role play, set up the classroom before the students arrive, allocate only 25 minutes for the board meeting and 20 minutes for the debriefing. However, we strongly recommend using the 75-80 minute format to permit a richer, more in-depth discussion of the governance and ethical issues raised in the debriefing period.

IV. Debriefing Guide

After the role play is completed, instructors should begin the debriefing session. This guide is divided into 4 sections: (1) students’ reactions to the role play, (2) analysis of Jensen’s governance practices, (3) recommendations to improve Jensen’s governance practices, and (4) analysis of ethical issues raised by the role play. Each section provides guiding questions to initiate class discussion (in boldface), important teaching points to emphasize (bulleted) as well as some commentary based on the authors’ experience in leading class discussions of Jensen Pharma (in italics).
Section 1: Students’ Reactions to the Role Play
Did you find the role play realistic? Typically, students will agree that the role play is very realistic. 
Which option do you think Jensen’s board would have selected in real life if Jensen Pharma had been a real company? Students are normally cynical, arguing that in real life the board would at the very least have chosen Option 2 (continue to sell the drug with a warning label). 
· The Jensen Pharma role play is based on Merck’s experiences with Vioxx, and Pfizer’s experiences with Bextra and Celebrex. Share the facts surrounding Vioxx, Bextra, and Celebrex (see Appendix 1 for a timeline of key events for Vioxx, Bextra and Celebrex). 
· Although Vioxx was criticized in several scientific articles for its adverse impact on patients’ hearts, Merck vigorously defended Vioxx’s safety up to the point when it was removed from pharmacists’ shelves in September 2004. 
· The reason for Merck’s response may be that Vioxx’s revenues were over $2 billion per year, and that patent protection for five of Merck’s top-selling drugs was set to expire in the 1999-2001 period. 
· The boards of Merck and Pfizer faced significant ambiguity in terms of the safety of Vioxx, Bextra and Celebrex. 
· Merck’s board faced a significant level of uncertainty. In the aftermath of Merck’s decision to recall Vioxx, a physician and professor of pharmacology was quoted as saying, “Five years after the approval of any drug we don’t know all the harm. And there is always harm – especially with potent drugs that have real benefits.” (Carey and Barrett 2004, 42). 
· Boards regularly make decisions under conditions of uncertainty that attempt to balance the shareholders’ need for profit with the other stakeholders’ needs for jobs, safe products, clean air, and tax revenues. 
· The quality of boards’ decisions will be impacted by their governance practices.
Section 2: Analysis of Jensen’s Governance Practices
What is good governance in this role play? If the students have understood the readings, they will answer that effective boards make decisions which balance the needs of shareholders and stakeholders while ensuring the longer term viability of the firm. 
Are you comfortable with the decision the board made? Unless the board has chosen Option 1 (Immediately remove Dekanor from the market), students may express some discomfort with the decision made by the board during the role play. Instructors can inform the group that in the past students choose Option 1 (Immediately remove Dekanor from the market) less than 5% of the time, Option 2 (Add a warning label to Dekanor) about 85-90% of the time, and Option 3 (Continue efforts to market Dekanor aggressively) about 10% of the time.
Why do you feel uncomfortable with the decision? Students should reply that they feel uncomfortable selling a drug that may be, in the words of an independent researcher quoted in the role play, “a ticking time bomb.” 
Briefly describe the corporate and personal agendas that were you asked to act out as part of your assigned role? A short description of each role’s agenda is included in a table for quick reference by the instructor in Appendix 2. 
Section 3: Recommendations to Improve Jensen’s Governance Practices
As an unlisted company that only trades in the over-the-counter market, Jensen does not have to follow NYSE Governance Standards until it is listed on that exchange. The purpose of the next question is to allow students to see how the decision making process of Jensen Pharma’s board may have been impacted had the board followed the governance prescriptions outlined by the NYSE Governance Standards and Best Governance Practices.
· Corporate governance is a special case of agency theory. In general, the principal-agent problem is that the principal cannot directly observe the agents’ behaviors or the conditions under which they operate, so the principal needs to incorporate a number of controls to ensure the agents’ actions are aligned with the principal’s objectives (Eisenhardt 1989). 
· In the case of corporate governance, the principals are the shareholders, who have a residual claim on the corporation’s financial assets, while the agents are the managers who are hired to manage the business on behalf of the shareholders. 
· In order to maintain oversight of management’s actions, the shareholders elect a board of directors to represent their interests. 
· The board then hires a CEO, who in turn is responsible for hiring the rest of the management team. 
· The board only has one employee, the CEO, whom they can hire, fire, and compensate. 
· The board cannot directly hire or fire anyone else, so it is important to ensure that the board has a competent CEO. 
· The board then provides an advisory and oversight role, ensuring that the CEO and his or her management team serve the interests of the shareholders (and other stakeholders), rather than their own personal interests. 
· Regulators, such as the NYSE, attempt to improve board decision making by mandating how the board is structured and which processes it must follow. To ensure students understand what structure and governance processes are mandated for firms listed on the NYSE, briefly review Section 303A.00 NYSE Corporate Governance Standards (2009) (See Appendix 4 for excerpts from Section 303A.00 NYSE Corporate Governance Standards). As an alternative to reviewing NYSE Corporate Governance Standards with students, instructors can go online to review the governance guideline of any NYSE listed firm, such as Mattel Inc’s Governance Guidelines (http://corporate.mattel.com/about-us/guide.aspx).
How can you apply the Canadian Coalition for Good Governance 2010 Best Practices and Guidelines to recommend changes for Jensen’s board? 
Best Practice I. A high performance board is accountable and independent

Guideline 2: Ensure at least two thirds of directors are independent of management 

· To ensure that the board’s interests are aligned with shareholders instead of management, it is imperative that the board has a majority of independent directors. Does Jensen’s board meet this guideline? Students should note that only one-half of Jensen’s directors (Charles, Garrison, and Boiki) meet the NYSE criteria to be seen as independent, while Vayan, C. Jensen and M. Jensen are not independent. Vayan’s firm relies on Jensen for 10% of its sales, C. Jensen is also Jensen Pharma’s CEO, and M. Jensen’s firm relies on Jensen Pharma for the majority of its revenues, plus her/his parent is the CEO and Board Chair. Would having a majority of independent directors have changed the decision made by the board? Students should argue it would have made a difference, as the independent directors would have been more likely to vote as the majority of shareholders, rather than voting to protect their personal interests. 
Guideline 3: Separate the roles of Chair and Chief Executive Officer 

· The Chair and CEO have different roles and responsibilities: The Chair has the role of overseeing management and is responsible first and foremost to the shareholders. The CEO has the role of creating value and is first and foremost responsible to the board. 
What power did the Board Chair exercise in the role play? Some students should recognize that the Board Chair has the ability to shape and control what happens in the board meeting, as the Chair not only decides the meeting’s agenda, but also decides what options will be discussed, the order of the speakers, and when the vote will be called. 
· Jensen has combined the roles of Board Chair and CEO. Would separating the roles have likely changed the decision made by Jensen’s board? While the role of Board Chair and CEO is written to keep this individual neutral, some students may bring their own biases to play during the board discussion, which may ultimately influence the result of the vote.
Best Practice II. A high performance board has experienced, knowledgeable and effective directors and committees, and the highest level of integrity


Guideline 4: Ensure that directors are competent and knowledgeable
What is the impact of having poor quality directors on the board? Students should quickly understand that for good governance to occur, the board needs competent and engaged directors. 
Did any of the directors appear to be lacking in this regard? Students should quickly recognize that Boiki, as a new board member, was not adequately prepared for the meeting, and thus was unable to vote competently, meaning shareholders had effectively lost the voice of an independent board member.
Guideline 5: Ensure that the goal of every director is to make integrity the hallmark of the company

· Guideline 5 is very important, but this will be reviewed in Section 4 below. 
Guideline 6: Establish mandates for board committees and ensure committee independence

· There is little evidence in the case to indicate whether mandates for individual committees exist. There is, however, evidence that the Nominating committee lacks independence as the CEO and Board Chair invited Boiki on to the board without first being vetted by the Nominating committee. 
· It is important for the Nominating committee to be independent in order to ensure that the CEO does not populate the board with individuals who are sympathetic to his/her agenda. 
· Many members of Jensen’s audit, governance and nominating committees are not independent directors, which calls into question their ability to prioritize the interests of shareholders over the interest of management. What are the implications of this lack of board member independence on Jensen’s board? 
· If a CEO is allowed to stack each committee with directors who are loyal to him/her, then he/she is better able to control the board, which is contrary to the shareholders’ interests.
Guideline 7: Establish reasonable compensation and share ownership guidelines for directors. To fully align interests with shareholders directors should have shares rather than options
· While it is difficult to determine from the case if the number of share options granted to Jensen’s directors for their board work is fair, the type of director compensation used by Jensen is problematic. Why is Jensen’s director compensation method problematic? 
· Without personal capital at risk (in terms of share ownership), directors are less likely to advocate for the same alternatives as shareholders. 
· Many boards require directors to accumulate and then maintain significant share holdings (as opposed to just possessing share options) while on the board in order to better align the directors’ interests with their shareholders.
Guideline 8: Evaluate board, committee and individual director performance

There is no evidence of evaluation of the board in the role play. 
· It is difficult for the board members to be adequately prepared to vote on a complex issue, such as removing its best selling drug from the market, if board members have not received relevant information until the day prior to the special board meeting. 
Best Practice III. A high performance board has clear roles and responsibilities

Guideline 9: Oversee strategic planning, risk management, and management hiring and evaluation

How would you rate the performance of Jensen’s board with respect to risk management? Students should point out that its performance was below average. 
· Management had assured the ARCo (Audit, Risk and Compliance) Committee Chair, D. Charles, that there was no risk of Dekanor being taken off the market by the FDA, and then shortly thereafter called an emergency meeting to discuss such a possibility. 
· While risk management is the responsibility of management, it is the board’s responsibility to ensure that management has done its due diligence. 
· A second issue is that the board has not discussed is Jensen’s risk appetite. 
· The board should formally document how much risk Jensen will assume in pursuit of shareholder return.
Guideline 10: Assess the Chief Executive Officer and plan for succession
· There were no issues raised in the role play, although given the CEO is thinking about his /her legacy, the board should have a CEO succession plan in place.
Guideline 11: Develop and oversee executive compensation plans

· The CFO was influenced by the fact his/her bonus is based on Jensen’s profitability. The CFO’s personal stake may have led her/him to be biased towards short term gain which may, in turn, lead to sub-optimal decisions, not to mention that it may encourage the CFO to manipulate Jensen’s financial results. 
· A better incentive system would be based on a balanced number of short- and longer-term performance measures, such a net profit, customer satisfaction, number of drug recalls, production efficiencies, and staff satisfaction. These measures are better aligned with Jensen’s long term profitability and less easily manipulated by the CFO. 
Section 4: Ethical Challenges
How would rate Jensen’s directors ability to balance their concerns for their own personal wealth against their responsibility to maintain their integrity and commitment to Jensen’s mission of helping patients live pain-free lives? Students should rate the board’s ability to balance these conflicting objectives as poor.
· In light of corporate scandals, such as Enron, there has been an increased call for boards of directors to take the lead in setting the ethical direction of the organization. 
· The ultimate responsibility for ethical behavior rests with boards, as boards have the greatest influence over the ethical stances assumed by CEOs (McAlister and Ferrell, 2005).
· Creating an ethical context is critically important because a single well-publicized ethical transgression can do long-lasting harm, and even permanently damage a firm’s reputation and its shareholders’ wealth. Merck provides a salient example of this issue. 
· Merck’s CEO, Ray Gilmartin, was famous for repeating a saying of its former Chair, George W. Merck that “medicine is for the people. It is not for the profits. The profits will follow” (The Economist 2002, 61). 
· Merck’s apparent devotion to patients, along with providing life-saving drugs for free or very cheaply to Africans, led it to be viewed as one of the most ethical corporations in America in the early 2000s. 
· However, in the aftermath of Vioxx’s recall Merck’s shares dropped 27%, which translated into a $42 billion loss of shareholder wealth, and its reputation has still not recovered as of 2012.
Why do you think Jensen’s board failed to take the lead in setting the corporation’s ethical agenda? Students should note that each member of Jensen’s board faced a tension between personal and corporate gain and doing what is right for Jensen’s patients. What are some root causes for the ethical lapses witnessed in the role play? 
· Share options increase pressure on board members to place shareholder concerns above other stakeholder concerns, to the point that shareholder concerns may dominate all else. While awards of stock options help align the board’s and management’s interests with the shareholders, it also increases the risk of poor ethical decisions as board members seek to protect (or enhance) their personal gains. 
· Jensen’s need for funds to support drug research and the pressure to develop new drugs to replace Dekanor may have influenced some comments made by the members of Jensen’s management team and votes cast by its board members.

Instructors may conclude the debriefing by stating that the shareholder-centric model of corporate governance is unique to Anglo-American countries, whereas many European and Asian countries, such as Germany and Japan, have adopted a stakeholder-centric model of corporate governance. Optional question: Can you describe the major difference between the Anglo-American and European and Asian models of corporate governance? 
· Under the Anglo-American model, maximizing shareholder wealth is the primary objective, while under the European and Asian models of corporate governance, other stakeholders, such as labor unions in Germany or business partners in Japan are given an active voice at the board table (Larcker and Tayan 2008). Instructors who want to explore the issue of different governance models in depth can assign Larcker and Tayan (2008) as a reading.
V. Experiential Use

Systematic feedback regarding the role play’s efficacy was collected with from participants in MBA, Professional Masters in Accounting, and Management Development programs (n=213) (See Appendix 6 for a copy of the participant questionnaire). The participants’ (average age 26.9 years, 5.3 years of university experience) rated the role play as highly effective, with 99 percent of participants (n=150) recommending that other instructors at other universities adopt it. The participants’ evaluation of whether the role play met its learning objectives was very positive:

· How much did the role play help you understand the principles of corporate governance? Average was 7.65 (n=182), where 1=Unhelpful and 10=Helpful.

· How much did the role play help you understand how the principles of corporate governance improve board decision making? Average was 7.75 (n=182), where 1=Unhelpful and 10=Helpful
· How much did the role play help you understand the challenges of ethical decision making at the board level? Average was 8.54 (n=182), where 1=Unhelpful and 10=Helpful
· How interesting was the Jensen Pharma Role Play? Average was 8.82 (n=181), where 1=Boring and 10=Interesting

Across the three groups, the two most common reasons for recommending that other instructors adopt the role play was that they found it a fun, interesting, or engaging way of learning about corporate governance (mentioned 47 times), while 42 students/managers wrote they would recommend the role play because was a good way to see what boards do and learn about governance.
VI. Conclusion


Despite the growing importance of good governance, in our experience it is difficult to engage students in learning about governance. One effective way to teach students about abstract concepts, such as board governance, is to immerse them in the process. As the classroom evidence suggests, Jensen Pharma is an interactive and engaging role play that effectively introduces students to the role and practice of good governance.
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Appendix 1
A Time Line of Pertinent Case Facts for Vioxx, Celebrex and Bextra

Vioxx

Vioxx is a non-steroidal anti-inflammatory painkiller (a selective COX-2 inhibitor) that is widely believed to have contributed to tens of thousands heart attacks, several thousand which ultimately resulted in death. 84 million patients took the drug over a five-year period (1999-2004) during which time it generated sales of $8.6 billion for Merck. The following is a timeline of key events based on Thompson (2008):

1997 
Internal e.mail warns of an increased chance of adverse cardiovascular events with Vioxx

1998
Study 090 with 978 patients shows five times more adverse cardiovascular events 
with patients taking Vioxx. Merck argues the sample size is too small to be conclusive

1999
Approved by the FDA as it was thought to be safer than existing non-steroidal anti-inflammatory (NSAID) painkillers due to a lower risk of intestinal tract bleeding

1999
In the period from 1999-2001, Merck received patents on five of its top best selling drugs. The patent on Merck’s best selling drug, Zocor, is set to expire in 2006
2000
Vigor study shows that patients taking Vioxx have a five times greater chance of heart attacks as compared to a rival drug. Merck hypothesizes the difference is not attributable to heart attacks caused by Vioxx, rather that the rival drug is better at protecting patients’ hearts
2000-1
Merck withdraws funding from, or issues public protests about, a number of academic scientists who publicly criticize Vioxx

2001
In a Journal of American Medical Association article, three medical researchers “raise a cautionary flag” about Vioxx causing heart problems (Thompson 2008)
2001
Vioxx sales reach $2.1 billion and peak at $2.5 million
2001-4
Vioxx trains its sales people to “dodge” physicians’ questions about Vioxx’s adverse 
impact on patients hearts (Thompson 2008)
2004 
An FDA meta-study of 1.4 million patients finds evidence that Vioxx increases the risk of heart attacks. The FDA scientist who led the study later claims he was ignored and eventually ostracized by his superiors at the FDA.

2004 
APPROVe study confirms that Vioxx does lead to higher incidence of heart attacks. After 
hearing the results, Merck debates whether to continue sales of Vioxx. Some members of 
the Merck team favor continuing to sell Vioxx, arguing that the addition of a warning 
label is sufficient as millions of Americans are benefiting from Vioxx. Others argue that 
leaving Vioxx on the market when Merck’s scientists do not understand what is causing 
the adverse cardiovascular events is contrary to Merck’s mission of placing patients’ 
wellbeing above profits.

2004 
On September 30, 2004, Merck’s CEO, Ray Gilmartin, announces Merck is pulling 
Vioxx from the shelves in the USA and worldwide. Its CEO states the withdrawal is 
about “putting patient 
safety first.” (Thompson 2008, C613)
2004
Merck stock falls 27% in the aftermath of withdrawing Vioxx from the market, which 
translates to a loss of $42 billion of shareholder wealth. Merrill Lynch estimates it will 
cost Merck $18 billion to settle all lawsuits relating to Vioxx.
2011
Merck reports that it settled all lawsuits relating to Vioxx for a total of $7.7 billion 
(Randall 2011). 
Bextra

Bextra is a NSAID painkiller, which is a selective COX-2 inhibitor, introduced by Pfizer in 2001.

2001 
Bextra is approved by the FDA

2003
Bextra sales peak at nearly $1 billion

2004 
Pfizer adds a warning label which outlines the increased risk of heart attacks

2004
The American Heart Association sponsors a meta-study of 5,930 subjects, and finds that 
patients taking Bextra are 2.19 times more likely to suffer from a heart attack

2005 
Pfizer withdraws Bextra from the market on the recommendation of the FDA due 
to 
increase risk of heart attacks and serious skin rashes. In its decision, the FDA notes that 
Bextra 
offers no additional benefit above that of other drugs and has significantly higher 
associated risks 

Celebrex

Celebrex is a NSAID painkiller, which is also a selective COX-2 inhibitor, introduced by Pfizer in 1999. However, despite being a COX-2 inhibitor, Celebrex works differently than Vioxx and Bextra.

1999 
Celebrex is approved by the FDA

2004
APC study suggests that the risk of taking Celebrex is similar to that of Vioxx with 
respect to heart attacks

2005 
In light of the study’s findings, Pfizer stops direct-to-consumer advertising

2005
FDA requires Pfizer to add a black box warning to Celebrex

2006
Two studies find that Celebrex is safe in doses smaller than 400 mg

2006
Pfizer resumes advertising direct-to-consumer

2006
Sales of Celebrex reach $2 billion for the first time

2009
In order to conclusively determine whether Celebrex is safe, Pfizer agrees to fund 
a large 
(20,000 patients), long-term study of 
Celebrex’s efficacy with a high risk group. The 
study is projected to be completed in 2013

2009
FDA approves additional warning labeling for Celebrex that outlines the risk to patients’ 
hearts when taking Celebrex over a longer period

Appendix 2 
Personal and Corporate Agendas for Each Role Character – For Instructors’ Use Only
	Role
	Corporate and Personal Agendas
	Which Option The Character May Favor

	C. Jensen, MD

CEO and Chair, Jensen Pharma,
Board Member
	· Owns shares worth $90 million
· Concerned with his or her legacy as CEO 

· Wants to ensure that Jensen is known for integrity
	2

	M. Jensen, President of MJ Associates,
Board Member
	· Owns shares and options worth over $36 million

· Owns a consulting firm which does most of its business with Jensen Pharma

· Strong proponent of the preeminence of shareholder rights over stakeholder rights

· Favors quickly doing an IPO to raise funds for more drug research
	3

	L. Vayan, CEO of RAV Pharmaceuticals,
Board Member
	· Owns 300,000 stock options, but no shares
· Jensen represents almost 10% of his firm’s revenues, RAV Pharmaceuticals 

· Jensen owes Vayan’s firm, RAV Pharmaceuticals, $8 million for supplies

· Industry veteran who feels no prescription drug is 100% safe
	2 or 3

	B. Garrison, MD

Board Member
	· As a practicing physician, Dr. Garrison has had positive experiences with Dekanor
· Owns 150,000 shares and 300,000 stock options
	3

	D. Charles, Retired CEO,
Board Member
	· Worried about the personal liability of board if the board is found negligent

· Wants to discuss the board’s risk appetite

· Owns a considerable amount of shares and stock options that he/she is depending on for retirement
	1 or 2

	Y. Boiki, CEO of a Property Development Firm,
Board Member
	· Not knowledgeable about the pharmaceutical industry or legal issues
· Feels unprepared to vote

· Is concerned about personal liability issues

· As a new board member, Boiki really just wants to be fully accepted by the other members of the board, so his/her vote will depend on the arguments made by others
	1, 2 or 3 Depends on arguments made by others 

	H. Phillips, MD, Ph.D

Director of Research, Jensen
	· Owns a considerable number of stock options

· Responsible for bringing Dekanor to market

· Needs the profits from Dekanor or proceeds from an IPO to fund the research needed to bring new drugs to market 
	3

	E. Rollins, MD, Ph.D Assistant Director of Research, Jensen
	· Has a stellar reputation as a researcher in the pharmaceutical industry

· Does not want to upset his/her boss, H. Phillips, but wants Jensen to live up to its mission of saving lives in order to preserve his/her stellar research reputation

· Will not allow others to discredit the Ivy League researcher Rollins studied with
	1

	J. Vance, Corporate Legal Counsel, Jensen
	· Will offer the board two legal options:

1. Place a black box label on Dekanor warning of potential dangers

2. Delay FDA banning Dekanor through legal means
	2 or 3

	D. Stone, Director of Public Relations, Jensen
	· Will offer to help place a favorable spin on whichever option is selected by board:
1. If option 1, then use the J&J Tylenol defense to build Jensen’s reputation as a firm which cares more for patients than profits

2. If option 2 or 3, then will tarnish the reputation of the researcher and discredit the study to reduce pressure on the FDA to ban Dekanor
	1, 2 or 3

	R. Johnson, Vice President and CFO, Jensen
	· Concerned about any adverse impact on Jensen’s profitability and its ability to do an IPO as there are no drugs in Jensen’s drug development pipeline to replace Dekanor
· Owns a significant number of stock options

· Johnson’s bonus depends on Jensen’s profits
	3

	L. Goodson, Vice President of HR, Jensen
	· A humanist who cannot live with a choice that may knowingly harm others

· Concerned about the impact withdrawing Dekanor will have on Jensen’s employees
· Wants Jensen to withdraw Dekanor until it is proven safe
	1

	N. Greene, Vice President of Marketing, Jensen
	· Has built a great reputation marketing Dekanor, so much so that he or she is being interviewed for a CEO position in another industry

· Wants to keep pushing Dekanor as a rival drug will steal most, if not all, of its market share if Dekanor is withdrawn or a black box warning is added
	3

	T. Garcia, CIO, Jensen
	· Kept all records pertaining to the testing of Dekanor, some of which may implicate Jensen as they prove that Jensen did not disclose all negative findings to the FDA
	1


Appendix 3
Name Card Template



Appendix 4 
Sample Board Meeting Agenda

   Jensen Pharma
    Corporation

Agenda for The Special Dekanor Board Meeting 

January, 2012
I. CALL MEETING TO ORDER – Dr. C. Jensen, Chair and CEO 

II. OUTLINE THE THREE OPTIONS FOR DEKANOR - Dr. C. Jensen, Chair and CEO

III. 
EACH PARTICIPANT INTRODUCES HIM/HERSELF AND THEN BRIEFLY INDICATES WHICH OPTION HE/SHE PREFERS AND WHY

IV. DISCUSSION OF OPTIONS

V. BOARD MEMBERS VOTE

VI. ADJOURN MEETING

Special Dekanor Board Meeting Participants:

Jensen Pharma Board of Directors:

1.
C. Jensen, MD, CEO and Chairperson of the Board 
2.
M. Jensen, offspring of C. Jensen, Member of the Board 
3.
L. Vayan, Member of the Board 
4.
B. Garrison, MD, Member of the Board 
5.
D. Charles, Retired, Member of the Board 
6.
Y. Boiki, Member of the Board 
Jensen Pharma Corporate Officers:

7.
H. Phillips, MD, PhD, Director of Research

8.
J. Vance, JD, Corporate Legal Counsel
9.
E. Rollins, MD, PhD, Assistant Director of Research 
10. D. Stone, Director of Public Relations

11. R. Johnson, CPA, Vice President and CFO

12. L. Goodson, Vice President of Human Resources

13. N. Greene, Vice President of Marketing

14. T. Garcia, Chief Information Officer

Appendix 5
Excerpts from Section 303A.00 NYSE Corporate Governance Standards

1. Listed companies must have a majority of independent directors

Commentary: Effective boards of directors exercise independent judgment in carrying out their responsibilities. Requiring a majority of independent directors will increase the quality of board oversight and lessen the possibility of damaging conflicts of interest.

3. Non-management directors must meet at regularly scheduled executive sessions without management

Commentary: To promote open discussion among non-management directors, companies must schedule regular executive sessions in which those directors meet with management participation. Regular scheduling of such meetings is important not only to foster better communication among non-management directors, but also to prevent any negative inference from attaching to the calling of executive sessions. A non-management director must preside over each executive session, although the same director is not required to preside at all executive sessions.

4. Companies must have a nominating/governance committee composed entirely of independent directors. The Committee must have a written charter which addresses the committee’s purpose which is at a minimum to identify who is qualified to be on the board, and develop corporate governance guidelines (see below for the more information on what corporate governance guidelines need to be developed).

Commentary: A nominating/corporate governance committee is central to the effective functioning of the board. New director and board committee nominations are among a board's most important functions. Placing this responsibility in the hands of an independent nominating/corporate governance committee can enhance the independence and quality of nominees. The nominating/corporate governance committee charter should also address the following items: committee member qualifications; committee member appointment and removal; committee structure and operations; and committee reporting to the board. 

5. Companies must have a compensation committee composed entirely of independent directors. The Committee must have a written charter which addresses the committee’s purpose which is at a minimum review and approve corporate goals relevant to CEO compensation, evaluate CEO in light of these and determine CEO compensation level based on this evaluation.

Commentary: In determining the long-term incentive component of CEO compensation, the committee should consider the listed company's performance and relative shareholder return, the value of similar incentive awards to CEOs at comparable companies, and the awards given to the listed company's CEO in past years. The compensation committee charter should also address the following items: committee member qualifications; committee member appointment and removal; committee structure and operations (including authority to delegate to subcommittees); and committee reporting to the board.

6. Companies must have an audit committee of at least three independent directors, who must be financially literate. The Committee must have a written charter which addresses the committee’s purpose which is to provide board oversight of integrity of the financial statements, compliance with regulatory requirements, performance, internal audit function and independent auditors, and discuss policies with respect to risk management.  

Commentary: Each member of the audit committee must be financially literate; as such qualification is interpreted by the listed company's board in its business judgment, or must become financially literate within a reasonable period of time after his or her appointment to the audit committee. In addition, at least one member of the audit committee must have accounting or related financial management expertise, as the listed company's board interprets such qualification in its business judgment. While it is the job of the CEO and senior management to assess and manage the listed company's exposure to risk, the audit committee must discuss guidelines and policies to govern the process by which this is handled. 

7. Listed companies must adopt and disclose a code of business conduct and ethics for directors, officers and employees, and promptly disclose any waivers of the code for directors or executive officers.

Commentary: No code of business conduct and ethics can replace the thoughtful behavior of an ethical director, officer or employee. However, such a code can focus the board and management on areas of ethical risk, provide guidance to personnel to help them recognize and deal with ethical issues, provide mechanisms to report unethical conduct, and help to foster a culture of honesty and accountability.

8. Companies must adopt and disclose corporate governance guidelines. The following areas must be addressed: Director qualification standards, Director responsibilities, Director’s access to management and independent advisors, as needed, Director compensation, Director orientation and continuing education, Management succession plans, and Annual performance of the board.
Appendix 6
Jensen Pharma Role Play

Participant Questionnaire

The purpose of this questionnaire is to learn some of your reactions to the “Jensen Pharma Role Play.” This feedback will be used to revise the role play and submit it for publication in an accounting or management education journal. Please do not give your name on this questionnaire so that you feel free to provide your honest opinions. Your comments below may be quoted in teaching notes that would be published with the role play, but because you are not identifying yourself they will remain completely anonymous.

Who You Are

1.
How old are you?  ________ years

2.
How many years of university have you completed?  _______ years

3.
What grade do you expect to receive in this course?  ________%

How You Prepared

1.   Did you read the assigned governance readings prior to coming to class?    YES    /    NO

What You Thought

Answer each of the following questions by circling the number that best corresponds to how you feel about the role play.

a.
How much did the role play help you understand what are the principles of corporate 
governance?


Unhelpful 1
  2
3
4
5
6
7
8
9
10  Helpful
b.
How much did the role play help you understand how the principles of corporate 
governance improve board decision making?


Unhelpful 1
  2
3
4
5
6
7
8
9
10  Helpful
c.
How much did the role play help you understand the challenges of ethical decision 
making?


Unhelpful 1
  2
3
4
5
6
7
8
9
10  Helpful
d.   
How interesting was the Jensen Pharma role play? 


Boring      1
  2
3
4
5
6
7
8
9
10  Interesting
--- PLEASE TURN OVER ----
2.   Did you find anything in the role play unclear or unrealistic? If so, what specific parts of the role play were unclear or unrealistic?____________________________________________
__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

3.   Would you have liked any additional information to aid in your understanding? What information?   __________________________________________________________________________
__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

4.  Would you recommend that instructors at other universities use this role play? Why or Why not? ______________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

5.  In the space below, please provide any other comments you have regarding the role play.

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

Thank you for your help!

   Corporation





    Jensen Pharma





C. JENSEN, MD


CEO and Chairperson of the Board


Jensen Pharma





C. JENSEN, MD


CEO and Chairperson of the Board


Jensen Pharma








� In order to save time, instructors may assign the speaking and understudy roles when the “Jensen Pharma Role Play Case Background Information” is distributed.  This allows students time to study their speaking roles and meet with their understudies prior to the class when the role play is scheduled.






