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The preceding article dealt with marketing in its 
broadest aspects. This one deals with the day-to- 
day specifics of working with —

THE MARKET-ORIENTED COMPANY 
AND ITS INFORMATION NEEDS

by Allen Weiss
Laventhol Krekstein Horwath & Horwath

The market-oriented company 
is the “in” thing. Witness the 
burgeoning of the marketing func­

tion in corporations in recent dec­
ades. Titles like Marketing Vice 
President, Director of Marketing, 
and Brand Manager appeared for 
the first time in companies that had 
previously been process- or prod­
uct-oriented. And high places have 
been assigned to these functions on 
organization charts.

The appearance of marketing 
men with marketing titles in the 
upper echelons of the corporate 
structure is no accident. It results 
from a long-term trend in business 
philosophy. No longer do people 
believe with Emerson that building 
a better mousetrap will cause the 

world to beat a pathway to your 
door. The admonition now is, “Be­
fore you go making mousetraps, 
find out how many people will buy 
them and what price they are will­
ing to pay.”

Know thy market. That’s the 
watchword. Better still: To thine 
own market be true. It is sad that 
“Do your own thing” has become 
a slogan for dropouts. But realism 
requires that business, especially 
big business, avoid the risks en­
tailed in any approach that ig­
nores the marketplace.

It is a popular, and useful, exer­
cise to ask, “What business are you 
in?” Judging from the way the 
question is answered, it might bet­
ter be couched in these words: 

“What wants and needs does your 
business satisfy?” That, of course, 
is a marketing question; and we 
have here another indication of the 
marketing approach to modern 
business management.

In taking the market-oriented 
path, business management is head­
ed along the same route as our so­
ciety in general. In The Lonely 
Crowd, David Riesman predicted 
that “the hegemony of other direc­
tion lies not far off.” That is to say, 
in our personal life style, other 
direction, or the influence of our 
contemporaries, is replacing inner 
direction, or conscience. Inner di­
rection had earlier replaced tradi­
tion direction.

In like manner, market orienta­
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tion, which is an institutionalized 
form of other direction, is replac­
ing technological orientation, with 
its rationalization of processes, 
which is a form of inner direction. 
And this had earlier replaced the 
stagnation of tradition-directed eco­
nomic arrangements.

The turbulence of rapid change 
has become so much a part of 
our daily lives that slow-moving 
groundswells may not impress us 
as much as they should. But then, 
in a world that sometimes seems 
to have come unhinged, it is reas­
suring to know where some 
changes are taking us. Now let us 
turn to trends in accounting and 
see how they parallel trends in 
business and in investment psy­
chology.

John L. Carey, in The CPA Pre­
pares for the Future, lists nine 
“conditions prerequisite to exercise 
of the attest function.” Let us look 
at the last two:
“Number 8. Requisite knowledge 

and skills on the part of the 
independent auditor in all im­
portant phases of the measure­
ment, substantiation, and com­
munication processes involved.

“Number 9. Familiarity on the in­
dependent auditor’s part with 
the purposes of the communi­
cation, including appreciation 
of the user’s needs.”

Clearly, in evaluating an informa­
tion system or in advising a client 
concerning an actual or a proposed 
information system, an accountant 
must have an understanding of his 
client’s needs. The only defensible 
approach to information and com­
munication in business is a prag­
matic approach.

Carrying this logic a step further, 
the market-oriented company has 
distinctive needs for information; 
and the independent accountant 
can serve such a client properly only 
if he understands those needs and 
knows how to translate them into 
effective systems for gathering and 
reporting information.

In this century, we have seen 
two shifts in emphasis with respect 
to accounting presentations. The 
shifts were gradual; one of them is 
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still going on. And they were root­
ed in the theory and practice of 
business and finance during the 
periods of change.

To begin with, the balance sheet 
was the principal statement that 
businessmen relied on. There was 
good reason. To trade creditors, 
short-term lenders, and owners with 
limited capital, solvency is a major 
issue. When you want to know 
whether a business is in a position 
to meet its current obligations, the 
balance sheet can be very useful 
to you.

A subsequent shift in emphasis 
to the income statement was 
prompted by several factors. As es­
tablished companies acquired a 
measure of financial stability, they 
could afford to pay more attention 
to long-term trends in earnings. In­
deed, investors in stocks and bonds 
of public corporations found that 
their own interests were affected 
more by earnings over a long peri­
od than by net assets at a given 
time.

Meanwhile, industrial engineers 
had introduced scientific manage­
ment to operations. In rationalizing 
production and promoting effi­
ciency, they focused attention on 
expenditure of effort, on waste, on 
cost and the reduction of cost.

This activity confronted account­
ants with new challenges, which 
they met by devising cost systems 
capable of reporting material, labor, 
and overhead costs for departments 
and for products. Standard costing 
techniques were developed to han­
dle variations and fluctuations aris­
ing from differences in time and 
place. Responsibility accounting as­
sisted efforts to control expendi­
tures.

And yet, we must recognize the 
limitations of an income statement, 
or any other report that is essentially 
historical. The income statement re­
ports past events and the results 
of past events. For that reason, it 
cannot, by itself, satisfy the real 
wants and needs of the sophisti­
cated modern investor. He is aware 
that projecting future results by 
merely extrapolating past earnings 
is a risky, unrewarding exercise.

Here we have one of the factors 
impelling us toward a second shift 
in emphasis: from the income state­
ment to the profit plan. Investors 
want to look ahead; and they want 
accounting reports that look ahead. 
Their own financial analysis would 
benefit thereby.

Management also wants to look 
ahead. It feels the need to plan so 
that its business can survive com­
petitive onslaughts. Viability is im­
portant to the managers and own­
ers of all businesses, and to their 
employees and suppliers as well.

Size has led also to specializa­
tion, and functional specialization 
has created problems of coordina­
tion and control. Hence the devel­
opment of organization theory, the 
concern with communications, the 
adoption of such techniques as man­
agement by objectives. Hence also 
the evolution of budgetary control 
and profit planning, developments 
that were spearheaded by ac­
countants.

As planning gained ground in 
industry and extended beyond the 
short range to long-range planning, 
new and more sophisticated tech­
niques were adopted. Forecasting 
has become more scientific, and so 
have risk analysis and decision 
making. Calculations of estimated 
return on investment are quite re­
fined.

It is no accident that all these 
techniques are among the prerequi­
sites for a market-oriented opera­
tion. The fact is that market orien­
tation is implied in modern finan­
cial planning. The first decisions 
are often concerned with markets; 
and the first information to be 
gathered is often market informa­
tion.

Accordingly, computer technol­
ogy has been recruited in the effort 
to provide market data and market 
analysis to the decision makers in 
industry. In support of the com­
puter programs are data bases and 
a large quantity of published infor­
mation. Economic indicators and 
aggregates are published regularly. 
We are by now conditioned to look 
for the latest published figures on 
gross national product.
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At the beginning of the life cycle, when a product is being designed, . . .

To sum up: Business has become 
market-oriented with especial em­
phasis on planning; accounting has 
evolved financial planning to ac­
commodate trends in business 
thinking; computer programs and 
data bases are capable of support­
ing sophisticated techniques that 
have been developed for the assist­
ance of business planners and deci­
sion makers.

What decisions to make?

What are the decisions that the 
management of a market-oriented 
company is called on to make? 
Once we have answered that ques­
tion, we will be in a position to de­
fine the information and analysis 
that is required by a market-orient­
ed company.

First, let us agree that marketing 
is concerned with more than just 
selling, advertising, and promotion. 
Marketing is concerned with the 
interaction of supply and demand, 
with the wants and needs of peo­
ple and the marshalling of re­
sources to fill those wants and 
needs.

To be specific, marketing com­
prises all of the following elements:

1. Product characteristics, prod­
uct development, modifica­
tion, and deletion

2. Value analysis and cost/price 
relationships

3. Time and place considera­
tions

4. Promotion distribution and 
the development of demand.

ALLEN WEISS, CPA, is 
director of communica­
tions for Laventhol Krek­
stein Horwath & Hor­
wath. He is a member of 
the "Management Ad­
visory Services Forum" 
of this magazine. He has 
had numerous articles 
appear in various pro­

fessional journals. Mr. Weiss received his B.S. 
from the City College of New York and his 
M.B.A. from New York University's Graduate 
School of Business Administration.

Marketing decisions can be class­
ified along these lines. For con­
venience, therefore, let us examine 
marketing decisions and the infor­
mation they require in these four 
categories: product characteristics; 
cost/price relationships; time and 
place considerations; and promo- 
tion/distribution.

Product decisions are made at 
various phases in the life cycle of 
a company’s products. Concepts 
are first proposed, developed, and 
tested; design modifications and in­
ventory accumulation and promo­
tion decisions may be made prior 
to and immediately after introduc­
ing a new product; sales may grow 
rapidly and then taper off; the peri­
od of saturation, followed by falling 
sales and possibly obsolescence, re­
quires marketing decisions, includ­
ing deletion of the product from 
the line. Let us survey the kinds of 
information that would be useful 
in making product decisions at sev­
eral points along the life cycle.

In selecting proposals, manage­
ment reviews its options against a 
background of its own long-range 
goals. This process is facilitated by 
the existence of formal plans for 
the company’s future, plans that 
are designed to fulfill express com­
mitments.

Thus, if a company wants a fif­
teen per cent return on investment, 
the sum of the contributions of all 
its products, after charges for pro­
motion, administration, and over­
head, must be sufficient to realize 
fifteen per cent of its total invest­
ment in assets of all kinds. The 
overall plan must be brought down 
to the level of the individual prod­
uct’s contribution to overhead.

Implied in this thinking is op­
timum allocation of resources. For 
guidance in this area, sophisticated 
analysis may be appropriate, per­
haps something that applies the 
techniques of linear or other types 
of mathematical programing.

In selecting and testing a prod­

uct, market analyses are essential. 
Beginning with a definition of the 
wants and needs that the proposed 
product would satisfy and identi­
fication of market segments that 
possess those wants and needs, 
market studies are designed to lo­
cate and measure the strength of 
various elements of demand.

Market studies are supported by 
reports of sales trends for similar 
product lines, both internal and ex­
ternal to the company. At later 
stages, of course, a product’s sales 
can be compared with forecasts by 
geographical areas and market 
segments; and its share of market 
can be followed, along with the 
shares attained by competing 
products.

Since a new product is not just 
for the moment, but usually for 
some years ahead, a complete mar­
ket analysis must contemplate the 
dynamics of population trends and 
changing wants and needs. As a 
class of people becomes more af­
fluent, it develops new tastes, and 
it may trade up to higher quality. 
On the other hand, as a particular 
neighborhood deteriorates, it be­
comes less attractive as a market 
for certain high-grade products. 
You may need to quantify such de­
velopments. Again, if your product 
appeals to older people, you will 
want to know how many older 
people there will be in the coming 
years.

Consequently, demographic stud­
ies are a necessary part of market 
analyses that project demand at 
future times. In considering infor­
mation systems for market-oriented 
companies, accountants must rec­
ognize the need to employ data 
that are generated outside their 
own or their clients’ offices.

Accountants are certainly famil­
iar with sales reports for products 
and sales territories, including re­
ports of contribution to overhead 
and reports of sales trends and pro­
jections. Analyses of performance
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. . . accurate costs must be made available on every aspect of every variation in the proposal

within market segments and vari­
ations from projected demand are 
useful in revising plans and esti­
mates. They may be useful also in 
planning market strategy.

The emphasis must be on spot­
ting trends before they develop 
fully. Relevant, timely reports can 
assist in making the right decisions. 
They can identify the specific mar­
ket segments where products are 
unexpectedly strong or weak, so 
that the products themselves or the 
methods for marketing them may 
be improved.

At the end of a product’s life 
cycle, the decision must be made 
to delete it from the line. The tim­
ing of this decision can be im­
proved by proper reporting and 
analysis.

In one company, the production 
department is reluctant to recom­
mend deletion of products they be­
lieve to be unprofitable. They base 
their reluctance on a paucity of ac­
curate information regarding the 
cost of changeovers in the produc­
tion lines for short runs, handling 
costs for small orders, and inven­
tory carrying costs for slow-mov­
ing items. This company’s cost ac­
countants do not provide such in­
formation, although it is vital to 
sound and timely decisions on de­
letion of declining products.

We have now entered the ter­
ritory where product decisions 
merge into questions of cost. Let 
us pursue further the cost informa­
tion that is necessary to pricing de­
cisions.

At the beginning of the life cycle, 
when a product is being designed, 
accurate costs must be made avail­
able on every aspect of every vari­
ation in the proposal. A value anal­
ysis for each component should 
weigh its cost against benefits re­
ceived by the company. Is the part 
costing too much in comparison 
with what can be bought outside?

One company we know of re­
duced its cost by standardizing 

parts used in similar products. An­
other company found it could get 
a serviceable product with less ex­
pensive methods.

And, also, is the part costing too 
much in consideration of what 
consumers are willing to pay for 
the function it performs? This is 
not an easy question to answer, but 
it spared a company from the gross 
error of installing heavy-duty con­
trols in household appliances that 
didn’t need them.

Where packaging influences sales 
volume, and especially where a 
company’s options include packs 
and cases of varying size, cost/ef- 
fectiveness data should be reported 
and analyzed by package design 
and size. Removal of slow-moving 
sizes has been an effective money 
saver.

Analysis of sales trends by size 
has kept another company ahead 
of the market in adding new sizes 
and deleting old ones.

The development period, before 
a product is brought to market, is 
the time to gather competitive 
price data. It is sometimes help­
ful also to develop detailed costs 
for products already being offered 
for sale by competitors.

Although this exercise can in­
volve knotty problems of analyz­
ing and pricing components or in­
gredients as well as processes, 
there are companies that regularly 
attempt to cost competing prod­
ucts.

For many products, it is neces­
sary to conform to an established 
retail price structure and estab­
lished dealer markups. Cost factors 
must obviously influence engineer­
ing design in these cases. All the 
more reason for accountants to be 
involved in product development. 
For who is better equipped to help 
plan a product that must sell for, 
say, $5.95 at retail, while allowing 
the dealer a markup of 37 per 
cent?

Accountants can bring many ad­

vantages to the process of estimat­
ing the costs of new product pro­
posals. They can bring the accur­
acy of estimates based on standard 
cost systems in operation, the pre­
cision of costs segregated as to 
fixed and variable components, the 
flexibility of direct costing, and the 
adaptability of opportunity costs to 
such varied problems as by-prod­
uct evaluation and allocation of re­
sources.

In one company a by-product of 
fractionation was consumed in 
another process as a replacement— 
a poor substitute, at that—for a raw 
material costing four cents a pound. 
All the while, a market was ne­
glected, a market willing to pay 
nineteen cents a pound for the 
by-product.

The reason for this neglect? The 
by-product was improperly valued 
at twenty-four cents a pound, be­
cause it was derived from an ex­
pensive oil in the fractionating 
process. A change to opportunity 
costing brought about a reassess­
ment of the by-product from a 
market-conscious standpoint. In the 
end, a highly profitable market 
was tapped for the first time.

The final decision to add a new 
product to the line calls for ac­
counting studies such as breakeven 
analysis and risk analysis. These 
are supported, in turn, by a bud­
geted brand profit and loss state­
ment capable of inclusion in the 
company’s overall profit plan. Even­
tually actual brand profit and loss 
statements will test the validity of 
the budgeted figures in preparation 
for a new budget cycle.

In discussing product and price 
decisions, we could not avoid some 
overlap; and as we turn now to 
decisions of time and place, we 
can expect to find additional over­
lap here. For we are concerned 
now with where the markets are 
and when to proceed with various 
phases of a market plan; these de­
cisions are not made in a vacuum;
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Specific advertising efforts should be related to sales in specific market segments

they must relate to the product.
We have already covered com­

pany sales statistics by product and 
by geographical area. Let us take 
note of the fact that there is a big, 
wide world outside the company, a 
world full of potential customers 
that no company can afford to ig­
nore.

What would we want to know 
about the potential market in a 
given region? To begin with, we 
can make use of information on 
how various market segments are 
represented in that region: the dis­
tribution by age, education, in­
come, and so on. If our product is 
sold to automobile owners, then we 
would want data on the automobile 
owners in the region. We would 
want to zero in on their discretion­
ary spending habits.

By contrast, a greeting card com­
pany, knowing that a group of 
cards appeals primarily to a spe­
cific age group with a particular 
educational background, seeks to 
stock that group of cards in stores 
whose location and clientele fit the 
market description.

Accounting reports then provide 
feedback as to the accuracy of as­
sumptions concerning both cards 
and market segments. Future plans 
may be modified on the basis of 
such feedback.

But consumer markets are not the 
only markets. We might want to 
know what industries are represent­
ed in the region, their size, and other 
characteristics. In the end, we want 
to be able to form sound judgments 
as to the products we should be able 
to sell in the region and what our 
sales targets ought to be.

We arrive at these conclusions 
from analyses of the wants and 
needs of market segments, both 
consumer and industrial, in the re­
gion. And we use these analyses in 
a number of ways:

— To organize and train a sales 
force that will specialize in 

selling to particular market 
segments.

— To structure sales territories 
within the region.

— To guide promotional efforts 
and the selection of distribu­
tors.

— To assist salesmen in allocat­
ing their time to customers. 
We can do better than to al­
low the number of calls to a 
customer and the length of a 
call to be determined by 
chance factors or personal 
whim. One company regularly 
provides salesmen with data 
on individual customers’ po­
tential as well as actual sales. 
Salesmen for this company are 
encouraged to allocate roughly 
one hour for each $300 of ac­
tual sales or each $600 of po­
tential sales, where the pros­
pects look favorable. These cri­
teria were worked out by a 
consultant, based on the com­
pany’s compensation plan and 
other data.

— To provide material for fur­
ther studies to select plant sites 
or warehouse locations.

If markets show regional pat­
terns, they also show seasonal pat­
terns and fluctuations over time. 
Reports that indicate these tempo­
ral aspects of market behavior are 
useful in two distinct types of 
planning:

— Timing a company’s promo­
tional efforts to take advantage 
of market patterns. There is 
no sense in being out of phase 
with the seasons, and no one 
is likely to be out of phase by 
six months. But how many 
campaigns are planned and ex­
ecuted one month earlier or 
later than they should be for 
maximum results?

— Influencing market behavior to 
change by offering special 
rates or conducting off-season 
sales. Whole industries have 

adjusted the dates of their 
shows in order to smooth 
their sales curves.

One company produces a qual­
ity line of style items in season for 
specialty shops and a discount line 
of staple products out of season 
under special contracts. The pur­
pose: to hold the work force to­
gether and incidentally to cut pay­
roll tax expense and provide a 
small contribution to overhead.

In recognition of the ongoing 
need for information on which to 
make decisions with respect to time 
and place, companies now regu­
larly prepare profit plans by local 
territory and broader region; and 
these plans are presented by month 
as well as year. Actual profit and 
loss statements also present monthly 
data by territory and region for 
comparison with plans and main­
tenance of budgetary control.

Having covered product, price, 
time, and place decisions and the 
kinds of information that can im­
prove them, we come now to the 
last of our categories: distribution 
and promotion.

A principal aim of financial stud­
ies of distribution methods is the 
assessment of cost/effectiveness for 
specific distribution channels. This 
being the case, profit contribution 
should be reported regularly, along 
with sales, by distributor, dealer, 
and salesman.

It is often helpful, too, to sum­
marize data for distribution chan­
nels and industrial customers by 
category, size, or industry. Such in­
formation may lead to redirection 
of promotional efforts: We may 
find it advantageous to turn certain 
classes of customer over to distribu­
tors for servicing; we may allocate 
funds for product development 
aimed at specific markets.

One company built up a line of 
diagnostic products, one at a time, 
because they were useful to labo­
ratories it sold to. Some of the 
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products were new—genuine re­
search contributions.

Promotional methods also are 
susceptible to cost/effectiveness 
analysis. Accounting systems should 
be sufficiently flexible to accumu­
late and report costs and results 
for each advertising or promotional 
campaign separately.

Methods determine reports

The choice of the most appropri­
ate studies and reports for a par­
ticular company depends mainly on 
its marketing methods. Properly 
selected reports relate to marketing 
operations.

For example, if the sales force in 
the field pushes our products 
through the distribution system, 
then our reports will emphasize 
cost/effectiveness in selling to cus­
tomers and dealers. Interpreters of 
these reports will look for oppor­
tunities to improve profits by ad­
justing territories, making person­
nel changes, revising compensation 
policies, providing incentives, and 
the like.

On the other hand, if advertising 
is directed at the ultimate con­
sumer by way of television, maga­
zines, and point-of-sale displays, 
so that products are pulled through 
the distribution system, then our 
reports will emphasize cost/effec­
tiveness with respect to advertis­
ing. Specific advertising efforts 
should be related to sales in spe­
cific market segments.

Interpreters of these reports will 
look for better ways to allocate ad­
vertising dollars, based on compar­
isons of results achieved with ef­
forts expended. They will also seek 
formulas for determining optimum 
levels of advertising.

It is often easier to talk about 
cost/effectiveness than to isolate 
the variables that are to be com­
pared. Consequently, advanced 
methods of analysis are sometimes 
necessary in such studies. To illus­
trate, multiple regression analysis 
permits measurement of the rela­
tive contributions of factors that 
operate concurrently, so that the 
effectiveness of each factor may be 

evaluated for future decision mak­
ing.

In another type of situation, dis­
criminant analysis may be helpful. 
If the problem is to evaluate the 
feasibility of a campaign or a plant 
site, discriminant analysis estab­
lishes the predictive value of each 
of a number of factors from data 
accumulated in the past. Data are 
gathered for the proposal, the fac­
tors are evaluated, and their com­
bined influence is calculated as an 
aid in decision making. It is now 
relatively simple to apply these 
techniques.

There is another kind of com­
puter application that requires much 
more programing preparation. If 
a company wants to predict the 
effects of proposed changes in pol­
icy, plans, or outside conditions, it 
can simulate its operations by com­
puter, but only after it has drawn 
up a corporate model, at consider­
able expense, into which it may 
then feed new parameters or new 
variables at will. Many companies, 
however, find that the benefits out­
weigh the cost. Real time simula­
tion programs, in offering rapid re­
sponse to “What if?” questions, 
measure the susceptibility of a 
course of action to vagaries in the 
principal variables and estimating 
errors in the parameters. Here real 
time simulation programs offer a 
powerful tool to the decision 
maker. Sensitivity analysis calcu­
lates the expected effect on the 
outcome of specified variances in 
the input.

To achieve the greatest benefit 
from a program of profit improve­
ment, attention is just directed to 
specific areas and items of income 
and expense, and the question is 
raised at the outset: Where do the 
best opportunities lie for significant 
improvement? This question may 
be rephrased to read: For which 
specific items do variations have 
the greatest impact on earnings? 
Stated this way, of course, the ques­
tion is the basic consideration of 
sensitivity analysis. Moreover, the 
answers lead to those items that 
not only offer the greatest promise 
of improved earnings but also de­

serve the most attention in con­
trolling operations.

We have now surveyed the range 
of marketing decisions, rather 
sketchily, and indicated some of 
the information needs of the deci­
sion makers. Admittedly, much of 
what we have considered is more 
directly the concern of financial 
executives within a client company 
than of independent accountants on 
the outside. It is more directly their 
concern, but not exclusively, for 
the independent accountant has re­
sponsibilities in this area, too.

What we have covered is an in­
troduction to the market-oriented 
company and its information needs. 
An accountant who is interested in 
the subject will have to do much 
more research than we have been 
able to present. But, above all, 
he will require an imaginative 
approach that will enable him to 
provide fresh insights and new so­
lutions.

Demands will grow

We have started with a classifi­
cation of routine marketing ques­
tions, and we have translated some 
of the decisions that must be made 
into the kinds of information they 
should be based on. From that 
point, accountants should be able 
to envision specific reports and the 
systems that will produce them.

Another way of describing our 
purpose is to say that we have sur­
veyed opportunities for meeting the 
wants and needs of our clients, a 
market-oriented approach to the 
practice of accountancy itself. Lest 
this thought disturb you, let me 
hasten to add that there is nothing 
unprofessional about providing ser­
vices that meet the needs of clients.

In our brief survey of oppor­
tunities, we have been looking 
ahead in the direction that busi­
ness currents are taking us. The 
market-oriented company is here 
to stay, and its demands on infor­
mation systems are likely to in­
crease. Accountants can make a sig­
nificant contribution to industrial 
growth by leading the way in this 
development.
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