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Models are still regarded with suspicion by many as 
systems that are wonderful in theory, very poor in 
reality. Here's the story of one that worked—and is 
working—beautifully in marketing—

A PRACTICAL MARKETING MODEL FOR 
SHORT- AND LONG-RANGE PLANNING

by Frank Schultz
Price Waterhouse & Co.

The president of the Consumer
Products Division of a large 

manufacturer had just learned that 
a competitor introduced a new 
product into two test markets 
which posed a threat to his Divi
sion’s most profitable product line 
—a line which had a dominant 
share of market in its product cate
gory. Before formulating plans to 
attempt to counter this threat, the 
president wanted to know:

• What effect this competitive new 
product might have on his product 
line based on varying levels of mar
ket penetration by the competitor;
• What are the estimated profits 
and returns on investment for the 

competitor based on different 
shares of market.

By using the Division’s market
ing planning model, the president 
was able to determine quickly that 
the profit, return on investment, and 
payback period for the competitor 
looked quite good, assuming rea
sonable penetration of the mar
ket. Figure 1, on page 18, illustrates 
the estimated returns on invest
ment achieved at different levels 
of market share. Because it was 
considered desirable to display 
these relationships in graph form, 
the modeling system’s plotting 
capability was used to print out 
the data in this manner.

It was also determined that the 
impact of the competitor on the 
Division’s major product line and 
the overall Division profit plan 
could be fairly significant. Figure 2, 
page 19, shows this impact in graph 
form.

The conclusion at this point was 
that the new competitor was likely 
to be in the market to stay and that 
serious attention had to be given 
to the various possible ways of 
minimizing his penetration in the 
market.

Before detailed plans were de
veloped, the president also wanted 
to ascertain the effect on product 
line and Division profitability if it 
were decided to reduce prices as a
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FIGURE I
Competitor's Estimated Returns on Investment at Various Shares of Market

The impact on profits of 

various growth rates for the 

total market had to be 

assessed, as did the influence 

of changes in manufacturing 

cost at various volume levels, 

the effect of various market 

shares over time for the 

current product, and the im

pact of lost distribution if 

volume erosion continued.

countermeasure. An immediate na
tional price reduction was exam
ined using the planning model, as 
was the possibility of implementing 
the decrease on a region-by-region 
basis so as to minimize the impact 
on the current fiscal year. Figure 3, 
on page 19, demonstrates the effect 
on total Division profits of various 
national price reductions. This 
showed clearly that the product is 
making a negative contribution to 
profit when its price is lowered to 
approximately $3.25.

Various levels of price reduction 
were all rejected at this stage since 
the negative impact on profits ex
ceeded that due to the competitor’s 
penetration in all but the few in
stances where a dominating share 
of market was estimated for the 
new competitor, and this was not 
considered likely to occur. The de
velopment of detailed marketing 
plans by the product group was 
initiated to minimize the effect of 
this potentially serious new com
petitive product.

The Division also had a strong

FRANK SCHULTZ is a 
manager in the manage
ment advisory services 
department of the New 
York office of Price 
Waterhouse & Co. Pre
viously he was a prod
uct group manager for 
General Foods Corp. and 
an account supervisor for

Benton & Bowles, Inc. Mr. Schultz is a member 
of the American Marketing Association and 
the Sales Executive Club of New York. He is a 
graduate of the University of Notre Dame. 

position in another product line 
which in total was only growing 
with increases in population. Its 
product was a premium-price brand 
and was losing market share to 
several low-price entries. As volume 
declined, manufacturing costs per 
unit increased and the profit mar
gin declined accordingly. It became 
evident that there might be an over
all profit advantage to be gained 
by introducing a new low-price 
product under a different brand 
name. Before product development 
work was instituted, the president 
wanted to analyze the ten-year vol
ume and profit projections if (1) 
only the current product continued 
to be marketed, and if (2) a new 
low-price brand was introduced by 
the Division.

The impact on profits of various 
growth rates for the total market 
had to be assessed, as did the in
fluence of changes in manufactur
ing cost at various volume levels, 
the effect of various market shares 
over time for the current product, 
and the impact of lost distribution 
if volume erosion continued. In ad
dition to these considerations for 
the current product, the president 
also wanted to know what total ten- 
year volume and profits might be 
as a possible result of introducing 
the new product and what would 
be the difference in net profit be
tween marketing only the current 
brand and introducing the new 
product. This analysis would in
clude factoring in the amount of
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volume which the new product 
might take from the present brand, 
determining manufacturing costs 
due to changes in volume, and ex
amining return on investment and 
cash flows.

The computer planning model 
was ideally suited to this task be
cause of the variations to be ex
amined and the ten-year period 
involved. Figure 4, below, illustrates 
the expected profit trends for the 
present product and the combined 
profit levels resulting from the in
troduction of a new, low-price prod
uct. (Since the computer terminal 
cannot graph two lines simultan
eously, this composite was prepared 
from two separate charts.)

The conclusion drawn from the 
total analysis was that the introduc
tion of a low-price brand would 
substantially improve the Division’s 
profit potential with a satisfactory 
return on investment and, as a re
sult, product development work was 
begun.

The preceding examples indicate 
only a few of the many ways in 
which this company’s marketing 
planning models have been used by 
various members of management to:

—Examine a variety of alterna
tive marketing assumptions and

—Obtain answers to a wide array 
of “what if?” questions.

FIGURE 2

FIGURE 3
Effect of Price Declines on Division Profitability

Price ($/unit)

Much discussion about the use of
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Our firm had developed a 

number of computer models 

in a variety of industries 

in recent years. After prelim

inary discussion, a written 

proposal was submitted cov

ering the content and scope of 

the prospective engagement. 

After additional discussion 

and an independent investiga

tion of alternatives by the 

company the work was begun. 

the computer related to marketing 
planning has centered around the 
theoretical possibilities which exist 
for solving the cause and effect 
questions that have bothered man
agement for years. This discussion 
has usually been expressed in high
ly technical terms. The result is 
that there has developed a signifi
cant gap in understanding and 
communication between technical 
people and marketing decision mak
ers.

The opportunity which has re
cently been identified by some 
companies is to emphasize practical 
computer models for marketing 
planning use. Essentially, the main 
purpose of such practical models 
is to indicate the effect on profita
bility of variations in market size, 
share of market, volume, product 
mix, pricing, distribution, and vari
ous types of marketing expenditures 
such as advertising, promotion, sell
ing expense, etc. This capability 
can be used in connection with 
product lines, type of services, geo
graphical areas, and channels of 
distribution.

Goal: effectiveness and efficiency

The objective of this type of 
management tool is to increase the 
effectiveness and efficiency of short- 
and long-range planning. Experi
ence indicates that this objective is 
being fulfilled in a growing number 
of companies. This article is a de
scription of the development and 
installation of marketing planning 
models for the Consumer Products 
Division of a large manufacturing 
company.

The president of the Division had 
decided that marketing planning 
models would have several bene
fits for his operation:

• They would enable his man
agers to do more effective in-depth 
planning for established products.

• They would be a useful tool 
for analyzing the various new 
product and acquisition candidates 
which would be key to future 
growth.

• They would enable the Divi
sion to have these capabilities while 

maintaining a relatively small group 
of highly motivated professional 
product managers.

Our firm had developed a num
ber of computer models in a variety 
of industries in recent years. After 
preliminary discussion, a written 
proposal was submitted covering 
the content and scope of the pros
pective engagement. After addition
al discussion and an independent 
investigation of alternatives by the 
company the work was begun.

The overall project was divided 
into two phases. Phase 1 was an 
assessment and planning study cov
ering approximately four weeks. 
Phase 2 was the model development 
and installation work covering 
roughly three months.

The objectives of Phase 1 were 
to: determine the company’s plan
ning needs; evaluate the applica
bility of models; establish the gen
eral logic of the models; analyze 
the data available and required; 
evaluate alternative modeling ap
proaches; and estimate the costs 
and timing required to develop the 
models. An important part of this 
process consisted of interviewing 
the key marketing, sales, and finan
cial managers who would be the 
prime users of the models. The Di
vision marketing information man
ager was a key participant in this 
process because of his knowledge 
of the people involved, the product 
lines to be modeled, the planning 
parameters, the data available, etc. 
His involvement provided a per
spective on the engagement earlier 
than would otherwise be possible.

Early in the second week of 
Phase 1 a meeting was held with 
key managers at which a prelimin
ary overview was presented of the 
areas to be modeled based on the 
initial interviews. Some suggestions 
were offered by managers for com
puter applications which were be
yond the scope of the project; these 
were tentatively eliminated at this 
point. These suggestions included 
computerizing the call report sys
tem, an inventory control system, 
calculating salesmen’s bonuses, etc.

Since Division management 
wanted the product group to do
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EXHIBIT I
in-depth planning, the availability 
of data was a critical consideration 
for the basic marketing models. 
Fortunately, the information was 
being captured by the order entry 
system. After consideration of vari
ous alternative ways of extracting 
the data, the corporate data process
ing group wrote the necessary pro
grams to have the historical and 
projected sales information supplied 
to the Division for use in the model.

During Phase 1, a number of dis
cussions were held with top man
agement and other key marketing 
users in which tentative agreements 
were reached to eliminate some ex
pressed needs and modify others. 
The general parameters of the 
modeling needs seemed reasonably 
well defined. After analyzing various 
alternative modeling approaches, a 
recommendation was made to use 
a specific software modeling sys
tem. The complexity of the project 
precluded the use of highly struc
tured programed models.

Four weeks after the start of 
Phase 1 a meeting was held with 
the president and key Division 
managers to present in detail the 
recommendations regarding the 
modeling requirements which would 
fit the needs of the Division. The 
key portions of the recommenda
tions were as follows:

1. Divide the Division’s more 
than 100 products and pack sizes

MODELS DEVELOPED

ESTABLISHED PRODUCT LINE MODELS (National/Region/Trade Channel)
Two-Year Plan by Month
Five-Year Plan by Year

Comparative—Plan vs. Actual (Monthly and Cumulative)

NEW PRODUCTS AND ACQUISITIONS MODELS
One-Year Profit and Loss by Month
Ten-Year Profit and Loss by Year
Ten-Year Cash Flow with ROI and Payback

CONSOLIDATION MODEL (National/Region/Trade Channel) 
Two-Year Plan by Month 
Five-Year Plan by Year

Comparative—Plan vs. Actual (Monthly and Cumulative)

into 16 product groups. Provide for 
an additional nine product groups 
to accommodate future new product 
groups.

2. Develop models covering all 
areas of the business as summar
ized in Exhibit 1, above. These 
models would provide marketing 
plans by product group, sales re
gion, trade channel, and such com
binations as product group within 
a region, trade channel by product 
group, etc. This type of marketing 
planning down to a detailed level 
would have been impractical with
out computerization.

3. For established products, pro
vide for a report which would in
dicate actual results versus plan. 
Although this is a type of control 
report, actual results are required 
in the models in order to be able 
to take advantage of the projection 

capabilities of the models and get 
answers to the “what if?” questions 
which may result from deviation 
from plan.

4. Be able to provide answers to 
various types of “what if?” ques
tions. Several examples are set forth 
in Exhibit 2, below. Most of the 
calculations required to obtain an
swers to these questions are quite 
evident. We find that many com
panies are routinely pursuing some 
of these questions on a manual 
basis. No company of which we are 
aware, however, pursues all these 
questions as a matter of continual 
management practice without the 
assistance of computer modeling. 
Several capabilities are worth spe
cial comment:

• In developing new month
ly sales goals required to

EXHIBIT 2
EXAMPLES OF "WHAT IF?" QUESTIONS

ESTABLISHED PRODUCTS

1. Actual sales results for all products in the division were 4 per cent behind plan for the first three months of the year.
A. If this trend continues, what will be the overall division and individual product volume and profit for the year?
B. If the budget is to be achieved for the year, what sales volume is required for each of the next nine months, for the division in 

total and for each of the products?

2. Manufacturing costs have increased significantly on product lines A, B, C, and D. If price increases are taken on these lines of 3 per
cent, 6 per cent, 7 per cent, and 4 per cent, respectively, will the resulting Division profit margin be within Government Phase II price
control guidelines? What would be the effect if each price increase was. higher than these levels by 1 per cent, 2 per cent, 3 per cent?

3. Product "B" has a projected volume growth of 5 per cent per year in the five-year plan. What would be the sales volume and profit
for the product if annual growth was: 0 per cent, 2 per cent, 4 per cent, 6 per cent, 8 per cent, and 10 per cent?

NEW PRODUCTS

1. What is the effect on the individual product and product group sales volume and profits, if 10 per cent of product "D" volume 
comes from product "E"? What if this were 20 per cent, 30 per cent?

2. A proposed acquisition requiring $1,500,000 cash investment has a 14 per cent ROI. If the investment were to be increased by $500,000, 
what is the new ROI? What are the ROI's if volume is 5 per cent, 10 per cent, 15 per cent below forecast?

3. Assuming a sales volume of one million units, what unit price is required for product "G" to break even the year after introduction?
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EXHIBIT 3
ALLOCATION MODEL

Last 
Year's 
Sales 
Index

Popula
tion 

Index

Brand 
Develop

ment 
Index

Buying 
Power 
Index

Weighted 
Average 

Index
Planned 

Sales
REGION 1 90 110 82 103 98 $ 1,960,000

2 105 120 88 84 96 1,920,000

9
10

82
117

80
87

103
135

89
126

89
118

1,780,000
2,360,000 

$20,000,000

Last Brand
Year's Popula

tion
Develop

ment
Buying Weighted

Sales Power Average Planned
Index Index Index Index Index Sales

TERRI
TORY 1 85 95 81 84 87 $ 43,500

2 102 93 70 95 91 45,500

$20,000,000

41 90 103 106 108 103 51,500
42 80 100 99 102 91 48,500

achieve the original planned 
volume as indicated in Ques
tion One B in Exhibit 2 under 
Established Products, manage
ment is able to focus the atten
tion of marketing managers on 
the reasonableness of achiev
ing higher, specific targets. We 
believe it is easier to come to 
grips with “reality” when ana
lyzing a specific set of new 
targets. Modeling can make it 
efficient to provide these new 
sales targets for review.

• Question Two (Exhibit 2) 
under New Products pertain
ing to return on investment is 
a common consideration in 
evaluating new products and 
acquisitions. Since we are deal
ing with a full profit and loss 
statement over a ten-year pe
riod, the manual calculations 
required to produce answers 
to all of the considerations in 
this question are extensive. It 
has been estimated that the 
determination of a specific se
lected ROI percentage and 
the preparation of a ten-year 
P & L could require eight to 
ten hours if this were done 
manually using a calculator.

The computer derived the ROI 
percentage in seconds. It took 
an additional few minutes to 
have the terminal print a full 
ten-year P & L.

• Question Two (Exhibit 2) 
under Established Products is 
only one version of questions 
which arose related to the 
Government’s Phase II price 
control program. This type of 
model is ideally suited to ex
amine many variations of price 
increases quickly and efficient
ly in order to obtain the maxi
mum allowable profit margin.

• New Product Question 
One (Exhibit 2) represents a 
desirable capability when in
troducing a product line exten
sion or a new brand into a 
product category in which the 
company already has an entry. 
The objective is to accommo
date the impact of related 
products and express net prof
itability. For example, if Prod
uct A has a 20 per cent share 
of market and Product B is a 
new prospective brand in the 
same category and is expected 
to appeal to many of the same 
consumers, management may 

believe it is reasonable to as
sume that 25 per cent of Prod
uct B’s total volume will come 
largely from Product A. The 
model has been developed so 
that only the total incremental 
profit contribution of Product 
B can be shown if desired. 
This capability can also be 
used to examine the profit im
pact of an array of penetration 
factors before deciding on the 
one which appears most rea
sonable, or conservative.

5. As an additional planning tool 
which could be used in the deter
mination of market potential for 
products and in the allocation of 
resources, selection of test market 
sites, assignment of sales quotas, 
etc., it was recommended that a 
model be developed which would 
permit the efficient weighting of the 
variety of factors which the Division 
wanted to use in arriving at such 
decisions.

Exhibit 3, at left, indicates one of 
the ways in which this type of 
model can be used, in this instance 
to arrive at a targeted volume fig
ure for a brand in each of the ten 
sales regions and 42 sales territor
ies. Only four possible influencing 
factors are shown in the example. 
From a modeling standpoint innu
merable factors could be accom
modated. In this particular project 
a provision was made for nine fac
tors. For purposes of illustration in 
Exhibit 3, the assumption is made 
that a national sales forecast has al
ready been developed and agreed 
upon for the next year. If manage
ment wishes to distribute this new 
sales forecast in direct relationship 
to last year’s brand performance in 
each of the territories, only the first 
factor (Last Year’s Sales Index) is 
used. The anticipated national vol
ume is used as an input and the 
computer prints out the appropriate 
Region and Territory budget in the 
far right-hand column (Planned 
Sales). If management decides that 
previous performance is not the 
best indicator of sales potential in 
an area, it could then take into ac
count other factors which it felt 
should influence brand volume, for
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example, Population, Brand Devel
opment, and Buying Power. If it is 
felt that not all of these considera
tions are equal in importance, each 
factor can be weighted as deemed 
appropriate. Planned Sales could 
then be distributed in relationship 
to the Weighted Average Index 
for each sales area.

6. In the course of the scoping 
phase of the project it became evi
dent that additional computerized 
capabilities would increase the effi
ciency and effectiveness of the plan
ning process. The following are the 
more important capabilities which 
were agreed on to:

• Spread annual projections 
throughout the year by month 
using seasonal indices. This 
capability will enable mana
gers to prepare a base forecast 
which reflects the normal sea
sonal fluctuation in sales. To 
this can be added the expected 
sales impact due to promo
tions, advertising, new size in
troductions, competitive ef
forts, etc.

• Spread national product 
line projections to trade chan
nels on a national basis and 
trade channels within Sales 
Regions.

Since the Consumer Prod
ucts Division sells brands in 
four trade channels and sells 
a number of products in more 
than one trade channel, con
siderable manual calculations 
would be involved in develop
ing appropriate volume tar
gets. Computerizing this task 
increases efficiency and en
hances the accuracy.

• Convert unit sales projec
tions into dollar sales fore
casts. The product managers 
normally plan in terms of unit 
volume, while the sales de
partment uses dollar sales tar
gets to manage field force ef
forts. With 16 product lines, 
four trade channels, 42 terri
tories, and monthly sales goals, 
this manual task consumes sub
stantial time for an effort that 
is ideal for machine computa
tion.

Stage I
Detailed definition of
* Outputs
• Data size
* Questions
* Interrelationships

Stage II
Logic definition
Programing

Stage III
Program corrections
Running with test data 

Answering test questions 
Validation

Stage IV
Documentation
Presentation

Company personnel 
participation:

Marketing Information 
Manager (½ time)

The consideration of formats de
sired for output reports was left until 
last in Phase 1 because the software 
used allows flexibility with regard 
to item descriptions and sequence 
of items. After considering several 
format possibilities, the Division felt 
that the full Profit and Loss State
ment would best meet its needs. One 
consideration which made this deci
sion easier than it might otherwise 
have been is the capability of the 
modeling system to print line items 
on a selective basis. Thus, a product 
manager who wishes to determine 
the impact on profits due to a 
change in the mix of his product 
group can have only the profit line 
printed out; he does not have to 
have an entire P & L printed. He 
can also have several selected line 
items printed out at once, thereby, 
in effect, creating his own format to 
suit the particular situation.

Financial model, too

The obvious advantage to a full 
P & L is that the one report can then 
be used as a management tool by 
the controller’s department thus fa
cilitating the financial budgeting 
and control process. A number of

EXHIBIT 4
WEEKS AFTER START 

1 2 3 4 5 6 7 8 9 10 11 12

financial people who have reviewed 
this capability describe it as a finan
cial model and they are right. The 
two exceptions to this characteriza
tion would be that (I) financial 
models usually contain a wider 
variety of reports such as balance 
sheets, fund statement, and financial 
ratios which are required by the 
controller and treasurer functions, 
and (2) financial models normally 
do not accommodate the full needs 
of marketing planners in terms of 
such data elements as total market, 
market share, unit volume, etc.

The last part of the Phase 1 pre
sentation was a schedule of the pro
posed work plan for the detailed de
sign and implementation of the 
models. This schedule is shown as 
Exhibit 4 above. Cost estimates and 
computer usage charges for the 
next stage were also presented at 
the end of Phase 1.

In the main, Phase 2 consisted of 
the technically complex job of writ
ing the specific computer programs 
which perform the required calcu
lations and print the reports.

The first task in the implementa
tion phase was to finalize output re
quirements. This set the stage for 
developing the logic as to how all
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EXHIBIT 5
OVERVIEW OF MODEL SYSTEMS

EXECUTIVE 
RESPONSE

'WHAT IF?"
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the data elements interrelate, the 
sequence of calculations, etc., which 
is required before specific programs 
can be written. Exhibit 5, at left, 
illustrates the relationship of vari
ous elements of the model and 
the operation of the system.

At the end of Phase 1, the intent 
was to provide modeling capability 
only on the basis of a product group. 
It was felt that separate plans for 
individual brands or package sizes 
could be accommodated with one 
of the additional nine product 
group slots which had not been 
used. Upon further discussion in 
Phase 2 it was determined that man
agers needed considerably greater 
flexibility, particularly in treating 
package sizes of various products. 
Therefore, it was decided that we 
would provide an additional capa
bility for handling product mix 
within each product group model. 
A product manager could then plan 
separately for a product line or a 
package size nationally, by geogra
phic area, by trade channel, and 
time period, and determine separate 
profitability results or have the in
formation consolidated into the 
product group plan.

Potential added data

A variety of other details were 
resolved early in Phase 2. For ex
ample, it was decided to leave room 
for adding at a later date purchased 
market data on total market size and 
market share; the ability to manipu
late inventory data would be incor
porated after a new inventory con
trol system was installed; it was 
agreed that product samples would 
be accounted for as a promotional 
cost and that their volume would 
not be reflected in either the gross 
or net sales figure, etc.

Other data handling and format
ting considerations arose during the 
next few weeks but none presented 
a serious problem. The balance of 
the work, therefore, was largely 
technical in nature. The specific pro
grams were written to provide for 
the proper input of data, manipulat
ing the data, and presenting the re
sulting information in the desired 
formats. Test data and hypothetical 
questions were used to check the

EXHIBIT 6

(000's omitted)

PROFIT AND LOSS STATEMENT
National—Product Line 2

Qtr. 1 Qtr.2 Qtr. 3 Qtr. 4 Tot. 73
Product Line Number 2 2 2 2 2
Gross Sales—Units 545 539 534 529 2,147
Gross Sales—Dollars 1,193 1,180 1,169 1,160 4,702
Returns and Allowances 43 43 43 42 171
Net Sales 1,150 1,137 1,126 1,118 4,531
Standard Cost of Sales 481 476 471 468 1,896

Gross Profit 669 661 655 650 2,635

Television 66 76 73 71 286
Print 32 28 30 29 119
Agency Fees 18 21 19 19 77
Other Advertising 12 12 10 11 45

Total Advertising 128 137 132 130 527

Free Goods 22 19 20 18 79
Selling Materials 17 18 16 17 68
Display Development 6 4 5 4 19
Promotion Allowances (Discounts) 11 8 9 8 36
Special Promotion 9 7 8 8 32
Other Promotion 5 5 4 5 19

Total Promotion 70 61 62 60 253

Samples 2 2 3 3 10
Package Development 3 3 — — 6
Shipping 27 27 27 27 108
Research and Development 9 8 10 8 35
Market Research 3 4 2 3 12
Food Broker Commission 13 13 13 13 52
Royalties 14 13 6 6 39
Other Direct Expense 4 4 6 6 20

Total Other Direct Expense 75 74 67 66 282
Profit Contribution Product Line 396 389 394 394 1,573

accuracy and completeness of the 
programs.

Although we often speak of de
veloping “a” planning model for the 
Consumer Products Division, from 
a technical point of view there are 
actually six separate models which 
were required to provide the over
all capability.

The last step in the technical 
process was the development of doc
umentation. This consists of placing 
in a manual all of the specific pro
grams which comprise the models, 
directions for the use of the models, 
steps to be taken to modify pro
grams or create new models as fu
ture needs dictate, etc.

The designation and training of 
an individual as the Division’s model 
builder and computer terminal oper
ator is, of course, vital to the suc
cess of developing and using com
puter models. In this instance the 
Division’s marketing information 
manager was an ideal choice. He 
was heavily involved in the plan

ning process, was knowledgeable 
about data availability and was fa
miliar with the operation of the 
computer terminal. His contribu
tions during both phases of the en
gagement were extensive. Training 
in this case was, therefore, a con
tinuous process. By the end of 
Phase 2 the marketing information 
manager was sufficiently familiar 
with all the requirements for oper
ating and modifying the system to 
be self-sufficient. The Division had 
the responsibility for generating the 
actual sales and expense information 
to feed into the model and the mar
keting information manager was in 
charge of this effort.

As mentioned earlier, the Division 
elected to have reports presented 
using its profit and loss formats. 
Exhibit 6 above indicates the de
tail available for one of the Divi
sion’s national brands. Exhibit 7, on 
page 26, illustrates the types of 
additional performance measures 
provided for the evaluation of a

March-April, 1973 25



EXHIBIT 7
PROFIT AND LOSS AND CASH FLOW FOR NEW PRODUCT OR ACQUISITION

79 80 8172

(000's omitted)

75 76 77 7873 74

Total Market—Units 24,550 27,128 30,112 33,424 36,934 40,997 44,892 49,157 53,581 58,403
Market Growth Per Cent Per Year 10.0 10.5 11.0 11.0 10.5 10.0 9.5 9.5 9.0 9.0
Market Share Per Cent 9.0 11.9 14.3 17.0 18.2 18.8 19.8 20.7 21.9 23.1
Sales Units 2,213 3,221 4,315 5,671 6,708 7,711 8,870 10,198 11,729 13,488
Price—Dollars
Sales—Dollars

1
2,213

1
3,221

1 
4,315

1
5,671

1
6,708

1
7,711

1
8,870

1
10,198

1
11,729

1 
13,488

Income After Taxes 33 290 547 494 610 740 899 1,060 1,267 1,502
Addition to Earnings Per Share .004 .035 .066 .060 .074 .090 .109 .128 .153 .182
Depreciation 131 137 146 158 208 247 301 381 501 801
Working Capital Add Back 2,112
Total Sources 164 427 693 652 818 987 1,200 1,441 1,768 4,415

Working Capital Change 229 168 183 226 173 167 194 221 256 294
Capital Expense 48 60 72 84 300 192 216 240 240 300
Contingency 12 55 149

Total Uses 277 228 267 365 622 359 410 461 496 594

Net Cash Flow -113 199 426 287 196 628 790 980 1,272 3,821

Return on Investment Per Cent 17
Payback Period—Years 6

potential new product or acquisi
tion. Profitability statements by sales 
region and trade channel are con
solidations of product sales in a par
ticular geographic area or channel 
of distribution, taking into account 
only those expenses directly attribut
able to the region or trade channel.

In examining product profitability 
within a sales region, the Division 
decided to measure initially only 
the gross profit contribution. At a 
later date, the Division will con
sider incorporating a “merchandis
ing profit” measure. This will in
clude direct product line expense 
items which would not have to be 
allocated, such as advertising, pro
motion, food broker commissions, 
royalties, etc.

Phase 2 was completed almost ex
actly on schedule, 12 weeks after it 
began. The final presentation to 
management was held a week later 
and documentation was delivered at 
that time.

To date, the Division has used 
this planning tool in a variety of 
ways and is pleased with the results. 
Usage has been for new product 
performance analysis, acquisition 
projection analysis, new production 
and promotional sales quota alloca
tion, pricing studies, evaluation of 
alternative strategies, and analysis of 
competitive new product entries, in 

addition to use in regular planning 
activities for established brands. 
The Division has also been able to 
make modifications in the accumu
lation, manipulation, and presenta
tion of data with little difficulty and 
no outside assistance.

The following benefits result from 
this type of management tool:

1. Management is able to make 
better informed decisions.

2. Company managers are pro
vided with the tools to improve in
depth planning.

3. Decisions are reached with 
greater objectivity.

4. The entire planning process is 
speeded up.

5. A single manager can manage 
more business, without a decrease 
in marketing sophistication.

In the past two years we have 
noted a small number of leadership 
companies moving in the direction 
of using the type of practical mar
keting model described in this ar
ticle. During the next five years we 
believe the existence of such mod
els will become commonplace in 
industry. Although it is possible for 
a company to develop this kind of 
capability by itself from ground 
zero, there appear to be a number 
of compelling reasons for creating 
specific programs which interact 

with an already existing software 
modeling environment. Models con
structed in this manner can be com
pleted:

• More quickly
• Far more economically
• With greater assurance of 

success
• Without interfering with 

company priorities.

Conclusion

Practical marketing models can 
be a useful management tool which 
can increase the efficiency and the 
effectiveness of short- and long- 
range marketing planning. This as
sumes, of course, that valid data 
are available for input and that the 
predictions made by management 
are reasonable. The company de
scribed in this article has achieved 
real and varied benefits at an 
early stage. This project demon
strates that the development of a 
comprehensive marketing model 
does not have to be costly, pro
tracted, or of doubtful success. The 
trend in industry during the past 
two years indicates that, with this 
kind of practical modeling as a base 
capability, the application of the 
computer to basic marketing plan
ning will, finally, begin to show the 
promise that has been written about 
for many years.
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