
INTRODUCTION
Bob Bowman grew up in a long line of dairy farmers. His father and older brother run Bowman Farms 
where they raise and milk their own cows and then sell their dairy products directly to consumers. 
While dairy farming is in Bob’s blood as well, he went to college to study business, and during the 
summers, he worked on the farm, as he had throughout his youth. Beyond a strong work ethic and 
knowledge of dairy farming, Bob is also gifted with an extremely analytical mind, and he graduated at 
the top of his class with a dual major in accounting and information systems. 

He had numerous job offers and chose to work in the same line as his family, but with a corporate 
dairy company, Big Time Dairy, which purchases milk from farmers and sells dairy products under its 
brand name in stores throughout the region. Bob’s father and brother had some distrust of corporate 
dairy corporations, which were often fierce competitors of theirs, but Bob assured them that in his 
entry-level position as a cost/financial analyst he was just learning the latest business practices so that 
someday he could return with those skills and work with them at Bowman Farms.

Bob showed a lot of promise early in his career at Big Time Dairy. Within his first year, he passed the 
CPA exam. Beyond his CPA licensure, Bob also received a CMA® (Certified Management Accountant) 
professional credential offered by IMA® (Institute of Management Accountants), with the hope 
that he would have all the credentials needed to move into managerial and executive positions at 
Big Time Dairy. Over time, Bob developed a fantastic reputation at the company for his technical 
knowledge—both of accounting and milk markets—and he was beloved by his coworkers because he 
was knowledgeable and naturally affable. But after seven years with the company, he had not received 
as many promotions as his peers, perhaps because he was regarded as a little too “country” for the Big 
Time Dairy corporate culture.  

That all changed one day when the Big Time Dairy chief executive officer (CEO) visited Bob in his 
cubicle and personally asked Bob to head up a “special project” by becoming the senior vice president 
in charge of the most dynamic product line—organic dairy products. This huge promotion meant he 
skipped over several layers of middle management. Besides the promotion to a company executive 
and the healthy raise, deep down Bob knew that he was made for this responsibility, so he accepted. 
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The CEO then explained to Bob that he and the board of directors had high hopes for the organic 
dairy product division, which was stuck at a 5% profit margin, but they expected a 30% profit margin. 
Bob found those expectations to be unrealistically high, but overcome with enthusiasm, he gave a 
farmer’s oath to the CEO that he would do “whatever it takes” to meet those expectations.  

After the CEO left, Bob looked at the numbers for organic dairy products. It took him no time to 
understand the dynamics of the organic market in which the material costs for the dairy products are 
higher for several reasons. Organic farmers do not demand as much out of their land and animals as 
conventional farmers, for instance, by not using pesticides, synthetic fertilizers, or antibiotics. And 
organic farmers must comply with a certification process to ensure that their products are organic. But 
consumers are willing to pay a premium for organic dairy products.

Because costs for organic products run dramatically higher, Bob determined that the best way to 
increase profits was to cut costs. He also looked at increasing revenues but that did not seem as 
promising, since Big Time Dairy had already aggressively pursued virtually every sales opportunity 
within the geographical bounds of its distribution network. And due to preexisting agreements with 
retailers, Bob would not be able to increase prices to any great degree in the short term. By creating 
a product-line profit report for the organic dairy division with a profit target of 30%, Bob determined 
that to obtain that profit margin without increasing revenue, he would have to cut costs by $3.45 
million (see Table 1). Bob immediately sensed that this was an impossible task. 

Organic Dairy Actual Expected

Revenue 13,800,000  13,800,000 

Cost of Goods Sold 13,110,000  9,660,000 

Profit 690,000 4,140,000

Profit Margin 5% 30%

Table 1. Organic Dairy Product Line Profit Report

Also, after the promotion, things got different at work for Bob. His former coworkers did not want 
to talk to him. Many of his new staff and fellow executives viewed him with suspicion—how could 
a younger employee who had been passed over a couple of times for a promotion go straight to be a 
senior executive at the company? Bob was in a tight spot. He found that his old friends and new fellow 
executives did not want to talk to him. That left Bob in isolation. In addition, many employees in the 
Organic division were older than him and had worked in the department for years, and they were not 
looking forward to being managed by a millennial.  

After three months leading the organic division as an executive, Bob was somewhat encouraged. By 
identifying and eliminating certain inefficiencies while also being able to target specialty markets—
through direct competition with smaller dairies such as Bowman Farms— Bob was able to project 
reduced costs and even slightly increased revenues for the Organic division in the upcoming quarter 
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(see Table 2). But even with those breakthroughs, the profit margin would only be 8%—well short of 
the expected 30% profit.

Organic Dairy Present Projected

Revenues 13,800,000  14,000,000 

Cost of Goods Sold 13,110,000  12,880,000 

Profit 690,000  1,120,000 

Profit Margin 5% 8%

Table 2. Organic Dairy Product Line Profit Report

Bob presented this report with the new projected 8% profit margin to the CEO and the board. No one 
was happy with that outcome. The CEO said that he and the board expected much more. The meeting 
ended with Bob feeling that he could not meet the CEO’s expectations under these circumstances. 
Bob really wanted to talk to his family about this bad situation, but Bob’s father and brother were 
appalled that after his promotion Bob started an intense competition with smaller organic dairy farms, 
including Bowman Farms.   

It came to a head one day when the CEO visited Bob in his new corner office and reminded Bob of his 
promise to do “whatever it takes” to meet the 30% profit margin. The CEO then recommended that if 
Bob were stumped, he should compare product costs for organic and nonorganic dairy products. After 
the CEO left, Bob did so and realized that if Big Time Dairy labeled its nonorganic dairy products 
as organic, dairy products would result in a profit margin of 30%, even without any increase in sales 
revenue (see Table 3). Bob could not believe the CEO was implying that Bob should label and sell 
nonorganic dairy as organic dairy. Bob also realized that the mislabeling will likely go undiscovered 
and would likely not harm anyone to any great degree.

 
Organic Label with 

Organic Costs
Organic Label with 

Nonorganic Costs

Revenue  13,800,000 13,800,000

Cost of Goods Sold  13,110,000 9,660,000

Profit  690,000 4,140,000

Profit Margin 5% 30%

Table 3. Comparison Product Line Profit Report for Organic using Nonorganic Costs
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Time was not on Bob’s side, however, because the next day, the CEO then called Bob and told 
him that it was urgent that they achieve 30% profit margins in the organic products division starting 
the next quarter. The CEO then explained that the company needed to achieve the 30% profit for 
only one or two quarters. Afterwards, the CEO explained they could go back to the 8% levels, and 
they would make everything right in the end—both for Bob and the organic product lines. He also 
reminded Bob that Bob had already turned his back on his family farm origins as Bob’s strategies were 
wreaking havoc on smaller dairy farmers. 

The CEO also made it clear that if Bob was not willing to do “whatever it takes” to achieve those 
profit margins, there were several other people in the company who understood the opportunity Bob 
received. The CEO explained that the product line will achieve 30% profit margins—with or without 
Bob. The CEO closed by telling Bob to update him tomorrow with projections for the organic division. 
If they were not at 30% for the next two quarters, Bob would be fired from Big Time Dairy.  
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ABOUT IMA® (INSTITUTE OF MANAGEMENT ACCOUNTANTS)

IMA®, the association of accountants and financial professionals in business, is a global professional association focused 
exclusively on advancing the management accounting profession. IMA supports the profession through research, teaching 
cases, the CMA® (Certified Management Accountant) program, continuing education, networking and advocacy of the 
highest ethical business practices. IMA has a global network of more than 140,000 members in 140 countries and 300 
professional and student chapters. For more information, please visit www.imanet.org.


