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WPP Group plc:

e Analyzing the Impact of Purchase p
nstuctonal case P Accounting on Reported Results in an

International Setting

Daniel Tinkelman

ABSTRACT: From 1985 to 1980, WPP Group plc grew rapidly, primarily by ac-
quisitions. New management transformed the company from a U.K. manufac-
turer with £4 million in product sales Into the world's largest advertising and
marketing company with £1.264 billion in revenues. However, this significant
‘growth in size was not accompanied by comparable ncreases in profitabilty o
stock price.

‘The objectives of this case are twofold: (1) to llustrate the need for close
analysls of financial results of companies that have grown through acquisi-
tions, and (2) to ilustrate internationa differences in the accounting for good-
will. Students must identify what part of reported growth results from the
existing business and what part is due to current period acquisitions. Stu-
dents must also consider the potential for earnings management through
purchase accounting adjustments. Because WPP's decision to immediately
charge goodwill against equity, as permitted under U.K. GAAP, resulted in
significantly different earnings, assets and equity than would be reported
under U.S. GAAP, the case provides an opportunity to compare differences
in international accounting methods.
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Tom 1987 through the first half of
1990, WPP Group plc, a market-
ing services company headquar-

tered in London, repeatedly announced

high growth in sales and profitability.

For example, the March 1987 announce-

‘ment of 1986 results included the follow-

ing statement:

In 1986 sales rose from £4 mil-
lion to £23.7 million. Profit before
tax 1ose by more than four times
t0 £1,767,000 and earnings per
share by 133% from 5.73p to
12.34p...

Results from 1985 through 1990 are
shown below, with sales and income
stated in millions of UK. pounds, and
EPS and share prices around the dates
of the announcements in pence:
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