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Editor's Note: FASB, The financial accounting standards board, says most Co-op fund payments can't be accounted for as expenses anymore. They must be accounted for as reductions in sales. Though it won't affect bottom lines, resulting sales reductions will affect perception of a company's health. Manufacturers won't like that, especially publicly held ones or those trying to merchandise their companies. It might even quench some of manufacturer's desire to offer as much co-op funding.

As if the pressure wasn’t already on top financial executives from the nuclear fallout of the Enron, Global Crossing and WorldCom accounting debacles, another huge bomb has been dropped on the razor-thin revenue line. After an extensive evaluation of trade promotion and how manufacturers are accused of “buying” sales through co-op and market development fund inducements, the “Emerging Issues Task Force” of the Financial Accounting Standards Board (FASB) released perhaps one of the most controversial, and damaging accounting rule changes known to man.

On Top of Recent Sales Woes, Changing Promotional Expense to Net Sales Reductions Won't Look So Good.

The rule (EITF/FASB 01-9) radically changes the way manufacturers must account for trade channel promotion payments or credits. As of annual statements effective October, 2001, these items will now be debited from actual top line revenue rather than traditional accounting methods of coding them as “expense items.” Worse, since this ruling came out late in the year, many companies had to restate their revenues downward significantly – especially those companies that had huge trade channel promotion expenditures. 

What I refer to as trade channel promotion includes co-op advertising, off-invoice promotional discounts, market development funds, slotting and/or any discretionary fund paid to the reseller. It also includes payments directly to the consumer like rebates and coupons. Advertising your company places at a national and/or regional level still qualifies for expense treatment, but any payment made through your channel does not. Although this change really does not impact the bottom line, in this day of shareholder value placed on the revenues, you can imagine the impact this has on stock price! 

Problem: Few Caught It and May Have to Restate Sales

If you have never heard of such a thing, don’t feel bad. A recent poll of sales, marketing, promotion and advertising executives from the top 100 Global 2000 companies indicated that less than 12% knew about these changes. In fact, a similar poll of corporate finance executives indicated that less than half of them knew about it! 

There are exceptions within this new ruling that enable the manufacturer to continue coding some promotional activity spending as “expense” rather than revenue reversal. The “tests” for those exception requirements are rigorous and difficult for most promo payments to meet. 

Essentially, what these “tests” say is that the value of the payment must be clearly separate from the purchase. 

In other words, if it is any promotional payment that is part of the overall pricing or discount, it is “revenue reversal.” Also, it means that not only does the vendor (manufacturer or “supplier,” in this case) have to be able to provide a record of an estimate of cost (i.e. advertising net space and/or time cost, for instance), but that solid proof of cost and performance must be available. Anyone who deals with a distribution knows that this is next to impossible. 

What does this mean to you? Three things: 

First, you need to look closely at your co-op, MDF and/or channel rebate programs to ensure that the language is in place that states what you will pay (net cost of the promotional activity) and what documentation is required.

Second, you need to consider a promotional plan more carefully to ensure that you are not pushing funding into a deal that does nothing but reduce the overall revenue – failing to achieve a true movement of product to the customer. 

Third, you must be aware of the impact of timing on the revenue reduction. Return-on-investment analyses are more critical now than ever. Make sure your internal processes and systems can indeed deliver sufficient data necessary to create effective ROI measurement. 

Oh yes, and check with your financial organization to make sure THEY know about this. Don’t be surprised if they don’t. 

For more information about how this new ruling affects your program and what you can do about it, contact Rob Hand at Hand Promotion Management, or rob@handpromotion.com. 

Take the Promotional Marketing Survey: Get a Free Executive Summary

Login to www.handpromotion.com/survey/ and take Hand Promotion Management's 2002/2003 promotional marketing survey. Each year HPM surveys its readership to identify its coop/promotional marketing habits. 

This year, depending upon electrical industry response rate, HPM will segment responses solely for the electrical industry, and share these results at the 2003 North American Electrical Sales & Marketing Conference and will post them on Channel Marketing Group's website.

Rob Hand, our contributing writer this month, has over 30 years experience in the co-op marketing arena. Because of the survey's detail, it will require about twenty to thirty minutes of your time. It may also require you to research information within your company that may not be at your fingertips. But to provide an incentive to you, as well as HPM's sincere thanks, HPM will send you the report's Executive Summary free. This report contains a brief overview of the major data elements, but packs a great value nonetheless. It is yours free for taking the survey and, of course, subscribing to the Monday Morning Memo, which you can do at www.handpromotion.com.
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