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Introduction

It was early September 2008 at Giant Consumer Products, Inc. (GCP), headquarters. The Frozen
Foods Division (FFD) was not doing well. The division’s sales volume (in units) was 3.9% behind
plan, and gross revenue was under plan by 3.6%. Consumers were simply buying less and they were
buying in a different product mix than expected; however, prices were not being reduced to stimulate
sales. Marketing margin,! considered internally to be the most critical metric for evaluating
businesses at GCP, was also under plan by 4.1% (see Exhibit 1).

This news couldn’t have come at a worse time. GCP had been a darling of Wall Street, but in the
past couple of quarters, analysts were wondering whether GCP’s above-industry average growth
could be maintained. More important, could the growth be maintained profitably? GCP had been
counting on FFD to deliver the numbers, as the division had done historically; poor results in FFD
would certainly impact the firm’s financial stature.

GCP’s chief executive officer (CEO), Allan Capps, had met with Byron Flatt, GCP’s vice president
of sales to discuss the shortfall in FFD’s results. Flatt hastily suggested undertaking a sales
promotion, and added: “Allan, the point-of-sale scanner data that we purchase from Nielsen (a
syndicated marketing research firm) has consistently shown that running a promotion that features
our FFD brands on special in a retailer’s in-store weekly circular and on end-aisle displays is a tried-
and-true mechanism for generating short-term sales lifts.” While Capps appeared to nod in
agreement, he quickly countered:

1 Marketing Margin is a preliminary “bottom line” profit metric widely utilized in the consumer packaged goods industry that
reflects the amount that the item contributes to corporate costs and overhead charges after all marketing expenses are incurred.
It is calculated by subtracting selling, distribution and advertising expenses from gross margin.
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Byron, I recall reading an article which described trade promotions as being “the most
expensive, most controversial, and least understood marketing tool deployed by
manufacturers.”? Given that the authors” assessment is consistent with my own experience at
GCP and in handling merchandising when I worked for Safeway—the supermarket chain—
prior to joining GCP, I would like to heed their warnings regarding the downsides of sales
promotions at each level of the channel. For us, these include mitigating the potential for
cannibalization (i.e., promoting one item and having any incremental volume come at the
expense of another item) and brand equity erosion (i.e., implementing a “price-off” deal on a
super-premium brand without tarnishing its premium image). As you know, we have pulled
back on the level of promotion recently because we had concerns about how promotions could
cheapen the brand.

In relation to retailers, it requires reducing the possibility of forward-buying (i.e., retailers
purchasing a large quantity of the product while it is available at a lower price-to-retailer
(PTR)). This practice of forward-buying is potentially problematic because retailers could
either raise the price-to-consumer (PTC) back to the regular price level after the intended
period of the promotion and pocket the difference, or they could continue to sell the product at
a lower PTC beyond the intended period and thereby condition consumers to expect our well-
trusted brands “on deal.” Non-compliance with pass-through (i.e., having retailers receive
products at a discounted PTR and then not passing along the savings to consumers via a
discounted PTC) is another retailer-related threat requiring consideration. And we can’t forget
about stockpiling by consumers (i.e., buying large quantities to store for future use). So, Byron,
while I understand your argument about sales uplift, this decision requires careful attention to
the reasons I've outlined. Given the tough year we're facing, I'm willing to reconsider. But, I
don’t want to open this up unless this promotion ultimately proves to be a “win” for all parties
involved....Let me contact Mary to let her know that I may make some funding available. She
will need to convince me that the funds will generate the needed demand without
undermining the long-term health of our brands.

On the morning of September 4, Capps contacted Mary Davidson, general manager of FFD, to
inform her of an 8:00 a.m. meeting that had been scheduled for the next day. He told her of the
possibility that a promotion could be fielded in her division, and told her that she should arrive
prepared to recommend whether a sales promotion should be fielded, and if so, to identify the most
appropriate item to promote. Davidson immediately contacted Mike Sanchez, who had been recently
promoted to director of marketing at FFD. He was well aware of the shortfall, and had become
increasingly concerned about the performance of the two brands under his control—Dinardo’s™ and
Natural Meals™. Sanchez was relieved to hear that senior management was considering making
available one more promotion opportunity; Sanchez knew he’d be called on to recommend whether a
national sales promotion should be run at all, and if so, which one of the three items should be
selected: (a) Dinardo’s™ 32-ounce packages, (b) Dinardo’s™ 16-ounce packages, or (c) Natural Meals™.

Sanchez, who had been promoted to brand manager two years ago at GCP by institutionalizing a
methodology for evaluating the results of past national promotions, was well aware that he would
need to generate several important metrics so that he could substantiate his recommendation. The
first two—top-line revenue and marketing margin, were straight-forward. He was introduced to
another important metric by his colleagues in finance. During his career, marketing at GCP had
transitioned from an era where marketing resource allocations were considered an expense—or
“necessary evil” as the former chief financial officer (CFO) put it—to the view that they were

2 David R. Bell and Xavier Dreze (2002) “Changing the Channel: A Better Way to do Trade Promotions,” MIT Sloan
Management Review, Winter, pp. 42-49.
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“investments” requiring a favorable return. The term return on marketing investment (ROMI) had
been coined to refer to the return (marketing margin) from undertaking a marketing initiative in
relation to its cost (promotion cost). The new CFO advocated the importance of making the most
productive use of resources and was often overheard explaining that ROMI should be positive—
anything less than 0 was not deemed profitable. Sanchez was therefore cognizant of the reality that
he would also need to evaluate how the past national promotions had fared on the basis of ROMI
(incremental profits (net of cost of promotion)/cost of promotion).

Industry and Company Context

Supermarkets had increasingly been turning to category management, which involved managing
each product category (ready-to-eat breakfast cereals, carbonated soft drinks, etc.) as a separate
business unit and customizing merchandising and promotion activities to optimize the retailer’s (and
possibly the producer’s) returns. This practice allowed retailers to tailor their product assortment to a
given market, determine the best location of products on their shelves, and develop promotions in
each category to best satisfy the needs of the local customer base, thereby enticing customers to place
more items in their “market basket” during each store visit.

The “frozen meal and entrees” category represented one of the largest categories in the frozen
foods aisle in supermarkets. The category had seen steady, moderate expansion between 2003 and
2007, with a compound annual growth rate (CAGR) of 2.8%; however, category growth since 2007
had been much lower than what had been registered during the prior five-year period. Restaurants,
which captured almost half of all consumer dollars spent on food, had become a formidable rival to
supermarkets. But some forward-thinking retailers had aggressively sought to attract traffic away
from restaurants by offering an array of fresh, convenient, high-quality, already prepared foods.
While these “heat-and-eat” offerings were more convenient and less expensive than dining at
restaurants, they were twice as expensive as frozen dinners.

In some product categories, it had become common practice for increasingly “deal conscious”
consumers to purchase products months ahead of their consumption requirements. Given the high
degree of promotions in some categories, a portion of consumers did not consider purchasing any
item unless it had been discounted. For those who were willing to switch brands, sizes, and flavor
varieties, being a “promotion-centric” consumer had become a viable option, and “stockpiling”
discounted goods saved them money over the long haul. Sanchez, however, did not view stockpiling
to be a pressing concern because it was not prevalent in frozen foods—the freezers in most homes
were simply not large enough.

FFD, which took great pride in having the most customer-centric management team in the frozen
foods industry, had successfully grown over the past 30 years by having anticipated trends such as
the emergence of dual-career families, increases in commute times, and less time available for meal
preparation. FFD had consistently delivered on the promise of convenient, good-tasting food at a
reasonable price to its growing customer base. FFD had a 43% national market share (by revenues)
in the “Italian frozen dinners and entrée offerings” subcategory. FFD’s two brands, Dinardo’s™ and
Natural Meals™, were sold in the frozen foods aisle of the grocery store, usually in vertical freezers
with glass doors alongside all other types of frozen entrees, snacks, and desserts, which were
displayed in creative, enticing packages.

The frozen foods aisle was large and diverse in both the number and types of brands, as well as
the number and types of product offerings, and Italian frozen dinners was a sub-category in this
offering. GCP defined its competition in this manner because prior in-store consumer studies had
revealed that consumers’ typical product selection hierarchy went as follows: (1) type of meal
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(Italian, Mexican, meat & potatoes, etc.); (2) brand (Dinardo’s™, Natural, Manly Meals, etc.); and
(3) variety (i.e., noodle, ravioli, etc.).

The Dinardo’s™ Brand

The key contributor to FFD’s bottom line was Dinardo’s™, a brand that generated over $425
million in revenues annually. Dinardo’s™, which was introduced in the early 1970s, featured such
traditional favorites as Spaghetti & Meatballs, Lasagna, and Chicken Cacciatore. Dinardo’s™ meals
were simple, but GCP’s use of quality ingredients and seasonings made Dinardo’s™ meals taste better
than those made by Daft and other producers, who had reduced the quality of ingredients in an
attempt to increase profitability. Dinardo’s™ was typically packaged in a thin cardboard box, with a
picture of the particular entrée on the box cover. An inner pack consisting of a foam tray with a
removable plastic cover slid out of the box so the meal could be heated in either a microwave or a
conventional oven.

The Dinardo’s™ brand was available in three sizes. The 32-ounce package (D32) was initially
positioned by FFD as a fairly inexpensive way to feed a family of four, and it became an overnight
success. Although the customers attracted to these Dinardo’s™ packages were price-conscious, they
tended not to buy private-label goods because the packaging and product quality were perceived as
sub-par. Dinardo’s™ 16-ounce package (D16) was an answer to the requirements of several emerging
consumer niches. Both “empty nesters” (parents whose children had moved out from home) and
busy professional couples without kids sought simple, easy to prepare, good-tasting meals that were
the right size for two people. The other sizes (6- and 8-ounce packages) were developed to serve
single consumers and for eat-alone occasions. Although initial research suggested that these smaller
items would attract minimal interest, GCP had to make these other sizes available so that retailers
could satisfy the needs of all their customers. Due to the operational complexity of food retailing,
most producers needed to serve a retailer’s entire consumer base, not just a segment or two. It was
simply too expensive for retailers to carry, order, and distribute product lines from manufacturers
that served only small portions of the retailer’s consumer base.

The Natural Meals™ Brand

Natural Meals™, a highly successful regional brand that GCP had acquired in 2006, accounted for
roughly 25% of the frozen food division’s revenues (almost $150 million per year). At the time of the
acquisition, the brand, started in the late 1990s in San Francisco, was available only at the two largest
supermarket chains. Natural Meals™ had earned a reputation for producing great-tasting, organic
frozen foods that were low in fat and did not contain unnecessary additives or preservatives.®> The
Natural Meals™ packaging, while physically similar to Dinardo’s™, had very different imagery. It
was designed specifically not to look like a typical “big company” frozen foods product; instead it
used a folksy color palette and imagery. This packaging was quite appealing to health-conscious
consumers, who were sometimes characterized as “California types.” It was believed that these
health-conscious consumers would not be interested in the Dinardo’s™ product line and that the
Dinardo’s customer base would not be enticed to purchase Natural Meals™; therefore, there was
minimal threat from cross-brand cannibalization.

3 The term “natural foods” applies broadly to foods that are minimally processed and free of synthetic preservatives. Most
foods labeled “natural foods” are not subject to government controls beyond the regulations and health codes that apply to all
foods. In contrast, foods labeled “organic” must be grown and processed using organic farming methods and must be grown
without synthetic pesticides, bioengineered genes, petroleum-based fertilizers, and sewage-sludge based fertilizers. To be
labeled “organic,” they must be certified under the National Organic Program. For additional details, please see:
(http:/ /www .fda.gov/ohrms/dockets/dockets /06p0094 / 06p-0094-cp00001-05-Tab-04-Food-Marketing-Institute-vol1.pdf)
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Natural Meals™ had become the clear leader in the “healthy but edible” segment, as Sanchez often
joked. GCP, with manufacturing and distribution synergies emanating from related foods businesses,
predicted that it would be able to grow the business at 5 to 10 times the current rate and with a
materially lower delivered cost (cost of goods sold, distribution and sales expense) than the original
company, due to efficiency gains resulting from scale economies.

By January 2008, Natural Meals™ had been fully integrated into GCP’s manufacturing and
distribution operations and was available at most retailers in almost every significant market. The
brand, featuring such flavors as Penne al’Arrabiata, Eggplant Ravioli, and Garden Pesto
Tagliattelle—recipes suited to a more sophisticated palate than Dinardo’s™—was well-received by
retailers. One reason GCP had been able to secure shelf space was the clout that it carried with large
supermarket chains. Another factor was the greater margin that its super-premium pricing offered
retailers. Carrying healthier alternatives also helped supermarkets attract store traffic away from
rival natural foods retailers (e.g., Whole Foods).

The closest competing firm in “Italian frozen dinners,” Daft, had been holding steady with a 25%
market share, with most of its volume generated by the Manly Meals brand. Daft, being well aware of
shifting consumer habits, was rumored to have organically developed its own offering. It was test
marketing Healthy Options during the fourth quarter of 2008 and would be introducing the super-
premium line nationwide in early 2009 if the test results proved favorable. This new product
introduction was of considerable interest to Sanchez. Evaluating this promotion in the context of
competitive strategy would be important; these decisions were never made without considering the
competitive ramifications. If Sanchez were to field a sales promotion, the possibility existed that Daft
could either increase the incidence and/or depth of its own promotions.

Promotional Planning and Execution at FFD

GCP went through the following approach to generating FFD’s annual plan (see Exhibit 1). First,
senior management set overall top-line and profitability goals that GCP needed to hit in order to
achieve its desired stock price. Then for each division, specified annual targets for key metrics (i.e.,
top-line sales revenue, etc.) were set by the senior team and all the product marketing divisions.
Next, for each FFD brand, annual targets for the same key metrics (i.e., top-line sales revenue, etc.)
were negotiated and agreed by the division head (Davidson) and the brand teams.

In structuring its promotions with retailers, GCP had historically taken a fairly standard approach.
An annual promotion plan was developed and approved by GCP at the outset of the calendar year.
The duration of promotions was usually one week—a standard length of time in the frozen foods
industry. The timing (i.e., in which month the promotion would be run) was determined by a number
of factors, such as seasonality, purchase frequency, and production capacity. FFD’s key account
management teams would inform retailers about the yearly promotion schedule well in advance, and
then offer them the opportunity to participate during the week of their choice during the chosen
month to undertake a promotion. The standard was to fund retailers for providing an end-aisle
display, offering a temporary price reduction to consumers, and featuring the lower price to
consumer (PTC) in the retailer's weekly insert/circular.

In implementing the promotions, retailers would place their order about a month before the
promotion. Since FFD relied upon direct store delivery of its products in refrigerated trucks, the sales
force would then be responsible for building the displays and removing any product on retailers’
shelves that was nearing its expiration date. It should be noted that retailers took title to FFD goods
as soon as those items were physically on the retailer’s premises. That meant that retailers would bear
the loss for any FFD products that went unsold.

HARVARD BUSINESS PUBLISHING | BRIEFCASES 5
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The Allocation Decision

FFD’s financial performance was significant to GCP. The division, which was expected to drive
approximately $600 million in gross revenues for 2008, accounted for almost a third of GCP’s overall
business volume.

Sanchez and Davidson were highly motivated to figure out a way to hit the numbers, but only if it
was the right decision for the company, because they both firmly believed that ROMI trumped
simply evaluating the top-line (i.e., gross revenue) growth. Being able to demonstrate an improved
ROMI would mean better funding next year for true brand-building activities, such as advertising,
packaging enhancements, and new-product introductions.

Sanchez knew that FFD’s strong position in the category enabled the firm to exert a great deal of
influence over retailers in terms of which items should be promoted and in securing compliance and
pass-through. Furthermore, retailers had come to learn that consumers loved GCP’s brands and that
promoting those brands would drive store traffic. Thus, while it would be difficult for most
producers to add another promotion this late in the year, it would not be for GCP; however, this was
not routine practice.

Given the urgency of the situation, Sanchez immediately began contemplating whether a national
sales promotion would be a good idea. He sensed that there would be three main effects of a
promotion: increased overall consumption (market growth), purchase time acceleration (stockpiling)
and brand switching (potentially including switching away from some of GCP’s own products). To
estimate the magnitude of these effects, he knew that he would have to start by evaluating the
performance of past FFD promotions, and that he could do so by calculating the ROMI for promotion
allocations to D32, D16, and Natural Meals™.,

Sanchez proceeded to jot down an analytical framework on his office white board (see Exhibit 2)
and developed a blank worksheet (see Exhibit 3) that could be used to explain his analytical
approach. He also needed to have the information on past promotions that had been run on D32
(four over the past two years) and D16 (five over the past two years) to evaluate how the past
promotions had fared (see Exhibit 4).

As outlined in Exhibit 3 (see part 1), his first step was to establish how much incremental volume
was associated with running a promotion, to convert this to revenue and then to deduct direct
expenses such as the promotional expenses, cost of goods sold (COGS), and shipping costs to
estimate the benefits of a promotion.

Sanchez was also concerned about the indirect cost of cannibalization—non-promoted items in
FFD’s product portfolio that would have normally been purchased, but were not because consumers
switched to the promoted FFD item instead. This could be estimated by looking at sales volumes of
one product when another product was being promoted (see Exhibit 3 — part 2).

Finally, he needed to calculate the ROMI for each promotion choice and make his
recommendation to Davidson, with reference to how large the potential benefits would be and
whether these would be sufficient to push the year’s numbers to the point where they would put
GCP at the low end of Wall Street’s expectations, as the CEO had suggested it might.

Sanchez now had all the data he needed to analyze and recommend a promotion. But there were
some nuances regarding Natural Meals™ that needed to be taken into consideration:
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e Natural Meals™ varieties were available only in one size—16 ounces. The items were also
“line priced,” meaning the suggested retail price/unit was the same for all varieties, and the
wholesale price for these items was the same per unit across the entire line.

e Natural Meals™ had historically appealed to a niche market, but the brand showed
extraordinary growth for the consumer product goods industry—about 15% per year.
Further, Natural Meals™ was somewhat sub-scale for in-store promotions (i.e., bigger brands
could amortize display costs across a higher volume).

e Many products had historically been launched, then promoted to jump-start consumption.
However, GCP hadn’t promoted Natural Meals™ extensively because of concern over
tarnishing the brand’s premium image. Since Natural Meals™ had never run a national
promotion, it was necessary to develop a projection if one was to be fielded for the brand.
There had been some “regional” promotion activity during the past two years, so Sanchez felt
that it would be safe to extrapolate those results to a national level. He thereby assumed that
25% of stores would be willing to participate, should Natural Meals™ decide to run a national
promotion. He proceeded with his analysis as outlined in Exhibit 3 — part 3.

Sanchez knew he would have to deliberate the tradeoffs involved with promoting each of the
three FFD items, and articulate to Capps the financial implications of each. In addition, he knew that
Flatt would likely pose him some additional strategic as well as tactical questions, including;

1) Would the promotion end up being a “win” for not only FFD, but also for retailers and
consumers?

2) How should FFD structure the promotion? Should FFD go with the “off invoice pricing”
that retailers often preferred—having the manufacturer temporarily reduce the price-to-
retailer (PTR) of a given item for a specified time so that retailers could purchase it in the
quantity desired—or should FFD stick with the “pay-for-performance” approach? (Under
the “pay-for-performance” approach, retailers were compensated only for the actual
amount that they sold during the promotional period, as verified by registered scanner
data.) Alternatively, should FFD compensate retailers only if they hit some pre-
established target?

HARVARD BUSINESS PUBLISHING | BRIEFCASES 7



-aur| 3onpoid yoea 10§ s1eak om} snoraaxd ayj 1940 d[qess A[PALye[RI pauTewaI
sey pue ‘syjuour g1 ised ayj 1040 § 31qIyxg ur , unjowor] 910352, Jo wns 3y} Aq aaoqe Jurpuadg uonowor] SUIpIATp Aq paje[nded St Sy, 'so[es uonowold [eJUsWaIdUL JO JUNOWE SWOS djeIdusd 0} d[qe
st ,qurod,, yoea pue ‘0a1y 10y syonpoid spood padesped rowmnsuod ajowod 3,uop s1o[IeIdy “Yruow auo 10y pnpoid ayy sjouwoxd 03 Sa103S JO 2,1 SULINDIS YJIM PIJRIDOSSE JS0D d} ST, JUI0] OWOL]/}S0D) OWOIJ],,

-aury 3onpoid yoes 105 s1eak 0m) snoraard o) 1040 d[qess A[PAnE[aI paurewar sey pue ‘(sqq) swnjoA £q Surprarp pue asuadxg uonnqrnsiy/3ur[eg + gHOD Surwwns Aq pajyenared SI SIJ, "SWa)l 10 spuelq
U29M}3q SISBq dAIE[AI B UO S)SOD djenyead 0} sradeuew syrunrad jeys Sy , ur s3sod [[e,, ue s,j] spoo8 padexped 1swmsuod ur saSeuew pueiq Aq pasn Apjuenbaiy st jeys orgaw e st ,"q[/asuadxy a[qeriep ,
*ased sy ur 1eonpoid ayy 105 suonedtjdur

SNUDASI dJL[Nd[Ed 0} PIsN 3 P[NOYS JowLIo} 3y} (DL J) Jownsuod-03-a011d 3y} woxy sIHIP Y IJ (ML St 03 PALIdOI USHO SI YdIYyMm ‘“I3[1e3a1-03-2011d “9°1) I9[1e3ar ayy sadreyd teonpoid ayj jeys aoud ayy yym
parenba aq ueo 213y sryy “pros Sureq 1onpoad jo ySrom jun 1od 9o11d sapes sy syussardar pue surra) Tenbas uo spnpoid ssoroe pajerousd anusaai ayy azirenbas 03 0.1 Aq pasn daw € SI ,,'q[/INUDAY SSOID),,
“1ed4 9y3 Jo Suruur3aq ay} Je SWYI INOJ ST JO YDED 10§ PIJIO[[ 3¢ O} JUNOWE IR[[OP Y}

SAUTWLIdNPP (I "SIL[NOIID SUISIIDAPE 310)S-UT ,SI9[Te3dl ur aoeds pue spaxreuradns ur sumopsprewr 9o1d ypim s£efdsip a[sre puo 91ndas 03 SOAIRIIIUL 10§ SWIIT) Aq pajedoe yunoure ay st , urpuadg uonowo,,
“(s98exed azrs 90uno-971 9y} ur ATUO S[e[TRAR dIE UDTUYM * 1 S[EIJA] [eINJEN JO JUSWIIIOSSE S} O} SISO YDIUM) 1 SIVIN [04njuN, (F) pue ‘(syonpoxd ;s opiouiq

JO SIZIS I9YJO SNOLIBA ) , 11 S,0p4bul(] IOYIQ,, (€) “(SSLIRA dZIS 90UN0-9T 9Y3) ,,9T wiS,0pvulc],, () “(Pueiq S,0pvurg ayy ur sSurapjo a8esped aouno-gg Jo JuawiIosse 9y} 0} SI9JaI) ,, 7€ wis,0pvuid,, (1)
:SWId)I 1N0j punore pazruedio st ((44) UOISIAI(] POO, UdZo1] Y], ‘suoseal [euonerado SnoLea 10§ saZIs 118y} 0} Surpiodoe pajoword pue paoud uaiyo are spnpoid ‘Ansnpur spoos padexped rewmsuod ayj ug

“L JIqIYXT 10 SAION

‘(399yspeaxds au ur qey ,SSOTIYOL],, 99S) ased sy} saruedurodde Jey) syuapnys 105 J9ayspeards [90X7 Uk UT JeULIO) JTUOIIII[d Ul J[GR[IRAE SI 39S eep T JIqIYXF YL :9J0N

%G9 0TE'TL8'LY  %B'LL- €TET0ELE %2 - 9612067 %6'L-  99L'€Ll'8Y %L~ S09'G6L'TSI 000'8¥6 717 L9¥°L2s se 0Z¥'0L0'9  928°'€98'CS L0L'€vE'6G ) uiBiey Bunesue

%S0  00S'0S0°0} %Z'Z-  000°c€Z'0l %82 000°00S°8 %0°L-  000°0S¥'PL  %Z0-  00G'€Ez‘cy 000°000°0} £99'99%°01 1999928 0000097} cee'eee’ey asuadx3 Buipsapy

%EY  9rr'8e6'T %9'8-  €86'1L69'C %8°9- 520'602°C %L'€-  €V0'8LL'E  %9'€ 86V LSSLL 090218 8YC'ov6'C ¥99'69€'C 661°098'€ LLL'€66 L uonnquisia/bullies

%v'S  192'198'09 %9'6-  S0€',ZT'vY %8°¢C- 1zz'9l9'se %Z'9-  608°188'99 %E€'€-  £09'985'L0C 090°G9.°2S G/E'vE6'8Y LGL'9¥9'9€  S20'¥ZELL Lg'0L9'vie uibrepy ssoio

%EeY  GLZ'6GYLZ %9°8-  9/6'60.'GE %8°9- 8¥6'€2E'c %L LLL'9€8'6E %L~ 9/g£'6Ze'9Cl 0v6'v2e ‘9z 6/8'280°6€ 6¥0'020'6Z  G/Z'6SE LY 6cL'282°LEL SO00

%0'S  Zvs'oze'ss %C'6-  Z8T'L£6'6L %t v 691 ‘07685 %E'S-  986°LLL'90L %9'€-  6.6'GLB'EEE 000°060'¥8 06z'210'88 008'999°L9  00€'€89°CL} 0GE' LGP 'ove anusnay 1oN

%6'L-  €19'/29'6 %6'€-  6.7'G6L'6 %Z'SLl- 900769l %L, 981912 Ll  %L'€-  ¥¥B'EEE’LS 0002186 000°L61 0} 000°Zz€LL  000°'066°Gl 000°'GLE'ES Buipuadg uonowold

%EY  SLZ'8V6'L6 %9'8-  19/°2€.'68 %8°9- S/1L'p€9'eL %L €LLVE6'€ZL %9'C-  €26'6¥2'G8E 000°206°c6 05280286 0088868  00€£'€.9'8Zl 0G€'22.'66€ anusney SSOID

%Ey  L¥T'GLL'EE %9'8-  119'GZ9'9¢ %8°9- 906'089°0€ %L'€-  8GG'0L0'6S  %B'E€-  82E£'860°09) 000°08€°2E 000°G80°0F 000'ZL6'ZE€  000°€LZ°L9 000059991 (*sqr) swnjop
ue|d ‘SA S|e3\ |ein}eN ue|d "SA J9YjQ S,0pJeulq ue|d 'S\ 9} S,0pJeulq ue|d ‘SA Z€ S,opJeulq ue|d "SA\ UOISIAIQ uazouag S|ed|\ |ednjeN JaYJO s,opleulq 9| s,opleulq g¢ s,opieulq UOISIAIQ uazouag

ATNCF HONOYHL STVNLOV UOISIAIQ SPOO4 Uazold 8002 1SNONV HONOXHL NV1d UOISIAIQ SPoo4 uazold 8002

110691 S¥G'691 S81°Z8lL €z2'16l 82681 jul0d/31s00 owoid

060 S0°'L €8°0 ¥2°0 980 ‘ql/esuedx3 a|qene

99'L 1G°L 802 (A} 6t'L 'g| "Jouj/owoid$

6EL 88°0 8.0 180 960 ‘qj/uibiepy Bunexie

8L'L L Ll 9L’ 621 "q)/uibiey ssoi

06 Sv'e ov'e oLe ov'e ‘gl/enuanay ssoi9

%8Y %9€ %EE %2V %0t % uibsepy Bunaxiepn

souaN Aoy

000°000°69 005'886°LS 000°0£0°2€  009'6.G'c8 001°'8€9°L2 uibiey Bunesuey

000°000°G} 000°002°G} 000°00%‘ZL  000°006°LZ 000°000°G9 asuadx3 Buisipenpy

005°90€'t 00G'9€€ 'y 000°02¥'€ 00%'G€0°9 00%'860°8) uonnquisid/Bullies

005°90€°88 00062022 000'068'2S  000'GLGLLL 00§96 '¥2e uibrepy ssoin

00S‘eve or 000°62S°2S 000'0LL'9E  000°'G99'¥9 00S'c¥S ‘861 S900

000°0S5'8ZL  000'0SS‘6Ch 00000068  000°08} 9L} 000°082'€2S anusnay 1N

000°000°G} 000°000°G} 00000062 000°'000°GZ 000°000°08 Buipuadg uonowoid

000°0SS‘€¥L  000°0SS ‘L 000°000‘7LL  000°08L°L0Z  000°08Z‘€09 anuaney SSoID

000°00S ‘6% 000°000°6S 000°'00S°Z¥  000°'008°'G6 000°008°L52 (sqp) swnjop

S|ea |einjeN JBY)O S,opieulq 9| S,0pleulq Zg S,0pieulq UOISIAIQ udzoi4
NV1d TVNNNY UOISIAIQ Spoo4 uazoud 8002

SOLRIN A9 UOISIAL( SPOO, U9z01] 8007 T 31qryxd

-8-  I€I¥



-6-

uonezifeqruue))e
sasuadxy 10211pU] «

(1y8ro1y) uonNnqrnsI( «

SO00 -
DUEMO[[Y [eUOJOWOL] «

sasuadxa 0a11(] »
Uojowo1J safeg 3unjeyrapun S %E%. .
YIIM PaJeId0SSY 1S0D) [elQ], [ d Lid

X

UOT}OWOLJ
saTeg Aq pajerauan)
UWINJOA [EIUSWIIU]

1SO0D) — dNUIAJY = UL3IeJA U} IR

LETY

IO §,23Yydues I Ul preog aYM T qryxg



4131 | Giant Consumer Products: The Sales Promotion Resource Allocation Decision

Exhibit 3 Solution Template—Part 1-Considering Promotion Impact on the Promoted Item

Average Monthly Volume for: Dinardo 32 Dinardo 16
1. When that item is ON Promotion ... L
2. When that item is NOT ON Promotion ... e
3. When NOTHING is ON Promotion® ... .

Incremental Volume from promotion .0 Ll
(step 1 —step 3)

Revenue change from promotion . Ll
(Incr. Volume * Gross Rev/Ib (i.e., PTR)

Variable Cost change from promotion ... Ll
(Incr. Volume * Var Exp/1b)

Promotion Cost change from promotion ... Ll
(Change in “% store promoting” (i.e., when item ON Promotion vs. when NOTHING is ON Promotion) * Promo Cost/Promo Point)

Marketing Margin Change from promotion ...,
(Revenue change from promotion — Variable Cost change from promotion — Promotion Cost change from promotion)

@ This is the case when neither D32 nor D16 are being promoted.
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Giant Consumer Products: The Sales Promotion Resource Allocation Decision | 4131

Exhibit 3 (continued) Solution Template-Part 2-Considering Within-Brand Cannibalization Effects
of Promotion

Average Monthly Volume Dinardo 32 Dinardo 16
1. When the other Dinardo’s item is ON Promotion ... ...
2. When NOTHING is ON Promotion® .0
Volume change from promotion of other item .00 L
Revenue change from promotion of other item .00 L
Variable Cost change from promotion of other item ... L
Promotion Cost change from promotion of other product ...,
Marketing Margin Change from promotion of other product ~ ............ ..
Total Brand Impact from Promotion on Top-line Revenue

Total Effect of D32 Promotion L

(Line 5 for D32 from part 1 and the effect in Line 4 for D16 from this table
for the effect on the other brand here)

Total Effect of D16 Promotion
(Line 5 for D16 from part 1 and the effect in Line 4 for D32 from this table
for the effect on the other brand here)

Total Brand Impact from Promotion on Marketing Margin

Total Effect of D32 Promotion L
(Line 8 for D32 from part 1 and the effect in Line 7 for D16 from this table
for the effect on the other brand here)

Total Effect of D16 Promotion
(Line 8 for D16 from part 1 and the effect in Line 7 for D32 from this table
for the effect on the other brand here)

a This is the case when neither D32 nor D16 are being promoted.
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4131 | Giant Consumer Products: The Sales Promotion Resource Allocation Decision

Exhibit 3 (continued) Solution Template-Part 3-Considering Promotion Impact of Natural

1. Average Monthly Incremental Volume for Natural ...
(use Sep06—-Aug08 data from Exhibit 4)

2. Average % Store Promoting for Natural .
(use Sep06—-Aug08 data from Exhibit 4)

3. Average Monthly Incremental Volume / Promo Point ...
(i.e., step 1/step2)

4. Incremental Volume from 25% Promo Points ...
(i-e., step 3 * 25)

5.  Revenue change from promotion
(Incr. Volume * Gross Rev/Ib (i.e., PTR)

6. Variable Cost change from promotion
(Incr. Volume * Var Exp/Ib)

7. Promotion Cost change from promotion .
(Promo Cost/Promo Point * 25)

8. Marketing Margin Change from promotion .

(Revenue change from promotion — Variable Cost change from promotion — Promotion Cost change from promotion)

12
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