» Retailers who ignore co-op dollars
are leaving money on the table.

BY MICHAEL HODGSON

|

I ﬂ the world of retailer-manufacturer discussions about “what
have you done for me lately,” co-op advertising gets decid-

edly little mention. Manufacturers are essentially offering free money

for retailers to use to promote both the manufacturer and the retail-

er, and yet as much as half of all co-op dollars get left on the table, un-

used and unloved. And that’s puzzling to many manufacturers.

WHAT IS CO-OP ADVERTISING?

Co-op advertising is a cost-sharing arrangement between a manufacturer and
a retailer whereby the manufacturer agrees to split the costs of advertising with
the retailer in exchange for the retailer mentioning the manufacturer or manu-
facturer’s product in the ad.

The amount available to be used depends on the total net sales from a vendor
to a retailer for the year—in other words, what a vendor actually sold and deliv-
ered to a retailer, not just what was ordered. In talking to vendors, such as
Marmot and The North Face, the percentages of sales that are available for co-
op dollars vary depending on the retailer, but in general they average 1.5 percent
to 2 percent of net sales. That means on a $10,000 order, a particular vendor
will likely also be willing to give you $600 toward co-op advertising efforts.

One company, MultiAd.com, an advertising and marketing services company
that specializes in co-op advertising, provides benchmark data for various indus-
tries as a means of knowing what the norms are for co-op percentages. The
company’s 2005 data for the sporting goods segment reports that just under 44
percent of manufacturers offer co-op dollars up to 2 percent of net sales. Forty-
one percent of manufacturers offer co-op dollars ranging from 5.1 percent to 10
percent of net sales. And 11 percent offer fixed co-op dollar packages, tied to sales,
but not a percentage of sales.

Depending on the size of your operation, this can easily add up. One retailer,
with four stores in Connecticut, told us his business utilizes in excess of $60,000
in co-op ad dollars each year for things like billboard advertising, logos on the
company truck, promotional items from a vendor carrying the retailer’s logo,

print advertising and more.
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» They offer a way to reduce the overall cost
of an ad budget, or pad an existing one.

» They permit a retailer to create bigger, more
creative or more colorful ads in print.

» They allow tapping into new markets unable
to be previously reached. That's because co-
op dollars can often be used in so many promo-
tional ways, like TV, radio and print ads, online
banners, yellow pages, event sponsorship, POP
programs and product giveaways.

For the manufacturer or supplier, co-op ad
dollars spent also provide a variety of benefits:

» Co-op ads increase overall awareness of a
company’s brand at a local market level that
would be more difficult to reach otherwise.

»
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Local advertising rates available to the adver-
tising business are at least 20 percent lower
than national advertising rates, according to
advertising experts with whom GearTrends®
spoke. This means that a manufacturer’s
dollars go further to increase brand recog-
nition within a local market, not to mention
helping further cement a relationship with
a good retail customer.

» Done correctly, co-op ad dollars help a
manufacturer increase sales of product. As
aresult, co-op ad dollars well spent can help
a manufacturer increase market share in a
local market.

All of which begs the question, if there are
so many upsides and so little downsides, why
is it estimated that hundreds of thousands of
co-op ad dollars go unused every year?
Surprisingly, many retailers told GearTrends®
that way too many dollars get left on the table
either because the co-op programs by vendors
are too small to make the effort worthwhile
unless the retailer places a huge order, or the
retailer simply doesn’t have the bandwidth to
manage an effective ad program, let alone
one with the added paperwork and work
required by a co-op one.
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IS IT REALLY THAT DIFFICULT?

One retailer who emailed us in response
to a series of questions we posed about
co-op programs said, “We don't do it. It’s
stupid because there’s a lot of money there.
We used to, but it takes a lot of time. I'd
like to get it started again.”

Another part of the reasoning behind not
utilizing any or even some of the co-op
dollars available, retailers tell us, is because
manufacturers have so many different
programs and rules that it makes it extremely
difficult to find out just how many dollars a
retailer might have available in a particular
manufacturer’s co-op account to begin with.

Joe Flannery, vice president of marketing
for The North Face, told GearTrends® that
the company realized out of frustration
that far too many co-op dollars (as much as
30 percent) were being left on the table
each year simply because, he said, “as one
year ends and the next year begins, retailers
are worried more about previews, line
shows, product orders and deliveries, and
are simply not as concerned with co-op
dollars that may now exist from orders
received the previous year.”

To help with that, Flannery and team
have invested in marketing staff in regions
around the country whose primary respon-
sibility is to remind retailers early on in
the year what co-op dollars they currently
have available and what tools, including
designing of ads and more, The North
Face has to assist them.

While the results are promising, with
nearly 98 percent of available co-op dollars
now being used as a result of the program,
Flannery said the system is far from perfect.

“Right now, the process is too manually
intensive, and requires us to pick up a
phone to tell a retailer what dollars he or
she has available,” said Flannery. “Our goal
is to have a computerized system where a
retailer can view live order status for
applying co-op dollars, designing ads, deter-
mining what the lifetime accrual is based
on net shipments, and how many co-op
dollars are currently available for a spend.”

For most manufacturers and retailers,
though, it appears the system remains one
of catch-as-catch-can, and sometimes, that
means a lot gets missed. Still, despite the
difficulties and challenges, retailers tell us
that people who don't take full advantage
of co-op dollars are just wasting money
that should be in their pockets.

“There is really no best way to use your
co-op because each retailer has different
needs for different markets,” Dawson
Wheeler, president and co-owner of Rock
Creek Outfitters in Chattanooga, Tenn.,
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said. “But there is certainly a wrong way
and that is not taking advantage of the co-
op dollars you have earned.”

USING CO-OP DOLLARS

For retailers, the ability to use co-op dollars
depends largely on whether they can meet
manufacturer guidelines; however, as we
found out, everything is negotiable to those
who plan well.

“While all vendors have co-op guidelines,
we have found that most vendors, when
presented a logical plan, will support your
efforts if they fit into the guidelines or not.
After all, the goal for both the vendor and
retailer is the same,” said Wheeler.

Roanne Miller, vice president of sales
for the technical apparel platform of K2,
told us, “Co-op dollars are just that—co-
operative advertising that benefits both
the vendor and retailer equally. We will
not say ‘no’ to an idea if it is both a good
idea and an effective use of advertising
dollars that serves to promote both a K2
brand and the retailer.”

To that end, we asked dozens of key
retailers and manufacturers to share some
of the top ways retailers used co-op dollars
effectively in the last year. Topping the list:
» event promotion
» an appearance by a sponsored athlete

to the store
» creation of direct-mail pieces (with

companies like Catalyst) in coopera-
tion with the manufacturer
» logo items to give as gifts with purchase
» local TV and radio spots

» newspaper and regional magazine
print ads

» direct mail and key word marketing

» product drawings and giveaways

» billboards

» POP displays and fixturing

» manufacturer-provided store uniforms

» CRM (customer relationship management
utilizing permission-based email commu-
nications for promotional programs)

» sales incentive programs for sales staff

» shop window displays

» shopping bags

» calendars for customers

The only bad idea when it comes to co-
op advertising, it seems, is one that leaves
co-op dollars unused and wasted. &
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» To read more business-related articles, go
to www.snewsnet.com/trainingcenter.
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