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ANTICIPATED REBATE STRATEGY

With advanced planning, you can use the Anticipated Rebate Strategy' to estimate your final
product rebates, resulting in more accurate product costs and margins all year long.
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What is the Anticipated Rebate Strategy?

The Anticipated Rebate Strategy uses a GL account (or several of them) for the purpose of
estimating the dollar amount of the rebate(s) you think you are going to get in the future. You
use the dollars in this account to record a more accurate product cost now, even though the
rebate dollars may not have arrived yet (i.e. you are anticipating a rebate and treating the cost of
the product as though you have received the rebate already). When you receive the actual
rebate from the supplier, you'll apply those funds against the Anticipated Rebate Account: in a
perfect world, your estimated rebate will match the actual rebate and the ending value of the
Anticipated Rebate GL account would be SO.
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Why Would | Want More Than One GL Account?

You may decide to have a separate Anticipated Rebate GL Account for every rebate that you're
going to get, or you may want to differentiate them by product type or supplier or manufacturer.

Note: If you use a 4-9 account, the value in the GL will be cleared as part of
year end procedures.
If you need the value to carry over from year to year, usea 12 or 3
account.
Or check with your accountant to see what they’d prefer.

When Would | Use an Anticipated Rebate Strategy?

You would use Anticipated Rebate GL Accounts when you want the cost of a product to reflect
the anticipated rebate all year long, not just after you receive the rebate.

The Example Scenario

All the examples in this paper are based on the following scenario:

You purchase 35 jugs of the chemical GrowFaster. At the time of purchase it costs $100/jug and
you receive an invoice from your supplier for $3500. You anticipate that you are going to get a
$50/jug rebate at the end of the season. You want to record the cost of GrowFaster now as if it
already included the rebate, so that your product margins are more accurate throughout the
entire growing season.

Notes: When you follow the Anticipated Rebate strategy, after selling the
product agré will post $50 to the COGS account (the cost you have
decided to use, as it includes the ‘anticipated rebate’) instead of $100
(the full cost).

All margin calculations will be based on the ‘anticipated’ $50 cost.
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Preparing for Anticipated Rebates

Note: This is a task you will do only once.

Once the Anticipated Rebate GL(s) are setup, you won’t need to do it
again.

Adding the GL Accounti(s)

The first thing you need to do is create one or several Anticipated Rebate GL Accounts.

Essentially, you will pretend that you have already gotten a rebate cheque ... even though you
haven’t yet. You will spend ‘anticipated rebate money’ from the account to reduce the cost of

goods sold now —then when the actual rebate shows up, you will apply it to the ‘overdraft’ you
created.

Add one or more new GL accounts named something obvious.

% Edit GL &ccount: 16016 - Anticipated Rebates - Chemicals

E save D Refresh *3 E =it

Account Mumber; Azsat Wi Lis

Account Description: |.~'-‘mtici|:|ated Rebates - Chemicals

o Subtotaled? r
Active? i~ Print If Zero Balance? [
Motes: -
Reconcile this account: [ I

General Ledger > Manage > Chart of Accounts
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Anticipated Rebates Inventory Cycle

Recording the Inventory Receipt

When inventory with an anticipated rebates arrives, it is recorded on an Inventory Receipt just
like usual.

Recording the Purchase Invoice

When you add the purchase invoice for this inventory, you want the cost of the inventory to
include the anticipated rebate amount. To do this, you have two options:

e Recommended: you can cost the inventory just as the supplier charged you (i.e. at full
price) and then add a cost adjustment that uses the Anticipated Rebate account to
reduce that cost by the amount you estimate the antipacted rebate will be.

Using a cost adjustment requires a couple of extra steps, but leaves a clear audit trail of
the steps you took.

e Alternate: you can cost the inventory at the value you decide and then add a non-
inventory purchase that uses the Anticipated Rebate account to increase the total of the
Pl to match the bill you received from the supplier

Using a non-inventory purchase leaves you with a Pl that has a ‘mismatched’ unit cost,
but is quicker to enter.

Tip Both options will benefit from generous use of the Comments fields on each
transaction. It makes the audit trail easier to follow later.
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Option 1: Using an Offsetting Cost Adjustment

Tip This is the recommended option.

Using a cost adjustment to record the anticipated rebate is a two purchase
invoice process, but results in a very clear and easy-to-follow audit trail.

Create a new Purchase Invoice for the supplier. Add or import the inventory receipt for
GrowFaster to the Inventory Purchases tab. Specify the cost of the product at the actual cost of
$100/jug.

| seve | [D)Beteen | [ Suncher dccount Aty | D E |
Totws
Sipglier:  [Fervckh Chancdl Sy (50 =" | oo | Tots Nen-svertory: I s000 | | matches total
Invaice Dete. | A4 13 2011 =1"  Relerence Number: 11071341 5 Totad Invensory | $3.50000 m.m:rs
DoeDate  |Ag 122011 1" Location {Edmonton - Totad Cost Adjussrents
Commerss | Totsl Taxes: ‘
Non-Frversory Fuschases  Iventory Purchases (1) | Cost Adpstments | Taxse and Coadits | S L
Progect } | Raterence Locavon |PORelerence | Guantity |Unt | GST 'GST lnet| Ut Coat Line Total
> | GROWFASTER - GrowFaster & jug 1071201 | Edmenton 350000 JUG I \ $100.00 53,500 00
uret cost is the actual
oSt on the supphier's
purchase invoice (no
rebates included)
Mdmumu”Iwmmqul HmoPm] Imventoty Subtotal $3.50000
Lk PO |  PricingTases |  Show Desaile |

Accounts Payable > Purchase Invoices > Inventory Purchases tab
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Create another new Purchase Invoice for the supplier. Add a cost adjustment to reduce the cost
of the product by the amount of the anticipated rebate. That takes care of the costing side of the
anticipated rebate.

£ Find Product Cost History
J P> Use Selected Rows | ] Start Over |® Ext |

Product: |GROWFASTER - GrowFaster 4L jug =]" Find |

Adjustment Units: UG -ju ~| -

CostAdjustment/Uniff [ ($50.00) amount of the

Quanity {in Adj Units)| | E *_F‘Lei] anticipated rebate

Cost Adjustment Total

| $1.750.00 | GoT poplies [ GST Included

—Apply Cost Adjustment to Inventary Activity
Activity Type: IIn\rentory Receipt LI Location: INI locations vI
Supplier: |<Start typing or use Find> ;I M BERETETee: I
Date Between:  |Jan 13.2011 =] and  [Jul 132011~ | Refresh List |
Activity Type Date + | Reference Location Current Cost | Quantity
> Inventory Receipt Jul 13, 2011 110713-01 Edmaonton £100.00 35.0000
[7] Inventory Receipt Jun 09,2011 | 110609-01 St. Albert £50.00 3.0000
[ Inventory Receipt May 16, 2011 | 110516-01 Edmonton £50.00 2.0000
[] Inventory Receipt Feb 15,2011 | 110215-01 Edmonton £50.00 35,0000
4 Inv. Activities found ViewDefails |  SelectAl |  Desclectal |  Total Selected: Sy
=

Accounts Payable > Purchase Invoices > Cost Adjustments tab

Now you need to get the value of the anticipated rebate into the Anticipated Rebate Account. On
the same PI, switch to the Non-Inventory Purchases tab and add a row referencing the
Anticipated Rebates account. You'll end up with a SO purchase invoice.

G - —
B sove | () Bevesh | [ Suppher focourt Aty | ) Bt
Totats
Suppber:  |Zenobah Chemcal Supaly (S0013) ~]" _Find | add | Total NotInvestory [ simem 231 u;:c\.;gf:‘a
wcicaDue [10 201 21" Relmence Mamber [1107732 " | ot iy = Wl " rvoce
DueDete  [Aug 12,2011 =" Location [Edmanten *|" | Total Cost Adpustments [ &0

N
Comments [h--lhrhcosecmvmln 000 1o pet later] Total Taxes sﬁm ;
Total Purchase lnvoscs:

Nor-inventory Purchases (1) | invertory Purchases | Cost Adustments (1) | Taxes and Credis |

| Description |Pefaterce | Locabon PO Reference | Gusrhly Unit Price | GL Account | GST GSTinel. Uine Totst
> A o Flabates - Ch ! 3 $50.00] 16016 - Ardciputed Fabate! | = 51,790 00

)

you can specify
1@ $1750
ar
35 @ S50
f's the LINE TOTAL
that matiers!

sodfow |  EdRow | Remove Row | Hon-tnvenery Subtaotal $1,750.00
importP0 | LinktoPO |

Accounts Payable > Purchase Invoices > Non-Inventory tab
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Option 2: Using an Offsetting Non-Inventory Purchase

Cauvution

When you use this option, you end up with a ‘mismatched’ unit cost (the

cost on the agré Pl won’t match the cost on the paper Pl the supplier sent
you) so the audit trail can be harder to follow later on, but it is quicker to

enter.

Create a new Purchase Invoice. Add or import the inventory receipt for GrowFaster to the
Inventory Purchases tab. Specify the cost of the product at the “anticipated cost” of $50/jug.

£ Add Purchase Invoice [ = ][
n Save Refresh Supplier Account Activity @ Exit
Tatals
Supplier: |Zen-:-|:-ah Chemical Supply (S0013) J N Total Mon-Inventory: <0.00
Invoice Date: | Feb 15, 2011 M Reference Number: | - Total Inventory: $1.750.00
Due Date: Mar 17, 2011 ~|" Location: | Edmorton Total Cost Adjustments: $0.00
Comments |L|5ing the black box for more accurate product manings Total Taxes: $0.00
it . . Total Purchase Invoice: £1,750.00
Mon-invertory Purchases  Inventory Purchases (1) |Cost Adjustments | Taxes and Credits |
Product Reference Location PO Reference Quantity | Unit GST |GST Incl. Unit Cost Line Total
> |GROWFASTER. - Grow 4L jug 110215-01 Edmaonton 35.0000 | JUG ] [ £50.00: £1,750.00:
unit cost is what you
think it WILL BE after
future rebates
Add Inventory Receipt | Import Inventory Receipt | Remove Row Inventory Subtotal: 51.750.00
LikktoPO |  PricingTaxes |  Show Details |

Accounts Payable > Purchase Invoices > Inventory Purchases tab
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Page 7 of 13




The inventory purchase accounts for $1750 of the supplier’s invoice. Put the amount of the
anticipated future rebate as a non-inventory purchase, referencing the appropriate GL account,
so that the total on the agré purchase invoice matches the total on the supplier’s invoice.

W sae ‘@m ) Suppher 2ccourt 2ctrty | @ ER |

Totais

Supgher '..'uuz,xu:cru Spoy S _-l'_J _J Total Neo-lnveetory F_Tﬁﬁ
lvoice Date [Feb 15,2011 ] Radecsnce Nurber | " | Totat Investory [ siac0
DosDale | Ner 17,2011 w]® | teasten [Eamerton = Totsl Cost Adjustments: [ =w
Comments  jusing e biack bax for more socurte product marngs Tots Yaxes [ =w
Non-rertary Puchases (1) | bwvertory Purchases (1) | Cost Adustrents | Tames and Credes | I"'"P""’""'""‘" b I
Dpo_ctaw ___FPafecence | Location ‘PORduv-q Gcantey Umcho:GLkawi_ : i GE! 1G$Lhd | Line Toeal
> | Anticpated Rebates - Chemical kL3 ssomlmls-:ammm i | 5175000

You can specify

) » total amount of
1 @0547_.0 anticipated
35 @ $50 rebate

It's the LINE TOTAL
that matters!

[ AddRow | EdtRow | RemoveRow |

Herveversory Subtotst $1.75000
imperPO | LekwrO |

Accounts Payable > Purchase Invoices > Non-Inventory Purchases tab
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Recording the Actual Rebate

When you receive the rebate as a credit on your account from the supplier, you’ll reduce the
amount you owe the supplier and reduce the dollar amount of Anticipated Rebates in the GL
Account (because you got an actual rebate, it’s not anticipated anymore).

Create a new Purchase Invoice. On the non-inventory purchases tab, record the amount of the
rebate as a negative amount. This will decrease your supplier balance by the amount of the
rebate (you will owe them less), and reduce the dollar amount of “anticipated rebates” in the GL

Account.
< Add Purchase Invoice o =
Eseve  [[)Remeh [0 Supgher Account Actvty €9 Bt
Tolak
Sepplier [A'-mttul' Chessco Supply (S0013) vi € ::rdJ Add | Totsl Non-irvemory i 131,750 00¢
Inverce Dsbe: | Feb 15, 2011 *1"  Rafarence Number |11021503 ¥ Total Imvertory $0.00
Due Date: | Mar 17,2011 ~1"  Locsson Edmenton =l Total Cost Adjussments $0.0C
e Puconing e mbale ¢ GoonFutie Totsl Tanes I $000
z o - = Total Purchase lnvoice: | ($1,750.00)
Nonvinventory Purchases (1) | iwertory Purchases | Coat Adusments | Tases and Crects |
Descripbon Referance Location PO Reference Crsantrty Unét Price | GL Account GST GST ind Line Tot=!
> | frcipated Rebstes - Chemical 1 $1.750.000 | 16016 - Aricipated Rebates ($1.750.00)

244 Row Ecit Row I | Remove Row I

meot PO | Link 0 PO |

Noe-iveriory Subtotal ($1.750 .00

Anticipated Rebate Strategy

Accounts Payable > Purchase Invoices > Non-Inventory Purchases tab

Caution  Make sure you take the actual rebate out of the same Anticipated Rebate
Account you used to record it!
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What If | Get a Cheque Instead of a Credit on Account?

When you receive an actual cheque from the supplier you’ll need to put it in a bank or
clearing/holding account and reduce the value of the Anticipated Rebate Account (now that you
have an actual rebate, it’s not anticipated anymore).

Record the Cheque

The cheque transaction is not a credit on your account, it is technically a charge: Imagine if one
day a supplier just decided to write you a cheque; you would actually owe them for that cheque.
It’s like you’re "buying" cash from them. Once you record the receipt of the cheque, the balance
on the supplier’s account will look like you "owe" them for the amount of the cheque - until you
specify what it’s for. It’s also not like the usual credit on the supplier account because the funds
are coming to you directly and going into the bank, not just showing up as a credit on your
statement.

Create a Purchase Invoice and add a non-inventory purchase for the positive amount of the
cheque and select the GL for bank receipts. This records the receipt of the cheque.

< Add Purchaze Jnvoice =T 2
o S
n Save [L Refresh | [[] Supoher Accourt Actvty €9 Ext
Totads
Suppher Zenobah Ohemical Supply (S0013) : ’ Asd | Tatal Nen-nvestory
Invoice Cate | Feb 35 2011 _':] - Reference Number. |110215-04 - Total keventory
Due Date feb 1520 LJ Locaton jEdmontion ‘| 3 Total Cost Adpstments
Comments  |mcond recsict of the mbate chague Total Taves
Total Purchase livosce:
Nerbverecey Puschases (1] | bwertory Fuschasss | Cost Adustnents | Teaoss and Cwdts |
E;:crﬁl:r "Redarance Locstion [FO Referance | 7'1;;:\-7:'7:, i Jeit Price | GL Account
> | Cleaneg Account 1 $1.750 00 | Claaring Account {11121
the usual bank
Add Row EdtAos | Remove Row | Non-Imventory Subtotsl $1.750.00
Impon PO LekoPO |

Accounts Payable > Purchase Invoices > Non-Inventory Purchases tab
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Record the Change to the Anticipated Rebate Account

You know that the cheque is part of the anticipated rebated dollar value in the Anticipated
Rebate Account, so you record it as a reduction to the remaining dollar value in the Anticipated
Rebate Account.

On a new Purchase Invoice (to make following the audit trail easier) or on the same purchase
invoice (to keep all related transactions together), record the reduction to the Anticipated
Rebate Account by entering the negative amount of the rebate cheque on the non-inventory
purchases tab.

0

|22 Add Purchase invoice (o e -
Hsove | [7] Befreeh | [0 Supber Accouet Aty @ B
Tolas

Supplier:  [Zancbah Chwmical Supely (50013 >]" Fed | sad | Totsl Nori-investory [ @m0
Invoice Date. [Feb 15,2011 ¥]°  Reference Number |11021505 = Totel Investory [ =an
DueDste  [Ma17.2011  ~] Locsion [Edmorton =17 Towl Cost Adiustments [ om0
Comments  |econd the seducson of the Biack Bex Toted Taxes [ 000

Norrinventory Purchases (1) | invertory Purchases | Cost Adustments | Taxes and Credts | sl dmcrcmamsce [ pLAn

Deacnption Aefesmnce Locaton PO Reference Guansty Unit Price | GL Accourt GST | GST imcl Line Totsl
Bl fusicipisied Finbstes - Chemcal 1 (BL750000 T6016 - Avhcipsted Febater 8 W

2cRow |  EgitRow |  Remove Row | Non-inversory Subtotst [$1.750:00)

import PO Link 20 PO |

Accounts Payable > Purchase Invoices > Non-Inventory Purchases tab

Cauvtion Make sure you take the actual rebate out of the same Anticipated Rebate
Account used to record the anticipated rebate!

The net effect to the supplier’s account is SO. To make it easier to remember, think of it this way:

You’re “paying back the cash you owe them” (the cheque)
with the “rebates they owe you” (the Anticipated Rebate Account reduction)
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(optional) Applying Supplier Credits

You can apply the credits from the above transactions now, or you may want to wait until a more

convenient time.

W Apply AP Credits
JESa\re | DStartO\rer |0MOAppfy |6Em |

[F=8|Eol =3

— Unapplied Credits
Apply | Reference Date = | Type Credit Available
| 110215-03 Feb 15, 2011 Invoice §1,750.00
> 110215-05 Feb 15, 2011 Invaoice $1,750.00
Select Al Deselect Al View kem |
r Apply to
Reference Invoice Date Due Date Orig. Amount Outstanding Amount to Apply |
tajd Dec 14, 2010 Jan 13, 2011 56,000.00 56,000.00 50.00
110215-02 Feb 15, 2011 Mar 17, 2011 £3,500.00 £3,500.00 §1,750.00
= | 110215-04 Feb 15, 2011 Mar 17, 2011 £1,750.00 £1,750.00 §1,750.00!
Lvailable Amount: 50.00 View ftem |

Accounts Payable > Supplier Accounts > Supplier Details/Advanced > Apply Credits

Anticipated Rebate Strategy
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Deadling with Anticipated Rebate Left Overs

Unless you are a truly gifted forecaster, the actual dollar value of the rebates you receive will not
equal the amount you anticipated (the amount you posted to the Anticipated Rebate Account).

Run the GL Account Transaction Detail Report for the Anticipated Rebate Account.

e if there is a positive balance (money left over) that means the rebates you actually
received were less than you thought you’d get, and your COGS is more than you thought
it would be

e if there is a negative balance that mean the rebates you actually received were more
than you thought you’d get, and your COGS is less than you thought it would be

It's best to ask your accountant how to deal with any dollar values — positive or negative - left in
the Anticipated Rebate Account.

Options you and your accountant may consider:

e applying the dollars as a cost adjustment to inventory you have on hand, further
reducing or increasing product costs

e placing the dollars into an expense account

e placing the dollars directly into COGS (where the overall product margin will be
affected as seen on the Income Statement, but individual product margins will not
change)

Note: If you have any questions or require further assistance with the
Anticipated Rebate Strategy, please contact your CSC at
support@tronia.com.

P also referred to as The Black Box Strategy
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