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Coupons

Club coupon programs hold a unique place in the club industry. The core philosophy of each warehouse club operator is to
sell products at the lowest possible retail price in the marketplace while maintaining merchandise gross margin goals. To
achieve this, club buyers negotiate the lowest net cost from suppliers with all product discounts factored into the cost of goods.

However, over the years, coupons have become key part of a club program. This has forced club buyers to figure out how to
balance the goal of negotiating a product’s lowest cost while also extracting marketing funds from suppliers to use in coupon
books. Despite this dichotomy, club coupon programs have evolved with each club following their own unique strategy.

This chapter provides an overview of club coupon programs. The first section provides coupon data. The second section
reviews how club coupon programs conflict with the core club philosophy. The next three sections provide a history of each
club’s coupon strategy.

Coupon Data Overview

Data from three coupon mailers for BJ’s and Costco in this chapter. The top section provides the beginning month of the
program, the number of coupon pages, the total number of coupons, the total coupon savings, the average coupon amount,
the number of no clip or instantly redeemable coupons (IRC), the number of your cost items for Costco (these coupons only
list a retail price and don’t provide the discount amount) and the types of coupons offered (dollar discount, buy-one-get-one-
free or get another product free).

The bottom section provides coupon totals and savings detail for six warehouse club departments (dry grocery and candy,

perishable, household items, computers and electronics, hard goods and member services) and the sub-categories that
comprise those departments.

Coupon Conflict

Negotiating for coupon funds and negotiating for the
lowest net cost are conflicting concepts. Despite the
added value provided to members, layering club
coupon programs on top of that core philosophy
creates two questions. First, are coupons negatively
affecting a member’s perception of the value offered
by the club operators? Second, how do buyers and
suppliers balance the need to negotiate the lowest cost

and generate coupon funding? Henber Sonvce - ——
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believe members

A broker observed that some members perceive coupons to be how the club’s offer value. He said, “I do
have become so accustomed to coupons that they are beginning to perceive that vehicle as the key value deliverable of the
channel.”

A BJ’s buyer/executive believes coupons don’t affect a member’s perception of club value. He said, “The members appreciate
the additional value. The educated shopper understands that the club has to make a profit to survive and does not see the
coupon program as a negative, especially when they see that we also accept manufacturer's coupons.” A Sam’s Club
buyer/executive said, “I believe most consumers understand the everyday value provided by the club channel and then enjoy
the discounts occasionally offered via the coupon programs.”

2024 WAREHOUSE CLUB INDUSTRY GUIDE
Unauthorized Copying is Prohibited
Published by HHC Publishing, Inc.

Coupons

143



A food supplier doesn’t think the member’s value perception of the club channel is changed but he does believe coupons
change their buying habits. He said, “We don't believe that coupon books change the perception of the product. All they do is
get the member accustomed to purchasing their normal item only when it hits the coupon book ... They are changing their
member’s buying habits in a negative way.”

— A food vendor said club coupon programs complicate club program negotiation. He said, “It definitely has
made meeting with club buyers more complicated. It seems that 35% of our time as a manufacturer are centered around

coupon negotiations.”

Another food vendor said, “It certainly makes it
challenging as they expect the best of both worlds.
They still want to get the lowest possible cost on an
item, however they also now want to talk about their
coupon programs. And it is challenging for vendors
because the coupon programs have become a major
factor in how Costco really pushes volume.”

A broker commented on the contradiction of low prices
and coupon funding. He said, “Yes, it has been very
difficult to navigate meetings when you are supposed
to give your best and lowest cost but also expected to
contribute to coupons/MVMs etc. Where does that
money come from if we have already given you our
best price?” A food supplier said, “Buyers feel the "pot'
of promotional dollars is limitless. Some buyers bring
in an item just for coupon and then discontinue when
coupon is over.”
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However, some vendors/brokers say the coupon/low cost discussion does not complicate buyer meetings. A food vendor
said, “I still feel the focal point of all meetings is meeting the member value and getting the best cost on an item. Once they
have the best cost negotiated, then they ask for demos, coupons etc.” A non-food vendor said it's important for a club buyer to
have a consistent strategy. He said, “We believe there can be a healthy mix, yet the customers must be aligned and clearly
communicate a consistent approach to the merchandising environment. It makes it very difficult to flow back and forth
between a net landed strategy (all in) and the request to also promote the items/brands.”

Lastly, a food vendor said that no matter how hard the clubs negotiate, coupon funds are not incremental. He said, “It makes
the conversation a little more tense but the reality is that the clubs can't have it both ways. Over time, the manufacturer is
going to factor in the cost of promotions/coupons into their cost of goods. Ultimately, it is a fallacy for clubs to believe that
those funds are truly incremental.”

BJ’s Wholesale

BJ’s opened its first location in 1984 in Medford, Massachusetts. Early in its history, BJ’s, which was more focused on the
consumer member than Costco and Sam’s Club, accepted manufacturer coupons to differentiate itself from its club
competitors. BJ’s continues to accept manufacturer coupons today.

— BJ’s included coupons in its BJ’s Journal magazine and created a direct mail coupon booklet which was
called the Big Brand Mailer. Until early 2013, BJ’s coupon program evolved and included discounts that had to be clipped and
presented to a cashier or included what it called “instant rebates” which were automatically deducted at the register. In June,
2013, BJ’s changed its terminology of “instant rebates” to “instant savings”.

— BJ’s introduced a redesigned direct mail coupon book in September, 2014. As opposed the
3.5-inch by 7.25-inch member coupon book format it had been using, this new book was much larger at 5.5-inches by 9-
inches. The larger book, called the Little Book of Big Savings, provided BJ’s with more space and included full-page
coupons/advertisements.

— BJ's changed the appearance and layout of its monthly coupon book in February, 2019.
The new book was approximately eight-inches wide by nine-inches high and was called The Bigger Book of Big Savings. On
pages without advertising, The Little Book of Big Savings included seven coupons per page. On pages without advertising,
this new coupon book format allowed for 15 coupons per page.

— In December, 2021, BJ’s changed the name of its coupon book to Smart Saver and the number of coupons on
a page was reduced to 12 and the size of each coupon was increased.
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— The average BJ’s coupon amount is typically less than the average coupon amount at Costco and
Sam’s Club. While Costco and Sam’s entire coupon programs are instantly redeemable (IRC), approximately 25% to 50% of
BJ’s coupons are instantly redeemable.

ile[lela =T W el 1ile]ile)s) — The high-octane promotion is an example of BJ’s new promotional system. BJ’s highlights high
octane items in its coupons book with a special symbol. Every time a member purchases a high-octane item, they receive a
10-cent per gallon discount on gasoline the next time they purchase gasoline at BJ’s.

For example, if a member purchases ten high octane items, the next time they purchase gasoline, they will save $1.00 per
gallon. BJ’s promotional system tracks high octane purchases made on different days. The only limiting factor is the gasoline
savings are only available during the same calendar month as the high-octane item purchases. Once a gasoline purchase is
made, a member’s high-octane savings are reset to zero. When shopping in a club, BJ’s places a high-octane symbol next to
participating items.

WLl JIEWAYeJdIfe:1ile])) — BJ’s enables members to access its coupons through its mobile application.

— BJ’s continues to provide full- and half-page advertising opportunities in its coupon book.

Costco Wholesale

After Costco merged with Price Club in 1993, the combined company faced weaker comparable sales, macro-economic issues
and operational problems in combining two large organizations. To increase sales, Costco introduced a coupon program in
1995 called the passport which offered larger than normal savings (15% to 20%) on an assortment of 80 to 90 in-club
products. The following is a brief synopsis of Costco’s coupon history:

— Costco’s coupon program evolved to include two coupon books. The programs ran for two to three months
each and included both in-club and online items. The first coupon program began in January and was called the wallet and
the second coupon program began in June and continued to be called the passport. The coupon books were mailed to
members (and handed out at the clubs) prior to the beginning of each program.

In addition, Costco offered a smaller assortment of product coupons during and in-between the wallet and passport programs.
In 2008, Costco offered seven of these smaller assortment coupon books or MVMs.

FII — Costco changed its coupon strategy and eliminated its passport and wallet programs in favor of its MVM program.
Costco found that the sales impact from the wallet and passport programs lessened. Additionally, Costco no longer wanted to
announce its promotional plans to its club and non-club competitors two to three months in advance. Costco also incorporated
instant redeemable coupons (IRC) or no clip coupons into its MVM program.

m — With its August, 2013 coupon book, Costco eliminated the need for members to “clip and present” coupons. Items
were divided into two categories: an instant savings discount and a coupon that requires the book or the Costco smartphone
application to be presented to the cashier. The items with coupons/discounts that require the coupon book or Costco app are
identified in the coupon book with a blue arrow that says, “book or app required”. Additionally, Costco would no longer hand
out coupon books at its clubs and only Costco members would be eligible for the coupon offers.

Eventually, the need to present the coupon book or Costco smartphone application ended and, currently, Costco’s entire
coupon book is an IRC and the coupon amounts are automatically deducted.

(IR RIETE — In 2017, Costco began incorporating “Your Cost” items into its coupon books. The coupons for these
items list the discounted purchase price and do not include the coupon amount.

— Redemption rates for Costco coupons are high and purchase limits are common. Participating vendors
have seen sales increase 8-times to 14-times normal velocity during a coupon period. Costco and its vendors plan for those
high redemption rates and order an appropriate amount of product prior to an item’s coupon period. As a result, coupon items
typically receive a free end cap.

FPX)] — The format for Costco’s coupon book changed in February, 2020. Previously, Costco’s coupon book was 10.5-inches
wide by 4.5-inches high and was imprinted using the longer wide side. Except for dry grocery and health and beauty aid
coupons, items were generally not organized by category or theme. Costco’s new coupon book was five-inches wide by 9.5-
inches high and was imprinted using the shorter wide side. Coupon pages in this new format are centered around themes.

HPX] — The format for Costco’s coupon book changed in August, 2021. The book size and orientation changed. The August,
2021 book’s orientation is in portrait and is 4.5-inches wide and 9.5-inches tall.
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Sam’s Club

Sam'’s introduced a coupon program in 2009 called eValues (later changed to instant savings). Initially, the program was only
available to Sam’s Club premium or plus members. The coupons were customized for each member based on products each
person purchased. The entire coupon program at introduction was instantly redeemable. In 2013, Sam’s changed its coupon
program and now all members are eligible for its instant savings coupon program.

— The first half each book includes the actual coupons. The coupon pages are generally organized by category.

— The second half of the book are themed pages that do not include coupons but promote products and categories
and include advertisements.
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