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Thought you might find this helpful…let me know if you'd like to speak w/ Greg McKinley to go through add'l. details. -Tony

Greenberg and others have created headlines claiming that GMCR bolstered Q2 earnings by reversing $22 million in sales return reserves in Q2, driving substantially all of the earnings upside in the quarter. 

This claim is misleading and wrong. 

They cited a line item in the December quarter cash flow statement titled "provision for sales returns", which reflected a $27.5 million value and a line item in the YTD March cash flow statement titled "sales returns", which reflected a $5.3 million value. 

Greenberg and others are claiming that the $22.2 million difference represented a reversal of sales return reserves that benefited EPS by ~$0.09 in the quarter. 

This analysis is wrong because the numbers are not comparable. 

The December cash flow statement presents a provision recorded during a period of operating activity, whereas the March cash flow statement shows a YTD change in a point in time balance sheet account.

The correct way to analyze GMCR's sales return account on a YTD basis is as follows:

FY2010 return balance = $12.7 million 

+ December quarter provision = $27.5 million 

+ March quarter provision = $12 million 

- YTD deductions (usage) = $34.2 million (plug) 

= March quarter return balance = $18 million

OR

FY2010 return balance = $12.7 million 

+ YTD change in return balance = $5.3 million 

= March quarter return balance = $18 million

Investors can still debate whether they think GMCR is adequately reserved for sales return exposure, but the assertion that GMCR reversed a $22.2 million provision to boost earnings is wrong.  Further, GMCR has commented in each of the last two quarters that the rate of return activity is moderating.  Therefore, we would not be surprised to see a declining rate of provisions recorded per brewer sold in the future. 

