
decline in P&G’s organic-sales
growth from 8% in fiscal 2003
through 2005 to 5% in 2007 (ended
June 30). P&G’s stock has under-
performed rivals the past two years
largely because of investor concerns
over declining top-line growth.

Under the old accounting,
P&G’s ad-to-sales-ratio slipped
from 10.7% in 2004 to 9.9% in
2006 (and possibly lower in 2007.)
Those seeming declines came as
P&G faced growing margin pres-
sure from rising commodity costs.

Under the new accounting, how-
ever, it looks like P&G was spend-
ing at about the same rate all
along—10.6% of sales at the peak
in 2004 and 10.4% for the past
three years.

“I don’t think it’s a bad thing for

P&G,” Mr. Dibadj said of the
restatement, adding that he believes
it brings P&G more in line with
how competitors such as Colgate
report ad spending. Even after the

change, he said about 75% of
P&G’s ad-spending number is
media, compared to about half of
Colgate’s.

But unlike Colgate, P&G still

doesn’t count sampling or much of
its consumer promotion as part of
advertising, so its reported ad
spending still doesn’t really show
whether overall marketing spend-
ing is growing or shrinking.

All of which adds to confusion.
“It’s not an apples to apples com-

parison between these companies,”
Mr. Dibadj said. “The divergence is
much bigger than I ever thought.”

Another analyst said: “I doubt
P&G would have made the change
if it didn’t make [their numbers]
look better,” though he said its
overall ad ratio has remained fairly
constant over the years.

The last time P&G restated its ad
spending number in 2001, it also
faced investor scrutiny over a
declining ad-to-sales ratio amid
slowing top-line growth. At the
time, P&G explained that restate-
ment as “misclassified brand-equi-
ty-building spending,” and the

restatement boosted its ad ratio
from 8.1% to 9.2%.

Accounting rules don’t dictate
how, when or even if companies
should break out advertising in
reports. And the changes don’t
affect sales, earnings or margins.
But they do affect a line some ana-
lysts and investors watch closely as
a sign of earnings quality—either
because they see strong ad spending
as an investment in growth or a
sign that a company is having no
trouble meeting its earnings targets.

P&G’s figures in the past 11
years show a very high statistical
correlation (0.78) between ad
spending ratios and organic sales
growth under the old advertising
definition, and an even higher one
(0.87) under the new definition. For
the past five years, however, the
new ad definition shows a much
lower correlation to sales growth
than the old one.
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of the remaining top 10, Pfizer and
Johnson & Johnson declined to
comment; AT&T and
GlaxoSmithKline did not return
calls for comment. The last of CBS’s
big 10 advertisers—National
Amusements—owns the network.

GM and P&G were the net-
work’s top two advertisers in the
first five months of 2007. A P&G
spokeswoman said “Kid Nation” is
“just not in our brand strategy at
this point,” while a spokeswoman
for GM said the automaker is not
advertising in the program’s first
episode and will take a “wait-and-
see” position for future episodes.

The furor surrounding the show
was sparked by its provocative
premise: a “Survivor” meets
“Frontier House” for the tween set.
Forty kids must build a society
without adult supervision, and each
episode ends with a town meeting
where one child is awarded a gold
star worth $20,000. 

BREAKING ‘STABLE’ MOLD
Network executives at its upfront
presentation boasted that “Kid
Nation” was one of the shows that
would break CBS out of its reputa-
tion as the “stable” broadcast net-
work. “The shows we picked up this
year are just daring ... and differ-
ent,” CBS President-Entertainment
Nina Tassler said at the time the fall
lineup was revealed. Ms. Tassler said
then that “Kid Nation” originally
was ordered for the summer, but
she felt strongly enough about the
program to give it a slot on the fall
schedule, describing it as “aspira-
tional; it’s an extraordinary group of
kids, 8-to-15-year-olds creating
their own society.”

Despite the glimpses of curly-
headed moppets hugging each
other, hauling water and bursting
into tears seen at CBS’s upfront
presentation in May, media buyers
have been wary. They wonder if
cutesy kids trying to eke out an
existence on the open prairie are

bound to warm the heart, or, much
worse, end up more like something
akin to “Lord of the Flies.” 

The problem has been exacer-
bated in recent weeks by a com-
plaint from the parent of one of the
participating children charging
abuse and neglect on set. The New
Mexico attorney general’s office is
reviewing information about the
production to see if anything war-
rants further investigation, accord-
ing to a spokesman.

Still, “Kid Nation” has attracted
some sponsors, according to media
buyers who declined to name them
due to the sensitive nature of the
program. One buyer who has a
client in the show is not expecting
any backlash.

A CBS spokesperson said the
network expects certain advertisers
to step lightly. “A cautious approach
from some advertisers to a show
generating this much attention is
very common. We began screening
an early cut of ‘Kid Nation’ to clients
and agencies this week, and the pro-
gram has been well received. … We
believe that the issues raised about
Kid Nation will be resolved when
the viewing public sees the first
episode on Sept. 19.”

CBS declined to provide the
names of any marketers who
bought time in “Kid Nation.”

A spokeswoman for the Ford
division of Ford Motor Co. said no
ads for Ford, Lincoln or Mercury
vehicles will appear in “Kid
Nation.” A spokesman for Verizon
Communications said neither
Verizon nor Verizon Wireless will
have ads in the show. Ford Motor
and Verizon Communications were
CBS’s sixth- and seventh-largest
advertisers in 2006, according to
TNS Media Intelligence.

The same is true for PepsiCo and
Anheuser-Busch, according to a
Pepsi-Cola North America spokes-
woman and an Anheuser
spokesman. Those two marketers
have reasons other than program
content to consider; brewers would
not run ads for their products in pro-
grams that could attract significant
numbers of kids, and Pepsi similarly

would be wary of hyping sugary
sodas to that crowd. A-B was CBS’s
seventh-biggest advertiser for the
first five months of 2007; Pepsi was
its ninth-largest in that time period.

Ironically, media buyers expect
the first episode of “Kid Nation” to
generate a respectable rating, since
the debate about the program has
reached a fever pitch. As such, “Kid
Nation” illustrates a thorny prob-
lem for broadcast networks that
have become fascinated with reality
shows. The programs are relatively
cheap to produce, but often require
tabloid-y elements to generate the
kinds of mass audiences advertisers
depend on big TV networks to

deliver. CBS had enough faith in
the show to use it as a Tuesday
night lead in to two of its stronger
programs: “Criminal Minds” and
“CSI: New York.”

Many viewers will simply tune in
for a peek.  “It’s going to get a ton of
sampling because of the controver-
sy,” said David Scardino, entertain-
ment specialist at Santa Monica,
Calif., agency RPA. Whether they
stay for more than a few episodes is
what needs to be seen.

Movie studios, brewers and fast-
food companies seem to play well in
edgier fare, said Mr. Scardino, and
could be attracted by the buzz sur-
rounding “Kid Nation.” That said,

Yum Brands’ Taco Bell is not running
ads during the show. “It doesn’t reach
our core demographic so we have no
plans for a national buy,” said Rob
Poetsch, a spokesman for the chain.

Advertisers have plenty of other
network-TV roosts to support on
Wednesday evenings come the fall.
Over at Walt Disney’s ABC,
“Pushing Daisies,” one of the most
buzzed-about programs on the
autumn slate, airs opposite “Kid
Nation.” Fox is launching its Kelsey
Grammer-Patricia Heaton sitcom,
“Back to You,” at 8 p.m., the same
time the CW runs “America’s Next
Top Model,” which has become an
ad bastion for P&G.

If it’s really good, “Kid Nation”
may have a chance. Advertisers have
balked at eyebrow-raising programs
before, only to join them when they
gain traction among audiences. Local
ABC affiliates saw advertisers defect
when “NYPD Blue” launched in
1993, but the show became a critical
and popular success after several
weeks on the air.
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NO KIDDING: The controversial reality
show—“Survivor” meets “Frontier
House” for the tween set—has made
some advertisers skittish.
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