Rebates—the new way to mint money

By Paul Herbig

How many times this past Christmas season did you see an advertisement either in print or on the tube for a particularly attractive item at a breathtaking price only to see in the fine print (After $X back in rebate).  How often you did notice the price and did not even remember seeing the rebate statement?  Probably  often.  Rebates get consumers to focus on the discounted price of the product while buying it at full price. It is one of the hottest items in a marketer’s promotional handbag and not for the reason you suspect.   One expert calculates that some 400 million rebates are offered each year with a total face value exceeding $6 Billion.  Staples and its vendors indicate that they alone pay $3.5 million in rebates EACH WEEK.  Yet the practice is proliferating and more and more manufacturers and retailers are joining the bandwagon.  Why the rage?  It is simple.  Fully 40% of all rebates never get redeemed.  Over $2 Billion finds it way back into the purses of the seller as basically free money.  (Industry lingo call purchases by consumers who never file their rebates as “breakage” while rebate checks that are never cashed are called “slippage.”)

To be honest, many consumers are too lazy, forgetful or busy to apply for rebates.  But many rebate offers require detailed paperwork, tight deadlines, long delays, with the seeming intent of wearing down the customer so s/he will just go away and forget about cashing in what was rightfully his.. Even when the check finally arrives, it often comes in a plain brown wrapper that often appears to be just another junk mail piece and thrown out without a second glance.  

Herbig’s Rule Number 7 says if an industry won’t monitor itself, the government will sooner or later step in and regulate said practices much more thoroughly and severely than any industry monitoring would have been.  And true to form, without any industry safeguards, the loose practices of many involved in the rebate industry have begun to get noticed by consumer groups and regulatory agencies.  Complaints to the Better Business Bureau have tripled since 2001.  State officials in various states have begun investigations of various companies for shady practices.  A bill was introduced in California in 2005 to regulate rebate practices and make it more consumer-friendly.  Expect more such laws to appear in the years to come.  Some companies have decided that discretion is the better part of valor and are dropping rebates altogether (Best Buy plans to phase them out in two years).  Others such as Staples (where rebate complaints were the number 1 customer complaint for years) have switched to an online system.

In one recent high-profile case, the FTC challenged both the manufacturer who failed to pay timely rebates, and for the first time, a nationwide retailer, CompUSA, advertising the rebates. The FTC alleged that CompUSA knew that the manufacturer was having trouble paying rebates, but continued to advertise the incentives. CompUSA was ordered

to make good on the manufacturer's promised rebates and to pay thousands of consumer rebates, ranging from $15 to $100. The computer superstore was also required to overhaul its rebate program. CompUSA is prohibited from advertising rebates unless it can prove, through a prior or existing relationship, that the manufacturers pays rebates in a timely manner. If no record exists, CompUSA must conduct a financial analysis that the manufacturer can pay the offered rebate. 
Should it be this way?  Should the burden of proof be on the customer to prove s/he purchased the item?  Of course not.  If you as a businessperson say the price is $X, then that is the amount the customer should pay you.  If there is a rebate involved, the retailer should be responsible for collecting it and passing on the savings to the customer (Costco does this . .  you buy it at Costco and Costco sends you the rebate).  Anything less is tantamount to deceiving the customer.   Remember the adage, “Hit me once, shame on you; hit me twice, shame on me.”  You should not count on the customer giving you a second chance.  Don’t blow it the first time with customers. Be fair with him and he will return forever for you.
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