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four panels, what we’d like you to do if you do have
questions is to use the question cards that are in your
packets. |If you do, just jot down your question and
waive it In the air, and Linda Badger will be roaming the
aisles and you can pass it to her, and she’ll get it to
the moderator. But don’t worry, if there’s a need for
extra question cards we’ve got more on the table over
there by the water.

In the last panel of the day there’s going to
be a substantial period of time set aside for audience
participation also. That will be kind of an open mic, in
which you’ll get a chance to make a comment or ask a
question of one of the panelists.

Everyone’s input here is really important. 1
know we have very limited spots as far as panelists are
concerned, and so unfortunately | had to turn down some
requests. But we really want your input, so it’s
important for you to use those question cards, or
participate in the open mic at the end of the day.

Also keep in mind that there’s a court
reporter, and so if you —-- right up front, so if you are
speaking sometime during the day you’re going to have to
talk through a mic so he gets -- so he hears what you
have to say. And also if you speak, please identify

yourself, that’s important also. We will be, all the
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larger, but if you go down the hall either direction
you’ll find them.

Also, 1°m sure you’ve all seen the literature
table outside. We’ve got a lot of brochures and other
items that may be of interest to you. One particularly
neat thing is the what we call the “business briefcase,’
which is this. | Imagine they’re already all taken by
now. This is a little thing that looks like a business
card, but i1t’s actually a CD with several dozen of our
most popular brochures on it.

And another item on there is our ID theft --
[microphone interference] -- 1’11 keep my arm down, 1is
our ID theft magnifying glass, and the magnifying glass
comes in very handy for looking at all that fine print on
the rebate forms.

Lastly, 1°d like to introduce a few of the FTC
staff who are here today, so in case anybody has any
questions for FTC staff or just general orientation.

Linda Badger, you saw.

Dean Graybill, from our offices there.

Kerry O’Brien, is right there.

Evan Rose, is in front here.

And, Lesley Fair, who you’ve already heard talk
on the phone, is there.

And, Mitch Katz (phonetic), is here also, he’s
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with our press office.

Thanks again for coming today.

And 1 would like to present now Jeffrey
Klurfeld, who is the Director of the FTC’s western region
here in San Francisco.

[Applause.]

WELCOMING REMARKS FROM THE FTC

MR. KLURFELD: As Matthew indicated, 1 am
Jeffrey Klurfeld, and I have the honor and privilege of
serving as the Director of the Western Region of the
Federal Trade Commission. And I also welcome you to the
Rebate, which we are pleased to be hosting here in San
Francisco.

Over the years the Federal Trade Commission has
brought a number of enforcement actions to remedy
problematic rebate practices. Because consumer
complaints persist, however, we thought we might take a
different approach, and that is by bringing everyone
involved iIn the rebate process, from the manufacturers
and retailers who determine to offer the rebate, to the
fulfillment houses who perform the back office paperwork,
to the consumers who wait and sometimes wait and wait for
receipt of their rebates, to discuss problems and
solutions iIn a 360 degree forum or debate.

In hosting this forum, 1°m reminded of an
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advice book that my wife made me read when we were
confronting the challenges of our three somewhat
exuberant adolescent children. And the title perhaps
expresses some of the themes in the debate of rebates,
and perhaps also some of the perceptions regarding the
role of government. The title of the book is, Get Out Of
My Life, But First Can You Take Cheryl And Me To The
Mall?

[Laughter.]

MR. KLURFELD: You thought these were going to
be just dry, desicated, opening remarks. Since this 1is
also an election season 1 thought I might also introduce
some presidential history into my remarks that might also
reflect this tangent, and hopefully these anecdotes will
also entertain you.

When 1 think of free and competitive markets 1
immediately think of Theodore Roosevelt, who was really
larger than life and truly a champion of vigorous free
markets. And as you know, he was apostrophized as the
“Trust Buster.” Indeed, his daughter Alice, whom Teddy
could not manage, although he could manage the
government, perhaps, and whose antics would have made her
the poster kid for a tabloid press if there had been one
at that time, she remarked that her father wanted always

to be the bride at every wedding and the corpse at every
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funeral.

His cousin, Franklin Roosevelt, might be placed
at the other end of the spectrum. Franklin loved
regulating the economy and imposing codes and other
government restrictions on entire industries. But
Franklin got his comeuppance, and not just from the
Supreme Court. He often was at the receiving end of
Eleanor’s, his wife, her rapier wit. And here is a true
story. After FDR’s first election he took residence in
the White House. Eleanor thought it would be desirable
to get a physical check-up, and at that time there wasn’t
a physician who was resident in the White House, so she
had to go out of the White House, which she did. After
returning from her appointment she went to see Franklin
in the oval office. He asked her if everything had gone

well, “yes,” she said, then Franklin asked her if the
doctor had said anything about, quote, “her big fat ass.”
Without missing a beat, Eleanor replied, “No, Franklin,
your name never entered the conversation.”

[Laughter.]

MR. KLURFELD: Now, 1 have a housekeeping
detail, and that iIs -- whoops. [It’s part of my duties to
animate and pump you up in the morning. We really do

want to hear from all of you, and we have designed a

rebate form of our own, hold it up, It’s iIn your packets.
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10
And what we would like you to do is to fill it out, and
you will notice that there are a place where you can
indicate what your three biggest gripes are with rebates.
It’s essential that you provide this to us, if you are
willing to do so, In anticipation of the last panel, when
we are going to reveal the results. You can either put
it in the boxes, which Matthew will now point to.

MR. GOLD: One right over there by the water,
and one on the other box on the tables over there.

MR. KLURFELD: 1 have the honor of, you know,
turning the letters to get a vowel, or something like
that. Or you can give it to Kerry, Linda, or Matt, whom
I also would like to recognize for their yeoman-like
work, as well as other members of my staff, iIn organizing
this.

So before you go to lunch, if you could
complete that out and give it to them, that would be
great.

And then I am also privileged to introduce our
first speaker. She is Eileen Harrington. Eileen is the
Deputy Director of the FTC Bureau of Consumer Protection
in Washington, and in that capacity she is the nation’s
number two consumer protection enforcement official. Her
presence here today is elogquent testimony to the

importance of this event. Often people do not live up to
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11
their reputations when you get close. In Eileen’s case
this is certainly not true. She personifies intelligence
and insight, she also has grace and gumption, and the
American people is indebted to her for her strong and
able leadership. Among her many distinctions is her
service to America for her role in establishing the
national Do Not Call Registry, and that is a gift that
continues to give, as we know.

Anyway, it’s my pleasure to turn the podium
over to Eileen.

[Applause.]

MS. HARRINGTON: Thank you very much, Jeffrey.

1’1l just get the mic up here. 1t really is
such a privilege to be here today with all of you. And 1
want to begin by echoing and maybe even elaborating on
what Jeffrey said about the incredibly good work that the
team that has organized, that really conceived of this
gathering and has put it together, have done: Matthew
Gold, Linda Badger, Kerry O’Brien are the rebate team in
our western regional office. And they, although we all
serve the public and we are one FTC, I would say they own
this issue and have done such good work developing
principles, reaching out, learning, listening, and
leading.

And so I want to commend them as well as my
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12
other colleagues who are playing leadership roles here
today: Joe Mulholland from our Bureau of Economics is out
from Washington; Lesley Fair, who is simply the most
talented person at the Federal Trade Commission in a
whole stable of talented people there’s nobody like
Lesley, as you will see later on; Mitch Katz is here from
our Office of Public Affairs; Dean Graybr4o.from our
western region also will be presenting today. And if
1’ve left anyone out in terms of the leadership group, |
apologize. But what a good group, Jeffrey, you and Erica
have here.

We’re here today to do two of the things
that -- to serve two of the functions that the Federal
Trade Commission carries out that we value highly and
take seriously. One of those is to study the
marketplace, to understand what it is that’s happening,
to learn from people who are directly effected and are
participating, so that we can do our jobs better. And
the other function that we are here to carry out, and

that we take so seriously, is our function in the area of
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14
practices in the marketplace, is the enforcement prong.
And this morning 1 am announcing that the FTC has reached
and i1s issuing today two consent decrees with companies
to correct deceptive or unfailr practices that they
engaged in, we allege, in connection with rebate offers.
And Matt has the press releases, which he’ll be passing
out so that you can read them, and pay absolutely no
attention to what it is that 1°m about to say.

[Laughter.]

MS. HARRINGTON: The first of the consent
agreements that we’re announcing this morning is with
InPhonic, which is the largest online seller of cell
phones and cell phone calling plans. The settlement with
InPhonic stands for the principle that consumers must be
put on notice iIn advertisements that offer rebates that
the terms of the rebate program may be unusual,
complicated, significantly different than what a consumer

might reasonably expect from reading the advertisement of
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to adequately disclose, was with the hyperlink on the
website to the terms and conditions of the rebate offer.
The hyperlink did not satisfy the Commission standard for
adequate disclosure under Section 5. The best
articulation of that standard is in some work that really
was groundbreaking, that was done as a result of this
kind of workshop that the Commission held in 2000, and
that resulted in the development of a really important
publication, The Dot Com Disclosure Guide, which s in
the business briefcase that we have out front. So if you
haven’t picked up that little disk that Matthew held up,
do 1t, and look at the Dot Com Disclosure Guide, because
in this case that is really the basis for the
Commission’s analysis that the disclosures were not
adequate.

Let me read to you from the Dot Com Disclosure
Guides, which say that, “you have label the link to
convey the importance, nature, and relevance of the
information it leads to. That is, the label should make
clear that the link is related to a particular
advertising claim or product, and indicate the nature to
be found by clicking on it. Some text links may provide
no indication about why a claim is qualified, or the
nature of the disclosure. In most cases simply

hyperlinking a single word or phrase in the text of an ad
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The Soyo settlement stands for the principle
that rebate delivery promises have to be met. The
promises you make you have to keep them. Now, the
Commission has made this point in earlier settlements and
it restates it in this case, where the promise was that
consumers would receive their rebate within ten to twelve
weeks. Ninety-five percent of consumers who receive
rebates in this promotion received them outside of and
beyond the twelve-week outer limit that was promised.

The average was twenty-four weeks, and some waited for a
year. Not good.

Now, we are very proud of our folks in the
western region who did these cases. The Commission will
stay on the beat iIn this and other areas, but really
would be happy to never again bring another rebate
enforcement action. And that’s why we’re here. We want
to understand from the people who are most knowledgeable
what the best practices are. We want to talk about how
the best practices might get even more best. We want to
understand what the consumer perspective is. And we want
to, as Jeffrey said, work with all of the stakeholders to
see to it that rebate offers which have tremendous
benefit for manufacturers, for retailers, for consumers,
alike, are made in a way that satisfies the promise and

does not cause us down the road to have to announce more
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PANEL 1: AN OVERVIEW OF REBATES

MR. MULHOLLAND: Good morning. [I”’m on? Okay.
Good morning, 1°m Joe Mulholland. [I”m an economist at
the Bureau of Economics and the Federal Trade Commission.
And 1711 start off by saying I too would like to thank
Matt, Linda, and Kerry for putting together this
conference and for inviting me out here to moderate.

The issues raised by rebates are important and
have a good deal of economics content. The Bureau of
Economics hosted a conference last week that featured a
number of prominent behavioral economists who discussed
the research into various psychological aspects of
consumer behavior, and the policy implications of the
findings for consumer protection policy. One important
area of research involved the way consumers make correct,
incorrect, and often overly optimistic projections of
their future behavior. One manifestation of which, of
course, is the failure to follow through on the initial
intention to redeem a rebate.

This first session here seeks to set the stage
for the ensuing discussion of the various policy issues
involved involving rebates by describing how rebates
work, how they evolved, how they’re used by consumers,
and how they effect the profitability of the various

stage of the product stage chain.
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I think our three panelists are ideally
situated to provide this kind of overview for this
session. We’re going to first of all look at consumer

behavior, how consumers respond to rebates, and how often
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consumer psychologist, and what | really care about is
understanding what drives people’s purchase and
redemption behavior in the rebate context.

So 1’m going to show you results from two
sources of data. 1’°ve got some industry data, over 3,000
promotions which can give insights into incremental sales
and redemption. And then I run some experiments with
people, with their own real money, with over 1,000
consumers trying to look at what mechanisms are kind of
influencing their purchase decisions and their redemption
behavior.

So 1’m going to start off here with some
industry data. Sorry. Whereabouts is the? Oh, I didn’t
see that. Right there? O0Oh, all right, very good, okay.
So what I’m going to show you first is some industry data
from over 3,000 promotions. Sorry for the feedback here.
Okay. Can you hear me still? Okay.

So what we have here, we have the percent
sales. So this is basically what the industry will call
lift or increase in sales. And what 1°m plotting here is
the lift that occurs from a $1 rebate. What I have along
the bottom here is what that $1 rebate represents as a
percentage off the list price. So down here we have say
a 25 percent discount, which means it would be a $1

rebate on a $4 offer. Here we’d have a 50 percent
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discount, so it would be a $1 rebate on a $2 offer,
etcetera. And what you find here is people are very
sensitive to the change in the discount percentage. So
this is still all just a $1 offer, but as that $1
represents a greater percentage of the list price people
respond to that offer.

Now what we’re going to show next is what
happens when you increase the absolute size of the rebate
and go to a $5 offer. And what we’d expect is we’d see a
big jump in lift because i1t’s five times larger the
offer. What we find is there is an iIncrease, but iIt’s
not a very strong increase. It’s significant, but the
point here is that it kind of shows the same pattern as
the $1 offer. So people are incredibly sensitive to the
percentage of the list price that the rebate represents.
[Tape interference.] Jesus, sorry. Very sensitive. But
they’re not that sensitive to the absolute value.

And so here’s the $10. Of course, you don’t
see a lot of $10 offers that represent more than 50
percent of the list price, which is why It just stops
here. And then there’s a $20 offer.

So the point here is that it’s the percentage
of the discount, not necessarily the absolute value of
the rebate that seems to be driving the incremental

sales. All right. And that they’re increasingly
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had from buying the offer to mailing. And when we give
people more time they become more confident. So, again,
confidence goes up and as a result you see higher
purchase rates. And so what you’ve got here is over time
as you increase the time you’ve got more people buying,
but there’s also the effect of the size of the discount
percentage maintained. All right.

So you can either increase the size of the
discount percentage, you can also give people more time.
And the point here is that people tend to discount effort
that occurs in the future. When things are 21 days away,
ah, no problem, it seems easy, you know. What we call a
temporal construal effect in psychology, that explains
when things are far in the future we basically abstract
them and they seem really easy. All right.

The other thing which I won’t show on a graph
here is if you conceal the application requirements
people become more confident and they’re more likely to
buy. So I manipulated whether or not there was a
detailed description of all the things they had to do to
redeem the rebate, whether that was present or absent
when they made the purchase decision. And when you
disclose what’s required to be done confidence drops,
less people buy. Okay. So the point here is that when

you don’t disclose the effort it’s not salient. And
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combine the fact that if it’s far In the future It seems
really easy. So you really do have to give consumers,
you know, really detailed information in order for them
to really improve their calibration.

So the question now is what drives redemption
rates? So the point here is being highly confident
doesn’t necessarily predict your redemption behavior. So
what 1”ve done here is 1’ve grouped the people that
actually were successful in redeeming in dark, the people
that weren’t successful redeemers in light blue. And if
I go back and say well maybe the reason that they didn’t
redeem was that, sure average confidence was high, but
the people that didn’t redeem were probably lower in
their confidence than the ones that were successful. And
we find, no, that’s not the case. There’s no difference.
So being highly confident is not predicting what you’re
going to do. The people that failed to redeem were just
as confident as those that were successful. All right.
And when we look at their redemption rate estimates,
again, there’s no difference.

So this i1s what we call like a mis-calibrated
consumer. You’re highly confident, but your own
probability of redemption is in fact very low. All
right. And so this is an overconfidence problem.

And so the question is, what’s driving
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they start and they realize, wow, how much work it is,
they get done sooner, they don’t delay in finishing the
process. So there’s a backlash effect.

I’ve got to wrap up. So I°m just going to go
to the last points here. 17d be happy to talk with any
of you if you have questions.

Repeat purchase. Among redeemers it was 40
percent. We had people return and had a chance to
purchase the same offer again. So we wanted to look at,
you know, do you learn from your mistakes. Non-
redeemers, only 8 percent of those bought. But the
people that were successful, 40 percent of them bought.
IT you’re in the high effort group you’re much less
likely to buy.

So the point here is that 1If you’re ranking the
effort up on people there’s an opportunity that you could
actually be increasing your redemption rates, rather than
decreasing them, and then you’re angering people and
they’re not buying the second time around. So there’s no
loyalty.

So just to wrap up. Confidence In redeeming
drives purchase. Consumers tend to be overconfident,
it’s a function of the discount percentage, the deadline
length and the disclosure of the application

requirements, many fail to initiate the application
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process. And so maybe we’re over-emphasizing the role of
effort here. Much of breakage comes from people that
never initiate the process, they didn’t experience any
effort. So increasing or decreasing the amount of work
they do won’t influence those people because they’re not
even starting the process.

And then high-effort rebates can be risky, can
motivate higher redemption rates, there’s a backlash
effect that we found, repeat purchase, less likely.

But when we disclose the effort required that
backlash effect goes away. Why? We’re not violating
expectations, people know what they’re getting into.

So sorry for to rush through that. But 1°d be
happy to speak with any of you. And for those of you in
industry, love to hear of your results show these
patterns or if they differ. Thank you.

MR. MULHOLLAND: Now we’re going to talk about
the nuts and bolts of the fulfillment process itself for
rebates. And here is Tom Diffley. Tom is Executive
Vice-President of Business Development at Helgeson
Enterprises. He has ten years of experience in promotion
fulfillment with multiple service providers, providing
directly -- working directly with large and small
retailers, and market package goods, consumers

electronics, and wireless services.
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MR. DIFFLEY: Good morning. My name’s Tom
Diffley, and 1 have been in promotion fulfillment for the
last ten years. So | thought 1 would start by
introducing you to promotion fulfillment. And there are
a number of terms that we use within our industry that
you may or may not have heard before. So I thought it
might be helpful 1f we would start with those.

First of all, customers are the people with
whom we are interacting, as opposed to the general pool
of consumers. You can think of a customer as somebody

who has actually made a purchase from one of our clients.

A client are the people who hire us. And iIn
most cases they are manufacturers, service providers, and
retailers or E-tailers. And these are also companies who
fund the rebates. So they are the people, they are the
people who are paying the customers.

Fulfillment company, what we are, we are the
third party who processes the request from the customers
and we ship whatever it iIs that the customer wants back
to those customers. We’re also known as fulfillment
houses, fulfillment services providers, or FSPs, and
we’re also simply called rebate processors.

Promotions are what these customers get

involved Iin. And I specialize In consumer-based
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fulfillment and consumer-based promotions. There are
other types of fulfillment out there. But these
consumer-based offers call to action the customer to buy
a product or service right now. These are also called
promos, offers, deals, rebates.

And a rebate is a particular type of promotion
where the customer receives a rebate check or a rebate
card back by mail. These are also called MIRs, or mail-
in rebates.

And a premium offer is a slightly different
type of offer, and that’s where the customer receives an
item back by mail, or I guess via any courier. But this
IS as opposed to a rebate check.

And then invalid submissions are submissions
that we have received from customers, but the customers
didn’t do everything that they were supposed to do. This
IS as opposed to customers who simply didn’t participate
in the process. But these customers who have mailed to
us and didn’t do what they are supposed to do, those
submissions can be called invalid, disqualified,
unqualified, rejected, non-compliant, a number of
different expressions. But they all mean the same thing.

First of all, what are fulfillment companies
and what do we do? We get involved when our clients or

our prospective clients want to run a promotion and they
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require a third party like us to process the submissions.
The companies running rebates typically don”t have the
facilities or the interest or the systems in place to
process rebates, so they hire us to take over that, to
take over all that interaction with the customer. And
what we do, is we set up all of the different customer
contact points. So where the customer may believe that
he or she is dealing with a manufacturer or a service
provider or a retailer or E-tailer, they are actually
dealing with us.

So we are the PO Box, we are the telephone

number, the email address. And we are also the
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a status inquiry. And then after a customer has
participated we also support that customer via the phone
or via the web. And if the customer has made a mistake
we help that customer understand what the requirement was
that he or she missed, and we help him or her get the
materials together.

There are a few things that we are not. We are
not the organization that creates the promotion. Our
clients create the promotions. We are not out there, iIn
most cases, actively promoting promotions. Typically our
clients and prospective clients come to us with a need
already.

We do not make the rules for qualification. We
follow the rules. We can advise our clients on how to
set up the rules to make things less burdensome for the
customers, and make it a more pleasant experience. But
ultimately it is the client who makes that decision.

I’m not advancing.

We do not have a financial stake in the
promotions. And I read on, | read on blogs, | read just
a number of different things out there, even some
published statements by politicians, that seems to imply
that we have some motivation to disqualify customers who
send in. We process submissions, and it isn’t of any

interest to us whether the customer qualifies or
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disqualifies, we are process -- or we are paid to process
submissions and take telephone calls. So whether we are
mailing a check or whether we are mailing a reject letter
to that customer is immaterial to us. We will get paid
either way.

And also I get all sorts of telephone calls
from prospective clients, from the press, people asking
me -- they almost always lead with the same question,

especially the press -- and the question is what
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at rebates today we’re probably all thinking about

consumer electronics and rebates on hardware and software
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shipping and handling. When you took a look at the 1.95
to get the Tony the Tiger pack to you, or the 3.95, that
was, that was our part of it. So the 3.95 was our
shipping and handling and we were shipping and handling.

It”’s also possible that they’ve evolved from
try-me-free offers, which were pretty common with
packaged goods, where if you bought two of the packaged
good you would get the cost of one of those back by mail.
And it’s possible that you folks who offer consumer
electronics products saw those offers, saw they were
effective, and just got rid of the whole buy two of them
and get the cost of one back by mail.

And then also I think they’ve evolved from
coupons. And that it’s coupons are a promotional tool
that were simply not available with some of these
consumer electronics retailers up until even just a few
years ago.

In the last ten years I’ve seen a number of
changes with mail-in rebates. Years ago the rebate
amounts were quite small, 1t was very common to see one
$2 to $10 rebates. You may see a few of those today.

But for the most part the rebate amounts are considerably
higher now.

There’s another type of offer which is pretty

common now, too, and those are rebates on services, as
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opposed to just rebates on products. And with services
will typically come probation periods where you ask the
customer to wait a period of time to prove that you are
still on contract, or a customer in good standing, before
you’re eligible for the rebate.

Ten years ago there was another type of
promotion, which was you would mail away for a Kkit, or
you woulld mail away -- what was really popular was
mailing away for a cookbook. Some of these offers would
take place around the holidays, they were extremely high
volume offers. And that type of promotion has
essentially been eliminated by the web. There is
absolutely no need to mail away for those items any more.
You can go download those items on the web now.

Ten years ago there were, there were
essentially a lack of, well, the technology didn’t exist
to communicate with a customer in a couple of additional
ways that we’re able to do today. For example, IVR
wasn’t as popular, so we’re now able to make IVR

15

For The Record, Inc.

(301) 870-8025 - www.ftrinc.net - (800) 921-5555



© 0 N o o A~ W N PP

N NN N NN P R RBP R R Rk R R R
aa A W N B O O 00O N O o0 A W N —» O

41

And this i1s something that I find is almost
ironic, but the same small office home office products
that have become so popular with rebates, and that have
been the highest volume rebaters, are actually the
products, and the services that made it possible for
customers to voice their concerns about rebates.

And on average what | watched, in a well-
constructed offer roughly 90 percent of customers will
qualify. In other words, 1If we receive 100 pieces of
mail about 90 percent of those pieces of mail will
qualify. And 1 haven’t seen that number change much over
the past 10 years.

And then I can speculate a little bit about how
rebates will continue to change, at least some things
that 1 hope are going to change. 1 hope that clients
will -- our clients will continue to fund rebates faster
so that we can get checks out to customers more quickly.

There is a great deal of pricing pressure on
us, the fulfillment companies. So | suspect that we’ll
see more and more outsourcing of various parts of our
process.

Premium items today exist, but I think they’re
almost going to go away. A couple of different factors:
their shipping expense, the availability of the product.

Now let’s say laptop batteries, for example, are really a
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Matt and Kerry and Linda and Joe for inviting me here to
speak. | didn’t realize they were turning people down
for panels, or I might be out there with you. And things
like that.

I’ve been asked to kind of come and comment
about ten reasons why, why do we do this, and what
motivates us from a manufacturer’s perspective and
things. You’ve gotten a lot of insight already from the
previous speakers.

The thing and in Tim’s position, the first
reason, and by far the most powerful reason is what we
call demand generation. |If the three rules of real
estate are location, location, location, the three rules
for us as rebate providers is demand generation, demand
generation, demand generation. To draw attention to your
products to increase sales to get the lift that Tim
talked about.

I also wanted to touch on why we do it. Also I
will be speaking to some of the challenges we see when we
do it. We obviously want to do it. They allow us to
target and see a return on an investment on an effort, on
a promotion. What do you get back for what you’ve done.
You see the lift and you can measure it and quantify it.

It”’s challenging to administer, because one

reason we’re here debating, consumers sometimes find the
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process frustrating.

We also in a regulatory environment have not
only the Commission watching us, but numerous state
regulators and enforcers, and a plaintiff’s bar looking
at you carefully. And there are numerous state statutes
around price optics and things, so things you can do in
general you’d like to nationwide you have to watch your
marketing collateral. HP is gifted with a very vibrant
and lively channel, which helps us a great deal with
that, because they actually practice and work in those
areas and can often inform us of those concerns.

And speaking of that, I would note as | got
here without the hearing the FTC standard disclaimer
about things. |1 would offer one of my own, 1°m going to
do my best to answer your questions and talk about our
practices. 1 have some limits around confidentiality and
privacy of our resellers and customers that may limit
what | can say here today, or how far my comments might
be read.

Number two, §s the competitive response.

What”s going on there is not only that boy we’re doing it
because my brother’s doing it, and 1 know how much Lesley
and Eileen love hearing that explanation. But it also
goes into the area of rebates allow somebody,

particularly with a long lead time and sell-in, like with
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a lot of our products, to react to things in the
marketplace. Someone may be coming out, someone who may
have provided this laptop to the FTC. Because of the
nature of their selling motions on the internet can price
and do things much more dynamically than somebody who
operates primarily through a channel.

So throwing a rebate at something, promoting it
and developing it allows you to help respond to pricing
pressure and makes of technology that’s out there.

That”s something that’s very important to us.

Number three, Improve and change the customer
experience. This touches on what Tom was talking on of
premium products primarily. A lot of our rebate offers
when they were premiums in the premium area give you a
taste or example, a prime example is an HP media pack of
new and different paper. Maybe you will use your
technology in a way you hadn’t envisioned before. Maybe
we”ll give you some software that will expand the time
you spend with it, and surprise and delight you with how
you’d do it.

I would take a little issue with one of the

things Tom said about the web doing it In because i1t’s
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it’s very hard to control your target and demand on it.
Word gets out about these things. And we have had a lot
of dissatisfaction from our channel and from customers
when you run short of the product. And even when you
follow your mail order rule and do everything and notify
you’re going to get it to them, if people want their
Hal loween cookbook and pumpkin printing card ideas they
really, you know, and marketers heard me explain this,

they don”t want it in November. Right? So it is a risk
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about an advertised or promoted rebate it allows their
customer service representative to say, hey, you know,
you’re iInterested in that, here’s a complimentary
product, or here’s something else that may help a
talented reseller who manages a market basket approach to
a customer a way to maximize their interest, and
hopefully add greater services or products to what their
customer might be leaving their store with.

For us, obviously, and again mindful of
concerns over consumer privacy, and HP is a strong opt-in
company, you checked off the box and hopefully you will
invite us to entice you with more rewarding and
delightful offers about the product you just purchased
from us, and you’ll do that as part of the rebate
service.

Tom also talked about web fulfillment. And
that interaction where you’re now being sent messages
back and forth, 1t’s an idea to show you that we progress
and care. And the point was also made about particularly
in technology products we give you the means to
communicate with us and talk with us about i1t, and
customer touch in developing some of the ways to help
teach you and familiarize you with the capabilities of
your product.

Market expectations. This is a kind of general
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well over seven years, | am amazed at hearing why people
submit rebates and what they do with them. And we get,
you know, we do get complaints, plenty of them. But we
also get lots of thank you’s. And it is fascinating to
me how internal domestic economics, you know, somebody --
we have acquaintances who use it to fund college
education. 1 find that not advisable, but iInteresting,
interesting.

[Laughter.]

MR. PATTERSON: There are others who use it for
a night out, you know, comes in, thank you, kind of
thing. Also people who count on it. Again, in a
business like ours with a consumable business attached to
it to fund the next purchase of the consumable, and it
kind of makes them feel better about spending that kind
of money on that. Just kind of iInteresting.

Finally, or not finally, next, the brand.
Classic area here is bundled rebates, where if you can
present a compelling package of rebates to a reseller or
to customers you might draw more attention In a Sunday
circular, you might draw it in store. It might be
very —-- somebody might realize, oh HP, they do hand-helds
as well. The Commission knows all about that. But you
have a chance to kind of hopefully aggregate your share

of eyeballs or your share of customer awareness.
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It”’s something as an adult survivor of a
kitchen remodel, why all the appliances In my kitchen 1
couldn”’t make a decision, but oh there was a group rebate
on iIt.

Being it’s time to wrap up. The final one is a
marketing alliance idea. The best example in technology
that many of you are familiar with, and regulators are
familiar with, is the iInternet service provider offer
that drew a lot of attention at the height of the dot com
boom, and continues, that you try and partner with
another brand that’s on the move or on the rise, and it
shows that you are compelling and interesting in today’s
market.

Many of you have one of these. [1”m holding up
a cellular telephone. For the record, that is turned
off, Lesley. And you’re aware that you see the service
provider and the handset provider put something together
to kind of make a really compelling choice iIn that kind
of thing.

So the final thing to wrap up, for those of you
who are bored in your next conference call, go to
YouTube, search the word rebate, and you’ll see something
that will touch on Tom”’s point about how long these have
been around. And, again, observe all intellectual

property laws. You will see a Bill Cosby ad for a Texas
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Instruments personal computer touting a mail-in rebate.
It’s got to be early Cosby Show era, and he’s sitting
there and the bulk of the commercial is explaining how to
file for a rebate, like you call, and it’s totally
different from where consumers are now. And thinking
about i1t you’ll also see a Portugese hand game called
Rabatae (phonetic), and then you will, you will also see
a five-minute seven-second blues jazz riff from a
disgruntled customer of a cellular telephone rebate,
which is entertaining, and, again, puts something towards
the manufacturers of something else we need to be aware
of of how someone can comment on what we’re doing.

Thanks

[Applause.]

MR. MULHOLLAND: Thanks, Stuart. We’re going
to open it up for questions. And 1 wanted to start with
a visitor.

MR. SYME: Thank you very much. My name is
John Syme, I’m a lawyer with the Department of Justice
from Canada. And 1 had a question for Professor Silk in
relation to how consumers value rebate offers as compared
to offers of a straight sale price type representation.
And 1°m wondering whether or not there are any studies
that look at that issue, and look at sort of transaction

utility in terms of, for example, on a given product
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whether or not a consumer would value a rebate offer of
say 40 percent at say and compare that to say a 30
percent or 20 percent straight sale price offer on that
same product.

MR. SILK: To my knowledge there’s nothing
that