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IT'S TIME TO DEBATE THE REBATE
RRREITE T

| was lucky two weeks ago - | got to meet Michael Roth. It's not often you meet
someone who knows nothing about advertising with plans to change a major
advertising issue - and all for the better. It's well known that ‘Good ideas don’t
care where they came from.” Mr Roth runs a group of companies called The
Interpublic Group, a continually maligned, financially challenged holding group,
still in search of a strategic plan (expected Jan 2006). All that said, his ‘idea’ is
as basic as ‘what is mine is mine - and what is yours is yours’ - that media and
production rebates should not be a source of income for his agencies, but instead
be a benefit for the clients of those agencies.
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Here’s the situation - on September 30t Interpublic (who ‘holds’ agencies such as
Lowe, McCann, FCB, Initiative and a whole slew of PR and integrated players) two
weeks ago returned around US$150m of ‘retained rebates’ as part of a five year,
US$550m financial restatement. Rebates are not new - through the 150 years of
recent advertising history, they have remained an opportunity for media and
creative agencies to generate more revenue based on preferred arrangements
with their vendors. In first world markets, the practice has been progressively
stopped over the last two decades. In the third world markets - well, the situation
is less clear.
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Roth’s decision to return these rebates globally is a watershed. It sets a nhew tone
for business practices, and despite the litany of other problems at IPG, is a
lighthouse for the rest of the industry to watch. For instance, one rival holding
company currently under the gaze of investors reported GBP474m of media
income from GBP7.3b of turnover in 2004. That’s an effective commission rate
of 6.5% - no doubt prospective bidders will be poring through financial data over
the next month to understand how they managed to achieve that.
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For agencies in Asia, this means that multinational and local marketers will be

asking questions they never asked before. They will want greater transparency and
clarity and likely more involvement in media vendor negotiations. And this could
be a good thing - in markets like China, a joint client-agency approach to vendors
will always deliver better results anyway. We’'ve just completed three media
rebates analysis projects in China - two of the agencies were in total compliance,
and this made their relationship stronger.
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But for marketers in Asia, this is a double edged sword - you can’t pay a media
agency the equivalent of 1 or 2% commission anymore and also expect all the
rebates back as well. Some media agency fees must rise - in some case double or
triple - but for the first time in a totally transparent way, so that there can be
appropriate performance metrics set and greater talent locked in.
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You might say ‘be careful what you wish for’ - marketers must now be prepared to
pay ‘more’ for media agency services - but agencies must be prepared for far
greater scrutiny. Hopefully in the end, our children will see a career in advertising
elevated above its current position down with other agents, hawkers and
salesmen.
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Greg Paull is Principal of R3, (www.rthree.com) the Asian arm of a global
consulting group focused on client-agency performance and compensation
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