
Rebates Influence Behaviour

This article looks at the various elements of rebate programs, 

common pitfalls, and provides guidance as to what works.

What Behaviour are Your Rebates Creating?



The team at Buying Group Services has collectively been working for, members of, or suppliers to 
buying groups and purchasing cooperatives for a combined total of over 100 years. During that 
time, we have seen probably every type of rebate program imaginable. When rebate programs are 
designed correctly, they can be very effective at incenting members of a buying group to support 
their preferred suppliers with their purchases. If a rebate program is poorly structured, it often has 
the opposite effect and drives members to purchase from outside of the group.

This article looks at the various elements of rebate programs, common pitfalls, and provides guid-
ance as to what works.
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Every buying group has large, medium, and small members.  Members are in different geographical 
areas that have different locally competitive forces and situations.  Some smaller members might 
have better pricing than larger members because they choose to make it a personal priority.  The 
most common mistake we see is when the buying group tries to negotiate invoice pricing on 
behalf of all members instead of allowing each member to negotiate directly with the supplier.

Group Pricing

What Does Work

Why It Doesn’t Work

No supplier can sell all their products to all members of a buying group at the pricing they give to their largest, “lowest price deserving” 
customer.   If a supplier is forced/encouraged to price all members at the same level of pricing, the supplier typically provides the 
group with mid-tier pricing.  Though some members will enjoy better pricing, this move will negatively impact the overall group:

• Small members enjoy a windfall because they could never have accessed mid-tier pricing based on their own 
volumes.

• Mid-size members don’t see an improvement since they already purchase at this price level.

• Large members are hit with a price increase! The pricing structure is higher than the existing price a large 
member is paying based on their own volumes.  Consequently, large members will not support the program or 
will try to buy directly from the supplier outside the buying group instead of supporting the program. 

This pricing strategy does not benefit members who likely represent 75% of the group’s volume with the supplier.  The 
result will be an unhappy supplier and unhappy members.

The better approach is to allow each member to negotiate their own price based on volume and keep the rebate program 
outside of the invoice price.  This method ensures every member is better off.  All members, regardless of their size, have a 
net-net lower cost, a benefit no individual member could have achieved on their own.  Members need to be coached to only 
support the program if the supplier’s invoice price is competitive and rebates are always over and above their invoice price.

In addition, the group must be committed to keep individual member pricing confidential.  Although there is a 
chance members might share their individual pricing, in our experience this rarely happens.  Members believe 
their pricing is a unique and important advantage, so they do not want to share their negotiated price.

Although there is a chance members 
might share their individual pricing, in 

our experience this rarely happens.
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The value of a good rebate program must be preserved and protected via confidentiality. 
Rebate programs have enormous value if the hard facts – the numbers – are kept 
confidential.  Sharing these details can have negative impacts on members and suppliers.

Rebate Details Must Be Kept 
Confidential

What Does Work

Why It Doesn’t Work

The easiest way to destroy the value of a good rebate program is to put it in writing and share it with the members.  
That may seem counterintuitive, but human nature is such that most members can’t help but share rebate information 
when negotiating with a competitive supplier from outside of the group who is vying for their business.  If they 
can use the rebate program offered by one supplier to get a price concession from another supplier, they will.

Suppliers, on the other hand, often share rebate information to justify member pricing.  Although the rebate programs 
are negotiated at a senior level in the organization, the rebate detail is often passed on to their salesforce so they 
can justify the price the member is paying.  “Don’t forget you are getting an additional rebate of 5% on this product 
through our rebate program with your buying group.”  Ultimately this backfires because the salesperson then offers 
a similar net-net deal to a customer who is outside of the buying group, justifying it to their boss because they aren’t 
paying any group rebates.  The result is a lowered market price and value for the supplier’s product as well as reduced 
gross profit margins for the supplier – simply because a salesperson used rebates as a crutch to overcome objections.

We have found that suppliers and the buying group must commit to never sharing the rebate details in writing 
with either the members or the supplier’s sales representatives.  The program can still be verbally discussed with 
members, by group staff, using a rating system (good, better, best) to communicate the value the program brings.

The program can still be verbally discussed with 
members, by group staff, using a rating system 

(good, better, best) to communicate the value the 
program brings.
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Another common way to undermine the value of the buying group and its rebate programs bring to the 
supply chain is to allow some transactions to be exempt from eligible rebates.  Typical justification for this 
type of exclusion is because a “specially negotiated price” fails to leave enough margin to pay any rebates.  

If a Product is Rebatable, It Should be 
Rebatable On All Invoices

What Does Work

Why It Doesn’t Work

Members quickly learn they can get better invoice pricing if they agree with the supplier to come up with some excuse 
to exclude the purchase from rebates.  From the member’s perspective, the old saying “a bird in the hand is worth 
two in the bush” applies.   However, the short-term immediacy of a lower invoice price leads to lower group rebate-
able purchases for the supplier and fewer rebates for all the members.  This is especially true when rebate programs 
have stepped up purchase thresholds or plateaus with increased rebates for every plateau achieved by the group. 

This “exclude invoices if discounted” situation often occurs when a supplier thinks of the buying group rebate as an invoice 
discount instead of the sharing of marketing and administration savings found by participating in the buying group.  In addition, 
the exception processing will create more work (costs) for all involved, and confusion when reviewing annual purchase numbers.

The policy of members and suppliers should be to keep all purchases included in the group.  This will maximize 
the benefits of the buying group, keep programs clean, and eliminate transactional exception processing.

Members quickly learn they can get better invoice pricing 
if  they agree with the supplier to come up with some ex-

cuse to exclude the purchase from rebates.
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Purchases From Purchases To Rebate %

$0 $499,999.99 2.0%

$500,000 $999,999.99 2.5%

$1,000,000 $1,499,999.99 3.0%

$1,500,000 $1,999,999.99 3.5%

$2,000,000 $2,499,999.99 4.0%

$2,500,000 $2,999,999.99 4.5%

$3,500,000 $And greater 5.0%

A good rebate program needs to have a component of growth incentive designed into it.  A typi-
cal program will have various purchase plateaus, and, depending on the level achieved, a rebate 
percentage to be paid.  For example:

Plateau Rebates Should Always be 
‘Back to Dollar One’

What Does WorkWhy It Doesn’t Work
Comparing the two rebate strategies, the supplier in the first case 
saved $2,500 in rebate expense.  While this may seem like a sav-
ings, the strategy actually incentivizes the wrong behavior.  The 
supplier is penalizing members who supported the program by 
purchasing early with a lower rebate.  Conversely, the supplier is 
rewarding those members who hesitated to support the program 
because they resist change, or they are awaiting confirmation of 
the program’s success, saving their purchases until near the end 
of the program and the achievement of the higher plateau rebate 
percentage.  The amount saved will actually hurt the growth of the 
supplier’s sales with the group.  Rebating “back to dollar one”, 
motivates the group to hit higher purchasing tiers, creating more 
growth for the supplier, and creating more value for all involved.

Suppliers should create true incentives when 
structuring plateaued rebates.  This creates a group 
mentality of obtaining higher tiers, which is a win for 
all involved.

Some suppliers offer growth rebate programs, but only pay the additional rebate percent on those purchases that exceed 
the threshold.  Using the above table, if the group achieved $750,000 in purchases, then the supplier’s rebate would include 
two calculations.  The base rebate would be $10,000, based on $500,000 of spend paid at 2%.  The second rebate will 
include the spend above $500,000, or $250,000 in this case, paid at 2.5%, or $6,250. The total rebate would be $16,250.

The other method is to calculate the rebate on all purchases at the plateau level achieved and use the corresponding 
rebate percent.  This is often referred to as “back to dollar one” or “back to dollar zero”.  Using the same example, the 
supplier’s rebate would be calculated as follows: $750,000 x 2.5%, or $18,750.

Rebates Influence Behaviour
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Structure rebates to drive true incentives 
for the members.  

Another common practice is when a supplier annually adjusts the plateau threshold to only earn 
rebates if purchases exceed the previous year’s actual purchases.  This is particularly prevalent when 
the supplier sets individual member growth rebates as opposed to growth rebates at the group level.

Growth Rebates Threshold Set to 
Previous Year’s Actuals

What Does Work

Why It Doesn’t Work

In this scenario, members assume, in all likelihood, the rebates will neither be earned nor paid, and seriously consider going 
outside of the group to negotiate the best deal they can be sure will happen.  In some cases, a big, one-time order in one 
year will be unobtainable in the next year.  The member shouldn’t be penalized for driving a significant sale for the supplier.

Another negative side effect of this type of program is that members quickly learn to optimize their rebates by strategically 
withholding purchases near the end of the program if they think they will not meet their targets.  By default, this lowers 
the threshold target for the next year.  Instead of incentivizing more purchases, the program pushes them off into the 
future with thresholds that were managed to become lower by the member’s strategic delaying of their purchases. 

Structure rebates to drive true incentives for the members.  The rebate program needs to have an element of rebate 
based on any purchases while having a tier structure that motivates the member to sell the supplier’s products.
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Well-run, sustainable groups have the funding resources to provide a full roster of services, including negotiating 
rebate programs with suppliers, providing initiatives that drive sales for both members and suppliers, assuming credit 
risks, managing the group’s finances, and other services and initiatives the group decides to invest.  The annual cost 
to fund and manage these services and programs is typically around 2% of annual purchases.

• They are recognized as a supplier who appreciates there is a cost to be a well-run group. 

• There is a greater chance their negotiated rebates will remain the intended incentive and not become a 
means to fund overhead costs. If a CBA is not paid, a significant portion of rebates must be held back by 
the buying group to cover operating costs, devaluing the rebate and its incentive for members.

They can clearly weigh the cost of the benefits they receive by dealing with a CBA buying group. Central billing al-
lows a sense of transparency where suppliers know what it costs to run the group.

Creating a central billing allowance – sometimes called a 
‘CBA’ or ‘Admin Fee’ – to be paid by the suppliers will 
cover the overheard necessary to operate the group.

Generate Central Billing Allowances
to Fund Operations

Creating a central billing allowance – sometimes called a ‘CBA’ or ‘Admin Fee’ – to be paid by the suppliers will 
cover the overheard necessary to operate the group.  The group can justify this expense as a fee for the administra-
tive savings derived from the supplier’s reduced risk for bad debts, their reduction in credit management, electronic 
invoicing and payment costs, elimination of credit card payments, and so on.  

Suppliers who respect the business case behind a central billing allowance and pay it with said understanding in mind 
have a real advantage over others who do not: 

Rebates Influence Behaviour
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Marketing programs can be extremely valuable for both the member and supplier.  However, if a mar-
keting program is too complex or hard to use, members will not find value in the program.  Suppliers 
can have too many requirements or too much red tape before they will pay out the marketing funds.

Generate Marketing Allowances to
Fund Marketing

What Works

In the same way rebates help focus a member’s purchases on a supplier’s product, marketing allowances help members 
create demand pull from their customers.

The most important caveat is to ensure the funds are only used to promote the suppliers’ products at the customer level, 
and not to augment rebates.  The program must be designed to encourage members to use the funds in a way that will 
drive sales of the supplier’s products.  The program must be easy to understand and have a straightforward claim process.

The program should not stop there, either. In any given year, not all members will take advantage of the marketing funds.  
Rather than lose them entirely (because they were forfeited or retained by the supplier), the unused funds should be put 
towards marketing efforts at the group level to encourage supplier sales.  For example, as an allowance for new members 
to acquire in-store displays or store employee training that will likely result in better customer service and drive sales.
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Product category rebates can help suppliers optimize profit and drive growth that aligns with the 
product strategy.

Using Product Categories as a Basis
for Rebates

What Does Work

Why It Doesn’t Work

Most suppliers have more than one product category they 
are selling to the members of a buying group.  Different 
product categories often have differing gross margins and 
competitive positioning.  A frequently missed opportunity is 
to oversimplify the rebate program by grouping all products 
in the same rebate category.  Broad rebate categories often 
result in either over paying rebates on low margin categories 
or under incentivizing higher margin categories.

The other side of the coin is having overly granular rebate 
categories, making it difficult to communicate the program so 
members can understand and capitalize on the opportunity.  
Too many categories mean too much work for the member 
to figure out what is best for them.  This creates confusion 
and frustration with the members that can significantly impact 
the supplier’s performance within the group.

Properly designed rebate product categories strike the optimal balance between several factors of product categories.  
These factors include the logical groupings of the products, the margin associated with each category, the marketing 
strategy, and the product support, including technical and service.  Properly aligning the rebate categories help 
suppliers optimize margin and increase overall rebates to the group which increases the supplier’s value to the 
group.  Savvy suppliers align their sales compensation strategy with rebate categories in order to drive the expected 
behavior from both the group and their own sales team.  For new product launches, rebate categories are key in 
order to drive focus on these new products.  Another advantage is keeping the street pricing in line with the market.

Too many categories mean too much work for the 
member to figure out what is best for them. 

Rebates Influence Behaviour
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Internet sales are demolishing artificial geographical boundaries.   Suppliers who have traditionally 
gone to market with an exclusive territory sales model are seeing it challenged daily.  End-users 
want to buy product from suppliers they want, or more importantly, who they find when searching 
the Internet.  Companies such as Amazon and Alibaba – internet wholesalers have very competitive 
delivery models. Suppliers who exclude distributors are not creating the most competitive platform 
given today’s business environment.

Programs Should Apply to All Members 
- No Geographical Exclusivity

What Does Work

Why It Doesn’t Work

Most wholesale distributors who are members of buying groups, constantly work to consolidate their end-user customers 
purchases so their customers will purchase more from them and eliminate other suppliers.  The biggest hurdle to the 
end-users switching more business in their favor is a brand preference that is cannot be supplied by that distributor.  
This creates the situation where the distributor puts a great deal of effort into trying to convince the end-user to switch 
to a competing brand – one they sell.   The distributor would likely have been willing to sell the existing brand at lower 
margin rather than spend the time and money on trying to convince the end user to switch.  The means the supplier 
missed an opportunity to sell their product at a higher margin than their current distributor.

Buying groups will fully support suppliers who offer their 
products and incentives to all members.  If a buying group 
must exclude members based on a supplier’s program, 
it creates an untenable situation the group.  Think of it 
from the member’s perspective:  They are attending the 
buying group’s national convention where a supplier is 
presenting their great program – from which they are 
excluded.  They see other members enjoying the benefits 
and growing their business.  The value the buying group 
has created in this instance is not available, making them 
a second-class citizen so to speak. The buying group feels 
the wrath of these members and, in turn,

the group becomes less committed to support the supplier 
who created the issue.  By giving exclusive geographic 
territories, suppliers are missing out on sales and decreasing 
the effectiveness of utilizing the buying group’s marketing 
channel.

Suppliers have lots of tools in their kit to still give preferential 
treatment to the “chosen territory distributor” including price, 
warranty service, signage, market tools, etc.   Using these 
tools will increase the value the supplier gains by being part 
of the buying group.
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Suppliers may feel they are at a disadvantage when an existing customer joins a buying group.  
They may have already negotiated special pricing for this customer and now see further margin 
erosion simply because the customer joined a buying group.  The supplier’s natural reaction is to 
design a program that excludes any new members who are existing customers from participating 
in the rebate programs.   Doing so will backfire more times than not.  

Consider this:

Programs Apply Equally to Existing
And New Members

• Rebates are to be earned above and beyond the customer’s existing pricing.  Was the customer receiving 
pricing that was better than they should have been receiving for their competitive situation?

• Suppliers want to have their good customers in the buying group so they can advocate for the supplier 
within the group.

• Annual program adjustments (price and rebate programs) mean that any margin denigration is short-term.

• A supplier shouldn’t create a new rebate for new members.  Excluding an existing customer from a rebate 
program, but offering the program to other members of the group could have lasting effect on the relation-
ship between the member and the supplier.

• If the supplier had a rebate program in place with the customer, then it is reasonable to replace it with the 
group program.

Rebates Influence Behaviour
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A supplier might feel a customer is deserving of a rebate to be paid outside of the buying group 
program, and see this as a justifiable position because they are creating more loyalty with the 
customer or see the customer has significant potential.

Rebate Programs Outside of the Buying
Group

What Does Work

Why It Doesn’t Work

These types of ‘outside’ deals have negative impacts on the group, the supplier, and the member.  If other members 
discover this type of behavior, they may stop supporting the supplier and the member.  Both the member and the 
supplier risk being eliminated from the group, causing the member to lose rebates and the supplier to lose sales.  
Ultimately, the group is impacted.  However, for a well-managed group, this is a short-term setback as the supplier 
and member can be replaced with their competitors.

Insure all rebate programs including individual member rebates programs are managed, tracked and reported through 
the buying group.  This builds loyalty and trust between all parties.

Both the member and the supplier risk being 
eliminated from the group, causing the member to 

lose rebates and the supplier to lose sales.  
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Buying Group 
Services Inc. is a leading firm spe-
cializing in the formation, development, and operation 
of Buying Groups. We manage Buying Groups into 
achieving competitive buying power with primary focus 
on providing services across North America. BGS has 
collectively been working for, members of, or suppliers 
to buying groups and purchasing cooperatives for a 
combined total of over 100 years.

Through an array of our Managed Services, BGS offers 
solutions and best practices to all of the key aspects of 
running a successful Buying Group. 

We offer solutions on Rebate Program Design, Rebate 
Negotiation Process, Rebate Program Optimization, 
Increasing Member Support of Programs, and Member 
Recruitment. 

We also have extensive experience implementing the 
transition and minimizing the credit risk to Central Bill-
ing, helping Boards make the transition to an effective 
governance model, and operational best practices to 
manage your unique group.

Since we offer our services as individual products or as 
a whole, you are able to select which services are the 
best fit for your group’s success.

BIG RESULTS.
Small business,

Rebates Influence Behaviour
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If you would like more information about the best practices for rebate programs 
or help designing your group’s best rebate program, please contact Buying 

Group Services today. We are able to answer any questions and analyze your 
group’s rebate program.

208 - 140 Fullarton Street, London, Ontario N6A 5P2 Canada

1700 - 111 West Jackson Blvd., Chicago Illinois 60604 U.S.A.

(888) 809-9754

buyinggroupservices.com

Best practices for best results.

This is Your 
Opportunity to 

Participate


