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How do you set prices?

« Whatare your objectives?
« Whatfactors do you consider?

« Whatare the steps in the price-setting process?
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Agenda

« Price & value: two sides of the same coin
Understanding, creating and communicating value
Realising value through price differentiation
The price differentiation toolbox
Price metrics and the psychology of price
Primary value fences: inventory
Secondary value fences: concessions, sales promotion, subscription, and more

Realising the full value of every seat sold: secondary spend, bundling and
donations

Understanding revenue management

Dynamic pricing: case study
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Why arts pricing is different (1)

Commercial enterprises usually have
only one objective:

BAKERRICHARDS




Arts enterprises normally have three objectives:
Artistic objectives: attracting audiences to new and

differentwork

Social objectives: attracting new and different
audiences

Financial objectives: paying the bills
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Pricing Principles for the Arts

+ People exchange money and time in expectation of receiving value in return
« That value is more perceived than real

« Perceptions of value are almost unique to each customer for each event

« The key to unlocking value is price differentiation

« Price differentiation allows organizations to achieve multiple objectives
- optimize volume of attendance
- promote accessibility
- maximize income

« Differential prices should be value fenced

+ Cultural organizations have an enormous range of variables (value fences)
available to adjust prices in order to achieve multiple objectives.

That flexibility is multiplied by the application of revenue management and
dynamic pricing tactics
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Pricing Potential

« Optimising decisions on the
tiniest details can add up to
significant marginal gains

« Adjustmentsto pricing strategy
are usually structural, so they
continue to deliver returns year
on year

« Returns go straightto the bottom
line:

596 increase in price
generates a 50% greater
surplus

surplus

income
costs
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Ticket sales up 12%,
income up 23% to
generate additional
£160kon one show

Price increased by 9%
but yield up 12% thanks
to subtle re-scaling

Bi h
V Hir\immg am

£450Kin first year of
pricing advice

Value for money?
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Utility and perceptions of value

utility

versus perceived value
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Why arts pricing is different (2)

utility
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versus perceived value
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Value-based pricing

| &
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Value-based pricing means understanding motivations...
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Motivations for going out; and pricing implications
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Value and motivations

« Motivations for attending the arts are usually rationalised as simply |
wantto see...’, but this may mask other more basic social needs

« Motivations are driven by the characteristics of each customer

* Motivations can vary.... The same people can have different
motivations on different occasions

« Perceptions of value are almost unique to each customer for each
event

« Customers’ competitive set — and thus their benchmark for fair prices —
varies according to their motivations
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Value, in three simple steps...

1. Understand what value people are seeking
- Perceptions of value
- Motivations

2. Create relevant value to meet their needs
- Not justwhat you puton stage

3. Communicate that value effectively
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2. Create relevant value
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2. Create relevant value
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3. Communicate value effectively...

Value not communicated is
valueless.

The better you communicate
the value you offer, the more
you increase that value.
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The Placebo Effect

NUROFEN

200mg TABLETS
Ibuprofen TARGETED PAIN RELIEF 16 n:m
£1.90
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lbuprofen

Tablets

* Strong, powerful
poin rei

Try not to speak in code...

Strauss was one ofthe oreat masters of
vocal melady, but many of his songs
drew added inspiration and radiance
from his marriage to soprano Pauline de
Ahna. In the tone-poem Ein Heldenleben
(4 Hero's Life’) he seems to cast himself
a5 the hero, freely quoting his swn works
as e depicts the battles and tiumphs of
the creative artist's rajectory. Mozart's
Symphony No 25 is & teenage wark
vividly engaging with the turbulent
emotianal style of Sturm und Drang.
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Great Conductors:
Bernard Haitink
with Dame Felicity Lott

15 Jun 2008 7:30 PM
Barbican Hall

MOZART: Symphony No 25 in & minar,
K183/K173db

STRALSS: Orchestral Songs
STRALSS: Ein Heldenlzben

Bernard Haitink conductor

Dame Felicity Lott soprang

Landon Symphany Orchestra

Tickets: £6 £12 £18 £24 £30

Buy fickels

B Mobile Alert

Pre-concert performance
Barbican, &pm

Guildhall School musicians perform Mozar
and Strauss violin Sonatas in advance of

the evening’s performance.
EL

Price Differentiation and the

Pricing Toolbox
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The key to unlocking value is Price Differentiation

Demand (number of tickets sold)

nal income

tickets

Income =price x demand
£10 100 tickets =£1,000

‘Some new attenders were.
atracted by the lower price,
resuling in additionalincome

‘Some of the existing
attenders were willngable
topay£2.50 more, resuling
inadditionalincome

BAKERRICHARDS
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The Pricing Toolbox: Price Metrics

\

prices

thresholds
number of
prices

surcharges

number of
units at
each price
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range & relationship

discounts

The Psychology of Price
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Why do people pay over the odds for tickets?

Most Expensive Concert Events of the Last 2

Years
Avg.
Artist City State o SCARCITY
VALUE?
Sting (25th Anniversary/60th Bithday Cancert)  Hew York NY  $107383
Rod Stewart Las Vegas N STBA.00 ~
Donny & Marie - Christmas In Chicago L 575000
Luis Miguel Las Vegas NV $693.00
Rod Stewart Las Vegas NV 563150

It's not just supply and demand....
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The Psychology of Price
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Challenging Classical Economics

Classical economics is based on the assumption of a rational
person ‘homo economicus’ making decisions with the aid of
perfect information

“If you look at economics textbooks, you will learn that homo
economicus can think like Albert Einstein, store as much
memory as IBM’'s Big Blue, and exercise the willpower of
Mahatma Gandhi.”

Dan Ariely (‘Predictably Irrational’)

Human decision-making is based on the interplay of the
conscious and un-conscious mind.

A battle between two systems of thought: the reflective system
and the automatic system.

Thaler and Sunstein (‘Nudge’)
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Introducing BEHAVIOURAL ECONOMICS

Reflective System versus  Automatic System

‘uncontrolled, effortless,
associative, fast,
unconscious and skilled’.

‘controlled, effortful,
deductive, slow, self-aware
and rule-following’
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Introducing BEHAVIOURAL ECONOMICS

‘Homo Economicus’  versus  Homer Economicus
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Free is a magic number

Demand (number of tickets sold)

Price
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Decoy pricing
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Relativity and Price...
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Anchor prices & relative pricing ﬁ OOPPERA
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Price range and relationship

::::;( gilfcf:rence e
| £50
£10 25%
1} £40
£8 25%
i £32
£7 28%
\2 £25
£10 67%
v £15
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Vi £10 ! " W v “
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The Pricing Toolbox: Value Fences

Each difference in price (metrics) needs to be justified by a
difference in value

» Value fences describe the differences in value that create the
reason why people will pay more

* You can add value, and you can subtract it: lower prices, e.g.
discounts, must also be justified

« Price and value should be balanced
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The Pricing Toolbox: hundreds of variables

prices

thresholds
number of
prices

surcharges discounts

number of
units
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range & relationship

The Pricing Toolbox

Differentiating Prices by PRODUCT

BAKERRICHARDS

The Pricing Toolbox: varying prices by PRODUCT P

Case Study: Oxford Playhouse

OXFORD
PLAYHOUSE

« Four prices for shows, according to type of
production
- A(for the ‘top’ shows)
- B (for the standard shows)

~ C (for productions with lower value e.g. one-man
shows)

~ D (for the really risky shows)

BAKERRICHARDS
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Analysis

« They were actually very good at picking which shows were
which...

Mean performance ncome by shaw tpe.

Wean Income

©
A 5 c o

« ...Butthis meant that the prices were sending a message to the
audience about the relative ‘value’ of the shows

Average.
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New Strategy

» Everything priced the same (at the ‘B’ level)

* Except for really big shows which would be premium priced (at the A
level)

» Except, they were nervous about one production...

BAKERRICHARDS




Results

+ No ‘A’ shows in following season

« Average income across all shows was slightly lower than for the
previous ‘B’s, but still much higherthan for C's and D’s

In fact two of the shows that would have been C’s outsold those that
would have been B's
« The one low-priced show sold worst

eanperomance ncoms oy show e

£8000

£7000

£6000
£ cso00
£ caom0

Bveart
mYearz

Foom
c20m
cuom

©

A B c STANDARD  LOW  Averageyrl Averageyr2

« Average income per performance increased by £580 (adjusted for inflation
« Multiplied by 108 performances = £62,640 additional income
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The Pricing Toolbox

Differentiating Prices by PERFORMANCE

BAKERRICHARDS a4

Variable Pricing by Performance
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The Pricing Toolbox: varying prices by PERFORMANCE
Case Study: His Majesty’s Theatre, Aberdeen

1300 | £21.00
ke, and ild

£1800

£15.00

camps

£1200

mTsold

Before: all £9.00
performances at
the same price

T Holid =

£0.00

*average
pice

£6.00

Wed 13ih, 7prn mp—
Thu Lath, e

sat9ih, 230pm
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Higher prices and restricted discounting around Christmas protected yield
and moved demand into the post-holiday period

Tickets, price and *\e\d £21.00

£18.00

£15.00

| e1200
l

prices

£9.00

200 RESULTS

0 12% increase in sales
(an extra 5,600 tickets)
23% increase in income
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The Pricing Toolbox

Differentiating Prices by SEAT
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There is always a best seat

The trick is to let your customers tell you
which itis...

BAKERRICHARDS

Letting customers tell you which are the best seats

+ New venue: Symphony
Hall

« Priced ‘logically’ according

S e to assessment of seating

« Butover ten years, income
fell

+ Customers were ‘learning’
the hall and choosing
cheaper seats

+ ‘Scaling’ adjusted to reflect
customer demand

Price increased by 9%, but
yield increased by 12%
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Case Study: Pitlochry Festival Theatre

The most popular seats were at the centre of the PITLOCHRY
auditorium: an opportunity for a Premium section. styalllis
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For all 6 productions, demand was always ‘
for the top price seats suggesting potential
toincrease prices and availability.

Price Demand Analysis on All 2009 Shows on the

Plan
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For 2010 a new seating plan was introduced and prices across
all productions were increased.

Results....

« Atthe start of the season in 2010, 24,186 tickets had already been sold;
an increase of 5,814 from the previous year

« Thenew prices pushed the average price across the season up to
£21.63 (an increase of £2.21), but average gross yield also increased in
line

< Thisincrease in the number of tickets sold, along with the increase in
average price generated £508,323 in revenue; an increase of £166,451
from the previous year

Musicals Drama
Price Band

Frig Sat Fri& Sat

Prevews | saivainee | Evening Prevews | saivainee | Evening

Prem £24.00 £29.00 £30.00 £22.00 £27.00 £28.00

! £21.00 £2600 £27.00 £1900 £2400 £2500

[ £19.00 £2250 £2350 £1650 £2050 £2150

[ £1550 £19.00 £2000 £1350 £17.00 £1800
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The Pricing Toolbox

DISCOUNTING, OR

Differentiation by customer characteristics and behaviour
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Why arts pricing is different (3)

Two types of discounting:

Sales Promotion

Discounting to
stimulate additional
demand in order to

Concessions

Discounting to
encourage
attendance from
particular groups in

Discounting without the Drama: the most dynamic

form of pricing
Discounts can be adjusted three ways:

Applicability
- Who can getthe discount

Availability
- How many discounted tickets are
available — controlled through
quotas

Discount Rates

Discounts can be adjusted:

Description of discount rates

affects perception and income:

Fixed lower price, e.g. best
available for £10 is a very simple
promotional message

Percentages allow for consistent
discounts to be applied across
multiple prices (e.g. for
subscription) but many people
don’t understand them!

Fixed discount: £5 off £20 is 25%

Exploiting latent price sensitive demand

Creating a ‘hopper’ of price sensitive demand can be very useful for
shifting ‘distressed’ inventory:
+ Standard tactics:
- Standby
- Secondary markets
* Segmentation:
- Identify your ‘discount junkies’ and feed them when you need them

« Standing subsidised discount scheme

£12

SEEV.IC THEATRE TICKE

The Aditya Mittal tickets for under 255
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meet Sales ) By performance discount... £5 off £40 is only 12.5%
. . Order to meet SOClaI By customer « 2for1 (‘twofer’) is actually just a
ObJ ect|Ves . . 50% discount, 4 for 2 might
ObJeCthes By sales channel actually generate more sales
Over the sales cycle
BAKERRICHARDS 56 BAKERRICHARDS 57
The downside of discounting...

The Pricing Toolbox

Subscription
BAKERRICHARDS 60
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Ancillary income

Harmonized Subscription Prices: differences in @
VALUE drive choices, rather than prices . DR
he elphiaOrchestra
TR s o e + Tickets as a loss-leader?
" " ici « Premiumseats and premium packages
Series Create your Own collection The Pricing Toolbox P P 9
Packages of Choose Six or more concerts « Leveraging additional income through membership and donations
concerts performed - to enjoy the season justthe | — Leveraging additional income
Tuesday through way you want
Saturday . L
X . Full subscriber privileges
Six or nine .
concert (except seat retention)
packages
First priority & eZseat Club
seats retained . o . .
Combines all the benefits of subscribing with
the complete flexibility of buying single tickets
Membership costs from $50

Buy as many or as few concerts as you want
Access to the best available seats, at a discount
BAKERRICHARDS 6 BAKERRICHARDS &
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Premium Packages — and more o ¢ Maximising income from the sales r\Birmingham Leveraging the value of your belslt seats: a’ge you maximising income from
(1 process... Hippodrome allsources?
o I~ HotSeat Index: Subscribers Hotseat Index: Total Donor Value
SMAKLIG FORESTALLNING N ORERA Shopping Basket i
BROLLOPSFEST PA -
MALMO OPERA s v . romove avent o —
ER | I . . e LRSS 89 Tagy -
' i
|nun oo sonaton | T
GnAd
il o i i T vt s e + membership? B“;;,,,,,,.
s0.000-
Tss.c00-

34500+
25000
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Total £45.10
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Revenue Management
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Defining Revenue Management

“Revenue Management ensures that companies will sell the
right product to the right customer at the right time for the
right price”

Robert Cross

» RMwas designed to address the perishability of inventory, i.e. once the
show has started, you can never sell the ticket again. This includes
reducing prices to stimulate low demand as well as increasing prices to
exploit high demand.

» DYNAMIC PRICING: the adjustment of pricing variables over time in
response to emerging and changing patterns of consumer demand, i.e.
charging differentprices for the same ticket at different times.
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Revenue management: optimising volume and value

600 Tickets sold: 1,200
Total income: £20,500

Tickets sold: 1,600
Total income: £29,000

Total tickets sold

Ticketprice.

BAKERRICHARDS

This is Revenue Management, as practised
by the airlines

easyJetcom

the web's favourite airline

3 week view Year view

) Outbound 4+ Return

£58%  £36%

£26%  £420
Deetain | Deswai0

£71%  £37%  £30%

£26%  £52%

| Lovesr i B onen o

£78%  £36%  £289% prowy R p—"
prding: : Dpiear | Oeptns | 0w

prtrorgiietrin
| Lowes e | | cowesr Fwe |
£369 £289 £22% £33 £520

Dep 1329 | Oup1vos w7136 | D730 | Dep2e30
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Revenue Management using subscription

w
iLYCEUM
Royal Lyceum Theatre Edinburgh
« Subscription prices are lower

- For performances earlier in the run

- Forweekday evenings

-~

Single tickets
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Dynamic discount control

« “All discounts are subject to availability”

RESULTS

£92,000 in additionalincome

56 discount
g

96capacity sold

BAKERRICHARDS
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Dynamic Pricing

TICKET INFORMATION
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Play rce Bangs 2
Piay rcs Bange 3
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Center  yumon trese
Theatre v mrorn
Group Kirk Douglas Theatre

LA’s Theatre Company

« Multi-faceted Revenue Management:
- Zonal business rules
- Leveraging donor value
— Dynamic price management
- Inventory control

« Now starting to use ‘Revenue Management
Application’to fine-tune approach

BAKERRICHARDS

Dynamic pricing using the Revenue Management Application

Weeks 3-4 Last2 Weeks
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Introducing zonal business rules

20NE€S P ——
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RMA: Income and impact of dynamic pricing

Dynamic Pricing Impact Aversge

BAKERRICHARDS

The Results

« Mark Taper Forum: ‘Lieutenant of Inishmore’

« Dynamic pricing, created additional income of
$69,000

« Ahmanson Theatre: ‘God of Carnage’

« Dynamic pricing added over $1m to box office
income by press night

Includes additional income from last two
weeks of run, initially held back from sale and
now at a higher price

BAKERRICHARDS 78
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Pricing Principles for the Arts

People exchange money and time in expectation of receiving value in return
That value is more perceived than real

Perceptions of value are almost unique to each customer for each event
The key to unlocking value is price differentiation

Price differentiation allows organizations to achieve multiple objectives
- optimize volume of attendance

- promote accessibility

- maximize income

Differential prices should be value fenced

Cultural organizations have an enormous range of variables (value fences)
available to adjust prices in order to achieve multiple objectives.

That flexibility is multiplied by the application of revenue management and
dynamic pricing tactics

BAKERRICHARDS

Want to learn more?

www.baker-richards.com

tim@baker-richards.com

Discussion forum:

Linked 3]

Group: thinkaboutpricing

Free pricing resource:

www.thinkaboutpricing.com

BAKERRICHARDS
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