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Introduction: Basic Pricing Building Blocks

In this paper, I want to offer some guidelines for managers who must make purchasing decisions about electronic information. The somewhat fanciful idea that all information is available for free via the Internet is recognized as wishful thinking.

Information that has a short shelf life, comes from unique sources, or is accessible via powerful search-and-retrieval software has a price. Marketers of information and software struggle to craft meaningful pricing methodologies. Customers are nervous about buying something that may not have value. The result has been a lack of trust on the part of some information consumers and a tendency to be somewhat “clever” on the part of the information vendors.

Without getting into the murky areas of pricing, there are only a handful of pricing tactics, techniques, or approaches that work in online environments. At the outset, I want to say that none of the approaches is the right approach. In many cases, the final price paid for electronic information is a negotiated deal that balances the need of the buyer to protect himself / herself from billing surprises and the need of the seller to make sufficient money to stay in business.

These building blocks are subscription fees, pay-per-use fees, a license fee, invisible fees, upfront or activation fees, and advertiser fees.

Definition of Each Building Block

Some of these types of pricing building blocks are familiar to managers. For example, a license fee may be a single fixed amount paid each year plus a per-user fee purchased in some minimum quantity. A license to use a content management system might be £50,000 per year for up to 500 users. The vendor charges £250 for each additional 10 users. So, a single user costs the company an extra £250. Ten users cost the same £250. This is a real-life example of how pricing building blocks can be composed of a wide range of secondary fees and costs.

Subscription fees. The idea is to get customers to pay up front for access to certain services or content. The principal innovation in the last few years has been the drive to use free trials to capture a customer’s attention. The financial power of 20 million people paying $20 a month or more demonstrated the power of this business model to Time-Warner’s management. A subscription fee is billed monthly. Frequent billing means that the Web service provider has current contact and payment information. A bad account can be cancelled immediately. A customer who wants to cancel an online subscription often finds that the process takes considerable effort. Many subscription services find the monthly payment more important than a simplified cancellation fee. Cancellations mean churn. Adding new subscribers is an expensive, time-consuming business. Based on the difficulty some information-centric sites have had getting paying subscribers, the key factor for the seller is the cost of getting a subscription. For the buyer, the key factor in a subscription is the perceived value of the information over the term of the subscription. The Wall Street Journal has not been able to duplicate its success in print in its online versions. Consumer Reports, on the other hand, has been quite successful in making the subscription model work.

Per-use fee. Per-use fees have been reincarnated as payment “by the drink.” The idea is that when a person consumes information, the customer pays only for what is viewed or downloaded. There are many schemes to protect the information that has been copied in digital form. The most successful implementers of the per-use fees are the aggregators who provide access to costly business reports or scientific and technical documents. The customer does not need to subscribe to Thomson’s First Call or other high-end financial information. A report or a single “page” of data may be purchased from an authorized reseller or directly from Thomson. From a purely objective vantage point, a user pays only for the information he / she accesses. The flaw in the pay-per-use approach is that there are far more non-buyers than buyers in the online world. Print information sources may suffer from the same low-use rate, but the nature of the medium makes it difficult to count views.

License fees. This is a term once-reserved for use by commercial database companies to refer to a fee paid to provide an organization’s or institution’s users with unlimited access to a specific database. “License fee” now includes software, right-to-redistribute text and non-text content, and the nuances of a “subscription.” A license fee, in practice, is calculated. License fees are usually based on a number of variables. The customer wants to pay one price and be relieved of responsibilities for complying with restrictions that may be impossible to enforce. The content provider, on the other hand, usually wants to create the most complex algorithm possible in order to maximize return. In a corporate setting a license fee means five or six figures for branded content. For individuals, a license fee in practice is an annual fee of a hundred or more dollars paid up front. The principal elements of the license fee can be quite complex. Among the more common elements used are per-user fees, customization, training fees, support fees, upgrade services, documentation fees, surcharges for multiple location access, and so on. Both an attorney and a financial analyst must decompose each license fee model. A manager will find these professionals’ insight valuable in determining if the proposed license fee is one that will meet the buyer’s needs.

Invisible fees. The term that is used frequently to describe this charging mechanism is “microcash.” Microcash has not “caught on.” This is likely to persist for the foreseeable future because the technology exists to track a user’s actions within a Web site. Microcash charges mean that certain clicks carry a fee. The most common example of microcash / invisible fees are the charges billed to a mobile phone user for accessing certain features or making a long-distance call or Microcash charges are intended to be small, perhaps less than a penny. These are opt-in charges, which means that a person agrees to be charged for clicks before entering the site or the microcash zone. Digital debit cards like Microsoft’s Wallet make the buying process automatic. Once the digital debit card is activated, the charges are deducted from the user’s account instantly and without further pop-up alerts or dialogue boxes. Barriers like entering credit card numbers or clicking “I Agree” boxes have a negative affect on a user’s buying. The fees, therefore, are not invisible, just easy to overlook. The most common implementation of microcash does not affect the customer. A click through allows the referring Web site to receive a bounty on qualified users entering another site. The fees range from a penny or less to as much as $0.30 or more. 

Up front or activation fees. Internet service providers specialize in this type of charge. The idea is that setting up an account or access requires extra effort. In reality, the up front fee is a variation of the license fee. Depending on a customer’s degree of sophistication and the need for the information, up front fees can be routine or rip offs. From the Web site operator’s point of view, cash in hand is a desirable outcome. Dun & Bradstreet was at one time a master of the activation fee. Their brilliant variant was to include in the up front fee a specific number of uses. In order to continue to have access to valuable credit reports, additional “units” could be purchased. As many customers discover, an up front fee like the one charged by No Nags software is money wasted. The service may be accessed only a handful of times. 

Advertising fees. Yahoo!’s advertising revenues have declined. When one of the most visited sites suffers advertising sales problems, other sites dependent on advertising are finding skeptical and price-resistant customers. Not surprisingly, advertising or “paid for placement” messaging has had to innovate. Pop unders, developed at the Los Angeles Times, place a message under the open browser window. When the user exits the browser, the pop under is visible. A more interesting type of advertising has made its way from what might be called “pay for search ranking” offered by most Internet indexing firms. The idea is that an advertiser pays to display a specific link when the user enters a specific term or term. Northern Light recently announced that it would sell words in this manner. Will online searchers be able to differentiate a “hit” returned because of a match with the user’s query, or the “hit” that is really an advertisement? It is becoming more difficult for even a sophisticated searcher to know when a query returns relevant sites or those that are ads in disguise.

Some Pricing Tricks

As the economy contracted, the need for new ways to generate revenue rose. For customers of information-centric products and services, 2001 provided a laboratory for different pricing approaches. Among the most adaptable of these pricing strategies are:

Sleight of hand pricing. The tactic refers to a sales person saying one thing the contract another. The Internet, Intranets, and Extranets are mysterious, often hard-to-scope environments in the digital ecology of 2001. Vendors of portal software are often masters of this tactic. The software license is clear. The cost of additional services is provided on a time and materials basis. The content cost, if offered by the vendor, is spelled out. The final bill, however, is often greater than the contract implied. The reason is that many information companies are buying an account. Once in the door the variable cost components of agreement allow costs to spiral out of the budget target. What looked like a great deal at $35,000 takes on a different complexion when costs drive toward seven figures. 

Pricing by the bundle. Think of this tactic as a package of components that appear to deliver substantial value. Vendors of databases with systems that can “slice and dice” data are able to package collections. Often the collection includes extras. One information company offered “bonus bucks” to allow a customer to buy other information products for “free.” It is important to examine the various bits included in the bundle carefully. Cautious customers may discover that key journals or features are not included in the bundle. In order to get the precise combination of combination and services, the customer must buy a second bundle or an upgrade to a more costly “package.”

Free government information. The phrase “We’re from the government, and we are here to help you” makes some nervous. Government information is rapidly becoming a for-fee service. In the U.S., the Federal Reserve Banking system is beginning a process to charge for its information and services to other financial institutions and certain firms. Government agencies under intense cost pressure may provide certain data for free and then charge for creating a file, placing the data on an ftp server or CD-ROM, or some other extra cost function that allows the agency to charge for the information… indirectly. What appears to be free may not be.

Reaction pricing. The Napster “problem” has been solved. “Free” music is still available but for-fee music sites have begun to appear. In the environment of the Internet, a person or company can come on the scene, capture a market, and turn pricing on its head. Established companies react and put in place pricing mechanisms that are a knee jerk reaction to a perceived loss of revenues. Similarly, a new service may charge a fee in a way and at a rate that is wholly unanticipated by the traditional information world. Other sites, caught unawares, adjust to the new pricing approach. Yahoo!’s new subscription service for financial data hits the subscriber for an additional charge when the number of reports ordered exceeds the number the customer purchased. The “bump” is an information company’s way to make customers pay more. The idea is that a customer must react and make an up-purchase decision in a situation where the user must have certain data.
Time and click pricing. In 2001, companies have turned back the clock to 1983. Users must pay for connect time to a database and then pay to display information. As search engines become less useful and more time consuming to use, the traditional online services offer on point information from quality sources. No matter how the fees are explained, each click rings the cash register. Mainstream commercial information companies are slowly rotating to metrics that count user actions and then charging for these actions. For a person unfamiliar with this pricing approach, running several searches on a for-profit legal information service can be a most informative exercise.

Deceptive pricing. Whatever the posted price is, the posted price is not what the user will pay. In 2001, the mechanisms are subtler than brass knuckles to the stooge’s jaw, but the effect is somewhat similar. Sign up for a service. Access one or more special features. Get the bill. Get a surprise. The cellular telephones with Internet access are showing information providers that they can exploit their customers. The link between what the researcher thought he or she was paying and what appears on the invoice can be tenuous. One online company once charged for line feeds! What are those code numbers? What are the charging units? Whatever the answer, it may not be the one in effect when the invoice is calculated next time.
Deconstructing a Pricing Model

The steps in deconstructing a pricing model are largely common sense. The steps include are:

1. Read the vendor’s agreement carefully.

2. Identify those elements, which are variable charges; that is, the charges that include multipliers. A good example is extra fee for financial reports available from Yahoo!’s business information service. The monthly fee allows the user a specific number of reports. Each additional report costs more. The more reports ordered in a billing period, the higher the cost. Note that certain reports cost more than others. Costs, therefore, do not rise in a linear fashion. They can spike.

3. Create a worksheet that calculates the fixed price for each month’s or system use. Then assume that extra cost services are used at three volume points. Sum the costs at the three volume points. The total will provide a low, mid, and high estimated cost for the service.

4. Identify portions of the price sheet that are unclear and ask the vendor to provide additional explanations. 

5. Match the pricing “elements” or components to the specification / requirements for the product or service. When gaps are identified, obtain or calculate costs for these specific services; for example, customization of software to handle a specific type of data.

6. Prepare a final worksheet and use it in making a decision about entering a contract negotiation or a deal with a particular vendor. 

Conclusion

Pricing is now a marketing and accounting function for vendors. As a result, purchasers must be skeptical, thorough, and objective when analyzing a particular pricing deal. Pricing will become increasingly difficult to unravel because technology will allow more metrics to be used for variable costs. The complexity of getting the information and service required for a specific organization is increasing. Detailed analysis of a vendor’s pricing schedule, the individual pricing modules, and the way in which these elements are combined is essential. 
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