Interview with James Bender, Director of Marketing, Odyssey Isle

I think we all agree on two things: We're the only theme park within a 50-mile radius, and our attractions are different from attractions in other theme parks. Odyssey Isle is a business with pricing power, and we use that power effectively.

Current pricing practices at Odyssey Isle are no different than those at other firms with pricing power. The basic pricing rule says that profit-maximizing firms should set price in a way that marginal revenue equals marginal cost. Since our marginal cost is $2.80 per customer, we should try to induce a typical customer to visit the number of attractions necessary to make marginal revenue equal to $2.80 also.

The price per attraction should be consistent with this outcome, so we should charge $3.70. At this price, market research shows our typical customer will visit seven attractions. Revenue collected per customer will be $3.70 times seven, which is $25.90, and given our cost structure, this revenue will maximize profits.

Frankly, I don't see anything wrong with our pricing strategy. I recommend that current practices be continued without change

Interview with Bob Radcliffe, CEO, Odyssey Isle

I've reviewed the market research, and I agree with Jim—up to a point. Yes, the price per attraction should be set so that marginal revenue equals marginal cost. So the price of $3.70 is correct and should be continued. But there are alternatives that would give us larger revenues and profits.

I am thinking of the two-part pricing strategy that's practiced by golf clubs, telephone companies, and car-rental agencies. These businesses charge their clients a fixed fee, which gives them the right to use the products. Then the businesses charge their clients another fee based on actual usage. Rental car companies charge a fixed daily rate and a mileage fee on top of that. Telephone companies charge a fixed monthly fee and a per-minute calling charge. Why don't we adopt a similar pricing strategy?

If we accept Jim's recommendation and charge $3.70, we are giving our customers a substantial break. Look at our estimated demand data for the theme park attractions.

Suppose our typical customer could go to only one attraction: the customer would be willing to pay $4.60. By charging $3.70, Odyssey Isle is leaving a surplus of 90 cents—almost a dollar in potential added revenue. We're leaving money on the table! Instead, we should try to capture the surplus by charging a fixed fee to enter the park.

I don't think an appropriate entrance fee will affect demand because the fee will equal what customers are willing to pay over and above the $3.70 per attraction. We just have to figure out the exact fixed entrance fee. I recommend an alternative pricing strategy that includes a fixed entrance fee and a price of $3.70 for each attraction.

Interview with Nell Richards, Vice President, Mythic Resorts and Attractions

I'm inclined to side with Bob. We should consider the idea of a fixed entrance fee in addition to a charge for each attraction. I'm not sure we should stick to the $3.70 price, though. It seems to me that there are certain tradeoffs involved. Perhaps we could reduce the price per attraction below $3.70 but in exchange increase the fixed entrance fee.

Suppose I take Bob's argument one step further and suggest we drop the price for an individual attraction to $3.10. Looking at our estimated demand data, the surplus generated for the typical customer who visits one attraction is equal to $4.60 minus $3.10, which is $1.50. This surplus is larger than the surplus if the price were left at $3.70. Let's say we drop the price per attraction and offset the lost revenue by charging a larger entrance fee to the park.

By dropping the price per attraction to $3.10, we increase the number of attractions visited to 11, which increases revenue. And because the price per attraction is still larger than the marginal cost, profits should also increase.

I favor taking a serious look at Bob's suggested approach. We need to determine the optimal fixed entrance fee and price per attraction. This should tell us if our current pricing practice should be continued.

