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Adding Fees That Consumers Won’t Hate
In this article, the author examines 
a recent lawsuit against TicketMas-
ter and resulting pricing strategies by 
large industry competitor StubHub 
and uses these examples to demonstrate 
how all companies can benefit from 
smarter sequential pricing. By strate-
gically setting customary additional 
charges in a manner that engenders 
a sense of fairness, companies can en-
hance their brand. Rafi Mohammed is 
the founder of Culture of Profit LLC, 
a Cambridge, Massachusetts-based 
company that helps businesses develop 
and improve their pricing strategy, and 
author of the The 1% Windfall: How 
Successful Companies Use Price to 
Profit and Grow. This article original-
ly appeared on the Harvard Business 
Review web site at HBR.org.

TicketMaster recently settled a 
pricing-related class action law-
suit that provides important 
pricing lessons to all business-

es. In addition to paying for admission 
to an event, the ticketing giant used to 
tack on additional charges such as conve-
nience, facility, order-processing, and de-
livery fees to purchases. The class action 
plaintiffs claimed these fees were mis-
leading; had they known TicketMaster 
was making profit off the order-process-
ing and delivery fees, the suit claimed, 
they might not have purchased.

As a pricing consultant who goes to a 
lot of concerts, I’m particularly inter-
ested in this litigation. When I read the 
lawsuit, my first thought was that it’s 
crazy. Why is it anyone’s business how a 
company’s profit is structured? Isn’t it the 
final price that matters—if you pay $25 

to attend an event, does it really matter 
what individual fees (and the associated 
profit structure) that cumulatively make 
up the final price?

But then I thought about a purchase I 
recently didn’t make. I send engraved 
thank you cards to friends and business 
associates as an expression of my grati-
tude. 

Recently, I was pleased to see my favor-
ite cards on sale for $19 (for a box of 10) 
on a leading ecommerce site. Ready to 
purchase, at checkout a $6 shipping fee 
popped up. “Six dollars to ship a box of 
cards?” I noted with a twinge of anger. 
I felt the e-tailer was taking advantage 
of me and as a result, I didn’t make the 
purchase. I later reflected on this experi-
ence and concluded that had the price 
been structured as $25 including ship-
ping, or even $22 plus $3 shipping, I 
would have purchased. It was simply the 
$6 shipping fee – not the total price – 
that bothered me. All of a sudden, $25 
wasn’t $25.

Understanding this consumer behav-
ior, StubHub recently moved to an “all-
in” pricing strategy. Market research by 
the eBay-owned ticket reseller revealed 
their buyers didn’t care for the manda-
tory additional fees that were tacked on 
at checkout. Previously, after agreeing to 
a ticket price, customers were hit with a 
delivery charge as well as a sketchy 10% 
“buyer fee.” While a delivery charge is 
reasonable and customary, this “buyer 
fee” seemed out of place (or at least could 
have been phrased better). For example, 
since StubHub provides excellent fraud 
insurance (if a resold ticket is fake, one 
call to StubHub will get you into the 
event no matter what), this charge would 
have been more consumer friendly had it 
been labeled a “buyer security fee.” Now 
Stubhub includes all fees in the initial-
ly viewed price. As a result of moving 
to this all-in pricing strategy, StubHub 
claims its customer satisfaction ratings 
have increased by 10 points and sales are 
growing.

Since $25 is indeed $25, why do indi-
vidual component prices matter? To be 
clear, customers don’t always behave in 
an economically rational manner. After 
all, is 99 cents significantly cheaper than 
one dollar? Most consumers behave as 
if it is, which is why so many prices for 
consumer goods are set at a penny below 
a round dollar value.

The key lesson is that many customers 
evaluate prices sequentially. Each pre-
sented price in a transaction is judged 
for fairness. Thus, even if the total price 
is acceptable, a charge that is not cus-
tomary or seems unusually high puts 
the entire transaction at risk.

Companies can use this understanding 
of sequential pricing decision-making to 
their advantage. To be clear, I don’t rec-
ommend including all of the customary 
charges into the initially presented price 
– as StubHub now does – for two rea-
sons. First, this “all-in” price will likely 
be higher than the “first” price (be-
fore additional charges) of competitors, 
which can be disadvantageous. 

But more importantly, it’s the act of 
having customers review (and evaluate) 
these customary charges that is critical 
to boosting a company’s brand. For in-
stance, if shipping is “free,” we all know 
that it is baked into the price. However 
if shipping is presented as a low-priced 
“pass through” cost to customers, many 
of us will code this as being fair.

I’m dubious on the merit of class action 
plaintiffs’ key claim – they might not 
have purchased had they known Tick-
etMaster was earning profit from ancil-
lary fees. After all, what’s next? Outlaw-
ing “free shipping” in favor of “shipping 
included?” Still, the lawsuit highlights 
how all companies can benefit from 
smarter sequential pricing. By strategi-
cally setting customary additional charg-
es in a manner that engenders a sense of 
fairness, companies can enhance their 
brand.


