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Bundle/Package
Selling

We’re going to talk about selling bundles or packages, the processes of moving towards that (bundling), away from it (unbundling), and the advantages of
each. Just like the charm pricing we discussed two weeks ago there are pros and cons to both, and a time and place for each.

We’re also going to go over some related terms. This is a little more complicated than the charm pricing and we have to lay some groundwork.
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Wait...

...Isn’t this supposed to be about flowers?

We’re also going to look at some other industries that have nothing to do with flowers, and examine how they approach bundling and unbundling. There’s
a reason for this. We look at the flower business as vendors, and we see everything as people who understand the costs. Today we need the customers

perspective, so we’ll look at other industries where we’re buyers rather than sellers. Understanding how we feel about the bundling or unbundling of
products we buy will help us understand the perspective of the people who buy from us. Please be patient.
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Product Bundling:  The practice of combining multiple products and selling
them at a single price.

Also known as package selling, this is the practice of combining more than one product and selling them at a single price. Often referred to as a combo,
package or some other kind of deal.
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We see this everywhere. Most of us probably think of fast food first.
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Here’s an example from a nicer restaurant. It shows two different examples of bundling - in the Prix Fixe section (upper right) and the Entrees section
(lower left). The entrees are bundles because they typically include a main (like the halibut) and a side (like the accompanying the risotto). This is bundling.
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The idea of an entree actually being a bundle might seem a little strange until you look at the menu from Ruth’s Chris where everything is a la carte - you
choose a protein and what would normally be sides like potatoes and vegetables separately. This is the way this restaurant prices most of the time.
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Sometimes however they offer a bundle like this. Take a quick look at the prices shown - when they do offer bundles they’re using charm pricing.
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We see it again here...



...and here.
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The charm pricing on their bundled special is very different than the round pricing on the standard menu. There are two things we can take from this:

Their bundles are clearly directed at a very different customer, one that is more price sensitive. They’re using Valentine's Day and the bundled special and
charm pricing to recruit new customers. The other thing that there is no one right answer all the time. Some obvious parallels here to Valentine's Day in the
flower business.
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Their bundles are clearly directed at a very different customer, one that is more price sensitive and probably leery about the a la carte pricing. There
are some obvious parallels here to the flower business - just like this restaurant uses increased Valentine's Day demand and alternate pricing to
attract (and hopefully retain) new customers we can use Valentine's Day and different pricing to pull customers away from drop-shippers and
supermarkets.
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2. The other thing we see is that there is no single right answer all the time. This is a very successful restaurant chain that is committed to rounded pricing
and a la carte menus... but they’ll veer from that when the opportunity is right.
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1

2 Large Drinks
1 Large Popcorn

?

2 Medium Drinks
1 Medium Popcorn

Bundling
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R

1 Large Drink
1 Large Popcorn

COMBO Add-Ons

NESTLE
CANDY +3.00

NACHOS +3.00
HOT DOG +3.00
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Bundled software. Rather than selling individual applications Microsoft encourages you to subscribe to Office 365 and get access to a bundle that contains

all of the applications shown.
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Adobe does the same thing with Creative Cloud - they really push you to subscribe to the full Creative Cloud and get access to a bundle that contains all of
their applications (a lot more than what is shown here).
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Bundling
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The practice of combining multiple products and selling
them at a single price.

Those were all examples of bundling, but there are actually two different flavors or subcategories of bundling.
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Product Bundling:  The practice of combining multiple products and selling
them at a single price.

Mixed Bundling:  The individual products that make up the bundle are
also available for purchase separately.

With mixed bundling the products in the bundle are also available for purchase separately as individual items or “a la carte”. You don’t have to buy the
bundle to get one of the items.
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Product Bundling: The practice of combining multiple products and selling
them at a single price.

Mixed Bundling:  The individual products that make up the bundle are
also available for purchase separately.

Pure Bundling: The individual products that make up the bundle are
only available as part of the bundle.

Pure bundling is a little different - if you want the item you have to buy the whole bundle.
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This is mixed bundling - you can purchase any of the individual applications separately.
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Here we see both, but with a focus on mixed bundling. The items in bundles 2-5 are also available a la carte to the right. The “Gamer” combo on the left is
closer to a pure bundle because you can only get souvenir cup and trading cards with the bundle.
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Cable TV usually involves pure bundling. You can select a package, but you can’t pick and choose individual channels. There will almost certainly be some
kind of equipment rental too...
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...as we see here, with the equipment rental and various surcharges. You can’t just take the content, you also need to rent the box and pay the surcharges.
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Product Bundling: The practice of combining multiple products and selling
them at a single price.

Mixed Bundling:  The individual products that make up the bundle are
also available for purchase separately.

Pure Bundling: The individual products that make up the bundle are
only available as part of the bundle.

Bundling (verb): Moving to more bundled offerings.

There are also two verbs we need to keep in mind. We can talk about “bundling” as the process of moving towards more bundled offerings, like the fast
food guys started doing in the 80s.
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Product Bundling: The practice of combining multiple products and selling
them at a single price.

Mixed Bundling:  The individual products that make up the bundle are
also available for purchase separately.

Pure Bundling: The individual products that make up the bundle are
only available as part of the bundle.

Bundling (verb): Moving to more bundled offerings.

Unbundling (verb):  Moving to less bundled offerings.

“Unbundling” is the opposite - moving away from bundled products. We’'re interested primarily in the advantages that might come with moving to
bundling, or more accurately, moving back to bundling, but let’s take a look at industries that started out bundling and only unbundled later.
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Air travel is a great example. Most of us probably can’t remember this kind of service, but can remember free checked bags and free meals. Free seat
selection, telephone reservations and the free use of a pillow or blanket. Some of us can probably remember free headphones and free drinks. Airlines
initially bundled by default, and there were a lot of free perks.
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The reality of course is that none of it was really free - it was just included as part of a pure bundle. “Pure” because you couldn’t buy just one of the
products. It’s hard for the airline as they’re running several different businesses (air carrier, restaurant, freight service, etc.) some of which are far outside
their core competency. It’s also unfair, and therefore unappealing, to the customer that doesn’t value some of the bundled components. If you don’t drink
you’re subsidizing the drinking of everyone that does. Travel light? You’re paying for the people hauling three suitcases.
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A big problem for airlines is staying competitive on price, at least at first glance. This is the way most of us shop for flights now - a search sorted with the
results sorted from lowest to highest. If you’re trying to compete in this kind of arena you need to be able to cut the base price any way possible, and
unbundling is a great way to do it.



Se Bundii
“\g SAF Web BIaSt The Upside To Sellingngck;g]egs

Bundled Unbundled

® keeps price down, good
for simple comparisons

Rules...

So we get the first note for our chart - unbundling gives us a way to present a low price, and better compete in a simple price comparison. The “real” final
price will be different, but we’ll do better in that first impression price comparison.



Se Bundii
“\g SAF Web BIaSt The Upside To Sellingngck;g]egs

Bundled Unbundled

® keeps price down, good
for simple comparisons

Rules...
® NO one single approach

We also start to see that there is no one single answer. Even airlines - where unbundling is almost a religion - still bundle their product. When you
purchase a premium ticket you get most of the stuff that was unbundled from the economy fare - checked bag(s), food, drinks... it’s all bundled when you
sit up front.
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Bundled Unbundled
® strong appeal for some ® keeps price down, good
customers for simple comparisons
Rules...
® NO one single approach

We also start to get that first hint that some customers will pay a big premium just to avoid the headache of unbundled purchasing. The upgrade to
business class might get you a checked bag, mediocre meal and a few cocktails free, but it’s a lot more expensive than buying those items a la carte. Some
people will pay a premium for the bundled experience.
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Flowers
&Gt

So back to the flower business. Many of us can remember free delivery, or at least when we really think about it, subsidized delivery. This is a kind of
bundling. And, faced with rising fuel prices, we needed to unbundle and increase those fees. Same thing with wire outs - as the total cost of wire service
membership increased we needed to break those fees out.
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And while the price aggregation and comparison shopping we see in the floral business isn’t quite as bad as what the airlines face the internet has made it
very easy for comparison shoppers. Just like airlines have to be very careful about that first price they show, and keep it as low as possible, we need to
have that option too. If someone clicks through to your shops and is confronted with only high prices it is all too easy to just hit the back button.
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Unbundling has worked miracles with air travel. Flying now costs about half as much now as it did thirty years ago (even though fuel prices have tripled
over that same period) and unbundling plays a big part.
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Air travel really is a bargain, one that we all appreciate, and we all love airlines right? Of course not. Forget about the falling prices, we generally hate the
airlines, and the lousy $10 dollar sandwiches...
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...and we really resent the $25 bag fee. We resent it even though it is an amazing deal. It would cost more that three times as much to have a bag shipped
to the same destination and it would arrive a week later. It would cost sixteen times as much to have it shipped the next day. Same day isn’t even an
option.
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So why do we keep looking this gift horse in the mouth? Why can’t we be grateful that we’re paying less, and accept the extra fees applied only to optional
services if we choose to use them? Because we don’t notice the savings, but we do notice the new fees. It’s hard to compare prices - even if you go to

Florida every winter, it’s hard to remember and compare the prices from year to year. But you’ll definitely notice every time the airline unbundles and starts
charging for something that used to be free. Nobody likes losing an entitlement.
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Bundled Unbundled
® strong appeal for some ® keeps price down, good
customers for simple comparisons

® unbundling (new charges)
alienate customers

Rules...
® NO one single approach

So there is a downside to unbundling. If you resent unbundled airline fees remember - the airlines have a completely different way of looking at it. They’d
explain that unbundled fees are an essential part of keeping costs down. They might point out that even with those fees they are barely profitable. They’re
selling their product at a loss and we still wouldn’t care.
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Bundled Unbundled
® strong appeal for some ® keeps price down, good
customers for simple comparisons
® unbundling (new charges)
alienate customers

Rules...

® NO one single approach

Everything flips when we start talking about flowers - we become the airline, and get defensive about our costs. There are customers that will resent new
fees the same way we resent new airline fees. We know those customers are wrong, but that doesn’t matter. Hopefully your customers are accustomed to
delivery fees, but be very careful about further unbundling. It can seem like a quick fix but can create a lot of resentment.
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Now let’s look at the opposite - bundling. Airlines unbundled, fast food did the opposite. This really started to explode in the 1980s.
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This picture shows us how important bundles are. About 40% of the real estate is devoted to just six combos. The remaining sixty percent is shared among
almost fifty a la carte items. Each combo items gets almost seven times as much real estate as each a la carte item.
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It’s even more pronounced at the movie theater. The six combos get almost 90% of the space. Why is that? Why is there so much focus on the relatively
small number of bundles?
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Consumption Effects of Bundling:
Consumer Perceptions, Firm Actions, and Public Policy Implications
Author(s): Kathryn M. Sharpe and Richard Staelin

Source: Journal of Public Policy & Marketing, Vol. 29 (2) Fall 2010, 170-188
Published by:  American Marketing Association

...when bundling items together, firms often find that consumers
purchase items that they would not ordinarily purchase if the items were
only available individually (Stremersch and Tellis 2002). For example, in a
study, which we describe sulbsequently, that uses the fast-food industry
as the context, we find that the demand for French fries increases when
a bundle is offered.

Because they are really effective at increasing sales. People spend more and end up with larger sizes and more products than they would have otherwise.
There is ample research on this.
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Consumption Effects of Bundling:
Consumer Perceptions, Firm Actions, and Public Policy Implications
Author(s): Kathryn M. Sharpe and Richard Staelin

Source: Journal of Public Policy & Marketing, Vol. 29 (2) Fall 2010, 170-188
Published by:  American Marketing Association

...overall soft drink and fry consumption increased. These results
indicate that “featuring” a pair of items as a bundle can increase sales.
When the bundle is offered, more consumers purchase fries, and
consumers move up in size for both drinks and fries more often than
down in size.

This study wasn’t even really about bundles being effective. It was about bundles being so effective that any attempts to reduce caloric consumption
through increased punitive taxation would be ineffective. The bundles remain too tempting.
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What makes bundles so effective?

Perceived Value: Customers assume savings, even though they aren’t
always there.

Why are bundles so effective? Partly because customers assume they are getting some kind of discount, even when they aren’t.
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Combo 2 offers a total savings of $0.80, about 3%. Combo 3 saves $0.60, again about 3%. If you had a sale and promoted a 3% discount people would

laugh, but in this context it works because the actual discount is irrelevant. Bundles work even when there is no discount. They even when the bundles
costs more than the sum of its component parts, but that is a dangerous game to play.



€)@ SAF WebBlast Bunding

The Upside To Selling Packages

finy ) "F_i M T TR e
b !"l. ) m ::m-a':.n". . an

LR ) BHLAM e W

™
SRCETAAR MRS A A

n W "

MO0 WACHOL AR ATV A
DO% W NACHO o
ADD & W07 DOG 10 ANY CowI0 299
* ) SELECT Candy ‘
#1000 POINTS = ou NEXT MOVE 129

It’s worth noting that in none of photographs used does the vendor reference savings or discounts, usually because drawing attention to that aspect of the

bundle ends with the realization that any discount is almost irrelevant. As soon as we start aggressively discounting a bundle we ignore the power of the
bundle. We generally bundle so we don’t have to discount.
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What makes bundles so effective?

Perceived Value: Customers assume savings, even though they aren’t
always there.

Assign Own Value: Surplus from the most valued items transfers to less
valued items, lowering their perceived cost.

This gets a little trickier. Bundles lets each customer assign their own valuations to the products in the bundle. A surplus in one item can be transferred to
another.
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$15 Combo: Large Popcorn $6
Medium Drink $5
Candy $4

Popcorn Drink Candy

Brian $8 $6 $1

Joe $3 $6 $6

Imagine a $15 snack combo. It lets everyone assign their own value to each item. Brian places a high value on the popcorn and soda, which means that the
candy seems almost free. Joe on the other hand really values the candy and soda, and that the popcorn seems cheaper.
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$75 Combo: Flowers $60
Delivery $10
Card $5
Flowers Delivery Card
Brian $70 $0 $5
Joe $50 $25 $0

The same thing can happen with flowers... different customers place different values on the parts of your bundle. Brian loves that his wife loves flowers but
hates delivery fees. Joe cares less about flowers but values his time, and loves the idea he can have them delivered the same day without making the trip
himself. The bundle appeals to both of them, and lets them feel like they paid according to how they value the different aspects of the bundle.
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What makes bundles so effective?

Perceived Value: Customers assume savings, even though they aren’t
always there.

Assign Own Value: Surplus from the most valued items transfers to less
valued items, lowering their perceived cost.

Cost Certainty: There is value in knowing that there won’t be any
surprises.

Booking a rental car is no fun because you see a low daily rate, and then just watch as the number gets bigger as more fees are added on through the
checkout process. The final number always comes as a head-scratching surprise. For some flower buyers it’s the same thing, and they want to skip that. |
have friends that are intimidated to call a flower shop because they have no idea how much it will really cost. When | order flowers | usually just say “I have
x dollars to spend, before tax”. Bundles give those customers comfort, just like Ruth’s Chris uses bundles to set wary new customers at ease.
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What makes bundles so effective?

Perceived Value: Customers assume savings, even though they aren’t
always there.

Assign Own Value: Surplus from the most valued items transfers to less
valued items, lowering their perceived cost.

Cost Certainty: There is value in knowing that there won't be any
surprises.

Lower Ordering Cost:  Surplus from the most valued items transfers to less
valued items, lowering their perceived cost.

The last point is related. Let’s go back to the movie theater for a second...
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It’s crowded, it’s noisy, and you’re there to have fun. You can do the math in your head... or you can just let the combo do it for you

. Ordering the combo
is easier for the customer. It’s also a little easier for the vendor - less selling, less ringing-in, and less explaining.
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Bundled Unbundled
® strong appeal for some ® keeps price down, good
customers for simple comparisons
® can increase sales ® unbundling (new charges)
® lower ordering costs alienate customers

Rules...
® NO one single approach

Back to our notes. Different customers respond to different prices and pricing models and we need to have something for everyone.
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Bundled Unbundled
® strong appeal for some ® keeps price down, good
customers for simple comparisons
® can increase sales ® unbundling (new charges)
® lower ordering costs alienate customers

Rules...
® NO one single approach

Where do we fit in? We’re not restaurants - their margins are higher, and their products are more complementary. Fries come from the same kitchen as the
burger, it’s very different than designing flowers and running a delivery service.
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Bundled Unbundled
® strong appeal for some ® keeps price down, good
customers for simple comparisons
® can increase sales ® unbundling (new charges)
® lower ordering costs alienate customers

Rules...
® NO one single approach

We’re not airlines either - as tough as the flower business is it’s not quite that bad and we don’t need to be quite as ruthless about unbundling.
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Bundled Unbundled
® strong appeal for some ® keeps price down, good
customers for simple comparisons
® can increase sales ® unbundling (new charges)
® lower ordering costs alienate customers

Rules...

® NO one single approach
® be honest about the “missing” value

We also need to manage expectations. The fast food guys have it easy here - when you order the value meal it’s all right there on the plate. With flowers a
big chunk of bundle cost, the delivery charge, is invisible.
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When you order the fast food combo it’s all right there on the plate.
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Our combo can look like this. With flowers a big chunk of bundle cost, the delivery charge, is invisible. Don’t pretend that the delivery charge is free, or
customers will expect to see it in the flowers. This is more acute the lower the price of the bundle. If you have a $100 dollar bundle and a $10 delivery
charge it’s not very noticeable. If you have a $35 bundle with $10 of that going to delivery it can really start to impact expectations.



Se Bundii
‘.k‘ SAF Web BIaSt The Upside To Sellingngok;g]egs

Bundled Unbundled

® strong appeal for some ® keeps price down, good
customers for simple comparisons
® can increase sales ® unbundling (new charges)

® lower ordering costs alienate customers

Rules...

® NO one single approach
® be honest about the “missing” value
® add value elsewhere

Look for other little ways to add value to the combo.
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TREATS
& SEATS
COMBO

+ REG DRINK
+ 1 SELECT CANDY
+ 1000 POINTS ron ous NEXT MOVIE'

The “Treats & Seats” combo highlighted here is really interesting. It effectively lets you prepay for a discounted admission at some future date. You can do
the same thing with coupons - a $10 discount coupon on a future delivery adds a lot of value to a combo.
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+ 1 SELECT CANDY
+ 1000 POINTS ron ous NEXT MOVIE'

Just remember that you want to spur new flower purchases, not discount ones the customer was going to make anyway. If it’s Valentine's Day, keep the
expire date tight so it can’t be redeemed on Mother's Day. High margin chocolates, plush toys, balloons, etc. are also good.
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Bundled Unbundled

® strong appeal for some ® keeps price down, good
customers for simple comparisons
® can increase sales ® unbundling (new charges)

® lower ordering costs alienate customers

Rules...

® NO one single approach
® be honest about the “missing” value
® add value elsewhere
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Thank youl!

Thank you for participating and also thank you to SAF for being so generous with me and so great with all of their members. We’re really lucky to have
them looking out for us.



(] ) Bundli
“\}‘ SAF Web BIaSt The Upside To Sellingngck;g]egs

Appendix

Thank you for participating and also thank you to SAF for being so generous with me and so great with all of their members. We’re really lucky to have
them looking out for us.
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Appendix - Bundling on Websites: Amazon is good at online retail and they use bundling in a slightly different way. In this case, based on

interest in one book on flower design, they suggest two more complementary titles. It’s worth noting that there is absolutely no savings. The bundle price

is the sum of the three individual prices, to the penny. They’re not giving anything away, they’re just relying on the convenience and bundle effect to make
the larger sale. If it didn’t work they would not devote that much space to it.
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Appendix - Bundling on Websites: Bundling should work in any scenario but when it comes to your website conversion also comes into play. You

can’t just offer bundles, you need to offer them in a way that won’t hurt you. If someone comes to your site and sees only the (relatively) high priced

bundles many will immediately hit the back button. A landing page is not a conversation where you can react and steer it the way you want, it’s more take
it or leave it and needs to be handled carefully.
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Appendix - New Fast Food Combo Menus That Show Bundle & Entree Pricing:
There are a few things hurting the fast food guys right now. They’re getting heat about the calories and reducing sizes, which makes some of the bundles

less attractive. Their target market, young adults, a big percentage of which used to eat fast food 3-5 times a week, has less money to spend. They’ve
figured out that it’s cheaper to order from the a la carte “dollar” or value menus that were introduced during the last recession.
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Appendix - New Fast Food Combo Menus That Show Bundle & Entree Pricing:

So now they are discounting the bundles more aggressively. Comparing the sandwich price to the combo price is a good way to highlight the value in the
combo. This is where it starts to get really different from flowers. If you are eating fast food 3-5 times a week you are probably very sensitive to price, and
will notice changes. Most people don’t buy flowers that often and will be less attuned to details and small changes.



