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CONNECTING THE DOTS WITH CUSTOMER ANALYTICS

Everyone claims to be “customer-centric” these days, but how much do you really
know about your customers?

Is what you “know” really only a small piece of the total relationship? Is it a snapshot
in time, without context or prediction? Is what you “know” about customers actually
framed in product terms and segregated by organizational boundaries? And if you do
know a thing or two about your customers, are you putting it to use in all the ways it
could drive customer value?

Few financial services institutions would claim to excel in all these dimensions. Sure,
everybody analyzes data from traditional sources and uses it to support acquisition,
up-sell/cross-sell and retention efforts — and to understand risk and fraud. Forward-
looking organizations also incorporate data from the website, call center and social
media to round out a more complete view of the customer. The leaders are the ones
who put that insight on the front lines, where and when decisions and customer
interactions are happening.

How does an organization move to this data-driven, customer-centric utopia, and
what can you realistically do to start moving in that direction today? That was the
question of the day at the inaugural SAS Financial Services Executive Summit. In a
one-hour panel discussion at the event, professionals from the banking, insurance and
retail industries shared their ideas about the critical role of analytics in making the shift
to a customer focus:

e Susan Faulkner described the ongoing journey toward customer-centricity at
Bank of America.

e Mark Gorman talked about a “complete paradigm shift” in customer focus in the
insurance industry.

e FEric Williams drew on his experience in the retail sector to explain the importance
of not only understanding customers, but also using that information to drive
business decisions.
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The Times Gall for Evolution

Regulatory, economic and market conditions demand it. Customer trust is down.
Unemployment is high. The recession took its toll on mortgages, deposits and
workers’ compensation. Homeowners questioned why their insurance premiums
didn’t dive along with their property values. The aftereffects have reshaped the
business environment for both property/casualty insurance and retail banking.

In the insurance industry

Demand used to be a given. If you had a car or a house, you needed insurance,
and you got it from your friendly local insurance agent, who brokered and serviced
policies for some big insurance company. Now consumers are bombarded with
ads directly from the big insurance companies, who sell and service their own
policies.

Direct-to-consumer marketing is skyrocketing, said Gorman: “Investment in brand
awareness in the insurance industry has grown at a compound annual growth
rate of 14 percent over the last five years. For six insurers that we know of, the
compound annual growth rate of their brand expenditure is more than 20 percent,
and for one major insurer it's over 33 percent.”

For retail banks

Technology, commoaditization, deregulation and globalization forever changed the
scene. The model of the little neighborhood bank is a quaint memory for many,
supplanted by national and multinational service providers, automated teller
machines, Internet banking, automated call systems and a proliferation of product
choices — none of them fettered by traditional ties of geography and familiarity.

For consumers, this new competitive scene has brought a wealth of choices, yet
removed the personalized nature of financial service relationships. “No big deal,” they
said, having gladly traded loyalty for the ability to pick and choose from the latest deals
of the day that appear, pre-approved, in the mailbox.

This new business environment calls for a new mindset. Maybe the customer really is
king. Maybe we should actually be less strategic and more personal.

“Strategy is a military term; it's all about overcoming the competition,” said Gorman.
“It's about overcoming what the others are doing, getting your share, being in the
right place. When we talk about the customer, it's about developing a relationship. In
building that relationship and trust, we have to be careful that we aren’t bringing this
mindset of strategy — of overcoming the competition — into the conversation. We have
to ask, ‘Are we doing the right thing for the customer?’”

W “We got a very strong wake-up call
a couple of years ago in the insur-
ance industry. We have not com-
pletely responded to that wake-up
call yet.”

Mark Gorman,
CEO and founder of The Gorman Group
Insurance Consultancy
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Challenges on the Path to Customer-Centricity

“The only value your company will ever create is the value that comes from customers
— the ones you have now and the ones you have in the future. To remain competitive,
you must figure out how to keep your customers longer, grow them into bigger
customers, make them more profitable and serve them more efficiently.

“This is the new mantra of modern-day business, and it has profound implications for
how retail banks compete and win.”

Don Peppers and Martha Rogers made this point more than five years ago, but of
course it is just as true today. What we see is that there is still work to be done to
achieve this “new mantra of modern-day business.”

B Allroads lead back to the cus-

Some of the greatest challenges to customer-centricity are a matter of where the tomer. Never before has what we
focus is being directed. A company-focused business strategy involves thinking in know about the customer been so
terms of the value that can be gleaned from customers, where a customer-focused central to our organizations and to
strategy zeroes in on the benefits that can be created for the customer. The emphasis how we drive profitable business
in recent years on cross-selling more products and services may have generated more growth.

multiproduct customers, but it has not fostered customer-centric mindsets that will
achieve that “new mantra of modern-day business” or the long-term value that results
from it.

What gives? The idea of being customer-focused, customer-centric, customer-first

or whatever you want to call it is hardly new. Such catchphrases have been tossed
around for decades. It’s not as though everybody is only now realizing that customers
are an important source of revenue. And it’s not about a technology gap. The IT
infrastructure and analytics are there to support a cohesive customer view and to
transform that data into meaningful customer insights.

“All roads lead back to the customer,” said Lori Bieda of SAS. “Never before has
what we know about the customer been so central to our organizations and to how
we drive profitable business growth. Customer intelligence — what we know about
customers, their behaviors, and how they interact with our organization across
products and channels — is crucial to developing more profitable and competitive
solutions in the market. But nobody said that was easy.”
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Ten Steps to Developing a Customer-Focused Organization

Correlate data across systems for new insights.

If you don’t know your customers across the spectrum of their relationships with the
organization, you might not know your customers at all. And what you don’t know can
hurt you.

“During the recession we were running things very much as silos,” Faulkner recalled.
“If we had been smarter on the front end, we would have seen up front what started to
happen in California, Phoenix and Florida that was leading the way for the recession.

“If we had just been able to tie together one set of information — tying our customers’
deposit relationships to all of our lending — we would have seen and been able to
react quickly. For example, suppose we had a customer with a regular record of
direct deposit, direct deposit, direct deposit, and all of the sudden that direct deposit
stopped. That was probably a good indication that this person just hit an event in his/
her life. We could have reached out to find out what was happening before everything
just fell all the way through.”

In this example, linking the information would have helped protect the bank, but in
other ways this capability could also help protect or build value for the customer,
Faulkner noted.

Align the business around the customer.

A major national financial institution produced and executed a successful credit
card direct-mail campaign, resulting in numerous applications for new credit cards.
The very next week, the company’s home equity department sent appeals to the
same customers, urging them to cut up their credit cards and consolidate their
debt with a home equity loan.

True story, and not even uncommon. All too often, separate lines of business —
mortgages, credit cards, etc. — work independently to build revenue. Each department
is concerned primarily with how its own product contributes to the bottom line. Such
organizational misalignments can create poor customer experiences with real financial
impacts.

“One of the things that banks and insurance firms struggle with all the time is that
there’s a customer on one end, and there’s a group of products that we have on the
other end,” said Bieda. “How do we reconcile those two things?”

The retail environment sees the same phenomenon, said Wiliams. “The brands have
always worked in silos. For example, Procter & Gamble manufactures and distributes
about 1,400 products to the marketplace. But the Tide team doesn’t care how much
Crest toothpaste you buy, and the Crest team doesn’t care how much you buy other
P&G products. That’s beginning to change.”
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Many organizations are migrating from product- to customer-focused business
processes — striving to improve the customer experience by assembling a 360-degree
view of the customer and using that insight not just to increase sales, but also to
create value for customers.

“At the consumer bank, we have said we are going to shift totally to a customer
segment view of how we’re going to run the business,” said Faulkner. “In the past,

product managers had incentives tied to sales of their product, so they were really only Il “Now, | never ask a question about
concerned about their product. Now, | never ask a question about how many products how many products were sold.
were sold. The only question | really care about is, ‘Are we serving our customers right, The only question | really care
giving them what they want and deepening the relationship?’ If we do that, the results about is, ‘Are we serving our

will come out on the other side.” customers right, giving them what

they want and deepening the rela-
tionship?’ If we do that, the results

Walk the talk. Structure accountability around customer metrics, not will come out on the other side.”
product metrics. Susan Faulkner,
Deposit and Card Products Executive,
One of the common hurdles for companies when moving to a customer-centric Bank of America

approach is their own organizational structure — usually based on geographies and
products rather than on customers or customer segments. Employees are held
accountable for productivity metrics that don’t necessarily align with customer value —
and can even undermine it.

For example, why should call center agents care about the customer experience if
they are judged only on call volume? Why should a segment manager in credit cards
care about increasing total customer value across multiple products, if she is rewarded
on the number of credit cards sold and portfolio balances per quarter? Why would
mortgage officers focus on profitability if they are evaluated by how many mortgages
were sold this quarter?

Bank of America recognized this disconnect and took dramatic steps to resolve it.
“We had to walk the talk,” said Faulkner. “We couldn’t go out and say we were going
to be customer-focused, and then show that every way we keep score, or the way we
looked at our financial systems, was still in the yesterday of banking. We had to move
forward.

“We’re changing our entire general ledger and the way we account. We'll always have
product P&Ls, but now we also have customer segment P&Ls, which will be front and
center in our reporting. We already had been doing segment-level reporting for some
groups, such as mass affluents and corporate clients, but not at a consumer level. We
said, ‘Top to bottom, it is about our customers.””
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Today’s 20-somethings are not the same as yesterday’s 20-somethings. Today’s
50-year-old is an entirely different customer from the 50-year-old of the '50s. So while
demographics are useful in customer intelligence models, the true meaning behind
demographics has nuances that marketers should heed.

Gorman described his experience from the late '80s and early '90s, working for a firm
that marketed life insurance to prospect lists supplied by banks. “We had a model
called the ACE 301 model, which had 301 segments. That model has absolutely
nothing to do with the world today, because it was based totally on trying to identify
whether somebody was ‘pickups and shotguns’ or ‘moms and station wagons.” We
know from our work that segments are changing very dramatically in the insurance
space, in terms of how people are interacting with us and how the risk profile of the
individual is changing.

“Historically we have looked at segments based on what they buy from us. Now we're

looking at how their buying behaviors are changing, rather than about what they buy.
We’re adding other behaviors to that analysis. What is your customer lifetime value?
What is your propensity to actually take action if there’s a change in the market, or if
somebody else offers you a lower price? So it's not just about pricing and what they
buy; it's about the behaviors associated with that.”

Gorman shared a story of an insurance company that sought to improve customer
retention by sending out automated reminder phone calls at policy renewal time. The
effort backfired; retention dropped. Why? The calls reminded customers that it was
an opportunity to shop around, and they did. “However, for 35 percent of customers,
retention went up dramatically,” said Gorman. “The problem is, most insurance
companies don’t know who those 35 percent are.”

Use segmentation for more than marketing and sales.

How is customer segmentation being used in business? Is it still the province of
marketing, or does it also shape how the organization provides customer service,
develops products, manages risk and makes other business decisions?

“We have grown up in the environment where customer segmentation was borne out
of the marketing team,” said Bieda. “There was a group of marketers, and they were

attached to a group of analysts. Those two collaborated and came up with a segment,

because their intention was to push out marketing activities. Now segmentation has

grown up, as it rightly should, and it is affecting all kinds of things. In retail banking and
insurance, customer segmentation still affects marketing decisions, certainly, but also a

lot of financial decisions, product development decisions, collections, fraud strategies

and all kinds of servicing strategies. As organizations take customer segmentation out

to its fullest potential, it has all sorts of possibilities.”

B “‘We had to walk the talk. We

couldn’t go out and say we were
going to be customer-focused,
and then show that every way we
keep score or the way we looked
at our financial systems was still in
the yesterday of banking. We had
to move forward.”

Susan Faulkner,
Deposit and Card Products Executive,
Bank of America

B “Historically we have looked at

segments based on what they
buy from us. Now we're looking
at how their buying behaviors are
changing, rather than about what
they buy. That’s the segmentation
focus the industry needs to bring,
and we haven’t done a good job
of it.”

Mark Gorman,

CEO and founder of The Gorman Group

Insurance Consultancy
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Don’t think ‘share of wallet,’ think ‘value of relationship.’

Aggressive cross-selling may boost the number of accounts per household, but
customer household profitability may still drop because the newly sold products don'’t
add value. For example, a customer may open a new line of credit in order to eliminate
fees on other accounts. If the customer never uses the credit line, the bank loses the
fees, receives no interest, and has to absorb the cost of opening and maintaining the
idle line of credit.

In other cases, cross-selling only entices current customers to shift their dollars

from one banking product to another. There’s no net gain, only profit-killing
disintermediation. For example, a customer may revolve a high balance on a credit
card, and the bank may proactively promote a secured home-equity line of credit. The
customer has thereby shifted the same dollars from a higher margin credit card to a
lower margin home-equity line.

The number of products a customer holds is just not a meaningful indicator of
customer value, Bieda noted. “Historically you would have said, ‘Gosh, customer
value is going to increase if | can just get them to have more products.” So you would
change your incentive systems to drive that, and what did you get? You would get a
lot of customers with four, five and six checking accounts, or three or four credit cards
—and these extra accounts are inactive; they’re not using them.”

Value isn’t necessarily a shiny new product, or more of them. Value might be found

in a familiar product served up in a more valuable way. “When | talk to teammates

out there, I'm often asked, ‘What'’s the next new innovative product that you’re going
to introduce?’” said Faulkner. “And | say, ‘Wouldn't it be innovative if every time we
interacted with a customer, they got what they wanted, it worked like they wanted it to
work, it had value for them, they were satisfied, they told 10 friends, and they brought
us more of their business? Isn’t that going to be more powerful than any new product
we could ever put in place?””

Consider customer lifetime value.

There can be risks to making decisions based solely on a customer’s current
profitability. Major market events such as an economic downturn or a rise in interest
rates will change the picture. Life events such as graduation, marriage or first home
purchase will materially affect a customer’s product needs, behaviors and profitability.
Acting on a present-day view of profitability, a bank or insurer could misread
customers and provide the wrong kind of treatment.

To consider the future profit potential of customers, marketing and sales functions
have begun exploring an equation called customer lifetime value (CLV) that treats each
customer (or segment) as an investment instrument similar to an individual stock in a
portfolio.

I “We used to talk about the value

of an account, then we talked
about the value of a product, and
now it’s very much about the
household and the full relation-
ship with the customer, how they
use the product and their channel
preferences.”

Lori Bieda,
Executive Lead for Customer
Intelligence, SAS Americas

B Organizations that are playing in

mature markets need to maximize
the relationships they already

have. But those that try to do that
by increasing product sales and
cross-sell rates can actually erode
customer profitability and share-
holder value. They should be look-
ing at ways to bundle and deliver
products and services in a way that
makes sense for the customer.
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Customer lifetime value can be defined as the net present value of the likely future
profits from a customer, household or segment for a designated time period — a
forward-looking view of wealth creation. CLV shows you which customers will offer the
highest value in the future, which in turn identifies the core attributes you should look
for in prospects.

“In the insurance industry, customer lifetime value has historically been an actuarial and
it has been at the aggregate level,” said Gorman. “The big change that’s going on now
is the attempt to bring customer lifetime value focus down to the individual level, the
household level or the account level. Moving it out of that aggregate world changes the
dynamic relatively quickly.”

If you want to build trust, provide value and transparency.

Customer trust is key — and it isn’t exactly at an all-time high these days.

“The banking industry has lost this trust, and unfortunately it will take some time to
rebuild it,” said Faulkner. “I don’t know how you go out and say, ‘Just trust us.’ | think
we’re beyond that. We have to show it. We have to do it. The minute we as an industry
slip back, we'll have to start over again.”

Our panelists pointed to four ways good data stewardship and customer insight can
build brand trust:

Use what you know judiciously. It's one thing to tell a customer he qualifies for a
home equity line that he might want to use for a vacation or to remodel the home he
financed through your institution. But if you tell him he could use that equity line to get
that new mountain bike he told Facebook friends he’s been wanting, that’s just creepy.

Offer something of value in exchange for the information. People are more willing
to entrust their information to you if they get something in return. “I’'m in a wonderful
position because | print money, so it works in our favor,” said Wiliams. Catalina
provides the systems that print out personalized coupons at the supermarket cash
register. Financial institutions will have to work somewhat harder to maintain trust as
they gather and use customer data.

Make decisions based on facts. “We do have a trust issue, and it comes from the
way the insurance business has been done historically,” said Gorman. “A tremendous
amount of brand building is being done around the insurance industry, but what I'm
seeing at the senior management levels at the insurance companies that | work with is
that there is a huge transition going on, a paradigm shift away from judgmental to fact-
based decisioning, and that’s going to build trust for us.”

B Profitability does not stand still.
A retrospective view will tell you
which customers have been
economically valuable over a given
period. But it doesn’t account for
likely future changes in customer
behavior, market conditions and
product life cycle.
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Act with integrity. “In every interaction — whether it’s a letter, online, face-to-face — the
customer is going to respond in one of two ways,” said Faulkner. “It's either: ‘| like it’
or ‘Il don’t.” ‘[ trust it’ or ‘I don’t.” We have to have a culture in our organization — and it
has to start from top to bottom, no debating it — that we have to do the right thing for
the customer in every interaction, and we have to hold ourselves accountable. There
isn’t a single meeting at Bank of America where this issue is not front and center.”

Let customers do business with you their way.

“Consumers are asking for different media to be able to have communications,” said
Williams, pulling a sample Catalina paper coupon from his jacket. “This little piece of
paper got us to where we are, but it is not going to get us to the future.”

With most consumers actively using email, smartphones, BlackBerrys and other
mobile devices, Catalina knows it has to adapt. The company is making a major move
to determine channel preferences, said Williams. “If | give you an offer at the check
stand, and | send you an email, and | send something to your mobile device, and

you respond to the mobile device but you don’t use the print coupon or the others,

obviously the computer can figure that out pretty quickly. ‘We know how this customer

prefers to receive this type of communications, so let’s use that.” When you’re able to
do that for a company the size of ours, it moves the needle.”

Retail banks are also affected by rapid growth in online and mobile channels. “As we
have gone out and listened to our customers, they’re telling us they want to be in
control,” said Faulkner. “They want to bank the way they want to bank.”

Some 10 million Bank of America customers use mobile banking on their phones,

a phenomenon that was pioneering only a few years ago. The challenge — one that
analytics can address — is to not only understand customer channel preferences, but
also be consistent in your understanding of the customer across all those channels.

Put data-driven insights where the action is - right now.

“The US marketplace has an instant gratification process,” said Wiliams. “What are
you going to do for me today? Consumers have high expectations for how fast you
can respond and how quickly your systems and channels can talk to one another.

B ‘The consumer base is asking

to be communicated to in their
preferred medium, and that isn’t
necessarily a printed document
that’s put in the mail and sent to
your home. As our company and
our clients continue to evolve, the
methodology of communication
channels is becoming paramount.”

Eric Williams,
Executive Vice President and CIO,
Catalina Marketing

B “As we have gone out and listened

to our customers, they're telling
us they want to be in control.
They want to bank the way they
want to bank.”

Susan Faulkner,
Deposit and Card Products Executive,
Bank of America
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“The entire retail segment is built around speed to consumer, and the consumer
expectation is there. So there is absolutely the need for information immediately.

We collect data in real time across every one of the supermarkets where Catalina

is installed. That data is analyzed on a real-time basis. We do more than 400,000
queries a day against that data, plus all of the predictive modeling.” The result is a set
of coupons printed out for you at checkout, reflecting a knowledge of your buying
history with that chain.

Data delivery will have to be even faster very soon. Now we have stores that enable
shoppers to do self-checkout with handheld devices as you walk through the store.
“Customers receive an offer at the point of decision, while they’re actually scanning
the merchandise to put it in the bag,” Williams said. “That’s the expectation level of the
retail space, and it will only get more and more into the marketplace.”

Customers are wondering why banks can’t always do the same. They should. Imagine
the power of having accurate, real-time data at the teller’s fingertips or available on
demand to personal bankers and call center agents.

For most retail banks, the process is far from immediate. “If you could match up
customer-provided information with behavior and get that to the front lines, it is so
amazing what you can do with that,” said Faulkner. A more typical scenario is that you
don’t have the right tools or the right information upfront during the interaction, and
you have to chase it down on the back end, then spend marketing dollars on offers
that are probably not relevant to the customer.

Of course, the race for speedy decisions has to be balanced with good governance,
said Faulkner. “A lot of the problems that we got ourselves into were that we had a
race to the finish,” where banks competed on the basis of how quickly a loan could
be approved. “It was ‘I can approve that loan within 36 hours,” no, ‘We can do it in 24
hours,’ no, ‘Don’t even come in; we'll just deposit the loan in your account.” That was
real time. Then you have to ask yourself, was that the right thing to do?

“Now we're stuck with the governance processes on the one side, and our
customers who are living in a real-time world. How do we bring those together? This
is where analytics really has to take hold, because we have to arm our associates
and teammates with the right information at the right time for that customer. The
modeling has to have the right governance processes, and it’s got to be at the point
of decision.”

10
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Closing Thoughts

How can financial services institutions know how to create meaningful value for each
customer? How can they go beyond simplistic promotions and loyalty programs to
encourage customers to deepen their relationships? How do they align organizational
resources around strategies that create genuine and enduring value?

The answer — simple and self-evident on paper, not so simple to actually do —is to
understand customers better and to align the organization around them instead of
around product lines and product-based metrics.

“When we made this change at the bank, believe me, there were a lot of people
who were really worried,” said Faulkner. “They thought, ‘Product is king, and this

is my organization, and wait a minute, now | have to bow down to the Customer
Segmentation organization?’ | said, ‘No, we’re all about customer segmentation too.
It's in every part of the business.’

“This isn’t something that just happens because a memo comes out that says now
we’re going to do this. We're all a part of this, because we’ve really got to listen to our
customers in order to change the business. At Bank of America, it was top down and
now it's getting broader across, but it has taken a good year and a half to start sinking
in.”

For the ability to assemble a 360-degree view of customers from disparate operational
and transactional systems and from third-party data, customer analytics are absolutely
central to this shift.

“I was joking with somebody who had been in banking for 27 years, and | remarked
that over the last 12 months, I've spent more time talking about customer analytics
than in the last 25 years altogether,” said Faulkner. “Not that analytics is new, but it's
moving from the back office to the point of decision — it’s connecting the dots, making
a change and making a relevant connection point with the customer.”

[l Financial services institutions need
to reconsider the traditional focus
on products and past behavior.

It’s time to adopt a comprehensive
view of the customer as part of a
continuum, not just a sale - and
manage the holistic value of the
relationship over time.
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About the Panel Members

Susan R. Faulkner, Deposit and Card Products Executive at Bank of America

Susan Faulkner oversees the world’s largest consumer and small business deposits,
debit and credit card portfolios with operations in the US, Canada and Europe.

She also leads Bank of America’s non-card, unsecured lending businesses. She is
responsible for $700 billion in deposits and $200 billion in managed loans, with an
emphasis on delivering financial solutions and product innovations that best meet the
needs of Bank of America’s 57 million consumer and small business households.

Eric Williams, Executive Vice President and Chief Information Officer at
Catalina Marketing Corp.

Eric Williams directs strategic technology, research and development, and new
application development at Catalina Marketing Corp. He led the development of
Catalina’s multiterabyte data warehouse (now one of the largest transaction-level
databases in the world), and was also instrumental in developing the first Internet-
delivered loyalty marketing solution for basket-level data management. This solution is
now used by some of the largest supermarket retailers in the US and internationally.

Mark B. Gorman, CEO and Founder of The Gorman Group Insurance
Consultancy

With 30 years of industry experience, Mark Gorman'’s focus is on helping insurance
carriers and vendors adopt emerging data technologies in the insurance market. As
a former industry executive, Gorman set strategic direction for identifying, developing
and executing on new products and services — helping insurers bridge the gap
between business requirements and technology capabilities.

Lori Bieda, Executive Lead of Customer Intelligence at SAS Americas

Lori Bieda helps companies across the US, Canada and Latin America drive profitable
business growth via the strategic use of analytic software solutions. Previously, Bieda
was Vice President of Client Insights and Database Marketing at Canadian Imperial
Bank of Commerce (CIBC), where she led a team of 80 analytics experts overseeing
the bank’s marketing, measurement, analytics and market research. In that capacity,
Bieda also co-led the development of the retail bank strategy. She is a frequent
industry speaker, writer, contributor and thought leader.

Find out more about the SAS Financial Services Executive Summit and watch on-
demand recordings from the event at: www.sas.com/spark.
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