~ CUSTOMER PROFITABILITY

Ms./Mr. Right

Could your marketing and branch managers

pick it your most profitable customers?

And if they could, then what?

ow hanks answer the above
questions varies widely, but
:h:.nir.s T |r|¢r|:=ﬁng|].l m];!his-
trcared I:l:l:hm}l.:l-;;].' and 3
rekandled interest in customer profitabili-
£y measurcment, a respectable number of
banks would be able 10 answer “yes" w
the first question. However, if you asked
those seme banks whether or not they
have programs in place to hold onte those

By Lisa Valentine, & freelance brsoress
writer based o Meddle Grove, N Y.

B4 JIKE 2004/ ABA BAHKING JOLURNAL

profitable customers, find more customers
hike them, and increase the F!rr.'lﬁulﬁl:i[:-' afl
their bess-than-stellir conmributors, very
fenr could aneweer “yei ™
Customer  profitabiliey  has  been
handied abaut for more than a decade as 2
way for banks to increase revenues, and
although many banks have gotten preeey
13 custormer prnﬁhj:-ili!}'.
ﬂ1=]|"l:llh:ﬂ1 tall short on eftectively manag-
ing what they've measured.
“The hion's share of banks have the
abality v know who therr profitable cus-

omers are, but they don®t slways go
through the exercise of identifving them
by mame because they are not sure what
they woukd do with the data once they gt
it,” explains consulant Margaret Kame,
president and CEQ of Kane Bank
Services, Sacramente, Calif, and 3 former
Wells Farpo retail banking execunve,
"The profitabilicy 1Q} of banks has
rigen significantly in the last five years,”
adds Robert Hall, EnAct group execuobive
ar Carreker Corp., Dallas, “The remain-
ing challenge is o translate thas into efon
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at the frome line 19 an mioemed WAy,
Bur not everyone agrees that banks
should pes an A" for customer prof-
itabality measurement. There is 2 night
'I'!'I:-' I.l.'ll,! d “'IIJI'IF' '“".I.'F ix MEsLEre, .Il'd
many banks are pot locking at costomer
profiabilicy in the nght way, conrends
Phil Hudson, preadent and CECY, Aspen
Consulting Group, Sah Lake City,
Instead, they measure customer prof-
mabiliy by looking &t fee mcome,
deposits, and loan balances instead of a5 s
holistic picture of the customer,
Customer profisabalicy 15 ot any more
compiex than measuning product prof-
itability, contends Hudson, although i
does require more offort as vou gather
data from multiple systems howsang siloed
products such a deposins and Joans. Bu
the efforr s worth i, be believes, because
unkike produoct proficability, customer
profitability  measurement  provides
“intelligently actiomable informammon.”
For « le, although product prod-
icabalicy Zuu:P:an iI.'II-l:rl'rl'lﬁ }'uF:: that a ppmd-
wot 18 margially profitable and spur vou
o raise fees, he explains, it does not cal-
culare the ripple thﬂE[ of 1 profiable cus-
tomer keaving the bank because she won't
pay $12 year for & previewsly free
debie card, Armed with customer prof-
itabality data, vou kaow not w0 clange
thise types of fees w valuable customers.

How important is perfection?

Measunng customer profitability is not
an exact seience and the results end wo be
3 “oonstant mm'inﬁ rarger,” savs Kane,
driven by a1 large number of diverse and
ever-changing factors such a8 how and
where customers perform transactions.
Tramsaction data is crincal 1o measuring
customer profitabiliey, agrees Christopher
"Kip” Fowler, president of the Easton,
Penn.-based consultancy Blue Mountain
Group, “If vou ate mot capturing raw
transaction data, teen vou don’t lave a full
picture of customer profitability, For
oxample; if vou lump 1ﬁ“}~nur fiee income

er, vou will negatively bmpact the
Eg'ﬁh'ﬂlﬁiﬂf your ;f:l"h !'I'h}'.‘k'll-:“
From a technology standpoing, systems
are availsble thay allocare costs for each
tramsgcrion and then map every customer
sccount and its profitability back to the
general ledger. Inregrating the G/L with
cusomer dam allows the bank w accu-

rately assess how well each account con-
tributes to the Gfl, explans Kich
Weissman, president and CECQ of
Dasabase Marketing Agency, Portland,
Cre, whose Integrated Daabase
Marketing Svstens does just thar,

Weissman believes this level of detail
makes a huge differcnce in custamer prof-
itsbiliny  measurement, and 15 casily
doable by most instimtions,

Buog do vou need 1o get customer prof-
itabiliny  measurement down w the
penny ? You should try o come close, but
this 18 nat an area where perfecoon will
reap huge rewards, And it 15 that desire
for perfecion that makes some banks
abandon their customer profitabilicy
measurements. A perfect measurement
[of each customer] 1s not thar importane,”
save Hudson, and its unwise to gpend oo

buy something that is going to ke you
to the moon and back o measure relative
profitability,” says James C. Allen, execu-
tive vice-president and director of the
retail banking division. The kev 13 that
you need o include all products and ser-
vices that n customer has wich your bank
inte a custoemer profitabiliny caloulagon,
Armed with those less-than-perfect fig-
ures, “it's the strategy, the understanding,
the communication and the sctvices,”
says Allen, which are most important to
achieving resules,

Manage. not measure

Because rechnology for measunng cus-
tomer profitabilicy has become readily
available, banks measuning without
understanding the bustness problem they
wanted o solve and how they would

customer profitability”

“You don't have to buy something that is going to
take you to the moon and back to measure relative

— James Allen, Broadway National Bank

much time trying to determane whether a
teller transaction ®costs $2.00 or $2.08."
And even if vou could get 1w a perfect
pmurnber, vou weonbd moet want v use thar
mumber as the sole bass for decison-
making, advises Fowler, because cus-
tamer  profitability numbers are—an
best—directionally aceurare. A costomer
who makes vou a profit of $300 year, for
example, is not four mmes a5 protizable as
1 custamer whi loses you $100 a vear.
Chaco, Calif.-based Tri Counties Bank
($1.46 billion) focuses bess on the perfec-
tion of the customer profitability mum-
bers and more on how © use relative
profitability numbers to drve resuls,
"Youre better off INVESEEE MOAeY. in
training your employees 10 do the funda-
mentals correctly, armed with bagic infor-
mation,” savs Andrew Mastorakas, execu-
tive vice-president, sales and service
"You will dways do betrer than if you
have costly technology programs tha
fromt line people have a hard tme using,”
Broadway Navonal Bank, San
Antonio, is another instimunon that agrees
with thar appreach. *You don't have to

manage this pewle-found informancn,
sigpedts Kani.

Brogdway Bark has carefully corid-
ered how o best use customer profitabili-
ty data based on its growth straregies and
bank culrure, Allen explains, for example,
how Broadway segments its customer base
inuo five riers, with ner one bemng the most
profitable and wer five the least prof-
izable—informagion the bank used when
they decided how w communicate 2 5ys-
tems change to cussomers. Under
that the overhaul would have some impact
on customers, such a8 changing the menu
aptions on the telephone banking sysiem,
Broadway determined the most cost effec-
tive method of communicating the changes
by tier—notfying ter 3, 4 and 5 customers
by mail and assignang a personal banker 1o
tier | and 2 customers o help them
through the change.

Another example of proactively using
eustomer profitabiliny information is dur-
ing an :nqui:'n:n:m. By determining the
most profitable customers of the bank
you are aoquiring, says Allen, vou can put
on kid ghoves and creare & game plan of
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harwr to mitraduce your bank to these cus-
pamers prior to the acquisiion being
completed.

Don‘t throw out the baby

Once youn find vour most profitable cus
tomers, “do everything vou can to keep
them,* says Aspen’s Phil Hudson, That
can be as simple &5 * preventing them from
stepping on all the bndmines thar 2 prasd-
uer management mentality creares,”

Bur while ir's obvious that banks
should work hard 1o keep the profitable
customers, whar abour those unprofitable
customers? Shouldn't you uy to gec eid of
them? O ar least make it less pleasant o
do business with your bank in the hopes
thae they will jump ship and become a
drain on vour competitos’s balance sheer?

In addition vo creating bad will thar can
have a npple effect dhroughour the con-
.nunl.'. 'IHJ'I':IIJH. IJI'IIJI'H'.I'{:ILIIJI.‘. CUFHOTRErs
ot -:'-.r Vv bank -:|:r.!'.' diztribistes T
fixed cos over 3 cmaller group of cus-
poemers, says Weissman, The key, he

CUSTOMER PROFITABILITY

believes, 15 '-'rrr:ili protitabalicy over a
greages number of customers by "'"'“Tl'“"-h
om making unpn;:-hnhlq' and n|.:.'r;-_l1na|'|'|
FI:I'\'l_'ll‘II:. ke cstomeers more ]}rlll‘ll.l.-:llL and
the .'{-b:.* n:r]u.,'ing "p-rnr'il rizk™ —the nizk
of protimable costomers leaving your
hank. He cites one financial tnstimution
that increassd ._.qrnlrgﬂ hy 40% hy
decreasing their profit rsk by 19%. He
supgests taking baby steps such as focus-
Usg Of MOving 50 of VAT CUISDTICES
from slightly uapsofinable to profitable
gach vear, "Thar can be a significant
impacy o the bomom line,” Weissman
believes.

Another reason o focus on unprof-
itable customesrs and oy o move them
up the profitabilicy food chain, i that
your profitable customers are extremely
vulperable o compening offers from
other insomutions, savs Alan Granr,
CECy, Exchange Solutions, Waltham,
Mas= ':l"n.'r;. vivin warl s Prulm‘l VOHlT
valuable customers, but the reaton they
are %0 valuable 1% probably because you

)
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schoice.

are not giving them any deals,

Exchanpe provides ounsourced cus-
tomer profitabilicy daca based on the value
of an individeal's poal financisl holdings.

Ot to the front fine

For many banks, part of the challenge of
how to use customer proditabiliny data is
whether to pﬂ;-'.':l,:.l;' that inlormatkon o
chesr front-ling, n.la.|_|_||1|-:'|-|'.'-.-.|:||t_'| |:|1||:-|-:|:l.'-
GRE,

Broadway Bank has so far chosen not
to priowide ['rnl:|11‘|1|1|'. data to s tellers,
says Allen, adding that & robust tramung
|:||'|l.‘| l.l.ll..l..illn\ﬂl F!’l'll_l"ﬁll .'|I.I.'I.Ih Lyl I.!I. L5 ]
FI.I.:]I_'I, t||j'| TI'II, l.]'.lf.ﬁl:'ll_'l'l :Llfl'l JI'-.HLI
wintld VU wain Vour tm;l'lm PEs 0o irest
|ess pr-::-ln._.h:-:' customers  differenthy?

“YWe try 1o treat everyone with excellert
service, believing that it causes peopke to
want o bank with vou,” savs Allen.

Girant also belicves that the frong line 15
ill-equipped to wisely use customer prof-
itabdlicy informanon. " An emploves may
ke o decision that may seem like the
vight decision given the information in
front of them, bur may not be the right
decion over the long ron,” be saye
"Wathouae an neredible amount of oean-
g, I'd rather treatr every customer the
right way than ory we creat customers dif-
berently,”

Developing appropriate programs for
Lgang  custoamer F-rl.1|il..'||:pi|'il:. at the front
lime can be =1 L|i.|':i-.'|.|.-=l.. Agrees Fane, and
aften the information s better naed for cen-
cralized markening programs such s direct
mail to persuade bess prohtable customers
to s lower cos transaction channek,

H'll'l L1 I"'lIE' :l"l\l.l. r'.1.'|:|-' nod wank ko ?Tl:"-'ldl.'
|rl_|:||'.'_id|_|.1| pr:_'.l:i'ra'l;ﬂ'it'r L;ra oy the froint
line, FOU AN 15 such data o identiby
your moest proficable customers and
define rules around how those cusoomers
should be treated. For example, vou may
rrﬂil'l I:'ﬂ'll'll':!l.l.'ﬂ".": ik r‘rl::l".'il.ll:' I'ln:!l'll.lllnl II"I-

lowr-up for “MVPs.”

Less is more

Since the 199Cs, banks have worked hard
to develop a sales culture where cross-sell-
ing was soen a5 3 panacea to all ills. The
assumprion was thas the more producs
anid services & customer has eath FoMuT
bank, the more profitable chey are. While
that may bhe frue in some cases, more often

than not banks were surprised ar the



results of their customer profitabiliny cal-
culasons. *Smart croas-selling increases
customer profitabality but stupid cross-
ﬂ]liﬂ.ﬂ dsvridtes cligtomer ;:mFit,“ BV
Kane.

Weigsman likens  ¢ross-selling  to
cholesterol—there is good cross-selling
and there s bad cros-selling,

In face, some of the most uni::nfi',ah'-ur
cugtomers at o bamk can hal.-'\e '|:|1.-|.- most
number of products. When T Counties
Ik closely at customer profitabikicy, ic
found that its most profitable customers
tended 1o have home equity beans or lines
of credit—as did their most unprofitable
customers, The difference in proficabilivy
wasn't i the product per se, bor in the e
af the producrs,

Based on this information, Tn Counties
has “been able wo tactically change what
we do 10 become more profitable,” savs
Mastorakis, including training cniplovees
not o indiscriminately sell home equiry
products, as well as educating customers
how oo benefit from using chem.

The rule of chumb, savs Hudson, is that
cross-selling  profirable or marginally
profitable customers will probably make
them more profitable, bur cross-selling
unprofitable customers trpically makes
them more unprofitable, Ir%s not char you
don't want 1o sell unprofitable customers
products, but vou want o focus on sell-
ing them the right products thar will
mcresse their proficabiliny, he sdds.

Unformnarely, banks ofren load their
customiers up on produces such as a free
checking account, free savings account, 4
credit card with a $507 credic limir, and an
ATM card, each of which ks unprofitable
by irself, and become even more unprof-
itable as a combination, However, toss in
2 home equity line with a drawn-down
balance and a mortgage and an automio-
bike loan, and the profitabilicy of the cus-
tomer changes dramarically.

Even as banks refine how they manage
customer profitabilicy and whar they do
with that information, they are realizing
that this daa is just one ingredient in the
recipe for & successful inseuton.

“If you rake proficabilicy as pospel, no
one would ever sell 3 DDA because you
inherently lose money on is," says Fowler,

warring: “Y ou’re in danger of bosing sight |
of what you are in the business of doing= |

providing fmancal services,” Bf
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MEET WASHINGTON, D.C.,
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