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Introduction: driving success one customer at a time
Ask most financial services executives about their key strategies for growth, and the same answers tend to pop
up: increase wallet share, improve customer satisfaction and loyalty, serve small and medium enterprises more

cost-effectively, and know the customer’s needs so that the institution can offer the right product at the right time.

All of these answers are predicated upon having customer segment or individual customer data available, using
the data to understand the behaviors and profitability of customers or groups of customers, and then to create

strategies and plans that maximize the institution’s success.

The tools to perform these tasks have existed for years, but in most cases, data resides in disparate systems,
customer profitability solutions exist in relative isolation from the financial planning process, customer
relationship management (CRM) solutions have been cost-prohibitive and rarely lived up to their promise, and
initiative planning and tracking has been an afterthought. Consequently, many institutions have failed to meet

their growth and profitability targets.
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Despite the inefficient processes found at many banks, a coordinated, efficient approach to driving customer
profitability can be a reality. The first step is to consolidate customer data, storing all relevant transactional,
product, demographic, goal, and profile information in an accessible place. Next is applying appropriate
reporting and analysis tools to the task of understanding as much as possible about customer segments and
individual customers. Once those segments and customers are understood more completely, the bank can use
technology integrated with analysis and reporting capabilities to plan initiatives and set very specific targets that
improve segment profitability. Finally, the bank can monitor the success of its plans and initiatives and feed

information gained back into the process, creating a closed-loop cycle for continual performance improvement.



Driving Customer Profitability (Corporate)
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The Cognos Solution: Customer Segment Blueprint

The Cognos Corporate Banking Customer Segment Performance Blueprint enables commercial, corporate, and
investment banks to create profit-and-loss statements at the customer segment level or—for large corporate
clients—at the customer level. The solution allows segment- or customer managers to report on and analyze
profitability down to the customer level, to create regional and product P&Ls within a segment or customer, and
to plan sales and marketing initiatives to improve segment or customer results. Integration with Acorn Systems'

activity-based management software ensures granular, accurate profitability measurement and planning.
The Corporate Banking Customer Performance Blueprint comprises three primary components:

* Reporting, analysis, dashboards, and scorecards using Cognos 8 Business Intelligence.

¢ Planning and forecasting, using Cognos 8 Planning.

e Activity-based costing and management (pre-integrated with Acorn Systems’ Profit Analyzer CI, but can

be used with any ABC or other costing system or methodology).

Using these components, the Blueprint enables customer segment managers (and large corporate account
managers), marketing personnel, and other customer-facing bank employees to receive customer segment
information, analyze information to determine targets, plan initiatives to drive increased profits in the chosen
segment, and manage and update a customer-segment P&L. The descriptions below follow that basic workflow:

report and analyze customers and customer segments, plan initiatives, and manage the customer segment P&L.




“The Cognos Banking Customer Segment Blueprint is an excellent solution
for reporting on customer segments and customers, planning segment-level
profitability, and planning initiatives to drive increased revenue

and profitability into a customer segment.”

— VICE PRESIDENT, FINANCE, $20 BILLION USD BANK

Customer Segment Reporting, Analysis, Dashboards, and Scorecards
The Corporate Banking Customer Performance Blueprint provides a hierarchy of dashboards and reports

designed to guide the user through deeper and deeper levels of customer- and customer segment detail.

The first level provides a view of all customer segments (Cross-segment Report), which allows the user to
understand at a glance how segments are performing across measures such as revenue, contribution margin, and

accounts per customer. In addition, it highlights initiatives that are most successful at driving higher profitability.
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The next level in the hierarchy is the Customer Segment Report. This dashboard-style report allows the user to
look within a segment to understand differences across regions and products—both comparatively and in
absolute financial terms. It also incorporates an initiative summary, which reflects initiatives success within this

particular segment.
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The lowest level of reporting is the Customer Report, which displays both key financial information for the
customer and profitability measures, such as customer profitability score, customer lifetime value, risk grade,
and products most likely to be purchased next (these measures can be either supplied by an existing bank
profitability system or created independently). There is also a link to the Customer Transaction and Inquiry

Report, which provides detailed information about recent transactions and inquiries.
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Transaction Report
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Initiative Reporting, Analysis, Dashboards, and Scorecards

From the customer analysis just performed—whether at cross-segment, segment, or customer level—the user is
able to identify exactly which customer segment to target for product or service initiatives. To launch a new
initiative, the user may look at how past initiatives have performed in order to determine what initiative to

proceed with for the chosen target.

Similar to customer segment reporting, there is an initiative reporting hierarchy. The highest level is a cross-

initiative report, showing key information regarding all initiatives across segments, regions, and products.

Cross-Initiative Summary Report
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From the Cross-Initiative Report, the user can

greater level of detail on any past initiative.
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The final initiative report is quite different from the others, in that it provides a guided path to choosing an

effective initiative based on historical data (similar to a “wizard”). Initiative Selection Analysis prompts the user

to select the customer segment for which an initiative is to be executed, then provides a list of the most profitable

products within that segment. The user may select which product to offer the target segment. Based on the

product selection, the report then provides a list of past initiatives—and the associated marketing media—that

have proved most successful in promoting that product, allowing the user to choose the optimal product—

initiative mix.

Initiative Selection Analysis
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Initiative Planning

Having chosen the optimal initiative, the user can now forecast the impact of that initiative on the customer
segment’s profitability. In the Initiative Planning tab shown below, the user chooses the product and marketing
mix, as well as start- and end-dates and the target number of accounts (by credit grade) for the initiative. The
Blueprint provides the initiative’s projected net profit, including lifetime revenue, lifetime assigned expenses, and
acquisition cost (initiative cost). In addition, a user can compare multiple initiatives side-by-side before making
a final choice. Once the choice is made, the user selects the appropriate initiative, which feeds the initiative

forecast into the overall profit and loss forecast for the customer segment.

Initiative Planning Tab
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The calculations derived here are driven from an Initiative Assumptions tab (not shown), as well as the Revenue

& Balances and Assigned Expenses tabs which are described in greater detail below.

Calculating and Forecasting the Customer Segment P&L
The Customer Segment Profit & Loss Statement—which calculates the customer segment profitability to which
each segment is ultimately managed—is created dynamically from revenue, balance, and cost information

calculated in other areas of the model.



The Revenue & Balances tab supplies the revenue portion of the Profit and Loss statement, by allowing the
customer segment owner or marketing to manage branch Balances, Accounts, and Net New Customers within
the segment. The segment manager can forecast number of accounts and account balance items such as Planned
Runoff, New Business, and Attrition. A forecast is run for each Product Group, Region, and Credit Grade within
the customer segment. To facilitate data entry, the tab may be reoriented as needed. For example, it may be
reoriented to work on the Planned Runoff for all product groups in the “Electronics” customer segment. Fields
in GRAY are non-editable and consist of historical data (which is locked), data linked over from other tabs, or
items calculated based upon information entered in the white (editable) areas. As changes are made, they are
highlighted in BLUE along with any cells affected by the change. Balance changes will affect Revenue numbers
and flow through the model to subsequent tabs, including the Profit & Loss Statement. Likewise, changes in the
Accounts area will affect income (revenue from new accounts) and drive account-related activity volumes.

Account-related activity volumes will affect Assigned Expenses, which are discussed below.

Revenue and Balances Tab
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The Assigned Expenses tab—for expenses driven by account activity—provides the cost portion of the Customer
Segment Profit & Loss Statement based on activity-based costs fed from Acorn System’s Profit Analyzer CI.

Assigned Expenses are derived as follows:

¢ FEach product has an associated set of activities. For instance, Customer Inquiry Calls as one of several asso-
ciated activities. [Note that each activity—such as Customer Inquiry Calls—comprises numerous transac-

tions, in this case, balance inquiries, fee inquiries, and so on.]

e FEach activity is performed a certain number of times per month. The volume of monthly activity is calcu-

lated in the model’s Volume Activity Generator (not shown).

e FEach activity has an associated cost, called the Planned Unit Price (provided by the Acorn ABC engine,

based on recent historical costs).

The Assigned Expense for each product within a customer segment is calculated by multiplying each activity
Volume by its associated Planned Unit Price to arrive at a monthly Cost for that activity, then summing the costs

of each activity associated with that product.

As can be seen in the graphic below, the Assigned Expenses tab summarizes the information into the Volumes,

Unit Price, and Cost of each Activity for each product type within the customer segment.
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Funds Transfer Plarnes Urit Pize 066 066 066 066 066 066 066 066 066 066 0.66 066 066 066 066

2574 2591 3170 2217 2297 2553 3101 1,988 2838 6233 6190 11545 47297 11020 6804
2651 1906 3864 338 2883 2307 2622 3218 2125 10.863 8431 12133 56583 8064 8154
Settement Plarned Lt Pice 087 08 08 08 087 08 08 08 08 037 08 087 087 087 087

Cost 2301 1659 349 236 2508 2007 2281 2800 1849 9451 7388 10556 49232 7016 7984

Volune: 1205 1229 14D 1308 1478 18I 1804 1405 1323 2051 L244 168B 17744 2691  3.005

Lockbon [wholesale, Ftal, Wholetai] Plarned Lt Pice Doz 002 002 002 002 00z 002 002 002 062 002 002 002 002 D02

24 2 23 2% 30 36 36 28 2% 41 25 30 35 54 60

ches 4372 3219 4081 2538 4209 4699 4402 4001 3371 L0 12737 13814 73253 19486 14,238

Chesk procassing Plannes Uri Pie 004 004 004 004 004 004 004 004 004 004 004 004 004 004 004

Cost %5 129 163 W2 160 8B 176 160 135 &2 509 553 2930 #9500

ume: 2733 2550 1777 2620 2466 2851 FAG1 2941 3940 0972 U566 7079 51746 10328 10,006

ACH Tenter Plarred UritPice 148 144 14k 148 144 146 144 146 144 144 146 14s 144 14 143

Cost 5357 3660 2549 3773 3538 4092 4967 4221 5654 12875 12264 11305 74255 1480 14359

Velumes 3202 2016 3455 3031 2492 2421 3784 3543 3546 12009 10967 12302 GASEB 7497 14932

Fedulie Trenster Planned UritPice 217 217 217 217 217 207 217 217 217 217 217 217 217 217 21

Cost 70% 4592 749% G706 5408 5254 8211 7689 7694 2609 25960 27.998 140112 16269 32402

chmes: 42 712 1005 912 795 714 491 750 735 960 1581 319 12277 215 2673

Check Image CD Cieslion Plarned Lkt Price 681 681 6B 68 681 6Bl 681 681 GBI 681 681 681 6Bl 681 681

Cost 2898 4843 6842 6211 5408 4863 334 5106 5005 653 10758 2075 83569 14600 18134

Velumes 3207 3295 2624 AG 4305 3421 4273 4099 3517 10476 9430 96/ 62083 1312 9812

. 104 104 104 104 104 104 104 104 104 104 104 104 104 104 104

Cost 3408 3627 2729 383 4477 356 4444 4263 3658 10.8% 9807 10065 GASGG 13647 10.204

. i ol 2863 3258 3299 3M3 253 2837 256 4297 Z0DA 16519 £281 12098 GAA93 8743 1494
e e ] Flanned Uit Pics 038 0% 098 098 09 0% 099 098 09 038 0% 09 098 038 09 .

< >




The Profit & Loss Statement tab is the recipient of the revenue, assigned expenses, and new initiative revenue
planning that have been described. This tab combines revenue information with assigned expenses to forecast
the contribution margin for the customer segment. In addition, it allows for overhead items, such as finance,
executive, and HR, before arriving at Net Income Before Taxes and ultimately Net Income for the customer
segment. Note that new initiative revenue is included on the Profit and Loss Statement, but has its own revenue
and cost lines. This separation allows new initiative information to be differentiated easily, and also allows for
seasoning of new accounts if the bank so desires. Finally, the Profit and Loss Statement also includes a number
of Key Performance Indicators (KPIs), allowing the customer segment manager to track important pieces of

information. There is also a tab (not shown) in the model in which the KPI targets are set and tracked.

Profit & Loss Tab

| Pt Loss Torges [ Profit & Lows | s | Iitives Cle | overne Bonces | Vo pcityCas | it vobane ety e | s Evporses | e tssumtions | RERN
| Eleclienics 1§ =] 5[] [Cash Menagement x| P[] Nothesst ~]

Jan06 | Feb06 | Ma06 | Apefls | My | JunG6 | b | A6 | Sepl6 | Oadh | NowOs | DecOb | 2006 | Jand7 | FebO7 | Marl
HelInerest Maign 252,208 253400 254,654 255002 257014 250127 259174 260332 761547 262650 263672 300903 264775 266004 267117
Fees 201714 210201 219606 228.677 237671 253122 2649 275577 286810 298045 309284 3IIAZT0 3119107 9155 397639 415207
Irifaive Revere 0 0 [0 0 0 0 [ 0 0 719 14393 21589 43978 37780 53986 70185

452859 462985 473086 483331 493553 510135 522477 534751 547141 566790 586334 618731 6252173 651717 717630 752510
Loan Losses. 32273 32334 32,395 32465 32531 92591 32648 32697 32758 32823 32881 32928 391,324 32982 33062 3313
0 0 0 [ 0 [

Iriitve Acqusiion Costs o o [] 17500 17500 17500 52500 25833 2583 2583
Assianed Expenses

Cosh Marogemert Assmped Experses | 103820 103713 111379 106,455 109,971 112715 115335 124612 109344 20463 299402 303744 1805206 33039 390725 309,951
Total Assigned Exponses 102620 103713 111379 105455 109.71 112715 115035 124612 109044 204636 299402 303744 1005206 330396 200725 300,051
Revenue Less Assioned Expenses | 349039 359271 61706 376,076 03502 397421 407142 410130 437790 202150 206052 4907 466960 13321 26904 363,650
Total Controllabie Expenses 03820 103713 111379 105655 109971 112715 11533 124612 109344 302135 6902 21248 1937705 56230 416559 414604
Contiibution Margin JIG766 326937 932 AN IFLNS1 I6AEI0  IAAM I7LAA2 AOSOAD 224635 222079 242970 3EI9E 216718 214012 23458
Financs MBI ATAI7 46162 45848 45365 44835 7274 A7.033 43618 AAG7A  A5SIS  488AT 549769 10468 11330 10464
Eveculive 37833 37075 6626 39466 36587 303 3WA% 3934 W07 I 365 39992 45070 9745 9083 943
Human Fesources 24070 25550 25420 26256 24565 25050 25991 23510 26624 25411 26140 24410 474D 5002 GAIS 5449
Net Income 203433 210805 221095 232841 244533 250056 263103 267560 295592 TIGAB0 112251 129724 2570978 190623 107204 200123
Number o FTE'S 2 2 2 2 2 2 2 2 2 2 2 2 2 2 2 2
Key Performance Indicators:

% Bolonce Groweh 000% 000X 000X @O0 000X 000X 000X 000k 000k 00D 000X DODX 000X 000X 0005 000%
% Reveme Grouth 000x 1635% 1542% 1461%  1330%x 2227% 1523% 1443% 1384%  1327%  1271%  2555%  1619% 1567% 3806%  1485%
% of Income fiom Fees 445% 455X A6AY  473%  4B2%  A96%  S06%  SL5%  S24r  533Y  541¥ 558  503%  S6dx  599r  60.9%
Profitability Movement Indicator 000x 293  08% 419  178% 361X 2453  O74x  674% (B/55%) 167x 981z (0.84%) (053) AT 11Uz
Efficiency Ratio (costs /revenue) | 4113% 4022z 104X 39607  30.89% 0799 3042%  3945%  IA.4X  GOB2X  70.07x  GOGBY  A7.55%  6263%  GOO1X  636AX
% Controllable Expense Giowth 000% (010%) 739% (442%) 3303 2493 2323  BO0Ax (12252) 176322  491% 13z 13453 1338x 1437z (0453
Revenue por Emploree 266388 272344 278286 284312 290325 300080 7] IAE0 321848 329.173 WA 1260 04363 W11/ I0I7B ADLIKT
Net Income per Employee 123200 120755 130,056 135,956 143843 151803 154766 157394 174466  GOAD0 66030 76,300 125999 112131 110120 122,425
< >

Current owner: wilcoxm

Revenue per Employee 62,766 66,811 71121 75,558 80,074 84,982 89,623 94,302 99,016 10
Met Income per Employee 31,719 37.536 40,814 46,410 47,749 61,395 58,007 63,540 69,651 2
Lag Total Controllable Espenses{Hide) 0 772198 715047 739,983 708,296 826,304  S6B646 780,545 745106 69
Opening Balances [hide] 0 0 0 0 0 0 [i 0 0

Lag Tatal FievenuelHide] 0 1847435 1,964,284 2089831 2219517 2,351,703 2495600 2,631,671 2768930 2,90
Lag Revenue Less Assigned Expenses (Hide) 0 1.075.238  1.249.237 1.349.848  1.511.221 1525399 1.926.954 1.851.127 2.023.824 2.20

Activity-based Costing and Management

Customer segment profitability planning is only as effective as the data upon which the planning is based. To
ensure the most accurate data, Cognos has integrated Acorn Systems’ Profit Analyzer CI, which provides
activity-based costing and management information. However, this solution can be used with any costing

provider (activity-based or other methodologies) or the bank’s existing systems.

For more information about how the Cognos Corporate Banking Customer Segment Performance Blueprint can
help your bank improve its customer segment performance, please visit the Cognos Innovation Center at:

www.cognos.comlinnovationcenter/blueprint_industry.html




About the Cognos Innovation Center for
Performance Management

The Cognos Innovation Center was established in
North America and Europe to advance the
understanding of proven planning and performance
management techniques, technologies, and practices.
The Innovation Center is dedicated to transforming
routine performance management practices into “next
practices” that help cut costs, streamline processes,
boost productivity, enable rapid response to

opportunity, and increase management visibility.

Staffed globally by experts in planning, technology,
and performance and strategy management, the
Innovation Center partners with more than 600
Cognos customers, academics, industry leaders, and
others seeking to accelerate adoption, reduce risk, and
maximize the impact of technology-enabled

performance management practices.
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