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Point of view



Point of view

As the United States emerges from the financial crisis, retail banks are striving to
outperform their competitors while grappling with unprecedented regulatory challenges
and shifts in consumer behavior.

Banks will need to formulate their strategies in the midst of unprecedented changes.

Today’s retail banks » Regulatory challenges—Regulatory reform has placed explicit caps on key sources of revenue. At
are operating in a the same time, banks must contend with restrictive new laws impacting their relationships with
new banking retail customers.

environment. In our
view, banking
leaders need to

* Changing consumer behaviors and expectations—US consumers are saving more, spending
less, and paying down debt. Consumer satisfaction levels are on the decline—and the emergence of
social media has created a new source of publicity with which banks must contend.

quickly and

decisively adopt new * Mobile technology and social media—The explosive growth of smartphone technology has

approaches or risk created a new distribution channel. Banks need a mobile strategy—and it’s not just a matter of

being left behind. making online banking available on a smaller device. At the same time, the social media explosion
requires companies to monitor what is being said about them and to take advantage of this channel
to build loyal advocates.

* Industry consolidation—Government-assisted deals continue to provide banks with a unique
opportunity to gain market share. The winners will be the banks that can successfully make the
whole greater than the sum of their parts and build loyalty with new customers.

» Adoption of new core banking platforms—The time is now for banks to replace legacy core
banking platforms. Aging, nonintegrated legacy banking systems are becoming a liability, as
maintenance costs rise and customers demand real-time access to information and services.
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Point of view
The current regulatory environment will make it more challenging for banks to increase
revenues and maintain profitability.

US banking industry revenues are projected to grow 5% annually, but major regulatory changes will depress
revenue growth and increase operational costs.!

By 2015, revenue in the retail banking sector, which accounts for half of US banking industry revenues, could exceed $400
billion.* But regulatory changes made in the wake of the financial crisis will make it more difficult to capitalize on that growth
potential. In a 2011 survey of CEOs worldwide, nearly 90% of leaders in the banking industry reported over-regulation as the
biggest threat to their growth prospects.2

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (Dodd-Frank) is expected to have a
fundamental impact on banks’ relationships with their retail customers. The regulation will restrict fees, strengthen consumer
protection, increase compliance costs, and potentially further commoditize the banking business. By some estimates, Dodd-
Frank will reduce profits by as much as 12% over the next five years, and will make it more difficult for banks to differentiate
themselves.3 In our view, banks need to re-evaluate their business models and understand how they will maintain profitability
post-Dodd-Frank.

The Credit Card Accountability, Responsibility, and Disclosure Act of 2009 (CARD Act) reduces the amount of
interest and fee income that banks are able to collect from consumers. It also requires many banks to invest in technology to
comply with new rules around billing practices. Some have estimated that the CARD Act will reduce the average annual income
of large banks by $500 million to $1 billion and mid-tier banks by $50 million to $100 million.4

Recent changes to Regulation E, which governs electronic fund transfers, are expected to reduce the fee income of the largest
banks by up to $1 billion by some estimates.4

FDIC insurance premium prepayments already have made an impact, reducing banking industry profits by 37.5% in 2009
according to some estimates.5 In addition, changes to the FDIC’s insurance premium assessment framework may reduce the
profitability of certain banking activities.

Basel III will more than triple banks’ capital requirements, increasing funding costs and leading to slower growth.

1 PwC analysis based on IBISWorld data; IBISWorld, “Commercial Banking in the US” (November 2010), “Savings Banks & Thrifts in the US” (December 2010), “Credit Unions in the US” (November 2010).
2 PwC’s 14th Annual Global CEO Survey, “Keeping Pace with Accelerating Change, Banking and Capital Markets,” 2011.

3IBISWorld, “Commercial Banking in the US” (November 2010).

4 Diamond, “From Surviving to Thriving: Maximizing Revenues and Profits in the New Banking Environment,” 2010.

5 IBISWorld, “Commercial Banking in the US” (November 2010).
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Point of view

US consumers are saving more, spending less, and paying down debt. Retail banks should
address this fundamental shift in consumer behavior.

Financial uncertainty is driving up the personal savings rate and spurring a fundamental restructuring of the

banking industry.

In the wake of the worst recession since the Great
Depression, US consumers went on a saving spree, driven by
uncertainty over retirement income and by tighter
restrictions on consumer lending. We expect the US personal
savings rate to continue rising for a sustained period,
potentially returning to levels not seen since the 1970s and
1980s.1

In addition to building up savings, consumers are paying
down debt accumulated during the era of easy credit that
fueled the housing boom. The majority of consumers
responding to a December 2009 PwC survey noted that they
had been actively paying off debt over the previous 12
months and planned to continue doing so over the next 12
months. 2
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Retail banks can capitalize on consumers’ new focus on thrift and concern about retirement income by
offering financial planning and related products. The winners will be those banks that reach customers and

prospects through mobile technology and social media.

More than 90% of adults in the United States have a mobile phone, making this a nearly ubiquitous channel for reaching
customers and prospects.3 The explosion of mobile technology, combined with a surge in the popularity of social media outlets
such as Facebook, YouTube, and Twitter, gives retail banks a new way to connect with consumers 24/7—and a mandate to do so.
Consumers are in the driver’s seat, and they are demanding that services come to them—when and where they want them—and

not the other way around.

1 PwC FS Viewpoint, “The New Rule of 10%,” May 2010.

2 Ibid.

32009 North American Consumer Mobile Communications Outlook, Frost and Sullivan.

4 “Personal Savings Rate.” US Bureau of Economic Analysis and PwC calculations. www.bea.gov.
PwC
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Point of view

To stay competitive, banks are embracing mobile technology and incorporating social
media into their marketing strategies.

Banks and their competitors are grappling with the implications and opportunities created by mobile phones

and social media.

Virtually the entire retail banking customer base is equipped to handle simple mobile financial services. The table below outlines
how banks can leverage the popularity of mobile technology and social media and highlights the activities of non-traditional
players who are jumping into the game.

Mobile banking

Mobile payments

Social media

PwC

Banks are investing in technology that allows their customers to complete
transactions, manage their accounts, and perform banking research via
their mobile devices. Examples of mobile banking services include remote
deposit capture, two-way text banking, apps for locating branches and
ATMs using GPS, and bill payment.

Non-bank competitors have deployed numerous mobile payment
technologies; no standard infrastructure has yet emerged. Payments can
be made online and charged to a mobile phone account; completed via
text message; initiated at retail outlets by scanning a bar code displayed
on the mobile device; or made by waving a mobile device with an
embedded contactless chip at a special point-of-sale device.

With the advent of social media, customers are now sharing their
experiences in real time. The social media explosion requires companies
to monitor what is being said about them and to take advantage of this
channel to build loyal advocates. Social media provides banks with a new
way to improve brand recognition, expand customer reach, enhance the
customer experience, and introduce new products.

National, regional,
and community

banks
Credit unions

Amazon
PayPal
Starbucks
AT&T
Verizon
Obopay

Facebook
Twitter
YouTube
Foursquare
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Point of view
Acquisitions can give banks a competitive edge, though they will need a well-executed
strategy to more fully realize the benefits of the combined organization.

With help from the federal government, many retail banks expanded rapidly during and after the financial
crisis of 2007-2009. Some winners are emerging in the newly consolidated environment.

During the financial crisis and its immediate aftermath, many banks took advantage of government-assisted deals to acquire
other banks at bargain prices. These acquisitions enabled banks to increase market share and profitability by consolidating
redundant functions and implementing related cost-cutting initiatives. These organizations are now working to strengthen their
newly acquired customer relationships and are taking advantage of new markets, products, and services.

While most large national banks have slowed the pace of retail bank acquisitions because of regulatory limits, banks with access
to capital continue to view acquisitions as a growth opportunity. Acquisitions can benefit banks by enabling them to:

» Reduce combined operational costs by eliminating redundant back-office functions
 Spread technology investments and regulatory compliance costs across a larger base
* Gain access to new markets and customers for cross-selling

* Increase the ability to invest in state-of-the-art technologies
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Point of view
A handful of institutions are beginning to implement customer-centric technology and
operational platforms to support a coordinated channel strategy.

Aging, nonintegrated legacy banking systems are becoming a liability, as maintenance costs rise and
customers demand real-time access to information and services.

Banks are weighing the costs and benefits of replacing legacy mainframe-based core banking systems with modern distributed
applications. A customer-centric core banking system can help an organization increase revenues and flexibility and decrease
costs and risks.

Implementation challenges Implementation benefits?
/ Build business case %/ Growrevenue
» Obtain project sponsorship » Improve customer targeting
» Analyze stakeholder needs and expectations » Provide real-time transaction updates
« Perform cost-benefit analysis « Enable consistent customer experience across channels
.+ Evaluate options « Enable information-based services such as alerts, online
- : banking, and mobile banking
/" Project execution
+ Coordinate project management " Reduce costs
» Develop target state » Reduce system maintenance costs
» Redesign front- and back-office banking processes » Reduce overhead and processing costs
« Develop and roll out training » Decrease dependence on mainframe IT personnel
.+ Measure project impact and benefits . » Decrease acquisition integration cost and complexity
" Manage risk * | Increase flexibility
- Integrate regulatory compliance needs » Improve scalability of processes and systems
« Manage organizational changes « Support increasing demand for global services
» Identify, escalate, and manage incidents . * Support optimized pricing strategies

.+ Address global implementation risks

/ Reduce risks

» Avoid costly manual workarounds
« Limit manual handling of exceptions with straight-
through processing

1 PwC FS Viewpoint, “Banking on Change: Technology and operations excellence in ¢ Enha.nce re[t>ort1ng to support growing comp liance
the post-financial crisis world,” September 2009. HEqUITGINEES
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Point of view
At the same time, banks must overcome organizational silos, disconnected channels, and
nonintegrated systems.

The typical retail bank faces three significant organizational and technological barriers to understanding
customer needs and identifying products and services to meet those needs.

Organizational silos Multiple channels Non-integrated legacy IT systems

Operational units and product lines (e.g.  Banking channels (e.g. Web, mobile, Aging IT systems have been cobbled
deposits, mortgage and home equity, branch, call center, ATM, lending together from multiple acquisitions and
consumer lending, small business offices, wholesale/broker) are product lines. System changes are
lending, credit card, wealth administered separately, and there is expensive and time consuming, often
management) are not only managed and little understanding of how to manage requiring months of lead time.
measured independently, but also are the customer experience effectively from
focused on their respective business different channels. Disparate IT systems make it difficult to
units. understand and analyze data with

In our view, these channels should—but  consistency or rigor. This lack of
The bank offers hundreds of products currently do not—view themselves as information makes it difficult for those
that are difficult for employees to sales centers. who interact with customers to identify
remember and for customers to which products and services the
understand. customer currently uses and which

products might help the customer to
achieve his or her overall financial goals.

Overcoming these barriers will strengthen the customer relationship and reduce operational costs, offsetting
some of the lost revenues and increased costs resulting from new regulatory requirements.

PwC When the Growing Gets Tough:
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Point of view
Since the vast majority of US consumers already have a banking relationship, banks have

limited options to grow their customer base and increase their “share of wallet.”

Research indicates that 92% of US households have a checking or savings account with at least one financial
institution.! This scenario makes it difficult for retail banks to grow their customer base and increase
revenue.

Banks are left with three potential growth strategies:

Buy Use acquisitions as a vehicle for growth
Take Gain market share from competitors and fend off new entrants
Build Persuade customers to buy additional products and services

1 FDIC National Survey on Unbanked and Underbanked Households, December 2009, http://www.fdic.gov/householdsurvey/executive_summary.pdf.
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Point of view
Banks that deliver excellent service can win market share from their competitors.

Customer service is the foundation of a strong relationship.

A 2010 survey by J.D. Power and Associates shows that customer loyalty has declined in the past few years. According to the
survey, “the percentage of customers saying they will ‘definitely not switch’ [banks] in the next 12 months” fell from 46% in 2007
to 34% in 2010.* With easy access to a flood of information on banking products online, consumers can access a broad range of
providers to meet their needs, expectations, and demands. With the popularity of social media, they also can share their
experiences—good and bad—in real time. According to the survey, poor customer service is the leading reason consumers
switched banks in 2010.

Other research suggests that banks are struggling to gain a greater share of their customers’ wallets. A 2011 retail banking survey
conducted by PwC indicated that while the average consumer has 6.1 financial products, only about half of them are with the
customers’ primary financial institution. According to the survey, there is significant opportunity for banks to service a greater
share of their customers’ financial needs.

64 30

Percent of respondents have Percent of insurance-holders Percent of respondents either do not
brokerage accounts held at a purchased it from a non- use financial planning services, or
non-primary financial primary financial institution.® obtain them from a non-primary
institution.? financial institution.*

1J.D. Power and Associates, “2010 Retail Banking Satisfaction Study,” www.jdpower.com.

2 PwC February 2011 Survey of Retail Banking. Calculations reflect respondents who indicated that they purchased this product from only a non-primary financial institution, as a percent of respondents who
purchased this product.

3 Ibid.

4 PwC February 2011 Survey of Retail Banking. Calculations reflect respondents who indicated that they purchased this product from only a non-primary financial institution or not at all, as a percent of
respondents.
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Point of view
To capture a greater share of wallet, banks must evolve beyond “pushing” products to
understanding and delivering on customers’ financial needs.

Leading institutions are adopting a new customer-centric model to replace outdated product-centric models.

Today, many banks focus on selling products rather than gaining a holistic view of the customer’s financial situation. The
traditional banking model is organization-centric and structured around internal product groups.

In our view, banks should focus on gaining their customers’ trust by identifying and addressing customers’ overall financial
goals, then deliver products and services to help achieve those goals. Each customer should be assigned an advocate within the
bank whose job is to identify and manage the customer’s long-term financial goals and guide the person to relevant products and
services. For instance, financial planning might be the core product on which the relationship is built, particularly for the “mass
affluent” market segment.

In a customer-centric model, features are designed to improve the customer experience.

» The customer’s information is integrated and can be accessed from any location.
» The customer is not required to complete redundant forms, which speeds processing and improves the customer experience.
= There is a single credit underwriting process, even for customers who have multiple loans with the bank.

» Loyalty programs, if in place, reward customers for activity across multiple product lines.
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A

Point of view

Banks that gain a deep understanding of their customers through life cycle segmentation
can leverage their knowledge to offer the right products to the right customers at the right
time.

Banks that utilize life cycle segmentation can create more revenue-generating opportunities, increase cross-selling, build
profitable long-term relationships, and discourage attrition. The relationship between investable assets and debt over a
consumer’s lifetime follows a predictable pattern.

Consumer financial planning life cycle

Life trigger points >
College-bound
children
(investments,
School-age education Retirement
Enter college, Birth of a child children loans, second (investments,
workforce (IRA plans, (home equity mortgages) reverse
Initiate banking (payment new home loans, 529 mortgage, .
relationship vehicles— Marriage (joint mortgage, education est_ate planning,
(savings/ credit/debit, checking loans, plans, retirement plan
checking auto loans) accounts, 401K insurance, 529 insurance) distribution)
accounts) plans, CDs, education

money market) plans)

Teenagers / students Single adults Childless couples Young families Established families Empty nesters Mature adults

= Investable assets Debt

Questions to consider:

» How have we defined our customer segments? Who are our most profitable customers? What does it cost to serve them?

* Do we have an ongoing relationship management process?

» Do our front-line employees have the knowledge, training, and incentives to build customer relationships and sell customers
the right products at the right time?

PwC When the Growing Gets Tough:
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Point of view

In conclusion, we see the leading retail banks establishing effective game plans to
transform their businesses in a number of important respects.

To be positioned for profitable growth, banks should execute well in six key areas: customer relationships,
product design, pricing, expense management, distribution channels, and regulatory/risk management.

Customer
relationships

Product design

Pricing

Expense
management

Distribution
channels

Regulatory/risk
management

PwC

By gaining a deep understanding of their customers, banks can anticipate the customers’
needs and proactively offer the most relevant products and services—and in the process,
strengthen the customer relationship.

Banks that develop a standard, repeatable process for dynamically customizing products
without creating back-end complexity will be able to respond quickly to changing
consumer preferences and needs.

The pricing function is becoming a strategic tool for taking full advantage of potential
profits. We see banks analyzing customer data to determine the maximum price each
customer segment is willing to pay for a given product.

Banks that take a customer-focused approach to managing expenses will be better
equipped to reduce costs without sacrificing customer experience. Both front- and back-
office costs should be assessed for potential cost-reduction opportunities.

By tailoring channels to a specific customer segment or purpose, banks can capitalize on
the distinct and complementary role of each channel while managing costs.

There is a need to optimize the business strategy within the context of current regulatory,
capital, and risk management considerations.
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Competitive intelligence



Competitive intelligence
To maintain market share and strengthen customer loyalty, leading banks are
implementing strategic pricing and delivering a better customer experience.

Customer relationships
To deliver the ultimate
customer experience, banks
are striving to connect with
customers on a personal
level.

Product design
Banks are using new
technologies to provide
products tailored to
customers’ needs.

Pricing

In response to regulatory
pressures that have
trimmed profits, banks are
looking for additional
sources of revenue from
their customers.

PwC

In a 2010 survey, an online bank received the highest customer satisfaction ratings,
despite not offering the best rates. Its call centers strive to personalize the customer
experience by aiming to answer all calls within 20 seconds. The bank also demonstrates
confidence in its service with a money-back guarantee.

A regional Midwestern bank used YouTube to spread brand awareness by producing a
series of financial education videos aimed at college students.

In 2010, a global financial services firm used Facebook for its philanthropic effort to
promote its community giving campaign, gaining 2.5 million fans in the process.

A global financial services firm supports “tap and pay” mobile payments which allow
customers to use their mobile phones like credit cards.

In an effort to engage young adults, a credit card processing company offers customer
reward points that can be redeemed for virtual goods on Facebook.

In 2010, three major US banks simplified ATM deposits for customers by eliminating
the deposit envelope and providing a scanned copy of deposited checks on the receipt.
Though the ATMs are costly, a bank spokeswoman said that the new technology
“removes many of the anxieties people had about their accounts.”

One major US bank replaced free checking with a new account type that requires
customers to make a monthly deposit over $250 or maintain a minimum balance to
avoid a $5 monthly fee. College accounts now are assessed a $3 monthly fee unless the
account holder maintains a $500 minimum balance.

Another major US bank rolled out an “eBanking” program, which requires users to make
deposits and withdrawals electronically or pay an $8.95 monthly fee.

A global financial services firm offers a scaled-down checking account which requires
customers to complete five transactions per month or pay an $8 monthly fee.

When the Growing Gets Tough:
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Competitive intelligence

Forward-thinking banks are adopting unique solutions to manage expenses while
reshaping their channel strategies to accommodate mobile technology.

Expense management
In an effort to manage
expenses without impairing
the customer experience,
banks are collaborating
with employees to identify
unique cost-saving
solutions.

Distribution

Online and mobile channels
are growing in importance
and are complementing
retail bank branches, which
continue to play a critical
role in attracting customers
and building relationships.

PwC

= Several banks are managing personnel costs by not replacing vacated positions or by

hiring part-timers to fill the gap. Banks also are reducing overtime costs by moving
away from the standard 40-hour week and holding supervisors accountable for staffing
based on workload from week to week.

One regional bank has reduced training costs by increasing reliance on online training
courses and encouraging employees to become more involved in local and state banking
associations—a low-cost way to stay current with industry trends.

Banks with small geographic footprints are leveraging remote deposit capture as a
means to reduce branch costs while appealing to new customers.

* One regional bank is using the mobile phone as a sales channel by offering auto loans

through an iPhone app. Using the app, customers enter information about the model of
car they wish to buy. If the bank has a relationship with the dealership, the app displays
the price the bank has negotiated with the dealer and determines if the buyer is
qualified to receive financing from the bank.

A major US bank provides free online money management tools and financial
education videos, and has deployed mobile applications written for the iPhone,
Android, BlackBerry, and Palm devices.

An Oregon-based community bank is building smaller branches with less focus on
transactions. Instead, the branches function more like community centers, with
community displays and occasional live music.
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Competitive intelligence
Banks that execute well in the following five areas of focus are better able to develop a

competitive advantage.

Areas of focus

Lagging

On par

Leading

Customer
relationships

Customer needs are addressed
individually by the relevant product
business unit. While portfolio view of
the customer’s products may exist, it is
not used or is too fragmented to
analyze.

A portfolio view of the customer’s products
is available. Data analysis is used in the
back office to identify relevant products
based on recent purchases, and cold calls
and mailings are used to advertise these
products to the customer.

An advocate is designated for each customer relationship,
with the goal of addressing all customer concerns,
understanding the customer’s financial life cycle,
anticipating potential needs, and discussing relevant
products that address those needs. Customer-facing
employees have received customer experience training.
Metrics are used to measure customer satisfaction,
retention, and cross-selling.

Product design

Product bundling is used primarily to
maximize usage of core banking
products. Product changes require
significant lead time.

Various product features are combined to
achieve different strategies such as
acquiring new customers, reducing rate
shopping, encouraging customer self-
service, and increasing customer loyalty.

A systematic product development process enables timely
collaboration across multiple product lines, IT, marketing,
and compliance. Product features are stored as
components in the system architecture, enabling flexible
product combinations that can be adapted quickly to
changing business strategies.

Pricing

Pricing is based on “what has worked”
historically, and is adjusted periodically
based on changes in operational costs
and competitor pricing.

Some form of price optimization is in use,
typically driven by the marketing
organization. Price modeling is based on
analysis of customer and competitor data
for each product and region.

A dedicated team focuses on analyzing current and target
customer data. Robust price modeling exists and takes
input from product, marketing, and sales. IT is actively
involved in data collection and development of necessary
back-end interfaces.

Expense
management

Cost-cutting edicts are issued when
revenues dip below expectations, and
are made indiscriminately across the
board. Cost-cutting has a visible
negative impact on the customer
experience.

Cost reduction is focused on increasing
automation in the back office and reducing
headcount through the use of shared
service centers and outsourcing. Early
efforts are promising, but typically lose
steam after about 12 months.

Sustainable expense management is a corporate priority
that is embedded in the annual budgeting process.
Targeted cost-cutting efforts assess back-office efficiency
as well as front-office profitability (products, geographies,
marketing). Employee compensation is linked to cost-
effective customer acquisition, retention, and development
initiatives.

Distribution
channels

Customers are frustrated by a
fragmented experience across
distribution channels. Limited back-
office integration results in longer
processing times and a higher
incidence of errors. There is no mobile
strategy.

Distribution channels are managed
separately, with independent budgets and
resources. Some multi-channel integration
exists, but manual workarounds may still
occur in the business because of differing
priorities of the IT organization.

Channels are integrated on the front and back ends. Low-
value transactions are serviced by low-cost channels,
while high-value transactions are directed toward more
personalized, higher-cost channels. Knowledge of
customer channel preferences is analyzed and used to
personalize the customer experience further and increase
cross-selling.

PwC
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|
A framework for response

By focusing on strategic initiatives and deploying enabling technology, retail banks can
position themselves for profitable growth.

Navigate regulatory risk

Deepen Customize
customer product
relationships design Implement

technology
Cultivate roadmap

customer- = Customer segmentation

focused _
Manage culture ANICCLECY andanalytics

expenses pricing = Core banking
= Mobile

Improve
cross-channel
distribution

Foundation elements: People, Finance, Project management, Change management
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A framework for response
Understand customers’ life cycle needs, preferences, behaviors, and purchasing patterns.

Understand the

customer

Objectives

= Identify
customers/households
that generate the
greatest current and
long-term value to the
organization.

= Clearly identify the
drivers of loyalty (or
attrition) and cross-
selling.

Activities

= Gather relevant
customer data.

» Identify core and growth
target customer
segments, focusing on
each customer’s financial
life cycle point.

= Analyze historical
preferences and
purchasing patterns.

= Assess potential lifetime
profitability of each
segment.

PwC

Enhance the

Break down sil .
eak do Stlos customer experience

Key principles to deepening customer

Objectives Objectives relationships:

= Transition from an = Ensure a consistent high- = Develop strong links between service
o.rganizational/ product quality experience across quality and corporate-wide strategy that
view to a customer- channgls. includes measurable goals and incentive-driven
centric portfolio view. = Establish a formal compensation aligned to service quality

= Align compensation with process to obtain and
firm-wide value positively react to * Understand current pain points across
maximization versus customer feedback. customer segments and interaction channels
rewa rding 1pd1wdual S O * Unify disparate systems that may be driving
brisiness winiis o addressing customer different levels of service quality across various
volume. needs and wants. touch points

Activities Activities . Deve.lolf concrete returns on service

* Analyze barriers to * Create journey maps for quality initiatives to tie initiatives to
effective retention and critical processes/ measurable results
cross-selling efforts. moments of truth (e.g.,

= Implement robust customer disputes, loan Questions to consider:
retention and cross- closing). = Do incentive policies reward customer-focused
selling metrics. = Design a “voice of the behavior?

* Enhance cross-training customer” program and = Does the bank have easy-to-understand products?
of best practices across pilot the program in a » Is the bank outperforming its peer group in
business units to boost business unit. critical customer satisfaction metrics (e.g. intent
retention and cross- = Create a customer to repurchase, intent not to switch)?
selling. satisfaction scorecard = Is the bank reducing attrition with highly

* Make organizational/ and define key dissatisfied customers? Broadening relationships
structural changes to performance indicators with the most satisfied customers?
overcome barriers. for key customer

segments.
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A framework for response
Roll out customized products to meet the demands of target customer segments.

Banks should develop a standard, repeatable process
for creating and dynamically bundling products
without disrupting operations or increasing costs.

Such an agile design approach involves breaking down
products into a set of shared elements that can be
combined in modular form to create customized bundles.

Components of product design

Internet
Mobile
Call center

Financial planning
Credit lines
Savings/checking
Credit card
Insurance
Loans

PwC

Monthly fees
Transaction-based

Willingness to pay
Branch reputation
Life stage
Banking needs

Employing agile product bundling:

* Understand customer segments and product/channel
preferences, profitability, and price sensitivity

* Overcome internal product silos—Many customers are forced to
manage multiple product silos to address their range of banking needs,
often leaving them highly dissatisfied.

* Develop a modular, dynamic product development process—
By breaking down products into a set of shared product features,
customized products can be delivered in a timely way without
sacrificing quality or requiring compliance with multiple product lines,
channels, and functions (e.g. IT, marketing, legal, other stakeholders).

* Bundle products—Base groups on demands of the customer segment,
the type of product/feature growth desired, and how well the products
complement each other.

* Unify the technology infrastructure—Enable integrated offerings
and quick rollout of product bundles by creating a unified product
repository that stores all product data and rules from legacy systems or
product silos.

Questions to consider:

= Can we quickly roll out customized product offerings to meet specific
needs of customers?

= What are our customers’ product and channel preferences?

= Can our front-line employees articulate the value of our products to
customers in language that is easy for them to understand?

= Do we have a standard, repeatable process for allocating revenue from
product bundles across product lines? For monitoring the terms of
conditions of each product bundle (e.g., minimum deposit balance)?
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A framework for response

Apply strategic pricing to balance revenue maximization with the risk of losing customers
to competitors.

What is each customer
segment’s “willingness to pay”?

Market share
decreases

()
(&)
=
[oF
—
(&)
>
e}
o
=
o

()
—
©
=
(%]
—
Q
X
—
[
=

Product
profitability rises

The first step in developing a strategic pricing
strategy is to determine the maximum price each
customer segment is willing to pay for a given
product.

If product price is too low, banks lose potential profit
from customers who would have been willing to pay
more. If pricing is too high, banks risk losing
customers to competitors and market share declines.
The optimal price is the maximum that customers are
willing to pay, and it yields the maximum profit the
bank can earn for a given product and customer
segment.

PwC

Implementing new pricing strategies:

» Take a data-driven, analytical approach to setting and
managing prices versus a marketing and sales approach to pricing.
Pricing decisions should become a strategic priority shared by
marketing, sales, and senior management rather than a tactical
function within marketing or sales.

» Explore where customers might be more flexible about rates
versus assuming that all customers are price sensitive. This involves
gaining a holistic understanding of customer needs, preferences,
behaviors, purchasing patterns and price sensitivity and understanding
when a price shift may trigger a negative response.

= Assign clear ownership and responsibility for pricing outcomes.
This is especially important given the inherently cross-functional
nature of pricing across product, marketing, sales and operations
groups. A pricing owner should be designated to ensure a coordinated
approach to pricing that balances the needs of all of these groups.

= Adapt quickly to change—Strategic pricing often requires change in
the form of new pricing practices, data collection techniques, and
implementation of interfaces between back-end applications. Banks
must manage these changes effectively to understand fluctuations in
customer pricing preferences.

Questions to consider:

» Does the bank understand the maximum amount a customer is willing to
pay for a given product? Are prices set accordingly, to maximize profit?

= Are pricing decisions a tactical function limited to one group or a
strategic priority shared by marketing, sales, and senior management?

» Are ownership and responsibility for pricing outcomes clear?
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A framework for response

Ensure a consistent experience across all channels while directing customers to their

channels of choice.

Since most customers interact with their banks through multiple
channels, banks must deliver a consistent and efficient experience across
all channels, including mobile and Internet. Banks also should develop
channel-specific strategies that capitalize on the distinct and
complementary role of each channel:

» Low-cost Internet and mobile can become the primary channels for
high-volume, routine transactions and servicing.

» Internet and mobile also can be effective lead generators, driving
prospects to branches, where employees can establish new banking
relationships and where higher-value activities are performed (e.g.
dispensing financial advice on complex products, resolving disputes).

e e ca conlan et Jwobie

Cost per transaction 1 $1.34 $3.75 $0.60 $0.09 $0.14
Open account ([ {

Obtain financial advice [ ]

Change address [ ] { ( (
Resolve a dispute ([ ] [ ]

Transfer funds ( ( (
Schedule bill payment [ [
Obtain cashier’s check ([

Receive account alerts ( {
Locate ATMs { {
Deposit checks [ ] [ ( (

Some channels are better suited to certain activities than others. Banks
must balance offering this diversity against the cost of operating each
channel.

Implementing cross-channel distribution:

Identify high-value and high-potential segments of
current and potential customers likely to adopt the
new channel (e.g. mobile banking) and the bank’s
products. Use analytics tools, customer segmentation, and
knowledge of channel preferences.

Test and learn what works when it comes to actively
shaping customer behavior. Employ education, peer
analysis, segmentation, channel integration, and process
redesign.

Implement key architectural changes—Consider
moving from legacy core banking platforms that rely on daily
batch processing to modern platforms capable of processing
real-time transactions.

Questions to consider:

Have we developed customized strategies for customer
segments based on each segment’s channel preferences?

Is information integrated across different channels, or does it
reside in silos (e.g., is the customer required to repeat account
information provided to the interactive voice response system
when speaking with a customer service representative)?

What is our bank’s mobile strategy?

Are we delivering the right product bundle for the right
customer at the right time, at the right price, and using the
right delivery channel?

1 TowerGroup, “And the Customer Takes the Lead,” Nicole Sturgill, Research Director, Delivery Channels, Reference # V63:01N, April 26, 2010.
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A framework for response
Target front-office and back-office processes when managing costs, being careful not to
jeopardize customer relationships or undermine growth.

To increase efficiency, banks need a strategic approach that balances
customer expectations for greater simplicity, efficiency, and service

quality with short-term operational cost reduction. Banks typically focus

on increasing the efficiency of back-end operations; however, front-
office efficiency often can be increased as well, by streamlining or
eliminating processes that do not create value for customers.

Cost-cutting initiatives

Front office

» Targeted cost cutting
Eliminate geographies, products,
and customers who are not core
to the business.

* Reinvested savings
Continue to implement process
innovation to increase efficiency,
and reinvest the savings in next-
generation customer service
initiatives.

* Marketing
Analyze the effectiveness of
spending on targeted customer
segments.

» Sales
Ensure that sales efforts support
the bank’s customer growth
strategy.

Back office

= Shared services

Increase simplicity and efficiency
by replacing costly, siloed internal
processes with a shared service
model.

Quality and speed

Quantify and examine operational
errors, and target the root causes
to reduce customer pain points.

* Risk management

Examine the impact of risk
processes (e.g., excessive
documentation requirements) on
customer experience, and
streamline where possible.

= Technology

Align IT projects with the
business strategy.

PwC

Implementing customer-focused expense
management initiatives:

» Customer focus—Ensure that the impact of expense line

items on customer service can be traced.

Robust approach—Invest in a consistent methodology
and include its execution as part of the annual budgeting
process. Sustainable expense management maintains
accountability at the grass-roots level.

Enterprise-wide approach—Be willing to change the
operating model, organizational structure, and technology
capabilities to support expense management objectives.

Reward systems—Tie cost-effective customer
acquisition, retention, and development efforts to
incentives.

Metrics—Establish key performance indicators and use
metrics to assess the impact of expense management
measures on customer satisfaction.

Questions to consider:

Has the bank eliminated processes and activities that do
not create value for customers or the bank?

Are quality and speed built into the process while
minimizing the variability in service delivery?

Is the bank rationalizing legacy technologies and
streamlining IT service management ?

To what extent are manual tasks/processes automated?
Has the bank assessed options for outsourcing non-core
functions?

When the Growing Gets Tough:
How Retail Banks Can Thrive in a Disruptive, Mobile, Regulated World



A framework for response
Cultivate a customer-first culture throughout the bank.

Banks that are more likely to succeed are the ones that can embed these initiatives into a customer-first culture that continuously
reinforces every employee’s goals and behaviors.

Collaboration

Banks will need to develop a culture of
collaboration between traditionally
separate product-centric units.

Communication and reporting
Leadership should have a communications
strategy that reinforces the customer
culture. In addition, reporting should
facilitate timely, actionable information to
improve the customer experience.

Talent acquisition and development
Establish hiring, onboarding, and training
processes that support a “customer-first”
mind-set.

Rewards and incentives

Make employees accountable for achieving
customer-related goals by linking
compensation and rewards with
realization of those goals.

PwC
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There is no one-size-fits-all approach to fostering collaboration between
business units. Collaboration can be encouraged through organizational
changes, process updates, or investments in technology.

For example, the customer experience can be improved when business units
share financial data the customer has submitted for a mortgage to provide
relevant home insurance products.

Leadership’s messaging about customer focus should be consistent, straight-
forward, and frequently heard by both front-line and back-office employees.
Reporting systems, metrics, and dashboards should provide employees and
management with a single view of the customer.

Hiring should focus on specific skill sets that the bank needs to be successful
in deepening customer relationships. For example, branch personnel who
interact frequently with customers should have strong communication skills
and sales experience.

Onboarding and training activities should reinforce the bank’s processes for
understanding and addressing customer needs—by recognizing customer life
cycle triggers and suggesting products when they are relevant.

Relationship managers may be responsible for achieving a certain rate of
cross-selling for their customers.

Loan operations staff may be rewarded for decreasing the error rate in the
loan boarding process.
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A framework for response

Reexamine how customer segmentation and analytics are being used to understand and

target customers.

Customer segmentation

Customer segmentation is not a new concept in
banking, but few banks have translated the theory into
practice. To segment customers for marketing purposes,
banks must have access to information about all of the
products and services a customer has purchased across
the organization. Many banks do not have this
comprehensive information because they serve
customers in separate business units and on different IT
systems.

Obtaining a top-down view of all of a customer’s
accounts across the bank does not necessarily
require a complete systems overhaul. The view
can be achieved with a universal client identifier—a
unique number assigned to every account that a
customer has across the organization.

Customer analytics

With universal client identifiers added to all accounts,
marketing personnel can mine the data to produce a
comprehensive profile of each customer and assign the
customers to the appropriate segment (e.g., their stage
in the life cycle). Marketing efforts can then be targeted
to each segment and tailored to each customer. For
instance, if a customer in the “young families” segment
does not yet have a mortgage, the bank might send a
mortgage brochure to the customer and follow up with a
call from a lending officer.

PwC
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Example of customer segmentation model to analyze customer likelihood to
adopt distribution channels

Customer segments

Expected

Lifetime
Value

Mobile
Adopt Branch Phone Online
Very High Very High Moderate High Very ngh

Couples without dependents: Financial
up-and-comers, strong users of
technology

Empty nesters: Wealthy, high touch, Moderate High High Very ngh
low interest in technology
Established families: Growing assets, High

developing interest in technology

Low Very High Low

Implementing a successful customer segmentation
program requires careful planning and strategic decision
making. Questions to consider:

Single adults: Young spenders, low
savings, high interest in technology

Moderate High

» Have we gathered data that will enable us to understand where
customers are in the financial life cycle and to forecast their
money management needs?

» What is the lifetime value (current and expected future profit) of
each customer segment?

» What financial development objectives have we established for
each customer segment, and how are we differentiating product,
pricing, and communication strategies for each segment?

» Do we understand the drivers of customer loyalty and attrition for
each segment?
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A framework for response
Develop a technology strategy and roadmap that integrate the core banking platform with
emerging mobile channels.

New core banking and mobile
technologies can help banks strengthen
their ability to effectively implement
growth strategies while managing
operational complexity and risks.

Develop a service delivery

strategy for the “mobile wallet”:

» Mobile banking: Offers the
convenience of banking anytime,
anywhere.

* Mobile payments: Enables
customers to send money to any
mobile phone number.

* Mobile payments—contactless:
Allows customers to save time with
tap-and-go mobile payment service.

» Mobile marketing: Provides
consumers with exclusive
promotions, coupons, and alerts
based on their current location.

PwC

® 2

Developing a technology strategy and roadmap

1. Articulate the case
for change

2. Define the target
state

3. Select a business
partner

4. Assess the need for
front- and back-
office process
redesign

5. Integrate risk and
regulatory functions

6. Develop a
communications
and training
program

Develop a defensible, flexible cost-benefit analysis to build
support among stakeholders and board members.

Define a target IT model that is customer-centric. Consider
the desired core banking functions (customer relationship
management, products, delivery channels, servicing,
business analytics, accounting, risk) as well as integration
with the “mobile wallet.”

When selecting a business partner for core banking and
mobile technologies, assess the organization’s ability to
deliver scalable solutions, proactively address industry
trends, offer easy access to real-time data, and provide a
system architecture that integrates well with new
technologies.

Perform a gap analysis to determine the level of front- and
back-office process redesign needed to fully realize the
benefits of new systems and technologies.

Ensure that the target operating model provides modular,
user-defined capabilities for addressing emerging risks and
regulatory requirements.

Develop a robust communications and training program to
facilitate employee adoption of new systems and processes
and enable the organization to realize the full benefits of new
technologies.
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A framework for response
Evaluate current compliance programs against new regulatory standards.

As bank leaders consider strategic changes to increase competitive advantage and grow profits, recent regulatory changes should be
evaluated to determine how they will impact customer relationships, products, operations, and distribution channels.

Dodd-Frank
Act?!

CARD Act?

Regulation
E

_ Regulatory changes

New regulatory agency
A new agency, the Consumer Financial Protection Bureau (CFPB), will
oversee consumer protection.

State regulation
State consumer financial laws will not be as easily preempted by
federal laws.

Mortgage origination

New restrictions will limit how mortgage originators are compensated.
Underwriting standards will become more stringent: consumers must
demonstrate reasonable ability to repay loans, and financial
documentation must be verified.

Mortgage servicing

Servicers will be required to comply with new reforms in many areas,
including interest rate reset notices, escrows for taxes and insurance,
and timely response to customer inquiries.

Durbin Amendment
This regulation restricts interchange fees charged to merchants for
debit card usage.

Impacts on billing practices

= Payments must be applied to balances with highest interest rate first

= Late fees cannot be applied to outstanding balances

= Elimination of “two-cycle” billing

= Cardholders must be given full benefit of promotional rates

= Payments within 60 days are considered current, thereby preventing
new interest rates from being applied to old balances

Revised overdraft rules
Consumers must “opt in” to overdraft services before they can be
charged overdraft fees for ATM or debit card transactions.

Potential responses

Structure compliance programs in a format similar to the CFPB’s
organization (e.g., consumer complaints, fair lending, financial literacy, and
protection of older Americans).

Ensure that compliance programs for state laws have the same level of rigor
as federal programs.

Identify and review all forms of compensation to mortgage originators.
Review credit and underwriting procedures to determine what system,
process, and control changes will be needed to support new underwriting
standards, income verification, and pre-payment penalties.

Consider simplifying mortgage products to limit regulatory risk.

Review mortgage servicing procedures to determine what system, process,
and control changes will be needed to support loan servicing reforms.

Understand the cost drivers of the new operating environment.
Adjust pricing practices to become compliant.

Consider impacts on business model, operational functions, and relevant
technology and applications.

Understand the cost drivers of the new operating environment.

Adjust pricing practices to become compliant.

Assess the ability of current systems and processes to identify overdraft
situations in real time.

1 PwC's publication series “A Closer Look”, http://www.pwc.com/us/en/financial-services/regulatory-services/publications/closer-look-series.jhtml.
2 PwC FS Viewpoint, “In the Cards: Preserving Profitability in the Post-CARD Act World,” October 2010.

PwC
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A framework for response

Deploy the right planning and support functions to facilitate successful execution of

Initiatives.

As with any major undertaking, having the necessary support structures in place will help organizations meet their

strategic objectives on time and on budget.

Project Management People and Change
(0)sTu=N0%\%(0)] organization management
 Definition of project » Appropriate senior  Internal and external
scope project sponsorship communications
« Project planning « Acquisition of and » Deployment planning
« Stakeholder development of the + Development of
facilitation right talent for training materials, job
« Management of strategic and aids, etc.
change request operat}on‘fll Initiatives « Training courses
initiation, updates, + Organizational « Support desk
and approvals structure tha'-t
. Issue/risk supports business
management strategies and
. Project progress collaboration
monitoring ° 'Rewa{.ds ang d
. - incentives aligne
Reporting with business goals

PwC

Finance

+ Budget and actual
tracking

« Finance system
updates

« Revenue and cost
impact analysis

» Procurement

« Financial analysis and
forecasting
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How PwC can help
Core competencies

Customer impact

Business design and
performance improvement

Information advantage

People and change
management

Regulatory risk
management

PwC

Create a well-designed, integrated, market-facing experience across key areas critical to drive demand:
= Customer experience design

= Product design and portfolio management

» Pricing strategy

= Channel strategy, including mobile and social media

= Voice of the customer program

Evaluate and create the needed business and technology design to support your strategies, interface with

your markets, and measure progress on and achieve improvement objectives:

= Organic growth strategy and mergers and acquisitions

» Strategic sourcing and shared services

» Front-office and back-office process redesign, service quality enhancement, and cross-channel
distribution strategies

= Expense management assessment

Build a core competency in advancing information architecture and analytical skills to improve management
decision making and economic performance:

» Advanced customer analytics

= Core banking system selection and implementation

= Data management

Build effective organizations by aligning your people with your business strategies:
= Organizational structure and design

= Messaging and communications strategy

= Compensation and rewards

» Project and change management

Navigate regulatory complexity:

= Regulatory compliance programs

= Credit, market, liquidity, and counterparty risk management
= Governance, risk, and compliance frameworks
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How PwC can help
Our Financial Services practice

PwC is an advisor to 44 of the world’s top 50 banks and 46 of the world’s top 50 insurance companies, and is the leading service
provider to investment managers, pension funds, and hedge funds around the world. This diverse client base provides us with
unique access to develop peer insights and to understand from experience what works in specific client circumstances. In the

United States alone, we are able to call upon our 800-person Financial Services Advisory practice and more than 3,000 financial
services professionals.

Our thorough approach to serving clients provides them with a single point of accountability, which
creates an efficient and effective day-to-day working arrangement and, most importantly, best positions
our clients for success. We have significant experience in helping to drive complex programs and feel

strongly that we can work successfully in a cost-effective manner to meet your organization’s needs and
objectives.

Accountability
and cost
effectiveness

We offer a truly independent view, without prejudice or favor regarding specific vendors, solutions, or

approaches. We assess each situation and develop the most appropriate solutions depending upon the
client’s individual circumstances.

Trusted brand

Global PwC works in a globally integrated manner. This benefits clients in terms of consistent service delivery

. and quality because we are able to take advantage of the best ideas, resources and solutions from
footprint
around the world.

PwC
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How PwC can help
PwC’s Financial Services practice has helped banks address specific needs across their

organization.

Client needs

Supporting growth and
profitability

Delivering cost-effective
technology and operations

Producing actionable
financial information

Improving value from
mergers and acquisitions

Navigating risk and
regulatory complexity

Planning for and
responding to a crisis

PwC

Issues we help clients address

Assisting with product rationalization and innovation

Rethinking customer strategy in terms of customer needs and behaviors

Growing the wealth management practice

Improving analysis of customer information to identify opportunities for cross-selling and enhanced customer service
Improving productivity in branch network operations and profitability per branch

Rethinking and reexamining physical branch strategies in an environment of cost and operational pressures and alternative
branches (e.g. mobile and online)

Advancing consumer finance and mortgage business from servicing and pricing to operational and risk management strategies
and programs

Reshaping wealth management products and strategies and evaluating impacts on risk management, operations and regulatory
compliance

Investing in core banking systems to create competitive advantage by leveraging customer information, driving cost reduction,
increasing flexibility, and strengthening risk management

Delivering improved information that management needs to make enterprise decisions

Developing data architectures, management and quality processes, and procedures to support a single view of customer
information

Providing more actionable customer information to drive revenue generation
Improving existing technology infrastructure

Performing due diligence for finance, tax, IT, operations, human resources, and risk management
Structuring and negotiating asset purchase agreements, transition services agreements, and preferred provider agreements
Retaining customers from acquired banks and improving cross-selling opportunities

Integrating governance, risk, and compliance activities to reduce the cost of risk management while maintaining quality
Interpreting complex regulatory requirements and understanding how to enhance compliance while reducing impact to the
business

Developing effective compliance training programs

Organizing and preparing documentation to respond to regulatory investigations or sanctions
Managing liquidity issues through a tight credit market
Responding to litigation or other threats with clear communications, strategy, and roles and responsibilities
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How PwC can help
For further information, please contact:

Americas John Garvey john.garvey@us.pwc.com

+1 646 471 2422

Dan Jackett daniel.j.jackett@us.pwc.com
+1 415 498 7559

Anthony Klick anthony.klick@us.pwc.com
+1 401 954 6286

David Hoffman j.david.hoffman@us.pwc.com
+1703 918 3856

Nate Fisher nathaniel.fisher@us.pwc.com
+1 858 531 6058

PwC
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Select qualifications
Customer relationships—Large US retail bank

Issues

Approach

Benefits

PwC

The bank had faced minimal growth for several consecutive years, despite operating in a growing market. The
bank was seeking insight on how it could change its strategy to identify key target segments and improve
branding messages as part of a multi-year effort to drive double-digit revenue growth.

PwC analyzed publicly available bureau data together with the bank’s customer data to identify four primary
target segments that covered 65% of US households. Each segment’s attributes were defined based on
consumer needs, preferences, and current life stage. Using this information, we:

» Developed insights on each segment using both life stage and day-in-the-life analysis to refine product
positioning and targeting messages.

= Identified several key focus areas to increase same-store sales, including customer acquisition, customer
retention, and new products and services.

» Developed initiatives to improve the geographic footprint, including identification of target locations and
strategies for leveraging partnership models, territory models, franchisee strategy, and franchisee acquisition.

The PwC team developed actionable roadmap segments covering the medium and long term for each initiative.

After implementing the initiatives across multiple geographic footprints, existing branches, and products, the
bank recognized an incremental revenue impact of $170 million over three years.
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Select qualifications
Product design and pricing—Large US retail bank

Issues The bank wanted to increase product penetration for its small-to-medium business customer base.
Traditionally, product penetration was driven by relationship managers in the branches, and was very low for
most premium fee-generating services. The small-to-medium business customers often had products with both
the small business division and the personal consumer division, making it difficult for bank employees to have
a single view of the customer’s portfolio. The bank was seeking product bundle recommendations to drive
product penetration and revenue for this customer segment.

Approach PwC analyzed the bank’s small-to-medium business customer base and identified four key customer segments
based on industry, product portfolio, and service usage pattern. The analysis also assessed price sensitivity
across segments, identifying customer segments that were insensitive to price increases, segments that were
highly sensitive (creating higher attrition rates), and segments that were sensitive to certain types of price
increases (e.g., rate versus fee).

Using customer analytics to further profile each segment, PwC evaluated each segment’s behaviors and needs
for various product elements and premium services. We proposed a collection of product/service bundles
targeted at each customer segment and estimated the US market size and projected revenue impact for the
bank.

Benefits The client was able to better understand the behaviors and needs of its small-to-medium business customer
base and design more relevant products that had greater appeal to its customers. The projected revenue impact
was more than $100 million across three years, based on increased adoption and more targeted pricing.

PwC When the Growing Gets Tough:
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Select qualifications
Product rationalization—Super-regional bank

Issues A super-regional retail bank was having difficulty managing the infrastructure and go-to-market strategy for its
large product portfolio. The product portfolio, especially the retail checking account, had grown significantly in
recent years as a result of the bank’s acquisitions. This complexity was directly impacting the bank’s ability to
offer a high-quality banking experience to its customers while managing back-office spend.

Approach PwC was engaged to develop a strategy for rationalizing the bank’s product portfolio while maintaining a strong
customer focus. The retail bank’s product portfolio was composed of 60 retail checking products. Furthermore,
the bank used multiple data sources for customer and product information; as a result, there was no
comprehensive view of the customer relationships across the bank.

For more than 200,000 accounts, PwC integrated data from multiple sources to create a thorough view. The
team performed clustering analysis to create unique customer groups. To identify the best fit for each
customer, these groups were mapped to the new product set based on a comparison of attributes such as
relationship balance, checking account average balance, and interest earned.

PwC created an iterative model based on transaction history and new product fee definitions to estimate net
revenue on a per-account basis. Based on the model, net revenue impact for the client was determined and
customers were classified into better-off, neutral, and worse-off segments based on the magnitude of the fee
change.

Benefits The client had a phased migration strategy that supported its efforts in streamlining the product portfolio and
reducing operational expenses. The migration strategy provided the client with options for migrating customers
while limiting attrition risk and reducing the impact on revenue.

PwC When the Growing Gets Tough:
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Select qualifications
Expense management—Regional retail bank

Issues The bank was spending a significant portion of its operating expenses on supporting the IT infrastructure,
which included a large number of applications with overlapping functions. In addition, the project portfolio
included a wide range of projects initiated by multiple business units. The projects also had overlapping
objectives and were not consistently linked with the bank’s business strategy.

The bank was interested in improving its bottom line by rationalizing the applications it supported and the
projects in the pipeline.

Approach The PwC team recognized that one of the client’s challenges was it did not have a thorough inventory of the
applications supported by the IT infrastructure. First, we helped develop a single application inventory that
identified the application and its function, users, and vendor support. We then collaborated with client
management to identify areas of overlapping functionality and analyzed different vendors to determine which
ones could support the bank’s business needs. PwC identified the applications and vendors that should be
rationalized and those that should be maintained to support the client’s needs while reducing operational
support costs.

In addition, the PwC team reviewed the project portfolio and analyzed projects by classification, business
purpose, and priority level. Working with management, we recommended changes to better align the project
portfolio with the existing IT infrastructure and the bank’s business strategy.

PwC also helped the bank enhance its program management process by developing a new framework for
prioritizing projects using qualitative and quantitative analysis as well as scenario analysis. We also provided
recommendations for enhancing the planning, executing, and monitoring components of the program
management process.

Benefits The bank received a roadmap that would support its efforts in reducing operational expenses through the
rationalization of applications and projects. In addition, the roadmap included recommendations on how the
bank could improve its program management process to better align future projects with bank objectives.

PwC When the Growing Gets Tough:
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Select qualifications
Mobile distribution strategy—Retail bank

Issues The bank did not have a mobile strategy and, instead, was deploying mobile services in a reactive mode,
initiating multiple projects to address individual business unit needs. Many bank executives were unclear about
the value proposition of the mobile channel and how existing mobile services, which essentially mirrored the
online banking channel, could be enhanced to strengthen the multichannel strategy.

Approach PwC worked with the management team in the Internet and mobile channel group to develop an initial point of
view for how the mobile channel could be used to improve the customer experience and provide economic
value for the bank. The team collaborated with management to do the following;:

= Assess the unique needs of each business unit with respect to mobile channel distribution.

= Analyze the value proposition, potential cost, and revenue drivers for each business unit’s mobile offering.
* Provide an overview of the business and technical architecture needed to support various mobile functions.
* Discuss current industry offerings in the mobile space.

» Provide guiding principles for organizing and executing the mobile strategy.

Benefits The initial point of view that PwC developed provided the bank’s Internet and mobile channel group with the
tools necessary to educate and engage business unit executives in further dialogue about the mobile channel.
The client was positioned to validate the needs of the business units and develop a formal business case for an
overarching mobile strategy.
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Select qualifications
Core banking implementation—International bank

Issues

Approach

Benefits

PwC

The client was transitioning from a multi-system legacy infrastructure supporting 10 countries to an integrated
banking platform purchased from a vendor. In addition to addressing complex technology issues, this
transition entailed significant organizational change, including the redesign and implementation of banking
processes, training, transition of employees to the new solution, and management of the change of “day-one”
activities to reduce impact on the customer.

PwC served as an advisor to the team of internal resources managing the transition to the integrated banking
platform. Our guidance addressed change management and system implementation. In addition to our
advisory role, PwC:

* Conducted readiness reviews to determine if the business units were ready for “day-one/go-live” to help
establish that customer impact risk was reduced.

» Performed application testing.
* Analyzed the program’s change management capability.
» Provided insight on required changes to the business model, including operational workstreams.

» Performed post-implementation assessments on the effectiveness of the client's change
management efforts.

Supported by PwC recommendations, the client was able to implement new change management practices to
better manage risk and quality around platform development and handover. The recommendations included a
rejection of the originally proposed delivery time frame because of excessive risks to the change management
schedule, quality of the platform implemented, and end customer. We helped the client develop reusable
components to support rollouts at additional locations.
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Select qualifications
Merger integration—Regional bank

Issues

Approach

Benefits

PwC

As part of the merger of two large regional California banks, PwC was engaged to run the integration
management office for overall merger and integration activities.

Working with the client project manager, PwC performed the duties of the integration management office.
Key activities included the following;:

» Developing transition framework.

* Creating and communicating transition principles.

» Operating the on-site integration management office.

* Conducting transitional risk management.

» Identifying and tracking synergies.

» Conducting user acceptance testing.

The client recognized the following benefits:

= Its internal resources remained focused on core business issues.

» The bank was provided with a vast library of tools such as methodologies, risk matrices, reporting samples,
analytics, synergy tracking tools, and best practice benchmarks.

= It leveraged external, unbiased perspectives that appropriately challenged approaches and results.
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Select qualifications
Dodd-Frank project management office (PMO) assistance—Large US retail bank

Issues PwC was engaged by the bank to assist in assessing and managing the impact of Dodd-Frank on its business
and operations.

Approach To date, PwC has supported the bank’s Dodd-Frank efforts through a wide range of services:
» Designing and implementing the PMO governance structure and organization

» Evaluating the Dodd-Frank impact assessment process and supporting the execution of the business level
impact analysis

» Supporting and managing the ongoing PMO process and facilitating the efforts of business-level workstreams
Benefits The client recognized the following benefits:

» An effective governance structure and process for understanding and managing the impact of Dodd-Frank
throughout its business units.

= Prioritization of the strategic and operational impact of each component of the Act.
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