
Making Good from Bad: Winning Options for Redesigning Your Bank‟s 

Retail Strategies



Industry Update

 Average customer profitability down at most financial institutions following crisis

 Globally, average customer profitability declined 5% to 15% since the crisis

 Efforts by financial institutions to restore customer profitability face hurdles

 59% reported decreased customer loyalty

 63% say customers more price sensitive 

 63% say customers are „shopping around‟ more frequently

 Greater willingness to move away from „poor‟ service

 Traditional profit recovery strategies – rate and fee increases, conventional cross-selling 

and organic growth – will not readily fix the problem.  Many will struggle

 Customers have broader expectations

 Service demands have increased

June 2010 Accenture study across 35 retail banking institutions



Legislation and regulation continue to be game-changing.

We expect more regulation in the financial services sector in the 

near future.
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Legal and regulatory developments promise to have a significant 

impact on financial services 

CARD Act: „Reasonable‟ penalty fees defined

 Fee limit set at $25 (cannot exceed dollar amount of violation)

• Average penalty fee is $391

 Bans inactivity fees, multiple penalty fees for single violation

 Issuers must reevaluate interest rate increases since Jan. 2009 and reduce rate if 
appropriate

Regulation E: NSF/Overdraft fees

 Financial institutions must obtain consumers‟ affirmative consent in order to 
assess overdraft fees for one-time debit and ATM transactions

 Banks made preparations to comply

Durbin Amendment (part of Dodd-Frank Act): Interchange

 Introduced in May; Passed into law in July

 Requires debit interchange fees be proportional to cost; Prohibits debit exclusivity 
arrangements and routing restrictions; Limits restrictions on offering discounts for 
forms of payment; Limits restrictions on transaction minimums and maximums 
(credit only)

1Pew Safe Credit Cards Project, qtd. in 6/15/10, “Fed limits card fees to $25, CNNMoney.com



The new regulatory environment threatens significant revenue 

sources in banking portfolios.

Checking Account Revenues 2008*: $68.1B

*2009 total and breakdown expected to show little change.

Source: Novantas, qtd. in 12/23/09, “Consumer Fees: The Hits Keep Coming,” American Banker



Income Source Amount

Overdraft Income $150

Debit Interchange $36

Interest Spread $25

Other Income 
(Checks/Add Ons)

$7

Total $218

Subtract 

Expenses:

Statements

Checks

Branch Networks

Systems



$150

$218

$188

$168

-$30

Opt-In

-$20

Interchange

-$18

Future Regs

How do 

you 

replace 

$68 

of annual 

revenue? 

($5.66/mo)



Revenue pressures from legal and regulatory developments were 

exacerbated by ongoing consumer behavior trends.



With consumer confidence shaken, customers expect more from 

their financial institutions.

39%
Don‟t want all of their accounts 

in one place because they 

don’t trust financial 

companies.*

94%
Believe trust is somewhat or 

very important in choosing a FI.

80%
Plan to permanently increase 

the amount of money they 

save.*

64%
Want to learn more about 

managing their finances.**

*Customers with $100K+ household income

**Customers age 18-24

Source: 5/10, “Seven Predictions for the Future of Banking,” Mintel Comperemedia (webinar)



Community banks rank notably better in the eyes of consumers

Source: BAI research report—”Navigating in Turbulent Times—Competing for Deposits and Relationships” (1Q 2010)

Category

Large 

banks Community banks

Easy to do business 53% 81%

A bank I trust 48% 78%

Friendly 51% 80%

Responsive staff 46% 74%

Quick problem resolution 41% 70%



Things that FIs do to lose trust

 Poor service in call centers and branches

 Lack of helpfulness

 High or sneaky fees

 Confusing policies

 Uninformed front-line employees

 “Rewards” with little value or fine print exceptions

 Teaser rates and non-free, free accounts

 Poor “PR” resulting in government and reporter bashing



Things that FIs do to build trust

 Put customers in the right product

 Deliver incremental value in accounts with fees

 Be committed to solving a problem

 Be informed

 Fee waivers

 In business:  know my business

 Simple, Easy, Fast, Friendly



Large institutions introduced initiatives to engage customers and 

rebuild trust.



Fifth Third re-launches debit rewards program with stronger value proposition



Bank of America continued to introduce resources to help their 

customers manage their finances and clarify terms.

http://factsaboutfees.bankofamerica.com/


What All of This Means

 Many national “brands” have disappeared – a few more could also falter.

 The winners will be those employing distinctive strategies and tactics that cost-

effectively target, attract, and capture profitable deposit customers.

 New products and differentiated acquisition strategies and tactics are essential.



How are you handling…

Current account structure?

The cost of free checking?

Number of customers who opted-in?

Increased branch operation costs?

Personal performance pressures?



Financial Institutions

STATUS QUO INNOVATION

RISK VS. REWARD REWARD VS. RISK 



Back to Basics

 Embedded accounts that marry financial and non-financial products and services

 Fee checking accounts that are behavior based with the ability to “buy down” the 

monthly fee

 Development of overlay strategies to compliment core account

http://www.google.com/imgres?imgurl=http://www.robinsonmill.com/images/RM_BBVA_Compass_logo.JPG&imgrefurl=http://www.robinsonmill.com/financing.asp&h=719&w=3237&sz=272&tbnid=7WllSPfSgLj-SM:&tbnh=33&tbnw=150&prev=/images?q=Compass+Bank+logo&zoom=1&q=Compass+Bank+logo&hl=en&usg=__DkGHke2qfbnJDxPrfddQ6NooMKc=&sa=X&ei=J4eNTOKCFoT78Ab9peHuCQ&ved=0CBYQ9QEwAA


A customer engaging account design that allows FIs to provide increased value within 

their DDA accounts, enhance the customer relationship, drive profitable behaviors and 

deliver incremental fee income. 

The Decision

Increased 
customer 

acquisition

Deeper & 
more 

profitable 
customer 

relationship
s (increased 

LTV)

Improved 
Customer 

Satisfaction

Greater 
tenured 

customer 
relationships

Heightened 
frequency of 

customer 
interaction

Reduced 
operating 
expenses

Customer 

Checking

Whether your choice is:

1. To keep Free Checking, or… 

2. To eliminate/grandfather Free Checking,



22

Customers have the opportunity to earn down their 

monthly fee by exhibiting these behaviors that are 

convenient for them and cost effective for you:
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Behavior Change

Maintaining a minimum 

daily balance of $X

Having “X” signature-

based transactions

Enrolling in 

online banking

Going paperless with 

electronic statements

Enrolling in 

online bill pay

Signing up for 

direct deposit

Simple Customer Behavior Changes = Highly Engaged Customers = Increased Retention & Profitability  



Sample Account Behavior Scenarios

Maintaining a minimum 

daily balance of $100

$0.25 credit for every 

debit card swipe

Enrolling in 

online banking

Going paperless with 

electronic statements

Enrolling in 

online bill pay

Signing up for 

direct deposit

Scenario A: $6.00 monthly account fee, must meet all 

5 account qualifiers, then all debit transactions are 

rewarded with a $0.25/swipe credit

Example Outcomes

• 24 debit transactions = Full $6.00 credit to account 

(customer paid nothing!)

• 15 debit transactions = $3.75 credit to account

Minimum of 15 debit 

card transactions

Going paperless with 

electronic statements

Enrolling in 

online bill pay

Signing up for 

direct deposit

Scenario B: $8.00 monthly account fee, must meet all 

4 account qualifiers and entire monthly fee is credited

= qualifier behaviors             = buy down behaviors



More Sample Scenarios

Maintaining a minimum 

daily balance of $100

$0.50 credit for every 

debit card swipe OVER 

$10

Going paperless with 

electronic statements

Signing up for 

direct deposit

Scenario C: $8.00 monthly account fee, must meet all 

3 account qualifiers, then all debit transactions OVER 

$10 are rewarded with a $0.50/swipe credit

Example Outcomes

• 17 total debit transactions for the month, but only 8 of 

those were over $10 = $4.00 credit to account

• 15 total debit transactions for the month, but only 3 of 

those were over $10 = $1.50 credit to account

Going paperless with 

electronic statements

Enrolling in 

online bill pay

Signing up for 

direct deposit

Scenario D: $7.00 monthly account fee, must meet all 

4 account qualifiers and fee is reduced to $3.95 (partial 

reward vs. full fee waiver)

Maintaining a minimum 

daily balance of $250

= qualifier behaviors             = buy down behaviors



Consumer Insights 



Background / Objectives

 Determine the optimal checking account product designs and product construction 

(both financial and non-financial benefits and services).

 Identify benefits (e.g. identify theft protection, savings on everyday purchases, etc.) 

and the financial benefits (e.g. free checks, no foreign ATM fees, etc.) most effective 

in driving checking acquisition.  

 30 benefits (both financial and non-financial) evaluated for a nominal monthly fee as 

part of a checking account. 

 Two main categories of benefits/services continue to offer best potential for 

generating high appeal and increased customer retention/loyalty:

• Savings programs

• Protection services
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Benefits

The opportunity to provide
services and features customers 
want while also meeting FI needs

Customers  

are looking for “free” checking 

and are willing to change their 

behaviors to keep it!

Provides better value 
in the checking account 

Acquisition
Customers are a 1/3 more likely to open an 

account if money saving and fraud protection 

were offered with their account

Customer Retention & Referral 
Consumers are 60%  more likely to 

refer/recommend their FI if they were offered 

money-saving benefits such as Everywhere 

Cash Savings or Everyday Rebate Rewards 



Top Benefits Driving Acquisitions

Likeliness to Open Account

- Top 2 Box Ratings -

Responses Based on a 5 Point Scale –

Top2 Box = Definitely Would Switch and Probably Would Switch

Color Key

- Blue Shading Indicates Affinion Benefits

- Black Shading Indicates Financial Institution Benefits
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31%

32%

33%

No Fees for Wire Transfers

Identity Thef t Insurance

Free Cashiers & Travelers Checks and Free Notary Services

Free Safe Deposit Box

Free Online Banking and Internet Bill Pay

1% Bonus Interest Rate on Checking Account for 6 months

Rewards Points When You Use your Debit Card for Purchases

Payment Card Protection

Triple-Bureau Daily Credit Monitoring

Free Checks for Life

No Monthly Service Fees

Everyday Rebate Rewards

Everyday Grocery Savings

Discounted Gif t Cards

Everywhere Cash Savings



Top Benefits Driving Retention

Likely to Refer/Recommend

- Top 2 Box Ratings -

Responses Based on a 5 Point Scale –

Top 2 Box = Definitely Would Recommend and Probably Would Recommend

Scores based on TURF Analysis

52%

54%

54%

55%

56%

60%

Fraud Resolution Assistance

Everyday Grocery Savings

Payment Card Protection

Identity Theft Insurance

Everyday Rebate Rewards

Everywhere Cash Savings



Case Studies



Checking Account Case Study

Moving From Free Checking to Fee Checking 

FI

Regional bank with 1,300 locations in the 

Midwest

Need

Initial need was to deliver an identity theft 

solution to protect consumers and drive 

retention and non-interest income while 

positioning the bank as a market leader

Evolved into a more holistic strategy of 

addressing moving from “free to fee” checking 

account strategies – the bank was no longer 

going to offer free checking accounts

Solution

Design an identity theft product solution which 

could be embedded into the core checking 

account for a nominal monthly fee

Position bank as an industry leader and 

provide a value-based fee message to 

customers

Business Results

• Bank has over 210,000 active customers in 

the identity theft program

• Bank cross sells over 38% of all new 

accounts into the identity theft program

• Bank will generate $10.0 Million in net new 

revenue this year



Regional Bank Success Story

Fee Income

Need

To generate incremental fee income and increase 

customer retention by offering a comprehensive 

identity theft solution delivered through a multi-

channel distribution strategy.

Business Result

 Bank‟s 12-month goal for program customers 

was 5,400

 In 10 months, bank has 14,100 customers = 

260% of goal for the year

 Bank is achieving 40-50% cross sell in branch

 Direct mail campaign achieved a 5.2% 

response rate on the mailing

 Annualized revenue for the bank is expected to 

be just under $460,000/year

 Total HH penetration of the program is 14% 

Solution

Develop an Identity Theft solution offering 

comprehensive protection to customers and 

position the bank as a leading provider in their 

market.

Leverage multiple marketing channels to ensure 

program success and maximum penetration.

FI 

Midwest Bank with 72 Locations



Profitable Segmentation Strategy: Second Chance Checking

Background: Central National Bank

 Founded in 1884 in Junction City, KS

 38 branches in 23 Kansas & Nebraska communities

 Situation in 2007:

– 28,000 consumer DDAs

– 69% are free accounts

– Open/close ratio of less than 1.0

– Stagnant fee income growth



Goal: Grow DDA base to drive value and earnings

• Challenges…

 Commoditized products with little differentiation

 Increasing competition in urban markets

 Shrinking population in rural markets

 Aging customer base

 Increasing DDA acquisition costs

• Opportunity…

 18% of potential customers declined for new account due to 

ChexSystems/QualiFile score



Goal: Grow DDA base to drive value and earnings

Solution: Second Chance Checking

 Expand our universe of potential customers with a new product offered to 

those “unbankable” customers who would have previously been declined

900 applicants per year turned away due to 

disqualifying factors on 

ChexSystems/QualiFile

Significant Missed Opportunity among 

customers already in our bank branches!

Decline

18%

Approve

82%



Second Chance Checking: Overview

Place appropriate customers (16% of the 18% we would have previously denied 

accounts) in second chance checking

 Employ effective Risk Management

–Control who gets the account, utilizing QualiFile criteria selections 

based on database of national statistics/predictors to assign risk score

 Engineer Product Features

–Account structured to increase customer‟s success rate and lessen 

their likelihood of failure

–Allow debit card usage

–Introduce a monthly fee 



Second Chance Checking: Overview

Place appropriate customers (16% of the 18% we would have previously denied 

accounts) in second chance checking

 Educate staff effectively

–Initial explanation of the program and operational training are critical

–May require changing the culture of the organization 

 Efficiently analyze and manage customer follow-up

–Software package monitors customer pool daily and anticipates 

“trouble” accounts based on activity trends
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Second Chance Checking: Keys to Success

Customer Segmentation

 Based on their QualiFile score, applicants who would have been 

previously denied will be offered either a New Opportunity or First Step 

account

 New Opportunity Account

8-10% of applicants 

offered the New 

Opportunity Acct

 First Step Account

4-6% of applicants 

offered the First Step 

Acct
Traditional Acct

New Opportunity

First Step



Second Chance Checking: Keys to Success

Product Design 

 New Opportunity Checking

–Non-interest checking

–Unlimited check writing

–Debit card access

–Monthly account fee of $9.99 ($7.99 with direct deposit)

–$0 overdraft limit (no overdraft protection offered)

–All NSF items are returned and charged by default

–Reduced ATM and POS daily “stand in” limits ($150 and $500 
respectively)

–Product-specific Reg CC guidelines

– Put holds on all deposited checks not from known or trusted 
source (rather than immediate posting)

–After 12 months customers in good standing may qualify for a 
conventional checking account at Central National Bank

 First Step Checking

–Same features and pricing as New Opportunity Checking, but no 
checks issued 

 Help people recover financially and mitigate loss risk



Second Chance Checking: Keys to Success

Thorough & Effective Staff Education

 Cultural shifts may be necessary

–Bad things happen to good people

–The second chance group is a class of customers we want to serve

 No need to apologize for charging a fee

–We are offering a service and should be compensated for doing so

 Procedural Training

–Opening accounts, placing deposit holds, customer monitoring and 

communication



Second Chance Checking: Keys to Success

Risk Management

 Daily Account Monitoring 

–Utilizes “New Opportunity Manager Software”

–Monitors and evaluates deposit activity and trends

–Monitors level of debit card use

–Guards against excessive NSF activity

–Monitors returned deposit activity

–Employs a follow-up matrix and specific protocol for overdrawn clients

–Tracking for program “graduates” to be upgraded to a more traditional 

account

– Maintain account for one year with no more than 2 overdrafts to 

be eligible to graduate to a traditional checking account



Second Chance Checking: Keys to Success

Improved Profitability vs. Traditional Free Accounts

 Second Chance customers overdraw 8.7 times per year

 Monthly service charge of $9.99 or $7.99 ($2 less w/ direct deposit 

enrollment)

 Interchange income from debit card usage

Traditional Acct Second Chance Acct

NSF Income 162.00$               217.35$                      

Svc Charge -$                    77.89$                        

Debit Interchange 48.00$                 65.34$                        

Total/Year 210.00$               360.58$                      



Second Chance Checking: Keys to Success

• Differentiation & Marketing

 First to market in most of our communities

 Utilized radio, print, and billboard advertising

 Networked with credit counseling agencies

 Some competitor banks even refer customers to us

• Value Proposition

 “A second chance at a first-class bank account”



Billboard Sample



Results

• Able to meet a customer need we were not previously meeting

 CRA credit for serving a previously underserved demographic segment 

in a fair yet profitable manner

• Our Second Chance Checking Customers…

 36 years old on average

 49% female; 51% male

 48% opened their account at a Walmart in-store branch (5/38 branches 

are in-store branches)

 Express loyalty since we gave them an account when other banks 

refused



Results

• Growth in DDA base

 76 second chance accounts opened per month

 1,124 active accounts

 Average account balance of $475

 259 program graduates now in traditional account types at our bank 

 Annual attrition rate (minus graduates) of 37%

• Able to take advantage of customers already in our branches (reduced 
acquisition costs)



Results

• Incremental Fee Income (3 years)

 NSF Income = $661,850

 Service Charge Income = $181,064

 Debit Interchange Income = $183,606

 Monthly per account average income = $30

• Out-of-pocket losses are minimal due to program structure (less than 

5%)



Results

• Deposit Mix Change = Cost of Funds Improvement

 202 basis pt improvement in cost of funds due to growth in DDAs, reduction 

in CDs, and market rate changesLAST YEAR DEPOSITS

Non Interest

14%

NOW

18%

CD's

49%

Savings

8%

MMA

10%

Repo's

1%

2007 Mix 2010 Mix
CURRENT DEPOSITS

Non Interest

19%

NOW

23%

CD's

35%

Savings

7%

MMA

15%

Repo's

1%



Re-designing accounts and acquiring profitable customers can… 

 Deeper and more profitable customer relationships (Increased ROI 
and LTV)

 Improved customer satisfaction

 Greater tenured customer relationships

 Heightened frequency of customer interaction

 Reduced operating expenses

 Generate incremental fee income

 Increased customer acquisition



Thank You

Todd.Werner@affiniongroup.com

(615) 764-2573

www.affiniongroup.com

mailto:Todd.Werner@affiniongroup.com

