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Abstract 

Many managers have been inundated with information about the benefits of implementing CRM but little has been written to help a manager/leader navigate through some rather treacherous waters.  Where and how do you start figuring out the Return On Investment and what the …. is Real Option , why bother and what about all the hype about business cases anyway.  Don’t you create a business case for CRM the same way we would for an accounting system or a new piece of hardware?  

This article introduces some of the ways you can go about creating you own set of inputs to your very own and unique business case.  I will introduce a range of approaches for you to consider: Political, Analytical, Economic, Cost Reduction and Strategic.  The idea of a CRM is to provide you with a competitive set of processes and tools – how you justify survival is an interesting task – good luck few find the journey to creating a business case pleasant – this paper might lighten the load. 
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· Driving Customer Retention, Development and Acquisition in the Insurance Industry (with Chris Saunders)

· Survive and Prosper by using Customer Information - an Insurance Perspective
INFORMATION 

IS THE KEY

I

f you understand the need to introduce positive change in the way you interact and deliver products and services to your customers, then you are taking the first step towards becoming more competitive. You understand the concepts of life time value, customer retention and acquisition costing as part of the relationship management process and you want to implement them.  To introduce these concepts as operational realities you need to introduce new technology and ways of thinking about the customer you must invest in change. 

The data warehouse changes the way you work

The journey towards introducing the knowledge repository (data warehouse), that will create  a  relationship management system is really part of that process that is currently changing banking forever.  This article addresses the overall dimensions of the business case as it relates to a knowledge repository (KR), Customer Relationship Management  (CRM) and the conceptual consequences as a means of creating sustainable competitive advantage.
You want to choose the right customers to serve, retain and develop.  You want to understand customer’s preferences, their profitability and exactly who the right people are to mailshot with your hot new financial service.  But you don’t have the right information to act.  The information exists in disparate systems, in different formats, on different computers that are likely to be geographically distributed.
Your need is to bring together the relevant data and turn it into actionable information in your quest for  CRM. You know that there is a way forward and that is through the introduction of a new conceptual approach and a technology called a data warehouse.  There are people who can help you in your own bank and they are usually part of, or linked to your information services group.  Together you must move towards introducing the solution that will enable you to take advantage of the opportunities on offer.  But before you can go forward you must prove that what you want to introduce will have demonstrable benefits.  This is where you need a business case.
We took it on faith that it would generate value!

Risk Taking Culture
There are many opportunities to use specific technology to increase your bank’s competitive position in the market.  To enable you to successfully introduce the new technology and the changes it will bring, you must think carefully about the way in which your bank makes investments decisions.  A major help in some case has been the Information services team when seen as partners.  As was the case at Signet Banking Corp, Richmond Virginia which saw the Data Warehouse as a major part of their information based decision support system. “We took it on faith that it would generate value, “ says David Knelliger the architect of Signet’s business systems. “Management was committed to taking the risk even without a guaranteed return.” And 

according to Knelliger, the management really didn’t know what the bottom-line impact would be, only  believing they would show a return. They just knew that if they could get a better understanding of their marketing campaigns, actual customer profitability  whilst also enjoying improved operational efficiency, they would make money.  

Analysis paralysis is not good for corporate health

The Political Approach
Signet’s approach and  thinking demonstrates quite well the  concept of a bank willing to take risks in pursuit of differential and early competitive advantage (they took the plunge in 1994).  Part of the reason they could push the project through was the heavyweight support given by senior management and the specificity of the initial  investment. For a visual representation of an organisational impact model of investment decision making see figures 1. and 2.  In figure 1 you can see that this organisation believes strongly in understanding the business case for any major investment decision.  In figure 2 the emphasis is on senior decision makers willing to take risks with little analysis.
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What you perceive in your bank is 

probably what you get!
Using the figures above we tackle each element in a clockwise direction.  Work on the analytical aspects of investment decision making is lengthy whilst the other, softer aspects of an organisation move us towards strategic studies, social psychology, anthropology and  organisational ecology.  Perception is reality in organisational life and what you perceive in your bank is probably what you get.  I will only discuss briefly the softer aspects, but they can make or break even the most well-crafted analytical business case.

Analytical Approaches
Analytical (economic man) approaches to decision making have all the hall marks of the rational business manager guided by logic, a calculator and strategic insight.  Studies in this arena have been 

extensive, with articles written and companies being formed around the concept of building the better and more efficacious business case.  The term “business case” itself is often misunderstood.   As M J Schimdt of Solution Matrix Ltd puts it,  “a request for a business case is similar in some ways to a request for your personal resume: you have a lot of freedom to design the structure and select the content: whether or not the result is effective depends on your ability to tell a convincing story with compelling logic and facts.”    A basic premise of any business case is that an investment will have an impact and payback that spans a particular time line which can spread across months or years.  Inputs in terms of costs and outcomes used should be made up of incremental or total costs related specifically to the investment decision.  Some assumptions and even arbitrary judgements will have to be made to accommodate the complexities that can be involved.  Few of the techniques used are clear cut and many overlap, but until someone invents a better method…..!  Some approaches used are:   Economic, cost reduction, and strategic.

YOU HAVE TO HAVE A PAYBACK ON ANY 

INVESTMENT

Economic approaches
Return on Investment (ROI) - Often used by financial analysts as a measure of an organisation’s return on assets invested.  For the manager, ROI means return or any incremental gain.  The measure is calculated by subtracting the total cost of the investment from the total benefits then dividing by the total cost and then multiplying by 100.  The result is then compared to  a predetermined internal hurdle rate, and the result of this comparison results in either a  “yes” or a “no”.
SOME ACHIEVED PAYBACKS HIGHER THAN 600%

IDC has carried out research using standard investment formulas which showed that a three year ROI for all types of data warehouses was 401%.  A quarter of the 62 participants in this study showed returns in excess of 600% with a payback on initial investments within 2.3 years. (Brian McWilliams)   As a subtext to the ROI approach you have to consider the more sophisticated financial metrics your own bank uses.  These could consist of: 

Net Present Value (NPV) - This looks at today’s value of a set of future payments, discounted by a specific rate.  This method can also be referred to as the Discounted cash flow (DCF) technique.  When an investment achieves an NPV equal to or greater than zero then it will achieve the minimum rate-of-return.  These measures are usually used when the time horizon stretches over two or more years, and when investments are being compared that have differing cash flow profiles. 

Internal Rate of Return (IRR) - Similar to the NPV approach but utilises an internal hurdle rate rather than an external rate as the base measure. This approach takes an investment view as money will be paid out to bring in monetary benefits.

The higher the hurdle rate the investments achieve the better.  This approach can be quite misleading if there is no large initial cash outflows. This can occur when you are building that prototype customer information file or where you are outsourcing the effort.

Often the simplest approach is the “break even/payback” method, a state achieved when the cumulative flow of income/benefits exceeds the cumulative flow of costs.  Clearly, the shorter the payback the better the opportunity.  This approach is simple and clear but cannot really deal with any decision that has a more strategic flavour as it does not recognise the time value of money.  It is, however, the way many simple purchase decisions are justified.  Often, all the above are presented in one business case, although one is given primacy depending time factors and risk. 

ARE THE SIMPLEST METHODS THE BEST?

SOME THINGS ARE JUST NOT 

QUANTIFIABLE??

The problem with attempts at quantification is that some things “even when we try hard” are not quantifiable.  Given we are talking about moving your business case forward for change, then you have to consider the problems that IS executives have to deal with and some of the comments they have made.  The point about different applications or uses of IT is that they differ in purpose, nature, certainty and risk.  These differences are often expressed in practice by statements such as these:

(a)  ‘You can’t prove competitive advantage through discounted cash 

        flow’;

(b)  ‘To get strategic IT applications approved, we have to circumvent

        appraisal procedures’;

(c)  ‘We didn’t know the real benefits until after we experimented with and  

        installed the system’; and

(d)  ‘To get the project started, I had to tear up the formal appraisal’.”  (M.J. 

Sometimes You Just Have To Go For It!

        Earl Management Strategies For Information Technologies)

Cost reduction approaches

Cost Displacement/Cost Avoidance - This has been the most direct way of justifying the introduction of new information systems.  You simply compare the cost of the new system against the one you are displacing or avoiding.  Lower costs are substituted for higher on the assumption that the new system’s benefits are equal to or better than the existing system.  If a bank is automating a function, task or process and/or reducing or avoiding costs by re-engineering , then this tends to be the method used.  This approach can also be used if there is some certainty in the cost reductions you can achieve in a particular project

.

DO YOU PREPARE FIGMENTAL 

PROJECTIONS 

OR???

However, to quote Paul A. Strassman, “asking for a direct tie-in between increased funding for computers and a commitment to deliver provable savings is an invitation to prepare figmental projections that demean both those who produce them as well as those that accept them”. This reality was seen first hand in his work at Xerox, General Foods, Kraft Corporation and the Department of Defence in the US where he was their chief information officer (CIO). 

Proven Methodology

Yet there are situations where you can prove that others have achieved results and if you follow in their footsteps you too can prove cost reductions.  What if you could purchase a system that could help you reduce the costs of your direct mail campaigns through effective target marketing?  Customers are more likely to respond to direct mail and buy whenever a product offer is directed to the customer - all due to a more timely and relevant contact.  Following a switch in a campaign to a more focused database marketing approach, one bank generated a 3% to 4% converted response with a far smaller mailshot.  Similarly, when making guaranteed offers of a debit card, a bank was able to generate responses between 20% and 25%, compared to previous bests of around 8%.  The project champion had strong evidence that he could displace the cost of postage to the extent that the investment would save the bank money.  He also used a simple payback model as the return was expected within an eighteen month period.  With these kinds of results proving a pay back through cost savings alone, better customer conversion rates and additional incomes flows were a bonus.  However cost reduction alone as a continuos strategy without investment in innovation is not the recipe for corporate longevity.

REAL COST SAVINGS

restructuring Work Patterns

 Work value Analysis - The base assumption is that there is more work to be done than the bank can accomplish, or alternatively, business opportunities are not being seized due to lack of time.  This investment can be recognised in the automation of the cheque clearing process.  If cheques were cleared manually you would need more employees than are currently in the working population of many countries.  This approach is also used in re-engineering efforts: IT has the ability to restructure work patterns so that efficiency is improved (doing the same work faster, better, and cheaper), and increase effectiveness (doing more higher value work versus lower value work).  The approach also requires extensive work pattern measurement so that the introduction of new technology will enable managers to perform managerial and professional activities.  The idea is to automate the administrative, clerical and other ‘non-productive’ tasks.  The idea of a decision support system could be introduced here, but often the very lack of systemic support in the past makes it difficult to identify the so-called work patterns that would benefit from IT

 support.  And what is the specific value in terms of effectiveness and efficiency of better decisions, anyway!?  

Strategic Approaches
Align  IT With 

Business Needs

That's the way we do it here!

Any investment decision regarding information technology must take a view on the future. The decision is part of a strategic alignment of IT with business needs.  It is an attempt to proactively manage uncertainty. Any one decision is one of a number that could be made given the information available.  The strategic arena is both a path to high politics and risk taking.  Although strategy is often thought of as being crafted by the smartest people the bank has, it often becomes the plaything of powerful individuals with their own agendas.  You can break the ties that bind strategy and risk taking together through an explicit and calculated understanding of your own bank.  Very clearly you must understand “what works here” and the concepts relating to “that’s the way we do it here” to be successful in getting your projects approved.  If you appreciate that the environment you face accepts risk and is highly political, with low emphasis on realistic payback or analytical rigour then; then you need to find a champion at the highest level who will support your ideas and is willing to take risks, seems like the best way to ensure success.   

Find Yourself A 

Champion

Can a project really be strategic if there is no risk attached to   it?

However there have been attempts to bring rigour to the political domain by trying to evaluate alternative decisions in light of their strategic import.    To evaluate each possible decision, values are placed on each decision as ‘option values’ for the future. “An advantage of this approach is the explicit recognition that not investing leaves the firm in a weakened competitive position for the future—a recognition that is often ignored, at their peril, by executive committees.” (Meredith and Hill)  The danger in not looking at the strategic implications of an investment opportunity in IT is the failure to undertake projects perceived to be risky although they may be viewed as strategically vital ( or even politically important).  Economic approaches would rule out many important opportunities as they cannot demonstrate a clear break even or return in financial terms. 

The option value approach - This requires a value to be placed on each of the possible options in any given investment.  Then a judgement must be made on the environment and circumstances within which each option may be exercised.  The option’s aggregate value must then be considered, weighing it against any shortfall in the project’s cash flow value.  Assigning a value to the options may be difficult but this very act, based upon the bank’s competitive position, is an important part of the decision making process.  The managers that want the investment can, even in an uncertain environment, assign a value to the project.  If you asked them how much extra revenue would this project bring in they might balk at answering, 

especially if it is in the area of quality, customer service, brand image or customer satisfaction.  However if you ask them for a judgement that might bundle many aspects of their business together and say ‘will it bring in one Euro they say oh yes!’  Is it worth five million Euro’s they say no. And so the questions go, to get closer to a consensus. (Glazer) This then becomes the potential value of the option based on input from those that are going to make the actual project successful.  

IT’s Value Often Emerges From A Consensus Of

Opinion

Technical Importance
You must manage data at the granular level

Some projects have technical importance -- you can’t have one without the other, but one is more difficult to quantify although the strategic imperative is obvious.  Before you can manage data at a granular level so that it can become actionable information you have to have a knowledge repository.  Yet to quantify even in terms of an option the KR is very difficult.  To get to KR you could push the direct mail project where you can assign some hard numbers to the outcome.  You then move towards you main goal: total relationship management  that would include at a minimum an understanding of your customers’  actions to enable you retain, develop and grow the right customers.

Align the systems with the business

It is  accepted that you must tie IT investments to business needs.  Many studies now emphasise the need for systems to support management decision making. “If ‘business alignment’ is a prerequisite of ‘systems alignment’ and if the firms information systems are not well aligned with the business strategies of the firm, IS can only help the organisation move in the wrong direction” (Meyer and Boone)  Studies like these can very beneficial to your quest for support for that project you set your heart on and recognise as having strategic value.

Senior management have become aware that hard analytical measures are not enough, but the other approaches described above makes many uncomfortable.  The list of potential complimentary measures goes on and the more there are, the less comfortable some get.   See figure 2.

Accounting approaches are often rear facing rather than strategic in focus and cannot measure what might be beyond initial financial measures.   Success however depends on the ability to continually  create and recreate sources of tomorrow’s revenue, such as customer retention, service quality, speed to market and product/service innovations that anticipate customer needs.



Figure 2.

 The Balanced Scorecard
Accounting can often be a  rear facing approach rather than strategic

Without customers 

there is no business!

Another approach that attempts to use the concepts outlined by Kaplan and Norton in their seminal paper on ‘The Balanced scorecard - Measures That Drive Performance’ 
is the business value profile.  This tackles the political elements of the organisation by including the major influencers and decision makers within senior management in the process (through dialogue and interviews) and the strategic through competitive positioning, customer value analysis and business alignment.   The business value initiative uses a range of techniques that includes rather than excludes financial and strategic measures.  This also enables a more objective dialogue to take place between senior management, who approve funding, and the junior managers who are often responsible for developing and implementing the business initiative.  By taking in analysis across a number of dimensions then expressing them graphically it is easier to see the value of the IT investment you want to make.  You look at areas that are important to the success of your bank and the strategies that can make that success a reality.  Couple the strategies with market forces analysis and a dose of financial rigour and you can produce a diagrammatic approach to understanding your business initiative as 

shown in figure 3.
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Figure 3.

Business Value Profiling 

Source M. McAreavey

The BVP approach treats each organisation differently as each has its own set of  unique capabilities and strategic 

imperatives.
The business value approach - This attempts to overcome some of the major faults of both the classical accounting techniques and the more recent, potentially less rigorous approaches by producing a range of technology profiles.  The axis on the diagram will vary by organisation because their future business drivers are unique to themselves and they move from a baseline perspective to one that is initiative based. The BVP approach treats each organisation differently as each has its own set of  unique capabilities and strategic imperatives.  A non exclusive list of methods that can be included in a profiling exercise are: financial modelling, business contribution profiling, process mapping, activity based costing methodologies, and the cost of quality. It is an all encompassing approach that attempts to overcome the problems associated with real world organisations by producing outcomes that reflect real world dilemmas. BVP is another view on the organisational impact model of investment decision making (see figure 1.)

Conditional Probability

Simply put what you need to be able to do is understand the relationship effect between different actions! By creating a decision tree and assigning probabilities to outcomes you will create a reasonable and likely return on investment.  

Even More Approaches !
WHAT IS THE VALUE OF 

INFORMATION?

There are many approaches to producing a better business case and all of them vary in complexity and real world applicability.  They are part of the question that still vexes managers: “what is the value of information?” And how can we really place a value on what might be? These questions are often at the heart of the internal procedures and policy manuals that some banks regularly produce and many managers try to avoid using. The strength of the political culture can distort any plans.  Managing information systems is primarily a matter of organisational politics and only  secondarily a matter of using strategic technology for obvious business benefits.
STRATEGIC

BENEFITS

MATTER

The softer side of the organisation in terms of its risk culture is often an element of senior management style over the analysts’ substance.  Analysis and realism often go together.  The less realism in the organisation regarding the use of numbers to help run the business, and the need for rigour in strategic thought leads to confusion and decline. IDC see the data warehouse as “the management foundation of the next century” and many systems and business managers are plunged into purchases by suspending their streaks of realism.  

Times have changed and there are many business sources today that can provide hard evidence that relationship management systems backed by data warehouses can improve operational efficiencies and make you more competitive.  Many still find it difficult to understand the benefits of strategic initiatives and maybe that is one of the defining characteristics of a project that will have significant impact on your business.

‘data is an expense - knowledge is a 

bargain’

The above has been an exploration of the many and varied ways you can build a business case.  In some banks the rule book prevails.  In others the champions can still win through.  Where does your bank fit?  If you do progress to getting a go ahead for your knowledge repository you could take into account the words of the father of direct marketing: “You are what you know - data is an expense - knowledge is a bargain.  Collect only data that can become information, which in turn, can become knowledge.  Only knowledge can build success and minimise failure.  A company is no better than what it knows.”  Lester Wunderman

Once you get your knowledge repository you could perhaps consider looking more closely at customer buying patterns, their individual segments, usage of channels or maybe when, where and how the uptake of a singular product can be encouraged.  If these questions intrigue you then the application of analytical data modelling  should 

be of interest.  These techniques cover neural networks, decision trees, confirmatory or exploratory analysis and more.  Data mining is covered in an paper I wrote to dispel some of the hype and  mythology that now surrounds this very valuable tool set.

The topics covered in my other papers Listed at the front of this paper.

Michael Meltzer
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