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Abstract

The changing banking landscape of increased competition, decreased merger and acquisition
activity, aswell as changing consumer purchasing patterns has made it more challenging for
banks to grow core deposits. To be successful, banks must approach the market innovatively
with better targeting, more relevant and differentiated value propositions, while also
communicating across multiple channels (including direct mail, e-mail, telephone, and Web).
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The Changing Face of Banking: Competition and Consumers

Gone are the days where deposit growth was driven by bank acquisitions and alife-long
relationship with a neighborhood customer. Now, in order to succeed, banks are strengthening
their deposit product offerings and value propositions to match the changing market. Banks are
al so mastering the new marketplace by communicating via a multichannel approach, and
managing all aspects of the customer lifecycle from acquisition to onboarding, on through to
retention.

Stronger, Multi-Service-Based Offers

Stronger offers, that are more targeted and relevant, are required to attract new checking
and deposit customers. Checking offers typically include a cash incentive plus
stipulationstied to “sticky” services or are APY focused. “ Sticky” services are services
that are tied to electronic transactions such as direct deposit, ACH, or online bill pay.

Offer values have increased with cash incentives up to $200 and high-priced premiums
such as MP3 players, DVD players and digital frames being given to new customers. To
get away from the complexity of maintaining premium supplies at the branches, super
regiona banks often favor cash incentives, typically $50-$150. Offersvary by region
and product with the strongest offerstied to high value checking accounts coupled with
“sticky services.”

Consumers benefit from the new competitive banking landscape by receiving high value
cash and premium offers, high APY offers, and money market bundles. Banks are also
benefiting by learning which offers appeal most to their customers, and translating that
information into higher value, long-term accounts.

Product Pricing and Branch Location

Important drivers of checking acquisition remain unchanged with product pricing and
fees, balance requirements, and location being key deciding factors. Moving activity also
continues to be an important triggering event.

In addition, free checking or checking that can be free continues to be an important
customer attractor. “Fre€’ is becoming less of a differentiator, as seen in the table below.
Although the demand for totally free checking remains the main driver of checking
account openings, the demand has fallen significantly from 47% to 39%.
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The convenience of alocal bank is aso amajor driver, athough non-bank providers are
making inroads. The local bank still benefits from the fact that compared to four years
ago, asignificantly higher percentage of consumers (32% versus 24%) indicated moving
and reguiring a more convenient location for their checking account as reasons for
opening their most recent checking account. The average consumer moves once every 7
years, with 13% of the population estimated to be moving each year. Thisopensup a
window for local bank branchesto reach new consumers during the moving process or
right after they have moved.

The other reasons, beyond location, remain primarily financially-based with the
customers desiring a free checking account or better minimum bal ances and lower service
charges. There are also a sizable number of consumers (21%) who site being dissatisfied
with their previous bank. This discontent may be the result of a bank merger, abranch
customer serviceincident, or dissatisfaction with the services and products offered.

Becoming the Customer’s Primary Financial I nstitution

One of the most advantageous, and profitable positions a bank can beinisto bethe
customer’s primary financial institution. The Bank where the primary checking and direct
deposit location resides is considered to be the Primary Financial Institution (PFI).

According to aFall 2007 Raddon Financial Group study, a significantly higher
proportion of consumers cited the location of their primary checking account (86% of
respondents) or direct deposit account (72% of respondents) as one of the greatest
reasons they considered an institution their PFI.

A PFIl isdirectly correlated both with deposit growth and customer retention. A PFI
provider is more likely to have alonger and more substantial deposit relationship with the
customer. Asseen inthetable, over four out of 10 households (42%) indicate the
percentage of deposit balances at their PFI is higher than five years ago.
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Percentage of Deposit Balances Held at PFI

18% 10%

30%

O Less than 5 Years Ago B The Same as 5 Years Ago
W More than 5 Years Ago 0O Have Had PFIlLess than 5 years

Source: Raddon Financial Group, Strategic Planning Study Group, Fall 2007

The Changing Consumer

Amidst adynamic competitive landscape, consumer needs are changing and how the consumer
engagesis changing. The U.S. population is aging, by the year 2025; almost 20% will be over
65. Thisin turnimpacts both the types of deposit vehicles, aswell as the channels needed to
communicate to this audience. A recent survey shows the impact of age on the types of banking
products purchased. Although checking and savings products are evenly owned across
generations, money markets are more popular with older customers.

As consumer needs change, how they engage also shifts. The more mature the segment, the less
likely they are to bank, research financial products, or open products online. The younger
segment is more active online. GenX and Boomers are transacting online today —and will as they
become seniors.

Across the board, all segmentsinteract in a multichannel manner; although, behaviors differ with
respect to use of the Webh. Web behavior is more popular with the younger generations, but till,
almost 20% of seniors do their research online.

The multichannel approach addresses the needs of the changing consumer since they interact with
retail establishments across channels. Following are strategies for optimizing your deposit
account acquisition through a multichannel approach.

Multichannel Solution to Checking and Deposit Acquisition

A strong multichannel approach begins with a special type of direct mail program that combines
the cost advantages of mass-mailing tactics, with the precision of targeted mail. The direct mail
program is then supported through each step in the acquisition process and across all channels.

To determine the frequency of contact and the channel mix to be used, banks must take into
account the customer’s channel preference and product interests. In addition, the availability of
specific types of contact information, such as an e-mail address, will play afactor in determining
channel viability.
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Customer acquisition should be seen as a complete process. Attention is given and decisions are
made at each stage of the program and with each individually targeted channel. For example, the
content of adirect mail piece may include a personal URL, with acall to action for the customer.
Search engine marketing may be optimized with geo targeting, combined with an offer that varies
based on segmentation. This integrated approach supports and plans for customers to jump
across channels when making their banking decisions.

Another tactic that is growing exponentialy is viral marketing. Consumers are taking the bank
offersthat they receive and sharing both the promotion codes, and their opinions, on social Web
sites. Banks can either resist this growing trend or they can embrace it to create programs that
resonate with consumers and lend themsel ves to word-of-mouth advertising.

Audience Optimization — Direct Mail
Direct mail remains a strong, effective channel for banks to get their deposit messages
and offersto alocal audience. Direct mail also allows banksto easily test more than one

strategy, or creative iteration, to see how well the results meet the goals of the campaign.

Prioritized Carrier Routes on Key Profitability Drivers

For checking acquisition and deposit growth, banks can maximize their audience
response by choosing prioritized carrier routes based upon key profitability drivers.
There are tools and resources available to help choose the best routes including:
Proprietary Geo-mapping, Competitor Presence and Branch Proximity Analysis,
Customer and Prospect penetration analysis, and Behavioral Modeling including
response, balance, and fee income potential.

One reason prioritized carrier routes are so successful for banks with brick and mortar is
that a key driver of audience response is branch proximity. An additiona benefit of
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carrier route mailingsis that they have substantially lower costs versus classic direct mail,
and can efficiently reach households while saving 30-40% in postage and list costs.

Common direct mail strategies include market saturation and individual level targeting.
Saturation strategies are based on proximity and focus on carrier routes. The premise of
using this method is that a branch hasalimited local draw, so routes are prioritized by
responsiveness. A primary benefit of thistype of strategy isthat it factorsin the key
drivers of proximity and reaches new movers. A downside of this method is that it does
not take into account the quality of the lead, or the individual needs of the consumer.

Individual level targeting is effective in making an offer to a specific market segment.
This strategy takes into account demographics, personality, proximity, and also gives you
the ability to target and remove customers. Unfortunately, it is difficult to get significant
checking volume using this method, and postage and list costs are higher than when using
the saturation strategy.

Prioritization of Carrier Routes Focuses Marketing Investment

The prioritization of carrier routes focuses a bank’ s marketing investment deploying the
cost effectiveness of saturation mailing with the targeting benefits of 1:1 marketing.
Targeting aligns prospecting efforts with location, convenience, and key buying factors.
List selection is prioritized on profitability drivers such as response (incrementd),
balance (or interest spread), and fee income. Lower potential areas such as those with
lower profitability potential, natural geographic barriers, or that are close to a competitor
location can be deemphasi zed.

When working with these types of more sophisticated programs, the process begins with
geo-demographic targeting. As sufficient data becomes available, incremental response
models are built at a carrier route level. These models are then used to drive offer
segmentation, and ultimately contact frequency and cadence strategies. Incremental
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response models are then augmented with balance and fee model s to optimize overall
program effectiveness and ROI. Model building is an iterative process and observations
are used to build and refine the model.
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Target Prospects with Propensity to Respond and Generate Income

Improved targeting results in lower acquisition costs, increased average balances,
enhanced cross-sell opportunity, and the opportunity to optimize a bank’s return on
marketing investment

The charts below show the positive results generated when a bank moved from a
traditional saturation approach to refined geographic and demographic targeting.
Acquisition costs fell by $30 and average checking account balance increased by $500.

30% Lower Cost/Acquired Deposit Account 33% Increase in Average Checking Balance From
From Improved Targeting Improved Targeting (nd of 1st 12 Months)

$120 A $2,500
$100

$2,000

[+
© $2,000 -
[+

3 $1,500
@ $1,500

$80 $100
$60

<
$70 8 $1,000 S

o
$20 = $500 —

$0 T | $0 T 1
3-5 Mile Traditional Saturation Refined Geographic & Demographic 3-5 Mile Traditional Saturation Refined Geographic & Demographic
Approach Targeting Approach Targeting

Direct Acquisition Cost/Account

Offer Segmentation

Segmentation is the key to checking growth for different ssgments. The checking offer is
varied based on the needs of each segment as defined at a carrier route level. The types
of offers range from high value checking bundles to free checking.
High interest checking balances: High value checking bundles which includes
discounts on deposit and investment services; combined checking/money market
offerswith high APYs.
Medium checking balances. Medium value interest checking bundles; combined
checking/savings offers with ACH automatic savings incentives or credit
offerings.
Low checking balances: Free checking where the profitability is driven by NSF
income.

Success in offer segmentation relies on a bank’ s ability to differentiate their offer and to
keep the offer smple. A bank should provide areason, based on their Unique Selling
Proposition (USP), to the potential customer for choosing their bank. Banks should also
vary the value of their offer to match the profitability potential of the carrier route.

It is also important to not overcomplicate the offer, since complexity and response are
inversely correlated. Simple bundles, such as savings and checking, tend to work best.
The offer should be clear and easy and limit the number of stepsto qualify.

New programs should tie offersto actions that drive retention ( sticky services’ such as
direct deposit, ACH, or online bill pay).
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Creative Approach

When it comes to executing direct mail creative to support your deposit acquisition
strategy, it isimportant to keep in mind the following :
Pop and repeat the incentive (often)
Pop and repeat the call to action (often)
Pop a sense of urgency in a prominent place
Stress ease, offline (branch, ATM) and online convenience, and customer service
Convey the ease of switching
K eep the message easily scannable and to the point -- including bullet points
when possible

Deposit acquisition creative should also be looked at within the five key measures of
brand, advertising and direct marketing effectiveness:

Doesit deliver the message clearly?

Communicate quickly?

Project credibility?

Strike an emotional chord?

Motivate the respondent?

Also worth noting is the importance of message repetition and brand consistency from
touch to touch and across channels, including direct mail, corresponding landing pages,
web banners, online portal sites, and POS materials. In order to create comfort,
familiarity and spur action, integration is critical.

Additionally, when it comes to landing pages that support the direct mail, these questions
should be considered:
Isthe Landing Page aligned with the main goal of the direct mail message?
Doesit develop a streamlined path to the offer?
Doesit validate the reason for visiting as well as offer an immediate connection?
Is the main message and call to action short and sweet and above the fold?
Isit designed for easy scannability?
Are graphics and white space maximized to easily guide and focus the eye?
Are web site forms being executed properly, in a user-friendly manner?

And finally, companies should look at their brand attributes and what influences
behavior, so that they may consistently utilize the most powerful elements of the brand to
solve consumer problems and answer consumer needs within their creative executions.
Thiswill ultimately tranglate to greater economic benefit.

Contact Frequency & Cadence
Freguency and repetition drive customer acquisition program success. Contact frequency

and investment should be driven based on the profitability potential of each market.
Freguency, which is recommended at 6 to 8 times per year, isamajor driver of response.
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By reaching out to the market on aregular basis banks also are able to catch consumers
when they have just moved into a market or have a reason to be dissatisfied with their
current bank.

L eversthat Drive Success

Checking and deposit acquisition encompasses a planned, strategic approach balanced
with awareness of the changing banking landscape and need for channel integration.
Following is areview of some of the key factors that drive the success of acquisition
programs:

Market potential & audience mix
Understanding and setting metrics goals, including response level, balance and fee
income, at the beginning of the program is important.
Not selecting too deeply into the modeled population; e.g., the deeper the audience
the penetration to lower the incremental benefit of the model.
Varying the mail mix to reach branch or market minimums negatively impacts
program success.
Increased concentrations of non-DDA customers positively impacts program results.

Market share, market coverage, and brand recognition
The more convenient and better known the bank, the higher the program response
level.

Competitiveness of the value proposition
Offers can and should vary based on the competitiveness of the region and value of
the carrier route.
Offers should be sustainable and defendabl e based on your Bank’s Unique Selling
Proposition.

Contact frequency
A higher contact frequency positively impacts program results and makes sure the
bank is “top of mind.”

Channel integration
Optimize program results by facilitating communications across multiple channels
for both in and out-bound communications.

By following these guidelines you will strengthen your deposit product offerings and
value propositions to match the changing market. These strategies will help you to

master the new marketplace, communicate via a multichannel approach, and manage all
stages of your customer lifecycle.

For Morelnformation Contact Harte Hanks:

Cashing In On Deposit Growth Strategies. 11




A Harte-Hanks White Paper

Harte-Hanks Direct Marketing
Phone: (800) 456-9748
E-mail:contactus@harte-hanks.com
Web: www.harte-hanks.com

Usage Notice

Permission to use this document is granted, provided that:

1. the copyright notice appearsin all copies, along with this permission notice

2. use of this document is only for informational and noncommercial or personal use and may not
include copying or posting the document on any network computer or broadcasting the document
through any medium

3. the document is not modified fromits original version

Itisillegal to reproduce, distribute or broadcast this document in any context without express written
permission from Harte-Hanks, Inc. Use for any other purpose is expressly prohibited by law, and may result in
severe civil and criminal penalties. Violatorswill be prosecuted to the maximum extent possible.

This document and related graphics might include technical inaccuracies or typographical errorsand are
subject to change at any time by Harte-Hanks, Inc. Harte-Hanks, Inc. does not guarantee the suitability of the
information contained in this document, which is provided "asis" without warranty of any kind. Harte-Hanks,
Inc. hereby disclaim all warranties and conditions with regard to thisinformation, including warranties and
conditions of merchantability, whether express, implied or statutory, fitness for a particular purpose, title and
noninfringement. In no event shall Harte-Hanks, Inc. and/or its respective suppliers be liable for any special,
indirect or consequential damages or any damages whatsoever resulting from loss of use, data or profits,
whether in an action of contract, negligence or other tortious action, arising out of or in connection with the
use or performance of information available from this white paper.
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