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Abstract 

This master thesis discusses the renewed strategy of Van Lanscho t on customer value and 
consists of three main parts. Part A gives an introduction to the project, describes the Van 
Lanschot organization and the research design. Part B describes several aspects of custom er value. 
In part B also the diagnoses is made in which customer value is defined and the starting point for 
part C, the design, is determined. The design, part C, describes a model to predict the worth of 
customers to Van Lanschot. Part C also discusses a partial test of the model in which several 
remarkable outcomes are discussed. 
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Management summary 

Introduction 
This thesis describes a project that has been executed at Van Lanschot N .V., an independent 
private bank mainly active in The Netherlands. The project was supervised by the E indhoven 
University of Technology. The services of Van Lanschot focus mainly on high net-worth 
individuals (Private Banking) and on entrepreneurs and institutional investors (Business Banking). 
The scope of this thesis for the design part is limited to the Private Banking division. 
Van Lanschot formulated new strategic goals and officially announced those goals on the 7th of 
September 2006. O ne of these strategic goals is customer value, which is the central theme in this 
thesis . 

Problem statement 
At the start of this research, customer value did not have a single-valued definition, although it 
was the most in1portant strategic goal. Besides the ambiguous definition of customer value, no 
metrics existed which could quantify customer value. \Vithout a definition of customer value and 
without metrics which could quantify customer value, appropriate controlling Van Lanschot 
based on customer value was not possible in a consistent way. 

Thus the starting point of this research is the strategic objective of Van Lanschot on customer 
value. Demands and problems regarding the new strategic goal results in the following problem 
definition: 

Van Lanschot does not have an appropriate and complete definition of its most important 
strategic goal; customer value, and the bank does not have an appropriate set of metrics for 
valuating this asset in a consistent and coherent way. Therefore Van Lanschot is not yet able to 
adequately measure and control its performance in a coherent and consistent manner based on 
customer value. 

Of?jectives if the research 
The four main objectives of this research are: 

• a definition of customer value, 

• requirements for the measurement of customer value, 

• a test with the available data, 

• and conclusions that result from that test. 

Research questions 
The starting point of this research is the renewed strategy. This implies that this research does not 
address the question whether or not this strategy is valid. In this research a main question is 
central of which sub-questions can be derived. T he main question in this research is: 

How can Van Lanschot apply the new strategy on customer value starting with the 
measurement of the value customers have to Van Lanschot? 
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The main question can be broken down into sub-questions. 

Q Research questions 
1 What is the scope of the project? 
2 What is the definition o f customer value with regard to the Van Lanschot organization such 

that it is in line with the strategic goals, that it meets the goals of m easuring customer value 
and such that it enables controlling the organization based on customer value? 

3 What are the goals of measuring customer value, such that measuring customer value 
contributes to shareholder value? 

4 What are the essential elements of customer value regarding the financial aspects and the 
non-financial aspects of the customer value to the bank? 

5 \'(!hich metrics represent these financial and non-financial elements of customer value as 
complete as possible and what information is needed to capture these metrics? 

6 Is the information needed for capturing these metrics present in the current databases or is 
new data needed to enable control on custom er level and how can this information be 
gained? 

7 H ow can these metrics be combined in a model to measure customer value as defined by the 
answer on the second question? 

8 \'(!hat are the data requirements, based on data currently available, to enable measuring 
customer value? 

9 What conclusions can be drawn from measuring customer value for a specific goal? 

Table 1. Research questions 

Diagnoses 
The breakdown of customer value to Van Lanschot is the following: 

Customer value 

Customer value to Customer 
the bank perceived value 

Current value Potential value 

Network 
value 

Financial 
potency 

Figure 1. Customer value breakdown 

The following definitions for customer value are adapted: 

Current value: 
Current value is the sum of all future pos1ttve and future negative cash flows directly 
related to a customer's current use of products and/ or services, discounted by an appropriate 
discount rate over the time that starts on the time of assessment until the time that a customer 
is expected to stop consuming a particular product or service. 

Potential value: 
Potential value consists of network value and of financial potency. Network value is the 
value that is created by a customer because the customer will refer new clients to Van Lanschot 
who have value their selves. Financial potency is the potency a customer has because the 
customer will consume products of services in the future, either due to the customer's current 
status, or the customer's future status. 
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Customer perceived value: 
Customer perceived value is the customers' perception of the worth of goods and/ or services 
relative to the price paid, both in monetary and non-monetary terms. A company delivers 
superior customer perceived value if the perception of the worth of a product relative to the 
perceived price paid is higher than its competitors. 

Delivering customer perceived value results in more satis fied and more loyal customers (Heskett 
et. al. [1997] , Berger et. al. [2006], Zeithaml [2000]). More loyal customers generate more value for 
Van Lanschot over their lifetime due to the relationship being longer and/ or of higher quality 
(Reichheld [1996]). This is the main link between shareholder value, customer perceived value, 
and customer value to the bank. In order to know on which customers to focus and on which 
customers this focus is justified, information on their value is needed. Therefore the design 
focuses on a model to give insight in the value of Private Banking customers. Goals for this focus 
are: 

Strate tc oals 0 
• Strategic positioning • Time management of advisors 

• Pricing • Managing costs and revenues 

• Risk management • Leading indicator for the general service concept 

Design 
T he design generally aims at a model for the measurement of customer value to the bank to serve 
the goals m entioned above. Separate, but compatible models are developed for current value and 
potential value. Both models can be integrated and both models are expressed in present value 
terms. With the data available at the time of this project a model test was conducted. 

The model test was conducted with data provided by Van Lanschot's Management Accounting 
department. These data originated from the fourth quarter of 2006. T he main determining factors 
are: main sum, margins , and time horizons. The product categories included are: current accounts, 
securities, savings, mortgages, loans, and deposits. Currency deals and insurances were excluded 
from the model test due to the lack of data. Several analyses on the results of the model tests are 
conducted. T he following graphs show the most important results of the model test. The 
abbreviations of the target groups can be found in the list of abbreviations and used variables on 
page 80. 
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Figure 2. Average worth per ta,;get group 
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Figure 3. Stobachoff cun;e Private Banking 

T he m ain conclusions based on the model test are: 

• Several different type of analysis can be done on current value o f customers. For example: 
o Total and average worth per segment. 
o Contributions of the product categories per segment. 
o Assessm ent o f customers per en try date. 
o Current value per customer / banker/branch. 

• ~ % o f the to tal value is generated by approX1mately ~ of the Private Banking customers. 

•~%of the to tl is~ ated by approxunately ~ fthe Private Banking custom ers. 
• The segments d are classified low based on the average current value. 

• The segments nd are classified high based on th~age current value. 

• T he segmen t has the larges t number o f custom ers ~ % of total) and the lowes t 
average value. 

• Customers who became customer more recently have a higher average value than customers 
who becam e customer further in history. 

• Customers who became customer m ore recently have a larger par t of their value due to loans 
& m ortgages than custom ers who becam e customer further in history. 

Most important condusions and recommendations 
• Van Lanschot should start two parallel projects on custom er value to tl1e bank. 

(1) Van Lanschot should start with a project that aims on implem enting current value on 
short no tice (3-4 months). T he current value m odel described in this thesis can be the 
starting point. 

(2) Van Lanscho t should start with a project that aims in developing a m odel for measuring 
and using the value o f custom ers in which the needs of all relevan t business lines are 
included. T he possibilities the future IT sys tem s (Financial Studio and Siebel) provide 
should be the starting point for this approach. T his project can in the most positive 
scenario be finished at the end of 2008. 

• Once a model is operational to determine which custom ers are of highest value, Van 
Lanschot should focus on the needs and wishes o f those customers to make those custom ers 
m ore loyal. In other words, Van Lanscho t should deliver high custom er perceived value for 
its m ost valuable customers. This decreases downside risk an~ ses upside risk associated 
with the dependency on a small fraction o f the custom er ba~ o f the value is generated 
b1~ /o of the custom er base). 
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• 

• 

Van Lanschot should increase the prices significantly for the non target group customers 
which have no connection with other, higher in rank customers, or other links or value 
whatsoever. If this results in disloyalty of those customers this should be considered as a 
positive result. 

The service concepts l e all~ target groups need to be reconsidered. T he current 
value of the ~ ents and ~ ndicate tl1at these target groups have a current value 
higher than ~ and target groups, while these last two target groups are allocated to a 
higher service concept. Potential value should be considered m reallocating these target 
groups. 

Quick reading guide 
For the reader with a genuine interest in the complete version of this thesis, but with limited time, 
a quick reading guide is included in this thesis to support the quick reader to read the most 
important aspects of this thesis. This reading guide is given at the pages that announce the main 
parts of this thesis, indicating the important sections. Moreover, the important sections are 
highlighted by the quick reading guide sign, also given left of this paragraph. With the use of the 
quick reading guide this thesis is compressed to approximately 20% of its original size. 
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Preface 

This document represents my master thesis which is the final step in my study Industrial 
Engineering and Management Science at the Eindhoven University of Technology. This thesis 
represents a project performed at Van Lanschot N.V. in Den Bosch, T he Netherlands. The new 
strategic goal of Van Lanschot on customer value is the central theme in this thesis. 

During the eight months of the project I gained knowledge and new insights in the way people 
work and the limitations and possibilities certain working environments provide. Some of these 
insights were inspiring, some were less. But this project gave me the chance to gain a better 
understanding of myself in business environments. This has been a valuable personal outcome 
and this has changed my perspective on working environments. 

I truly believe that the model and the model tes t provided in this research provide valuable 
information and insight in the value of customers for Van Lanschot. This provides a starting 
point for adjustments on service concepts, strategic positioning, customer portfolio risk 
management, and so on. These are the basics that are principle to the right of existence for Van 
Lanschot. 

This project and this thesis would not have been possible without the help and support of several 
people. First of all I would like to thank my university supervisors; Mr. van Bel and Mr. Kastelein 
for their support and feedback. I also want to thank my supervisors at Van Lanschot: Laurens van 
Herpt, Daphne van den Heuvel and Corrine Buck for making this project possible and for the 
support and the feedback they provided. Furthermore I would like to thank the people at the 
department Management Accounting and Special Projects for their support and the time and 
energy they made available for this project. I also would like to thank Harm Hoebergen, 
Dhiradj Ramautarsing and Ralph Mintjens for their feedback. 

Last but not least I would like to thank my friends, family and Lot for the support they provided: 
not only during eight months this project lasted, but also during the seven years I spent in college. 
T hese people provided the memorable times which I enjoyed and which gave colour to these 
seven years in college. 

Erik J oustra 
's-Hertogenbosch May 2007 

:faster thesis - Erik J oustra IX 



}\faster thesis - Erik Joustra X 



T able of contents 

ABSTRACT I 

MANAGEMENT SUMMARY II I 

PREFACE IX 

Part A 

1. INTRODUCT ION 2 

2. PROJECT ENVIRONMENT 4 

2.1 Introduction 4 

2.2 Private banking 5 
2.2. 1 Customer segments & service concepts 5 

2.3 Renewed strategy 6 

3. RESEARCH D ESIGN 8 

3.1 Background and trigger of the project 8 

3.2 Principal, beneficiaries and supervisors 8 

3.3 Problem definition 8 

3.4 Scope 9 
3.4.1 Pn·vate Banking 9 
3.4.2 Customer value to the bank 9 
3.4.3 Control information 10 
3.4.4 Model test 10 
3.4.5 Shareholder value 11 

3.5 Objectives II 

3.6 Research questions 11 

3.7 Research method 12 

3.8 Research model 13 

Master thesis - E rik J oustra X I 



Part B 

4. ANALYSIS OF CUSTOMER VALUE 18 

4.1 Customer value described 18 
4.1.1 Customer perceived value 18 
4.1.2 Customer value to the bank 19 

4.2 Customer value and shareholder value. 22 

4.3 Goals of measuring customer value to the bank? 23 
4.3.1 Strategic goals 23 
4.3.2 Operational goals 25 

4.4 Conclusion 25 

5. DIAGNOSES: THE CUSTOMER VALU E FRAMEWORK 26 

5.1 Definition of customer value to the bank 26 

5.2 Definition of customer perceived value 27 

5.3 The customer value framework 27 

5.4 Validation of the framework 29 
5.4. 1 The service profit chain and the customer value framework 30 
5.4.2 The Balanced Scorecard and the customer value framei11ork 30 

5.5 Conclusions 31 

Part C 

6. CURRENT VALUE 34 

6.1 Introduction 34 

6.2 Scope 35 

6.3 Estimating the (gross) margins 35 
6.3.1 Gross ma,:gin definitions 37 

6.4 Estimating the time horizon 38 
6.4.1 Finite sen·es of cash flows 39 
6.4.2 Infinite series of cash flows 39 

6.5 Estimating the discount rate. 40 
6.5. 1 Cost of capital for Van Lanschot 40 

Master thesis - E rik Joustra XII 



6.5.2 Estimating the weighted average cost ef capital (WA CC) 

6.5.3 Risk adjustments 

6.6 Adjustments for the method of repayment of loans and mortgages 

6.7 Conclusions, summary and data requirements 
6.7.1 Use ef the summary table and the data requirements. 

7. MODEL TESTING 

7.1 Segments and service concepts revisited 

7.2 Average worth per segment 
7.2.1 Changing the service concept 
7.2.2 The contribution ef the different product categories per segment 

7.3 Total worth per target group 

7.4 Average worth per entry date. 

7.5 Stobachoff curve 

7.6 Example of time management for advisors 

7.7 Conclusions 

8. POTENTIAL VALUE 

8.1 General statements 

8.2 Financial potential value 
8.2. 1 Financial potential value from the current status ef customers. 
8.2.2 Financial potemy from the future status ef the customer 

8.3 Network value 
8.3.1 Scoring Network Value 

8.4 Quantifying potential value 

8.5 Conditions for the use of Potential Value. 

9. IMPLEMENTATION, MAINTENANCE AND RELIABILITY 

9.1 Implementation of customer value 
9. 1. 1 Implementing on short notice 
9.1.2 Implementing customer value with the use if Financial Studio and Siebel 

9.2 Maintenance of customer value 

Master thesis - E rik J oustra 

41 
42 

42 

44 
44 

46 

46 

46 
47 
48 

48 

49 

50 

51 

52 

54 

54 

55 
55 
56 

56 
58 

58 

59 

62 

62 
62 
62 

64 

XIII 



9.3 

9.4 

9.5 

10. 

10.1 

10.2 

10.3 

11. 

Improvements of the customer value model 

Reliability and validity of the research 

Conclusions 

CONCLUSIONS AND RECOMMENDATIONS 

Research questions and answers. 

Recommendations 

Suggestions for further research 

EPILOGUE 

REFERENCES 

USED WEBSITES 

LIST OF FIGURES AND TABLES 

LIST OF ABBREVIATIONS AND USED VARIABLES 

GLOSSARY 

APPENDICES 

Master thesis - E rik J oustra 

64 

65 

66 

68 

68 

70 

71 

72 

74 

76 

78 

80 

82 

84 

XIV 



Master thesis - E rik J oustra 

Part A 

Chapter 1. Introduction 
Chapter 2. Project environment 
Chapter 3. Research Design 

Quick reading guide 

Chapter 1 Section 2.1 Section 3.3 Section 3.6 



Master thesis - Erik Joustra 



1. 

QR. 

Introduction 

The deregulation in the 1990's of the financial sector on European level and technological 
developments caused the Dutch financial sector to become more and more competitive. 
Customers become more and more demanding towards financial service providers. Also low price 
competitors like Alex and Binck bank are a direct threat, even to focused banks like Van 
Lanschot. To remain competitive and success ful in the future it is of considerable interest to Van 
Lanschot to focus its scarce resources on what truly creates value, the customers. 

Van Lanschot operates in the market of high net worth individuals. Van Lanschot aims to be the 
large small bank: large enough to offer a genuine alternative to the large banks but small enough 
to give clients the respect and personal attention they expect from the bank. On the 27th of 
September 2004 Van Lanschot signs the takeover of the 'Crediet en Effecten bank' (CenE 
bankiers), a specialized bank in the healthcare sector. Two years later, on the 7th of September 
2006, Van Lanschot announces its plans to takeover K.empen&Co, a merchant bank. Both banks 
strengthen the position of Van Lanschot as a large focused bank. But when the integration of 
CenE was completed the question was whether or not merely financial strategic goals have been, 
and will be, sufficient for a focused bank like Van Lanschot? 

This question led to the development of new strategic goals. Besides the goals on profitability and 
solidity three new strategic goals were announced by the board of directors on the same day the 
takeover bid on K.empen&Co was announced. These are: customer value, employer of choice, 
and quality of shareholders. The first, customer value, is the central theme in this thesis. 

This study addresses the question: how can Van Lanschot apply the new strategy on customer 
value, starting with the measurement of the value customers have to Van Lanschot? 

The results of this thesis aim to be both scientific and pragmatic. The analysis is based on an 
extensive literature study and on convictions of people directly concerned to this strategic issue. 
This study aims in delivering specific requirements for the measurement of customer value in the 
near future. Data which is needed to determine the value of a customer may not all be present in 
the current databases. Before new IT technology allow a more in depth insight in the value of 
customers, information which is currently available can be used for a first version of a model to 
determine the worth of customers. 

Customer value is a broad concept. Before reading tl1e remainder of this iliesis it is needed to give 
a first insight in the definition of customer value. This thesis defines customer value two folded: 
customer value as the value customers have to an organization, and as the value an organization 
can deliver to its customers. In part A and B of tl1is thesis customer value is used in the broadest 
sense of the customer value concept. Part C focuses on customer value as the value customer 
have to Van Lanschot. 
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2. Project environment 

2.1 

QR 

This chapter handles with the proj ect environment. This is described by the Van Lanschot 
organization in general, the Drive! business change program, and a short description of the old 
and renewed strategy of Van Lanschot. 
The organization of Van Lanschot can roughly be divided in Private Banking, Business Banking, 
Healthcare, Insurances, and other activities. Private Banking is discussed in more detail in this 
chapter, the descriptions of the other business lines are limited. D etailed descriptions of these 
business lines can be found in appendix VII. 

Introduction 

This proj ect is executed at Van Lanschot n.v., the oldes t independent bank in The Netherlands. 
Its history goes back until 1737. T he services of Van Lanschot focus mainly on high net-worth 
individuals (Private Banking) and on entrepreneurs and institutional investors (Business Banking). 
Since the acquisition of CenE Bankiers on the 30th of September 2004, the healthcare sector has 
also become a specific focus of operations. With the acquisition of Kempen & Co an important 
partner is found for Van Lanschot to achieve strategic goals. 

Van Lanschot's total assets under management are€ 18,3 billion (2005). The net operating profit 
after tax in 2005 was€ 152 million. At the beginning of 2005, the number of employees (including 
CenE Bankiers) was 2.248 ITE's. After the acquisition of Kempen&Co this number increased 
with approximately 300 ITE's. 

In The Netherlands Van Lanschot is represented by 32 branches. But Van Lanschot is also active 
in the Belgium market. To serve these clients in the Dutch speaking area and in Brussels, eight 
branches are present in Belgium. The French speaking area is served from Brussels. In Belgium 
the bank focuses on the high net-worth individual and on institutional investors. To serve the 
private clients from other places Van Lanschot has offices in Luxemburg, Curacao, Switzerland 
and in Jersey. 

Van Lanschot distinguishes several segments for the services to high net-worth individuals. For 
these segments specific products and services are being developed and offered. 

Van Lanschot has several activities which can mainly be put in the following categories: Private 
Banking, Business Banking, Healthcare, Insurance and other activities. The contribution of the 
different business lines to the total operating profit is given in figure 2.1 . 

Contribution per business line to the total 
operating profit before tax (2005) 

□ Private banking 
■ Business banking 
□ Healthcare 
□ Insurances 
■ Other activities 

2% 15% 
14°/c 

21 °/c 48% 

Figure 2.1 Contribution per business line to total operatingprofit (before tax) 
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2.2 Private banking 

In the private banking market, Van Lanschot aims to offer clients with income and/ or assets over 
€ ~~a full range of banking services. Van Lanschot is focusing on specific professional 
target groups, such as business professionals (accountants, tax advisers, notaries and lawyers), 
executives of listed companies, sportsmen and women and director-majority shareholders. As well 
as traditional products and advisory services, Van Lanschot offers their clients specific and high
value concepts such as Ars Mundi (Van Lanschot's art and collections insurance) and Van 
Lanschot Family Office, which provides a full range of services for organizing and coordinating 
assets over € 10 million. 

2.2.1 Customer segments & service concepts 

Van Lanschot distinguishes fourteen different target groups for Private Banking. These fourteen 
target groups can be categorized into four main segments. These groups are: income segment, 
wealthy segment, special segment, and profession segment. The exact distribution of the different 
target groups and their characteristics can be seen in appendix I and II 

The lower limit Van Lanschot handles for the due diligence of clients can be roughly given by the 
€ ~""'-.~boundary, either yearly income or 'free' assets the client possesses. This boundary is 
applied flexible. For example, the son of a millionaire does not suffice to any of the target group 
classifications, but still these kinds of clients can open an account. This comes from the notion 
that this is a service to the father of the child. The child, or broader: the non target customer, can 
also have the potency that in time, the customer will suffice to a target group. The child can for 
example inherit a trust fund, which makes the child a target customer over time. 

The different target groups are treated differently. Van Lanschot has four service concepts for 
Private Banking. Each concept has four variables. These are: 

✓ expertise of the banker, 
✓ availability of specialists, 
✓ special events, 
✓ and contact frequency. 

The expertise of the banker is made explicitly by their function name. Bankers can be junior, 
medior-, or senior. This is mainly determined by working experience a banker has at Van 
Lanschot or another bank. According to the service concept, a client can have access to 
specialists, such as specialists from Private Investments, Insurances, etc. Van Lanschot also invites 
clients to special events, like Christmas concerts, golf tournaments etc. Every branch can focus on 
different target groups and can invite customers accordingly. The most important aspect of a 
service concept is the contact frequency. The amount of personal visits can range from zero, to 
four times a year. Telephone contact or written contact is not included in the contact frequency. 
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2.3 Renewed strategy 

Until recently, the strategic goals were merely stated as financial targets. But recently some other 
dimensions have been added to these financial ratios. Van Lanschot admitted by this change in 
strategy that other goals should be achieved as well to increase the value of Van Lanschot. 

Former strate ·c ob·ectives 

• BIS total capital ratio of at least 10% 

• Average return on shareholders' funds of 15% 

• An efficiency ratio between 50% and 60% 
• Average annual growth of earnings per share of 10% 
• Sin le A ratin from at least two ratin a enc1es 

Table 2.1 Former strategicgoals 

Table 2.1 states the former strategic goals and their target. A short description of each target can 
be found in the appendix VIII . 

The new strategic objectives are best explained by the five objectives Van Lanschot pursues. 
These five objectives can be seen in figure 2.3. 

Customer value Profitability I L._l __ s_o_lid-it_y -~ L._Q_u_s~-l~y_r~s-ht~- l~-i~_%_o~f ~ -E_mc_P~-~r_c:_r o- f~ 

Figure 2.2 New strategic objectives. 

The former strategic objectives are included in these new strategic objectives and supplemented 
with three other main strategic objectives: customer value, quality of shareholders and employer 
of choice. 

To enable the renewed strategy to take form in the organization, a business change program was 
started in the second half of 2005 under the name Drive! This business change program intends 
to make the organization more effective and more efficient. A major part of the program is the 
renewal of almost all IT related systems. 

To achieve all goals, the business change program consists of several workgroups with all 
different focuses and responsibilities. These workgroups are: Internet, Back Office, Management 
Information Solutions (MIS), Customer Relationship Management (CRM) and Advice. 
Subsequently, MIS consist of the workgroups: Steering Information, Sourcing Requirements and 
Regulatory Reporting. This project will be attended by Steering Information. This graduation 
project will be executed under the responsibility of MIS. In appendix A'v the organizational 
scheme of the Drive program is given. 
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3. Research design 

This chapter handles with the background and the trigger o f the project. Also the m ethod used in 
this project, the research plan, the research ques tions and the scope are described in this chapter. 

3.1 Background and trigger of the project 

Management information is of essence to control an organization. Imagine flying a plane without 
information on speed, altitude or other planes in the vicinity. If you are a passenger on a flight to 
a well deserved vacation, you would not feel very safe knowing the pilot does not know the exact 
time o f impact while landing. This very short anecdote shows that proper information is needed 
to enable controlling an organization based on multiple facts and one version o f the truth. 

Besides the need for proper information, the m arket for financial services has been fortunate 
enough to be the subject o f an increasing competitive environment. Clien ts become more and 
more demanding. ICT inves tments and inves tmen ts for Basel II require a large enough customer 
base to justify these large investments. For a bank like Van Lanschot it is impor tant to focus on 
what the client desires. But on which clien ts should the focus lie? In a situation with capacity as a 
bottleneck, one wants to focus on the clients that will result in m aximal profit, or better: m aximal 
shareholder value. 

The trigger of the project can also be derived from the annual report 2005 o f Van Lanscho t. A 
section o f this report describes the need for new and better strategic goals. Customer value is one 
of those goals. T he order to further develop this new strategy has been given to the M.I.S. project 
of the D rive program. 

3.2 Principal, beneficiaries and supervisors 

3.3 

QR 

This assignm ent has a differen t principal, supervisor and beneficiary. T he responsibility of the 
assignment on customer value is assigned to the responsibility of Drive, M.I.S. by a steering 
committee that has the control on the scope o f the Drive program. T his steering committee can 
than be considered to be the principal o f this project. T he supervising department is M.I.S, 
steering information. 

The beneficiary, or problem holder, of this project is in the first place Van Lanschot's 
Managem ent Accounting department. T he resulting model can be used by this department to 
provide tl1e needs Private Banking has concerning the value o f customers. Private Banking is then 
a secondary beneficiary. 

Problem definition 

This section addresses the problem definition. As described in the previous section, Van Lanschot 
has recently adapted new strategic goals. O ne of those goals is custom er value. T his strategic goal 
is declared to be the most important strategic goal by the strategic committee of Van Lanschot. 

The only value you will ever create is the value that comes from your customers (Peppers, Rogers 
[2005]) . The new strategic goals acknowledge this notion. Van Lanschot gives the highes t priori ty 
to the in teres t of its customers. T his vision, a trend in the Dutch financial sector, should 
eventually lead to an increase in shareholder value. 
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At the start of this research, customer value did not have a single-valued definition, although it 
was the mos t important strategic goal. Besides the ambiguous definition of customer value, no 
metrics existed which could quantify customer value. \v'ithout a definition of customer value and 
without metrics which can quantify customer value, appropriate controlling Van Lanschot based 
on customer value is not possible in a consistent way. 

Thus the starting point of this research is the strategic objective of Van Lanschot to focus on 
customer value. Demands and problems regarding the new strategic goal results in the following 
problem definition: 

Van Lanschot does not have an appropriate and complete definition of its most important 
strategic goal: customer value, and the bank does not have an appropriate set of metrics for 
valuating this asset in a consistent and coherent way. Therefore Van Lanschot is not yet able to 
adequately measure and control its performance in a coherent and consistent manner based on 
customer value. 

This problem definition has two major components. The first part of the problem statement is 
that Van Lanschot does not have a definition of customer value. The second part is: given the 
definition of customer value, appropriate metrics which represent this definition of customer 
value have to be defined. 

3.4 Scope 

This paragraph describes the scope and the objectives of this project. The scope is described by 
four main aspects which have a strong relation to the objectives of this research. These four 
aspects of the scope are: Private Banking, control information, model testing, and shareholder 
value. 

3.4.1 Private Banking 

This project aims to deliver a generic definition of customer value for all business lines. But this 
can only be done when assessing customer value at a high level. Focusing on customer value can 
become more useful if it is specified for every business line which has specifications regarding 
customer value. Due to time limitations this project will focus on one business line, Private 
Banking. Besides the time constraint, several arguments for selecting the Private Banking division 
exist. 

The first argument is that Private Banking is the core business of Van Lanschot. Since the start in 
1737 this has been the main focus of Van Lanschot. All other activities have a strong interrelation 
with Private Banking. Another argument is that Private Banking is also the largest division of the 
bank. Figure 2.1 shows that the Private Banking division contributes 48% to the total operating 
profit before tax. This of course has a correlation with Private Banking being the core business of 
Van Lanschot. 

These arguments together with the decision with the problem holder and supervising department 
support the focus of the research on Private Banking. 

3.4.2 Customer value to the bank 

In the definition of customer value two main aspects can be highlighted as will be described later 
in this thesis. These are: customer value to the bank, and customer perceived value. The customer 
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value to the bank view represents the cash flow that goes towards the bank (Baxter and Collings 
[2005]) plus any strategic value a customer can have (Van Raaij [2005]). T he custom er perceived 
value represents the perceived worth Van Lanscho t o ffers a client (Parasuram an [1 997]). In the 
design phase this project is limited to only one aspect in the defini tion on custom er value: 
customer value to the bank. T his can be supported by the following argument. 

The m ain part of the capacity Van Lanscho t has is its employees. So, when Van Lanscho t wants 
to focus on the needs of its customers, it seem s not possible to do that for all customers, due to 
capacity constraints. In order to make a distinction between clients, an unbiased source o f 
information to base those decisions is needed. The value o f customers is information on which 
such decisions can be based. 

So knowing on which customers to focus is the first step in delivering superior customer 
perceived value and gaining competitive advantage. The custom er perceived aspect of the 
defini tion in this study is limited to a conceptual model for the main business lines. This 
conceptual model, where both views are integrated is described in chapter 5. 

3.4.3 Control information 

Ano ther focus of the project is on control information. This focus has two results: a focus on 
solely customer value as control in formation, and a forward looking focus (ex-ante). 

Kaplan and Norton (1993) developed the balanced scorecard. They argue that the control on an 
organization should be based on multiple m easurements of organizational performance. In this 
research this view on control information is acknowledged, but due to time co nstraints it is not 
possible to include other control information in this research, besides the value o f custom ers. But 
within the custom er value perspective a 'balanced scorecard' is constructed. 

Information on the value o f customers should enable the organiza tion to take proper actions. 
T herefore the calculation of the value of custom ers will focus on future cash flows and o ther ex
ante determined value. T his view can be explained by the sunk cos ts theory (Roxburgh, 2003). 
Cos ts and revenues incurred in the past should not have an influence on the decision making 
process. T his is also important when controlling Van Lanscho t based on customer value. It is no t 
important what value a customer added in the pas t, only future contributions are important when 
assessing the value o f a customer. Assessing customers with the ex-pos t approach implies the 
assumption that all customers and product have the sam e time horizon. T his is a dangerous 
assumption and this assumption is avoided by an ex-ante approach. 

3.4.4 Model test 

Calculation the worth of a customer to the bank will need lots of data on individual customers 
about the financial and non financial aspects. Som e data is available at Van Lanschot and som e 
data is not. To test the calculation m odel a tes t will be performed on exis ting data Van Lanschot 
has present at the Managem ent Accounting department. This test also gives input for detailed 
data requiremen ts regarding the currently available data. 

This tes t will also partly validate the model. Conclusions that follow from the calculations can give 
insight in the customer base o f Van Lanschot. T his gives insight in the po tential a healthier 
custom er base can have. The potential can be in profits, and in risk managem ent, strategic 
positioning, focusing on different product groups, etc. 
Insight in the potency o f the profit distribution in the custom er base can be a tes t for the usability 
of the focus on custom er value to the bank. And although the tes t model will only incorporate 
financial data, this approximation is useful for the fur ther development o f the model. 
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3.4.5 Shareholder value 

Enabling controlling through customer value information should add value to the owners of the 
bank, its shareholders. T his seem s an obvious conclusion, but making this explicit also supports 
the focus in the design phase on the value o f customers to the bank. 

Focusing on shareholder value needs a definition of shareholder value. 

The shareholder value approach estimates the economic value ef a'!Y investment as the expected cash flows 
discounted /?_Y the cost ef capital (Balachandran, Nagarqjan, Rappaport {1986}). 

Share holder value measures the trne return to shareholders cifter all costs - including all costs ef capital -
have been dedutted, . .. For this reason, the notion ef risk is intrinsic to the concept ef shareholder value 
(Ryals, Knox [ 2005}) 

Both definitions include the deduction of the cost o f capital. The cost of capital can be included 
in the discount rate, which is input for discounted cash flow calculations. These can be used for 
valuing cash flows induced by individual customers. 

3.5 Objectives 

3.6 

QR 

The objectives of this research are Fourfold. The main objective o f this project is to make a 
contribution to the quest for Van Lanschot on the definition of its recently renewed strategy and 
a part of that strategy in particular: customer value. More specific objectives and derived from the 
main objective are: a definition o f custom er value, requirements, a test with the available data, and 
conclusions that follow from this test. T hese are considered the m ost important objectives, 
besides the other objectives given by the research ques tions and the research model. 

The first objective is to define customer value. This objective should also give an answer to the 
second research question as given in the following paragraph (3.6). This definition should be in 
line with the needs o f the Van Lanschot organiza tion. Both the customer value to the firm aspect 
and the customer perceived value are two aspects that need to be defined. 

The second obj ective is delivering requirements for measuring the value o f customers. These 
requirem ents focus on the data currently available and can be input for the requirements of future 
IT system s, FS and Siebel. 

The third and fourth objectives are related to the model test as described in section 3.4.4. 

Research questions 

This section addresses the research questions on which this research attempts to give an answer. 
The starting point of this research is the renewed strategy. This implies that this research will not 
address the question whether or not this strategy is valid. In this research a main question is 
central o f which sub-questions can be derived. The main question in this research is: 

How can Van Lanschot apply the new strategy on customer value starting with the 
measurement of the value customers have to Van Lanschot? 

This main question can be broken down in sub-questions. These sub-questions are given in table 
3.1. These ques tions correspond with steps depicted in the research model described in section 
3.8. 
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Q Research questions 
1 \Vhat is the scope of the project? 
2 What is the definition o f customer value with regard to the Van Lanschot organization such that it is in 

line with the strategic goals, that it meets the goals of measuring customer value and such that it enables 
controlling the organization based on customer value? 

3 \X!hat are the goals of m easuring customer value, such that measuring customer value contributes to 
shareholder value? 

4 \Vhat are the essential elements of customer value regarding the financial aspects and the non-financial 
aspects of the customer value to the bank? 

5 \Vhich metrics represent these financial and non-financial elements of customer value as complete as 
possible and what information is needed to capture these metrics? 

6 Is the information needed for capturing these metrics present in current databases or is new data 
needed to enable control on client level and how can this information be gained? 

7 H ow can these metrics be combined in a model to measure customer value as defined by the answer on 
the second question? 

8 \X!hat are the data requirements, based on data currently available, to enable measuring customer value? 
9 \X!hat conclusions can be drawn from measuring customer value for a specific goal? 

Table 3.1 Derived research questions 

3. 7 Research method 

A standardized method for handling problems in a corporate setting is developed by Van Strien 
(1975). Figure 3.1 shows a visual representation of this method. The method is called the 
regulative cycle and starts with a collection of problems. Out of these problems a particular 
problem is chosen by the project executer (s tudent) together with the problem owner (Van 
Lanschot). To tackle tl1e problem, a process is designed, the so called process design. \Vhen this 
step is completed, the next phase is analyzing and diagnosing. During the analysis all relevant 
issues regarding the problem are analyzed. The analysis is input for the diagnoses. In the 
diagnoses the main issues regarding the problem are identified together with the problem owner. 
In the next phase a solution is designed. The diagnosis is input for this solution design. In this 
phase also an implementation plan should be designed. In the following phase the actual 
improvem ent is implemented. The last step is the evaluation of the project. 

In this thesis the same logic as the regulative cycle is adapted. But because of the universal 
character of the method, iliis method is refined in the research design. Because of technical 
constraints the implementation step will be limited. 
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Figure 3.1 Regulative ryde (Van Strien (1975) as tited ry van Aken et. al. (2004)) 

3.8 Research model 

The research model is a more detailed representation of the steps taken in this research. This 
interim report represents the first two phases of the regulative cycle: problem choice/ process 
design, and the analysis and diagnoses. The research questions as described in table 3.1 are plotted 
in the research model on the corresponding steps. 

The first phase consisted of a literature review to gain a preliminary definition of customer value. 
Interviews and desk research have also been input for this preliminary definition on customer 
value. The desk research consisted of activities that scanned the available documents on customer 
value, like a memo on the strategic goals and earlier workshops done on the subject. These 
insights all resulted in a first impression of the problem. Based on this information a project 
proposal was edited and approved by the supervisors of this project. 

The next phase in the research model is the analysis and diagnoses phase. Several steps were taken 
to get the required input for the design phase. First of all an extensive literature review was done 
to construct a complete definition of customer value with respect to the Van Lanschot 
organization. Parallel to the literature review, a research on the possible functionalities of 
customer value was done. The next step was to analyze all aspects of the worth of customers to 
Van Lanschot. When all possible aspects of the value of customers were determined, the 
relevancy to the Van Lanschot organization was depicted and choices were made on which to 
include in the customer value model. Based on the chosen aspects the data requirements could be 
determined in order to quantify all aspects of the value of customers. In this stage also an analysis 
on the data requirements was done. 

In the next phase the solution design and implementation plan are constructed. Based on the 
relevant aspects of the value of customers a model was constructed. \Vith the development of 
part of the model, bankers where interviewed as input for the model. \Vith the available data the 
value of customers is calculated according to parts of the model (current value) . The results are 
reflected on the model. Implications for the strategy are determined. The last step of this phase is 
the construction of an implementation plan. 

The final step of this research is the evaluation phase. This phase has two parallel act1v1t1es . 
Combining the preliminary conclusions and composing finalized conclusions is one activity of 
this phase. An overall evaluation of the project is another phase of th.is project. 
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4. Analysis of Customer Value 

The previous chapters in part A gave an introduction, a short description o f the project 
environment and a description o f the research design. This first chapter o f part B describes the 
results of the analysis phase o f the project. In this chapter several relevant views on custom er 
value will be addressed. These views will be the input for the diagnoses ( chap ter 5) in which 
several terms are defined and conceptual relations are given. 

Firstly, the main perspectives regarding customer value are given. Secondly, custom er perceived 
value is described. Thirdly, customer value to the bank is described. Fourthly, custom er value and 
shareholder value is described. Las tly, this chapter handles several goals o f applying a focus on 
custom er value in a financial service setting. 

4.1 Customer value described 

Customer value can be seen as the valuation o f the relationship o f a client with the bank. This 
relationship on itself has no value to the bank, nor to the client. Only the result o f the relationship 
of a client with the bank has value. For example: the relationship can create value for a client in 
the form of easy access to financial goods, or an advice on the client's pension. The value for the 
bank can es tablish itself through the selling o f products or m anaging the client's assets and having 
a certain margin on those activities. 

Several authors address the subject o f customer value. All views can be categorized in roughly two 
main perspectives. T hese main perspectives are: 

1) Customer perceived value. 
2) Customer value to the bank. 

Both views seem different, but this analysis and literature review argues tl1at bo th views can be 
integrated (H eskett, Sasser, Schleisinger 1997). The focus on shareholder value integrates the two 
perspectives. 

4.1.1 Customer perceived value 

The first m ain aspect o f customer value is the value the bank o ffers its customers, or better, the 
value the customers perceive. A positive result o f high custom er perceived value expresses itself 
through customer satisfaction and customer loyalty (H eskett, Sasser, Schleisinger [1997] ; E rramilli, 
Lam, Murthy and Shankar [2004]). High customer satisfaction or customer loyalty on itself is o f 
no value to the bank. The results o f more satisfied customers and m ore loyal customers can be of 
more value. The relation between shareholder value and satisfaction or loyalty is not evident 
because higher custom er sa tisfaction or loyal customers do not necessarily have to contribute to 
shareholder value. Collins and Baxter (2005) show that satisfied customers are no t more loyal than 
unsatisfied custom ers. 84% of customers are satisfied but only 41 % are loyal. And even if they 
did, loyal customers do not necessarily have to be profitable. This can be seen intuitively. A loyal 
customer can be time demanding for account m anagers and thereby taking up a lot o f the banks 
resources. 

Many different definitions on customer perceived value exist in the literature. The following five 
definitions are cited by Woodruff (1997). 

Value is the consumer's overall assessment of the Miii!J of a product based on perceptions of what is 
received and what is given (Zeithaml [1988]) 
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Value in business markets is the perceived worth in monetary units of the set of economic, technical senJice 
and social benefits received by a customer firm in exchange for the price paid for a produd, taking into 
consideration the available suppliers' eflerings and prices (Anderson, Jain and Chintagunta [1993)) 

B'!)'ers 'perceptions of value represent a trade-rff between the qualiry of benefits thry perceive in the product 
relative to the sacrifice thry perceive by pqying the price (M.onroe, [1990)). 

Customer value is market perceived qualiry acfjusted for the relative price of y our product (Gale [1994)). 

By customer value, we mean the emotional bond established between a customer and a producer after the 
customer has used a salient product or service produced by that supplier and found the product to provide 
an added value. (Butz and Goodstein, [1996)) 

In all five definitions two aspects are associated with customer perceived value. The first aspect is 
the perceived worth of the good or service, the second is the perceived price that is paid for the 
good and/ or service. Both aspects can be seen in a broadest sense possible. For example the 
perceived price a customer pays for a good or service cannot always be expressed in merely 
m onetary units. Also an important factor is the effort a customer has to make to get access to a 
good or service. 

Kordupleski and Laitamaki (1997) define the term Customer Value Added (CV A) as the following 
ratio: 

CVA = Percieved worth of the company offer 

Percieved worth of competitive offers 
(4.1) 

This view on customer value diverges from the five definitions on customer value as cited by 
\v'oodruff (1997) in the sense that it compares the value o f the offer in comparison with the 
competition. This seems logical because the goal of creating customer value is to gain competitive 
advantage. To achieve this it seems logical that a company has to provide better services or goods 
than it competitors. 

4.1.2 Customer value to the bank 

This section addresses the perspective on customer value as the value customers have to the bank. 
This perspective views value as the worth a customer has to the company. This worth can be 
expressed in monetary terms, and terms that cannot directly be expressed in monetary terms. The 
worth of a customer can further be viewed in two ways: the value customers had in the past (ex
post) and the value customers will have in the future (ex-ante). This research will focus on the 
forward looking view on customer value. 

Dired customer value to the bank 
Direct customer value to the bank can be viewed as financial contributions. These can be 
considered to have a direct effect on the profitability of the bank. Direct customer value to the 
bank can be analyzed with historical data and with the future data. Analyzing the direct value of 
customers in the past is discussed in literature under the name: Customer Profitability Analysis 
(CPA) (Raaij et. al. [2002)]. An advantage of this view is that this data on cash flows does not have 
to be predicted, in contrary to future cash flows. Customer profitability analysis illustrates a 
temporary view on the profitability of customers. The question is whether this view on customer 
value is a valid forecaster for future customer profits. Blattberg and Malthouse (2005) prove 
otherwise. T hey state that CPA is not a valid forecaster for future profitability o f customers . 
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Another view is forward looking (ex-ante) and can be viewed upon as the value customers will 
have in the future . As described in the scope, this research will focus upon the forward looking 
perspective, because this information is needed for proper decision making. Several authors 
address this subject in the scientific literature. In the literature this forward looking perspective is 
called Customer Lifetime Value (CL V) 

The following formula is the basic model for CLV measurement (Berger et. al. [2006], Berger and 
Nasr [1998], Gupta and Lehmann [2003]. 

CLV = " 11 FRI -FCI 
L,;t=O (1 + r y 

\Vhere: 

FR, 
FC 
t 

11 

r 

Future Revenues directly related to a customer 
Future Costs directly related to a customer 
Time index 
Time horizon 
Discount rate ( effective for t) 

(4.2) 

This formula represents no more than a discounted cash flow method on the cash flows a 
customer is expected to generate. There are several difficulties concerning the CLV. The most 
important difficulty is that future cash flows have to be predicted. This involves uncertainty. This 
means that these uncertainties are included in the calculation of the CLV. The discount rate can 
cope with this uncertainty, although this is a quite static solution. The higher the uncertainty of a 
cash flow, tl1e higher the discount rate used to calculate the present value. 

Potential value 
\v'ithin tl1e direct customer value to the bank, the distinction has to be m ade between the current 
value of a customer and the (financial) potential value of a customer (V erhoef, Donkers, 2001 ). 
Two types op potential value exists: 

1) Value that can be the result of actual income, actual capital, or other assets which is not yet 
situated at Van Lanschot (share of wallet) and potential value that can be the result of 
prolonging products or services a customer currently uses. 

2) Value that is the result of future income growth, capital growth or future credit needs 

An approximation for one aspect of a customers' potential value is the 'share of wallet' (Garland, 
2004). Share of wallet is the amount of financial services and products a customer has at other 
banks compared to the part that Van Lanschot has and the possible value that can results from 
the customer relocating all (or al part of) its products or services. Several subjective aspects can be 
of influence on this aspect on potential value: probability of realization and time to realization. 
But also more objective aspects are of influence on the potential value, like the margin on 
different product groups. 

Another aspect that can be of influence is the realization of the potential value over time. If the 
potential value of a customer is not realized over time, this can result in a lower potential value. 
This perspective can be seen as the inclusion of real option valuation in the valuation of the 
potential value of customers. Real options have value because more information becomes 
available in the future that might change future value (Haenlein, 2006). In this sense downside risk 
can be avoided. The difference between the net present value of a project \vith the downside risk 
included with the net present value of that project without that downside risk is an approximation 
for the value of a real option to exclude the downside risk. 

Another way to approximate potential value is to take into account the life cycle of customers. A 
customer of 35 years of age is more likely to be in need of a mortgage loan, and a client of 80 
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years of age can possibly have the need for trust funds. Determining the possible needs of 
customers according to their lifecycle characteristics can be a supplemental way to determine the 
potential value of customers besides the share of wallet approach. It should be noted that the 
exact relations between socio-demographic variables and potential value are not known. And even 
if that relation was known, it is likely that potential value is also dependent on subjective measures 
like lifestyle, ambition, etc. 

Indirect cttstomer valtte to the bank 
Besides the monetary value a customer can have to the firm, customers can also have value that 
cannot directly be expressed in monetary terms. The non-monetary items can be categorized in 
five concepts: network value, information value, volume value, brand value and bridge value. 

Network valtte 
Customers can have value to the bank in terms that they refer new clients to Van Lanschot. This 
is called the network value. This was of acquisition is the easiest way of acquiring new customers. 
Approximately 60% of new clients in a Private Banking setting are due to referrals (Foehn [2004]). 
An important factor for referrals is that customers have to be at least satisfied by the product or 
service in order to refer others. Unsatisfied customers will have a possible opposite effect on 
referrals. Several models concerning network value are described in literature. 

Herrmann and Fuerderer (1997) present a model to calculate the long term referral value for 
automobile customers. This model is based on three dimensions: 
✓ The number of recipients of a referral 
✓ The intensity of the referral 
✓ The quality of the recipient. 

Based on a dynamic investment calculation Hermann and Fuerderer (1997) interpret the referral 
value to be the sum of cash value of all payments attributable to the referrer. To determine the 
contribution margins several factors are taken into account (e.g. reburying behavior, reduced price 
sensitivity, cross selling potential, and referral behavior) 

Based on research in consumer behavior, the referral value model by Cornelson and Diller (1998) 
includes a number of determinants of referral effectiveness. In the model two main elements of 
referral value can be distinguished: 
(1) An industry specific average referral volume(€) 
(2) The individual customer's referral potential 
The average referral volume can be determined by the annual purchase volume per customer. A 
survey then can point out which percentage of the purchasing decisions is caused by referrals. 
Bringing these factors together gives the average referral volume. Referral potential is customer 
specific and is mainly determined by three factors: 
✓ Quantity (size of the social and professional network) 
✓ Intensity (opinion leadership of the referring customer) 
✓ Valence (direction, given by the customers satisfaction level) 

Information valtte 
Information value expresses itself as the client teaching the firm about tl1eir processes, services or 
products. This information can be used to improve for example: the cost of production or service 
activities. These cost improvements can subsequently be used on tl1e rest of the customer base. 
This can improve the overall profitability of the firm. This way the customer can be of value to 
the bank. Because of the difficulties there exist in quantifying this value and the belief in the bank 
that this value is one of the least value's of a customer, this perspective is not included in the 
further development of the value model 

Volttme valtte 
The volume value of a customer can be seen as the additional volume a customer delivers. This is 
best illustrated in a production environment in which fo{ed costs play an important role. Because 
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of the extra volume a customer gives, a company can achieve economies of scale. This causes 
higher margins on the entire customer base. In a banking setting, volume value can be interpreted 
as the outstanding credit volume a customer has with the bank. The credit volume can be set out 
as debit volume. In this way this credit volume is 'cheap' money for the bank and this money does 
not have to be acquired at the money market or capital market. This is how a customer can have 
volume value the bank. The volume value will express itself clearly in the direct value to the bank 
and therefore this view is not further adopted in the remainder of this report as a indirect value to 
the bank. 

Brand value 
The brand value a customer has is the value a customer has as a marketing instrument. Customers 
that enforce the brand are of value to an organization because it might attract or retain other 
customers. This perspective has similarities with the previous described network value, but is 
different in essence. In Private Banking customers with brand value are the Private Clients (€ 10 
million and more). These clients partly give Van Lanschot the exclusive brand name it currently 
owns. The brand value is not included in valuing the indirect value of customer due to pragmatic 
arguments. Besides, the customers which have brand value, will most probably score high on the 
direct value metrics, and have therefore a small probability of being misclassified. 

Bridge value 
The so called 'bridge value' can be illustrated by the value a customer has as its potency to serve 
as an example in new markets. The first customer a firm serves in a particular market does not 
have to be profitable, but the first customer can serve as an example for other potential customers 
so that those customers will become profitable customers. In Private Banking this value will 
express itself mostly in network value. In Business Banking discretion plays a substantial role. 
Business Banking clients cannot be used as pioneers in new markets for this reason. In the 
remainder of this report bridge value will not be elaborated on. 

These last four views are views that van Raaij, Triest and Venrooij (2003) state in their article. 
Foehn (2004) also mentions the first three aspects . 

4.2 Customer value and shareholder value. 

It is now widely accepted that the main and real objective for business is the creation of mutually 
beneficial relationships with selected customers (Ryals and Knox, 2005). The reason for 
measuring the value that customers have to the firm, or the value products or services have to 
customers, is for example to balance marketing spending, to gain competitive advantage, or 
strategic positioning, risk management, etc. These actions are done solely to create value for the 
owners of the firm, the shareholders. Both perspectives of customer value, customer perceived 
value and customer value to the bank, have a relationship with shareholder value. This is also 
which integrates the two perspectives. 

Customer value to the bank and shareholder value 
Bauer and Hammerschmidt (2005) argue that shareholder value and customer lifetime value are 
linked. They state that the measurement of customer lifetime value on individual level can be a 
good measure for valuing firms when the CLV is aggregated to the highest possible level. 

Berger et. al. (2006) propose a chain of effects framework for understanding how customer 
lifetime value affects shareholder value. In the chain of effects framework it is proposed that CLV 
serves as an intermediary between the firm's actions and its shareholder value. In this framework 
the key-driver of a firm's operating shareholder value is customer behavior. Customer lifetime 
value, and shareholder value is a result of that behavior. This framework is given in appendix XIII 
Berger et. al. state that some of the key linkages that are supported in the literature include: CLV 
to firm performance, marketing actions to CLV, marketing actions and customer mindset, and 
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4.3 

4.3.1 

customer mindset to shareholder value. About the other linkages little is currently described in 
literature. 

Customer perceived value and shareholder value 
Cleland and Bruno (1997) state that customer perceived value has a correlation with shareholder 
value. T hey state tl1at putting the creation of value for customers on the first place will create 
shareholder value. If an enterprise has enthusiastic customers and empowered employees who 
build strategies to keep customers happy, then it is highly likely that results turn out well for 
shareholders. They developed a customer value map that shows a preferred route regarding 
customer and shareholder value. 

The customer and shareholder value m ap shows a preferred route from a strategy that does not 
work to a strategy that does work. The route starts with low customer value created and low 
shareholder value created. To achieve high customer and high shareholder value the authors start 
with the creation of value to the customer. When this is achieved, the creation of shareholder 
value will follow according to the authors. 

The last statement has to be put into context. First of all the authors do not provide evidence for 
this statement. Secondly: if one of a company's scarce resources is its employees, if for example 
the company is a service producing company, then it is better to focus those resources on the 
customers that have the highest value. Thus in this case it is better to focus on shareholder value 
first. 

Both perspectives integrated 
Both perspectives can be integrated. The last paragraph already described the link between 
customer perceived value and shareholder value. Customer value to the bank behaves as a 
mediator between customer perceived value and shareholder value. Delivering value to the right 
customers makes those customers more loyal. Increasing loyalty among the right group of 
customers can result in a substantial growth of profit (Reichfeld, 1996). 

Goals of measuring customer value to the bank? 

Measuring tl1e value customers have to the bank can have several goals. T hese goals can have a 
more strategic nature or can have a m ore operational nature. Strategic goals are: strategic 
positioning, pricing, and risk management (Van Raaij [2005]). More operational goals potentially 
are applying the knowledge on the value of customers for: the time management of advisors, as a 
leading indicator for service levels, or to give insigh t in customer specific costs and revenues. 
These goals, strategic and operational will be clarified in the next paragraphs. 

Strategic goals 

Strategic positioning 
Insight in the customer base can also give information about the most profitable customers. 
Characteristics of those customers can be input for the strategic positioning. A focus on the 
customers that are the most profitable is a valid focus in a situation with an increasing shareholder 
value as a goal. The characteristics of the most profitable customers can be derived if such 
information is available. Van Lanschot has information on the segments to which clients are 
allocated, entry dates of customers, etc. 

Pricing 
The value of a customer can be of valuable input for pricing strategies. If a certain customer has 
low value to Van Lanschot, discounts on new products are not justified. T he other way around, a 
discount on for example a mortgage is justified if that particular customer generates much value 
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with for example a securities depot. The product management departments can make use of 
information on the value of customers for these customer specific pricing. 

Risk management 
The value of customers also yields information about the vulnerability of future cash flows from 
customers. Risk management in this sense is decreasing downside risk, and increasing upside risk. 
The profitability distribution curve (figure 4. 1) shows level of dependency and subsidization 
within the customer base (Van Raaij [2005]). 

High 

Dependence 

Low 

Four extreme types of 
the Stobachoff curve 
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subsidizing 

!tz: ; 
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Small number of very 
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Subsidization 

Figure 4.1 Four different Stobad1eff cttroes (Van Raay; 2005) 

Figure 4.1 shows four different possible Stobachoff curves. A Stobachoff curve depicts how 
profitability is distributed within the customer base. The unit on the horizontal axis on the 
Stobachoff curve is the cumulative fraction of the customer base. The unit on the vertical axis of 
a Stobachoff curve is the cumulative profitability of customers. Dependency refers to the extent 
to which overall profitability depends on a small portion of the customers. Subsidization refers to 
the extent to which profits generated by profitable customers subsidize losses generated by other 
custo1ners. 

In the bottom left corner of the m atrix in figure 4. 1 an ideal curve is shown. This curve shows 
low subsidization and a low dependency on a small fraction of the customer base. Moving in the 
matrix towards the top left corner of figure 4.1 will result in an increasing dependency on a small 
fraction of the customer base. If a large part of the customers is also unprofitable than the 
Stobachoff curve will show a line as in the top right corner of figure 4.1. The last extreme possible 
form of the Stobachoff curve is shown in the bottom right corner. In this situation the 
dependency on a small fraction of the customer base is low, but a small portion of the customer 
base is very unprofitable. 

In a situation with high subsidization and low dependency, efforts can concentrate on the loss 
making customers. In principle customers can have other value to the bank than immediate profit, 
but all unprofitable customers represent an opportunity to become profitable. Again, this can be 
done by increasing revenues and/ or reducing costs. Reducing costs can be done by reducing the 
service level for customers. On the revenue side efforts can be made to increase cross selling or 
up selling. 

In a situation with high dependency and relatively low subsidization efforts can focus on retaining 
the highly profitable customers. High risks are involved if 5% of the customers generate 50% of 
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the revenues (as will be described in chapter 7) . If defection rates in this custom er group are high, 
then it will have a relative great impact on overall profitability. 

4.3.2 Operational goals 

4.4 

Time management of advisors 
If an account m anager has knowledge on the value of customers in relation to the res t o f the 
customer base, then this in formation supports decision making on making prioritizing on ad hoc 
basis. The customer with the highes t value will receive a higher priori ty than custom ers with lower 
value. Prioritizing in this way can be an addition to the service concept in which the customer is 
allocated. 

With this prioritizing based on the value of customers it is also important to differentiate between 
the cer tain ty or uncertainty level of value. It is possible to make a distinction between current 
value of a cus tom er and potential value. Current value is the value that is relatively certain. For 
example the revenues that result from mortgage loans are not very likely to defect. P otential value 
is the value a custom er can have in the near future. Potential value of a custom er can for example 
be the capital that a custom er has outstanding at o ther financial service providers. This value has a 
high level o f uncertainty. 

T he distinction between current and potential value of custom ers can be of value for the decision 
making process of account manager. If for example a customer has high potential and low current 
value, cross sell activities are a logic effort. But if a customer has a high current value and a 
relatively low po tential value, then retention efforts are justified. So, information on the 
distribution o f the value, current or potential, is valuable information. 

M anaging costs and revenues 
Insight in custom er specific cos ts and revenues can enable managing those cos ts and revenues. 
When custom ers are not pro fi table, efforts can be m ade to reduce the costs or increase revenues 
o f individual customers. On the o ther hand, when cos ts that are incurred to receive revenues 
form that specific customer are already relatively low, activities that increase revenues, like cross 
selling or up-selling are justified. 

Leading indicator for the general service concept 
Another goal o f measuring the value of custom ers can be that this information serves as leading 
input for allocating resources to individual clients. T his resembles the input information on 
customer value can have for the time managemen t o f advisors on an ad hoc basis. But the 
difference is that the entire service concept is adjusted to the value of a custom er. All four aspects 
o f a service concep t ( expertise o f the banker, availability of specialists, special even ts, and contact 
frequency) can be adapted to the value o f a client. This results in a focus on the customers that 
have the highest value. As described earlier, this is likely to have a positive effect on the results o f 
Private Banking and shareholder value in general. 

Conclusion 

T his chapter described several views on customer value. These views are either described in 
literature on the subject, or the result of interviews and desk research. The next chapter will 
combine these views in a diagnosis. This encompasses the definitions of customer value as 
adapted in the remainder of this thesis, and the custom er value framework. 
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5. 

5.1 

Diagnoses: The Customer Value Framework 

The different perspectives on customer value described in the previous chapter are combined in a 
conceptual customer value framework. The customer value framework and the definitions of 
customer value are validated by, and based on: the service profit chain, balanced scorecard, Foehn 
(2004) client value model, other empirical research, and internal and external opinions on the use 
of custom er value. The framework integrates both perspectives on customer value, the value of 
customers and customer perceived value. 

Before describing the customer value framework two aspects need to be defined based on the 
analysis described in chapter four. These are customer value to the bank, and customer perceived 
value. The breakdown of customer value is given in figure 5.1. This breakdown is the bases for 
the remainder of this thesis. 

Customer Value 

Customer value to Customer 
the bank perceived value 

Current value Potential value 
c~6&7 c~s 

Network 
value 

Financial 
potency 

Figure 5.1 Customer value breakdown. 

In section 5.1 the definition of customer value to the bank is given. In section 5.2 customer 
perceived value is defined. Section 5.3 describes the customer value framework. Section 5.4 the 
framework is validated by comparison with two models described in literature: the service profit 
chain, and the balanced score card. Section 5.5 describes the conclusions. These conclusions are 
the starting point for part C of the report. 

Definition of customer value to the bank 

Chapter four discussed different views on customer value to the bank. Two main views are 
distinguished in this thesis: current value, and potential value. The definition of current value firm 
that is adapted in this research is: 

Current value: 
Current value is the sum of all future pos1t1ve and future negative cash flows directly 
related to a customer's current use of products and/ or services, discounted by an appropriate 
discount rate over the time that starts on the time of assessment until the time that a customer 
is expected to stop consuming a particular product or service. 

The definition of potential value for Van Lanschot is the result of choices m ade in dialogue with 
Van Lanschot on the aspects described in chapter four: bridge value, information value, network 
value, brand value, and volume value. 
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The definition of potential value is the following: 

Potential value: 
Potential value consists of network value and of financial potency. Network value is the 
value that is created by a custom er because the customer will refer new clients to Van Lanschot 
who have value their selves. Financial potency is the potency a customer has because the 
customer will consume products of services in the future, either the result of the customer's 
current status, or the customer 's future status. 

T hese definitions are the starting point for the design phase in which these definitions are broken 
down further. The design will be focused on these two definitions because of arguments 
explained later in this chapter. 

5.2 Definition of customer perceived value 

5.3 

The definition of customer perceived value used in this research is the following: 

Customer perceived value: 
Custom er perceived value is the customer's perception of the worth of goods and/ or services 
relative to the price paid, both in monetary and non-monetary terms. A company delivers 
superior customer perceived value if the perception of the worth of a product relative to the 
perceived price paid is higher than its competitors. 

Because this aspect o f customer value is not part of the scope of this research, this definition will 
not be used in part C of this thesis. But for a complete definition of customer value this part of 
customer value is given here. 

The customer value framework 

T his section describes the customer value framework. T his framework was constructed in the 
analysis phase of the project. The goal of the framework is to further define customer value and 
to depict the goals and the intended results of m easuring the value of customers. Also both 
definitions on customer value, customer perceived value and customer value to the firm are 
integrated in the framework. 
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figure 5.2 The customer value framework 

In the fram ework o f figure 5.2 every arrow is represen ted by a number and every block ts 
represented by a letter. All arrows and blocks are explained in the remainder of this paragraph. 

1) T his arrow represents comparison and the lining up between customer needs (a), and what 
custom er may expect given their value (b). Customer needs and the service level a custom er 
may expect will not naturally be on the sam e level. To line up these two aspects agreem ents 
(d) can be made. If a customer wants more than economically can be o ffered, it can be agreed 
to get more service for additional payment. 

2) T he needs of custom ers should be leading when assessing the performance o f staff or back 
o ffice departments. Also with the development o f K ey Performance Indicators (KPI's) for 
these departmen ts inpu t o f customers is vital for the success. T he development of norm 
processing times for mortgage tenders by the department operations should for example be 
aligned with the opinion o f the customer. If a customer values this tender time to be one day, 
then the norm for the operations department should also be one day. If due to technological 
and organizational restraints it is not possible to comply conform to the wishes of clients, 
then a the best possible solution has to be adapted. 

3) The agreemen ts (d) made between the bank and the custom er about the service level a 
customer gets should be met (e) . If these agreements are m et this can result in the customer 
perceiving the service as excellen t. This results in customer perceived value (f). If the 
agreements are no t met, then the value o f the service a customer perceives is lower. 

4) If the staff and back office departments perform according to the needs o f customers then 
this should also result in customer perceived value (e.g. the need of a customer about the time 
to receive a tender is one day, and the customer gets it in one day, this should result in the 
custom er perceiving value). D ekker (2005) states that customer needs in relation to the cos ts 
of those needs is a possibility to prioritize between the quali ty of products or services ( e.g. if 
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e-mail contact is preferred by customers instead of personal contact and this of lower cost 
than personal contact, then costs put into this form of service should be in line with overall 
costs and the customer preferences) 

5) If the customer perceives value, this should result in customer loyalty (h). The customer is 
loyal if a customer is willing to remain customer in the future. 

6) Customer perceived value also results in customer satisfaction (i). 
7) Satisfied customer can be loyal. All loyal customers are satisfied, and some satisfied customers 

are loyal. 
8) Customer loyalty results in customer value G) by acquire more services, longer relationships 

with the bank, and possible earlier purchases (time value of money) . 
9) Satisfied customers potentially have a higher referral rate (network value) and have in this way 

a higher value to the bank. 
10) Information on the value of customers in relation to the entire customer base can be a tool 

(c) for strategic positioning. Characteristics of high value customers can be determined. This 
in formation can be used for the strategic positioning and segmentation of customers. 
Information about the value of customers can also be used for balancing (marketing) 
spending. All costs spent on a customer can be compared with the revenues the customer 
generates. Customer value information also gives insight in the customer base and enables 
customer portfolio management. If a high dependence on a small number of customers is the 
case, retaining efforts on those customers are justified. If a portion of the customer base is 
unprofitable, efforts can focus on cost reductions and/ or cross sell activities. Lastly, 
information on the value of customer in relation to other customers can be input for the time 
management of advisors. Customers with a relative high value deserve more attention than 
customer of lower value. 

11) The information on the value of customers is the main input for the determination o f the 
service concept the customer may expect. Service offered to a client can be justified by their 
value. 

12) Finally, increasing tl1e value o f customers, all costs included, will result in a higher shareholder 
value (k). 

The effects described in the steps three to nine, and tl1irteen can also have an opposite effect. 
Lower customer perceived value results in lower customer satisfaction, loyalty, etc. 

Customer perceived value or atstomer value to the bank? 
The framework describes the relation between customer perceived value and customer value to 
the bank as a positive relationship. If customers receive higher perceived value, this results in an 
increase in customer value to the bank through an increase in loyalty and satisfaction . But where 
to start is the ques tion. Do you focus on all customers? Or do you focus on where the most value 
can be created? Because it is not possible and not desirable for Van Lanschot to focus on all 
customers, the focus should lie on the most valuable custom ers. Information on customer value 
to the bank is needed to m ake that distinction. This will be the starting point for the design part 
of the thesis. 

5.4 Validation of the framework 

The validation of the framework is done two ways. First of all is ilie framework compared to with 
existing models available in the literature. The framework was also presented to the directors of 
Private Banking and Business Banking. This paragraph will discuss the exis ting literature in 
comparison with the customer value framework as depicted in figure 5.2 
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5.4.1 The service profit chain and the customer value framework 

5.4.2 

The customer value framework has several similarities with the service profit chain. A description 
of the service profit chain is given in appendix XI. Similarities and deviations with the conceptual 
customer value framework are described. Arguments for the deviation of the customer value 
framework are given. All together the service profit chain is part of the validation of the customer 
value framework. 

The customer value framework is a more detailed representation of the same principles that are 
applied in the service profit chain. Two major deviations exist between the two conceptual 
models. The first is customer value as mediator between shareholder value and customer 
satisfaction and customer loyalty. The second is the exclusion of the employee perspective in the 
customer value framework. 

In the service profit chain customer loyalty is a major determinant of revenues and profit. In the 
customer value framework it is argued that customer value is a mediator between the concept of 
shareholder value and customer loyalty and satisfaction. This is supported by several arguments. 
The first argument is that customer satisfaction can also result in the value increase of customers 
through the increase of the referral rate. The referral rate of customers is likely to be higher for 
more satisfied customers than for unsatisfied customers (Helm, 2003). The second argument is 
that customer loyalty expresses itself in lower retention rates, and thus in longer relationships of 
individual customers to the bank. This increases the value of customers. The third argument for 
the mediation effect of customer value is that more loyal customers will have a higher probability 
of adapting more different products earlier. The fourth and last argument is that loyal customers 
are likely to be less price sensitive. All four arguments support the mediation role of customer 
value between customer loyalty and satisfaction and shareholder value . 

The second major deviation between the customer value framework and the service profit chain is 
the exclusion of the employee perspective. This perspective is the predecessor of service quality in 
the service profit chain. In the customer value framework this view is not adapted for the reason 
that another strategic target of Van Lanschot handles with this perspective. This strategic goal is 
named: employer of choice. This goal has five sub goals which encompasses the issue sufficiently. 

The Balanced Score card and the customer value framework 

A description of the balanced scorecard is given in appendix XII. Between the Balanced 
Scorecard and the customer value framework one major difference exists. This difference has a 
correlation witl1 one of the same deviations the customer value framework has with the Service 
Profit Chain. The learning and growth perspective is not represented in the customer value 
framework. 

The argument not to include the learning and growth perspective in the customer value 
framework is analog to the argument of not including the employee perspective of the service 
profit chain in the customer value framework. This perspective is represented by the 'employer of 
choice' strategic goal. But still some room for improvement exists in trying to include this 
perspective by asking the question: what does Van Lanschot has to do in the future, besides 
excelling on the currents services and products, to increase customer value and thus shareholder 
value? 

The other three perspectives are represented in the framework. The financial perspective is 
represented by the value of customers G). The internal perspective is represented by the blocks 
(a), (b), (d), (e), and (g). The customer perspective is represented by (f), (h), and (i). 
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5.5 

"-
QR 

Conclusions 

The customer value framework is a conceptual framework which shows the relations between 
customer value to the bank, customer perceived value, and shareholder value. This framework is 
validated by a comparison with existing frameworks like the Service Profit Chain and the 
Balanced Scorecard and by discussing the framework with the management of Private Banking 
and Business Banking. 

To know on which customers to focus and to provide more customer perceived value, it is 
important to know which customers deserve this level of service given their value to Van 
Lanschot and which customer provide the largest possible gain. So the value clients have to Van 
Lanschot is needed prior to the focus on customer needs. This is the starting point for the design 
phase of this thesis. T he design phase focuses on developing a model to enable measuring 
customer value to the bank. 
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6. Current value 

The previous chapters described and defined the two main perspectives of customer value: the 
value of customers to Van Lanschot and the value of Van Lanschot to the customer. The 
following chapters will focus on the value of customers to Van Lanschot conform to the 
diagnoses made in chapter 5. In summary, the value of customers for Van Lanschot as defined in 
the analysis phase consists of current value and potential value. Figure 6.1 shows this breakdown. 

Customer value 

Customer value to Customer 
the bank perceived value 

CUnwnt Vllut Potential value 
Cll.1&7 Ch. 8 

Network 
value 

Figure 6. 1 Customer value breakdown revisited 

This chapter handles with the current value which customers have to Van Lanschot. 

6.1 Introduction 

As concluded in chapter three, the goal and thus the starting point of measuring the value of 
custom ers to Van Lanschot, is to use this information as input for the service concept customers 
may expect. To serve this goal, information on the value o f individual customers is needed relative 
to the entire customer base. 

Other goals, mentioned in chapter four, can also be served. Examples of goals which can 
simultaneously be served are strategic positioning and risk management. Risk management can be 
served by delivering information on the dependency on a part o f the customer base, which can be 
risky for Van Lanschot. Information on the value o f certain customers or segments can be input 
for the strategic positioning of Van Lanschot. T he contribution of the different product 
categories to the total and average value of customer segments can be of valuable input to 
determine upward potential in the customer portfolio. An example of this is the shift from 
savings to securities, which are potentially more pro fitable for Van Lanschot. A condition for this 
shift is that the risk profile and wishes of the customer match this shift towards o ther product 
categories. 

Current value is defined as the sum of all future positive and future negative cash flows directly 
related to a custom ers current use o f products and/ or services, discounted by an appropriate 
discount rate over the time that starts on the time of assessment until the time that a customer is 
expected to stop consuming a particular product or service. Quantifying current value, in this 
sense, needs es timations on several parameters: margins (including cash flows), the expected 
lifetime o f product groups, and a discount rate. These estimations then need to be added on 
individual customer level to give an insight in the current value o f customers. 

Conform to the wishes of Van Lanscho t, a simplified but funded approach for the es timations of 
the unknowns is goal of this section. The estimations should be easy to use and easy to explain to 
the Van Lanschot employees, but the assumptions need to be funded. T his chapter aims in 
providing this need. 
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6.2 Scope 

Not all product categories of Private Banking are included in the development o f the model. 
Figure 6.2 shows all product related costs and incomes which are used, and which are not used, to 
estimate future cash flows. Insurances and treasury products for Private Banking are not included. 
Several arguments support the notion not to include these categories in the model. 

The main argument not to include insurances and currency deals for Private Banking customers is 
that Management Accounting cannot yet provide consistent data on insurances and currency 
deals. This does not mean that these products should be excluded in the future development of 
the current value model. But in this model the lack of consistent data led to the choice not to 
include this. 

On individual customer level the exclusion can have a significant impact on the current value of a 
customer. T he overall effect of the exclusion of these two product categories however, will not 
be severe. Insurances only contribute~the earnings before tax in 2005 . Currency deals for 
Private banking contributed less than~ earnings before tax in 2006. 

Different type o f interest payments for loans and mortgages are not included in the margin 
calculations. Customers can have different type o f interes t payments, see appendix IX. This 
means the interest the customer pays, can vary depending on the interes t level. This will have its 
influence on the margins. Special Projects, a department within the Van Lanschot organiza tion, is 
working on a so called: 'marktrenteverrekensysteem'. This system should be able to determine 
margins more exact. Also o ther considerations are included in the margin calculations, like default 
risk, adjusted time horizons for debt, etc. In this model margins are determined analog to the 
monthly branch reports which the department Management Accounting provides for Private 
Banking. 

Ex-ante v.s. expost 
The previous chapters described the necessity for an ex-ante, or forward looking view on 
customer value. Although the use of an ex-post approach seem s m ore simplified and m ore easy to 
use, several implicit assumptions are needed to support such an ex-post calculation of customer 
value. A venerable assumption which is the basis for an ex-post approach is that an ex-post 
approach assigns equal expected time horizon to all products and/ or customers. An ex-ante 
approach makes such assumptions explicit. And although es timations are needed to support such 
assumptions, these are likely to be more funded and more exact than simply assuming equal time 
horizons for all products and customers. 

6.3 Estimating the (gross) margins 

The estimation of the margins for the different product groups is the first step in calculating 
current customer value. The product categories Van Lanschot has to offer their clients and the 
directly related incom es and costs are given in figure 6.2 
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Figure 6.2 Ctarent value overview 
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Total positive cash flows 
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Negative cash fiows (not included) 

Out of scope product categories j 

As mentioned in the introduction o f this chapter, the goal o f measuring the value o f clients, and 
thus of this model, is to use this information as input for the service concept. T he service concept 
encompasses four categories: 

✓ Expertise o f the banker 
✓ Availability of specialists 
✓ Special events 
✓ Contact frequency 

Costs related to those activities are considered to be variable and are therefore not included in the 
valuation o f custom ers. This aim of this calculative model is to give input how to distribute 
capacities regarding those activities over the custom er base. 

The way gross margins are defined in this thesis is adapted from the department Management 
Accounting. Figure 6.2 shows the different product groups and the determination o f the gross 
margins. Also the product related costs which are included and excluded from the model are 
given in figure 6.2. These costs which in fact can not directly be related to customers are excluded 
in the valuation o f customers, because o f several arguments. 

For the allocation o f these costs, cos t drivers need to be determined to allocate tl1ose cos ts to 
specific custom ers. The assumptions needed for the allocation of these cos ts are per definition 
subjective. Also, the inclusion o f these cos ts does not provide substantial additional information 
for the goals m entioned previously, input for the service concept, strategic positioning, etc. T he 
gross margin provides information on the 'space' that is available for allocating and incurring 
cos ts for these customers. In a sense, this can be interpreted as a Direct Costing approach 
(Gietzmann and Monahan, 1996). Moreover this approach can also be seen as a considerable step 
forward for Van Lanscho t. \Vhereas customers are currently in ilie service concept allocated by 
segment or the absolute size o f the customer, it is obvious to see that assessing custom ers on the 
gross m argin by a direct cos ting approach is less biased than current methods used by Van 
Lanschot (size and target group). 
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6.3.1 Gross mar-gin definitions 

The above arguments results in the definitions o f the gross margins used to determine the cash 
flows per period. These definitions are given in table 6.1 

Product cate o Active balances 
Pa m ents 
Securities 
Savin s [%] - [fun din 
Loan s % - [funclin 

% - funclin 
['verreken ri·s1 - [%]1 

Table 6.1 Gross mar-gin definitions 

Active balances 
A balance is active if a customer has a negative balance on his or her account. \v'ith active 
balances the gross m argins are determined by the difference between the percentages the 
customer pays V an Lanscho t (%) and the overall costs .wv costs o f funding 
consist o f the actual 'purchase costs' of the m oney plus ___ ,__.,,___,._.........,. ........ ~ T hese are added 
to the 'purchase costs' to compensate for the cos ts Van7iriscotmaestoaquire the money. 
This is called the costs of funding in table 6.1 and is ~ se p oints for all product categories . 

The 'purchase cost' o f the cash that is used to fund the active balances differ per product 
category. T his can roughly be divided into two different types: funding for payments and savings: 
and funding for loans, m ortgages , and deposits. 
Balances for p aym ents and savings are assumed to have a short time h orizon . Therefore these 
balances are funded with money with a one month time horizon, the so called one month E uribor 
rate. 
Assuming no premature repaym ents, balances for loans m ortgages and deposits have a certain 
time horizon equal to the time o f interes t revision of the product. These balances are funded with 
m oney with a time horizon equal to that o f the individual product. For example, if a m ortgage has 
a time to interest revision o f 10 years, the 'purchase cos ts' used is the 10 year E uribor rate. 

Passive balances 
A balance is passive if a customer has a positive balance. Products categories that typically have 
passive balances are current accounts, savings and deposits. Custom ers with passive balances 
receive a percentage for the time their balance h ad a certain p ositive amount. Van Lanscho t does 
no t have to 'buy' this money on the market and Van Lanscho t can thus use this m oney to fund 
active balances. Therefore a so called 'verrekenprij s' or alternative funding rate is determined by 
the department Management A ccounting. This is done with a Nelson & Siegel m odel. T his is out 
of the scop e o f this thesis and these levels o f alternative funding are provided by the department 
Managem ent A ccounting. Table 6.2 shows the income through alternative funding. 

1 The department J\fanagement Accounting applies a 50 base point 'bonus' to the margin of some deposits in order 
to attract more money. This is not adapted in this thesis because this is not the goal o f the curren t value model. 
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I I 

Product cate o 
Current accounts 

Prive 
Kroon + excellent 
Other 

Alternative fundin 

Table 6.2 Alternative fundingper product category per December 2006 

General statements 
The cash flows can differ in frequency and therefore cash flows should be discounted with the 
rate which is effective for the specific cash flow. For completeness, the formula for converting 
effective rates in effective rates of another time interval is given in appendix XIV. 
Also all balances need to be concerted to the same currency, for example E uro (€) . This seems a 
trivial operation, but this should not be overlooked. Especially for current accounts this has 
substantial influence on the balances used. 

6.4 Estimating the time horizon 

Besides the margins on products, the time horizon is also a major determinant for the current 
value of customers. The determination of the time horizons differs per product category. The six 
assessed product categories can be divided into two main groups. These are given in table 6.3. 

Product catei?orv Discount method 

• Loans Finite series of cash flows with a 

• Mortgages time horizon dependent on time 

• D eposits horizon of the individual product. 

• Payments Infinite series of negatively 

• Securities growing cash flows. The negative 

Savings growth rate lS determined by • 
average defection rates per product 
category. 

Table 6.3 Product categories, discount method and formula. 

The used variables in table 6.3 are: 

K 
m i 

! wacc 

T 

Remaining debt or balance ( end of month) 
Margin per product i 
Cost of capital 
Time till legal end of loan / contract 

Formula 

PV=K·m,[,- I l 
rwacc (1 + r wacc )T 

PV= 
K·m, 

r wacc + gi 

Absolute negative growth rate of product category i 

For securities the K and m i are replaced by average monthly commissions. 

2 The level of alternative funding is determined on individual product level. The percentage given here is an average 
level per account. For some types of deposits, Management Accounting adds 50 base points to stimulate passive 
money. This approach is not adapted in this thesis, because it is not in line with the goal of the model. 
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6.4.1 Finite series if cash flows 

Loans, mortgages, and deposits have a certain time horizon incorporated in the contract 
concerned to those products. The asswnption is that no premature repaym ents or contract breaks 
occur and that possible prolonged contracts are included in potential value o f custom ers. \Xlith 
these assumptions it is reasonable to state that the expected time horizon of loans, mortgages, and 
deposits is equal to the time until the revision of the contract. In Van Lanschot databases this is 
called the legal end date Guridische einddatum). 

T his assumption can be qualitatively supported. If a loan or mortgage is repaid prematurely, the 
customer is obliged to pay a fine . This fine is equal to the present value of the missed interest 
income over the remaining contract time. In appendix IX the determination o f this fine is 
described. T he m ajor difference between the present value determination in this model and the 
one used to determine the fine is the use o f the discount rate. The rate used to discount the 
missed incom e for Van Lanschot is discounted by the actual market interest for the remainder o f 
the legal time (e.g. E uribor rate until legal end date). D espite the question whether or not this is a 
p roper way to discount the missed interest income, this discount rate will usually be lower than 
the one used in this m odel (see section 6.4). This causes an overvaluation o f the missed interest 
income. This effect o ffsets the fact that customer can som etimes repay mortgages prematurely 
without a fine . T his is the case when the customer deceases or sells the underlying property (e.g. 
house) . 

6.4.2 Infinite series ef cash flows 

Paym ents, securities and savings do not have a particular time horizon. T o cope with this lack of 
time horizon, the cash flows are considered to be infinite. But if these product groups are then 
compared to loans, mortgages, and deposits, an overvaluation of these products will be the result. 
To compensa te for this overvaluation, risk adjustments are included with assessing the infinite 
time horizon. The extra level o f risk is considered here to be uncertain ty in time horizon. 

To determine the level of risk per product category the defection rates per product group are 
determined. T his is done by assessing the number o f accounts in the beginning of a year and the 
number o f those accounts that are closed in that particular year. For securities the databases go 
back to the April 2005. For payments and savings the databases go back to January 2003. The 
following figures give the defection rates per product per year and the averages. The average 
defections are used in the current value model. 

Securities product defection per year 

Total account number per year 

Figure 6.3 Securities p roduct defedion per year 

;\faster thesis - Erik Joustra 39 



Payments product defection per year 

Figure 6.4 Pqymentsprodud dejection per year 

Savings product defection per year 

Total 31-12-2003 Total 31-12-2004 Total 31-12-2005 

Figure 6.5 S avingsproduct dejection per year. 

6.5 Estimating the discount rate. 

The discount rate consists of two aspects: the cost of capital for Van Lanschot (time value o f 
money concept) and additions for other types of risk. In the previous section (6.3) for payments, 
securities, and savings an additional type of risk, the uncertainty in time, was specified and 
quantified. In this section the discount rate is determined as the weighted average cost of capital 
(\VACC). Besides the described uncertainty in time, no other risk adjustments are made in the 
discount rate. Therefore, the discount factor will be the cost of capital for Van Lanschot. The 
assumption is than, that these cash flows could be invested at a rate equal to the cost of capital. 

6.5.1 Cost if capital for Van Lansthot 

Cash flows that result out of the use of products by customers are discounted using the (\VACC) 
approach. With this approach the influence of a possible tax shield is included in the average cost 
of capital. The formula for the WACC is the following: 

B D ( ) =-- +-- 1-
rll'acc D + B r eq11ity D +B r debt fc (6.1) 
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\Xlhere: 

r wacc 

B 
D 
r cqui ty 

rdcbt 

tc 

\Veighted average costs of capital 
E quity volume 
Risk bearing debt 
Cost of equity 
Cost of risk bearing debt 
Effective corporate tax rate 

Equz!J and risk bearing debt 
Formula 6.1 shows that the amount of equity and the amount of risk bearing debt is needed for 
the calculation of the WACC. Banks typically have high levels of debt. T he large part of that debt 
is 'cost of goods sold'. T hese costs of debt are expensed in the margin calculations as described in 
section 6.2 and are therefore are not capitalized. But not all debt is expensed. T he so called risk 
bearing debt for Van Lanschot is given in table 6.4. The cost for this risk bearing debt is included 
in the W ACC for Van Lanschot. 

Paid up capital 
Reserves 
Profit runnin ear 
Total 
Risk bearin debt 

2007 

Perpetual (dated, incl interest step-up) 
Perpetual (not dated) 
Deferred loans O / G Opics 
Deferred FRN van Lanschot 2005-2016 

The cost of equity is es timated with the Capital Asset Pricing Model and the Dividend Growth 
Model. This is described in detail in appendix X. The average cost of equity is the average of the 
output given by CAPM and the Dividend Growth Model. Table 6.5 summarizes the findings. 

Model 
Capital Asset Pricing Model 
Dividend Growth Model 
Avera e rounded 

Table 6.5. Average cost of equity. 

6.5.2 Estimating the weighted average cost of capital (1V A CC) 

All of the previous information can be combined to determine the WACC. The only variable 
which is not discussed in the above sections is the effective tax rate (tc) for Van Lanschot. For 
this , an assumption by the department Management Accounting is adapted. The effective tax rate 
for Van Lanschot is assumed to be ~'~ his is lower than the actual tax rate due to several tax 
deductions. 

All needed variables summarized: 

B 

3 The cost of equity is determined with the Capital Asset Pricing Model (CAPM) and the dividend growth model. 
This is described in appendix X. 
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rdebt 

tc 

twacc 

Now formula 6.1 can be filled in: 

r wacc = 

Thus the cost of capital for Van Lanschot is 

6.5.3 Risk aqjustments 

Using the costs of capital of Van Lanschot on discounting the cash flows generated by Private 
Banking customers implicitly assumes that the risk profile of all customers is equal to the risk 
profile of Van Lanschot. Obviously, risk can differ per customer. 

Individual customers can for example have different probabilities of default. The margins of loans 
and mortgages include this additional risk in the interest rates customers pay. For the other 
product categories additional risk in the time horizon is quantified and included in the calculation 
of the present values. No other risk adjustments are included in the model. 

6.6 Adjustments for the method of repayment of loans and mortgages 

The manner a loan is repaid has influence on the present value of the margins. Loans can be 
repaid in three ways: as an annuity, linear, or the total principal at the maturity date. T he 
progression of the absolute margins and the remaining principal are given in figure 6.6. 

Annuity 

Three ways to repay borrowings 

Matunty ____.., 

Linear 

Progression of the remainder of the principal amount 

Progression of the absolute margin 

Figure 6.6 Three wqys to repqy borrowings 

Matunty ____.., 

At maturity 

The method of repayment has its influence on the present value of the margins. To find a way to 
correct for the method of repayment, this influence needs to be quantified. T hese three ways to 
repay a loan are compared by the present value of their margins. T he difference between these 
present values is dependent of three parameters: the time horizon, tl1e discount rate, and the 
interest the customer pays on the loan. Assumptions on these three parameters are given in table 
6.6. 

Master thesis - E rik Joustra 42 



Parameter Assumption 
Time horizon 10, 20 and 30 years 
D iscount rate 4% 
Interest paid by the custom er 6% 

Table 6.6 A ssumptions on three parameters 

Under the assumptions in table 6.6 it can be derived that the PV of the margins of an annuity and 
linear paym ents are on average 63% o f the PV on margins o f repayment at maturi ty. This 
percentage is positively related on the interes t customers pay and positively related to the discount 
rate and not related to the principal am ount and the margin. As the discount rate will not differ 
per customer in this model, the only dependency that remains is the dependency on the interes t 
the customer pays . Figure 6.7 states the sensitivity o f the correction factor to the interest paid by 
the customer over the remaining principal. T he sensitivity is approximately 0,5. This means that 
the correction factor will change 0,5% if the interes t percen tage changes 1 %. T his is accep table 
because these interes t percentages will no t differ largely between custom ers. 

Sensitivity of the correction factor (10 year repayment) 

0,770 

0,765 

.. 0,760 
0 0,755 -c., 

~ 0,750 
C: 
.Q 0,745 
0 0,740 Cl) .. .. 

0,735 0 
(..) 

0,730 

0,725 

0,720 ----,-- - -~--~ --~---
0,03 0,04 0,05 0,06 0,07 0,08 0,09 

Interest on the loan 

Figure 6. 1 S ensitiviry if the corredion f actor on the deviation if the interest percentage if debt 

But also a significant difference exists between linear repaym ent and the repayment of an annuity. 
Table 6.7 gives the average deviation of the present value o f the m argins o f those methods 
relative to the repaym ent at maturity. 

Avera e fraction 10, 20, 30 ears 

Table 6.7 Average deviation if different repqyment methods 

T he cash flows from loans will be discounted as a finite series o f cash flows with a certain time 
horizon. T he present values are corrected with the values in table 6.7 depending on the way o f 
repayment. 

Other assumptions 
Mortgages with a variable interes t rate are documented in the databases with a legal time horizon 
o f 360 months. This type of m ortgages can be repaid without a fine every three m onths to one 
year, depending on the contract. In order to cope with this deviation in time horizon, the 
assumption is made that these mortgages have a seven year time horizon. The base for this 
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6.7 

QR 

assumption is that several mortgage brokers4 assume the average time people live in their houses 
is approximately seven years. 

T he impact for this assumption on overall outcom es is limited. 2361 mortgages have a variable 
interest on a to tal o f 43.625 mortgages. This means 5,4% of the mortgages assessed in the model 
test are subject to this assumption. 

Mortgage related commissions are amortized over the first five year o f the con tract. If a mortgage 
deal was closed three years from now, the commission (if paid) is am ortized over the two 
remammg years. 

Conclusions, summary and data requirements 

Current value as defined in chapter 5 is quantified by using a net present value approach (ex-ante) . 
~ flows directly related to custom ers are discounted by an appropriate discount rate 
~ which is determined by the cost o f capital for Van Lanschot. T he following product 
categon es are included in the calculations: current accounts, securities, savings, m ortgages, loans, 
and deposits. Not included are: insurances and currency deals, mainly because o f the lack o f 
consistent data on these products. 

The margins used are gross margin s and are mainly determined by the difference between the 
interest paid by the customer and tl1e 'purchase' cos ts o f money for active balances. Margins on 
passive balances are determined by the difference between alternative funding rate (a rate that 
approximates the 'saved' cos ts o f funding for Van Lanschot) and the rate a custom er receives. For 
securities the average monthly commissions are used. 

\X1hile mortgages, loans, and depositories have a known end-date, the other three do no t have that 
luxury. To cope witl1 this deviation, defection rates are determined for those product categories to 
adjust the discount factor in a (negatively) growing perpetuity for the uncertain ty in time. 

The entire chapter is summarized in tables 1 and 2 of appendix XVI. The purpose of these tables 
is to assist Van Lanschot's Management Accounting department in calculating the current 
customer value according to the approach presented in this thesis. T hese tables also provide a 
detailed description o f the operations which are done in tl1e MS access database and the data 
used. 

6.7. 1 Use ef the summary table and the data requirements. 

Table 2 in appendix A'VI describes the calculations o f the current value as adapted in the model 
test (Chapter 7) . Param eters needed for these calculations are given in the table. In table 2 in 
appendix XVI also comments are given per product category to state special operations that need 
to be performed. 
Other data needed for the calculation can be derived from databases Management Accounting 
provided for this project. T hese data are given in table 1 in appendix XVI. 

If all the present values are calculated they need to be aligned using the relationship number as a 
primary key. T hen by using this primary key it is possible to join the current value to customer 
information. T his enables analysis on for example segment code, entry date, branch, account 
manager, etc. 

4 Sources: Independer.nl, pensioenpoint.nl, en vastgoedrendementsmeter.nl 

i\fas ter thesis - E rik J oustra 44 



Master thesis - E rik Joustra 45 



7. Model testing 

The previous chapter described the goals, assumptions and the model to determine the current 
value of customers. This chapter aims in providing possible analysis made possible by calculating 
current value and combining this information with customer information. Also some first 
conclusions can be drawn using this information on current value. The model given in chapter 6 
is applied to all Private Banking customers, using data of the fourth quarter of 2006. 

7.1 Segments and service concepts revisited 

7.2 

Private Banking distinguishes 14 different target groups. These segments all fit in one of the four 
service concepts. The segments and service concepts, are given in table 7.1. A more detailed 
description of the service concepts and segments are given in appendices I, II and III. Service 
concept I has the least availability of specialists, contact moments etc. Service concept IV is the 

It has to be noted that this analyses starts with the current allocation of customers to different 
service concepts. This analysis only determines if this current allocation is in line with the current 
value of customers. Other methods of allocating customers to service concepts are not the focus 
in this chapter. 

Average worth per segment 

This section describes the average worth per segment. This average worth is the total worth per 
segment divided by the amount of customers in that segment. Figure 7.2 states an overview of the 
average worth per customer in a certain segment. 

5 Source: Business plan Private Banking December 2005 
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Figure 7.1 Average worth per customer in a segment. 

7.2. 1 Changing the service concept 

There are several difficulties with changing the service concept based on the current value model 
as described in chapter 6. First of all it is not always possible to allocate the customers to a 
particular service concept that is less extensive. Secondly, oth er considerations can be the 
contribution of the segments to the total worth o f all Private Banking customers. Although the 
average worth within a segment is relatively low, a segment still can have a considerable 
contcibucion to the total wmth. Thinlly, cunent value has to be~otency in mdec 
to get a complete picture. Examples of this are the target grou D. These target 
groups are typically of low value and of high potency accordl;::::cription given in 
appendix III. 
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7.2.2 The contribtttion of the different prodttct categories per segment 

Another perspective which can give new insight is an overview of the contribution o f the 
different product categories. In figure 7.2 all segments are given including the contribution of the 
different product categories. 

Figure 7.2 shows that the first six segments o f the highest worth have a relative large part o f the 
value that resulted from securities. Also a considerable part o f the value is savings. Savings 
allocated to securities can possibly be more profitable. These types of insights enable Van 
Lanschot to steer the organization towards services and products which create more value. 

An explicit fac t is the expatriates segmen~ ) has a relative large part due to mortgages. This 
means that this product group is of subst~ teres t for that particular segment. This segment 
also has relative low value due to savings and securities. 
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Relative contribution of the different product categories 

Target groups 

Figttre 7.2 Relative contributions of the different prodttct categories to the average worth 

7 .3 T otal worth per target group 

The total worth per target group is an indication for the total contribution o f a target group. This 
total worth is likely to differ from an average worth per target group because o f the large 
differences between the amounts o f custom ers within the target groups as was given in table 7. 1. 
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Total contribution per target group □ Total worth per target group I 

Figure 7.3 Total worth per target group 

7.4 Average worth per entry date. 

Another type of analysis can be based upon entry date of customers. In figure 7.4 a clear 
correlation can be observed between entry date of customers and their average worth. This seems 
a logical and significant (R2 = 81,8%) correlation. This is because Van Lanschot uses customer 
due diligence with increasingly stringen t..-.!"<~~<"'f'i' ~~~~'Ole: with the introduction of the 

Euro, the lower boundary shifted from ~~~~"h::~~~~~ncome per year or assets. In the 
first quarter of 2007 this boundary was shifted to 

Average worth of customers per entry date 

~ Total average worth - Exponential regression 

~ ~~~§~~~----
.r:. 
t:: 

~ 
R2 = 0,8176 

~ ~ ~~~~~~~~~~~*~~~ 
~ ~ ~ ~ ~ ~ ~ ~ 0 0 0 ~ ~ ~ ~ ~ ~ 

Year of entry 

Figure 7.4 Average worth of customers per entry date. 
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Figure 7.5 Contributions of the product groups to the average worth of customers. 

Another possible analysis is to group the customers per entry date and assessing the overall 
contribution of the different product categories. This is done in figure 7.5. A clear trend becomes 
clear in this figure. Loans and especially mortgages form a relatively larger part of new customers' 
average worth than of customers which became customer further in the past. This can also be 
explained by an increasing focus on mortgages. A focus Van Lanschot is not pursuing any longer. 

No statements can be made with respect to the average value of relative new customers and the 
increasing part of the value consisting of mortgages of these newer clients. Several other factors 
influence this average worth. The most important of these is the increased lower limits for new 
clients. 

Stobachoff curve 

Another possible analysis is a so called Stobacoff curve as described in section 3.3.1. This curve 
gives an indication of the subsidization and the dependency on certain customers. A Stobachoff 
curve plots the cumulative worth of customer against the customer base sorted by increasing 
value. 

Figure 7.6 shows the ~ff curve for Private Banking. This curve shows ~ of the 
total worth is created b~ f the custo~ s. A steep start of the curve shows h~endency 
on a few customers. More extreme is the ~ /o of the value that is generated by onlj~ f the 
customers. The risk that is associated with this dependency is obvious. If these ~ f the 
customers leave the organization, a significant impact on the results of Private Banking is the 
result. 

The Stobachoff curve also shows low subsidization. This is due to the use of gross margins or the 
direct costing approach as described in chapter 6. Considering current value this way, relatively 
few customers are unprofitable. If gross margins are replaced by net margins, it is highly likely that 
high subsidization will be the case because a large number of customers have a value close to 
zero. \v'ith the use of net margins the relations in the curve will become even more extreme. 
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Figure 7.6 Stobachoff cun;e Private Banking customers. 

7 .6 Example of time management for advisors 

In table 7.2 an example is given of a table which can support account managers in managing their 
time. Potential value can be added when available. In the table, account managers can oversee the 
their customers, their current value, the ranking in the portfolio, the planned contact moments 
per year, and the realized contact moments in that particular year. An account manager can sort 
the portfolio on all columns. An example is sorting the table on the current value of customers. 

Account manager Customer ID Current value Ranking in portfolio Con tact / year Realized 
12345678 12345677 € 45.560 12/ 200 4 2 

" 12345678 € 1.645 166/ 200 1 1 
" 12345679 € 15.165 98/ 200 2 0 
... . .. ... ... .. . . . . 

Table 7.2 Example ef time management ef advisors with ettmnt value. 
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7. 7 Conclusions 

QR 

Short description 

Table 7.3 Target groups, service concepts, number of customers and ranking. 

In table 7.3 the target groups are given together with their ranking according to their average 
value. It has to be noted that this ranking only encompasses current value. Potential value should 
be added to enable proper decision m aking. Poten tial value can also be 'added' quali ta tive in order 
to enable decision making. 

With respect to the curren t value o f Private Banking custom ers and based on the analysis made in 
this chapter the fo llowing conclusions can be drawn: 

• Several di fferent type of analysis can be done on current value of customers. For example: 
o Total and average worth per segment 
o Contributions o f the product categories per segment 
o Assessment of customers per en try date 
o Curren t value per custom er / banker/ branch 

• ~ % o f the to tal value is generated by approX1mat~ 0/o o f the Private Banking customers. 

• ~ % o f the to tal value is generated by approximat~ o o f the Private Banking customers. 

• The segments I d m are classified low based on the average current value. 

• The segments nd ~ are classified high based on the average current value. 

• T he segment has the larges t number o f customers §§§% of total) and the lowest 
average value. 

• Customers who becam e customer more recently have a higher average value than customers 
who becam e custom er further in history. 

• Custom ers who became custom er more recently have a larger part o f their value due to loans 
& mortgages than custom ers who became customer further in history. 

6 These numbers are exclusive the customers which do not have a segment code in the database. 5159 customers do 
not have such a code. 
7 Source: Business plan Private Banking December 2005 
8 Ranking according to the average worth per target group. (1= high, 14=low) 
9 The classification is solely on current value. Potential value should also be considered in classifying customers 
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8. 

QR 

Potential Value 

This chapter handles with the aspects of potential value of customers as an addition to current 
value as defined for Van Lanschot. Potential value of customers to Van Lanschot consists of 
financial potential value and network value. In figure 8.1 the potential value breakdown is given. 

Current status 

Prolong current 
products/services 

Future credit needs 

Figure 8. 1 Potential value breakdown. 

Potential Value 

Capital growth I #of historical 
refftrals 

Financial potency can be split up in potency from the current status of the customer and potency 
from the future status of the customer. Network value can be split up in historical referrals and 
aspects that predict future referrals. The historical referrals and the aspects for the prediction of 
future referrals are combined in a predictive measure for network value. 

Financial potency from the current status can be in the form of products or assets a customer 
currently owns, but where Van Lanschot has not yet been able to generate value from. Or 
potency in the current status can be in the form of products or assets a customer currently owns, 
and Van Lanschot already generates value from, but these products or services have the potency 
to be prolonged after the time horizon as defined in the current value of a customer. 

Financial potency from the future status can be in the form of future credit needs, or capital 
growth. Income and related income growth are deliberately left out in this breakdown, because 
income alone will not automatically result in value for Van Lanschot as tl1e client can spend all its 
income on current assets. Income will result in value for Van Lanschot if this results in a gain in 
capital or credit needs. 

Network value needs to be predicted as this is the value that results out of successful referrals in 
the future. This is done with two main predictive measures. The first are the number of historical 
referrals a customer realized. The second predictive measure for the future referrals is threefold: 
the willingness of the client to refer, the size of the customers' network, and the quality of the 
customers' network. Some of these predictive measures have to be estimated by the customers' 
advisor as he or she can do this the most accurate. 

In tl1e following sections all relevant aspects in the potential value breakdown are discussed, 
together with pragmatic solutions in order to document and use this information and combine 
this in one measure for potential value that is compatible with current value. 

8.1 General statements 

The general statements address the following subjects: administrative pressure, subjectivity, and 
socio-demographic variables. 
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A dministrative pressure 
The mass affluent of the Van Lanschot customers are allocated to relatively large portfolios . A 
banker is assigned to one portfolio. For the mass affluent, the portfolios can be as large as 200 to 
300 customers 1u. D espite the question if this is the right way to allocate custom ers to portfolios, 
this asks for as little administrative obligations as possible regarding regis tering information about 
po tential and network value. As will be described, the use of data that needs to be regis tered for 
o ther purposes11 can also be used to determine potential value. This limits the administrative 
pressure on advisors/bankers som ewhat. 

S uf?jectivz!J of potential value 
The nature of financial potency and network value is that they are partly subject to the opinion of 
the banker. This makes information of po tential value indissoluble connected to subjective 
measures. Subjectivity in this sense is inevitable in the determination of potential value. 

S oao-demographic variables 
The increase o f an individuals wealth or income is dependent on two types of variables: subjective 
and objective variables (V erhoef, Donkers [2001 ]) . The more subjective variables consist of 
information on lifestyle, attitudes, ambition etc o f individual customers. Despite the possible 
effect o f these variables on the potential value, no information is available on individual client 
level. T he objective variables like socio-demographic characteristics (e.g. age, gender, etc) are 
available in the CRM sys tem. But the effects o f those socio-demographic characteristics are no t 
yet clear . Also high uncertainty is involved in predicting potential value based on these socio 
demographic variables (i. e. two 35 year old males do no t necessarily have the same future 
perspective). So, m erely information on socio demographic fac tors is not sufficient to predict an 
increase in incom e/wealtl1 or future credit needs. T his is also dependent on subjective measures 
like lifestyle, attitudes, ambition, etc and no information is available on these subjective measures. 
A solution is to use the insight o f bankers to es timate the severity on the different factors of 
potential value supported by choices on the categories. Actual facts can than be used as a starting 
point. 

8.2 Financial potential value 

Financial po tential value can be split up in financial potency from the current status and financial 
value from the future status. These two aspects will be described in more detail in this section. 

8. 2.1 Finamial potential value from the current status of customers. 

The current status o f cus tom ers can have po tency in prolonging the current value, in increasing 
the share o f wallet, or in realizing other potency that can result from the current status. 

Prolonging current value. 
Current value as defined in chapter 6 has a certain time horizon for the product groups with a 
legal end date. A banker can make estimations on the probability of prolongation, the time to 
realiza tion , and the absolute size o f tl1e product that will be prolonged. 

In the case of product categories with a fixed time horizon, the legal end date can be input to the 
time to realization. For o tl1er types o f products which have no fixed end date, the financial 
potency can be calculated as the difference between the current value with risk adjustments for 
defection probabilities and the current value without these risk adjustments. 

10 Source: interviews with six bankers. 
11 \'v'FD (\Vet Financiele Dienstverlening) is a Dutch law which obliges banks to get information on the total 
financial situation of customers before serving them. 
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Share if Wallet 
Share o f wallet encompass all products and services that are currently stationed outside Van 
Lanschot. T his is documented in the so called: 'client advies protocol'. Knowledge on the 
absolute size and type of product can be combined with es timations by the banker on probability 
of realization and time to realization to determine the worth o f that potency in presen t value 
terms. H ow this exactly can be done will be described in section 8.4. 

Other potenry f rom the cttrrent status 
The current status of a custom er besides the share of wallet or prolonging curren t value can have 
potency for Van Lanscho t. Aspects of this po tency are that the customer is curren tly the owner of 
a company, real es tate, o ther major assets, family capital (potential heritage), or house surplus 
value. A banker has to have concrete leads on these types o f assets and the potential products that 
result in the sale or reallocation o f these assets. A banker then needs to m ake a fair judgment on 
the type of product, the size, and the probability of realiza tion in order to make quantification 
possible. Again, the exact way of calculating po tential value will be described in section 8.4 

8.2.2 Financial potenry f rom the future status if the customer 

Po tency from the future status o f a custom er can be from future credit needs, and from capital 
growth. Assurances and currency deals are no t in yet scope as described in chap ter 6, but can o f 
course easily be added if potency exists on these products. 

1:-'uture credit needs 
Customers can po tentially have future credit needs. T his can be the case if the customer is 
planning to move to a larger (more expensive) house, or the custom er wants to acquire a second 
house. Also if a customer is likely to become a partner of a lawyer or consulting firm , he or she 
needs to acquire shares and therefore he or she can po tentially be in need o f money. Future credit 
needs can also result from future consumption needs or real es tate inves tments. T hese are some 
examples in which a banker can have concrete leads on potential products sells that will result of 
this potential future credit needs. 

Capital growth 
Capital growth can be the result of normal growth, incom e growth tl1at results in access capital, 
insurance released capital, etc. A so called 'lijfrente polis' can be released on a certain date so that 
a growth in capital is the result. A banker should have concrete leads on potential capital growtl1 
that can po tentially result in the acquiring o f products or services ( e.g. securities depo t, savings, 
etc) 

So, for bo th future credit needs and capital growth a banker or account m anager need to m ake 
fair judgments on the type o f products that will be the result of the future credi t needs, the time 
until realization and the probability o f realization. T hese judgments enable the calculation o f the 
potential value. 

8.3 Network value 

The network value of custom ers is considered in two ways, (1) as tl1e realized referrals by a client 
and (2) as the po tential network value o f a client. The realization o f network value can be 
measured as the amount o f referrals over a historical period. This is an objective m easure. Also 
the value of a referral is of influence on the network value. The value o f the referred prospect is 
positively related to the network value o f the referring customer. An argumen t not to include this, 
is that customers undergo a 'customer due diligence' test. So all referrals are compliant with the 
target groups and are therefore to be assumed to be valuable. An assumption in the calculation o f 
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the network value is that referred custom ers will have a value close to the average segment value 
of the referring customer. 

Network value needs to be es timated by the insight a banker/ advisor has on a customer. This 
estimation can be done on two main categories which determine the potential network value: 

Network otenc Realized referrals 

• The willingness of the client • Number of realized referrals in the past year. 

• The size of the network 

• The quality of the network 
(value o f prospects in the network) 

Table 8.1 Network potenry and realized referrals. 

These three categories are a combination of all the categories mentioned in section 3.1.26 and are 
based on the output of the interviews with bankers and other employees of Van Lanschot. Also 
considerations as mentioned at the start of this chapter (e.g. the administrative pressure needs to 
be minimized without doing to many concessions to the reliabili ty of the method) are taken into 
account. 

Cate2ory Options Impact (qualitative) Impact factor 
Willingness of the • Willing Trivial. If a customer is not willing • 1 
client • N ot willing to refer prospects, the customer has • 0 

no network value. 
Size of the network • Extensive Medium impact. If a customer has • 1 

network an extensive network, network 

• Medium network potential on this aspect is maxim al. If • 0,75 

• Small network a customer has a small network, the 
customer can still have a significant 

• 0,5 

network value (depending on the 
other variables) 

Quality of the • High value Strong impact. High value prospects • 1 
network prospects in the network will possibly result in 

• Medium value high value referrals. O n the o ther • 0,5 
prospects hand, if prospects in the network are 

• Low value o f a relatively low value, potential • 0,3 
prospects referrals are possibly also of a 

relatively low value. 
Historical referrals • N one Medium impact. If a customer has • 0,5 
(In the past year) • One or more the potency to realize referrals, but • 1 

doesn' t actually refer, the network 
value for that particular customer is 
relatively low. Distinction should be 
made between new and existing 
customers. For new customers (< 
1 year) this predictive measure should 
be left out. 

Table 8.2 Network value categories and their impact on network value. 

The options mentioned in table 8.2 options are subject to the opinion of the banker and these 
have to be estimated by the client's banker/ advisor. This means the network value is subject to 
the opinion of the banker. As said, this is inevitable in the determination of network value and 
potential value in general. 

These categories can be used as a tool for assisting a banker with estimating the network value of 
a customer. The impact factor can be used together with an average segment value to determine 
the network value. These impact factors are arbitrary, but according to the arguments given in the 
qualitative impact column, the factors given are reasonable. In table 4 of appendix XVI examples 
are given to determine the network value of customers. 

Master thesis - E rik J oustra 57 



8.3.1 Scoring Network Value 

8.4 

With making a score of the network value roughly two approaches can be used. Firstly it can be 
viewed upon as a quantitative score like a multiplying factor for the current- and potential value. 
Secondly, it can be seen as a more qualitative score (e.g. 1-10 or low, medium, high) In this 
section both scoring types are discussed with their pro's and cons. 

Quantitative scoring method 
The quantitative approach aims in expressing the network value in a monetary amount. A way to 
achieve this can be in the form of a multiplying factor for the financial worth of tl1at particular 
referring customer. T he underlying idea is that the value of a referred customer is comparable 
with the value of the referring custom er. This can be adjusted upwards or downwards for the 
willingness of the client, the quality of the prospects in the customers' network, the size of the 
network, and the realized referrals. 

An advantage for this approach is that expressing network value in this manner, it is comparable 
to the overall value a customer. This makes a list of the entire customer base, based on the overall 
value, possible. It is still useful for segmentation purposes to make the distinction between current 
value, and potential value. 

A disadvantage becomes clear if the current value and the potential value of a customer are close 
to zero. If this is the case and this customer refers valuable clients on a regular basis its network 
value would be biased. A solution for this is not to use the financial worth of the referring 
customer, but to use the average worth of a customer in the segmen t the referring customer 
belongs. T hese average values per segm ent are given in chapter 7, the model test. 

Qualitative scoring method 
A qualitative scoring method aims in expressing network value as a score in a particular range. 
Ranges can differ, but the exact type of range is not the most important aspect. T he weights of 
the categories in table 8.2 are more important. The impact given in tl1e last column is a useful 
indication for the weights the relevant aspects should have. 

An advantage of scoring network value qualitative is that this is independent of any financial 
value. A disadvantage is the problem that arises when trying to compare the overall value of a 
customer with the entire customer base. Qualitative measures cannot be compared to the financial 
worth of customers. 

Quantifying potential value 

Potential value should be compatible witl1 the current value of customers. This is important for 
comparing reasons. If current value and potential value are expressed with comparable methods, 
the outcomes of potential and current value can also be compared. This way, two customers with 
an equivalent overall value can have differences between the build up in current value and 
potential value. Insight in these differences can enable different strategies, like specific cross 
selling strategies, or customer retaining strategies. 

In order to achieve this compatibility, potential value should be expressed identical to the manner 
current value is expressed, namely in present value terms. The exact way to do this for the 
different aspects of potential value is the focus of the remainder of this section. 
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Prolonging current value 
Estimations on the product type, size, and probability of realization can be combined with data 
and variables from the current value m odel. The combined information can be quantified in a 
present value form identical to the definition of current value. In formula form: 

P prolonging ,i 
1 1 ( {

K ·m] 
r wacc 

PVprolonging = ___ ( ____ )T __ _ 
1 + r wacc 

\Vhere: 
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K i 
m i 

rwacc 

T 

Share ef wallet 

Probability of prolonging product i 
Main sum of product i at time of prolongation 
(Gross) margin of product i 
Cos t of capital 
Time to realization 

(8.1) 

The information on the products or services customers have allocated outside Van Lanschot can 
be quantified analog to prolonging current value. The sizes of the products, type of products and 
services are known for existing customers of Van Lanschot in the customer administration. 
Together with estimations by the banker on the probability of realization, and the time to 
realization the present value impact can be calculated. 

Other 
If a banker has specific knowledge on other assets a customer has which can result in value for 
Van Lanschot, the banker has to make a judgment on the type of product(s), size of the 
product(s) probability of realization, and time to realization. With the use of Formula 8.1 the 
present value impact can be calculated on the value of the customers. 

Network valtte 
The predictive estimations on network value as described in table 8.2 need to be used in order to 
make a judgment on the present value impact of this aspect of potential value. In order to avoid 
problems that are the result of joining network value to the financial value, the average segment 
value should be used as a starting point for the network value. The network value should have a 
lower limit of zero and an upper limit the average segment value. T he exact point in this range 
should be determined by the predictive measures and impact as stated in table 8.2. T hese limits 
are arbitrary and can be adjusted according to new insights. Network value is an important feature 
of the total value of customers, but should not have a greater impact than the current value 
calculations. 

In order to explain the quantification of potential value, specific examples are given in appendix 
XVI. Table 3 in appendix }..._'VI gives the high level data requirements for potential value. Table 4 
gives example calculations of network value and table 5 gives example calculations for potential 
value. 

8.5 Conditions for the use of Potential Value. 

T here are several conditions that need to be met in order to enable potential value to become 
operational. First of all it is important that estimated potency by bankers is compared with 
realized potency in a certain time period. Secondly, account m anagers need to give their input on 
the variables that need to be estimated. 
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The use of potential information is dependent on the opinion of account managers . To make sure 
their judgments are fair, these need to be monitored. A bankers customer portfolio can have a 
certain level of potency, estimated mainly by the account manager self. If after a year it appears 
that of the potency judged by the banker, none is realized then several things could have gone 
wrong. The efforts to realize this po tency could have been insufficient, or the es timation has been 
positively biased. For these reasons it is important to monitor estimated potency against realized 
potency. 

The administrative pressure is already a problem for account managers. Potential value needs the 
banker to document even more information on customers. It takes one additional minute to 
document all needed information for potential value. If an account manager has 200 customers in 
the portfolio which he or she has 1,5 times contact with on average per year. Then it will take the 
account manager 300 minutes or 5,5 hours per year to document information on potential value. 
Compared to the overall time a banker has available per year (approximately 1620 hours) this is 
0,3% o f the total time a banker has available. This fraction of 0,3% should not make a large 
difference in administrative pressure. 
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9. Implementation, maintenance and reliability 

This chapter describes the actions needed to enable implementation of the measurement of 
current and potential value, maintenance and improvements and reliability and validity of the 
model. 

9.1 Implementation of customer value 

Implementing customer value has two possible time paths, one on short notice (3-4 months) and 
one with a longer time horizon (end of 2008). Differences associated with that time path are for 
example the use of software, distribution of the reports, requirements, limitations of the model, 
etc. The first time frame is on a short notice. Implementing on short notice will have impact on 
the quality of the model. Not all data will be available and not all goals can be served. The second 
time frame is subject to the availability of the IT systems (FS and Siebel). These systems will not 
be able to document and supply the needed data and reports before the third quarter 2008. These 
systems have the potency to improve the quality of the information on current value (and also 
potential value) on distribution, quality of the data, more and easier insight in different 
aggregation levels, etc. But the requirements, functional and data requirements will have to be 
made explicitly on short notice. So the trade off is between the quality of the information and the 
time of availability. 

9.1.1 Implementing on short notice 

Implementing customer value as defined and described in this thesis and with the scope adapted 
in this thesis can be done within a short time frame (3-4 months). This applies to the current 
value part of customer value only, because not all data is currently available which is needed for 
the potential value of customers. 

To enable implementation of current value on short notice, a team needs to be formed of at least 
two persons. One of these persons needs explicit knowledge on Microsoft Access and building 
user friendly interfaces. The other team member needs to have knowledge on the model, data 
available, and the calculations. This thesis and especially appendix A'VI can be input for this 
person. A second step is the official approval of the direction Private Banking on the 
fundamentals of the model. Thirdly, a first version of the model can be built in Microsoft Access. 
This version will have the several limitations. These limitations are correlated to the use of MS 
Access but these limitations are also correlated to the availability of data. But a first version will be 
a significant improvement on the current situation. Data can be improved and the model can be 
improved as better insights and data become available. 

Disttibution 
If a Microsoft database is created with all the needed information for current value, and user 
friendly interfaces are integrated in the MS Access database, this can be distributed to 
management and branches analog to the current distribution of the QiWi database, using Lotus 
Notes. 

9.1.2 Implementing customer value with the use of Financial Studio and Siebel 

This thesis focuses on Private Banking customers and is developed for specific goals as described 
in previous chapters. The availability of data currently available is the starting point for the current 
value model developed in this thesis. An overall implementation with the use of Financial Studio 
and Siebel of customer value needs several steps in order to become operational. First it is 
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necessary for all relevant business lines and departments to approve on one model that serves 
several departments and several goals. T hese departments need to be consulted and the goals o f 
the m odel need to be chosen explicitly. Then requirements that are the result o f the previous 
steps need to be determined for tl1e IT sys tems. 

Stak eholders 
T he implementation o f the current value m odel needs the support from ilie part o f the business 
lines which can use, and need information on the current value o f custom ers. The model in this 
thesis is limited to P rivate Banking. But current value o f customers can also be valuable 
information for o ther business lines. In table 9.1 the main stakeholders are given with their 
po tential stake in information on custom er value. 

Main Stakeholders Departments Stake 
Board o f Directors Strategic decision m aking 
Private Banking Management Insight in the overall performance of the 

business line. 
Private Clients Insight in ilie value o f tl1e private clients. 
Client services T ool for handling custom ers 
Product m anagement Insight in specific product profitability and 

customer value in general 
Segm en t Insight in tl1e value o f segments 
management 
Branch management Insight in the value account managers create, 

and on right type of actions 
Account managers Planning and actions 

Business Banking Management Insight in the overall performance o f the 
business line. 

Branch management Insight in the value account m anagers create, 
and on right type of actions. 

Account managers Planning and actions 

Finance & Control Managemen t E nable to provide the needs o f the business 
Accounting lines 
Special Pro jects " 

Marketing & Market research Characteristics of high value customers. 
commurucatlon 

Event management Adjustment o f events to the value of 
custom ers 

Table 9. 1 Main stakeholders ef customer value. 

The reason for the determination of all ilie stakeholders is because input is needed o f all these 
departments. The 'not invented here .syndrome' is the main argument for acquiring ilie opinion o f all 
departments that have a stake in custom er value. If departments do not participate in the 
development o f the m odel, the departments will either reject the outcomes, or will start on the 
development o f their own model which serves only a small part o f the goals that customer value 
can serve. This has already been the case during the execution of this project. 
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9.2 Maintenance of customer value 

For maintenance a distinction is m ade between the current value model and the potential value 
model. The current value m odel is supplied mainly with informatio n and data presen t in the 
systems, whereas the potential value model depends on the input account managers provide. 

The current value m odel needs to be updated monthly or quarterly, depending on the effort 
needed to update the da tabase. These updates mainly apply to the customer information on the 
exis ting or new products, like balances, remaining sums, commissions, etc. O ther updates, like 
defection ratio's and discount rates can be done yearly, because these input variables are not likely 
to differ largely per month. 

The potential value o f customers needs to be updated every time the account manager can make 
an es timation on the potential value o f the specific customer. This is usually after an intake 
conversation o f after a physical contact m oment with that clien t. As described in chapter 7, 
updating the potential value of custom ers can be combined with customer information that 
already needs to be documented. 

9.3 Improvements of the customer value model 

The custom er value model can be improved significantly using better and more specific data, 
better margin calculations, more specific transition probabilities of all product categories, and 
streamlining the information necessary for po tential value. 

Data improvements 
The data used in the m odel tes t was the bes t data available at the time o f execution of this project. 
This data can be improved in several ways. For example the use o f average balances for curren t 
accounts and savings gives a less biased view on the value that is the result o f those balances. 
More specific differences in the use o f extras in the current accoun ts can also be an improvement 
in the calculation in current value. 
Overall data improvements encompass improvem ents on completeness o f the data. Not all 
customers have a segment code for example. 

Mar;g,in improvements 
Margins can be improved by the adoption o f the 'marktren teverrekensysteem ' which was being 
developed during the time this assignment was conducted. T his system determines the gross 
margins more exact by determining the cos ts o f funding more exact. But a m ore exact 
determination o f the gross margins is a marginal and a labor intensive improvem ent. A n 
improvement with a far larger impact on the m odel is tl1e switch from gross- to net margins. All 
costs are included in these net margins and give a detailed insight in the net profitability o f 
customers. T he adoption o f net margins will probably show a large part o f the customers which 
are unprofitable and thus high subsidizing will be the case. With revisiting the margins, it can also 
be useful to exclude the performance o f the treasury department. N ow the treasury department 
provides a yield curve. In this yield curve the 'purchase costs' o f m oney differ largely by day. T he 
question is if the values o f customers need to be dependent on the performance o f the T reasury 
department. Now, two exactly identical custom ers can have a different value because the total 
cos ts o f funding differ. 

Transition probabilities 
In the current model no premature repaym ents or closure o f deposits are assumed. Also the 
continuation of mortgages is not included in the current value of the model. More specific 
information on the transition probabilities o f all the product categories should give a less biased 
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insight in the profitability of the different product groups. Especially the transitions of money that 
goes externally will have influence on the worth a product can have for Van Lanschot. 

The average time a mortgage with a variable interest level is another point of improvement in line 
with transition probabilities. Now a mortgage with variable interest is assumed to have a time 
horizon of seven years. This assumption implies an approach with no memory (i.e. every 
mortgage is assumed to remain active for seven years despite the historical running time). 

5 treamlining the ieformation on potential value 
Account managers should not have to feed all information needed for the potential value model 
manually. Already large amounts of information are documented which can be used for the 
determination of the potential value. The choice can even be made to use only this data for 
potential value so that no extra administrative pressure results from implementing potential value. 

9.4 Reliability and validity of the research 

Reliability and validity of the research can be discussed on several levels. A research is said to be 
reliable if repeated with other instruments, researchers, or in another situation the result will 
remain unaltered. So reliability can be with regard to the instrument, the situation, and the 
researcher. A research or a statement is said to be valid if the outcomes are defensible. Validity 
can be with regard to the internal validity, the external validity, construct validity, and recognition 
validity. In this section the reliability and validity of the model is discussed using the different 
perspectives. These perspectives are adapted from van Aken, et. al. (2003). 

Internal validi!J 
A model ( or conclusion) is internally valid if the causal relationships are correct. In the case of the 
current value of customers as determined in this thesis two issues can be addressed. 

Firstly, the relation between the value of customers and tl1e service concept they deserve is valid if 
Van Lanschot is not considered to be philanthropic organization. A strategic goal on customer 
value, in the broadest sense of the term, should eventually lead to an increase in shareholder 
value. Focussing and cherishing the most valuable customers is a valid approach to achieve that. 

Secondly, the relation between risk management, pricing, insight in the worth of customers and 
the measurement of customer value are logical and internally valid. This is because these factors 
are closely related to each otl1er as described in this thesis. 

E x ternal validi!J 
A model or conclusion is said to be externally valid if the results can be generalized and can be 
applicable to other situations, timeframes and organizations. The current value model can be 
applied to other banks, national or international. For other types of organizations major 
adjustments on the model are needed because of the differences in products. The potential value 
part of customer value is specific for Van Lanschot, but is not likely to differ largely for other 
banks. Again, for other types of organizations the potential value model needs to be altered. 

Construct validi!J 
A model or conclusion is said to be construct valid if the method of measuring a certain notion or 
idea is close to the notion or idea as intended. A simple example of low construct validity is if a 
researcher want do research on the food preferences of dogs, but only test certain dogs if they 
finish a meal of salmon. 

The combination of current value and potential value encompasses the most important aspects of 
customer value for Van Lanschot. So all important aspects regarding customer value to Van 
Lanschot are reviewed and included in the model depending on their importance. 
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T he manner margins are determined for loans and mor tgages can have influence on the construct 
validity. T he gross m argin for a loan or mortgage is roughly, the percentage the custom er pays, 
minus the cos ts of funding. These cos ts o f funding are given by the treasury department. T he 
question is: is it reasonable to base the service concept on the customer value (to the bank) while 
margins include the performance o f the treasury department. This way to custom ers with identical 
products and sizes can have different value. On the other hand it is also necessary to have an 
objective insight in the revenues generated by custom ers, including the performance o f treasury. 
The choice here is dependan t on the goal chosen. For risk managem ent an objective insigh t is 
useful. Current value as input for the sen rice concept is not dependent on the performance of the 
Treasury department. 

Recognition validity 
A model or conclusion is recognition valid if the results are recognizable for the organization in 
which the research is conducted. 
The model in this thesis is developed especially for and in cooperation with people within the Van 
Lanschot organization. Therefore the recognition validity is likely to be high. T his means the units 
used are identical to the units Van Lanschot uses. Also the data requirements are in this same 
format. 

Reliability with respect to the instrument 
The instrument in this sense can be assessed as the instrument which supports the diagnoses. But 
the instrument can also be assessed as the instrument which is developed in this thesis. Bo th are 
discussed in this section. 
The instruments which are the bases for the diagnoses are multiple instruments and consist o f 
interviews, literature research, desk research, conversations, and brainstorm sessions. Due to the 
use of multiple instruments, the reliability o f the outcomes is likely to be high. 
The reliability o f the outcom es and results of the instrument developed in this thesis to asses the 
value of customers to Van Lanschot is no t likely to differ largely if m easured with ano ther 
instrument as this largely depends on m argins, main sums and time horizons. T he software 
instrument used is MS Access. Other database software or spreadsheets would not have resulted 
in differing outcomes. 

Reliability with respect to the situation 
T he situation in which this research was conducted is a special situation for Van Lanschot 
because o f the Drive project. This project is one o f the larges t projects Van Lanschot has ever 
started and this project leans heavily on the normal business activities. This certainly had its 
influence on the conduction of this research. In o ther time the normal business would probably 
have m ore time to participate in this research. In this situation with the Drive program well 
thought out choices had to be made to ask certain people for their time. But overall, the time and 
energy needed o f the organization has been sufficient to conduct this research. 

Reliability with respect to the researcher 
This research depends highly on the researcher because o f the nature of the research. But an 
objective approach was chosen for the interviews and the literature study. This implies that those 
interviews and conversa tions could have differed from other researchers. But the effect on the 
results is no t likely to differ significantly. It has been also of importance for the researcher to do 
this project independently. If other researcher would have needed more support from the 
organizations, the outcomes could be affected. 

Conclusions 

This chapter described the actions needed for the implem entation of a model for customer value. 
Two different approaches were discussed: implem enting the current value m odel in the short run, 
and implem enting the total customer value at the end o f the year 2008. 
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Also possible improvem ents o f the model as described in this thesis were discussed. 
Improvements can be made on better and more specific data, better margin calculations, more 
specific transition probabilities o f all product categories, and streamlining the information on 
potential value. 
Lastly the reliability and validity of the research and the model was discussed. 
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10. Conclusions and recommendations 

10.1 

QR 

In this chapter the conclusions and recommendations are described by the research ques tio ns 
posed earlier in this thesis. Also sugges tions for further research are do ne. 

Research questions and answers. 

The research ques tio ns as p osed in chapter 3 are revisited in table 10.1. In this table also the 
sectio ns o f this thesis are given which give an answer on the particular ques tio n. In the remainder 
o f this section each research question is discussed. 

Q Research questions 
1 What is the scope of the project? 
2 \v'hat is the definition of customer value with regard to the Van Lanschot organization 

such that it is in line with the strategic goals, that it meets the goals of measuring 
customer value and such that it enables controlling the organization based on 
customer value? 

3 \X!hat are the goals of measuring customer value, such that measuring customer value 
contributes to shareholder value? 

4 What are the essential elements of customer value regarding the financial aspects and 
the non-financial aspects of the customer value to the bank? 

5 Which metrics represent these financial and non-financial elements of customer value 
as complete as possible and what information is needed to capture these metrics? 

6 Is the information needed for capturing these metrics present in current databases or 
is new data needed to enable control on client level and how can this information be 
gained? 

7 How can these metrics be combined in a model to measure customer value as defmed 
by the answer on the second question? 

8 \v'hat are the data requirements, based on data currently available, to enable measuring 
customer value? 

9 \v'hat conclusions can be drawn from measuring customer value for a specific goal? 

Table 10.1 The research questions revisited 

Q. 1 What is the scope of the prqjed? 

Section 
Ch 3.3 
Ch. 5 

Ch 4.3 

Ch 6, 7 and 8 

Ch 6, 7 and 8 

Ch 6.6 
Ch 8 

Ch 6, 7 and 8 

Ch 6 and 

Ch 7 

This research focuses on the Private Banking division o f Van Lanschot. Within this focus efforts 
has gone out to the development of a m odel that captures the worth or value Private Banking 
customers have to Van Lanschot, in financial terms, but also in m ore indirect terms, like financial 
potential value and network value. Information on the value of custom ers is intended and used as 
control information . Therefore a forward looking, or ex-ante perspective is adapted in this thesis. 

Q . 2 What is the definition of customer value .. ? 
Customer value is defined two folded in this thesis. One aspect of custom er value is the value 
Private Banking customers have to Van Lanschot, split up in current value and potential value. 
T he other aspect o f customer value is the value Van Lan schot can o ffer its customers, the 
customer p erceived value. As stated before, the first is the main focus in this thesis. 

The exact definitio ns as adapted in this thesis are: 

Current value: 
Current value is the sum of all future positive and future negative cash flows directly 
related to a customer's curren t use of products and/ or services, discounted by an appropriate 
discount rate over the time that starts on the time of assessment until the time that a 
customer is expected to stop con suming a par ticular product or service. 
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Potential value: 
Potential value consists of network value and of financial potency. Network value is the 
value that is created by a customer because the customer will refer new clients to Van 
Lanschot who have value their selves. Financial potency is the potency a customer has 
because the customer will consume products of services in the future, either the result of the 
customer's current status, or the customer's future status. 

Customer perceived value is the customer's perception of the worth of goods and/ or 
services relative to the price paid, both in monetary and non-monetary terms. A company 
delivers superior customer perceived value if the perception of the worth of a product 
relative to the perceived price paid is higher than its competitors. 

Q. 3 What are the goals ef measuring customer value 
Goals of m easuring the value of customers to Van Lanschot can be subdivided into strategic goals 
and operational goals. 

Strate ic oals 0 
• Strategic positioning • Time management of advisors 

• Pricing • Managing costs and revenues 

• Risk m anagement • Leading indicator for the general service concept 
Table 10.2 Strategic and operational goals 

Q. 4 What are essential elements ef customer value with regard to the financial and non-financial aspects? 
Essential elements of the value of customers to Van Lanschot can be split up into financial part 
of customer value (current value and financial potency) and the non-financial aspects or more 
indirect aspects (network value). 

Current value and financial potenry 
T he essential elements for current value are mainly: the remaining sum, time horizons, margins, 
and the discount rate. These elements are also importan t for financial potency. But financial 
potency is also determined by the probability o f realization, and the expected time until 
realization. T hese can be included in a present value calculation to quantify the financial potency. 

Network value 
Essential elemen ts of network value are historical referrals and network po tency. The next 
ques tion discusses the metrics which determines these elements. 

Q. 5 Whi(h metrics represent these elements .. ? 
Metrics which determine the value of customers can be split up into metrics for current value and 
into metrics for financial potency and network value. 

Current value 
Metrics to determine the current value o f custom ers are described in detail in chapter 6. 

Potential value 
Potential value makes explicit use of m etrics es timated by account managers. This applies to 
financial potency as well as to network value. Detailed descriptions of m etrics and calculations can 
be found in chapter 8. 

Q. 6 Is the needed information present in the current databases? 
The data needed to calculate current value for Private Banking is largely present in current 
databases. Exceptions are data for currency deals and insurances . Also improvements can be 
made on the exis ting data on the quality and the level of detail. 
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Data for the determination of potential value is partly present in current systems. The main part 
o f the (objective) information of customers, like the share o f wallet, are already documented for 
customer due diligence purposes. But using tl1is information for po tential value o f customers is 
also dependent on more subjective measures, like probability of realization, and time to 
realization, fair judgments on resulting products from po tency, etc. Data on this subj ect needs to 
be entered manually by banker and need to documented in a suitable system, such as a CRM 
system (Siebel) 

Q. 7 How can these metrics be combined in a model to meas11re customer val11e? 
Chapter 6, 7 and 8 extensively describe these elements and metrics combined in a model. In 
summary this is a combination of current value, and potential value. Both are expressed in present 
value terms. 

Q. 8 What are the data requirements . .. ? 
The data requirements regarding current value are described in detail in table 1 of appendix XVI. 
In this table all used data and the sources are given. The data requirements for potential value are 
described on high level also in appendix XVI. 

Q. 9 What concl11sions can be drawn from meas11ring customer value .. ? 
\X!ith respect to the current value of Private Banking customers and based on the analysis made in 
chapter 7 the following conclusions can be drawn: 

• Several different type of analysis can be done on current value of customers. For example 
(done in this thesis): 

o Total and average worth per segment 
o Contributions of the product categories per segment 
o Assessm ent of customers per entry date 
o Current value per customer/banker/branch 

• ~ % of the total value ts generated by approximatl ¾ of the Private Banking customers. 

• ~ % of the total value is generated by approximat o of the Private Banking customers. 

• The segments ~d ~ are classified low base on the average current value. 
• The segments nd are classified high based on the average current value. 

• The segment has t e largest number of customers ~ % of total) and the lowest 
average value. ~ 

• Customers who became customer more recently have a higher average value than customers 
who became customer further in history. 

• Customers who became customer more recently have a larger part of their value due to loans 
& m ortgages than customers who became customer further in history. 

Recommendations 

Based on the research done in this thesis the following conclusions and recommendations are 
given: 

Cconclusions and recommendations 
• Van Lanschot should start two parallel projects on customer value to the bank. 

(1) Van Lanschot should start with a project that aims on implementing current value on 
short notice (3-4 months). The current value model described in this thesis can be the 
starting point for this project. The department Management Accounting should be 
leading in this project. 

(2) Van Lanscho t should start with a project that aims in developing a model for measuring 
and using the value of customers in which all relevant business lines needs are included. 
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The possibilities the future IT systems (Financial Studio and Siebel) provide should be 
the starting point for this approach. This project can in the most positive scenario be 
finished at the end of 2008. 

• Once a model is operational to determine which customers are o f highest value, Van 
Lanschot should focus on the needs and wishes of those customers to make those customers 
more loyal. In other words, Van Lanschot should deliver high customer perceived value for 
its m ost valuable customers. This decreases risk associated with the dependence on a small 
fraction of the customer base~o of the value is generated by~ o of the customer base) . 

• More general: when a model is operational which determines the value of customers, Van 
Lanschot should base policy on the outcomes o f this model. This model can be used for the 
goals mentioned in this thesis: operational and stra tegic goals. 

• Van Lanschot should increase the prices significantly for the non target group customers 
which have no connection with other, higher in rank custom ers, or o ther links or value 
whatsoever from the customer base. If this results in disloyalty o f tl1ose customers this should 
be considered as a positive result. 

• The service concepts and the allocated target groups need to be reconsidered. The current 
value of the ~ents ~ and~ indicate that tl1ese target groups have a current value 
higher than ~ and ~ target groups, while these last two target groups are allocated to a 
higher service concept. Potential value should be considered in reallocating these target 
groups. 

10.3 Suggestions for further research 

In this section four sugges tions are done for further research. The first sugges tion is on the effects 
of socio demographic factors and subjective factors like (lifestyle, ambition, etc) on the potential 
value o f customers. T he second sugges tion is on ilie effects of interes t on defection rates of loans 
and/ or other product categories. The third sugges tion is on the transitions probabilities in 
product categories. \v'hich connections exist exactly and what are tl1e transition probabilities to 
other products and potentially externally. Lastly, the network value can also be applied to 
employees of organizations. 

Socio demographic factors and other subj ective factors have a correlation with potential value. To 
enable statements on potential value based on such factors, the exact relation needs to be 
examined. 

The second sugges tion is the effect interest rate levels have on defection rates of products. If 
interest rate levels are decreasing, mortgages can be refinanced because o f tl1e low interest rates. 
O n tl1e oilier hand, if interest rate levels are rising, what is the effect on defection rates of saving 
products and/ or securities? 

The third sugges tion is more general than the second one. This is to determine the transaction 
probabilities from one product to others and externally. A Markov model can than be set up 
which simulates this. With this model time horizons and the related value o f different product 
groups can be determined more exact than done in this thesis. This information can also be used 
as input for the 'marktrenteverrekensys teem'. If for example a mortgage is known to run for only 
seven years if the contractual duration is 10 years, the funding m oney also has to be acquired for 
seven years. 

The last suggestion is that network value can also be applied on employees o f organizations. 
Referring employees are of value to organizations and should be rewarded for that value. Van 
Lanschot has for example bankers that only have a network function. 
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11. Epilogue 

Customer value as a strategic goal is of essence for an organization as Van Lanschot. As a 
specialized and mainly private bank it is necessary to focus on the assets that are the reason of 
existence for Van Lanschot: the most valuable customers. Insight in the value of those key assets 
is a primary condition in order to set direction. This insight should be used to serve multiple goals 
of measuring the value of customers in the broadest sense. Then, if knowledge on the value of the 
customers is available, using this should result in a focus on the needs of the most valuable 
customers and delivering those customers high perceived value. This makes those valuable 
customers more loyal, increasing shareholder value for Van Lanschot. 

The execution of the assignment central in this thesis has balanced between a theoretical and a 
pragmatic execution of this research. In finding this balance this research was successful. The 
resulting model is both theoretical funded and practical to use. The model test for current value 
and the example calculations for potential value in this thesis proved that analysis on the value of 
customers is possible, even with the current state of the data. But it has to be noted that there are 
more right ways to the suburbs of Rome. In this sense it is important to know which suburb is 
goal, and it is important to make sure that the road leading to that goal is smooth. 

During the execution of this project, no single individual or department had been able to JOill 

efforts and start working on a coherent and exclusive model and definition of customer value. 
Although this project made explicit trade-offs in the scoping, it has a narrow focus on Private 
Banking. At the end of the execution of this project, a sense of urgency started to become more 
and more evident in all layers of the Van Lanschot organization. The department Management 
Accounting was trying to unite forces with the goal of one single, exclusive, and multiple goals 
serving model and definitions. Proper tools are needed for this implementation like a financial 
reporting tool and a new CRM system. These will not be operational before the fourth quarter of 
2008. Therefore the expectations are that a complete and coherent model for customer value will 
not be realized until several months after the end of this project. The most positive prognosis is 
that realization will be finished several months after the first release of Financial Studio and Siebel 
in the fourth quarter of 2008. 
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FS 
ICT 
IT 
KPI 
MIS 
WACC 
WO M 

List of target groups 

BPD 
DGD 
EXD 
EPD 
IDD 
IVD 
IWD 

DD 
MID 
VED 
VMD 
VVD 
SMD 
TAD 

List o f used variables 
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Activity Based Costing 
Bank for International Settlement 
Customer Lifetime Value 
Capital Asset Pricing Model 
Customer Profitability Analysis 
Customer Relationship Management 
Customer Value Added 
Future Gross Pro fi t directly related to a customer 
Full time employee 
Financial Studio 
Information and Communication Technology 
Information Technology 
Key Performance Indicator 
Management Information Solutions 
Weighted Average Cos t of Capital 
\Vord-of-mouth 

Business Professionals 
Directors and shareholders 
Executives 
E xpatriates 
Income target group 
Income target group + 
International \Vealth Management 
No target group 
Millionaires 
Associations and foundations 
Wealth target group + 
\Vealth target group 
Sport, Media Entertainment 
Talents 

Correction factor for method of repayment 
Equity volume 

The beta of security i, indication for the sys tematic risk 

Risk bearing debt 
Dividend per share 
Expected return on equity 
Expected return on the market 
Future Costs directly related to a customer 
Future Revenues directly related to a customer 
Dividend growth rate per year 
Absolute negative growth rate of product category i 
Remaining debt or balance (end of month) 
Margin per product i 
Time horizon 
Stock price 
Cost of risk bearing debt 
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rwacc 

Rf 
Ri 
Rm 
t 
T 
4: 
Tdes 

Tgi, 
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Desired effective rate 
Cost of equity 
Given effective rate 
Weighted average costs of capital 
Risk free rate 
The return on security i 
The return on the market 
Time index 
Time till legal end of loan/ contract 
Effective corporate tax rate 
Time interval for the desired effective rate 
Time interval for the given effective rate 
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Glossary 

ABC 

Active balances 

Alternative funding rate or 'verrekenprij s': 

Average return on shareholders' funds 

Basel II 

BIS capital ratio 

Cross selling 

D eep selling 

Earnings P er Share 

E fficiency ratio 

Ex-ante 

Ex-pos t 

Financial Studio 

Marktrente verreken sys teem 

Passive balances 

Present Value 
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Activity Based Costing: allocating indirect cos ts 
to products or services by using cost drivers. 

Balances that are negative in the eyes o f the 
customer. 

This rate is used for passive balances and are 
considered to be the rate Van Lanschot had to 
'pay' for money if funded from the market. 

The net pro fit as a percentage o f shareholders' 
funds, excluding the effect o f perpetual loans. 

The new fram ework drawn up by the Basel 
Committee on banking supervision which sets 
minimum capital requirements for banks. 

Solvency ratio that is the percentage o f a bank's 
capital adequacy calculated by dividing quali fying 
capital by the risk-weighted assets as defined by 
the Bank for International Settlements. T he legal 
minimum is 8% . 

Selling different product types to one custom er. 

Selling more o f the same product/ service to one 
customer. 

Net earnings divided by the outstanding shares. 

Represents the operating expenses as a 
percentage o f total incom e. 

Forward looking. 

Backward looking. 

Data warehouse and reporting software. 

T his sys tem determines the gross margins 
m ore specific base on probabilities o f default, 
adjustments for time horizons, etc. 

Balances that are positive in the eyes of tl1e 
custotner. 

The present value of a single or multiple future 
payments (known as cash flows) is the nominal 
amounts of m oney to change hands at some 
future date, discounted to account for the time 
value o f m oney, and other factors such as 
inves tment risk. A given amount of money is 
always more valuable sooner than later since this 
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QiWi data base 

R2 

Siebel 

Up selling 
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enables one to take advantage of investment 
opportunities. 

A MS Access database mainly used to 
calculate the cross sell. This database is 
distributed to the branches with the use of lotus 
notes. 

R-squared is an indication for the significance 
of two variables. It indicates the variance in one 
variable that can be explained by the variance 
by the other variable. 

A Customer Relationship Management system . 

Selling more of one product/ service type to one 
customer. 
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Appendix I. Categorization of the target groups 
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Appendix II. Segmentation flow diagrams Private Banking 

Vraag 1 

Vraag 2 

Vraag 3 

Vraag 4 

Vraag 5 

Vraag 6 

Vraag 7 

Vraag 8 

Vraag 9 

Vraag 10 

Vraag 11 

Vraag 12 

Vraag 13 

Vraag 15 
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Appendix III. Service concepts, target groups and service concepts 

In the following table the service concepts are given together with the target groups and the 

variables of those service concepts of Private Banking are given. This classification is adapted 

from the business plan Private Banking 2005, the most recent business plan for Private Banking. 
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Appendix IV. Customer segments in Business Banking 
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Appendix V. List of interviewed persons 

Name Department/ function Company/Institution 
D . van den Heuvel Steering Information - Drive! Van Lanschot N.V. 
H. Agterberg Concern management - Private Banking " 
J. Meeuwissen Concern management - Business Banking " 
L. van H erpt Project manager - MIS - D rive! " 
R. van Betteraaij Financial Control - Special projects (SP) " 
J. Vink Concern managem ent - Private Banking " 
H . Hoebergen Business consultan t - P&I " 
F. van Straaten Business Banking - commercial businesses - staff " 
B. H orsten Head Financial Control - Special projects " 
C. Buck Steering Information - Drive! " 
I. van Damme Management Accounting " 
S. Faber Private Inves tments " 
M. Willemsen Priva te Banking " 
P. van H ooft Private Clients " 
I. Maas Financial Control " 
M. van D rongelen Financial Control " 
R. Nekkers Project m anager - CRM - Drive! " 
M. van D ongen Product m anagement " 
L. van de Linden Marketing communication research management " 
M. van Berlo Project manager RAROC and Economic capital - SP " 
S. Sas Managem ent Accounting " 
P. van Weert Managem ent Accounting " 
B. van de Lagemaat Manager Private Banking - Zeist " 
R. Veenman Manager Inves tment Advisory Team " 
J. \'(liezer Directior Amstelveen o ffice " 
E. J. Rijntjes Priva te Banker - Am stelveen " 
A. A. A. Kuijlen Founder Cmotions and University Professor Cmo tions, UVT 
M. Terps tra D octoral Student UVT 
J. A. C. Re sing University T eacher T u/e - W&I 
E. van Raaij University T eacher Tu/e - OSM 
D . Ramautarising Managem ent CHMP 

Master thesis - E rik Joustra 90 



Appendix VI. Current accounts and quarterly contributions 

In this table the current accounts are given together with the quarterly contributions. 

Besides these contributions customers have to pay other contribution exist, like the cos ts for m oney 
transfers, deposit o f cash money, extraction o f money abroad, etc. These are not given here and these are 
also not included in the curren t value calculations. 
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Appendix VII. Description of other business lines 

Business banking 

Van Lanschot's reputation is mainly as a bank for higher net worth individuals, but Business 
Banking has always been one of the bank's main activities. In the first decade when the Van 
Lanschot family still traded oriental goods, the focus was actually on the business segment. Only 
after the crisis in the 1970's, the focus of Van Lanschot shifted to wealth management. Van 
Lanschot now focuses in Business Banking on clients who are already wealthy as well as those 
building up assets. The latter include entrepreneurs as a significant category. The emphasis is on 
medium-sized family businesses, in view of the many interfaces with private banking. As an 
independent business bank, the overlap between management and ownership is familiar territory 
to Van Lanschot. A feature of Van Lanschot's approach is co-entrepreneurship: the bank does 
not work 'for the client' but 'with the client'. 

Customer segments & senJice concepts 
Business Banking within Van Lanschot distinguishes seven segments in the customer base, which 
can roughly be divided in three main segments: small companies, mid-sized companies, and large 
companies . Van Lanschot mainly focuses on the mid-sized companies. One of the arguments is 
that these have a strong interrelation with Private Banking. Every of the seven different segments 
is approached either, active, selective, or passive. The different segments and the way they are 
approached are summarized in a table in appendix IV. 

The service concepts in business banking have the same four variables as in Private Banking (i.e. 
expertise of the banker, availability of specialists, special events, and contact frequency) . In the 
table in appendix IV the level of the service is given in the way the target groups are approached. 
This can be active, selective or passive. 

Small companies are approached only passively. Small companies are often high risk and have 
their financial organization not yet well organized. This means that a lot of effort is needed to pay 
service to this group. Experience tells that only 20% of starting and small companies are loyal to 
Van Lanschot on the long run. 

Mid-sized companies are a specific focus for the Business Banking division of Van Lanschot. 
Owners and executives in these companies often are the same persons. For these individuals Van 
Lanschot is able to offer private and business financial services. 

Large companies are approached selectively. For these (corporate) clients entire departments are 
working on those clients. The interrelation with Private Banking is smaller, and only the clients 
with specific financial needs are served. 

Healthcare sector 

Since the acquisition of CenE Bankiers, the healthcare sector has become a specific target market. 
CenE Bankiers distinguishes itself as the financial specialist for the healthcare sector and so Van 
Lanschot has decided to retain the name for this market segment following the acquisition. CenE 
Bankiers focuses on care institutions, medical practitioners and pharmacists and holds substantial 
shares in these markets. Competition for care institutions and pharmacists comes mainly from 
some of the large banks and for medical practitioners from several specialist intermediaries. As 
the financial specialist for the healthcare sector, CenE Bankiers is focusing on further expansion 
of its market shares. 

Social developments seem to favour the proposition of CenE Bankiers. T he ageing population 
and medical technology, which offers more and more facilities, are leading to greater demand and 
higher expenditure. The Dutch healthcare system is anticipating this with a transformation from a 
central supply management to a more regulated market approach. This means that healthcare 
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institutions, medical practitioners and pharmacists do not just work with centrally-managed 
budgets. They now have to deal actively with matters such as contracts with healthcare insurers 
and winning patients. Entrepreneurship is becoming increasingly important. In this context, CenE 
Bankiers is the appropriate party to work with and offers advice on entrepreneurship in 
healthcare. With its considerable expertise and many contacts in the market as a basis, CenE 
Bankiers has made this area of attention a strategic priority. This proposition is even more 
attractive and beneficial for clients in the sector now that CenE Bankiers is part of Van Lanschot. 
They benefit from Van Lanschot's extensive branch network and have access to a more complete 
product range than in the past, thanks to Van Lanschot's extensive know-how in investment and 
insurance. This is even more of a major plus in view of the many interfaces between private and 
business matters faced by medical practitioners. 

Insurance Services and other activities 

As an independent insurance broker, Van Lanschot Assurantien b.v. offers customized insurance 
advice particularly for medium sized family businesses, director-majority shareholders, high net 
worth individuals and professionals, focusing on the full range of private and entrepreneurial 
risks. In 2005, about two-thirds of Van Lanschot Assurantien's income came from the corporate 
market and one-third from the private segment. Van Lanschot and Van Lanschot Assurantien are 
jointly developing customized concepts to meet the specific needs of both corporate and private 
clients, such as the 'Commissarissen Plus Polis' (for supervisory directors, working with the 
'Nederlands Kenniscentrum voor Commissarissen') and a policy for pharmacists. A focused 
market approach and the integration of CenE CV erzekeringen' ensured good performance in 2005. 
In this year the number of clients rose and the operating profit increased from€ 3.7 million to€ 
4.6 million. Income rose from€ 21.6 million to€ 27.2 million while expenses rose by€ 4.7 million 
to€ 22.6 million. 

Besides activities on Private Banking, Business Banking, Healthcare and Insurance Services Van 
Lanschot is active on several other activities. These activities comprise mainly treasury and 
activities for institutional clients. Van Lanschot offers its institutional clients asset management, 
treasury and securities broking. Van Lanschot Asset Management carries out asset management 
for institutions such as pension funds, insurance companies, congregations, associations and 
foundations. Van Lanschot Asset Management also manages the bank's own investment funds. 
Increasingly, the Institutional brokerage department is focusing on professional investors and in 
that context Van Lanschot's activities for professional market parties have been reconsidered and 
now largely phased out. During the year, assets held in custody for institutions grew from € 2.6 
billion to€ 2.9 billion. The majority of these assets are invested in fixed-income securities. The 
total contribution of the otl1er activities to the operating profit is a substantial 15%. 
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Appendix VIII. Description of the former financial targets 

The BIS ratio is a solvency ratio and is the percentage of a bank's capital adequacy calculated by 
dividing qualifying capital by the risk-weighted assets as defined by the Bank for International 
Settlements (BIS).The higher this ratio, the more solvent the bank. The legal minimum is 8%, but 
Van Lanschot performed better than 10% the last five years. Average return on shareholders' 
funds is the net profit as a percentage of shareholders' funds, excluding the effect of perpetual 
loans. The efficiency ratio represents the operating expenses as a percentage of total income. 
Every year in the last five years all these goals were achieved. 
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Appendix IX. Penalty payments on prematurely repayment of loans 
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Appendix X. Cost of equity determination with CAPM and DGM 

Estimating the cost of equity with the Capital Asset Pricing Model 

The cost of equity can be estimated by applying the Capital Asset Pricing Model (CAPM) on Van 
Lanschot. 

CAPM describes the positive relation between risk and return. That is, risky assets need to have a 
higher expected return to compensate for the higher risk than assets which are not risky. In 
formula: 

E(R)= R1 + /J(E(R,J-R1 ) 

\Vhere: 

E (R) 
Re 

/3 
E (Rm) 

Expected return on equity 
Risk free rate 

Beta: indication for the systematic risk 

Expected return on the market 

(1) 

The expected return can be used as the basis for the cost of equity. To estimate this for Van 

Lanschot Re, /J and E(Rm) have to be estimated. 

Estimating the risk free rate can be done with the rate of 10 year Dutch government coupons. On 
18-04-2007 these coupon rates where approximately 4,15%. The expected return on the market 
E(Rm) is approximated by the return on the AEX index. From the first of January 1993 till the 
first of January 2007 the Geometric average yearly return was 10.00%. See table 1. 

Year Return p/y (AEX) 
1993 50,27% 
1994 -6,97% 
1995 23,34% 
1996 34,23% 
1997 41,58% 
1998 22,57% 
1999 15,09% 
2000 4,51 % 
2001 -21 ,73% 
2002 -41,12% 
2003 19,79% 
2004 2,01% 
2005 24,99% 
2006 11 ,62% 

Geometric averae-e 10,00% 
Table 1. Return on the AEX per year 

Beta estimation 
The peer group used to determine Beta in this thesis consists of publicly traded Dutch banks. 
Several of these banks, like Fortis and ABN AMRO, have activities in other countries and also 
other activities besides Private Banking. The alternative option for the use of a peer group are 
publicly traded Private Banks in other countries. Van Lanschot is highly dependent on its Dutch 
activities. This supports the choice for the peer group used in this thesis. 
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Beta is defined by the following formula: 

cov(Ri, R
111

) 

CJ 2 (Rm) 

Where: 

/3, The beta of security i 

The return on security i 
The return on the market 

(2) 

To estimate the /J of Van Lanschot accurately, multiple/J 's need to be combined in order to 

decrease the error in the estimation. In the following table the beta's of Van Lanschot, ING, 
Fortis, and Binck are determined by the covariance and variance on daily returns on the stock 
price over the last two years . The weighted average beta is weighted by the market capitalization 
of the different companies. This is done because linear regression showed that the significance 
increased with market capitalization. The regression of Van Lanschot's peer groups is shown in 
figure 1-5. 

y • 0,4823x + O,OC>CM 
R° • D,11674 

Figure 1. Linear regression if Beta, Van Lanschot 

o.' a 

RetumAEX 

0,02 Op:J 

-OJJfl 
- Beta estimation 

"!" D,11773• c0,DDD3 
R'•D,4818 

Figure 2. Linear regression if Beta, ABN AMRO 
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Figure 3. Linear regression efBeta, Fortis 

..... 

0.0:Z o.o, 

y • 1.3195x • 5E4 

R2 
• 0.7574 

Figure 4. L inear regression efBeta, ING 

t • Ftllft1rnotSlnek11l~ •·•to lE:I.. I 
- Bet01:t._atlcn • 

• t.t171x•D.DD25 
t R2• 0 ,0919 

Figure 5. Linear regression efBeta, Einck 

Empirical evidence suggests that the historical Beta is biased with the future Beta (Ross et. al. 
[2005)) . The Beta tends to regress towards the market Beta (=1) over time. For this project, an 
estimation on the future Beta is needed. Practitioners use an adjusted Beta which compensates for 
this time related bias. The adjusted Beta can be described by the following formula: 

2 1 
/J adj ,i = J · /Ji + J · /Jmarket (3) 

Master thesis - E rik J oustra 99 



Bank cov(R;, Rm) a-2(Rm) 
(10·5) (10·5) 

Van Lanschot 2,66771 5,78172 
ING 7,61434 5,78172 
Fortis 6,39821 5,78172 
Binck 6,44628 5,78172 
ABN AMRO 5,62958 5,78172 
Wei2hted avera2e Beta 
Table 2. The betas of five Dutth banks 

Cost of equity (CAPM) 

Market Cap. Raw /3 Adj. /3 

€ 1.146.921.600 0,46 0,64 
€ 74.728.202.240 1,32 1,21 
€ 42.364.854.272 1,11 1,07 
€ 444.058.592 1,11 1,07 
€ 47.049.149.120 0,97 0,98 

1,16 1,11 

When filling in the estimated variables(Rr, /3 and E(Rm)) in the CAPM model this leads to an 

expected return of Van Lanschot's equity of 10,93% per year. 

Variable 
Risk free rate (Rr) 
Raw Beta 
Adjusted Beta 
Return on the market (Rm) 
Ex ected return E aw Beta 

Table 3. Cost of equity (CAPM) 

Value 
0,0415 
1,16 
1,11 
0,0100 
0,1093 
0,1062 

Estimating the cost of equity with the Dividend Growth Model 

Another es timation method for the cost of capital is Gordon's dividend growth model (Berk, 
Demarzo [2007]). This model evaluates a company's stock price as the present value of perpetual 
growing dividends. This model is represented by the following formula: 

Di 
P =----

r equi1y - g 

Where: 

p 

Di 
g 
! equity 

Stock price 
Dividend per share 
Dividend growth rate per year 
Discount rate/ cost of equi ty 

The formula can be rearranged to isolate the cost of equity, r. 

D + (P· g) 
r eq1111y = p 

(4) 

(5) 

This model assumes the growth to be constant. Therefore this model is only applicable if the 
growth rate fits this criterion. In figure 6 the dividend and the dividend growth is shown of the 
last five years . T he growth of the dividend in the last five years have been stable. The five year 
geometric average growth is 9,75%. 
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Dividend: absolute & growth per year. 
- Dividend per year 

-+- Growth per year 
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Average growth: 9,75% 
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Figure 6. Dividend size and growth from 2001 to 200 5. 
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Another criterion to use the Dividend Growth model is that the growth rate must be larger than 
the discount rate for algebraic reasons. The results of the CAPM (reqiury =l0,62%) shows that the 
cost of equity is likely to be larger than the growth rate (9,75%) , although this difference is small. 

All the unknowns on the right side of equation (5) can be observed in the market. The following 
tables give an overview of the needed information and the estimation of the discount rate with 
the dividend growth model. Because the growth and dividend go up to the end of 2005, also the 
stock price of December 2005 is used. 

U nkown Value 
Stock Price (P) (december 2005) € 65,90 
Dividend per share (D) (2005) € 2,50 
Dividend rowth rate 6 ear avera e 0,0975 
Ex ected return 0,1355 

Table 4. Estimation ef cost ef eqtti!J with the dividend growth model 
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Appendix XI. The service profit chain 

Satisfaction 

Internal 

Operating strategy snd 
service delivery system 

Loyalty 

Workplace design 
Job design/ decision-making latitude 
Selection and development 
Rewards and recognition 
Information and communication 
Adequate 'tools' to serve customers 

Productivity & 
output quality 

External 

Service concept Target market 

Customers 

► Service value ► Satisfaction -► Loyalty 

Quality & productivity Attractive value Lifetime value 
improvements yield higher 
service quality and lower costs Service designed Retention 

& delivered to 
meet targeted Repeat Business 
customers' needs 

Referral 

The service Profit Chain. (Adapted from Heskett et. aL , 1997) 

► Profitability 

The service profit chain was first published in 1994 by the Harvard Business Review by 
Heskett et. al. This conceptual framework shows the direct link the authors measured 
between profit and growth: customer satisfaction and loyalty: the value of services and 
goods delivered to the customer; employee satisfaction, loyalty, and productivity; and 
what the authors term "capability" that employees have to deliver results to customers. 
The authors argue that although the strength of the various links may differ depending on 
the organization, the pattern is undeniable significant. To support and validate these links, 
the authors make use of several case studies. Examples of organizations they use are 
Southwest Airlines and American Express. 

Many researchers have examined the associations between some of the constructs of the 
chain; perceived service quality, customer satisfaction and customer loyalty, but few have 
been able to link these constructs to the value of customers (Garland, 2002). The 
remainder of this paragraph describes the different links of the service profit chain and 
attempt to support those links by evidence that was found by researchers. 

Emplqyee related issues and service valtte 
The left hand side of the service profit chain in figure 4.2 describes the link between: 
employee productivity, loyalty, service quality, capability, employee satisfaction; and 
service value. The authors validate these links through several case studies. 

In Private banking the conceptual link between employee loyalty, employee satisfaction, 
and service quality seems trivial. If the turnover rate of account managers is high, 
customer perceive the quality of the service as low. This was the result of several 
customer defection studies within Van Lanschot12• 

Cttstomer valtte and cttstomer sati.ifaction and lqyalry 
Lam et. al (2004) investigates the relation between customer perceived value, customer 
satisfaction and customer loyalty. They have found empirical evidence between customer 

12 Source: Interview with H . Agterberg and J. Vink. Concern directors Private Banking Van Lanschot 
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perceived value and customer satisfaction and loyalty in a business-to-business setting. In 
their article the hypothesis that customer perceived value has a positive effect on 
customer satisfaction, and customer satisfaction has a positive effect on customer loyalty 
is supported. T hey also find evidence that customer satisfaction mediates between 
customer perceived value and customer loyalty. 

Prefi,t and growth are linked to customer lqyalry 
In the 1970 a major study of Profit Impact of Market Share (PIMS) based on the 
examination of hundreds of companies in many industries, concluded, among other 
things, that one of the most important determinants of profitability was market share 
(Buzzell and Gale [1987] as cited in Heskett et. al [1997]). These conclusions led to 
mergers, sales and purchases of managers who rushed to become the number one in their 
industries. On the 'market share is profit' rule lots of exceptions existed. These 
exceptions led Reichfeld (1996) to the conclusion that customer loyalty is a more 
important determinant of profit. Reichfeld shows several case studies in which a small 
increase in customer loyalty (retention rates) results in large increase in profit. A condition 
is that the required retained customers need to be the most profitable ones. 
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Appendix XII. The balanced scorecard 

The balanced scorecard was developed by Kaplan and Norton and they published their findings 
in 1996. T he general logic o f the Balanced Scorecard is that multiple measures, financial and non
financial, are needed to adequately enable management to control an organization. T he Balanced 
Scorecard advocates management information with four different perspec tives: the financial 
perspective, the internal perspective, the custom er perspective, and a learning and growth 
perspective. The customer value fram ework is a 'balanced scorecard'. T he remainder o f this 
paragraph shortly describes the Balanced Scorecard. Also the logic of the Balanced Scorecard is 
reflected on the customer value framework to validate the fram ework. 

The Balanced Score Card 

Financial 

Customer •---+ Vision & Strategy +---.i 

Leaming and Growth 

Internal Business 
Processes 

Figure 4.3 The Balanced Scorecard (Kap lan, N orton, 1996) 

The financial perspective 
This perspective represents the somewhat traditional financial them es. T he elaboration of this 
aspect can differ widely per company and is highly dependent on the business ' strategy (Kaplan, 
Norton, 1996). T hree different stages of the strategy can be identified which depends on the 
companies life cycle. T hese are; rapid growth, sustain and harvest. Kaplan and Norton found tl1at 
organizations use three financial them es to achieve their business strategy: revenue growth and 
mix, cos t reduction / production improvement, and asset utilization / inves tment strategy. Table 4.1 
summarizes the financial them es and strategies and the table gives examples o f measures for every 
quadrant except one. 
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Financial Themes 

Revenue Growth & Mix Improvement Asset Utilization 

Sales growth rates by Investment (% of sales) 
segment. 

R&D (% of sales) 

~ Percentage revenue from new 
product, services, and e customers. 

(!) 
>, 
Cl s 
I! .. Share of targeted customers Costs versus competitors' Working capital ratio's "' ~ 

Cross-selling Cost reduction rates Asset utilization rates C 
::::, C 

Ill -; Percentage revenues from Indirect expenses(% of sales) 
Ill "' new applications. ::, 
G) U) 
C 
'iii Customer and product line 
:::, profitability 
ID 

Customer and product line Unit costs Payback 
~ profitability 
• Throughput 
~ Percentage of unprofitable ti 
J: customers 

Table 4.1 Customizjng measures for business strategies and financial themes (Kaplan & Norton, 1996) 

The internal perspective 
This perspective in the Balanced Scorecard the critical internal processes are identified in which 
the organization must excel. The critical internal processes enable the organization to deliver on 
the value propositions of customers in targeted market segments. T hese business processes also 
should satisfy shareholder expectations of excellent financial returns. The measures should be 
focused on the internal processes that will have the greates t impact on customer satisfaction and 
loyalty and achieving the organization's financial objectives. 

T his perspective can be split up in a short term aspect and a long term aspect. To be successful in 
the near future it is vital to control and improve existing operations. But to stay competitive in the 
long term a company should seek for new products and processes. This is a more powerful driver 
for the achievement of long term financial objectives then the improvement and control of the 
existing operations. Both perspectives can be included in the internal business perspective. 

The customer perspective 
In the customer perspective of the Balanced Scorecard, the customer market segments in which 
the organization will compete are identified. Also the measures of the business unit performance 
in these targeted segments are identified. The customer perspective typically includes several 
generic measures of the successful outcomes from a well formulated and implemented strategy. 
The generic outcome measures include customer satisfaction, customer retention Qoyalty), new 
customer acquisition, customer profitability, and market and account share in targeted segments. 
\Vhile these measures appear to be generic across all type of organizations, they should be 
customized to the targeted customer group from whom the organization expects its greatest 
growth and profitability to be derived. 

The learning and growth perspective 
The fourth Balanced Scorecard perspective, Leaming & Growth, identifies the infrastructure that 
the organization must build to create long term growth and improvement. The customer and 
internal business perspectives identify the factors most critical for current and future success. 
Businesses are unlikely to be able to meet their long term targets for customers and internal 
processes using today's technologies and capabilities. Also, competition requires that companies 
continually improve their capabilities for delivering value to customers and shareholder. 
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Appendix XIII. Chain of effect framework (Berger et. al. [2006)) 

Company Actions 
Own 

t 
Compe1 i1ors 

Cus1omers 

Mind-set 

Behavior (CLV) Channels 

Acquisition. retention & development 

--------> Markel Behavior 

I 
Analysts' Expectations I Exogenous Macro-

I Economic Factors 

I 
Financial Market Behavior 

I 
Figure 1. Chain of effect framework (Berger et. al [2006)) 
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Appendix XIV. Conversion formula for effective rates 

( )
1;,,,., 

rdes = 1 + r giv 7~,,, -1 

\Vhere: 

rdcs Desired effective rate 
rgiv Given effective rate 
Tdes Time interval for the desired effective rate 
Tgi,· Time interval for the given effective rate 
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Appendix XV. Organizational scheme of Drive 

Organizational Scheme Drive! 

Internet 

Program Office 

Back Office 

Steering 
lnfonnatlon 

Program Director 

Business change 
Program Manager 1-----------, coordination & 

comm.inteation 

Management 
Information 

Solutions (MIS) 

Sourcing 
Requirements 

Liaison 
Management 

Regulatory 
Reporting 

Advice 

Figure 2.2 Organization ef the Drive! program. 
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13 Appendix VI shows this data for private banking accounts. 
14 The commissions are cumulative over the calendar year. 
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I Table 2 I Calculation of current value oer product cate :1ory I 
Current accounts Marain (mil Effective per vear in percentaae Other variables Formula/discount method Comments 
Debit balance m; = [Dttotrentepct)-(1 maands Euribor)-(0.5%] K · m, Balances need to be made absolute and 

PV = connected to debit margin if the balance 

r wacc + gi is debit. Balances need to be converted 
to Euro. End of moth balances (K) are 
used for these calculations. The model 
can be improved by using average 
balances. 

Credit balance m; = [Verrekenprijzen naar product!Betalen)- [Crtotrentepct] K · m; Balances need to be made absolute and 

PV = connected to credit margin if the 

r wacc + gi balance is credit. Balances need to be 
converted to Euro. End of moth 
balances (K) are used for these 
calculations. The model can be 
improved by using average balances. 

Quarterly n/a K Discount rate (rwacc) and growth rate (g;) 
contributions PV = effective per 3 months. Commissions 

r wacc + gi differ per account type. These types 
need to be aligned to the quarterly 
contribution . 

Securities Average commission per month (K) 

K = [BrutoAandObl }+ [BrutoEmis }+ [BrutcOptie }r [BestandsµJVisie }r[ProvMoF] K , Discount rate (rwacc) and growth rate (g;) 

11 PV = effective per month . Commissions used 

r wacc + gi in the database are cumulative up to 
November 2006. 

Savings Marain (mil Effective per vear in oercentaae 
Debit Balance m; = [Dttotrentepct)-(1 maands Euribor)-(0.5%) K ·m; Debit balances are not common but are 

P V = present in the database provided by the 

r wacc + gi department Management Accounting 

Credit Balance m; = [Verrekenprijzen naar product!sparen]-[Crtotrentepct] K · m; End of moth balances (K) are used for 

PV = these calculations. The model can be 

r wacc + gi improved by using average balances. 

Mortgages Margin (m;) Effective per year in percentage 
margins times main m; = [Marge] 

<{Km [ I]] [Juridische einddatum] needs to be 
sum PV= a; ---' 1- T 

converted to a time in years. 

r wacc ( I + r 1rncc ) 
The value of a; depends on the method 
of repayment. (a; = 1 if repayment at 
maturity; a; = 0,59 if repayment is an 
annuity; a; = 0,67 if repayment is linear). 
For mortgages with a variable interest 
type, 7 years is the estimation of the 
time horizon . 
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Table 2 continued. Calculation of current value per product category 
Mortgages continued 

K [ I ] 
Yearly amount commission is amortized Amortization of n/a 
in five years. So, T has to be converted commission PV =-- I - T to amount of years remaining to 

r11 ·acc ( I + r wacc ) amortize the yearly amount of 
commission . 

Loans Margin (m;) Effective per year in percentage 
(Juridische einddatum] needs to be m; = [Marge] 

{ K m [ I ] ] converted to a time in years . PV= (a ~-' 1- ,,. 
The value of a; depends on the method 

I r lt'OCC ( 1 + r \l'OCC ) 

of repayment. (a; = 1 if repayment at 
maturity; a; = 0,59 if repayment is an 
annuity; a; = 0,67 if repayment is linear) 

Deposits Margin (m1) Effective per year in ~centage 
(Juridische einddatum] needs to be m; - (Rentepcto]-[Rentepct] 

Km [ I l converted to a time in years . PV=--' I- T 

r wacc ( I + r wacc ) 
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Financial Potency Sub aspect Needed data Source 
Current status Prolonging current value • Size of current products (e.g. loans, mortgages, savings , securities, assurances, etc.) Van Lanschot databases 

• Time until expiring (in case of mortgages, loans, assurances or deposits : legal end date.) Van Lanschot databases 

• Probability of prolongation Estimation by banker 

• (Gross) margins of current products Van Lanschot databases 

• In the case of payments, securities and savings: the value from prolonging the current value Estimation by banker 
is the difference between the current value with risk adjustments for defection and the current 
value without these risk adjustments . If this potency exists has to be determined by the 
banker. 

Share of wallet • All products/services currently stationed outside Van Lanschot Estimation by the banker. 
Alternative: using existing customer information. 
"Client profiel en advies protocol" 

Other • Other potency from the current status expressed in concrete product categories with related Estimation by banker 
sizes and margins. Sizes and product category need to be estimated by the banker, margins Van Lanschot databases 
can be sourced from Van Lanschot databases. 
Examples of other assets of a customer that can result in current value: real estate, house 
surplus value, company owner, family capital , etc. 

Future status Future credit needs • These need to be expressed in concrete product categories (e.g. loans, mortgages, etc) with Estimation by banker 
related sizes and margins. Sizes and product category need to be estimated by the banker, Van Lanschot databases 
margins can be sourced from Van Lanschot databases. 
Examples of events that can result in future credit needs: moving , 2nd home, partnership of a 
firm , consumption needs, (real estate) investments. 

• Probability of realization Estimation by banker 
Capital growth • Capital growth needs to be expressed in concrete product categories (e.g. savings, deposits, Estimation by banker 

securities, etc) with related sizes and margins. 
Examples of events that can result in capital growth: Normal growth, income growth that 
results in extra capital , insurance released capital , etc. 

• Probability of realization Estimation by banker 
Network Value Subasoect Needed data Source 

Historical referrals • # historical referrals Has to be documented in a system (Siebel) 
Future referrals • Willingness clients (willing , not willing) Estimation by banker 

• Network size (small, medium, extensive) Estimation by banker/Siebel 

• Network quality (low value prospects , medium value prospects, high value prospects) Estimation by banker/Siebel 

Table 3. High level data requirements and sources for potential value. 
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Client # historical referrals Willingness client Size of the network Quality of the network Seament Averaae value seament Network value 
Impact Hiah (0, 5/1) Trivial (1/0) Low (0,5/0, 7511) Medium (0, 310,511) - -

0 (0,5) Willinq (1) Extensive ( 1) Low (0,3) IWD € 76.479 €11.471 
1 ( 1) Willing (1) Medium (0, 75) High (1) NDD € 1.051 € 788 
3 (1) Not willinq (0) Small (0 ,5) Medium (0,5) MID € 32.096 € 0,-
.. . .. ... ... . . . . .. . ... 

Table 4 Example calat!ations of network value. 

Client Current status Future status Financial Potencv 
Prolonaina current value Share of wallet other Future credit needs Capital arowth Total 

Client X Prolongation Mortgage Securities depot @ Family capital (Securities) Becoming Partner (Loan) Insurance released capital 
ABN (Savings) 

Size: € 500.000 Size: € 1.000.000 Size: € 5.000.000 Size€ 2.000.000 Size: € 1.500.000 
T: 2 years T: 1 year T: 10 years T: 2 years T: 5 years 
p: 90% P: 30% p: 90% P: 40% P: 90% 
m; = 0,3% m;= 1% m;= 1% m; = 0,4% m; = 0,4% 
rwacc= 8,84% rwacc= 8,84% rwacc= 8,84% rwacc= 8,84% rwacc= 8,84% 

( 0,9 · 500.000 · 0,3% J ( 0,3 · I .00 .000 ·I% ) ( 0,9 · I .500 .000 · 0,4% J 0,0884 ( 0.9 · 5.000.000 · I%) ( 0,4 · 2.000.000 · 0,4% J 
PV 12.89 1 PV = 0,0884 = 31 180 

l'V = 0,0884 = 218.2 10 0,0884 76.394 l'V = 0,0884 39 .994 € 378.670,-(I,0084 )' (1,0084 )' 
(1,0084)'0 l'V 

(1,0084)' (1 ,0084 )' 

Table 5 Example calculation of finamial potenry 
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