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Why Australian Banks Need to Rethink Strategic Pricing
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PERSPECTIVES

SUMMARY
The problem:
Banks have had several years to adjust to the realities of stricter
regulation, increasing competition, dwindling margins and the
evolving demands of their customers for always-on, personalised
and relevant digital services. But to a surprising degree many are yet
to adopt business models and solutions that allow them to develop
pricing strategies that will protect their future commercial banking
revenue streams against further disruption.
Typically, banks’ product development, pricing and billing for
fee-based services to commercial clients have evolved over time
in separate systems. Products and prices are often developed on a
case-by-case basis with little tracking of structure, limits or pricing
conditions, with these parameters then hard-coded in core or
bespoke systems.
The problems with an ad hoc pricing approach include:
•

Lack of rationalisation

•

Slow product development process

•

Lack of bundling options, sub-optimal sales oversight; lack of
clarity and flexibility; poor governance

•

Inaccurate billing

•

Inefficient and risky processes

•

Inadequate record-keeping

In practice, issues with ad hoc, legacy pricing and billing systems
have unwelcome commercial implications in that they inhibit
opportunities for rationalising products and services and improving
efficiencies, and contribute to revenue leakage and inconsistent,
poor customer experience. They also lead to heightened governance
and conduct risk.
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The solution:
The answer is a centralised product, pricing and billing capability, run
independently from the core banking platform and other product systems.
A central repository of all product and service information – in effect a
catalogue hub – that can access both data from a customer information system,
and accounts and transaction data from core banking and other product
systems, has several advantages. It will allow for the creation and manufacturing
of products, the tracking of all relationship-level pricing parameters (including
conditional offers and bundled packages) and the rapid rollout of changes in
response to commercial opportunities and regulatory developments.

Product &
transaction data

Deal
Management

(non-standard pricing)

Execution

(standard products
& pricing)

(pricing & billing)

Product
Management

INTEGRATION LAYER

OTHER PRODUCT
PLATFORMS
AND SYSTEMS

Account &
transaction data

CENTRALISED PRODUCT, PRICING
AND BILLING SOLUTION

(client specific set-ups)

CORE BANKING
SYSTEM(S)

Customer
data

Client Management

CUSTOMER
INFORMATION
SYSTEMS (CRM)

INTEGRATION LAYER

CENTRALISED PRODUCT, PRICING AND BILLING ECOSYSTEM
General Ledger /
Finance Systems
Customer posting
data (core banking
system)
Statement (invoice)
data for document
generation
Deal (offer) data for
document generation

Image source: Des Farrell, “Why Banks are Separating Product Pricing Management from Core
Banking Systems”, Zafin

Such a platform, if integrated seamlessly with the core banking and other
systems, could deliver market-leading value propositions tailored to specific
customer segments, which could be modified easily as the need arises.
When applied in practice, this approach has allowed banks to launch new
products 50% faster, make significant IT cost savings (of up to 70% annually),
identify new revenue opportunities, enhance governance and straight-through
processing for granting exception prices, automate consolidated billing, and
eliminate the risk of manual billing errors.
Moreover, the transparency that this kind of strategic pricing brings is crucial to
help reduce conduct risk and rebuild trust in the nation’s financial services sector.

3

1

THE NEED FOR REFORM
A changing environment
Banks have had several years to adjust to the realities of stricter regulation,
increasing competition, dwindling margins and the evolving demands of
their customers for always-on, personalised and relevant digital services.
Old, product-centric propositions are at risk of obsolescence.
To date the most obvious threats have emerged in B-to-C sectors. Accenture
research shows that globally, Google/Apple/Facebook/Amazon (“GAFA”)-type
business models could impact up to 80 percent of existing banking revenue
pools by 2020.1 In Australia, failing to keep up with the demands of “Digital
Nomad” banking customers – some 30 percent of the market, according
to Accenture surveys – means banks could miss out on a market worth
AUD2 trillion.2
Australian banks have been developing digital products and services in an
effort to keep up. In just one recent example, Commonwealth Bank, NAB
and Westpac launched the peer-to-peer payment service “Beem It”,
designed in part to pre-empt competition from Apple Pay.3 Australian
banks have also invested in and tested technologies like blockchain to
address pain points like cross-border payments.4 Meanwhile, at a strategic
level, they have also refocused on core products and services: NAB and
now Commonwealth Bank, for instance, have spun off ancillary wealth
management and insurance businesses.5
However, despite these initiatives, to a surprising degree many banks are yet
to adopt pricing strategies that will protect their future commercial banking
revenue streams against further disruption. The danger of failing to adapt to
adjusted client expectations is as acute in the commercial and B-to-B fields as
it is for higher-profile areas like consumer payments. Market agility, flexibility
and personalisation of products is just as crucial in commercial banking as it
is for B-to-C services – and pricing is a crucial foundation of this.
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Evolved and imperfect pricing systems
Typically, banks’ product development, pricing
and billing for fee-based services to commercial
clients have evolved over time in separate
systems. This analogue approach has often been
necessary to accommodate companies’ complex
and changing needs, but it is one that is ill-suited
to protecting and growing revenues in today’s
increasingly competitive environment.
Consider the relationship a bank might develop
with an international business with operations in
a range of countries. Over time, the bank might
have developed fee-based products and services
with similar objectives (e.g. cash management)
several times in different currencies and
operating across different borders. It might
also have offered to link some elements with
other deposit, investment or loan products and
services. Pricing for one might be conditional
on the client’s usage of others, or on “soft”
conditions (such as deposit levels) negotiated on
an ad hoc basis.
While tracking interest and non-interest-bearing
margin calculations is relatively straightforward,
it is often the case that for fee-based services,
products and prices are developed on a caseby-case basis with little tracking of limits or
pricing conditions, with these parameters then
hard-coded in core or bespoke systems. This
means that for many types of service, banks may
lack straight-through processing from product
selection and negotiation to offer, signing,
pricing, on-boarding and then billing.
Such an approach has evolved to offer a high
degree of customisation to the client, but it is
highly problematic for the bank when it comes
to product development, sales and billing,
tracking/auditing and internal process efficiency.
The shortage of the flexibility needed to win in
today’s rapidly changing commercial banking
environment drives manual work-arounds that
are typically poorly executed. The result is
revenue leakage – as well as heightened conduct
risk.
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The problems with an ad hoc pricing approach include:
Product development issues
•

Lack of rationalisation
Such an approach means products are not rationalised. For instance, a cashmanagement solution in one country might be recreated de novo in another,
with different nomenclature, names and attributes but in effect providing
services that are already in an existing product.

•

Slow product development process
Without oversight of existing agreements or information on bespoke deals,
IT departments might need months to develop a new product rather than
adapting or replicating an existing solution. Moreover, with legacy systems
layered on top of each other, changes to pricing or other parameters can
have ripple effects across multiple levels – making comprehensive testing
and rolling out changes extremely burdensome.

•

Lack of bundling options
The ability to respond rapidly and flexibly to tenders is often compromised
if relationship managers are forced to reinvent the wheel on each occasion
and can’t quickly bundle together solutions and pricing that might have
been applied for other, similar tenders. Such offers are often compiled by
hand and retained in spreadsheets, with little tracking of the profitability of
each product.

Sales and billing issues
•

Sub-optimal sales oversight
If products are not rationalised and priced in one system that also monitors
rules and exceptions, sales executives risk selling products in different
jurisdictions that may contravene local regulations or requirements – for
instance providing interest-bearing deposit products in Islamic banking
markets.

•

Lack of clarity, flexibility and governance
With relationship managers developing quotations manually, there is a lack
of transparency over deal parameters: the pricing exception process is ad
hoc and often very difficult to audit in the event of a query. Moreover, with
multiple product systems across accounts, pricing information is often
hard-coded manually, multiple times. Changing prices across a product
line is often hugely time consuming and labour intensive.

6

•

Inaccurate billing
As a result, bills may be wrong: credits
may be applied to bills or certain pricing
without the agreed conditions and time
exceptions being met; conversely, the risk
of overcharging may lead to banks applying
across-the-board rather than conditional
discounting to avoid potential loss of
business. Either way, revenue is lost.

Process and audit problems
•

Inefficient and risky processes
Deals and agreements are often processed
manually or via email, leading to the suboptimal allocation of human resources and
the duplication of low-value-added work.
Moreover, manual processing entails on
the one hand significant risk in terms of
compliance, and on the other key person
risk, since the departure of key personnel
may mean a loss of institutional knowledge
about pricing agreements.

•

Inadequate record-keeping
Often, conditional or bundled deals lack
contracts or formal records of agreements
– which may be buried in email exchanges
– causing problems when it comes to
auditing. “Soft” promises and commitments,
for instance about discounts applicable
given future deposits, may not be captured.
Without systematic tracking there is no
record of approvals of specific deals, and no
enforcement of conditions.
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Problems in practice
These issues with ad hoc, legacy pricing and billing systems have
unwelcome commercial implications through revenue leakage, as well as
missed opportunities for rationalising products and services and improving
efficiencies. But they also risk potential governance and conduct issues
and regulatory trouble.
The impacts are not just theoretical. In Australia, a major bank experienced
an outage of its legacy billing system that left them unable to issue bills
to commercial clients for four months. And in a recent major international
case, State Street found that it incorrectly invoiced clients for certain
expenses over 18 years, with reimbursement costs expected to be at least
US$360 million leading to a wholesale review of their billing processes that
is still ongoing.6
In another example, one Swedish bank was unable to use its legacy
systems even to detect whether clients had been using its products,
leading to significant billing errors. In addition, the time spent on manually
fixing data on nominally straight-through processing was unaccounted
for, even though in the case of one product it required 14 separate manual
fixes. Until the bank updated its billing and pricing systems, none of this
work was transparent or billable.
Meanwhile, in high-profile B-to-C cases that have led to more rigorous
scrutiny of their practices, banks and wealth managers across Australia
have been penalised for billing customers for services that were never
provided.7 The need to track conduct risk – particularly around fees and
billing – has never been more acute.
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2

DEDICATED PRICING
PLATFORM

Hollowing out the core
The answer to the problems described above is a centralised pricing and
billing system, run independently from the core banking platform. Serving
as a central repository of all product and service information – in effect a
catalogue hub – this would factor in any rules and regulations surrounding the
provision of the product in different markets.
A holistic pricing platform that can access both data from a customer
information system, and accounts and transaction data from a core
banking system and other product platforms, will allow for the creation
and manufacturing of products and product bundles, the tracking of all
relationship-level pricing data (including conditional offers and bundled
packages) and the rapid rollout of product and pricing changes in response
to commercial opportunities and regulatory developments. The separation
of pricing and other features of products into a separate, rationalised layer is
also a digital enabler – it will help banks to deliver their product and pricing
strategies as more customer-centric propositions more quickly through their
digital channels.

Image source: Des Farrell, “Why Banks are Separating Product Pricing
Management from Core Banking Systems”, Zafin
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Such a pricing platform, if integrated seamlessly with the core banking and
other systems, can deliver market-leading value propositions tailored to specific
customer segments, which can be modified easily as the need arises.
The advantages of such a system are manifold. In responding to an RFP, for
instance, sales executives will be able to pick from existing products or bundles
of services, with rules around their applicability already factored into the
system. Highly complex, bespoke services can still be designed and developed,
with any conditional features instantly factored into the offering – and enforced
in a contractual arrangement with the client that sets out any benefits and
obligations intrinsic to the deal. Pricing changes can be rolled out rapidly.
In the final step, the agreement will go automatically into a billing system so no
elements of the agreement will be missed or mispriced. Such a solution would
allow for frictionless onboarding, greater transparency, and the mitigation of
conduct risk through mis-selling, mis-pricing or other malfeasance.

Case study 1: CIBC
How would this work in practice? One good example is
CIBC’s myClient platform.
CIBC, a Canadian bank with over 300,000 business customers, relied on a manual
billing process for large clients with customised fee arrangements. This led to
problems in terms of revenue management and the slow rollout of new products
or the amendment of fees on legacy systems. In fact, product managers had to
work with IT teams for 6-9 months to adjust parameters across legacy back office
systems, at significant expense, just to institute standard price changes.
Realising that existing systems would not be capable of evolving to meet the bank’s
requirements, CIBC sought to implement a fully integrated and centralised system
to automate pricing, billing and analytics. The chosen solution was myClient:
a Zafin-enabled system of record for product pricing, fee computation and billing
reports that includes a centralised product and service catalogue.
MyClient, based on Zafin’s miRevenue solution, takes account, product-usage and
customer hierarchy data from CIBC’s Business Banking Data Mart, allowing the
platform to perform centralised billing, reporting, and offer management for the
entire business client base. In turn it facilitates better data usage, pricing flexibility
and billing accuracy.
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Among other benefits, myClient has given CIBC significant IT cost savings (of
up to 70% annually) for fee changes, the identification of revenue opportunities,
enhanced governance and straight-through processing for granting exception
prices, automated consolidated billing, and has eliminated the risk of manual
billing errors. In addition, CIBC is now able to launch new products 50% faster.
As well as allowing the launch of new interest-bearing deposit products, CIBC
can also now offer promotional interest rates (limited time offers). This feature is
a competitive differentiator in Canada for CIBC and grew account balances by
129% since product launch.

Case study 2: Tier 1
Global Corporate Bank
In another example, a Tier 1 global corporate bank sought
a solution to better manage conduct risk, liquidity and
profitability for its commercial banking business.
A principle challenge was that country heads in the bank’s many markets, each of
which operated as stand-alone businesses, had their own process for adjusting
deposit rates when market interest rates changed. Already under pressure owing to
fines relating to foreign exchange price rigging and mis-selling payment protection
insurance, the bank wanted to demonstrate fair outcomes to clients and offset the
risk that it was in risk of compliance breaches with regard to its deposit rates.
The solution was a Zafin platform that became the central repository and system of
record for all corporate deposit rates across the globe, linked to core banking and
other related systems. The system covered 98% of the bank’s global balance sheet
and enabled it to manage conduct risk by demonstrating transparency and fair
outcomes to clients.

Image source: Tier-1 Global Bank Corporate Case Study, Zafin
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Image source: Des Farrell, “Why Banks are Separating Product Pricing Management from Core
Banking Systems”, Zafin
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CONCLUSION
Comparing the situation in many banks with other
industries, the need for a different approach to pricing
becomes clear. Most industries have catalogues identifying
products, SKUs, part numbers, pricing and clear tiered or
conditional discounting. Though the range of parameters
is sometimes more complex for relationship-based services
like commercial banking, the benefits of a more systematic,
strategic pricing system are apparent.
Another salient comparison is with global
telecommunications providers, many of which were at
one time castigated for the opacity of their products,
pricing and billing. Now many have invested in tracking
and structuring bundled packages clearly and making their
billing consistent, transparent and easily understandable.
For banks the need to maximise profitability in the new
environment is paramount. But it is more than that: the
transparency that this kind of strategic pricing brings is
crucial to help rebuild trust in the nation’s financial services
sector. In an August 2017 survey by the Australian Bankers’
Association only 31% of customers said they had a positive
view of the country’s banking industry.8
This is another crucial reason why banking in Australia
needs to adapt. Regaining lost trust through transparent
processes and technologies, is one of Accenture
Innovation’s annual Fjord design and innovation trends.9
Strategic pricing is one way to help make this trend a
reality, and reap the rewards of doing so.
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