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Abstract

Title: Banco CTT - Managing a Major Strategic Move
Author: Catarina Isabel Macdo Borges

The main goal of the present dissertation is to explore the concept of “Diversification Strategy” and the main
challenges of planning, implementing and managing it in the first years of operations. To address this strategy, a
specific example of a Portuguese postal services' incumbent, CIT - Correios de Portugal, S.A., that diversifies its
business with the creation of a postal bank is covered. With the information on the international experience in this
type of diversification and the current situation of the Portuguese retail banking sector, one can conclude that the
postal bank may have the capacity to adapt to the demanding conditions due to a competitive advantage in some of
the industry's key success factors. This competitive advantage is identified when the company aligns its core
competencies with the market characteristics. To preserve this benefit the company should assume a proactive role in
exploring the external environment and be prepared for realignment situations. This initiative is crucial once several
strategy-related, industry-related or company-related problems were identified during the analysis of the postal bank's
future. In both the short and the long run the postal bank will potentially face problems that may result in managerial
changes such as acquisitions of other companies (to lower the risk exposure and gain more expertise in certain
business areas), divestment in certain product lines and investment in foreign markets (to compensate the lower
national revenues).

Key-words: competitive advantage; diversification; performance; postal banking; retail banking
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Resumo

Titulo: Banco CTT - Gerindo uma grande iniciativa estratégica
Autor: Catarina Isabel Magado Borges

O principal objetivo desta dissertacdo é explorar o conceito de "Estratégia de Diversificacdo” e os principais
desafios do planeamento, implementacdo e gestdo do mesmo, durante os primeiros anos de operacdo. Para
desenvolver este tema, é dada como exemplo a estratégia de diversificacdo do operador postal histérico CTT - Correios
de Portugal, S.A. na criacdo do banco postal. Combinando a informacdo da experiéncia internacional neste tipo de
diversificacdo com a situacdo atual do sector da banca de retalho em Portugal, é possivel concluir que, devido a
vantagem competitiva em alguns dos factores criticos de sucesso nesta indtstria, o banco postal poderd ter
capacidade para se adaptar as dificeis condicdes do mesmo. Esta vantagem competitiva é identificada aquando do
alinhamento das competéncias centrais da empresa com as caracteristicas do mercado. Para conservar esta vantagem,
a empresa necessita de ter um papel proactivo no estudo dos fatores externos a mesma, de forma a estar preparada
para situacdes de realinhamento. Esta é uma iniciativa muito importante, uma vez que foram identificados problemas
relativos a estratégia de diversificacdo, a industria da banca de retalho e a empresa, durante a analise do futuro do
banco postal. Tanto no curto como no longo prazo, o mais provéavel serd o banco postal defrontar-se com diferentes
problemas, onde serdo necessarias mudangas na sua gestdo, tais como a aquisicdo de outras empresas, o
desinvestimento em certos produtos e o investimento no mercado externo.

Palavras-chave: vantagem competitiva; diversificacao; desempenho; banca postal; banca de retalho
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Banco CTT- Managing a Major Strategic Move

"We CTT, have in our DNA efficiency in everything we do. We are an innovative company that has been
changing and adapting to the different realities and anticipating the trends. We are where the businesses and
population are and sometimes more than that.”

1. Introduction

— Francisco Lacerda, CTT's Chief Executive Officer (CEO)

It is the 19™ of November 2015, the Capital Markets Day and Banco CTT's launch day. It has been one

year since the privatization of the incumbent company and two years since the entrance of CIT - Correios de

Portugal in PSI 20" as well as the authorization to create a postal bank in Portugal.

VALUE CREATION (2012-2014)

Revenues CTT 719 million€  +0,3%
CAPEX 17 million € +8,7%
Dividends 70 million € +40%
EBITDA CTT 18,8% +3,3%
EBITDA Deutsche Post - +0,5%
EBITDA Post NL - +0,1%

Figure 1: CTT performance since the IPO. (Source: CTT

Capital Markets Day 2015).

The results of the Initial Public Offering prove that CIT is an
appealing investment: not only the trends on revenues have
changed but shareholder value creation is being consistent.
The share price is above the main index of PS/ 20 and the
dividend yield is attractive, particularly when compared with

international peers (See Exhibits 1, 2 and 3).

Luis Pereira Coutinho, CEO of Banco CTT, has approximately one hour until the beginning of his speech

to investors about the strategy for the new postal bank. As he glimpses his speech script, he is looking at the

audience: corporate partners, bankers, CTT colleagues, specialized press... It took six months to prepare a

presentation about one of the largest investments of the company and to gather all those people. And now,

there is the CEO of the group, Francisco Lacerda giving the first words of clarification to those present in the

room...

"Benchmark stock market index of companies that trade on the main stock exchange of Portugal, which includes the prices of the twenty listed

companies with the largest market capitalization.
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“The industry as a whole is going through a significant transformation phase: globalization, digitalization,
e-commerce, ...CIT is working on this new reality: using data driven marketing is helping us trying to find
growth levers on our core competencies and infrastructures. This implies adjustments in the business model
and we are taking care of that(...)."

Luis Pereira Coutinho joined CTT Board in June 2014, right after leaving BCP's executive commission. By
that time, strategic decisions were being made. The erosion on the legacy business, the current crisis on the

retail banking sector in Portugal, and also the successful international cases on postal players going beyond

retail banking were considered when building the business model and making these decisions.

"We are the market leader in Mail-related Services by far (...) In Express & Parcels we are a serious
operator due to a strong financial structure and to the ability to use our last mile distribution capacity of
mailmen (...) In Financial Services (FS) we have been able to leverage on a strong brand. We have been
providing financial services for more than 100 years and we have placed savings products for more than 50
years... FS at CTT is something that the public is used to... Thus, we are trying to deepen this business
segment using a strong retail network well-spread in the country.”

While listening to Francisco Lacerda, Luis Pereira Coutinho started to think about how successful the
company that he recently joined is, how far it has gone and what are the main challenges ahead... The
company resources such as the brand, network and skills will be crucial to face the competition and to attract
the public outside the room for this breakthrough called Banco CTT.

4 Given the strategic fit between Banco CTT's core competencies and the retail banking sector's key
success factors, should we expect the postal bank to have a potential competitive advantage?

4 How should Banco CTT be evaluated while pursuing this diversification strategy?

4 Which type of challenges may arise in the next 5-10 years? Which solutions may be adequate?

2. Industry Analysis

The Postal Sector in Europe and Worldwide

The technological development and the EU Regulation are common challenges that are significantly
impacting the postal sector across the European countries. The trends are quite similar: gradual substitution

of the physical mail by the electronic mail and progressive liberalization of the postal market[1].

11



NUMBER OF POST OFFICES (2001-2011)

Africa -16,6%
Asia Pacific +0,5%
Eastern Europe and CIS +0,1%
Arab Countries 9,7%
Total -2,5%

Figure 2: Evolution in the number of post offices from
2001 t0 2011 (Sources: UPU Postal Statistics).
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The international posts, established for such a long

period, are facing loss of relevance due to the digitalization

era, loss of monopoly due to the liberalization and rising

costs due to Universal Services Operations. The results are

then, a propensity to decline both in the postal traffic volume

and in the number of post offices (See Exhibits 4 and 5) [2].

As a consequence of the postal liberalization, new entrants are getting some share all over Europe. By

targeting densely populated areas, focusing on business customers, lowering the frequency of delivery and

benefiting from lower labour costs, they can charge lower prices to the customers [3].

As a response to the declining postal traffic volume and new entrants tactics, the international posts are

trying to stimulate the demand through the expansion of mail service options, expansion of work-sharing

and downstream access options and targeted pricing schemes. They are also trying to reduce some costs

with the automation of some operations and post office closures [3].

The Postal Sector in Portugal

In the last 30 years, Postal Sector in Portugal has been facing the same trends of the other European

Countries [1]. With the postal sector liberalization undertaken in 2012 and the privatization of CTT, new

players have entered the market. These and the other changes observed, led to a decrease of 28,6% in the

total traffic volume between 2008 and 2014 [4].

% Market  Revenues A%
Traffic Share 14 2008 2010 2012 2014 '08-
Volume 14 (million) "14
TOTAL POSTAL
TRAFEIC 100,0%  100,0% 804,20 1227847910 1135317439 986494766 876097488 -28,6%
EXPRESS MAIL 4,9% 44.9% 361,20 23041919 26934 638 33615138 39526483  71,5%
NON-EXPRESS MAIL 95,1% 55,1% 443,00 1204805991 1108382800 911060858 836571005 -30,6%

Figure 3: Evolution of postal traffic between 2008 and 2014 (in units of objects) and correspondent share of the market in 2014 (Sources:

Anacom and case-writer).
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The propensity to decrease comes from a diversified tendency
across the mail-related services. While Non-express mail' is facing a

negative evolution due to digitalization effect, the Express Mail" has

been benefiting with the electronic mail [4].

2,5% 2,6%

Clients using both the permanent post offices or postal agencies m Correspondence m Editorial Mail
(52% of all individuals in Portugal during 2014) are mainly looking for Direct Mail i Parcels
services such as sending and receiving registered mail, express mail
Figure 4: Market share in 2014 for each type
and parcels [5]. Besides, after mail-related services, financial services  of sewice (Source: Anacom).
such as the payment of services/taxes and money transfers are the most commonly used (See Exhibit 6) [4].
Associated with the decline in the number of objects carried by the postal services are the reduction of

Postal Network Resources such as Human Resources and Access Points. (See Exhibit 7) [5].

Competitive Environment

Postal services providers are divided in universal services and non-  ~posTAL SERVICES MARKET
PROVIDERS SHARE
universal services providers. Universal services are offered to both  |EGRIDEEE
Chronopost 1.1%
individuals and institutions and are more comprehensive than the [ VaspPremium 0,7%
Noticias Direct 0,8%
non-universal services. They are used on a daily basis and thus, they [ Urbanos 0,3%
Others 2,1%

have to follow strict rules regarding quality, prices and the needs of its  Figure 5: Market share of the bigger postal
services providers, including universal and

clients (See Exhibit 8) [¢]. By the end of 2014, Portugal had CTT as the non-universal services in 2014 (Source:

universal services provider and 59 other non-universal services een!

providers (See Exhibit 9) [6].

Postal services' clients are usually looking for a service that minimizes costs, provides a quick solution,
security and legal validity. Even with the entrance of new players, there is a very small rate of change among
the providers. CTT Group is the consumers' preference when it comes to notoriety and service usage, with
94,4% of the total market share for the postal traffic in 2014 (See Exhibit 10)[3].

Some projections and feedback given by CTTs clients show that in the future there is a high chance that

the individuals will use more than one service provider (51,6% of the clients) due to the type of recipient,

'Includes Correspondence, Editorial Mail and Direct Mail.
"Includes Express & Parcels.

13
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speed of delivery and competitive prices [1], which indicates that CTT may loose some share for other
providers. Besides, it is projected that postal traffic volume will continue to decline due to the economic

crisis and the substitution of the physical correspondence by the electronic correspondence [4].

The Postal Banking Worldwide

Considered to be a novelty in Portugal, part of the history of 139 countries worldwide [7]. Postal banking
primary days go back to 1861 when, in Great Britain, the need for financial inclusion of lower income and
difficult access communities was perceived [8]. While banking institutions knew that these population layers
had a higher probability to default, they had to charge them higher credit, leaving short possibility for these
group of people to have access to banking accounts [2].

In countries such as the U.S., the banking institutions were against postal banking: they said that people
that didn't have a bank account “lack financial literacy” but in fact either they didn't trust banks, or the bank
outlets were no longer close to their residential area due to previous closure. In 1910 the U.S. Postal Services
decided to introduce financial services and by 1934 they had $1.2 billion in assets. U.S. Postal Services were
such a reliable institution in America and it operated under such low-cost financial services that they have
reached 4 million users [7].

Today the financial inclusion problem remains in both developed and emerging countries. Global Findex
Database shows that by 2012 there were about 2.5 billion adults without a formal bank account and the
consequences are to pay for high-cost fringe lenders [8]. Postal banking come as an opportunity for both
customers and the postal services providers. By operating with lower expenses, they are able to charge lower
prices to the low-income class and, benefiting from the existing network of outlets they can have economies
of scale. Plus, post offices are already located close to the "hard-to-reach” areas, and the communities have a
long-term relationship with the postal services providers, enabling people to feel more comfortable towards

the adherence and usage of the financial services [2].

14
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The diversification of postal services to postal banking is a reality
5,30%
and it is one of the most common ways of answering to the decline

of postal traffic (See Exhibits 11 and 12). Due to the evolution of the

11,70 sector, the postal services incumbents had to take advantage of

%
m Non-Express Mail . - . . .
3%,}060 P growing logistics and the existent network to provide a service that

Express Mail

is a real need for the consumers and that is becoming a substantial
W Financial Services

Other Services weight of the total revenues (See Exhibit 13) [2]. "After banks, postal

Figure 6: Sources of finandial income forpostal o herators and their postal financial subsidiaries are the second
operators in 2011 (Source: UPU Postal

Statistics). biggest worldwide contributor to financial inclusion, far ahead of

micro-finance institutions, money-transfer organizations, cooperatives, insurance companies, mobile money
operators and all other providers of financial services" [9]. In 2009, there were almost 1 billion accounts
worldwide held by postal financial institutions (19,2% market share of the global retail banking sector in
2009) (See Exhibit 14) [8]. In 2013, market critics estimate at least 1.1 billion of potential new account

holders[10].

International Benchmarks

International postal banking players have been growing and expanding its financial services operations
with common key success factors among them (See Exhibit 15).

First of all, they have been taking advantages of existing relevant assets: the network of postal offices
enables them to approach a substantial amount of people that are postal services' users and to market the
financial services provided by the brand. Due to their geographic coverage they are able to compete with the
main financial institutions in their country. The employees are also a valuable asset for the success of the
business: they know the values of the company and they are aligned with the corporate mission and vision
shared by the different business segments of the group including the financial services, providing the
customers with an effective customer service.

Secondly, they have been innovating through investment in digitalization. Depending on which services
they are specialized and have a higher demand in, the postal banking companies have been searching for

new and creative ways to contact with the different stakeholders through multichannel integration. On one

15



7oy CATOLICA
SLSBON

BUSINESS & ¢

hand, they can benefit from less costly, quicker and more effective systems that satisfy customers due to the

easiness of usage and adaptability of their daily duties. On the other hand, they can compete with the top

banking institutions that are also following the digital trends.

Lastly, partnerships, strategic alliances and acquisitions have been very common among the postal

banking institutions.

companies  take

advantage of the

two-sided

interest  on

affiliating/alliancing/acquiring to expand the customer base, launch new products and gather

complementary experience that brings to both parts a win-win situation.

LA BANQUE POSTALE 5.A. POSTFINANCE LTD. BANCO POSTA RFC
Year 2005 2003 2001
Market France Switzerland Italy
Geographical Coverage 543 965 km? 41 285 km? 301 338 km?
Population 66 673 700 8211700 60 795 612

Position in the Market

Customer Segments

Categories of services provided

Distribution Network

Customer accounts

Acquisitions/Partnerships

Strategic Direction

Net Profit

Cost-to-income Ratio

% Group Operating Revenues

#&in general terms

- Private individuals
-High net-worth customers
- Corporate Customers
- Banking
-Insurance
- Asset management

17 000
11 million

- Banque Privée Européenee
- Sofiap

- Digitalization
- Efficiency between operations
and channels

&77 million euros
82,7%
25,5%

#1 in transactions

- Private individuals
- Corporate Customers

- Banking
- Insurance
- Loans
2304
2.9 millicn
-UBS AG
- Valiant
- Swissguote

- Payment services (on-line)

- Efficiency between operations

and channels
- Relevant partnerships

344 million euros®
68,2%
26,7%

#1in pre-paid cards
#1 in payment collection
- Private individuals
- Corporate Customers

- Banking
- Insurance
- Loans
13 400

6.2 million

- Cassa Depositi e Prestiti

- Digitalization
- Efficiency between
operations and channels
- Investment on existing
products
440 million euros
87%

18,8%

Figure 7: Summary of the main characteristics and financial indicators for the international benchmark (Sources: Financial Reports of the
different banks, Wikipedia and case-writer).
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The Retail Banking Sector in Portugal

In 2012, Portugal was at the "tail" of the European

PORTUGUESE
o . INDICATORS
profitability [11]. The Southern Europe country is now slowly RESULTS
Cost-to-income ratio 96%
recovering from the financial crisis with the banking sector still  profit per customer 221€
) S o Risk provisions/Total 87
generating the lowest profitability and productivity results when " income ’
_ . PBT 5935 million €
compared with other European countries [12]. ROA 0.1%
. , . , . ROE 1,6%
The increased risk credit that hit Portugal, was the main , ,
Equity-to-debt ratio 12,5%
cause of the augmented amount of impairments registered by ~Total Loans 261,5 billion €
Total Deposits 250,9 billion €
the banking institutions. The recovery on the financial margins ~ Total Assets 414,1 billion €

and the stabilization on impairments have been lowering the Figure 8: Financial indicators for the Portuguese
retail banking sectorin 2015 (Source: Associagao

negative impact on the results. In 2015 the Return on Assets (ROA)  Portuguesa de Bancérios).

and the Return on Equity (ROE) registered positive results, still, the Profit Before Tax (PBT) was negative [12].

Regarding Loans, private customers received mainly mortgages (82%) while businesses loans are mainly to

construction and real state (31%). The banking institutions deposits continue to be the Portuguese domestic

banks' main source of financing (49%)[13].

The economic uncertainty of the last 6 years made the values of both savings and deposits increase while

participation in investment funds and loans have slightly decreased (See Exhibits 16 and 17)[13].

During the recession, Portuguese domestic banks have asked for State aid regarding Guarantees and
Recapitalization, which in 2013 accounted to 19% of the Gross National Product [13]. Two Portuguese banks,
Banco Espirito Santo and Banif, have closed doors due to poor financial management and lack of funding,
which left great part of stakeholders and shareholders unemployed or unbanked. Retail Banking Radar 2015
points out the need for "back-to-basics” services: current accounts, investment funds and mortgage loans
[11].

Due to the intangibility of the products offered by the retail banks, there must be a great focus on the
relationship with the customers. Customers with longer relationships with its banks are more profitable than
the new ones (they usually have higher account balances and use a higher number of the bank services)[14].

In 2015, 50% of retail bank customers said that they had a positive experience, rating it with an average of

73.6 index points [15]. These numbers show that there is room for improvement and that the Portuguese
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customers are quite demanding.

The Portuguese banking institutions must convey a strategy combining the interest of both traditional
and digital customers (in the future they will represent half of the addressable banking population). The
bottom line is to understand what are the relevant services for each kind of customer and afterwards adapt
the type of relationship and connections with them (See Exhibit 18). Traditional banks are thus broadening
their horizons and rethinking their business models and operations systems to combine the traditional and
digital means developed on the last decades (See Exhibit 19)[16].

Price is one of the main focuses for retail banks due to the importance attributed by the customers and
also the weight that it has on profitability. Customers are increasingly more demanding and, although
financial services are usually considered low involvement goods, they are continuously looking for more
information on these products. Retail banks have to manage customer expectations with the external
regulation. Due to continuous emergence of new competitors, prices are constantly under dynamic changes,
which influences the pricing policy of the retail banking institutions [17].

The "user experience” is at the heart of the decisions taken and thus, the priority is to develop customer-
centric business models. Besides, the retail banks must think about their operating models focusing on the
simplification of the current operating models in order to improve cost efficiency. This is possible if the
banking institutions are willing to enable innovation in their processes. On one side, there is a need for
distribution optimization by centralizing and industrializing some operations. This will improve the
information flows and therefore, enable a more efficient and effective coordination among the different
services' departments. On the other side there is the need to use multi channels. With this, the banking staff
will have a greater knowledge of customers’ individualities and will consequently deliver an enhanced
customer experience [12]. While there are several examples' of rigorous transformations within the banking
sector in other countries, in Portugal only 17% of retail banks seem to be prepared for such transformations
due to the implications on communication channels, services provided, prices and the restrictions to
technology access [18].

A strategic decision that allows an improvement of the operations performance and a competitive

advantage in the financial services industry is about scaling the business through acquisitions and

" Number26: customers can create a current account in less than 10 minutes only with smartphone; Poland's Bank: customers can get loans
approved in 30 seconds through their smartphones.
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partnerships with companies that are both IT and Finance experts (“fintech™). This strategy can make
banking institutions answer to the digital customers' needs (by learning about online purchasing behaviour,
social network presence, affiliations) as well as give the banking staff the digital tools that can increase the
efficiency of the service at the physical agency. Two successful examples of international acquisitions in the
retail banking sector were Citibank's purchase of PayQuik" and BBVA's acquisition of Simple™ [12].

Other industries like retailers, tech giants and innovative start-ups are increasingly showing their interest
for some of the financial services that banking institutions offer. Currently, Apple has a payment service,
Apple Pay; Samsung recently launched the Samsung Pay and; even Wal-mart has a partnership with Gobank

[12].
Competitive Environment

The Portuguese retail banking arena currently has five leading players, accounting for approximately
80% of retail banking total share in Portugal [19].

Caixa Geral de Depdsitos (CGD), the sole public institution under the authority of the Portuguese State is
the Portuguese leader when it comes to Customer Accounts, Deposits & Savings and Mortgages for the
private customers [19]. Rating agencies expect this bank to improve the profit results and its assets quality as
well as to increase its capital stock, as it is foreseen future capital gains that will bring additional benefit to
shareholders [20].

Novo Banco (former Banco Espirito Santo) was created in August 2014 and it is currently under the
authority of Banco de Portugal (Portuguese central bank), which plays the role of “bridge bank"". The results
for Deposits and Credit are quiet embryonic - there is a big uncertainty on the side of both investors and
consumers. Currently there is neither an evidence of a potential acquiring institution nor the liquidation of
the bank, which means that Banco de Portugal will continue to oversee the operations of the bank [21].

Besides these two institutions, the other three main players belong to private groups. BCP is the biggest

private banking institution in Portugal. After asking for State aid, the company is now carrying out a

" Fintech startups provide services like digital banking without physical agencies and are specialized in different services like payments, loans
and currency management.

" PayQuick (now QuikRemit) is a premier provider of money transfer solutions to banks, credit unions and money transfer organizations.

" Simple is an online bank.

" A bank authorized to hold the assets and liabilities of another bank, specifically an insolvent bank.
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restructuring plan that is already showing some results: after 4 years of negative impact, in 2015 it revealed
a positive net income [22]. In the future the retail bank wants to increase the share value of BCP and align it
with the other Portuguese companies [23]. Moreover, BCP is also planning to open the capital to a new
international shareholder in order to have a more diversified investor composition [24].

BPIis the smallest player among its field peers and it is also exercising changes in order to decrease the
risk of exposure to Angola [25]. There is also evidence that BCP and BP/ are planning a merger that would
create a very strong private banking institution (surpassing CGD). This idea is said to bring growth to the
banks' balance sheet; still, there is the risk of having too much Angolan shareholders, which is why this
strategy is carefully being evaluated [26].

Apart from the 4 domestic players, Santander is also on the run for the leadership. After the acquisition of
Banif for 150 million euros by the end of 2015, it has reached 14% of the market share meaning that
together with its fellow countrymen, they detain a fifth of the Portuguese retail banking share [24].

On balance, the left over market share is for the Portuguese retail banking players with smaller market share
(BIC, Caixa Agricola, Montepio,...). Although having a smaller share, Montepio was considered to be one of
the trustworthy and worth to invest banks in Portugal, based on the research done by Portugal RepTraK Pulse
in 2014. At the top of the results also come CGD, BPI and Santander Totta [27].

Common to all these institutions are the efforts that are being done in order to return to a pre-crisis
situation. In the last couple of years the majority of them have been investing and relying on the foreign

markets in order to neutralize the domestic results [19].
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INDICATORS DOMESTICS AFFILIATED
BPI BCP Novo Banco CGD Banif Santander
Employees 5923 7548 7195 8858 1916 5376
Branches 546 695 631 786 210 594
ATM 1512 2714 1328 4653 447 1899
Customer Accounts 1335985 2003392 1325587 2619970 443765 1168234
Debit and Credit Cards 1636991 3101409 1853379 3163546 389922 1661007
POS's 30451 35291 43957 35103 6316 23843
Total Assets (million €) 34177 76361 65417 90 858 14153 39994
PBT - RAI (thousand €) -9681 955306 271200 -1371945 -406 170 193270
Deposits & Savings (million €) 26518 49817 26 600 70718 6499 20346
Customer Loans (million €) 554 4037 1821 668 338 1381
Mortgages (million €) 11022 25545 10230 33908 2740 14794
Cost-to-income ratio (%) 78% 50,9% n.a. 75,5% 59.9% 51.1%
ROE (%) -16,1% -6,5% n.a. -3,2% n.a. 6,7%
Loan-to-deposit ratio (%) 98,3% 114,8% 126,0% 94,5%  105,7% 116,5%
Core-tier 1 ratio (%) 16,5% 13,8% 10,3% 11,7% 8,4% 16,5%
MARKET SHARE 8,7% 19.4% 16,6% 23,1% 3,6% 10,2%

Figure 9: Summary of the main characteristics and financial indicators for the top 5 retail banking players in Portugal (Source: Financial reports
of the different banks and case-writer)'.

3. CTT- Correios de Portugal: “The leader of the Portuguese Physical
Communications Market"

The Company Today

On the last three decades, CTT, the centenary company, have profited from both an industrial and
technological evolution to strengthen its presence in Portugal, Spain and Mozambique. Today it offers a
range of diversified solutions in Mail-related services, Express & Parcels and FS (See Exhibit 20). From the
three business segments, FS represents the biggest growth since 2013 (around 20%), driven by the
investment in product diversification. With such results in FS, the Group has been able to balance the
decline in the Mail-related services [28].

The company follows a business model based on a long-term relationship of “trust and excellence” with
its customers, allowing for a strong reputation and a consequent leadership position in the market (See
Exhibit 21); a diversified business model with a multi-product strategy bringing added value to the clients

experience, economies of scale on shared operations and further growth opportunities; a competitive retail

"Information only for the domestic retail activity; Information regarding deposits & savings, loans and mortgages are for privates customers;
Data from 2014 except from Novo Banco's Employees, Branches, ATM, Customer Accounts, Debit and Credit Cards and POS'S, which correspond
to information about BES 2013.
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network, which allows for the different business activities to have high geographical reach and proximity
with consumers; and a sustainable financial performance allowing for cash-flow generation and shareholder
value creation. Common to all these features there is the focus on providing innovative solutions that add

value both to the stakeholders and the business (See Exhibit 22) [28].

& Strategic Direction

In order to sustain a growth model, taking advantage of such strategic assets, changes are being done in
the different business units. The Mail-related services are progressively becoming more “digital”. CIT is
focused on providing solutions that are aligned with the industry's latest innovation. On one hand, it wants
to capture value in the digital Direct Mail market: the company is increasing the investment in advertising
mail services provided in order to become a reference among the consumers and competitors. For this, it
wants to create an online platform that allows SMEs to create and manage Advertising Mail campaigns. On
the other hand it wants to complement the postal offer by expanding the portfolio of digital services,
offering integrated solutions that allow for a hybrid communication [28].

The Express & Parcels segment is benefiting from the growth trends on e-commerce. CIT Expresso is
encouraging the usage of digital channels by investing on its online portal and website. They are offering
integrated solutions from the moment of ordering to the shipping e.g., CTT is providing partners like OLX
with easy shipping. The e-commerce initiatives are being adapted to the customers needs: convenience,
flexibility, integration and simplicity are key required product features that CTT are taking into consideration

whilst the gradual process of digital services (See Exhibit 23)[28].

Financial Services at CTT

Financial Services were first created in 1911 with the name of Caixa Econdmica Postal. Through the 100
years of existence, the main focus of this business segment was to become a consolidated asset of the
company that provided relevant products and services along with top-tier partners. With years of experience
and knowledge gained in the field, by the beginning of the 21" century the company started to pursue

strategies over the diversification of the services offered [28]. In 2015, the range of financial solutions

'Portuguese C2C online platform with more than 150.000 users.
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generates revenue of 75,3 million euros (See Exhibits 24 and 25) [20]. The growth and results generated
across the different services that this business segment provides is an indicator of company's readiness to

expand its business with the creation of Banco CTT.

Key Lessons from Past Initiatives in Postal Banking

The first experiments on postal banking in Portugal were between CTT and CGD, its long-term financial
partner. It happened twice: in 2002 and in 2005 but none of them lasted long. In the first trial, CTT sold its
share (49%) to CGD one year after the creation of the postal bank [29]. The lack of market segmentation and
poor structure of the project expansion, which led to only 5.000 customers, made them decide to end the
partnership and keep the parallel activities they had been sharing for quite long time [30]. In 2005 CTT
launched a new proposal for the postal bank project and by that time it had both Banifand CGD as potential
partners. Although Banif had been discussing with CTT about the postal banking strategy, CGD exercised the
right of first refusal, which made Banif and CTT arrangements fall through the cracks [31].

Still, in 2006 CTT announced that, once again, the possibility to invest in a retail banking institution with
CGD could not proceed due to dissonance on the strategic and operational decisions on the table [as]. This
could have rekindled the relationship between CTT and Banif, however, the authorization by Banco de

Portugal was rejected in 2005. Four years of negotiations led to no more then a sketch on paper [31].

The Retail Banking Opportunity

Banco CIT comes up as a market opportunity and as part of CTT's strategy on diversification and
innovation of the services provided. The company that already has a vast experience in a variety of financial
services and a longstanding retail network wants to provide more comprehensive and competitive banking

operations.

¢ The Potential of the Opportunity and Segmentation
Launching the bank is a big investment (See Exhibit 26) for CTT, its sole shareholder. The short-term
challenge starts with attracting customers and further adherence to the different services provided. The 3.7
million CTT's current customers in the FS business will be one of the main segments to target. A great part of

these customers belong to the senior and low-income class, characteristics that are also common among the
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unbanked Portuguese. There are roughly 400.000 of Portuguese without a bank account, 80% of these are
more than 50 years old and lack financial stability [32].

On a research done in Portugal' regarding the population’s financial literacy and inclusion, from the 4%
of unbanked citizens, 67% are said to lack earnings that justify opening a bank account whereas 17% share a
bank account having other person as the account holder. About the people that have at least the minimum
banking services they are said to have an average of 1,4 banking accounts [33].

On this research, it was also found that individuals privilege the advice given at the "point-of sale”.
Individuals that trust their banking institutions usually acquire its different products instead of using
different providers. Thus, most of the times they end up not comparing conditions like interest rates, valuing
more the advice given over the counter (54%) or the opinion of family and friends (25%) [33.

As expected the basic products are the most used ones: insurance (37%), credit cards (32%) and savings
(31%) [331.

From the interviewees that participated in the research, 24% confirmed the usage of homebanking, with
8% saying that this is their channel of first choice. This percentage of the population is aged between 25 and
39 years old [33].

Finally, the study also revealed that on the last 5 years 9% of the interviewees have changed between
banking institutions. Although the majority (82%) states that they did not thought about it, 9% have
considered this possibility and they did not proceed with the process due to the costs and time associated,
and also because they lack information about better options available [33].

From another market research done’, the postal bank acceptance was greater than 50%, with more than
25% willing to subscribe to Banco CTT. The people involved in this market research nominated Price,
Reputation and Location as the main factors for the bank selection [ag] (See Exhibit 27). Age and Social Class
are the market research crucial demographics that must be referred: the age group of people more willing to
subscribe to this concept is the 35-54 range while the low-income social class is the one that shows greater

interest for this service [28].

f_SampIe 0f 2.000 people (2,2% error for a 95% probability).
" Market study performed by CTT (1.507 interviews representative of the Portuguese population conducted during May 2015).
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¢ Jargeting
Besides being a significant business opportunity for the group, Banco CIT is also an answer for the needs
of the Portuguese population. This bank wants to target the mass-market'. CTT sees private individuals like
the Young Professionals, Population with less sophisticated requirements and current CTT customers as the

segments that will be more interested in the bank due its value proposition and marketing mix offer [28].

“Banco CTT is a national bank, for every Portuguese that values simplicity in their daily banking needs.”
Luis Pereira Coutinho

Banco CTT wants to attract the different segments focusing on the specificities and needs of each one.
Deeming on the current CTT customers potential and on the market prospective over the simple low-income
young customers, the bank believes that there is a balanced prospect on the targeted population [28].

Right now, there is a strong lack of trust and security regarding the domestic retail banks: due to the
financial crisis the bank brands lost much of its value and they are trying to rebuild it [34]. By entering the
sector, CTT does not want to harm the brand but bring trust to their business and to help consolidating the
sector. It has a long-term relationship with the customers, built on reliability and it can take advantage of

that to capture a share of the market that is either unbanked or lacks trust on the existing institutions [16].

¢ The Positioning and Future Ambitions
In order to enter the retail banking sector, Banco CIT will leverage on CITs legacy and its value
proposition - proximity, simplicity, transparency and value for money [28]. The strategic assets supporting

the value proposition are:

4,
Competitive
Pricing
based on
low-cost
structure

3. "No-frills"
complete

1.
Awareness, 2. Proximity

5. Digital

recognition to the offer with

and trust of Population
CTT Brand

portfolio
(ERO
simplicity

web and
mobile

Figure 10: Summary of the main strategic assets for Banco CTT (Source: CTT Capital Markets Day 2015).

"Large and homogeneous customer base.
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As shown before CTT has a reputable name. In 2015 it registered a customer satisfaction of 85,2%,

considerably above the overall satisfaction of the service delivered by the Portuguese banking sector [20].

This can be an influence indicator for the adherence to the postal banking services, showing the relationship

between the client and the institution that has been created over time.

Proximity to the Population and Digital Offer with Web and Mobile

Banco CIT will focus on the proximity to the client such as the other CTT's business segments always did.

Clients will be assisted with all the necessary information and competitive conditions at the CTT branches.

Besides, online presence will be a focus through homebanking service [28].

No-frills Complete Portfolio based on Simplicity and Competitive Pricing based on Low-cost Structure

CITss value proposition includes simplicity and value for money: for the people that lack financial literacy

and are under impoverished conditions, CTT has the opportunity to attract them and fulfil their needs (See

Exhibit 28). To further expand this service the younger and the elder, Banco CTT will have to provide an easy,

secure, comprehensive and user-friendly service so that customers that are currently not using it can become

convinced of its benefits [16].

Banco CIT has studied the market and has recalled the historical data
and results from CTT FS. The retail bank that just started the operations
will appear as a risk averse player that wants to assure a solid

performance, such as the one CTT group has been reporting. Based on

the revenues of the services that will migrate from FS to Banco CTT, the

group forecasts a transferred value of 19 million euros [28].

FINANCIAL AMBITIONS FORA

SOLID PERFORMANCE
Break-even 3 years
Cost-toincomeratio  <50%
Loan-to-depositratio ~ ~50%
Core-tier | ratio ~15%
ROE ~15%

Figure 11: Long-term financial ambitions for

Banco CTT after 2020 (Source: CTT Capital

Markets Day 2015).

Considering that the current clients using these services will stay at its customer base, and that further

clients will adhere to it, the postal bank ambitions are to achieve 95-100 million euros on revenues and a

40% EBITDA margin by 2020 (See Exhibit 29). To sustain these long-term results, Banco CITT aspires to have
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about 10% of share on Customer Accounts owning 4% of the Deposits & Savings share and 6% of the

Mortgages share [28].

& The Product Portfolio and Pricing Strateqy

Banco CTT will address a target that is
looking for a simple low-cost product
range, important on their quotidian.
Hence, it will provide a complete product
portfolio with a “no-frills" concept. The
objective of the bank is to complement the
current business without threatening the
existent products [28]. It will increase the
products offered supported by selected
partnerships while monitoring the impact
on the FS that are originally provided by
CTT and that will keep separated from the
bank offer.

The retail bank will build a position in
transactional products, which are core
characteristics of the bank, and it will have

an equally competitive positioning in

mortgage and consumer loans, credit

cards and savings accounts [28].

Type Status Provider Positioning
Current Accounts banl:ﬂ cLt A
Debit cards @  bancoctt N\
Pre-paid cards NEW bancoctt N\
Term Deposits E bancoctt —_
Savings Accounts ban[ﬂ CLt A
- ——
mz‘:‘t - Post MULTIPLE =
Tax Collection ® l E:I:‘;::‘:numa NA
e ®  lirpayshop NA
g:;::al Money ® ) M
International ® @ ; E:‘-:;‘m NA.
Money Orders B EuroGiRo
Wastern Unicn m —_—

bancoctt
Mortgages bancoctt Pa
Overdrafts E bancoctt =
Credit Cards i-;m Fa
Consumer Loans i_cm FaN
Life Insurance F%:ﬁ?mmg ==
Nen-life insurance C2] MAFTFRE b—
Health Insurance tha. =

ﬁ New Service

Migration to Banco

o

o Positioning aligned

—

with the market

N

51ay at CTT Financial Services

Mare competitive positianing
than market average

Figure 12: Banco CTT product portfolio (Source: CTT Capital Markets Day 2015).

Transactional products will have cross-selling potential among CTT's customers. While Banco CTT will

leverage on financial services expertise to provide the current accounts, debit cards, pre-paid cards and

"No-frills service/product is one for which the non-essential features have been removed to keep the price low (Source: Wikipedia).
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payments, it will rely on its long-term partnership with Western Union for the international money transfers
service [28].

Regarding credit, Banco CTT will keep credit cards and consumer loans out of the balance sheet. The idea
is to start by combining low exposure to credit risk with competitive pricing and in the medium- to long-term
increase this exposure [28].

Savings & Deposits will be done "in-house”. This product segment will have an utmost importance since
it will be a lever to finance the bank [28].

Public debt certificates will not migrate to the postal bank. This product has a great importance to CTT not
only because the company has its exclusivity, but also because it is a great source of income - the funding of
2.2 billion euros held in January 2015 was a record in over 50 years of public debt trade at CTT[20].

Lastly, the tax payment made in partnership with Autoridade Tributdria e Aduaneira and the payment
services provided by Payshop will keep at CTT's FS. The main clients at Payshop are business customers such
as EDP, MEO, NOS and Vodafone, while Banco CTT targets private customers.

Great part of the services provided will be positioned as more competitive than the market average. The
postal bank will prise the value proposition of “value for money” by providing highly competitive prices on
the most common services provided by the different retail banking institutions in Portugal, such as current
accounts maintenance and consumer loans fees (See Exhibit 30). Banco CTT will be able to compete across
the different products provided mainly due to operations cost savings, as a result of economies of scale and

established partnerships that lower the risk of the postal bank.

¢ The Role of Retail Network, Digital and Online Channels

Banco CIT is starting its operations in 52 “DNA CTT post offices” POINTS OF CONTACT BY TYPE
OF POSTAL OFFICES
Dedicated Space 83

administrative districts. These post offices will have a special section  Dedicated Counters 250
Multi-functional 270
devoted to financial services offered by the bank with employees trained  counters

spread throughout the country and present in the country's 20

to receive them. By 2018, Banco CTT plans to expand its geographical Figure 13: Banco CTT long-term strategy of
postal offices distribution (Source: CTT Capital
Markets Day 2015).

" DNA CTT Post Offices: 1 of the 4 types of post offices providing postal services, financial services, services partnerships and 3
party retail products.
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presence to 603 physical points of contact, positioning close to the biggest retail banking providers in
Portugal (See Exhibit 31) [28]. With such retail infrastructures and human capital, it should take the
advantage of being close to CTT's postal services customers to draw their attention and create brand
awareness. Post offices will be a key strategic point for advertising the banking services. Not only the
instructed employees will have the role of informing customers about the new segment of the business and
its services, but the branches are also going through refurbishments which will allow the customers to notice
the opening of Banco CTT. Moreover, online advertising will have a crucial role in gathering the attention,

especially of the Young Professionals that are heavy users of digital devices.

“Banco CTT aims to target the young urban generation. Thus, it will invest on both online channels and

mobile platforms.” Luis Pereira Coutinho

Banco CTT's online and digital presence will have the role of promoting the brand, and it will also serve as
an e-commerce platform and an online services provider. With a homebanking service and a mobile
application, Banco CIT wants to provide a simple and convenient service starting with the younger
generation and expanding to the “traditional users” that are becoming more vulnerable and responsive to
the digitalization.

This service is seen as a win-win strategy for the company and the consumer. Banco CTT will be able to
deliver a more efficient service (from quicker answers to better communication with its clients - mainly due
to feedback from online experience) and it will be able to attract a bigger number of potential clients (due to
the coverage that the online presence allows). On the customers' side, they can expect an increasing
diversity of the services provided, quicker and more customized services and an increased interactivity

through the different online channels.
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4. Conclusion

After a long day, the presentation to Banco CIT investors is over and the board is satisfied with their
performance. After waiting for decades, it is time to say, “welcome” to a new retail bank, the first postal bank
in Portugal and the 140" in the world.

Right now, Banco CTT is at period zero, where only investments have been incurred and still no income is
being generated. It is time to hit the road running and prepare for what is coming next. Several challenges
lay ahead in the retail banking sector and Banco CTT will have to know how to use its resources to achieve its
ambitions. Does its core competencies allow for a strategic fit with the sector's KSFs? Which performance
metrics should be used to evaluate this diversification strategy? Which problems are ahead and how should

the postal bank solve them?
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Case-Study Exhibits
Exhibit 1. CTT's Shareholders.

Shares Joint-stock
Standard Life Investments 10.007.653 6,67%
(Holdings) Limited
Gestmin, SGPS, S.A. 7.800.000 5,20%
Allianz Global Investors GmbH 7.552.637 5,04%
BNP Paribas Investment 7.477.712 4,99%
Management LLP
Kames Capital plc 5.141.137 3,43%
Norges Bank 3.143.496 2,10%
F&C Management Limited 3.124.801 2,08%
Remaining Shareholders 98.250.134 65,50%
Total 150.000.000 100,00%

Source: CTT webpage.

Exhibit 2. CTT's Share Price Evolution.
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Source: CTT Capital Markets Day 2015.

Exhibit 3. CTT's Dividend Yield Comparison to its peers.

5,30%

3.90% 3,70%

CIT Peers average  PSI 20 average

Source: CTT Capital Markets Day 2015.
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Exhibit 4. Average annual evolution of European postal traffic between 2007 and 2011 (%).

Source: WIK "Postal Regulation and Volumes under Pressure”, 2013

Exhibit 5. Evolution of global letter-post volumes from 2006 to 2011 (indexed in year 2006 =100).

Percent

80 | i

Lo A & ) & N
& N N N
& o S & > $
« =+« Domestic service = |nternational service

Source: UPU Postal Statistics.

Exhibit 6. Use of certain services provided in post offices and postal agencies in Portugal (%).

Type of services Usage (%)
Sending/receipt of registered mail 41,6
Sending/receipt of parcels 32,1
Sending Correspondence 31,2
Payment of services/taxes 26,8
Postal orders and money transfer 14,7
Mobile phone account top-ups 8,2
Sale of Stamps 72
Road tolls 3,7
Sale of books, post cards, CDs, etc 2,5
Sale of Envelopes 24

Financial Products (includes saving certificates,

2,2
pension plans, investment funds, assurance funds, etc) '

Source: ICP-ANACOM, Survey on the use of postal services, December 2014.
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Exhibit 7. Postal network indicators evolution in Portugal.

2010
16836

2012
15732

2014
14424

Indicators

Human resources

2681
18883

2955
14 649

2726
12 899

Other providers
Access points

129
489

478
482

740
402

Other providers
Distribution centres

119
6126

134
6145

121
6093

Other providers
Vehicle fleet

Other providers 2049 2184 2353

Source: Anacom.

Exhibit 8. Universal Postal Services rules on services' type, price and quality.

®

Type Price

Quality

- Items of correspondence,
books, catalogs, newspapers
and other periodicals up to
2kg weight

- Accessibility to all
the users

- Cost orientation and
should encourage an
efficient universal
service provision

- Postal parcels up to 10 kg

- Delivery of national parcels
in other member states of the
European Union, up to 20kg
weight

- Transparency

- No discrimination
between users
- Shipments registered

-The insured items

- Ensure the provision of universal postal service
throughout the national territory

- Ensure continuity, availability and quality of universal
service

- Ensure the collection and distribution of postal items
covered under the universal service at least once a day,
every working day, except in exceptional circumstances or
geographical conditions

- Advertise appropriately to regularly provide users and
postal service providers accurate and updated
information about the universal service features offered,
including on the general conditions of access and use of
the service, prices and quality levels

- Ensure the existence of user support services, including
a quick treatment system complaints

- Adopt measures to facilitate the use of the service by
disabled users

Source: Anacom.
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Exhibit 9. Evolution of Postal Services Providers in Portugal (in activity by 2013).

2002 2003 2004 2005 2006 2007 2005 2008 210 2011 2012 2013

Source: ANACOM.

Express Mail Services Providers

Non-Express Mail Services Providers

Exhibit 10. Notoriety and Utilization rates of CTT vs. other postal services providers.
100%

99,8%

Utilization Rate

Source: ANACOM

95,90%

Notoriety in Non-Express Notoriety in Express Mail

Mail

Exhibit 11. Diversification Opportunities for Postal Operators.

| (T
m 2nd place

3rd place

Platforms Areas Descriptions Sample of non-postal players (U.S.)
Parcel Services Express and deferred parcel delivery. @ Fed <
Transportation Logistics Warehousing and other specialty N ......... D)
services.
Sale of mail and non-mail related
Retail convenience products and/or wx@um Mx*
specialized products. o
Retail Services Money transfer and bill payment,
. retail and commercial banking, e
Banking resale of financial services through (Ebank By
the retail network.
Data, media, print and production ,
Integrated Marketing  services, customer response EXperianCONVEkGY'S“
management
Mail-related Document Df)c.ument.digitization, physical and -
. digital mail room management, data Xerox @)
services Management _ - ) )
processing and archiving services
Electronic postage, multi-channel
Hybrid mail mal distribution, email certification, Earth Class Mail Vi A

and digital mailbox management
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Telecommunications

Emerging

Services E-commerce

Business Services

Provision of internet and/or
telephony services

Online shopping and associated
trade-facilitation services (e.g., e-
payment)

Consulting and outsourcing services
(e.g., Information Systems)

(comcast.  verizon

amazoncom PayPal

>
accenture

Government Basic Services

Services

Other Services

|dentification, enrolment, and other
basic services conducted on behalf of
other agencies (e.g., tax and fines
payment, benefits distribution,
certification and license processing)

E.g. Environmental services

®Homv

WL nationalgrid

Source: Accenture review of international posts.

Exhibit 12. Proportion on non-mail revenue to total revenue (2008).

B o

(074 A i NL
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GR 9 €8 @PﬁT )
(GR) m (1E) ,. . LUNEMBOURG
; ; =. w/posten (NO)
/ 5:’3'; (s —
O PosT (au) PP GASEH P
6- POST IO New Zealand Post (=) (NZ)
© SWISSPOST' 2 (SW)
1
@7 Post.at (A1)
o b o H o o
<20% 20-40% 40-60% >60%

Private corporation

Source: Accenture High Performance Post research database, Operators’ annual reports; IPC website; Accenture Analysis.

Exhibit 13. Performance of postal operators by level of diversification (2008).

Performance measures

Sample operators 2008
by percentage of 5 yr total 2008 EBIT employee Revenue 2008 capital 3 yr avg. Capital
diversification revenue CAGR  margin’ spread? consistency spread* spread*
in 2008 (%) (%) (SK) score? (%) (%)

<20% |:| 46 58 :| 49 } 1.3 ra.s[ a1

(ES, BE, CZ)

20% - 40% B I

(DK, IE, 81, 39 1.0 14.7 23 35 101

PT, UK, SA) | I

40% - 60% ighr

ghly
?TTAU”éE'Z 65 6.4 103 20 0.2 12 diversified
SE,GA) pasts
outperform
peers on all

> 60% dimensions
(SW,NL, NO, 6.1 8.1 126 3z 55 7.0

LU, IT. DE)

Sample

average

Source: Accenture High Performance Post research database, Operators’ annual reports; IPC website; Accenture Analysis.
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Exhibit 14. Evolution of the number of global postal savings accounts in developing countries and
industrialized countries (in millions).

400
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o ] !
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= Developing countries (without China)
+ Trend (developing countries — without China)
— Industrialized countries
Trend (industrialized countries)

Source: UPU Postal Statistics.

Exhibit 15. International Benchmark on Postal Banking Operators.

¢ laBanque Postale S.A., a subsidiary of La Poste Group

La Banque Postale was part of La Poste's answer to digital revolution. Created in 2005, through the legal
transformation of Efiposte’ it occupies today the 6" position in the French banking market and its intention is to keep
hiking the ranking [35]. By taking advantage of its assets, the company decided to invest more heavily in non-postal
services (financial services) providing not only private individuals but also legal entities and local authorities with
services where the banking inclusion is fostered especially for the low-income households. Focusing on the customer
side, sharing La Poste Group values of trust, accessibility and proximity, this bank is the preferred banking brand in
France with more than 11 million active customers contacting the 9.000 employees and using the 17.000 outlets of La
Poste Network spread all over the country [36].

As a financial services provider it operates in the banking, insurance and asset management areas. In order to
increase its customer base the company is continuously investing on innovative and relevant services that can add
value to the different segments they target. One way to do that is through extension of relevant partnerships as well as
acquisitions (Banque Privée Européenee in 2013 and Sofiap" in 2014), which allows for the company to grow its
expertise and complement the services provided, bringing to the customers a more thorough experience [37].

Besides, the company is following the digital trends by implementing the of Cap Client 3.0" program enabling a more

' Efiposte, created in 2000 it was responsible for the management of sight deposits collected by La Poste.

"SOFIAP: financial institution specializing in mortgage lending (SOCRIF Group).

" Cap Client 3.0 is a cloud service that will be used as an interface with the customers across the different channels: post offices, online banking,
phone and social networks.
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efficient distribution tool. Innovative multichannel strategies are also being put into practice: customers can have a
traditional, hybrid or even a complete long-distance relationship with the bank [38].

With a focus on being accessible and seeking for innovation, this bank is able to target a mass market. Private
individual customers (both younger and older) have access to a wide range of solutions that meet their needs. The
high net-worth customers have access to solutions such as high-end life insurance, tax optimisation solutions, notably
discretionary management service and inheritance funds. La Banque Postale also serves corporate customers
(companies, non-profit associations, local authorities...) offering accounts, means of payment, investments, advice,
financing, and insurance [38].

By investing on its relationship with the customers, the company strategy “La Poste 2020: Conquering the Future”
has as priority the development of the communication through the digital bank. By taking advantage of the great
percentage that currently uses the online services (around 40%) and the know-how of La Poste Group, the company
wants to develop the brand's online attractiveness at the same time that it improves the operations between the
different channels [38].

Today this business segment is an important part of the services provided by the group. In 2014, La Banque
Postale generated 25,5% of La Poste Group operating revenues [38]. The profit of this company was 677 million euros

with a cost-to-income ratio of 82.7%.

& PostFinance Ltd, subsidiary of Swiss Post Ltd

Financial services at Swiss Post have started in 1900 and during the entire century they have grown through the
introduction of different types of services. In 2003, PostFinance became a fully-fledged retail finance institution. One
decade later, in 2013, PostFinance became a public limited company and a subsidiary of Swiss Post Ltd - PostFinance
Ltd [39].

This financial institution is one of the Switzerland's leaders in its sector when it comes to daily financial needs: it is
the number one bank for financial transactions with 996 million transactions done in 2014. Along with its simple but
relevant services comes Postfinance strive to provide the user-friendly means so that customers can manage their
finances as most independent as possible [40].

Whether it is for the 2.6 million private customers or for the 309.000 business customers, the range of services
provided is adapted for each individual need [40]. Besides payment transaction (conventional, online or mobile), both
private and business customers can have access to private and savings accounts, credit, debit and prepaid cards,
retirement savings accounts, life insurance, mortgages and consumer loans. The customers can choose the channel

they are more comfortable with. Postfinance has 2304 post offices and branches where the customers can do the
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available operations [41]. This traditional approach of retail banking is at the core business of the company. Still, the
digitization of essential services such as payments is at the top of company's priorities [y]. To keep leading the Swiss
banking sector as well as assure that the changes made are taken smoothly to the customers, the company is about to
launch several innovations: TWINT, red and orange inpayment slips with QR code, the migration to TCS BaNCS" and
an improved e-finance™ [41]. The main support to these accomplishments is the IT systems available: they not only
give support to the digital division but also to the entire core banking transformation.

To a great extent, the new services provided are a result of cooperation and partnerships established by
PostFinance and other companies. In 2003 it launched the Yellow Mortgages and the Yellow Pension Account 3a with
UBS AG and, in 2005, it took UBS's “"paper-based” payment transactions as well as other from other banks [39]. In
2009 it entered into a credit business agreement with Valiant giving the possibility for small and medium enterprises
to ask for a credit. In 2015 it established a strategic partnership with Swissquote that will operate as a trading platform
for PostFinance where investors will be able to do stock exchange orders, contributing for an even higher online
presence of PostFinance [40].

In 2014 PostFinance has generated a profit of 344 million euros and a cost-to-income ratio of 68.2%. The Customer

Assets accounted for more than 107 million euros, Loans for 7.5 million euros and Mortgages for about 4.3 million

euros [40]. Financial Services revenues of Swiss Post Group accounted for 26,7% of the total revenues [42].

4 Banco Posta RFC, a subsidiary of Poste Italiane SpA

In 1998, the Poste Italiane Group, previously a public entity, became a joint stock company owned by the Ministry
of Economy and Finance. Building up on a solid business model, Banco Posta appeared in 2001 as a group subsidiary
that took care of Banking and Financial services of the group. Since that time it has been able to diversify and integrate
a great variety of services, complemented with the companies Banco Posta Fondi SGR and Banca del Mezzogiorno [43].

Delivering services for a broad range of both private individuals and businesses, Banco Posta RFC offers current
accounts, payment services (issuance, administration and sale of prepaid cards), postal savings products, third-party
loan products and investment services [44]. The number of current accounts is approximately 6.2 millions (43.9
million euros) and, 17.8 million payment cards. The concern about building a relationship with its customers makes
the company continuously seek for an innovative service offered along with proximity. Thus, the company is also

investing in a multi-channel communication: while the post offices are used to provide a different customer

i_Twint is a payment and shopping app, which enables the customers to pay for their purchases only with their smartphone.
"7CS BaNCS: Integrated banking suite comprising payments, core banking, securities processing for funds administration and compliance for
fraud detection solution.

E-finance: PostFinance online platform for online banking.
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experience, the online channel brings the innovative services that add value to the customers most urgent needs with
a focus on payment services [44].

Between post offices, branch offices and private customer area offices, Banco Posta has about 13.400 outlets with a
total workforce surpassing the 65 thousand employees. In 2014 the online accounts surpassed 1.7 million with 1.5
million consumer accounts and 257 thousand business accounts. The company is also investing on the existing
products in order to face the competitors and to attract new customers [44]. Another source of growth is the long-term
relationship with Cassa Depositi e Prestiti. The italian bank works together with Banco Posta at launching new products
and services used by Banco Posta on behalf of Cassa Depositi e Prestiti [43].

The job done by this bank is translated into its results. In 2014 Financial Services represented 18,8% of the total
revenues of Poste Italiane Group. Banco Posta generated a profit of 440 million euros and had a total of 56,97 million
assets [44]. "Poste 2020: Customers, Growth and Innovation” is Poste Italiane Group Strategy for the future. The group
wants to foster the mass adoption of digital processes in a sustainable way, which they believe it is necessary to keep
improving its customers quality of service and the group’s competitiveness [45]. Cross-selling initiatives, development
of products and services, reorganization of the retail service model and digital repositioning of Banco Posta are some
of the bets that will affect the Financial Services segment. So far, the company is leader in the domestic market in

some services: 51% of prepaid cards issued and 35% of payment collection [45].

Exhibit 16. Evolution on Portuguese average households deposits (billion euros).

136,9
132,8

1306 1306 1322

1

2000 2011 2012 2013 2014 2015

Source: CTT Capital Markets Day 2015.
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Exhibit 17. Evolution on Portuguese total households loans (billion euros).

1533 1498 142,5 136 1309 1281

2010 2011 2012 2013 2014 2015

Source: CTT Capital Markets Day 2015.

Exhibit 18. Description of private customers in retail banking.

The traditional users: People with on average +50 years that prefer to visit the bank's physical agencies and get
person-to-person advisory when buying financial products (66% of Portuguese banking customers). They are also the
ones that are risk averse and thus, do not trust in digital security to complete financial operations. Retail banks' main
advantage on this segment is that these are existing clients with long-term relationships of loyalty and trust and thus,

retail banks have enough information about their needs.

The digital natives: People that have grown with Internet and that are heavy users of technology devices such as

mobile phones or tablets. Unlike the “traditional users”, they value convenience over loyalty and they rely on services
such as Paypal to do financial transactions. They also prefer to be advised by peer opinions (usually through social
media means) instead of asking the banking staff. In 2014, 30% of banking customers used mobile banking
applications and in 2015 the online banking penetration was 28%, meaning that there is a an opportunity for banks to

get to know better the digital customers and attract them by exploring these means of communication.

Sources: AT-Kearney, Statista, Expresso and case-writer.

'PayPal is a quick and easy online service that enables its customers to receive and make money transactions by using the e-mail address.
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Exhibit 19. Portuguese retail banking institutions opinions about digitalization in the sector.

Banco BIC: Mira Amaral recalled the effort made by the BIC in the introduction of a multi-channel strategy, following
the acquisition of former BPN. "We have tried to smoothly transfer customers for the new electronic channels and
mobility." This task took into account the customer's age, since 75% of people over 60 years visit the agency regularly,
unlike people under 40 years that mostly prefer electronic channels. "A commercial bank is a retail company, so you
will always have to have some agencies to manage the retail operation”.

Millenium BCP: Rui Manuel Teixeira began by recalling that the Portuguese banking sector is among the most
sophisticated in the world from a technological point of view, but a large percentage of Portuguese consumers still
make their transactions in cash or check and for this purpose they go to the branches.

CTT: "We bet on a simple service and competitive prices because we want to reach segments of the population that
had no access to banks, in particular the elderly and people with low income or living outside major urban centers".
He adds: "We have the ability to use the technology on top of a blank sheet: we have no liability or legacy systems, but
offer the confidence of an institution with 500 years."

BBVA: The President of the BBVA Spanish bank, Francisco Gonzales, surprised his peers when he said at a conference
"the survival of the retail banking involves not only the banking business but above all the ability to become software

companies. "

Source: Expresso.

Exhibit 20. CTT's business portfolio and its composition.

.@

Mail & other Financial Services Express & Parcels
I I I I I I I I I

MAIL BUSINESS RETAIL SAVINGS & PAYMENTS TRANSFERS PORTUGAL SPAIN MOZAMBIQUE
Transactional ~ SOLUTIONS SERVICES  INSURANCE paysHOp NETWORK — CREDIT R =
Editorial T 7inting & finishing .l‘?}utsuurmng [calsh paymer:tr; through  QTHER aepesso  EEzzreza PPpCorre

Advertising Storage & document Citizen's Bureau an el BW. onic platform, 9. (tolis) 50% JV with

management Areas mebile phone top-ups) I os d
USO Parcels (Mailtec) . orreios de
-|§|§|- payshop Mogambique

Philately

% 2014 Recurring revenues ' (€7 18m) e % 2014 Recurring EBITDA {(€135m)

Source: CTT Capital Markets Day 2015.
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Exhibit 21. CTT's main rewards.

: “Trusted Brand and Trusted
J Brand for the Environment
73 s

Reader’s Digest

"\ *“Trusted Brand 2015 OO0
- 000
) 000
)’\\/ “No. 1 Firm Corporate 2014: 16 awards
Best for Investor Relations -

Portugal — Mid & Small Cap”

Extel WeConvene 2015 IR Awards

2013: 12 awards
Equitis Deal of 000
the Year 2014”
mosma-creo @ @ @

2012: 12 awards

Source: CTT Capital Markets Day 2015.

Exhibit 22. CTT's business model resources.

CATOLICA
DTSN

Human
Capital

One of the main sources of brand equity and thus, the company is continuously investing on
employee training for improvement of their technical and commercial skills, to provide them
with updated strategies and positioning of the brand and to develop some soft skills such as
better ways of interacting with the clients in day-to-day situations.

Physical
Proximity

Operational
Efficiency

Financial
Strength

Geographical distribution that allows 100% of the population to have the necessary conditions to
use its services. 1.711 postal agencies, 619 post offices, 3.530 vehicles on the fleet and 12.462
employees by the end of 2015.

DISTRIBUTION: route optimisation and aggregation of postal delivery offices as well as Mail and
Express & Parcels distribution network integration.

RETAIL: innovative optimisation initiatives such as post offices segmentation in order to fully
explore the revenues potential of each kind of post office.

PARTNERSHIPS: value added services have been available through relevant partnerships,
allowing customers to save some time and the company to benefit from cross-selling.

IT: more efficient management information systems and develop process optimisation.

The financial indicators (Revenues, EBITDA, CAPEX, Dividends) show that the company is being
able to financially sustain the business. Besides, the great effort put into operational efficiency
brought significant cost savings: since 2014 IT renegotiations are saving 14 million euros per
year to the company; additionally, integration of the Mail and Express & Parcels distribution
pursued in 2015 will save the company 2.7 million euros in total.

Source: CTT Capital Markets Day 2015; CTT Financial Report 2014; and case-writer.
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Exhibit 23. CTT's digital innovations.

Online mailbox
o Inbound mail used to receive
. Web application with : , :
Online Platform for , processing solution, L mail and make
. : portfolio of , Electronic daily
digital marketing , which converts payments of

, geographical , . stamp ,

solutions ) physical mail into several services
solutions . .

digital documents directly from the

platform

e-Direct GeoPortal Mail Manager MDDE ViaCTT

Source: CTT Capital Markets Day 2015.
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Exhibit 25. Financial Services current Portfolio (including partnerships).

7 CATOLICA
SLISBON

Weight Service Partnerships Additional information
Savings and Insurfance IGCP~— Agéncia dg o 5288 million euros
¢ Publicdebt Gestao e Tesouraria da . : i
» S intermediated in 2015
certificates Divida Pablica
i : ¢ Inthe nearfuture
41% ¢ Retirement savings ,
o healthcare insurance
plans Fidelidade Seguros ,
. will be added to the
© - igieuengs roduct portfolio
o Nondifeinsurance  MAPFRE SEGUROS proguctp
®  Payshop' has about
3900 agents and 2.5
million users. In 2015
61,5 million payments
were registered
Payments Governo de Portugal ¢ The intention is to grow
¢ Postal charges the number of entities
39% . . )
4 Taxcollection Infraestruturas de benefiting the final
¢ Toll collection Portugal consumer with a more
comprehensive
portfolio, and enable
the company's
potential to increase its
agents and clients.
¢ Fixed customer base
Transfers Universal Postal Union (709.000 pgople)for
4 National money orders SO BB S OS]
16% . Eurogiro orders, of which, 50%
4 International money i
orders collect their money
Western Union within CTT Retail
Network
¢ The future objective of
this partnership, which
Lredit & other Cetelem (BNP Paribas ::ilgsoir/vit?) rTi]sor’[‘i) yf;:hz‘:
4% ¢ Consumer credit Vi

¢ Credit cards

Personal Finance)

develop it, by pursuing a
longer-term relationship
and enlarger the credit
products offered.

Source: CTT Capital Markets Day 2015; CTT Final Report 2015; RTP Noticias; Jornal de Negdcios; Payshop website; case-writer.

'Payshop: service that allows an alternative face-to-face cash network that allows different payments (cell phone, electricity, donations) without
using banking cards, registrations or codes (Source: www.payshop.com).
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Exhibit 26. Banco CTT capital and investment estimates.

Total equity investment until 2020
€ million

Lo B
1

CATOLICA
EOTBON

~150-170

100
See slide 36 for
more details
Initial plan Target 15% CET 1 Accelerated roll-out Third-party products Estimated equity
remaining in CTT investment (until
FS and offered later 2020)

than initial plan
Source: CTT Capital Markets Day 2015.

Exhibit 27. Results on market research regarding main factors affecting the choice of banking services

provider and CTT's competitive position on each factor.

Factors Weight CTT competitive position
Price 78% 100%
Reputation 28% 50%

Location 28% 75%

Family and friends opinion 20% 50%

Size of the portfolio 20% 0%
Relationship with staff 12% 50%

Others 16% N.A.

Source: Market research done by CTT.

Exhibit 28. Consumers’ opinion about the “no frills" product concept versus the current offer.

17%

No frills concept

M Better M Equivalent ~ Worst

Source: Market research done by CTT.
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Exhibit 29. Revenues' migration by type of service (taking in consideration revenues in 2014).

Staying in CTT Financial

Services Migrating to Banco CTT
Savings & Insurance €29 million €2 million
Payments €16 million €13 million
Transfers €8 million €3 million
Credit & Other € 0 million €1 million

Source: CTT Capital Markets Day 2015.

Exhibit 30. Pricing of different services across the retail banks in Portugal.

Monthl . Monthli
Bank Maintenazce Debit (Eard Online Transfers Commissioyn of
Annuity
Fee Base Account
‘BancoCT o€ 0e € 0€E |

CGD 5,15€ 18,72€ 0,52€ 5,20€
Santander 5,44€ 15,00€ 1,25€ 5,51€
BCP 541€ 15,60€ 1,04€ 6,24€
Novo Banco 5,20€ 17,68€ 0€ 6,24€
BPI 5,20€ 15,60€ 0€ 6,50€
Activo Bank 0€ 0€ 0€ N.A.
Best 0€ 15,60€ 0€ N.A.
BIG 0€ 7,80€ 0,52€ N.A.

Source: Price lists of the different banks.

Exhibit 31. Banco CTT national coverage in 2016.

AGORES

bancockt

MADEIRA

bancocit

bancoctt

Source: CTT Capital Markets Day 2015.
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Teaching Note

Synopsis

Banco CTT is the most recent Portuguese retail bank. Driven by the great experience and growing results
within financial services and by the need to compensate the decline on its mail-related services, CTT was
equally influenced by its international peers and decided to open the first postal bank in Portugal.

The last years for the retail banking sector in Portugal are characterized by high risk, low financial
strength, low productivity and low customer profitability mainly due to a financial crisis and the consequent
lack of trust from the customers’ side. Now that Banco CTT had opened its doors and there is a strategic plan

to be fulfilled, is it ready to compete in this sector? Is it prepared for the challenges ahead?

Teaching Objectives

1. To familiarize students with diversification as a growth strategy and with the main diversification
strategies pursued by national postal services incumbents more specifically, postal banking.

2. Toidentify the differences of the company's core competencies and the industry key success factors,
and the importance of a business strategic fit to its industry.

3. Toillustrate how the postal services providers' business models are being adapted to the industry
changes (e.g., digitalization).

4. Todiscuss the possible problems associated with the future of the Portuguese retail banking sector

in line with the past dilemmas faced and to explore how can the companies can mitigate them.

Use of the Case

Given the proposed Teaching Objectives, one believes that this case study should be analysed in courses

such as Strategy, Strategic Management and Service Retailing.
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Suggested Assignment Questions

After reading the case study the students should analyse it placing themselves in the role of Banco CTT's CEQ
in answering the following questions:

A) Given the core competencies of Banco CTT and the retail banking sector key success factors, evaluate
the strategic fit of this institution. Does it have a potential competitive advantage? In which core
competencies should it focus the most?

Main points of discussion proposed: CTT's current situation and the purpose of Banco CIT creation;
Expectations on the Diversification Strategy; Definition of the Core Competencies; Definition of Key
Success Factors; Build Strategic Fit table and evaluate the results and define key points of
improvement and associated solutions.

B) Which metrics will you use to monitor the performance of the postal bank?

Main points of discussion proposed: The importance of measuring the performance; which type of
measures should be considered and what are expectations.

C) What are the potential future problems/challenges that may arise in the next 5-10 years? How
should the company behave in order to mitigate or adapt to these risks?

Main points of discussion proposed: Common problems of the diversification strategies, of the
retail banking sector and the CTT in the short-term and the long-term; problem solving suggestions.

Analysis and Discussion

Question A)

& (CIT's current situation and the purpose of Banco CIT creation

CITs business is divided in three main business segments: Mail-related services, Express & Parcels and
FS. The latter is where the company has grown the most on the last years. The first, where CIT has the leader
position in the market (94,4% of market share) and where the greatest part of its revenues are generated
from (72%), is being highly affected by external environment conditions such as the digitalization, the
liberalization of the postal sector, and the increased competition associated. From 2008 to 2014, the total
postal traffic in Portugal declined by 28,6%. Being the incumbent in the Portuguese market, CTT has

followed the trend of the sector.
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By observing the situation across borders, one can see that industrialized countries are the ones where
the postal offices have registered a higher decline in the period of 2001 to 2011. Close to the Portuguese
evolution on postal traffic (-3% between 2007-2011) are countries such as France (-3,6%) and ltaly (-2,5%).
Looking at these countries and the associated postal incumbents, one can see that diversification into non-
mail services is responsible for 40% or more of their revenues, revealing the importance of the different
business segments presence in postal services companies. Literature adds the fact that 100% of the growth

of postal operators between 2003 and 2008 was due to diversification.

The case study examples on France, Switzerland and Italy show that international peers are diversifying into
the retail banking services and that they have been able to compete with retail banks in their countries, with
remarkable results regarding the overall position in the market, the range of services provided, number of

customer accounts and the weight of the postal bank business in the group’s operating revenues.

The retail banking sector in Portugal is under big volatility and uncertainty. It is a relatively high
concentrated market where about 80% of the market share corresponds to five players. The customers'
reactions such as decreases on loans and investment funds and changes between banking institutions or no
adherence at all to financial services show that the players are under an unfavourable situation on the

market-oriented side.

& [xpectations on the Diversification Strateqy

CIT has combined the external factors such as the information on previous postal services providers'
diversification into postal banking and the weak performance of the retail banks in Portugal with internal
factors like the fact that it is looking for opportunities to increase profitability, and to leverage its know-how
and resources, to pursue a diversification strategy into the retail banking sector. The company, which in the
past has sought for growth opportunities, has pursued diversification strategies (of both products and
markets) and thus, it has some experience regarding this corporate strategy. Although in the past it has not
implemented the postal banking strategy due to conflicts with the potential partners, it is now pursuing it
with CTT as sole shareholder, giving it a higher independency and high opportunity to leverage the brand

name and the internal resources.
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As said in the literature, a key part of the diversification process is the implementation phase and its
mechanisms. To enter into a new market and to achieve competitive advantage, the company should know
which combination of characteristics could bring a leading position. CTT is entering a tough sector that is
obliging the players to adapt the corporate strategies to the market conditions. Thus, during the
implementation phase and the definition of the strategic decisions pursued, CTT should also be aware of the
different initiatives executed by its competitors and how it will use its assets to provide the customers with
benefits that differentiate them from the competition. In other words, it should evaluate its fit to the market

and whether it is strategic, providing a competitive advantage.

& Definition of the Core Competencies

The first part of this evaluation is to identify the core competencies of Banco CTT. Competencies Hierarchy,
a model present in the literature, provides a 7-step approach to do the identification (steps 1 and 2),
evaluation (steps 3, 4 and 5) and maintenance (steps 6 and 7). During the 1% and 2" steps the
resources/know-how were identified and were separated into Capabilities, Competencies and Core
Competencies (See TN Exhibit 1). After this, the position in the market, the competitive advantages provided
by the core competencies, and the duration of competitive advantage were also evaluated (See TN Exhibit 2).
Steps 6 and 7 were not developed due to the company's embryonic phase, and because it is out of the scope

of the initial question. In the end of step 5, these were the main conclusions:

CC1-High national  In the Case Study Figures 9 and 11, one can see that Banco CTT plans to have a
similar number of branches open when compared with the top 5 players. Thus,

eographical
YECylapee this core competence will no longer be a relevant one once it will not distinguish
coverage Banco CTT from the competition, not providing a competitive advantage.

From the Case Study Figure 1 and Exhibits 2 and 3, one can see that Banco CTT is
in a favourable and distinguishable position compared with the other players.
Value creation to Thus it has a competitive advantage with this Core Competence. Still, as value
creation can suffer fluctuations overtime, Banco CITT should be aware of the
durability of such core competence and whether it will still distinguish the postal
bank from the competition in the long run.

By pursuing this diversification strategy CTT shows that it is aware of the market
opportunities. Furthermore, Banco CTT is starting from zero with a great focus on
CC3 - Adaptabilityto  the operational efficiency and communication, two key relevant initiatives in the
retail banking sector. Thus, the postal bank has a competitive advantage
compared with its competitors, which are not only facing different restructuring
environment processes but also state that only 17% are prepared to make operational
transformations. With a great probability, this competitive advantage will not last
forever and Banco CTT has to monitor the market to understand when this core
competence will need further investment to avoid becoming obsolete.

CC2 - Consistent

shareholders

the external
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With hundreds of years of existence, many rewards and recognition received, and
proximity with its customers (with 85,2% of customer satisfaction), it gives a
Equity competitive advantage to the company. Due to the historical information on this
core competence, it is believed to maintain in the long run, which gives this core
competence a great importance and Banco CTT should keep investing on it.
CC5 - Multiple- Although Banco CTT is present in different types of services, this is a common
strategy in the sector and thus, the postal bank does not have a competitive
advantage on it. The other players have much more years of experience in some of
multiple-product  the products (e.g., bank accounts) also having a larger customer base (including
business customers).

CC4 - Great Brand

business and

strategy

Products at Banco CTT have a "no-frills” concept which not only received a positive

feedback from the potential customers in the research done, but it also gives

Banco CTT a competitive positioning compared with the other retail banks (Case

user-friendly products Study Exhibits 27 and 29). On the long run there is no certainty on whether
competitors will maintain the current strategy or will position closer to Banco CTT.
Thus, market monitoring is required in order to decide whether the core
competence will hold in the future.

CC6 - Accessible and

Summing up, CC2, CC3, CC4 and CCé6 are Banco CIT's core competencies, which are believed to give a

sustained competitive advantage to the institution.

& Definition of Key Success Factors

The next step is to identify the KSFs of the retail banking sector in Portugal. Thus, a table combining
both the customers and the competition characteristics was done (See TN Exhibit 3). While the key factors for
buying were identified in a research done by CTT, competition factors were based on the Case Study
information about the Retail Banking Sector in Portugal and on the Literature section about the Retail

Banking Strategies.

After the combination of both factors, the KSFs generated for the retail banking sector were the Cost of
Financing, the Quality of the Services, the Distribution Network, and the Products/Services provided. Aligned
with the customers' feedback on the market research and taking into consideration that designing customer-
centric business models should be the retail banks' focus, a different weight should be given to these
factors: Cost of Financing will weight 50%, while Quality of the Services and Distribution Network will weight

20% each, and Products/Services provided will weight 10%.
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& Strategic Fit Evaluation
Finally, an evaluation on the company’s alignment with the market must be done. By using the approach

proposed by Freire in the Literature, one can evaluate the strategic fit with the table below.

Key Success Factors
. Cost of Financing  Quality of the Services ~ Distribution Network  Products/ Services
Core competencies
Consistent Value Creation 5
to Shareholders
Adaptability to the
5 4 3 3

external environment
Great Brand Equity - 4 3 3
Accessibility and user-

5 4 4 4
friendly products
TOTAL 5 4 3,3 3,3
Grades: 1 (Insufficient) to 5 (Excellent) FINAL GRADE WEIGHTED 4,29

Figure 14: Strategic Fit Table.

This table evaluates the alignment of the previously identified core competencies of Banco CTT with the
Key Success Factors of the Retail Bank Sector. As one can see the postal bank does not have core
competencies in all the Key Success Factors, which is usual once it just entered the industry. In some of the
Key Success Factors it has scored lower (Distribution Network and Product/Services), still the overall grade
indicates that the company has a potential competitive advantage in the market it is entering. The strongest
presence is in the Cost of Financing and Quality of services, which combined, have a higher weight than the
other two, and thus, the company should keep reinforcing these two factors. As regards the weakest results,

the company should also develop them to increase its competitive position in the future.

Question B)

¢ Importance of Measuring the Performance
The diversification strategy is a major investment for the CTTs Group. As stated on the literature,
although this type of diversification is getting a bigger impact on the revenues, the outcome is not certain

and the company must wait around 12 years until the results of this strategy become valid. It is also
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expected that in the next years, Banco CTT will generate lower profitability when compared with the other

business segments.

The best way to understand how the diversification is related with the performance of both postal bank and
the group is by measuring it, taking into consideration the industry, the company's ambitions, the stage of

the life cycle and the economic conditions.

¢ Types of Measures considered and Expectations

Starting with some of CTT's expectations created with the diversification strategy, one believes that it is
important to evaluate whether the planning of this strategy and its opportunities was done under careful
deliberation. First of all, the management of the postal network should be assessed in order to understand if
the economies of scale produced by the existing network is a real benefit or if in fact, the group is lacking
resources to conciliate the different services offered and it is incurring in additional operating costs.
Moreover, CTT's expectations on acquired customers should also be a concern. Banco CIT plans to target the
mass-market and it believes that it can help solving the problem of financial inclusion with an accessible
offer for the lower-income class. Thus, the assessment of the numbers and demographics of the postal
banking customers (% of younger customers, % of CIT customers and % of low-income customers) and
crossing the data of the new customers with the percentage of people changing banks and percentage of
people unbanked should be done in order to keep track of the previous banking condition of each customer,
how many banks do the clients have and which type of products are they using more. This would enable
Banco CTTto appraise if its positioning is aligned with the results.
Aligned with the monitoring of customers demographics, Banco CTT should also evaluate the usage of the
different channels. Once online banking is one of its strategic assets, it should keep track of the evolution

and adherence to this service.

A variety of accounting measures and market-based measures are suggested by the Literature and
should be combined with the most fragile accounting and market-based measures of the Portuguese Retail
Banking Sector. The postal bank should seek for a balanced asset portfolio, combining profitability, liquidity

and solvency. Regarding accounting measures, Banco CIT should be evaluated in the Profitability measures
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of ROE, ROA, Cost-to-income ratio and Profit per customer. The Portuguese results on these indicators are
currently poor, and thus, it is very important that Banco CIT can prove itself as a profitable banking
institution, attracting both shareholders and customers and contributing for a less negative PBT. Banco CTT
aims to achieve a ROE close to 15% (1,6% for the Portuguese Banking Sector) and a Cost-to-income ratio of
less than 50% (96% for the Portuguese Banking Sector). To achieve such different results it will have to
support @ much lower cost structure when compared with the competitors - two benchmarks are BCP and
Santander, which have a Cost-to-income ratio between 50-60%. Return on Invested Capital (ROIC) should

also be a measure of profitability used once the postal bank estimates a break-even pointin 3 years (2018).

Banco CTT should also be assessed in terms of Solvency by using a Risk provisions/Total Income ratio and
Equity-to-debt ratio, and Liquidity by using the loan-to-deposit ratio. With the information from the Case
Study one can see that these are common indicators used to assess the banking institutions and once again,
the Portuguese results are pitiable. While Banco CTT aims to have a Loan-to-deposit ratio close to 50%, the
majority of the retail banks surpass the 100%. This means that the bank will have to be really careful when
lending money, especially because the low-income class will be one of the main segments targeted. Finally,
core tier [ ratio is also used by the regulators to measure the general financial strength of the banking
institutions. In this case BPI and Santander, both having a ratio of 16,5%, should be the benchmarks for

Banco CTT that aims to have a 15% ratio in a five-year period.

Some market measures present in the literature are important to appraise the recently launched postal
bank. Banco CTT should measure the evolution of its market share in parallel with its competitors but also
with FS and the other two business segments of CTT's Group. This evaluation will help understand whether
the diversification is successful or if it this jeopardizing the group's results. Still, one should bear in mind the
need to wait approximately one decade to draw reasonable conclusions. Moreover, the Market Growth,
Market Concentration and Market Profitability should also be explored and used to the development of the
company's strategies. As stated on the literature, it can be the case that Retail Banking is not a viable

industry due to the crisis that it is going through or the company is not prepared for such changes in the
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strategies. Also the market may be too concentrated to allow for another player to enter and be in a leading

position.

Finally, to evaluate the performance of Banco CIT in the retail banking sector, it is also important to
measure the evolution of its core competencies. Hence, the share price evolution and dividend yield should
be controlled in order to understand if Banco CTT is contributing for shareholder value creation. Besides, the
company to be assessed in its capacity to adapt to the external environment must show a proactive fit,
meaning it should have a continuous development of its capabilities and measures to monitor the external
changes, being flexible enough to make internal changes.

Regarding Brand Equity, the postal bank must appraise the perceptions of both services delivered and brand
comparing it with the group, in order to understand if it is creating a stronger brand name related to what
the group has built so far. The customer relationship and satisfaction with the postal bank and the overall
position in rankings like Portugal Rep Trak Pulse should also complement this appraisal.

Lastly, the evolution of the number, relevance and conditions of products provided is something that Banco
CTT should be concered. Currently this is one of the weakest core competencies regarding the fit to the

industry. Thus, if the company wants to have a more competitive position it must develop it.

Question C)

¢ Definition of Problems and its different Sources
During the analysis of Questions A and B several problems were identified and, together with the

information of the Case Study and Literature Review they will be deepened now.

One can say that there may be different sources of problems (internal and external) associated with Banco
CITs creation, and that they might arise in the next 5-10 years. First of all, the diversification strategy does
not have an assured positive outcome which can lead to several complications especially for CTT's Group.
Secondly, the current outlook of the Retail Banking sector in Portugal is itself a source of different problems.
When entering this sector, Banco CIT has a probability to be affected by these glitches. Finally, Banco CIT
and CTT's group can have some internal problems with the strategy pursued due to a bad prevision of the
outcomes.
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In order to easily map the problems that may arise in the short-term (5 years) and the long-term (10

years) periods and associate them with a specific cause, a table was developed (See Exhibit TN 4).

4 Problem Solving Solutions

By filling in the table one has concluded that some problems may arise in the short-term, but they
should only be evaluated in the long-term due to the characteristics of the diversification strategy: this is for
example the case of financial strength (P7, P10 and P11). One potential solution to this problem is to use
short-term milestones based on international benchmark and to use the capability of proactive fit to help
monitoring the results, comparing them with the competitors. Therefore, it would also mitigate the fact that

diversification takes a long time to generate valid results (P3).

By evaluating Strategy-related problems, Industry-related problems and Company-related problems one

cannot provide a single solution for each of them but rather have a solution that will comprise all.

For instance, acquisitions of other companies (either from the Financial sector, Information Technology
sector or the combination of both - "fintech” companies) could be a solution to mitigate the problems P2,
P8, P12, P16 and P17. It would allow for the company to have a bigger control of the services provided
(which would be lower in the case that only partnerships hold), and it would also let Banco CTT be prepared

for high competition regarding the expertise and innovation on the services delivered.

In order to control for CTT's FS performance and Banco CTT performance, “fintech” can be the answer for
the development of systems that allow for a more efficient communication between services' departments,

enabling total access to each business segment's updated information.

Problems with acquiring the target customers may also arise (P1 and P14), especially during the short-
term, where lack of trust and financial instability holds. This problem can cover both the low-income class
that do not perceive the need/difference or do not have the capacity to have a bank account or other service,
and the younger professionals that already have 1 or more bank accounts and do not have the time to switch
to another bank or do not identify themselves with the bank concept. Here, Banco CTT may have to rely more
heavily on the 3.7 million customers that the FS currently holds and for the long run may have to target

other layers of the market such as the corporate customers (such as its international peers currently target).
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Otherwise, the company may have to have a more aggressive communication strategy in order to generate

more awareness and interest from the potential customers.

Lastly, there may be the case that the retail banking industry reveals not being viable for CTT. The fact that
the company has entered the industry may be jeopardizing the group’s performance (profitability, liquidity,
solvency) and the overall brand image - P5, P6, P9 and P15. In this case, the company may follow different
strategies. First, the company may rely on the other business segments. It is known that although they have
been integrating some operations they still run independently and that when some of the businesses are
performing lower, the others compensate for that - the advantage of having a multi-business and multi-

product strategy.

Other solution implemented mainly by the current retail banking institutions is the investment in
international markets: CTT is present in the segment of Express & Parcels in Spain and Mozambique. As this
segment has been growing due to digitalization and also contributes with 18% of the operating revenues, it

can be a source of growth and can counterbalance the results of the postal bank.

Literature also provides some strategies for the case that the diversification strategy does not show up as
fruitful as expected. The company can pursue a Corporate Turnaround as a short term strategy, meaning that
it can change some of the managerial processes at the Banco CTT level or the group level. For the long run, it
can decide to decrease some product lines - Retrenchment (for example products that are not profitable for
Banco CTT) or to do a Divestiture of an entire business unit (Banco CTT) if it looking for increasing profit
margins. There is also the extreme case, liquidation, which entails the closure and sale of the business.
However, due to the historical information about the company and the main problems identified, one does

not believe that it there will be a need to pursue such strategy.
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Literature Review

Diversification as a Growth Strategy

Based on the strategic and organizational structure and its market position, a firm should be capable to
make decisions about its growth strategy (Song 1982). Not only it is important to be aware of its resources
but also to monitor and keep improving a competitive position, maintaining a value maximizing dynamic
equilibrium (Wan 2005; Singh, et al. 2001). Still, it is not easy to make a decision like this: on one hand
there is the time variable, meaning that firms usually find it difficult to know when is the right moment to
invest on growth (Gary 2005); on the other hand, firms also strive for finding the best degree and manner of
growth (Christensen and Montgomery 1981).

Corporate diversification is considered to be among the key possibilities, still riskier, for a firm that
wishes to grow and be profitable (Al-Bayati 2013; Behram and Yigit 2013). It can be described as the
presence of a firm in multiple industries (Conglomerate Diversification) or the delivery of multiple products
called Product Diversification (Wan 2005). As it usually requires major changes in the company's routine
(Jang and Park 2013), it ends up being a very time-consuming process (Jang and Park 2013). Thus, firms
pursuing this kind of strategy must focus primarily on the implementation mechanisms (Miller 2004; Gary
2005; Jang and Park 2013) and, since there is an organizational learning process period, firms can expect
the results of these strategies to take up to 12 years to produce valid and reliable results (Jang and Park
2013; Gary 2005).

One of the main questions is about what stimulates the firms to carry out this strategy. Singh et al. (2001)
concluded that generally firms pursuing diversification strategies initially have a poor performance, a lower
asset base and utilization efficiency, and a narrower corporate scope. Still, they seek higher growth
opportunities where they can leverage its valuable know-how through diversification (Gary 2005). One
critical factor to the diversification outcome is the environment's opportunity set: more or less munificent
environments can help firms to understand to which extent diversification will enhance firm’s performance
(Wan 2005; Behram and Yigit 2013; Jang and Park 2013).

The resource-based perspective (or synergy view) of the firm states that corporate diversification produces
financial synergies and increased debt capacity when the firm takes advantage of economies of scope in a

unique set of resources (Montgomery 1994; Sing, et al. 2001, Miller 2004). More specifically, it can increase
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profitability, reduce risk exposure, increase market share, extend the business life cycle and increase
efficiency on the utilization of human and financial resources (Sing, et al. 2001; Wan 2005; Behram and
Yigit 2013; Al-Bayati 2013).

There is not a clear answer from the literature on whether diversification brings a positive outcome to the
firms (Gary 2005). Results can differ within firms, across firms and across time (Montgomery 1994). It is
important to understand whether the firm would be better off in terms of economic gains in a diversified
context (Palepu 1985; Miller 2004). As Gary (2005) and Singh, et al. (2001) defend, a nonlinear relationship
between the degree of diversification and performance can be expected and thus, diversification can be

profitable up to a point and after that, a negative impact may arise.

Corporate Performance Evaluation

It is known that the degrees of diversification and the performance levels are interconnected (Christensen
and Montgomery 1981). A key mechanism used before and during the diversification process is to examine
the associated performance implications (Wan 2005; Jang and Park 2013). Either using accounting or
market-based measures, which have frequently been in conflict (Dubofsky and Varadarajan 1987), many
different organization studies have used them to assess the performance (Montgomery 1994). Thus, when it
comes to accounting measures - based on previous earning and current balance sheet (Dubofsky and
Varadarajan 1987), past research have frequently used profitability measures such as Return on Equity,
Return on Assets, Return on Sales and Return on Invested Capital (Palepu 1985; Dubofsky and Varadarajan
1987; Amit and Livnat 1988).

Regarding market characteristics - the ones that consider future earnings (Dubofsky and Varadarajan
1987), Market Share, Market Concentration, Market Growth, Market Profitability and Size of the firm should
be considered (Christensen and Montgomery 1981).

Apart from the measures used, one should bear in mind that the most important step is to take
advantage of the diversification opportunity (Christensen and Montgomery 1981). We can expect that in the
first years of results, the measures of profitability on the new business will be lower than in the core business
(Miller 2004). Dubofsky and Varadarajan (1987) said "It may be that performance affects how a firm chooses

to diversify, rather than diversification affecting performance”.
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Corporate Problem Solving

As stated on the literature, not every diversification strategy brings a positive outcome to the firms, not
even when it has carefully selected the businesses (Al-Bayati 2013). Either because of external conditions
such as the environmental uncertainty and volatility, or the internal lack of coordination resulting from
excessive levels of diversification and bad resource allocation (Singh, et al. 2001; Wan 2005; Gary 2005),
the firms must be aware of the possibility of failure and its potential costs, and should also know how to
recover from a unsuccessful diversification strategy.

Al-Bayati (2013) proposed several solutions. 1) Corporate Turnaround, which means recovering business
units that are currently underperforming, redesigning the portfolio of businesses and/or changing
managerial processes; 2) Retrenchment, which is used as a defensive reaction due to future uncertainty and
it entangles decreasing on some products/services lines that are operating below the set objectives. This is
usually a short-term strategy that can include increasing profit margins, decreasing organization staff or
delay product expansions; 3) Divestiture that means to take business units out of the corporation activities.
Firms should think about this strategy when the units are no longer profitable or appealing; 4) Liquidation,
the most extreme solution, which means to close operations and the consequent sale.

Just like there is not a single type of diversification that works for every firm, there is not a single solution
for every problem solving. Al-Bayati (2013) suggests that a combination of the previous strategies, either
sequentially or simultaneously, may be the best option for firms that face distinctive problems throughout
the life cycle.

One operational advice given by Gary (2005) is that slack on the different resources should always be

present in case that shared resources cannot meet growth levels.

Sustainable Competitive Advantage

A firm that wants to be among the competition leaders in its business should keep improving its
competitiveness (Wan 2005). This is a challenging process, where only the firms that have the ability to use
its strategic assets and to explore the environment resources, will be able to provide customers with benefits
that the competitors will not be able to equal (Markides and Williamson 1994; Wan 2005).

Sustainable Competitive Advantage is a means to gain customers attention: it includes customers'

perceived difference and superiority in the products' attributes, which can be expressed as the gap between
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the firm and its competitors and, customers must perceive this differences to last for long (Coyne 1986).
There is not a single or best way for firms to achieve competitive advantage: it will depend on the
combination of characteristics used and the associated outcomes produced in the industry (Chen and Hsien
2011). Still, when the industry is not viable or the firm is no able to develop the necessary strategies,
competitive advantage will not hold and it can bring financial fail (Coyne 1986; Markides and Williamson

1994).

Core Competencies

During the Corporate Strategy planning, it is crucial

1. Identify the company's resources and know-how

to define the allocation of firm's resources (Miller 2004).

Prior to this, it is important that firms are aware of their 2. Identify capabilities, competences or core
competences

capabilities and core competencies to effectively exploit

their resources. "Corporate strategy is not just a portfolio  FEAUSSEUEEEIE M NEEINEI IR

context of their industry

of businesses but also a portfolio of competencies”

4. Distinguish a core competency and a competitive

(Javidan 1998). With this in mind, a constant advantage

will give them inimitable features and thus, will ensure 5. Understand durability of the advantage

U
investment on firm's capabilities and core competencies O
o

the company with a sustained competitive advantage

anges ot the Industry and

: y
with its competencies, capabilities and core
competencies

¥

7. Connect the competency execise with the

(Javidan 1998; Freire 1999). Firms will not only

dominate the business' products but will also have the

planning process

potential to enter new markets and products where the

core competencies apply (Freire 1999; Miller 2004).

Figure 15: Core Competencies identification process

Core competencies can be defined as the firm's vital ~ /29an 1998}

assets. They are a group of experiences, knowledge and systems with broad application on the multiple
business units, enhancing the production of strategic assets (Markides and Williamson 1994).
Competencies Hierarchy is a rare but very intuitive way to Core Competencies' Identification (Javidan
1998). It is built on the ascending blocks - Resources, Capabilities, Competenices and Core Competenices,
where each block is based on the block below and this entire set generates synergies and adds value to the

firm. Resources, either tangible or intangible, are the lower block and they represent the inputs brought to

66



the value chain. Capabilities are the firm's ability to explore and manage processes using the resources of
the company, being allocated to a function; Competencies correpond to the capabilities that are integrated
in a specific business unit; Finally, Core Competencies, are developed upon the interaction between
business units; they are the greatest source of value across the entire hierarchy due to the combination of
resources and capabilities (Javidan 1998). The identification process is represented in Figure 15.

When the firms' Resources, Capabilities, Competencies and Core Competencies are providing a better

position in the market related to its competitors, they are creating competitive advantage (Javidan 1998).

Key Success Factors

While resources and competencies are preconditions to be in an industry, key success factors (KSFs) are
the key investable skills to have a good performance (both in terms of value added to customers and
differentiation from competitors) in that same industry (Ellegaard and Grunert 1992; Freire 1999).

To a great extent, KSFs are market-specific, which doesn't imply everlastingness. When the industry peers
invest all in the same KSFs, superiority dilutes. Thus, it leads to a situation where a very small or even no
KSFs apply to an industry (Ellegard and Grunert 1992).

KSFs should satisfy the following conditions: 1) applicability to the entire competition, 2) decisive
relevance and 3) the possibility of company's control. They are generated through the combination of both
customers and competition characteristics, and once firms identify its KSFs they can master them and later
they can generate new KSFs (Freire 1999).

A final note about KSFs should be enhanced: it is common that perceived and actual KSFs, even in the
same industry, do not match (Ellegard and Grunert 1992). A dynamic monitoring should be done in order to

take into consideration the market context (Freire 1999).

Strategic Fit

After the identification of the environment characteristics and the firm's core competencies, the next
major step is to align the firm with the market context (Freire 1999; Ben-Menahem, et al. 2013). This is core
if the firm wants to have a successful strategy execution, allowing it to survive over time. This dynamic
process of aligning internal and external factors (core competencies and KSFs, correspondingly) is usually
called 'Strategic Fit' (Freire 1999; Beer, et al. 2005; Ben-Menahem, et al. 2013).

Bresser, Kraatz and Zajac (2000) stated, "Strategic Fit is organizational and temporally unique”.
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Depending on the strategic choices, each firm will prioritize internal and external factors and will choose the
pace to do so (Freire 1999; Ban-Menahem, et al. 2013).

When entering the industry the majority of firms do not have core competencies in all the different KSFs
thus, they must reinforce the ones where they have a strong fit and develop the underserved ones (Freire
1999). Nevertheless, the objective of pursuing strategic fit is achieving high performance levels. With
collaborations between environment and strategy, strategy and firm, and firm with the leadership team it
will enable managing resources efficiently, reducing operational costs, and taking advantage of new
opportunities (Wan 2005; Beer, et al. 2005; Chen and Liang 2011; Chen and Hsien 2011).

As it is a continuous mechanism that requires matching several factors, it is not easy to achieve neither to
find the best approach to do so (Beer, et al. 2005, Ben-Menahem, et al. 2013). In some cases, not planning
and just replying to possible changes by adopting its routine may be the best strategy - responsive fit (Beer,
etal. 2005); whilst having an absorptive capacity - continuously develop routines, capabilities and measures
for monitoring environmental changes - will prepare the firms to have a strategic answer and to shape the
external environment to its own advantage (proactive fit) (Ben-Menahem, et al. 2013).

Freire (1999) presents an approach to evaluate the current situation of a firm's strategic fit. The main goal
of it is to assign to a specific firm an overall rate of strategic fit depending on the alignment of its core
competencies with the industry's key success factors (and related competitive position with its competitors).
If from a scale of 1 to 5, with 1 being insufficient and 5 being excellent, the company scores 3 or more, one
can consider that a competitive advantage exists and thus, the firm is aligned with the market context.

Continuous changes on the core strategy is not necessarily a synonym of strategic fit. Predictions about
the performance consequences shoud be done regardless of being a more responsive or proactive firm.
Proactive firms will probably be more flexible and more prepared for situations of realignment such as
losses in power, relationships, identity, and status and rewards, when compared with responsive firms
(Bresser, Kraatz and Zajac 2000; Beer et al. 2005). Still, the desired success will only be achieved when

organizations perform well (core competencies) what needs to be well done (KSFs) (Freire 1999).

Postal Banking Strategies

The diversification of worldwide post offices is getting a bigger impact on revenues. In 2008 the non-mail

revenues accounted for 63% of the total revenues of the posts. Between 2003 and 2008 100% of the growth
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of international posts was due to diversification outside the mail-related services. The diversification in the
post sector is proved to give additional revenues to the different players, deriving higher performance and
growth [3].

In order to make the most of a retail banking diversification, posts must have the right resources: Post
office fit (location, foot traffic, format), incremental processing time, relative labour cost and banking
expertise. Sometimes companies do not have enough resources and decide to make a strategic acquisition

or to build partnerships with other companies from different industries [3].

Retail Banking Strategies

Retail Banking is the most important segment of the banking industry, "representing more than 50% of
the total E.U. activity in terms of gross income” (Omarini 2014). The different players currently face an
environment that is obliging the reset of corporate strategies and the business models (Mehrab and Rheea
2006; Omarini 2014). Although opportunities such as a global presence come from these changes in the
industry, costs such as revenues reduction are resulting in high cost reduction and product efficiency
pressures (Mehrab and Rheea 2006). For the “European banks to reduce their cost-to-income ratio by 5%
would need to reduce the aggregate cost base by 7,4%" (Omarini 2014).

While pursuing the necessary adaptations, retail banks essentially operate under a hybrid market- and
bank-oriented strategy (Buil, Chernatony and Wallace 2013; Omarini 2014). The distribution models, the
practice of multi-banking by customers, cooperation in the sector and customer price sensitivity are taken
into consideration (Omarini 2014). Although it is getting difficult to differentiate among the market
competition, it is the customers' overall experience provided by the banks that differentiate them. To
become “closer” to the customers and provide them with a unique and customized service, retail banks are
pursuing different initiatives: 1) operate as a financial conglomerate in areas like insurance and asset
management; 2) use alternative channels like on-line banking; 3) renovate the management and
information systems; 4) align price with the business strategy and communicate it transparently; 5)

outsource different capabilities (Daniel and Storey 1997).
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