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@nly when the questionsbecome more important than the answerswill the solutions
emerge.O

N Mystére, Cirque du Soleil

Ohe big secret to customer service: we answer the phone.O

N Graham Weston, Chairman, Rac kspac e

Olake care of youremployees, they willtake good care of your customersand that will take
care of business.O

N Toby Redshaw, Global Chief Infformation Officer, Aviva

OWord of mouth rules, everything else drools.O

N Ted Wright, Chief Executive Officer, Fizz

CKnow thyself. Aigure out what yourcompany isgood at. Figure out what your individual
employeesare good at.0

N Robert C. Wolcott, Co-founder of the Kellogg Inno vation Network

Summary prepared by:
Stephanie Wolcott

Content Director
KIN Global
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EXECUTIVE SUMMARY

Framing the Conversation

Ultimately, businessisabout serving the customer. Without customers, a business wouldn® exist.
But how welldo most of usreally know our customers? How often do we really connect with
them? How welldo we meet orexceed theirneeds? KIN delegatesconvened in LasVegasfrom
around the world to focuson thisessential topic.

THEMES

During the two days, we focused on employeesasmuch ascustomersand explored the
relationship between the two. We heard about waysto motivate and train employeesto deliver
the best customer experience possble. We spent a sesson looking in detailat one company that
hasachieved phenomenalsuccessand pulled themselvesout of commodity statusby providing
the best customer service in theirindustry. We also extended the role and relationship with
customersto look at them asactive participantsin product development and marketing.

KEY DIALOGUE INSIGHTSAND QUESTIONS

* Anhighlevelofemployee ownership often leadsto a high level of customer satisfaction.
How do you foster a sense of ownership in both employeesand customers?

* The entire customer experience isimportant, not just the point of sale. How can a
company exceed customer expectationscontinually?

* Youcan®be a cusomer-facing company unlessyou face the customer. But how do you
keep focused on yourcore customers, while keeping an eye on the periphery forradical
changes?

e To pullyourcompany out of commodity status, compete on service, not price.

* Fnd out what employeesare good at and assign them to rolesthat play to their
strengths. When hiring, look forthe best people, not oneswith specific skill sets.

e Askcustomersto be a more integral part of your business. Ask them to do more. It will gain
you loyalty and new productideas.

* How do these recommendationsapply to China/India and the developing world ?

* Are loyalty programsrelevant for b-to-b businesses?

Kellogg School of Management, Northwestern University Page 3 of 10



Customer Experience Innovation: B2C, B2B and Beyond
Kellogg Innovation Network (KIN) Dialogue
February 8-9, 2010

Kellogg Innovation
Network

Monday, February 8, 2010

Theme 1: Why Innovating Around the Customer Experience Matters
SESSON 1: THE OWNERSHIP QUOTIENT

Joe Wheeler
Executive Director, The Service Profit Chain Institute

Joe Wheeleropened the dialogue by looking at how to frame customersasowners. He began
by explaining the concept of customer ownership.

Fve Aspectsof Ownership:

Ownership Opportunity for Customer
Srategy that LeveragesValue Over Cost
Put Customersto Work

Engineer Ownership

Build Srong Adaptive Culture

abrwnRE

He then described the benefitsof cultivating a group of customerswho feel a sense of ownership
including the more obviousbenefitsof: customerloyalty and retention, related salesand referrals.
However, customerscan also become valuable participantsin R&D aswell.

How do you design service encountersthat engage cusomers?

* Getbad experiencesover with early

e Segmentthe pleasure and combine pain

*  Build cussomercommitment through choice
* Sickto rituals

* Fnish strong

SESSION 2: ENGINEERING DELIGHT AT HARRAH’S ENTERTAINMENT

David Norton
Chief Marketing Officer, Harrah @ Entertainment

Terry Byrnes
VP of Customer Satisfac tion, Harrah( Entertainment

With 90 million+ guests, 60,000 slot machines, 2,400 tablesand 40,000 hotel rooms, HarrahG
Entertainment hasbecome an expertin cussomer service on a massive scale. In thissession, two
senior Harrah® executiveswalked delegatesthrough what it takesto entertain and delight
Harrah@guests.

Norton detailed Harrah@& Total RewardsProgram, which isleading the industry, with 40 million

customers. They added tiersto the program: gold, platinum, diamond and seven stars. More
than 80%of their gaming revenue istracked to a Total Rewardscard, which providesHarrah®
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with an unprecedented amount of customerinformation. Thisworld-classbusinessintelligence
allowsHarrah®to shift from thinking to knowing.

Harrah®innovatesin part by preparing for potential future opportunities. Forinstance, if online
pokerbecomeslegal, Harrah@hasworked on preparing to provide thisservice and integrating it
into their Total Rewardsprogram. They have created a portfolio of optionsto be pro-active to
regulatory changes, both risksand opportunities.

Terry Byrnesdescribed the ingredientsof their Customer Satisfaction Assurance (CSA) ethos,
based upon two tenants: friendly/helpful staff and reduced wait time. Employeesare
encouraged to perform well by linking 25% of their bonusto their CSA composite score.

For Harrah®, Total Service means. The promise we make to cusstomersand to each other, to
exceed expectationsand outperform competitorsin customer care. Harrah®takes
measurement of customer satisfaction serioudy, gathering 8 milion data pointsperyear. With 1.2
million surveys sent out, customersresponded by returning 300,000 completed surveys. Harrah®
achieved the high response rate by entering respondersinto a sweepstakes. Harah®@viewed
both quantitative AND qualitative feedback asimportant, specifically the voice of customer
comments. Harrah@& sharescustomer commentsdirectly with employees, both good and bad.
Thissharing createsemotional connectionsforboth managersand employeesto customers.

SESSION 3: BREAKOUT TOURS AND WORK SESSIONS

Harrah® staff led a variety of breakout toursand work sessonsfor KIN delegates. The Conducting
Buzz Sessionstour entailed taking delegatesbehind-the-scenesto show what it takesto keep a
large staff focused, energized and informed. In thistour, delegatesexperienced ®uzzOsessons
with housekeeping and office staff that Harrah@holdsdaily to help employeesmake the
transition from home to work. Harrah@ sessonsincluded:

. Conducting Buzz Sessions

. Real Time CRM in Action

. Managing Lines

. Reward and Recognition

. Measuring Customer Delight!

!

Theme 2: Designing for Emotional Impact

SESSION 4: BEHIND-THE-SCENES AT MYSTERE

During a private audience with the people who manage, create and perform Myste re,
delegatesreceived an exceptionallook at a creative organization that defined a new

entertainment category and haspresented a financially successful show forover 17 years.

Only when the questionsbecome more important than the answerswill the solutionsemerge.
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Tuesday, February 9, 2010
Theme 3: ‘Engineering’ Customer Experience Innovation

SESSION 5: ETCs OF SERVICE: ENGINEERING PSYCHOLOGY INTO SERVICE ENCOUNTERS

Richard Chase
Professor, University of Southern California

The factorsthat contribute to a customer@perceived experiencelN The three Oisof a Service
EncounterN are Task BDJob to be done; Treatment BbCourtesy and friendliness, and Tangible b
Physical and sensory featuresof service environment. Fourfactorsthat shape psychological
experience or, the ETCSof service:

1. Emotions

2. Trust

3. Controland choice

4. Sequence and duration of events

1. Emotions:
Breaking down the emotional aspect of the service encounterinvolvesthe following:

1. Anticipate likely emotionsat different touch points.
a. Product/Prior history/Demographics
b. Current emotional state
c. Highsand lowsofthe encounterflow
2. Employtargeted response
a. Proactive response
b. Appropriate reaction (sympathy, apology, happiness, recovery action, etc)

Employeescan be trained to respond to various situations; forinstance, if a customer hasa
positive experience that wascaused by the employee, the employee should emphasze it.

Source of Outcome Positive Reaction Negative Reaction
You Emphasize Recovery
Not You Co-opt Sympathy

Prof. Chase discussed how to make a memory feel better afterthe event. Emotionsinfluence
what we rememberand that emotionsare stored separately from memory. Once a company
hasdetermined what emotion they want to engenderin customers, they can go about designing
a customer experience that elicitsthose feelings.

Examplesof Emotions:
Harrahs® Feeling of luck
Disney: Delight
McKinsey: trust

2. Trust:

Customersmust feel that employeesare not only competent, but thatthey can be trusted to act
in the best interest of the customers, even when customersare vulnerable. Some waysto do this
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are to provide evidence of experience and qualificationsof employees, provide testimonials
from other satisfied customersand adhere to social norms, such astaking a numbered ticket
when a line isimpractical. Also, employeesshould be motivated by incentivesto serve customers
well, providing employeeswith clearboundariesof empowerment and anticipate potential
problemsbefore they occur.

3. Controland Choice

Make it apparent that someone isin control. Thisputsthe customer at ease because they know
there isa processand thatit workswell. Ifitisappropriate, give a customerthe feeling that he or
she haschoices, but nottoo many.

4. S2quence Theory
The cycle of an encounterhasboth peaksand valleys.
- Create a distinct high
- Create a positive trend in the process
- Manage perceptionsof duration
- Manage bad news. Getthe bad newsout ofthe way. Avoid dread.

Casino Sudy:
To illustrate sequence theory, he gave the example of a casino and itscustomers.
- Jackpotsare peak events
- Customersreturn sooner aftera win
- Customersreturn sooner aftera jackpot
- Customerstake longer breaksduring theirsequenceswhen they are winning

At the end of the sesson, delegateswere asked to break into small groupsto discusshow the
ETCsrelate to theirown companiesand how they can integrate what waslearned. Among the
thoughtsshared included:

Polly Ainn, VP Global Marketing, BPN Non-userscategoriesare emerging in developing countries.
New usersmust be educated into the experience of that category. How do you create that first
time experience? If you give them a good experience, you have them locked into yourbrand.

Paul Epner, KIN Healthcare Industry Lead, KIN GlobalN Companiesneed to shorten the leaming
curve and look at how to help people through the entry points.

SESSION 6: ENGINEERING DELIGHT AT RACKSPACE HOSTING

Graham Weston
Chairman, Rac kspac e

Graham Weston, chairman of the world leaderin web hosting, Rackspace, walked KIN delegates
through what it takesto not only achieve, and maintain position at the top of theirindustry. He
focused on the fanatical support ethic that makesRackspace a world leader. To prove hispoint,
he asked a delegate to call Rackspace customer service live during the presentation, and a
customer service representative answered the phone almostimmediately. Rackspace doesnot
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have automatic answering software at all. They don@ need it. In fact, the more Rackspace
answersthe phone, the more customersfeel confident usng email instead.

A snapshot of Rackspace:
- 58,000 servers
- l1l5emailboxes
- 40%of Fortune 100 business
- 80,000 customers

Trust isbuilt with every single interaction. Although it isrisky to claim the best customer service,
because it isdifficult to own and prove it, cussomer service iswhat pulled Rackspace out of a
commodity enterprise. Do not look at yourcompany@product orservice asa commodity, even
if the market thinksitis. Forinstance, Robert C. Wolcott, Founder, KIN, gave the example of
Cemex, a company in one of the least innovative industries, cement. They become the most
innovative through customer service by asking the question: How do we make it easier forour
customersto do busnesswith us?

The opposite isthe denial of service model. Of we don® help you, we make more money.OC ut
costsby denying service isthe mindset of Rackspace®competition.

The employee culture at Rackspace isegalitarian and transparent. Everyone sitsin cube. All
employeesare consdered insders, in that the corporate booksare open. Young people in
particularexpect non-hierarchical management based on respect forcapabilities, not title. Also,
a sense of purpose isvery important to them. Young people want to feelthat theircompany
alignswith theirvalues. Rackspace reclaimed an old building and are re-gentrifying the
community, making Rackspace both environmentally and socially conscious. Although hosting is
a huge energy user, their server farmsare actually almost twice asefficient ashosting in-house,
because utilization rate ishigher.

SESSION 7: EMBEDDING THE CUSTOMER INTO THE ORGANIZATION —USING CUSTOMER
COMMUNITIES TO CHANGE YOUR COMPANY

Diane Hesson
CEO
Communispac e

Corporationsmust completely rethink their relationship with customers. The emergence of online
communitiesand social media hasreframed the linesof communication, and corporationswho
engage customersproactively can reap the benefits. Cussomerswant to contribute to the
successofa company without even getting paid forit. They wantto be heard.

Trends:
- Yourcustomer experience isnow online too.
- Customersare involved, even if you don®ask them
- Listening isfundamental to getting the customer experience right
- Listening can be a differentiating experience in itself
- Online advertising issaturated, betterto build a community
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Shwab, forinstance, pro-actively engagestheircustomersin the research and development
process. They recruited 400 GenXersand, asa result of theirinput, created a High-Yield Checking
Account product. 65,000 high-yield checking accountshave been issued. Thisisan example of
crowd-sourcing, co-creation, open innovation ormany othernames. Another example given
wasKraft@launch of a consumer channelin 2004. Kraft had declared that it wasdedicated to
health and wellnessand needed to prove it. They invited momsto become membersand based
on feedback, created the 100-calorie pack line of productsN a whole new category at Kraft.

CDWisa b-to-b example. In creating an online community for CDW, Hesson discovered that a
key to great customer service wasforeach customer to have theirown rep.

Rulesfor Consumer Engagement:

- Curiosty

- Continuity

- Creativity (journals, mystery shop, respond, not just surveys, take photosorvideo of things)
- Circling back (about what we did with the info)

- Online and offline

- Transparency

Theme 4: Telling the Story

SESSION 8: WORD OF MOUTH MARKETING

Ted Wright
CEO
FHzz

With the average American exposed to over 6,800 commercial messagesa day, how doesa

company getitsmessage out? Ted Wright positsthat the channel of choice isword of mouth,
citing a study that found 92%respondentslist word of mouth asbest source for productideas.
OWNord of mouth rules, everything else drools.O

76%o0f Americanstalk about atleast 1 brand every day. 15%of every conversation in America
includessomething about a product or service.

Wright walked delegatesthrough a successful Word of Mouth (WOM) campaign, starting with
asking WGAF?N Or, OWho givesa fig?CN and then applying the IRA Test: isthe product or service:
interesting, relevant and authentic?

In placeslike China and India, brand hasto start ssomewhere. Can brand start with WOM first?
China and India have not had 35 yearsof ubiquitous marketing, so billboards, radio and TV till
work. However, in a case where the government controlsthe media such asthe Mayor of Beijing
removing billboardsduring the Olympics, WOM can be used to get the word outN you can®
keep WOM down.

WOM startsslow, but then takesoff. Broadcast startsstrong, but endsthe moment you stop media
spots.
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Recipe for WOM SQuccess

Identify leadership group orconversation catalysts
Fnd the talkers

Give them something to talk about

Create the toolsto get the movement started
Allow people to join the movement

Measure the results

oghswWNE

Wright gave a riveting example of a highly successful WOM campaign he conducted forthe
American Dairy Association to encourage the consumption of chocolate milk. He and histeam
found an academic study claiming that chocolate milk wasthe best drinkto consume aftera
workout. He set middle school kidsasthe target market and focused on connecting with high
schoolcoaches. Coachesare people high school studentsrespect and high school studentsare
respected by middle school students. Football coachesare the top of the coach group and so
they were targeted first. Of course, where football playersgo, cheerleadersfollow, and then
everyone else followscheerleaders. Thiscampaign resulted in a 500%increase in sales, a story on
ESPN by Lou Holtsand continuesto be commented on in the media.

REFLECTIONS FROM THE 2-DAY DIALOGUE

KIN delegatesworked in small, leader-facilitated groupsto reflect upon what resonated and how
what they learned could inform both theircompany strategy and also theirindividual goals. Key
learningswere:

.‘K

Your customer experience isnow online aswell.

Look foropportunitiesto celebrate customers, not just serve.

There isno such thing asmature markets, only mature marketers.
Neverunderestimate the powerof n+1

Fnd what worksin one location and cascade it around the company.
The way we listen to customersisallwrong. We need social networksto gain feedback.
To walk in someone®shoes, you need to take your own off first.

Identify a smple, focused strategy and behaviorsthat reinforce it.

Pick the best people and then play to their strengths.

Sart with employeesN Layer 8 issues.

Listening in itself can be a way to strengthen relationshipswith customers
Change incentivesbased upon desired outcome.

The customer relationship isabout much more than the point of sale.

KK KKK KKK KKK K

Open questionsincluded:

¥ How do you define flexibility vs. control for both employeesand customers?

¥ How do you cultivate a culture of experimentation within corporations? Smple in theory
but difficult in execution.

How do you apply what weQre learned to the public sector?

Isthere a structural limit of oo big to serve(

How do you maintain culture during M&A

Doesa 1-5 scale capture the cussomer@ experience?

What are the big implicationsof Facebook?

What isthe future of digital interaction?

KK KKK K
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