
1

The Image Cascade
Tapping into the image processing benefits
stream, early and often

A White Paper By J. D. “Denny” Carreker and Joe M. Rowell
w w w . c a r r e k e r . c o m | ©  C a r r e k e r  C o r p o r a t i o n  2 0 0 2



THE IMAGE CASCADE
TAPPING INTO THE IMAGE PROCESSING BENEFITS STREAM,

EARLY AND OFTEN

By J. D. "Denny" Carreker and Joe M. Rowell

The banking industry is urgently seeking to compensate for an imminent and
potentially significant loss of revenue as payment electronification unfolds.  Banks
are obliged to continue supporting the paper payments system even while they build
electronic counterparts. Bank customers are accustomed to paying for paper
payments, but often reluctant to pay for electronic replacement services.

The end-game is for banks to profitably support a "blended" payment model of all the
types of payments customers choose. "We do not want to focus on individual
payment types," says Denis O'Leary, executive vice president of J.P. Morgan Chase.
"We want to focus at the account level – on the customer – supporting all types of
payments seamlessly."

This paper describes the exploding case for image and how it serves as a front-
running technology for bridging the transition from paper payments to blended
payments.  Carreker's CEO and Technology President explain how image archiving
serves as the "fountainhead" application for a veritable cascade of other image
processing applications – each increasing banks' return on their image investment.
The bulk of the large banks already invested in image processing use Carreker
Corporation's image archive technology.

This "image cascade" represents about a $400 million business for providers like
Carreker, whose archive technology already dominates the market – and vastly more
for banks, as the case history examples in this paper indicate.

In just a few fast months, in a series of stunning advances, image processing technology has
landed front and center on the banking technology stage.

In the first half of 2002 alone, bank after bank and vendor after vendor announced large-
dollar commitments to the technology and its promise.  Each tells a slightly different but
energetic story about an image installation or agreement designed to exploit the vast
potential of this long-respected but underutilized technology.

For the banking industry, the image momentum surge represents an urgent and fairly
concerted effort to get its payments house in order – to shore up revenues jeopardized by
the shift from paper to electronic payments.

For the individual banks involved, it represents a groundswell of recognition that image
brings both revenue and expense benefits.

And for Carreker Corporation, the conspicuous build-up of image successes affirms the
company's image innovation and leadership and validates its year-old acquisition of
Check Solutions, a premier provider of a lengthy line of image-enabling and image-
leveraging solutions.
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A LONG INCUBATION
"Image is everything," tennis phenom Andre Agassi boasted at the beginning of his career,
to the dismay of the sport's more staid veterans.  It took him years to get it right – to earn his
current image as one of the most deserving and productive winners on the tour.

Over almost that same period, banking's "image is everything" enthusiasts traveled much the
same road.  Back in the early 1990s, before the Internet blossomed, image technology was
one of the hottest technologies going.

"Image Processing to Slash Back-Office Costs," read the typical trade headline of the day.
"Bank CIOs Add Image to Top IT Priorities," the surveys reported.

The appeal was instant and compelling.  Not only were paper volumes flooding banks and
their customers, but as large banks consolidated to form huge banks, the sheer logistics of
moving paper from place to place, storing it, retrieving it, keying in its data, and perhaps
keying it in all over again – coupled with extreme pressure for speed and accuracy –
threatened to turn banks into reluctant but accomplished paper handlers.

But the rollout of image lagged the appeal.  As with most technologies in their early days, the
ante was high. Image was tough to justify purely on the first application required, and
secondary applications with incremental benefit were yet to come.  

Some banks pulled back after getting burned by early investments that did not pay off as
quickly as expected.  Others took their image bets off the table when the Internet came along;
they gambled on online ventures instead.  With little constituency pressure, regulatory and
legislative initiatives moved lethargically through the traps that hindered electronification of
payments.

Image did gain a good footing among devout believers and early adopters who produced
some sturdy case studies, but by and large, it remained a technology heavy on potential, light
on proof.

Today the tide has turned, as evidenced by a mounting wave of image commitments by
leading players.  A number of large banks and their providers are placing solid, safe bets on
image applications that can, in the words of John Quinn, Bank of America's transaction
services executive, "enhance our payment business by using image to meet our customers'
expectations for value-added services and information."  Quinn is just one of the leading
proponents of image processing who see its best justification, not just in cutting costs, but in
boosting revenues by giving customers more reasons to do more business with their banks.

GATHERING MOMENTUM
The anecdotal evidence of today's image breakthrough is a cascade of its own.  To cite just
a few of those that have recently announced their use of Carreker applications:

Bank of America completed the successful overnight capture, image, posting, and
archiving of millions of checks in one of their processing centers.  Considering that Bank
of America is one of the country's largest check processors, and that the bank's number
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one customer service request has been for copies of canceled checks that can now be
satisfied with images instead, the cost implications of this single event are significant.

Bank of America also announced its rollout of a different application of image technology,
one that recognizes handwritten amounts on checks and compares them to the amounts
mechanically encoded on the check, preventing errors from reaching the bank's
customers.

Wachovia told of its successful beta of an image-
based system for managing "adjustments" – the
costly, manual intervention, tracking, and
resolution steps it takes to fix routine processing
errors.  In the category of "workflow" solutions,
this use of image has vast potential for shifting
FTE concentration out of cost centers and into
revenue centers.

Four payments-savvy banks – U.S. Bancorp,
SunTrust Banks, HSBC Bank USA, and Zions
Bancorp – signed up with Viewpointe Archive
Services, the image archive entity originally
formed by Bank of America, JPMorgan Chase,
and IBM.  With the new agreements, Viewpointe
now has 40 percent of U.S. check volumes under
contract.

In one of the most penetrating developments, the Federal Reserve System rolled out its
new image services, already used by Wells Fargo and Bank One among others.  For the
great majority of banks (small banks long reliant on the Fed for payment-related services),
this new service is a giant step toward enabling widespread image exchange and the
grander goal of removing paper from the system at the earliest possible point.

Symcor, Canada's leading processor of financial transactions, founded by three of
Canada's top banks, announced it is deploying a large suite of image applications,
including capture, statements, and archive storage and retrieval.

Besides those "Carreker Inside" deployments, Union Bank, Zions, First Hawaiian, and
Wescorp announced they are exchanging check images.  Bank One went on record with
online check images to be available in third quarter 2002.  Wachovia announced it is already
doing so – and extending its image services to former First Union customers as well.
Synovus is installing image technology to improve operations as well as service.  

And all along, even before this latest momentum-gathering among large banks, many smaller
banks had long accustomed their customers to image-based services that many large banks
are just now gearing up to provide.
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"Carreker Inside"

Where is Carreker's image archive
technology, the fountainhead
application for the image cascade?

Viewpointe Archive Services
JP Morgan Chase
Bank of America
US Bank
SunTrust
HSBC
Zions
First Tennessee

Federal Reserve System
16 other financial institutions

Symcor 
The transaction outsourcer founded
by three large Canadian banks:
Royal Bank of Canada, Toronto-
Dominion, and Bank of Montreal

40% of
US check
volumes



IMAGE MILESTONES
What changed? 

Deployment changed. Capture technology (the scanning of the data) came first, while
archiving technology (the filing of the electronic image in easily retrievable ways) was slow
to follow.  As a result, sometimes images were captured and used for a particular purpose,
but then discarded.  If a new need arose for the image to be used again, it was sent through
the capture process again.  Not an easy way to build a business case for efficiency.

Now, as archiving technology has matured, along with bankers' vision for the vast
applications of a single captured image, the business case for image capture, archiving, and
subsequent applications has snowballed.  In a business where items are counted in the
billions, Accenture estimates the value of an archived transit item image – that is, the cost
saved by not having to capture it again – at 2.5 cents.  Viewpointe alone has more than 10
billion imaged items in its archive already – a powerful case for image exchange among
banks with large volumes already archived. 

The archive is the table stakes.  Once images are archived, they can be put to use in almost
unlimited ways, often by multiple banks.  That one single change is the fountainhead of the
image cascade for many current and future image applications.

Customers changed, their expectations heightened by familiarity with the Internet and the
electronification unfolding in all parts of their lives.  For corporate customers focused on
stamping out paper-based inefficiencies across the enterprise, paper payments loomed large
as a codified process ripe for electronification (although corporations are unlikely to entirely
renounce checks any time soon).  For consumers, waiting several days for a piece of paper
or even making phone calls about it increasingly seemed like an outmoded way of doing
business.

The rules changed. Step by step, through regulatory changes and new legislation, the legal
obstacles to treating images as equivalent to the paper they replace are diminishing.  Thanks
to the dedicated efforts of a number of entities and individuals, many with vested interests but
all with a vision for a payment system able to meet 21st century expectations, the rules will
increasingly favor the blended payment model.

The banking industry itself changed. Running out of steam on their ability to optimize
expenses further, facing up to the difficulty of growing wisely through acquisition, and faltering
badly on generating new revenue from the existing customer base, bank executives were
searching for a growth strategy.   

Into that vacuum emerged new research about payments and large banks, including the fact
that payments amount to a $200 billion business, and the top 30 bank holding companies
depend on payments-related revenue for 40 percent or more – up to 75 percent in some
cases – of their operating revenue.  They learned this at the same time that new payment-
system players, intent on exploiting e-commerce revenue opportunities, moved into the
payments arena.  They began cherry-picking banks' lucrative payment customers and
information services but leaving the banks with the high costs of processing paper payments.
Their assumption:  that banks would fail to leverage their biggest advantage in this battle –
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their unique, legislated advantage in settling payments, offering blended payment services,
and then leveraging the resulting information for rich rewards.

Electronification – in this case, the electronic exchange of images between banks – got an
extra boost when the nation's check transportation system ground to a halt for days after
September 11, 2001.  Exposed as vulnerable, inefficient, and even backward, the system
begged change.  

In the wake of these trends, a new sense of purpose appears to have invigorated all
parties.  Electronification of payments has become a common goal, and image processing is
caught up in the groundswell.  Banks, vendors like Carreker, regulators, legislators, and
industry associations are coming together to work out the remaining obstacles to image.  The
main players – the banks themselves – have a newly articulated resolve:  to retain and
expand their payments franchise and revenue.  For many, that has meant a swift acceleration
of their image plans.

"It is ours to use or lose," says Bill Chenevich, vice chairman of U.S. Bancorp, referring to the
banking industry's massive stake in payments.  "All along, it has been banks' stewardship
that kept the payment system safe, sound, and responsive to customer needs.  Now that
technology advances have morphed payments into a high-value information business, we
have more incentive than ever to maintain our leadership role."

CASCADING IMAGE'S BENEFITS
Along with that new resolve, however, came a new obligation:  to truly understand the specific
set of benefits each image application can provide.  Banks have, after all, been punished in
the stock market for some of their technology ventures:  those that were untested, or required
vast commitments before even the meagerest results could be documented, or were lapped
up by customers unwilling to pay for them.  Getting it right with image is bound to be
rewarded in the market; getting it wrong will have the opposite effect.

Profound differences separate how most banks can and should prioritize their investments in
image.  Bank strategy is a key differentiator.  The ability to provide images to other banks
would mean little to a large trust bank, but to a major correspondent bank, it could be a
definitive, make-or-break service.  

Competitive pressures matter.  Already, service capabilities diverge widely from bank to bank.
The fact that one bank can give an anxious customer online (or email) access to a copy of
his IRS check, while another bank needs a few days and snail-mail, is the kind of advantage
the first bank is pleased to point out to prospective customers.

It is with these market conditions in mind that Carreker has built its image business on three
pillars:  1) a strategic image consulting practice that helps clients arrive at an objective set of
decisions about their migration to image, 2) business cases:  the proven, repeatable,
documented, beta-tested, client-attested case histories that quantify the full range of costs
and benefits for each of the company's image solutions, and 3) a full commitment to expand
the number of image-leveraging applications and their respective business cases.
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The benefits of the image cascade are largely cumulative, but the optimal return rests heavily
on several criteria:

The sequence of deployment – For example, is the bank archiving images captured for
one function so that they can be used by another function for another customer's benefit,
or is archiving down the road?

The ability to integrate – Does the bank's image archive "talk to" its image delivery
applications and to its imaged fraud applications so that costly time and labor are not
wasted in delivering vital information to customers or in catching up with crooks?

The customer segments affected – Is the bank targeting the customers who research says
are most likely to want image access and most willing to pay for it, rather than those for
whom image matters little and new fees are onerous?  

Relationships with others players in the image space – If the bank enters into an image
exchange agreement with one bank, which are the other banks whose participation would
contribute most to the value of the exchange?

There is no single right strategy for all banks, but understanding these criteria can help each
bank arrive at the best set of decisions.  How that happens – how real banks achieve real
image benefits in the form of customer satisfaction, fraud and expense reduction, and
revenue opportunity – is best explained in a few examples.

CASE HISTORY EXAMPLES

Customer Satisfaction The character-recognition technology used by Bank of America
mentioned above is one of Carreker's latest innovations, and its business case, rich in
customer-impact benefits, is typical of the newer value-added solutions.

Called AEV (for Amount Encoding Verification), it looks at a bank's checks before they are
posted to its customer accounts and after they have been mechanically encoded elsewhere
with a dollar amount, checking to see if the encoded amounts match the amounts they were
indeed written for.  For suspected mismatches, AEV kicks off a process for verifying and
resolving the mismatch.

Consider the benefits:  Customers don't end up with mistakes in their accounts.  They don't
have to call customer service to complain and get the problem fixed.  The bank doesn't have
to assign individuals to resolve the problem.  Customers don't pack up and leave the bank;
staying, they represent additional revenue potential.

For a large bank, where the number of encoding errors could reach beyond a hundred
thousand, the bank's benefit from AEV is calculated in the millions of dollars annually; for
banks of any size, payback comes in less than a year.  About three-quarters of the impact
occurs in hard-dollar savings in fix-it functions like the call center, research, and adjustments.
The balance is in "soft" categories of customer retention and potential expansion.  In an
industry increasingly bent on reversing years of customer dissatisfaction, such "soft" benefits
take on a hard, strategic quality.  
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For mid-sized banks where volumes are smaller, errors are fewer, and customers possibly
less likely to bolt, the benefit would be proportionately less but still significant – perhaps in
the half-a-million to a million-dollar range.  

Fraud Reduction One of the worst-kept secrets in the payment world is the rising incidence
and cost of check fraud, estimated at $12-16 billion a year.  One of the largest categories
within that massive drain on the profits of banks and their customers is fraudulent alteration
of the payee name (crooks taking legitimate checks and re-making them out to themselves)
with the median loss from such incidents a staggering $306,000, according to the American
Bankers Association.

Looking to protect its customers and the bank, Mellon Bank recently pioneered another
Carreker innovation in image-based technology that attacks this type of fraud.  Called PNV
(for Payee Name Verification), the application "reads" the payee lines on checks being
processed, comparing them to a file already submitted by the bank's customer of the right
checks to be paid by the bank.  PNV flags any suspected alterations and kicks off a process
of manual review and a pay/no pay decision.

A bank's business case for PNV is fairly straightforward.  Corporate customers, after all,
absorb most of the losses from this type of fraud.  As it rises, they are increasingly willing to
pay to prevent their accounts from being drained by such incidents.  Bearing in mind the
median loss from such an incident (the ABA's $306,000), such a system can justify itself very
rapidly – in 12 to 18 months.  Until such systems become commonplace, pioneers like Mellon
have an attractive competitive edge among their corporate customers.  Even after, the
systems will continue to make the payment system safer for all legitimate participants.

Revenue Opportunity Another way some banks are choosing to tap into the image benefits
stream is by helping their customers catch bad checks as early as possible, to avoid repeat
losses.  Union Planters Bank, for example, uses a Carreker image application that captures
images of checks that bounce back from other banks where the check writers are discovered
to have insufficient funds or other inability to pay.  If, for example, a Union Planters corporate
customer accepts a large but ultimately unpayable check for a shipment of cars, under
traditional processing the customer might not learn of the bad check for a couple of weeks
and might well accept other checks from the same check writer in the meantime.  With image,
the Union Planters customer can learn within minutes via an emailed image and begin taking
protective steps immediately.

For many banks that wish to tap into the high-value applications of image first before taking
the full image-enablement plunge, this client-server-based application is an easy decision.
They don't need to capture and archive all of their checks for this service – just those that
bounce back (perhaps a fraction of a percent, but a costly fraction).  The cost advantage of
handling an image rather than handling and rehandling a paper item throughout the process
is significant – a 30-50 percent save in most cases calculated to date, which for a large bank
might amount to five or ten operators.

The customer benefits are obvious – it takes only a handful of losses avoided to justify the
service.   Customers don't need to pay for image return on all items – they can specify a dollar
threshold to ensure they are paying only for high-value.
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Image processing plays straight into banks' commitment to bring greater value to their
customers.  When SunTrust CIO Robert Whitehead announced his bank's image
commitment, he emphasized that it was more than an efficiency move, noting, "Our
marketing and business line people are excited about the opportunities."

The case for banks to embark on image processing has never been stronger, as the
lengthening list of image-leveraging successes shows.  Now that banks can tap into the
image benefits stream at virtually any point with full confidence of justifying each incremental
step, they face a new set of challenges: Finding best-of-class solutions for each step.
Optimizing the sequence of each step.  Modeling the cost/benefit based on a database of
metrics.  Integrating the various applications smoothly so that they can "talk to each other"
without costly or time-consuming layers of interface.

Banks have a window of opportunity here to turn their role as the nation's paper payments
backbone from what has become something of a curse (if a once lucrative curse) into a
strategic blessing.  After all, only banks can offer seamless, secure access to customer
accounts for all types of payments. Only banks have this fundamental advantage for
participating richly in the coming electronic commerce marketplace.  Increasingly, what will
separate the successful large banks from the others will be how rapidly and well they convert
their former payment advantages into advantages that will count in the future.

For more information about Carreker's cascade of image solutions,
contact dcarreker@carreker.com, 972-851-1164,

or jrowell@carreker.com, 901-252-2535
or visit www.carreker.com.
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