Consuner Loyalty & Petrol Retail in India

For the petroleumretail sector in India, recent years have seen
fundanental changes in the way business is being done. The sector
has noved away from bei ng governnent-controlled, a nove that has
brought new | evel s of conpetitive threat and custoner focus. Wth
t he goi ng having gotten tough, the smarter players have caught on
early that the best way to do business is to lock customers into
a habit they can’t break. Loyalty prograns are '‘in’ with each of
the big players wooing wallet shares with loyalty card prograns.

Thi s paper outlines the growh of |oyalty programs in the
petroleumretail sector in India, focusing on the evol ution of

t he pioneering ‘PetroBonus’ program the first and largest in
India, which virtually created the market for loyalty prograns in
t he sector.

The | ndi an Petrol eum Sect or

Three conmpanies — Indian Gl Corp. Ltd. (I1OCL), Bharat Petrol eum
Corp. Ltd. (BPCL), and Hi ndustan Petrol eum Corp. Ltd. (HPCL)

dom nate the petroleumretail sector in India with about 93%

mar ket share between them These players cater to a market of
about 40 million vehicles (approx. 77%two wheelers, 13%cars in
2002) on Indian roads with a retail network of over 15,000

outl ets across the country.
Until 1999, the Indian oil and

Wth the deregulation of the gas sector was state control | ed
sector in 1999, and the ongoing under an Adni nistered Pricing
process of divestnent of the Mechani sm (APM that controlled
government stake in the the production pattern, capita
busi ness, the sector has seen expendi ture, and pricing of
itself exposed to new market petrol eum products. Al the
forces. The conpetitive threat conpani es were state owned and

private investnent in the
sector was not all owed.
Reacting to the grow ng need

is bigger. Wth private players
entering the fray, the pricing

is increasingly market driven for boosting donestic
and consuners are demandi ng production levels, the Indian
nor e. governnent has been steadily

Significantly, the existing deregul silng the Seeien, @8

pl ayers have recogni zed the need

for themto quickly evolve to be marketing driven, service driven
and, ultimately, relationship driven and have condensed decades
of evolution into a three- to four-year tine frane. It has been a
leap fromthe Neolithic to Neo and many of the intervening stages
have been neatly bypassed.
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The Changi ng Retail Experience- Prelude to Loyalty

The changing retail experience and .

the rise of loyalty programs have \é\ﬁijkoll’lgt LG getirgl et ggdtag
seen parallel devel opment in the buyi ng fuel, buy groceries,

I ndian context. coffee and snacks, ice cream
The retail experience, until medi ci nes, send a courier,
recently, was bare bones, with the aCCﬁSStthe H er ”e;‘(' drg?"’”
gas station being nothing nore than o ot 2hy g/lcg}ale o
a place to tank up, and cash the gayd and rm%/e s
preferred paynment node. |In recent ’

ti mes, however, the outlets have On the highways, the punps
seen a conplete facelift, with new a_reht hethome-away-from horre
mul ti-fuel dispensers, better with a Dhaba (a restaurant),

| odgi ng arrangenents for

trai ned attendants, and service TR E S B s Gen. s EwEn

el ements. The product offering has
wi dened to include bl ended fuels, branded fuels, high-octane
fuels, lubes, groceries and nore. The outlet itself is expanding
to include grocery stores, cafes, bank ATMs, internet Kkiosks,
etc., giving the custoner nore reasons to spend tinme and noney at
a location that offers nore than just fuel. Credit cards, debit
cards and loyalty cards are al so wi dely accepted.

The outcone of these changes is that the urban consumer is
getting used to a radically different experience at the petrol
punp that is translating into higher service expectation.
Consuners are being given reasons to build preference anong the
three conpanies (1 OCL, BPCL and HPCL) and their brands. As
consumers have begun to express their preferences, the conpanies
have entered an inevitable battle for business through

rel ati onshi p-building initiatives,

including |loyalty prograns.

A Good Start Petro CardH&

The pioneer was BPCL with its

‘smart card’ - based PetroBonus program
| aunched in Septenber 1999. Wen
devel opi ng the program BPCL had no

significant [ocal exanples to go by, The PetroBonus program
except the frequent flyer prograns requi red nmenbers to
being run by the airlines. Gven the prel oad cash onto

hi gh investnents to be nade in program their smartcard, thus
desi gn, systens, branding, marketing, al | owi ng cashl ess

PCS upgrades, etc., the risks were transactions.

consi derabl e, but BPCL did not grafgzg‘:t :)iogtssalt bot
introduce the |oyalty program uni - ol o bg AT o)
di mensi onal l'y. rewards from a

BPCL partnered with DIREM a loyalty cat al ogue. The program

mar keti ng consultant, to focus on had no tiers.

| oyalty program devel opnent and

managenent, and sinmultaneously upgraded retail forecourts,
i ntroduced grocery stores (In&ut stores) and other outl et
facilities in a phased manner, together with a fuel purity
guarantee (Pure For Sure) and investnents in technol ogy.
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Pet roBonus was | aunched i n Septenber 1999 in Chennai and quickly
grew to becone the | argest card-based consumer loyalty programin
the country (outside the credit card industry), with a nmenber
base of about 1.2 million card-holders across 43 cities in August
2003.

A Bl ueprint For Success: The PetroBonus Story

The very fact that the fundanental proposition and working of
PetroBonus has required so little change is a testanent to the
nmeticul ous planning that went into it in the initial stages of
program devel opment. BPCL didn't just get a head start in

| aunching the programearly, but also built up every aspect of
| oyalty program managenent that continues to give it imrense
returns.

Capture and use of data is the fundanmental driver of loyalty
success, a principle that BPCL caught on to early. Data capture
of the profile and transactions of each nenber converted an
anonynous customer base to an increasingly ‘known’ nenber base, a
shift that opened up many doors over tine.

A year into the program BPCL initiated a nonthly anal ytics
publication for nonitoring programhealth and identifying
speci fi c canpai gn opportunities that could be nmined fromthe
menber dat abase. This publication prepared by the analytics

di vision of DI REM (the PetroBonus program rmanager) led to
numerous data driven canpai gns. For instance, BPCL started
segnenting nenbers by activity |level and created targeted

comuni cation and offers to activate nenbers, driving up revenues
within the existing nmenber base. Data analytics also identified
opportunities to change fueling patterns, |eading to canpai gns
that increased fueling on Sundays and during non-peak hours of
the day. A profiling exercise and a customer satisfaction survey
led to invaluable insights on the nenbers and the winkles in the
service that could be ironed out.

o In addition to the analytics driven

Pl et 4 (P

S ——— canpai gns was the luxury of the volune of

menber dat abase. BPCL coul d | aunch a new
product, a new fuel blend, a new facility at
its outlets, a new partnership, and reach
out to its best custoners in a targeted,
intelligent fashion. This was relationship
mar keting paying off in the best way
possi bl e, as the econom cs of going direct
i ; started to becone attractive in addition to
=== -~ the imense marketing benefits. For

ﬁf_ : . instance, when BPCL [aunched its high-

T, <0 -~ performance fuel ‘Speed in md 2002, it
could i medi ately make an offer to specific
segnments of PetroBonus nmenbers who fit the
Speed target audience profile, offering them
bonus PetroM Il es for fueling up with Speed.
The | uxury of having a database of nenbers,
an open channel to communicate with them and
an accepted and wi dely used program currency nechanismto reward
them proved an enornous advantage to BPCL in marketing many
products and servi ces.
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On the branding front, the strength was in three well-defined
brands that were built: the program brand “ PetroBonus,” the

card brand “ PetroCard”

and the programcurrency “ PetroMles.”

This gave BPCL the flexibility to extend the program the card

and the currency to strategic and tacti cal
activities as required. For instance, the PetroMIes

pronot i ona

partnershi ps or

currency also extends to BPCLs fleet card program SmartFl eet.
Pet roBonus al so offered a co-branded card for Ammay nemnbers.

BPCL al so focused on using new interactive nmedia to i nprove the

Pet r oBonus experience while inproving efficiencies.

BPCL created

a dedicated website for PetroBonus and used the web and e-mai
for surveys, online canpaigns, points statenments, rewards

catal ogues, etc., in a two-pronged strategy of e-nai
bui | di ng and wi deni ng of the online and e-nmai

dat abase
offering. Wth the

nobi | e boom SMS-based services are on the ri se.

The situation today is that PetroBonus has reached a critical
mass that gives it imense power, with the road ahead seeing
technol ogy and anal ytics playing an ever-greater role in

i ncreasi ng operational efficiencies and deepening the
relationship with the custonmers through interactivity and
flexibility. There are problens to be sorted out for sure and the

conpetition nipping BPCLs feet could well
being | eaner. This conpetition, as it turns out,

have an advantage in
is not just from

simlar loyalty programs by other petrol eum conpanies, but
equal ly fromthe emergence of co-branded prograns wth banks,
whi ch are shaping this quickly-maturing nmarket.

The Second Wave

For the other two players, |OCL and
HPCL, custoner |oyalty progranms did
not happen until nmid 2002. Both of
t hese compani es focused their
initial nmarketing efforts on
building their retail outlet brand
and services before | aunching a
range of card based progranms. Al so,
bot h conpani es t ook the co-branded
route, tying up with banks that
were also | ooking to launch their
petrol loyalty prograns.

The entry of the banks into this space brought about the next

wave of loyalty prograns, with a
fresh set of offers for the

customers. The credit and debit card
based progranms offered the customers

all the facilities of a regular
credit/ debit card in addition to a
host of specific services including
transaction fee waivers, surcharge
wai vers, insurance coverage,

di scounts, increased point earnings

opportunities, fuel for points, etc.

These prograns | everaged the w de
acceptance of the credit/debit card
as a paynent device and an

est abl i shed reader network. The
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The Fl eet Card phenonenon

A classic case denonstrating
t he power of data anal ytics
to drive strategic
initiatives is the launch of
India’s first fleet card
program Snartfl eet.

Anal ysi s of PetroBonus data
showed a segnment of nmenbers
wi th abnormally hi gh usage.
It turned out that this
segnent was that of fleet
owners who were givVving

Pet roBonus cards to their
truck drivers for fuelling

up.

After understanding their
di stinct needs of fleet
owners, BPCL desi gned and
| aunched the Smart Fl eet
proaramin earlv 2001. a



smartcard format found relatively few takers, with nost new
| aunches preferring to ride on the existing card reader network
of the magnetic strip-based credit/debit cards.

Two ot her devel oprments in basic programformts were the

i ntroduction of Fleet card and Network | oyalty prograns. On the
Fl eet card front, BPCL was again the pioneer, |aunching
Smart Fl eet in February 2001, followed by I OCLs PowerPlus in
January 2002. These programs gave fleet owners the option of
giving drivers pre-loaded cards which all owed better MS,
transaction tracking, and points earnings. Network |oyalty also
came into the picture when 1 CC | aunched a co-branded card with
MyShoppe, a network loyalty programw th a nunber of retail chain
affiliates.

The second wave gave the arena vitality as conpani es | aunched
prograns with fundanentally different formats, giving the
consuner an array of options to choose from At a tine where
evol utionary patterns seen in western nmarkets are getting
replicated in India but with a shortened tinmefrane, this is a
good indicator that one will see conpanies quickly |aunching
every possible structural variant and then heading towards a
period of maturity that gives thema chance to inprove

ef ficiencies and then reinvent thensel ves.

Careful Wth That Axe

Wiile all three major players in the petroleumretail sector have
at |l east three card-based loyalty programs up their sleeves, the
indicators are that it’s a bit of a winding road to maturity.
We're still in the “ |aunch every option” phase, and one can
expect a variety of new offerings that will strive to widen the
net to capture new prospects and focus on becom ng the “ second
card” in the pocket that slowy edges out the old card through
aggressi ve and i nnovative marketing.

The drivers that determ ne program success are al so changi ng. For
nmost of the players today, coverage is the key driver. The nore
cities and outlets they launch their programin, the larger their
nmenber base naturally grows. After coverage begins to hit a

pl ateau, data and analytics will take center stage as conpanies
plunge into the deep end of data mining for elusive insight to
drive their canpaigns. Technol ogy upgrades will feed the

efficiency and interactivity denmand. New partnerships will nove
towards nore ni che segnents that target lifestyle or special
interest groups. Finally, creativity and innovation will bring

the sizzle that gives the market vitality.

In the arge and conplex market that India is, direct and loyalty
mar keting can thrive in the nany opportunities present. The fast-
growi ng urban population is getting increasingly Wsterni zed, but
the diversity within the people remains an opportunity for mcro-
segnentation and targeted canpaigns to follow Petrol retail has

tasted blood with loyalty progranms, and the many miles to go are

sure to be marked by initiatives that make marketing history.

DI REM Mar keting Services Pvt Ltd, India
Sept enber 2003
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