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About The Sales Management Association

The Sales Management Association is a global professional
association focused on sales management’s unique business and
career issues.  The Sales Management Association fosters a
community of interest among sales force effectiveness thought
leaders, consultants, academics, and sales management practitioners
across many industries.

Through training workshops, online resources, and research materials,
The Sales Management Association addresses the management
issues of greatest concern to practicing sales managers. The Sales
Management Association’s focus areas include management
leadership, sales force performance coaching, sales planning, sales
process management, enabling technologies, incentive compensation,
and sales force support.

Note to Members

This document has been prepared by The Sales Management Association for
the exclusive use of its members. It contains valuable proprietary information
belonging to The Sales Management Association, and each member should not
disclose it to third parties. In the event that you are unwilling to assume this
confidentiality obligation, please return this document and all copies in your
possession promptly to The Sales Management Association.

The Sales Management Association has worked to ensure the accuracy of the
information it provides to its members. This report relies upon data obtained
from many sources, however, and The Sales Management Association is not
engaged in rendering legal, accounting, or other professional services. Its
reports should not be construed as professional advice on any particular set of
facts or circumstances. Members requiring such services are advised to consult
an appropriate professional. Neither The Sales Management Association nor
its programs are responsible for any claims or losses that may arise from a) any
errors or omissions in their reports, whether caused by The Sales Management
Association or its sources, or b) reliance upon any recommendation made by
The Sales Management Association.

Descriptions or viewpoints contained herein regarding organizations profiled in

this material do not necessarily reflect the policies or viewpoints of those
organizations.
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Shlumberger Oilfield Services
Key Account Profiling as a Strategy
Development Tool

For large sales organizations, account profiling
is an essential sales force planning activity.
Account profiles offer a summary view of
customers’ (or prospects’) characteristics and
key issues, often providing the single most
important sales force-to-management
communication tool for customer issues.

Like many firms that employ account profiles,
Schlumberger Oilfield Services, a US$25 billion
oilfield technology services and solutions firm,
recognized a limitation in their profiling
methodology: it focused on financial metrics
that often provided little insight into the quality
of the customer relationship.

This paper describes the Schlumberger's
Account Relationship Profiling tool, an account
planning platform that provided Schlumberger
management  with  improved  customer
intelligence and enhanced account strategy for
Schlumberger’s account teams.

THE
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SCHLUMBERGER OILFIELD SERVICES

Schlumberger is the world’s leading oilfield services company supplying technology, information
solutions and integrated project management that optimize reservoir performance for customers
working in the oil and gas industry. The company employs more than 80,000 people of over 140
nationalities working in approximately 8o countries. Schlumberger supplies a wide range of products
and services from seismic acquisition and processing; formation evaluation; well testing and directional
drilling to well cementing and stimulation; artificial lift and well completions; and consulting, software,
and information management. In 2007, Schlumberger revenue was $23.28 billion

Schlumberger manages its business through 28 GeoMarket regions, which are grouped into four
geographic areas: North America, Latin America, Europe, CIS & Africa and Middle East & Asia. The
GeoMarket structure offers customers a single point of contact at the local level for field operations and
brings together geographically focused teams to meet local needs and deliver customized solutions.
Working together with the company's technology segments, the GeoMarkets provide a powerful
conduit through which information and know-how flow to the customers, and through which
Schlumberger engineers and geoscientists maximize technological synergies over the entire life of the
field.

VALUE OF ACCOUNT PROFILING

Account profiles support multiple marketing and sales objectives for Schlumberger, as they do for most
firms. These include:

e Improved segmentation: Account profiles are an important input for customer and market
segmentation decisions.

e Resource allocation decision support: Resource allocation decisions, especially quarter-to-
quarter (short term), market-specific decisions, often hinge upon customer-specific
developments.

e Solution development: Schlumberger's complex selling environment frequently calls for
customized offerings. Account profiles provide a basis for communicating customers’ needs
across a diverse set of stakeholders who must collaborate on solution development.

e Sales and account strategy: Account profiles often form the basis of account strategy
development.

e “At-a-glance” customer information for management and diverse customer teams.

Schlumberger’s previous account profiling efforts involved assembling those account characteristics
that were objectively identifiable and easily verifiable; for example: customer revenue and profitability,
Schlumberger’s product/service offering to the customer, the customer’s organization, etc. Missing
from the profile were reliable indicators of more subjective customer characteristics: customers’
interest in partnering with Schlumberger, or customers’ pricing sensitivity, for example. Understanding
these relationship-centered account characteristics, Schlumberger management believes, is most
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crucial to developing effective account strategy and future success. As one put it: "“What matters most
is not who you know, but how you are known to them.”

SCHLUMBERGER'S ACCOUNT PROFILING TOOL

Account Profile Parameters ~ Performance Indicators

Contract Profitability Market
Model Share

Level 1 Relationship Strategic Results Good Majority
Level 2 FD Value PS Prag Good  Collaborative  Performance  Average Split
Level 3 Price Standard Cost Plus Poor Low

Account
Account 1 Value PS Prag Collaborative ost Plus Majority

Account 2 FC Price Vendor Con Weak  Standard Cost Plus Poor Majority
Account 3 FD Price PS Prag Good  Standard Cost Plus Poor Majority
Account 4 BD Relationship SH Vis Good  Strategic Cost Plus Good Low
Account 5 BD Relationship SH Vis Strong  Strategic Results Good Majority
Account 6 FD Price Vendor Vis Strong  Collaborative = Cost Plus Average Split
Account 7 FD Price Vendor Con Weak  Standard Cost Plus Average Majority

Parameter Position Sensitivity SLB role TAP

Figure 1: Sample Profiling Scorecard used by Schlumberger Oilfield Services

Schlumberger’s account profiles organize information within two areas: Account Performance
Indicators, and Relationship Profile Parameters.

Relationship Profile Parameters:
e Account's perception of Schlumberger value
Pricing sensitivity of the account
The Schlumberger role in the account
Account's technology adoption profile
Account's technical abilities to use Schlumberger services and products
Account's willingness to form external partnerships and share value.

Account Performance Indicators:
e Current business and contract models used
e Level of profitability for Schlumberger
e Schlumberger market share.

These profile areas are used to determine Schlumberger’s relationship strength with the account, much
like a balance sheet is used to determine a company’s financial strength. The account relationship
profile provides a snapshot of the current state of the account that can be used as a basis for building a
vision or target for that account over a given period of time.
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RELATIONSHIP PROFILE PARAMETERS

Perception of Schlumberger Value

Schlumberger wants to know why its customer purchases Schlumberger products or services and how
the customer perceives the value delivered. Adapting Michael Porter’s model for corporate marketing
strategy, Schlumberger developed three basic descriptions of a high-level value proposition customers
associate with the Schlumberger.

Broad differentiation. Total service company with a global reach and having the resources needed to
effectively develop their reservoirs (OFS Solution). The account buys from Schlumberger because our
broad differentiation provides them value.

Focused differentiation. Best segment. The customer buys from us because they see Schlumberger as
the best in a specific segment offering.

»

Focused cost. Low-cost provider
of services the customer needs.
The customer buys from us

Btjlzlgrfs B‘{’AYLEURES because they believe we provide
what they need cheaper than
anyone else.

Pricing Product Service
S itivit
CONVENIENCE RELATIONSHIP Sensitivity

BUYERS BUYERS

Schlumberger again adapted a

strategic framework in order to

develop four broad buyer-
’ behavior classifications.

lllustrated in Figure 2, these

classifications are: Price Buyers,
Value Buyers, Convenience Buyers, and Relationship Buyers. Figure 3 shows what each of the three
main buyer groups perceives as value.”

IMPORTANCE OF PRICE DIFFERENECS

IMPORTANCE OF PRODUCT AND SERVICE DIFFERENCES
Figure 2: Classifying buyers’ price, product, and service sensitivity.

Price Buyers. Price buyers seek to buy at the lowest price consistent with some minimum level of
acceptable quality that several suppliers can meet. These price buyers do not make feature benefit

* Adapted from Richard Harmer, Boston University. Segments modified to reclassify loyal buyers to relationship
buyers, a distinction Schlumberger believes is more appropriate for their business.
* Treacy, M. and Wiersma, F: Discipline of Market Leaders, Cambridge Massachusetts, Perseus Books (1995).
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trade-offs and cannot be convinced to pay more for the unique added value of superior features, service
or supplier reputation.

Price buyers' perception of value is the lowest price, without hassles, and consistent products. These
buyers know exactly what they are buying and do not want any surprises.

Figure 3: What the three main buyer segments say about value. Relationship buyers. Relationship
buyers already have a stron

PRICE BUYERS VALUE BUYERS Y Y g
preference for one company,

Great prices and quality P Good value for the mo based on its unique reputation,

Their products work
No-Hassle firm RELATIONSHIP BUYERS

its unique features or their past
experience with that company. If
Premium price but worth it that supplier company’s prices do
Best total solution not exceed what they are willing
Experts to pay, these buyers will
Exactly what we need .
purchase from that supplier even
if there are cheaper alternatives.?
Their perception of value is to
buy the best total solution for their needs. They want to deal with experts so they can focus on other
issues. While they know they are paying a premium over going market rates, they are nonetheless
convinced it is worth it.

Consistent

4. Figure 4: Buyer migration with time.
Although these two segments are

frequently considered the two
PRICE VALUE ends of a price-quality continuum,
BUYERS BUYERS the two additional segments reveal

additional variation within buyer
classifications:

Value buyers. Many customers are

CONVENIENCE RELATIONSHIP price sensitive because they make

BUYERS BUYERS large expenditures or have Iim.it.ed
budgets, yet they are also sensitive

to differences offered by various

suppliers. These value buyers may
’ buy a relatively high-priced

offering but will do so only after

carefully checking the prices and
features of the alternatives and concluding that the added value is worth the added cost.

IMPORTANCE OF PRICE DIFFERENECS

IMPORTANCE OF PRODUCT AND SERVICE DIFFERENCES

*Nagle, T. and Holden, R.: The Strategy and Tactics of Pricing: A Guide to Profitable Pricing, Englewood Cliffs, New
Jersey, Prentice Hall (1994).
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Convenience buyers. Value buyers’ opposites are convenience buyers. These buyers are not particularly
concerned about the differences among brands. Any brand will do, but convenience buyers are also not
particularly concerned about cost. Consequently, they buy whatever is most readily available,
minimizing the search and evaluation of prices and features. Schlumberger’s customers in the E&P
marketplace rarely if ever meet the definition of true convenience buyers; Schlumberger therefore
limited it profile designations to price, value and relationship buyers.

Schlumberger finds that customers in its markets behave consistent with economic theory on buyer
behavior. Specifically, market forces create a natural migration of buyers motivated by loyalty and
value to price-based motivation. This happens when products and services become more similar over
time, differences between suppliers become less obvious and the deciding purchasing factor becomes
price. Figure 4 illustrates this migration. Schlumberger observes this behavior in maturing markets -
even in markets where Schlumberger constantly introduces value-added products and services.

Convinced that customers assign value to more than just price, Schlumberger management reviewed
many specific cases of “buyer migration,” and learned that there were the following underlying causes:

e lLack of customer focus. Schlumberger sales engineers fail to explain the differentiating
features and benefits that result in added value for the customer. Consequently, the customer
views all or a selected group of companies and their offerings as the same, and simply uses
price as the only significant purchasing decisions criteria.

® Less than superior service. Customers may perceive that Schlumberger’s service does not
justify a price premium over a competitor. Many studies have demonstrated that customer
loyalty is created by superior service - not just good service — and that only total customer
satisfaction gives a supplier a competitive advantage.* Schlumberger focuses its account
service teams on delivering on promised service commitments during project execution stages,
pursuing opportunities to tangibly exceed customer expectations, and directly impact buyer
and total customer satisfaction.

e Poor pricing management practices. This occurs when pricing is set lower than that for existing
value or relationship buyers, thereby reinforcing price buyers’ behavior. Once the value and
relationship buyers discover this, they ask for the same prices and behave like price buyers.
These pricing practices are most often associated with efforts to increase market share by
lowering prices.

The Schlumberger Role in the Account

Schlumberger found that that one of the best ways to determine how it's perceived by a customer is to
identify how it participates with that customer in the customer project management process.
Schlumberger classifies its role as one of three alternatives:

“Reichheld, F.: “Learning From Customer Defections,” Harvard Business Review (March — April 1996)
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e Trusted advisor, or stakeholder;
e Technical or situational advisor, or problem solver; and
e Vendor.

Schlumberger tracks customer project management efforts across six distinct phases: goals, selection,
options, procurement, execution, and review. Schlumberger tends to earn trusted advisor status with
those customers in which they participate across all stages of project management; conversely,
customers that engage with Schlumberger for only the procurement and execution project stages tend
to perceive Schlumberger on strictly a vendor basis.
Figure 5 describes typical
Figure 5: Supplier roles in the customer’s project life cycle. Schlumberger customer project
involvement and a
corresponding account role
Stakeholder designation.  The black line
under each role indicates in
which stages in the project life
Problem Solver cycle Schlumberger
participates. The white curved
line indicates the amount of
executive involvement in each
stage of the project life cycle.
Typically, executive
involvement in the project life
Start Finish cycle is high in earlier stages
PROJECT LIFE CYCLE and then gradually decreases
through each successive stage
to procurement, when it is
lowest. Executive involvement increases again once the project starts and is high again when the results
are reviewed. Schlumberger contact with customer management during the project stages is a good
indicator of our role in the account.

Vendor

Goals Selection Options Procurement Execution Review

=
4
[
=
0
2
>
Z
l
2
=
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Trusted Advisor. Customer views Schlumberger as a stakeholder, interested in optimizing the
performance of customer operations. Schlumberger has demonstrated its concern that the customer
achieves their goals and objectives, and participates in all six stages of the customer's project life cycle.

Problem Solver. When perceived as a problem solver, Schlumberger works primarily as a technical
specialist with the customer account. This perception can apply to specific products or services, or can
apply only to a specific situation, such as Schlumberger’s expertise in offshore development. When this
is Schlumberger’s role, it is typically involved in the later part of the project selection stage, in the
evaluation of options stage, and on through to the review of results stage.
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Vendor: Schlumberger is relegated to a vendor role when its customers involve the company in a
project only during the bid tender and procurement process stages. If a contract is won, Schlumberger
also participates in project execution. There is little contact with Schlumberger’s executive level and
the customer, and Schlumberger’s influence open customer purchasing requirements or strategy is
limited.

Account's Technology Adoption Profile

This profile measurement area classifies customers’ speed and efficacy in adopting new technologies.
Schlumberger finds that customers’ eagerness to adopt new technologies in day-to-day operations
within their revenue-generating assets correlates strongly with Schlumberger’'s opportunities to
provide customer value. In judging this account profile parameter, Schlumberger considers what end
users need and how quickly they adopt new technologies.

In profiling customers’ technology adoption characteristics, Schlumberger categorizes customers as
visionaries, pragmatists and conservatives.

Account's Technical Depth

Technical depth refers to customers’ internal ability to use Schlumberger’s products and services to
their fullest potential, or whether the customer has the internal technical expertise to extract full value
from Schlumberger’s offerings. Technical depth is classified as strong, good or weak.

Strong technical depth describes companies with an advanced level of technical capability. Strong
companies sometimes have specialists whose technical knowledge equals Schlumberger’s own experts.
Typically, visionary companies have strong technical depth.

Good technical depth describes companies that have internal technical departments to assist end-users
in adopting and applying Schlumberger technologies in their operations.

Weak companies do not have the resources necessary to stay abreast of available technologies and
need assistance in using Schlumberger’s products and services. Companies that have invested in the
E&P industry, who do not have the traditional E&P experience or structure, are often classified as weak.
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Account's Willingness to Form Advanced Business Relationships

This measurement area is used to identify accounts that are potential targets for participating in
advanced business relationships. From an account management perspective, this factor helps to
identify which accounts would be more receptive to value-added cross selling proposals. There are
three categories used for this profile category, which are summarized in Figure 6.

Factor Standard Collaborative Strategic Standard. A standard account is
one that will only consider the
Relationship Contractual Part of team Partner basic contractual supplier—
customer relationship. For these

Renumeration Cost Plus Performance &/or Value based

accounts, the contractor provides
a defined deliverable based on a

results based

Confrol Mechanism

Contract Review Review meefingsfor ~ Review meetings

meetings for compliance results & coordination ~ for value delivered cost-plus contractual framework.
, ‘ _ _ In this type of relationship, the
Deliverable Defined product Business need Business value . . C
or service customer's main objective is to
Main Interface Procurement Management Executive responsible get what he asked.for typically
responsible for for delivering business through a tendering process.
business need value i i
Contractor Risk  RUGlnVy Based on performance  Based on investment to Busmess dnvers_ of the aCCOL_mt
and/or results achieve business value include the quality of the service
Profitability Factored into Based on performance  Based on accounts’ and  cost reqUCt'on' The
pricing success customer typically measures
Example Metrics RNsliyG User satisfaction Revenue suppller performance using
Lime bto ar;s;\{?r calls ?_ost ﬁ)ertrarlw(s?ction Eev?nue periemgloyee factors such as system
umber of failures ime to marke ustomer retention T
Rejection rate Project costs Market share availability, total spend, costs
: ! : _ reduction targets, etc.
CIENEREAN I Cost reduction Process improvement  Improved performance

Once entering the procurement
phase, procurement and contract
departments largely handle supplier discussions. The key control mechanism used by accounts for this
type of relationship is the signed contract and service review meetings to ensure deliverables have been
satisfactorily delivered. For this type of business relationship, there is very minimum risk for the
contractor and very little potential to earn more profit then factored into their contract for requested
services.

Figure 6: Summary of relationship models.

Collaborative. A collaborative account is one that has already participated in a more cooperative
business relationship or is actively discussing prospects to test this type of relationship. The
collaborative business relationship is where the contractor engages the customer to find the best
solution to their business needs. The supplier is considered to be very much part of the project team.
Decisions are taken after options have been openly discussed and evaluated between the business
partners. It is not usual that the deliverable to the customer includes some form of management
responsibility, typically of products or services provided in standard type relationships.
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Remuneration goes beyond the standard cost-based systems and include some form of supplier gain-
sharing. In this model, the supplier risks portion of his remuneration based on benchmarks for levels of
performance and results. If benchmarks are achieved, then contractors receive bonuses; if they are
missed, contractors will be assessed a penalty for not achieving benchmarks. The drivers for this type
of business relationship include speed to market, access to the contractor's larger resource base of skills
and resources, the need for commercial flexibility, scalability and rapid response.

Metrics for this type of relationship include improvements in performance, on-time project delivery,
user satisfaction, etc. During supplier selection, the procurement and legal departments play less of a
role and the management initiating the collaborative approach will stay involved throughout the
selection process. The key control process for this type of business relationship is regular operating
review meetings for results delivered and coordination issues.

Strategic. In a strategic partnership, the partners are far more dependent on each other for the delivery
of business value. Customer discussions revolve around what the strategic partner will be responsible
for in terms of processes and business needs, leaving the details of what and how this is done to the
strategic partner.

In a strategic partnership, each partner works to ensure the other is financially successful. Supplier
remuneration is linked to agreed-upon business results. Risks can be higher than the collaborative
relationship depending on what the contractor wants to invest in the relationship to achieve better
results for the account; however, the improved results should result in a significant benefit for the
contractor. In this type of relationship, the service provider typically takes responsibility for complete
project of business process. In this type of relationship, it is not usual to have the contractor's research
and development focus on the customer's specific needs or to participate in joint research and
development. The client utilizes the full resources of the partner to maximize the value to their
business.

Metrics for this type of relationship are direct corporate value drives such as revenue, profit, earnings
per share, etc. Strategic relationships are driven by business strategy; as such, in the selection of the
strategic business partner, the executive of the business units who are dependant on the strategic
partner will be very active throughout the selection processes. In most cases a strategic partner will not
be a new provider, but a company that the account has worked with previously. In these types of
strategic relationships, the main control process is a regular review meeting for value delivered.

ACCOUNT PERFORMANCE INDICATORS

Account performance indicators make up the second part of Schlumberger’s account profile format.
Account performance indicators are focused in three measures: the customer’s business and
contractual model, customer profitability, and Schlumberger market share.
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Business and Contractual Model

Schlumberger offers customers a full range of business and contractual models for their various
projects, and it classifies accounts according to their preferred business model.

For this profile measurement area there are three business model classifications: cost-plus for basic
models; and performance-based and results-based for advanced models. Each advanced model requires
successively higher levels of cooperation, trust, and alignment of operator and supplier objectives. The
ultimate goal for the advanced models is greater profitability for both the customer and Schlumberger.

Basic Models. All basic models are classified as cost-plus, and are used for products and services
charged at cost plus a mark-up based on quantities used. Two common variations of the basic model
are volume discounts and turnkeys. Volume discounts recognize that as volume efficiencies are gained,
part of the cost saved is shared back with the account through volume discounts. Service bundling
offered without a performance- or results-based remuneration component in the contract falls in the
basic category under the volume discount scheme.

For turnkey or lump sum contracts, the customer sets specifications, and jobs are bid by project. The
selected service company then executes the job on demand. The supplier’s incentive is to complete the
job as quickly as possible to earn the greatest profit. If the supplier has problems completing the job or
project, the contractor earns no more than the turnkey, or lump-sum price.

Advanced models, in addition to a product and service fee, include a risk or reward component as an
incentive portion of the remuneration. The risk or reward component can be based on the supplier’s
performance, project results or asset value creation. The main difference between the various
advanced models is the level of risk Schlumberger is willing to accept and the level of customer
willingness to outsource and share value creation.

Performance-based contracts include integrated services and processes. These business models span a
range of activities, from service execution—performing bundled services—at the basic end, to product
delivery—such as providing a completed well or offshore platform—at the most sophisticated end.
These types of projects usually include conceptual design, process planning, service execution and
evaluation.  Typically, results-based contracts include engineered solutions, with performance
incentives when established benchmarks are bettered or surpassed, or discounts from the going market
rate when benchmarks are missed.

Value-based contracts include joint value enhancement projects. Schlumberger exposure in these types
of projects is limited, and profits are capped because Schlumberger does not take an equity position in
any project. Compared to other business models, the expected profit from a value-based contract is
greater for both the customer and Schlumberger.

These value-based customer relationships are considered by Schlumberger to be alliances: long-term
arrangements that further Schlumberger’s and the customer’s common interests over a specific range
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of activities. As such, these arrangements differ from Schlumberger’s integrated services contracts.
Under an integrated services contract, the client assigns responsibility to the supplier to reduce the
client's costs. In such alliances, Schlumberger accepts responsibility for reducing customer costs, and
the customer accepts responsibility for ensuring the Schlumberger’s profit, often by assuring future
business and sharing gain. The two sides work together to reduce costs and improve profitability for all

involved.

Focused

Supply Established

Assurance Quality Expectations
Exceeded

Quality

Management = Competitive Total
System Cost

Development

Cooperation Effective Quality
System

Business

Results Controlled access

Optimization fo both parties’

process and
information systems

1-10 3- Year
Duration

Project-specific R&D

Enhanced

All focused attribute
plus mutual business
& profitability growth
due to enhanced
competition

Supply Chain
Management

Synergistic R&D

Easy agreements
on rights of development

Active Steering
Committee

Regular Meeting Review

Long-term 3+ year
duration

Feedback at All Levels

Strategic
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attributes plus:

Long-term view of
outcome

Significant improvements
in both partners'
performance
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objectives through
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Figure 6: Different levels of alliances.

Integrated services and alliances
are not mutually exclusive. An
integrated services project may be
offered to an alliance partner, or
may evolve into an alliance. In fact,
most of Schlumberger’s customer
alliances start out as tests for a
certain period of time. If
successful, alliances may become
self-renewing, or “evergreen.”

Schlumberger’s customer alliances
evolve with time. The company
differentiates between four types
of alliances: entry, focus, enhance,
and strategic. Figure 6 lists the
features of each type of alliances
Schlumberger engages in with its
customers.  “Strategic alliance”
describes customer alliances that
are closely linked with a supplier’s
business strategy, and implies an
open sharing of  strategic

information between customer and supplier. Few oilfield services industry alliances between suppliers
and customers (including Schlumberger’s) have reached such a level of cooperation and openness, but
that is the goal to which many aspire.®

Schlumberger's customer relationships based on shared investment and joint problem solving share a
common characteristic: a reduced emphasis on price as the primary supplier-selection criteria. A
Schlumberger customer described his firm’s change in decision process as follows:

"Historically, we placed a great deal of emphasis on the lowest possible bid. All that
changed when we stopped focusing on price alone and placed more emphasis on the

® Austin, C. et. al.: “Alliances in the Qil Field,” Oilfield Review (Summer 1995), pps. 28-29.
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significant few oil and gas fields, technologies and relationships that contribute to
performance.” —Oil Company Manager

These relationships often involve a substantial investment on Schlumberger’s part; for example, by
providing dedicated, on-premise field support engineers capable of solving technical issues for
customers. In the old “vendor”/customer model, as a Schlumberger field support engineer points out,

...the client might say, "Here's my pump schedule. Be ready to roll Tuesday morning at 5.”
Now the client might say, "Work with our team to develop a completion plan for this well
that gives both companies the highest value.” Oil companies are beginning to realize
there's benefit in trusting us to meet or exceed their criteria for job performance.

Profitability

Profitability is a measure of profit made at the account level. Schlumberger’s consideration of account
profitability includes both the direct operational costs and revenues generated from the account plus its
servicing costs. Servicing costs include a portion of the overhead that is dedicated to meeting an
account's needs. This includes the costs of support personnel, such as technical support engineers, and
other staff dedicated or shared among accounts. It also includes any ongoing and special carrying costs
such as invoices open beyond the standard terms and conditions, holding of inventories for future work,
etc. Profitability also depends upon the prevailing local market conditions.

Schlumberger uses the following classification scheme for account profitability:*®
e Level1, the best profitability at the local market level
e Level 2, average profitability at the local market level
e Level3, below average profitability at the local market

Schlumberger Market Share

Market share is a measure of Schlumberger’s portion of the total market for products and services
available to Schlumberger for an account. Schlumberger makes sure any measure of potential is
relevant to the customer (not simply to Schlumberger). It classifies share based on three broad
estimates: majority, split or low market share.

¢ Schlumberger uses a range of profitability percentages for each level; these have been removed for this paper
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ANALYZING THE ACCOUNT RELATIONSHIP PROFILE

Account Profile Parameters Performance Indicators
Target Account

Parameter Position Sensitivity SLB role TAP Contract Profitability Market Relationship Development
Model Share Level Strategy

Level 1 Relationship SH i Strategic Results Good Majority Establish
Level 2 Value PS Collaborative ~ Performance  Average Split Expand
Level 3 Price Vendor Standard Cost Plus Poor Low Improve
Account

Account 1 Value PS Prag trong  Collaborative ost Plus ood Majority Expand
Account 2 FC Price Vendor Con Weak  Standard Cost Plus Poor Majority 3 Improve
Account 3 FD Price PS Prag Good | Standard Cost Plus Poor Majority 2 Improve
Account 4 BD Relationship SH Vis Good = Strategic Cost Plus Good Low 1 Establish
Account 5 BD Relationship SH Vis Strong ~ Strategic Results Good Majority 1 Improve
Account 6 FD Price Vendor Vis Strong  Collaborative = Cost Plus Average Split 2 Expand
Account 7 FD Price Vendor Con Weak  Standard Cost Plus Average Majority 2 Improve

Figure 7: Schlumberger’s Account Relationship Profile

The account relationship and performance indicators discussed above are presented in summary form
in a table (Fig. 7). This summary view provides insight into the current account relationship and
identifies gaps that exist in comparison to the targeted relationship. Building an accurate account
relationship profile requires collaboration with everyone who works on an account. First, the
“Performance Indicators” section is completed for each segment working with the account; these
indicators are then consolidated to arrive at a consolidated company view of the account. Each
parameter has been color coded to highlight inconsistencies or gaps in the relationship with the
account. Account relationship profiles are categorized as Level 1 (blue), Level 2 (green) or Level 3 (red).
These levels represent the model relationships that allow Schlumberger to discuss the account
strategically and to build a plan for migrating or strengthening the relationship.

Account Relationship Migration Strateqy

The account relationship profile matrix is completed in preparation for planning an account migration
strategy. Schlumberger’s account strategy includes envisioning the type of relationship (Level 1, 2 or 3)
desired with the account, identifying the benefits of such a relationship for both the account and for
Schlumberger. As a next step, Schlumberger’s account managers are asked to answer a series of
questions related to a set of topics, or planning imperatives. These questions must be answered for
each of the accounts and then prioritized at the local market level to ensure the best use of limited
resources to serve the market.

7 Schlumberger Oilfield Services uses a spreadsheet to internally communicate the Account Relationship Profile
matrix. A downloadable version of Schlumberger’s spreadsheet tool is provided to Sales Management
Association members as a companion piece to this case study.
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Planning imperatives for account migration strategy:

® Management alignment

® Long-term advantage

e Sufficient resources
—Budget
— People Long-Term Advantage
—Equipment

e Competitive threats

e Additional costs

Management Alignment

Which relationship level does the account's management believe extracts the greatest amount of value
for meeting their objectives (Level 1, 2 or 3)? Schlumberger believes efforts to change the way
companies interact require support from the account's management to avoid wasting resources on a
strategy that is unlikely to succeed.

Long Term Advantage

What is the future activity level of the account in the local market? Does the account warrant dedicating
additional resources to migrate to a Level 1 or 2 relationship? Is there time to achieve what
Schlumberger wants to accomplish with the account?

Sufficient Resources

Does Schlumberger have the operational resources to commit to meeting the account's expectations?
Answers to resource questions include not only sufficient products or tools, but also people to service
the account (field, sales and other support personnel). If the required resources are brought into the
local market, does the local market have a sufficient budget to support them? Does the local market
have sufficient funds to purchase assets or make other required investments?

Competitive Threats

Competitive threats may require building barriers to entry to the account by migrating the account to a
Level 2 or 1 relationship. New competitors to the local market may focus on Level 3 accounts, as entry
points to these accounts are easiest to penetrate. This is especially true in mature development
markets where the technical challenges of oil field production have already been addressed or the fields
are in the decline stage. At this stage, asset management may focus heavily on reducing costs. In such
an environment, customers may be persuaded to try new suppliers under the promise of lower costs.

Additional Costs
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Account relationship strategies involve investment from Schlumberger, increasing its cost to serve. To
migrate an account from a Level 3 relationship to a Level 2 relationship increases Schlumberger’s costs
since it provides value-added products and services at that level. Migrating an account from Level 2 to
Level 1 increases our costs for support through increased operations costs (dedicated field support
managers), additional sales support or technical support engineers. Before migrating these accounts,
Schlumberger management must make sure that its increased cost to serve is matched by customer
willingness to compensate Schlumberger for the increased investment—either through improved
efficiencies, volume of work, better pricing or by using an advanced-level business and contract model.
Schlumberger sales engineers must be careful not to assume that migrating all relationships to higher
levels is appropriate. Since resources at the local market level may be limited, it is unrealistic to assume
that all accounts can be Level 1 relationships. But the above questions can assist in identifying which
accounts are the best candidates for higher level relationships.

Schlumberger also wants to provide excellent service to Level 3 accounts while keeping the costs of
servicing those accounts as low as possible. This trade-off may require taking assets and other
resources from Level 3 accounts and deploying them to Level 2 or Level 1 accounts that are willing to
pay a value premium us for the additional resources.

Migration Path

The migration path for an account moves from Level 3 to 2 to 1. For example, if Schlumberger wants an
alliance-type relationship with a Level 3 account, it must first migrate the account from “price” buyer to
“value” buyer (Level 2), then to
“relationship” buyer (Level 1).
Along the way, Schlumberger must

=) MIGRATION PATH
Level 3mp Level 2mp Level 1

=) MIGRATION DEMANDS
Minimum Cost * Higher Cost » High Maintenance

=) CONTRACTING MODEL
Cost Plus * Performance =) Results mpValue Sharing

Figure 8: Account relationship migration path.
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also maintain all other relationship
parameters at a level consistent
with the level of the desired
relationship. Figure 8 illustrates this
migration path.
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EXAMPLE ACCOUNTS

Representative profiles and strategies for three of the accounts represented in the example matrix are
provided below in outline form.

Account Profile Parameters Performance Indicators
et Account

Targ
Parameter Position Sensitivity SLB role TAP TD BizRel Contract Profitability Market Relationship Development
Model Share Level Strategy

Level 1 BD Relationship SH Vis Strong  Strategic Results Good Majority 1 Establish
Level 2 FD Value PS Prag Good  Collaborative  Performance  Average Split 2 Expand
Level 3 FC Price Vendor Con Weak  Standard Cost Plus Poor Low 3 Improve
Account

Account 1 Value P Prag trong  Collaborative ost Plus ood ajority Expand
Account 2 Price Vendor Con Weak  Standard Cost Plus Poor Majority Improve
Account 3 Price PS Prag Good | Standard Cost Plus Poor Majority Improve
Account 4 Relationship SH Vis Good  Strategic Cost Plus Good Low Establish
Account 5 Relationship  SH Vis Strong ~ Strategic Results Good Majority Improve
Account 6 Price Vendor Vis Strong  Collaborative ~ Cost Plus Average Split Expand
Account 7 Price Vendor Con Weak  Standard Cost Plus Average Majority Improve

Account 1

Account Profile

® Perceives Schlumberger as best-in-class service provider.

e Recognizes value in a supplier pursuing a focused differentiation strategy.

e A “value” buyer that views Schlumberger as a problem solver because with a high level of
technical expertise.

e Strong technical capabilities in-house, though tends toward pragmatism in technology
investments — that is, they wait to buy new technologies until they are proven.

e Acost-plus contract is in place at profitability Level 1.

e Receptive to Schlumberger's past efforts to implement an advanced business relationship,
though this only resulted in limited performance bonuses in contracts.

e Schlumberger has the majority of this account's market share.

Strategy

e Schlumberger considered implementing advanced-level contractual arrangements, such as
results-based pricing. In-house expertise may limit this opportunity, however.

e Schlumberger ultimately supported this customer's in-house experts with advanced technology
seminars, VIP seminars highlighting successful new technology applications, and examples of
advanced business relationships from other accounts to create awareness of other options.

e Schlumberger also held regular service quality review meetings to highlight major operating
successes, failures, and improvement initiatives.
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Account 2

Account Profile

e Views Schlumberger as a best-in-class provider for their specific service requirements (a
“focused differentiation” customer value perception).

e Claims price is most important purchase decision criteria, but enjoys significant Schlumberger
participation in problem solving, including developing bid specs.

e Pragmaticin adopting technology. with good technical depth.

e Schlumberger has a cost-plus contractual model, with Level 3 profitability; alternative pricing or
partnering models have not been discussed.

e Schlumberger enjoys the majority of this account’s wallet share.

Strategy
e Improve Schlumberger’s profitability in the account through the following:

1. Acknowledge and leverage Schlumberger’s ability to raise pricing, rather than conceding
price objections. This approach is justified based on clear value customer receives from
Schlumberger value-added services.

2. Solicit support throughout the organization by clearly communicating the value generated
by the Schlumberger dedicated account team and support resources.

3. Inform supporters within the account that Schlumberger’s pricing is too low, and are
expected to increase in the next contract period. Where possible, gather supporters’ input
and coaching advice on how to successfully “sell” price increases without loosing customer
share.

4. Initiate discussions with customer management on utilizing advanced-level business
models, since performance- or results-based contracts could be one way to justify increased
prices.

Account3

Account Profile

® Large, multi-national firm

e Perceives Schlumberger as one of three leading oilfield service companies; Schlumberger’s role
is that of “vendor”

e Account profitability is at Level 2

e This account splits purchases among several vendors, typically tendering requirements to all
three leading competitors, then awarding contracts to two of the three competing suppliers in
a 5o/50 split. This strategy is intended to obtain services at the lowest possible price.

e Technically strong, with a visionary technology adoption profile and strong technical depth.

® Initial conversations have been held regarding advanced-level business models; to-date, only
one small integrated project has been completed. All other work is provided on a cost-plus
business model basis.
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Strategy
Two strategies can be considered for managing Account 3:

1. Change nothing. Account profitability is at Level 2, and it has been difficult to get involved
in their project cycle before the procurement stage. Account 3 management does not
believe our staff or our competitors' staffs offer any benefits, and they believe their in-
house expertise is adequate. The strategy of not working to improve the relationship,
however, may prove faulty, since at any time Account 3 may choose a competitor to do the
work.

2. Work to understand Account 3's value drivers and determine where Schlumberger can
differentiate its value proposition from competitors’. Then, bring to the GeoMarket a
recognized Schlumberger industry expert to participate in venues that raise this customer's
awareness to create a buying environment.

By adopting the second strategy, Schlumberger would seek to migrate Account 3 to a value buyer after
the account has recognized Schlumberger’s differential value and begins to view its role as that of a
problem solver. If this strategy is unsuccessful, this account should be treated as a Level 3 account,
minimizing our costs to service the account and applying a two-tier pricing approach.

It is also important for Schlumberger to understand why this account participated in one integrated
project but has not expressed desire to extend the arrangement to other projects. Sales engineers may
also want to spend time learning how to differentiate themselves from the competitor's
representatives. A one- to two-year time period can be expected to implement the strategy for
Account 3.

CONCLUSION

Account relationship profiling is a valuable tool for assessing the status of the account relationship. A
completed profile provides a snapshot in time for planning account development. Accurate profiling
and analysis are essential to deciding which actions are likely to better align the account and build a
profitable relationship. Like a marriage, both parties must agree that advancing the relationship level
will mutually benefit both companies. Where there is not management alignment and support for
more advanced relationships, Schlumberger ensures that a basic relationship still delivers total
customer satisfaction.

The account relationship profile is always analyzed from the customer's perspective and can be carried
out at the segment, central HQ, or local-market-level. Schlumberger recommends starting the exercise
at the segment level and then compare with other segments’ analysis to arrive at a consensus profile.
Schlumberger also recommends gathering input directly from the account in order to gain a good
understanding of the customer's perspective.
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