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1. Introduction


One of the first steps to building a successful business and Client Proposition is to understand your client base and the different needs represented across it. Once you can identify and understand those needs, you can tailor your service propositions accordingly and ensure your own efforts are directed in the most efficient and profitable way. 

Having spoken with many IFA firms about their approaches to segmentation, we know there is not a single approach that will suit all firms. But there’s one thing IFA firms that have gone through the Client Segmentation process agree on – Client Segmentation can improve profitability and a defined service proposition for each segment helps meet the requirements of the RDR through a defined service proposition. 
Client Segmentation is a key area for firms looking to transition their business and this is confirmed by recent research by software provider 1st –The Exchange. Their survey of IFAs showed that over 30% believed that Client Segmentation is the business area which required most change.

Given the obvious benefits and the trend towards segmentation by transitioning firms, it’s time to start applying some of the theory to your own business. Our practical guide will show you how.   
Benefits of Client Segmentation.

· Improves your profitability by identifying the right service level for each of your clients and charging them accordingly.

· Keeps existing clients happier and thereby improves retention.

· Helps to identify unprofitable or difficult to service clients.

· Targets your communications more effectively so you attract the clients you want to acquire.

· Gives your staff a clearer focus and direction when dealing with clients.

· Helps you meet Treating Customers Fairly (TCF) obligations by being clearer in what you can offer to clients.

Things you’ll need to do:

1: PLANNING

Generally, the roots of successful business practices and processes lie deep in the planning. The same is true of Client Segmentation. 

· Read the AIFA FF>>WD Guide to Client Segmentation. 

· Decide who in your firm is best suited to lead the Client Segmentation process.

· Decide who in your firm will contribute to this process.  

· Decide if you need any external support – meeting facilitator, complementary professionals.
· Compile and publish an agenda to all contributors.

continues…
· Decide on the date for a provisional meeting to start the process.

· Publish an Activity Schedule for all future work and meetings.
2: IMPLEMENTATION 

· Commence the Client Segmentation process. Use the guide to help you as you follow the recommended stages.
3: PROGRESS LOG

· When you’ve completed Module 3: Client Segmentation, update your AIFA FF>>WD Wizard. It will suggest the next module you should complete.
How long will this module take?

This is dependent on a number of factors.

1. The size of your firm.

2. The availability of those contributing to the process.

3. The scope of your business transition ambitions.

4. Whether you feel it more realistic to define your schedule by weeks i.e. start week 1 etc, or defining actual dates i.e. start on 1 November 2009 etc.

The timetable below contains the key tasks we suggest you complete as part of the Client Segmentation process. You may find it useful to develop a top-line schedule. 

The process may well be fluid. Periodically review your schedule and update it.
	Task
	How Long?
	Start
	Finish

	1. Agree team
	
	
	

	2. Read guide
	
	
	

	3. Commence data clean
	
	
	

	4. Agree criteria for segmentation
	
	
	

	5. Commence data analysis
	
	
	

	6. Agree and profile segments
	
	
	

	6. Update database
	
	
	


2. Segmentation Approaches

A good Client Segmentation approach is one that divides clients into distinct sub groups or segments. A segment is a group of clients who have certain things in common and whose characteristics make them distinct from other groups of clients. 

It is important these characteristics can be easily defined, identified and data recorded to retrieve them from a database. Why? Because to segment clients in this way may give you insight into:

1. What type(s) of clients you currently have – their profitability or otherwise, the levels of service you currently offer or will look to offer in the future.

2. What type of clients you wish to have in the future – their profitability and the service levels you will offer.

Our research with IFA firms provides some insight on how they are applying Client Segmentation principles to better target their service offerings. Several approaches have been identified:

Methods of segmentation.

	Revenue
A simple division of clients on the basis of how much revenue they bring into the business on a recurring basis (trail or trail and commission).
	Profit / Value
An assessment of the amount of revenue a client generates measured against the cost of the time it takes to service them to facilitate a segmentation based on the client’s value to the business.

	Revenue or Profit Potential
One of above models but also takes account of the potential for the client to provide new business i.e. referrals.
	Life Stage / Other
One of above models but also takes account of other influential factors like life stage or soft relationships factors such as personal compatibility.


These are just some ideas that you might like to consider as a basis for approaching the segmentation of your own client base. The list of criteria you use will depend on:

· The sophistication of your data capturing.

· The number of clients you have to analyse.

· The amount of resources you have to dedicate to the task.

If you have large client numbers, simplistic data capturing and limited resources to conduct the analysis, then it is better to start with a basic Client Segmentation model as described.

Effective Client Segmentation can bring real benefits to your ‘bottom line’. It will also prove to be a valuable tool for your firm going forward as it seeks to raise professional standards. Client Segmentation is also key to helping define the value of your business should you decide to sell it in the future.

If you wish to understand more about the principles and practices of market segmentation please read Appendix A at the end this guide.

3. The Segmentation Process

Segmenting your database may seem a daunting task, but we have simplified the process with our straightforward five step guide. The good news is once the system is in place it is very easy to maintain. Also, you will find it much easier to determine your service proposition for different segments within your client base (See Module 4: Service & Operating Proposition).
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STEP 1: Check client information.

Most IFAs recognise the value of an accurate and up-to-date client database as an essential business tool.  

Before you undertake a Client Segmentation exercise you need to make sure your database is in order. 

· Is client information up-to-date – i.e. name changes, correct addresses, contact details (including email), no duplicate names or deceased?

· Is the information consistent for each client – i.e. title, name, position, address, postcode etc.? If the information is NOT consistent you may find data retrieval and mass mailing clients problematical. (See examples on next page).

· Are there any new variables you wish to add to the database – i.e. value to firm, profitability rating, potential for referral? 

· You may well have already identified some issues with your client data when you completed Module 1: Business Audit. If so, feed them into this exercise.

Additional information gathering.

You may conclude that you need to gather more information about your existing clients. Examples of the data on clients you might like to consider recording are:

· Name

· Address

· Age

· Marital status

· Presence of children / age of children

· Employment

· Health

· Financial life stage – accumulator, pre retiree, retired

· Income – salary, bonuses, dividends, profit sharing, trusts, other (including dates of payment)

· Portfolio holdings – total and amount invested with you

· Products and services used – all and those with you

· Annual revenue – fees / commission

· Referrals given

· Level of service / contact

· Future potential e.g. for a salary increase, business sale

· How long been client

· Ease of doing business with

The more robust and extensive the data held on clients, the more effective and informative your final segmentation will be. You will have a wealth of data in your client fact find so look for ways to transfer this into your client database. It is worth investing time at this stage to gather additional information where required.

Ways to gather data.

This can take some time and there are a number of options available. You may wish to designate this task to a member of sales support or ask each member of staff to update their own client records. 

Make absolutely certain that the questions you ask are consistent. You’ll find it easier to access useful information by individual and / or segment type.

There are typically three approaches for data gathering:

· By phone – preferred as it is both a proactive contact and the information provided will be given on a permission basis. You might consider a planned exercise to call all your clients or add a simple fact finding questionnaire to the end of ad hoc calls. Either way, it can be helpful to have a short script for you or staff to follow for a consistent and thorough approach. 

· By email – You may find it useful to prepare a simple list of questions you’d like your clients to answer by way of ‘updating your records’. 

· By post – You could also consider a tailored mailing (possibly a simple letter and questionnaire). 
It would also be a good idea to diarise this process as an annual exercise.
Storing and using your data.

You may decide to move from a paper-based system to an Excel or dedicated client management software package to ease handling of the data. The format often depends on the size of your client bank and your firm’s budget. Pre-packaged software means client information is much easier and quicker to manipulate which can be highly beneficial if your client base is in the thousands.  

· Excel based – a low cost option, staff likely to be familiar with it and it is relatively easy to manipulate. More difficult to control a master version of the database and options will be limited for more complex marketing campaigns.

· Dedicated client management software – Can be expensive and time-consuming to implement especially for a small firm, but provides far more features and improved usability for targeting clients and undertaking campaigns. Ensures data is all in one place and easier to share data amongst multiple users.

STEP 2: Determine segmentation criteria.

Once your database is in order you can start to think about the key criteria which will determine who you want to do business with going forward. These may be clients that drive the most recurring income in the business, create the greatest profitability or those that have the best future potential for the business (or a combination of the three). 

The criteria should fit with your business objectives for the firm e.g. if a key objective is to grow recurring income, this is likely to be a key driver in your segmentation model. Remember the criteria you use needs to be able to be applied to new clients coming into the business, as well as your existing client base.

We suggest you initially examine:

· Assets under management / size of portfolio

· Annual revenue generated (through fees / trail commission in last 12 months)

· Referral potential (ability to recommend new clients to the firm)

· Future potential (based on life stage, income, occupation, strength of the relationship)
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 If this is your first attempt at Client Segmentation it is advisable to choose just one or two key criteria to ensure the task is manageable. Once you have completed your initial segmentation you may wish to go back and add other criteria to the mix to create a more sophisticated model. For example, once you have completed Module 4: Client Proposition and Module 5: Pricing the Proposition within AIFA FF>>WD and have a better understanding of the time and cost of your service proposition, you may be able to incorporate client profitability into your segmentation process.
STEP 3:  Commence data analysis.  

For simplistic Client Segmentation, simply choose one key criterion to apply to your database and rank clients by how they score against this criterion. For example, if your chosen lead criterion is revenue, you will need to:

· Ensure the revenue data (say fees / commission generated in past 12 months) is completed for every client.

· Sort in order of value (highest to lowest).

· Analyse the results to establish where patterns / groups of clients most commonly lie e.g. group them together into revenue bands.
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 An IFA firm that undertook this type of Client Segmentation exercise grouped clients by revenue across the following bands: 

Clients A: £5,000+ annual recurring income.

Clients B: £3,000 - £5,000 annual recurring income.

Clients C: £1,000 - £3,000 annual recurring income.

Client Segmentation approaches that use more than one criterion commonly apply a rating scale to the criteria. For example, if you wish to segment by revenue plus future potential you would need to apply a score to each of these for example:

Revenue band:  
Score 0 for < £1,000
Score 1 for £1,000 - £3,000 
Score 2 for £3,000 - £5,000 
Score 3 for £5,000+

Future potential: 
Score 0 for low potential
Score 1 for moderate potential

Score 2 for good potential.
Score 3 for high potential.

You would then need to:

· Score each and every client by each criterion by looking through their client records.

· Total every client’s score.

· Rank each client by score.

	Client
	Revenue Score
	Future Potential Score
	Total Score

	Client X
	3
	2
	5

	Client Y
	1
	1
	2

	Client Z
	0
	0
	0


You may also wish to weight the scoring if you felt one criterion is of greater importance than another. So in the above example if you felt that Revenue was twice as important as Future Potential, you would apply a multiple of x2 to the Revenue score. Weightings are generally used when you want to score against a lot of criteria.  If this is the first time you have segmented your clients using a scoring system you are probably advised to keep things fairly simple and then refine it in future.
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 If you have a client base in the thousands, test the approach with a sample proportion; say 5%, before extending to the whole of your database. This will mean you can sense-check the results and refine if necessary before rolling out to the whole database.

Remember to record the ranges of scores you used to determine each segment for future analysis of new clients coming into the firm.

STEP 4:  Agree and profile segments. 

Once you have ranked and/or rated all your clients look at the range of data and/or scores and decide where there might be some clear splits.  

A typical approach segments clients into three or four distinct groups. This is a practical number if you are planning to differentiate your service proposition to the different segments.  

Using the above example may result in the following four groups:

Score 5 - 6 = Client group A.
Score 3 - 4 = Client group B.
Score 1 - 2 = Client group C.
Score 0 = Client group D.

Clearly you need to complete a sense-check on these groupings and the clients that appear within each but this approach should give you a good head start in how to rank and group your clients.

You should start to profile your client segments so everyone in the firm understands what clients that fall into each segment typically look like (examine other criteria that you capture within your database and see if there are common factors e.g. age, life stage, income bands and more). 

This approach to segmentation allows you to identify which clients you want to prioritise and which you may possibly want to stop servicing altogether.
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 Decide which segments you want to target. How many different segments can you realistically design appropriate client propositions for? Don’t over-complicate your offering. Different firms have different approaches to the segments that they decide to target. Some firms take a simple approach and use a segment of one to determine who qualifies for their service - you either qualify in terms of value of assets or you don’t!  

STEP 5: Update database.

Finally, record each individual client’s segment label on their client record within your database so it will be easier to target the segments when it comes to service and communications delivery. You may need to create another field for this.

Given the time you have spent creating a Client Segmentation model it makes sense to keep it up-to-date. You should review your Client Segmentation thinking regularly – certainly on a yearly basis and preferably more frequently. If you don’t, you risk losing impetus and profitability by slipping back into ‘old thinking’.
Remember, you also need to build segment allocation into the fact-finding process for all new clients to ensure they are offered the appropriate service proposition.

4. What you’ve achieved so far - and what next?

You have:

· Considered the key issues relating to your client base including what information is held and how it is stored.

· Created a segmentation model and allocated every client to a given segment.

· Prioritised your client segments ready for future service proposition and communications work.

What next?

· Update your Module 3: Client Segmentation Task List.
· When you’ve completed your Module 3: Client Segmentation, update your AIFA FF>>WD Wizard. It will suggest your next stage of the business transition process.

Appendix A - Segmentation Principles

Market segmentation is an established market process of splitting a market into distinct groups or ‘segments’ who demonstrate similar characteristics and needs. Different marketing propositions can then be delivered to these segments to meet their specific needs. 

Segment Variables.

In consumer markets there are many different ways to segment clients, or potential clients, the most commonly applied being:

	Geographic.

· Region

· Urban/rural/suburban

· Population density

· Housing type

· Climate
	Demographic.

· Age

· Marital status

· Gender

· Occupation

· Education

· Income

· Home ownership

· Race/ethnic group

	Behavioural.

· Product owned/not owned

· Usage rate and volume

· Benefits sought

· Brand loyalty

· Price sensitivity

· Worrier?
	Psychographic.

· Lifestyle

· Personality

· Social aspirations

· Psychological aspirations


Most marketers will use a combination of criteria for determining the profile and needs of a particular client segment. For example, demographics alone such as age, income, occupation, etc., are not adequate for predicting client preferences.

Criteria for Effective Segmentation.

There are some guiding principles which should underline any segmentation:

· Segments or target markets should be accessible to the business.

· Segments should be distinguishable from each other.

· Each segment must be large enough to provide a solid client base.

· Each segment must be sufficiently homogenous in their needs / requirements to warrant being a distinct segment.

· Segments must be measurable – it should be possible to determine the values of the variable used for the segmentation. 
· Segments must be feasible - it must be possible to design and implement an effective marketing plan for each segment.
Complex segmentation projects involving extensive primary market research and large-scale quantitative analysis of client databases are often undertaken by large companies who have the sufficient budgets and resources to apply to such projects.

This is often too expensive a process for small businesses for who smaller scale segmentation projects may be more appropriate e.g. using secondary data sources and qualitative research with a small sample of clients. 

Benefits of Market Segmentation.

· Helps to identify your most and least profitable clients. 

· Targets your marketing and communications on the clients who will be most likely to buy your products or services.

· Helps avoid the markets which will not be profitable for you.

· Helps to build strong relationships with clients by developing and offering them the products and services they want. 

· Can help you get ahead of the competition in specific parts of the market. 

· Helps you use resources wisely. 

· Increases profit potential and may enable you to charge a higher price for your products and services. 

STEP 1:


Check client information.
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Determine segmentation criteria.
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Commence data analysis.





STEP 4:


Agree and profile segments.








STEP 5:


Update database.
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