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Nolan is an operations and technology consulting fi rm specializing in 
the insurance, health care, and banking industries. We help companies 
redesign processes and apply technology to improve service, quality, 
productivity, and costs. Our consultants are senior industry experts, 
each with over 15 years of specialized experience. Visit our web site 
at www.renolan.com to download articles, client success stories, and 
industry studies.

Through the Nolan Newsletter, we share with our readers:

• Updates on industry, business, and technology trends

• Client case studies

• Information on speaking engagements, conferences, and web 
seminars
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Dennis B. Sullivan
Chief Executive Officer

INNOVATION, GROWTH, AND THE EXPENSE CHALLENGE

With the political landscape littered with fantasy 
health care solutions based on financial models no 
one can validate, it is no wonder the American public 
has no faith in Washington’s ability to run a business. 
The undoing of AIG, GM, and others provoked similar 
concern about the private sector. But as we look at these 
times through the lens of many of our clients, we see 
hope and opportunity. 

There is a line from a Kenny Chesney song that goes, “Everyone wants 
to go to heaven, but no one wants to go now.” That seems to sum up where 
many people are right now—everybody is hoping things will get better, 
but few are willing to make the tough calls. Health care is expensive and 
made up of a complex delivery model. We have to change our current 
financial and delivery models to provide health care for everyone and 
not go into debt for future generations. People are unwilling to change, 
and those running the show lack the expertise to deliver the needed 
fundamental change. And raising taxes is about as creative a solution to 
the financial challenges of universal health care as the approach taken by 
the companies that think that trimming travel expenses, mailing costs, 
and a few positions is the way to financial stability. 

Preparing for growth in an expanding health care system while reducing 
costs is a challenge—one similar to that facing the financial services sector. 
Use this as an opportunity to look at redesigning your service delivery 
model and reducing expenses simultaneously. It can be done! While some 
companies are responding by simply slashing expenses, others are attacking 
both the revenue and expense sides of the equation. When we talk with our 
clients about improving their service, reducing their expenses, and growing 
their market share, we emphasize a focus on new, innovative ways to replace 
what is outdated, unnecessary, or can be improved with technology. 

The winning companies are concentrating on being the best in their core 
markets and shedding unprofitable lines and services. In customer service, 
they are developing new, creative, high-quality solutions. Stripping away 
redundant infrastructure and excess management and focusing on core 
processing is the path to profitable growth. It is all about People, Process, 
and Technology working together for a brighter future. Now is the time to 
prepare for the next boom. ▪
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Ed Fenwick
Senior Vice President
ed_fenwick@renolan.com

THAT DOESN'T WORK ANYMORE

At a recent retirement party for an old friend who was 
a senior executive of a large insurance company, he made 
some interesting points worth sharing…

• He had the good luck early in his career of being in the right place 
at the right time with the right people. As a result, he learned more 
about the business and industry than most of his peers did in their 
entire careers.

• He climbed higher and faster in his organization because he could 
start applying what he learned sooner to solve problems and see 
new opportunities.

• He confessed that he wasn’t really sure that he had learned anything 
new in his last 15 years—he just got really good at applying earlier 
lessons to different situations.

Now, here is the point that made the crowd 
put down their drinks and really start listening.  
He said, “That doesn’t work anymore.” 
Adding, “It won’t work for individuals or 
organizations in the economic environment 
we are now in.” He went on to explain…

• Truly innovative thinking will be a 
desired state for the next fi ve or ten 
years, and this will be a signifi cant 
characteristic of surviving fi rms. 

• Learning and applying will still need to happen, but more and 
more the challenges insurance companies face will require a fresh 
look, a curious mind, and the ability to think. Companies will need 
to come up with breakthrough innovations in service, distribution, 
and products.

If  my retired friend is right (I am betting most readers are now nodding), 
how does an organization go about embedding that important significant 
characteristic of innovative thinking? Our approach with clients on this 
issue has several important characteristics…

• Learn to identify impactful candidates (e.g., agent retention or 
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policy persistency) for innovative thinking. The candidates can 
often be found where you repeatedly hear a phrase like,  “It’s a 
problem, but there’s nothing we can do about it.” There may be 
issues like persistency, business being rolled to other carriers, 
expenses, and so on.

• Get the right person to lead an effort to create an innovative 
solution. This person needs knowledge of your industry and  
business model,  as well as experience helping a group fi nd 
innovative solutions. I would like to suggest calling us if you can’t 
fi nd that person internally. 

• Select a group of three or four people, task them with responsibility 
for the issue, and charge them with creating an innovative solution.

That may seem like an oversimplified plan of action, but it covers 
the major points that are required for success. In these times, insurance 
companies face several difficult challenges that have no precedent, 
ranging from expense management to successful growth strategies to 
survival. As my old friend said about applying things learned over the 
past 30 years to today’s challenges, “That doesn’t work anymore.” ▪
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ENTERPRISE RISK MANAGEMENT: THE CHECKS AND
BALANCES OF SUCCESSFUL STRATEGY IMPLEMENTATION

Tim Lauer
Senior Consultant
tim_lauer@renolan.com

The recent economic downturn has many of our clients 
facing new uncertainties, competitive realities, and stiffer 
shareholder and customer expectations. In many cases, 
businesses are asking, “What happened?” or “How did 

it happen?” These are the wrong questions because they address the 
situation retrospectively and on an incident basis. They also indicate a 
risk management system that is not linked to a corporate strategy; one out 
of tune with emerging risk. It is better to have a risk management program 
that links to the firm’s mission and strategy first, quantifies the firm’s risk 
appetite, and provides a periodic risk assessment across the enterprise. 
This proactive design—which incorporates risk response, monitoring, and 
reporting as control features—is based on deep participation throughout 
the enterprise. 

The current state of the art in enterprise risk management (ERM) program 
design uses the framework developed by the Committee of Sponsoring 
Organizations of the Treadway Commission (COSO), published in 2004. 
The framework is easily pictured as a three-dimensional matrix, with 
the columns being corporate objectives, the rows being ERM program 
activities, and the depth being departments or other organizational sub-
units. The ability to compile organizational sub-units into larger groupings 
provides executives and boards with a portfolio-wide view of risk. 

Objectives
ERM programs operate within a strategy setting. 

Their goal is to help ensure that the corporation’s 
mission and strategy are accomplished. The COSO 
framework groups objectives into four standard 
categories—strategic, operations, reporting, and 
compliance. However, it is not uncommon to 
have more than the standard four. For example, 
a technology company might want a category for innovation risk, or a 
financial enterprise might need categories for safeguarding assets and 
product risk. The key point is that ERM program objectives, corporate 
strategic objectives, and the activities of the enterprise are linked. Every 
activity engaged in by the entity should connect to an objective.

ERM programs 

operate within 
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setting. 
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Activities 
The machinery of the ERM, how it works, and what it does in a year are 

called “components” or “activities” of ERM programs. Auditors, rating 
agencies, and regulatory agencies are very interested in the scope and depth 
of ERM activities undertaken by the firm. Under the COSO framework, 
activities are organized into eight areas—internal environment, objective 
setting, event identification, risk assessment, 
risk response, control activities, information 
and communication, and monitoring.

The key to understanding how ERM 
activities work in the COSO framework is 
to understand how they fit together and why 
the activities are what they are. (There’s a 
danger in immersing oneself too deeply in the 
details.) Beginning with the board of directors 
and applying an organized, systematic 
assessment, the risk management philosophy, 
strategic plan, risk appetite, and the company’s ethical values are linked 
to certain activities (namely, objective setting, event identification, 
risk assessment, and risk response). Control activities, information and 
reporting, and monitoring activities are carried out to provide feedback 
to management and the board about the current risk position of the firm.

The questions of where the ERM program should be placed within the 
organization and who should operate it arise frequently. ERM programs 
are not slip-and-fall prevention; they are not insurance programs, and 
they are not about legal involvement in  business operations. Rather, they 
are about communications, training, education, and a corporate-wide 
view of the enterprise. They require relatively high levels of experience 
and business savvy. They require energy and a person who is not easily 
discouraged to operate them. For these reasons, we believe a carefully 
selected person from the finance area is the best leader to get the program 
off  the ground and operational. The finance department usually has an 
entity-wide view, has influence and contact with most sub-units, and is 
staffed by personnel familiar with the development of the strategic plan. 
Finance personnel probably talk to rating agencies, regulatory agencies, 
and auditors about the entity, and all of these outsiders will be interested 
in the ERM program.

Analytics
The basic analysis for most risk management programs centers around 

quantifying the probabilities of an event and the dollar amount of the 
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impact. Although not complicated, the analysis takes a step-by-step 
approach and some interesting graphical presentations that we will cover 
in a future article.

Getting Started
Beginning a new ERM program or remodeling an existing one should 

be undertaken as a long-term commitment. In our experience, it takes at 
least two business cycles for an ERM program to fully realize its objectives 
and demonstrate its value. The first cycle is all-new and reinforcement for 
training; the first application in the real world. By the time the second cycle 
comes around, the entity is more experienced, knows what to expect, and 
is far enough along in the ERM activities to see real results. At the very 
least, clients should obtain the COSO materials available from the AICPA 
bookstore and begin studying. Every situation is different, but here are a 
few important timing and pacing milestones:

• Board approval
• Board training
• Identifi cation of the ERM leader
• Senior management introduction and training
• Risk identifi cation
• Actuarial support
• Reporting design

Summary
ERM is a tool that can help identify and quantify the potential for 

adverse outcomes, but we find that application of the concepts is often 
misunderstood or under utilized. As with any tool, ERM can be used 
with varying degrees of success. We believe that ERM programs will be 
carefully scrutinized by rating agencies, regulatory agencies, investors, 
and key customers in the future. This article is meant to be a general 
discussion of ERM, one that we hope will give you enough information 
to at least assess your current program at a high level and determine if 
additional emphasis needs to be placed in this important area. ▪
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DO YOU REALLY NEED THAT BUS?
Steve Murphy
Senior Consultant
steve_murphy@renolan.com

Most rational people would not buy a 40-passenger 
bus as the primary mode of transportation for a family of 
four. Most would buy a vehicle with a capacity that more 
closely matches their average daily transportation needs; 

in this case, four people. The bus might be nice to have for a school field 
trip or birthday party, but it wouldn’t make sense to purchase and maintain 
such a large vehicle for day-to-day use. However, many organizations do 
not apply this simple logic to their staffing decisions.

One of the most difficult parts of a manager’s job is balancing resources 
against the volume of work that needs to be completed. A proper ratio of 
resources to work volume allows management to maintain an acceptable 
level of performance without developing backlogs or increasing costs by 
paying for resources that are not required. Knowing the right level of, and 
verifying the need for, resources are primary functions of management. 

However, it is not uncommon to find organizations that have no 
objective staffing methodology—instead, hiring decisions are driven 
by seasonal spikes, backlog levels, approved and budgeted positions, or 
emotional pleas. This often leads to overstaffing (buying the bus) and 
lowering de facto performance expectations during non-peak periods due 
to excess capacity.

What’s missing here is an objective analysis of actual need. Denying 
a valid request for help may cause customer service problems, backlogs, 
low morale, and overtime expenses. Hiring employees who are not needed 
will increase expenses and reduce productivity because there will not be 
enough work to keep everyone busy.

A capacity management methodology will reduce the uncertainty. 
Adding a capacity model to the traditional staffing model helps provide 
both the requestor and the decision maker with the data necessary to 
make enlightened decisions. It is a continuous process that identifies the 
optimal staffing level and supports proactive resource utilization in order 
to meet customers’ needs and expectations. 

The staffing model forms the foundation of the process. A staffing 
model is a tool that combines the effect of volumes, processing times, 
resource availability, and allowances to create a graphic illustration of an 
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operation and identifies the optimal staffing level. Therefore, a staffing 
model looks at an operation and determines how many resources are 
needed based on average volumes.

A capacity model uses many of the same inputs, but it allows managers 
to take a more granular, forward-focused look at the operation. This 
allows the leadership to change the equation from how many resources 
are needed to how much work the resources on hand can complete. With 
this data, managers can create relevant inventory and production plans 
that are resource-driven, not volume-driven. 

For me, this is the essential benefit of capacity management. When 
faced with volume spikes and backlogs, the tendency is to focus on the 
inventory. That typically leads to morale-killing statements such as, “We 
had a bad day,” “Inventory went up 2%,” and “You guys need to work 
harder.”

While inventory is important, employees have little control over daily 
receipts. What is critical in this scenario is how effectively the resources 
available (employee capacity) were used. This changes the dialogue to 
include statements such as, “We had capacity to complete 2,300 claims 
and we processed 2,500—we had a good day.” The focus is on what we 
had control over (productivity), not on what was beyond our control 
(receipts).

Using capacity planning in conjunction with staffing and capacity 
models, managers can:

• Identify proper staffi ng levels
• Make objective staffi ng decisions (“I know” not “I think”)
• Allocate resources more effectively by:

• Creating backlog elimination plans
• Planning overtime expenditures
• Scheduling training opportunities during slow periods

• Determine the impact of process or policy changes
• Identify productivity problems

Capacity management is all about minimizing surprises. Take a good, 
hard look at your business, analyze the historical data, understand the 
current state of your business and its capabilities, and let me know if you 
need to sell a used bus. ▪
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Merit Smith
Vice President and Health Care Director
merit_smith@renolan.com

CAN YOU COMPETE ON THE NEW BASIS?

As I’m writing, C-SPAN is in the background with a 
discussion about the bewildering set of potential laws 
that we are arguing over as part of health care reform.

Nolan has a cross-functional team working on health care 
reform. One of the key questions we are considering is “What will be dif-
ferent post-reform?” Of course, this is a highly speculative exercise; no one 
really knows if or when or how health care reform will emerge. One of our 
approaches is to take the worst case—perhaps something like Mr. Waxman’s 
H. R. 3200 bill—and use it as the basis for thinking about the future.

The post-reform environment that we begin to see is quite different from 
today. There are dozens of important differences in the potential law, some 
explicit, others implicit. Perhaps the most important one is that the competi-
tive factors may be wildly different. Think of “competitive factors” as the 
product-related, economic, and operational features that a competitor uses to 
compete. For example, Southwest Airlines uses a different set of competitive 
factors than American Airlines. One airline stresses price, a user-friendly 
Web site, and a simplified service model that doesn’t include traditional 
reservations. The other airline competes in a traditional model, with an 
emphasis on schedule. It’s the same basic product—air transportation—but 
with different business models deployed via different competitive factors.

In some post-reform scenarios, we will compete on a starkly reduced 
set of competitive factors. Products and health benefits will be stan-
dardized, sales and marketing will occur via a government-organized 
exchange, and product pricing will be community rated, with no variance 
for age, gender, health status, or claims history. We should expect that 
provider networks and contracting will not vary much, if at all. In this 
environment, the set of competitive factors might be reduced to internal 
cost structure and service.

If your career and company’s future depended totally on your ability 
to have the lowest cost structure and best level of service, what would 
you do? What would you have to change and how would you change it? 
A good way to find these answers is to ask your staff to think about these 
questions. Some organizations may find the answers and possibly have a 
future, but most firms will never consider the question nor understand that 
the world they are in is profoundly changing. ▪
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REAPING THE BENEFITS OF PARKINSON’S LAW

Steve Callahan
Senior Consultant / Practice Development Director
steve_callahan@renolan.com

In a 1955 edition of The Economist, Cyril Parkinson 
coined the adage “work expands so as to fill the time 
available for its completion.” While intended as the 
simple lead sentence to a humorous article, the adage 

gained a life of its own, reinforced by John Murray’s 1958 book of essays, 
Parkinson’s Law: The Pursuit of Progress. 

From humor to reality: studies were then conducted within Great 
Britain’s Colonial Office to determine the causes of an inexplicable 
growth in overhead.  The findings?

1. Officials (management) tend to add subordinates in lieu of allowing 
staff to be added to "rival" organizations; and,

2. Over time, officials (management) create work for each other at a 
rate of 5 to 7% more per year regardless of the amount of "real" 
work being done.

Not surprising for those who work closely with organizational design 
and operational efficiency.

Fast forward to today’s economy, where inflationary forces combine 
with inexplicably declining productivity to put direct pressure on 
growth and profitability. These challenges bring an intense pressure on 
leadership—pressure for performance that can seem almost overwhelming 
at times. Under this pressure, the unfortunate reality is that more often 
than not reactive, short-term decisions get made; decisions that have long 
lasting and negative impact on performance.

Yet if leadership is able to extricate itself from the distracting clamor 
for action, instead taking a thoughtful look at the overall situation from 
a strategic perspective, history shows that there is typically opportunity 
hidden within crisis.  Anecdotally, yet consistently, it has been shown that 
it is in times of crisis that millionaires are made and companies rise to the 
top of their industry or fall to the bottom. The turmoil of today’s markets, 
in hindsight, will be shown to have brought along similarly dramatic 
opportunity for those willing to rise to the occasion.

Being strategic amidst turmoil is a bit like firefighters trying to decide 
where to dig the firebreak while trees around them are aflame. It takes 
an intense level of concentration, which in our industry translates into 
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a focus on product competitiveness, distribution channel effectiveness, 
operational efficiency, strategic investment levels, talent management, 
and customer service.

Many companies ignore the benefit of the firebreak and instead turn 
their hoses on the burning trees, typically by initiating generic cost-
cutting measures which, for most companies, translates into headcount 
reductions.  Reductions that are typically ordered as an across-the-board 
cut; indiscriminately set at an arbitrary level so that the pain can be equally 
shared across the leadership team. While this may be an emotionally 
equitable approach to expense savings, it is not an effective strategy 
for the forward-thinking company. Mandated percent-of-budget cuts 
rarely achieve the elimination of "fat" expected, but instead end up often 
detracting from longer-term necessities, reducing critical intellectual 
capital, or generating a subtle deterioration in an area of competitive 
advantage.

Consider the earlier reference to Parkinson’s Law. While the cost-
conscious manager will attempt to maintain efficiency regardless of 
financial  condition, the less attentive will likely fall prey to Parkinson’s, 
hiring as allowed and then benefiting from the work by filling their 
additional staff’s time—not noticing the associated decline in actual 
transactional productivity. During times of profit and growth, this is 
acceptable but when faced with turbulent markets like we have today, the 
impact of reductions is dramatic. In effect, the cost-conscious manager is 
faced with cutting actual "meat"— intellectual capital and talent that will 
be expensive to replace—as they have preserved productivity even during 
the times of growth. Conversely, the Parkinson’s manager will have 
gradually built up an excess level of staff they can cut without impact 
as their staff simply returns to prior levels of productivity without any 
detrimental impact to service or effectiveness. To make matters worse, 
the Parkinson’s manager is in all likelihood being praised for his or her 
ability to weather the storm.

So how does the strategically-focused organization avoid the anomaly 
of Parkinson’s Law, especially given the current economic instability?

One of the quickest and most equitable methods is through the use of 
demand-based capacity models that, based upon actual transaction data, 
illustrate the required number of employees necessary for a given set of 
functions. By accounting for transaction times along with vacations, sick 
time, staff experience, and predetermined overhead factors, the capacity 
models are able to objectively forecast staffing needs based on projected 
fluctuations in demand. Given that the models are based upon actual 
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transaction times, using techniques like direct observation stopwatch 
studies or time ladders, there is no room for Parkinson’s Law to gain a 
foothold—there is no room for surplus. The demands of pre-measured 
transactions lead directly to the determination of required staffing levels, 
creating the ability to trim staff-related costs in a way that will have the 
least negative impact on productivity and service. 

As a result, companies that have implemented demand-based capacity 
models rarely resort to arbitrary across-the-board cuts; instead, they have 
the ability to focus on areas where cost reduction is justified by surplus 
capacity. As a result, no longer is the cost-conscious manager penalized 
for efficiently managing their staff, while the Parkinson’s manager is now 
forced to identify and eliminate the non-value-added work that has filled 
the available resources over time. 

There are a few other exceptional  benefits to having these tools at 
hand; specifically, the ability to run "what-if" scenarios that help estimate:

1. the staff required to do a specific function within a unit; 
2. individual performance levels compared to overall unit 

performance;
3. the impact of procedural or systemic changes on staffing levels; or  
4. the ability to calculate overtime and contingent staff needs for 

addressing backlogs.
The steps involved in developing effective demand-based capacity 

models are relatively straightforward.
1. Identify the key drivers that generate work.
2. Determine the individual work times for each driver.
3. Develop the maximum operating efficiency for the staff within the unit.
4. Calculate the volumes of work for each of the drivers being 

modeled.
5. Incorporate all of the aforementioned factors, checking for 

reasonableness.
Given the economic challenges we face, what better time than now 

to search for the inefficiencies in your organization, recognizing  the 
inevitability of influences like Parkinson’s Law over time. Using tools 
like demand-based capacity models, subjectivity can be replaced by 
objectivity, and arbitrariness by reason. The result, for those that take the 
time, will be a healthier and more competitive organization.

Sir Winston Churchill said it best: “However beautiful the strategy, you 
should occasionally look at the results.” ▪



Project:  Customer Claims Care Centers
Client:  A Large Regional Property and Casualty Carrier
Product Lines:  Primarily Auto and Property

Project Scope
In June 2008, Nolan assisted the client 
with operational optimization throughout 
the organization, including the Claims 
Division. An early deliverable was a 
staffing model for the four Customer 
Claims Care Centers for which Nolan 
was asked to undertake a collaborative 
project to achieve the service and 
economic benefits it offered.

Project Approach
A guiding Steering Committee and an 
Implementation Team was formed. The 
Team was responsible for on-the-ground 
implementation with oversight and 
guidance provided during weekly update 
meetings with the Vice President and 
Steering Committee. All four Centers 
were involved, affecting an initial staff 
of 650 Representatives and Managers. 
An implementation plan, containing 
eight major elements, was developed and 
approved. The plan elements included: 

• Nolan’s Navigator workforce 
management system

• Process redesign
• Job role creation and training
• Vendor licensing expense 

management
• Care Center structure realignment
• Management practices
• Results reporting
• Technology enablement

A sequential approach to implementation 

was selected to both test the tools 
and operational improvements in a 
controlled environment and to offer 
implementation ‘lessons learned’ to 
other Centers prior to their installation 
work. Working directly with leadership 
and Managers in their Midwest Center, 
Nolan’s Navigator scheduling and 
staffing tool was installed following 
the selection and training of Call Flow 
Analysts—one of two new roles for each 
Center. Representative schedules were 
incorporated along with the introduction 
of ten management practices which 
were designed to optimize the effective 
use of Center resources.

While maintaining claim ‘ownership,’ 
with the Representative having first 
contact with the customer, processes 
were redesigned to reduce the time 
required to complete auto and property 
damage repair estimates, improve 
quality of estimates, and better manage 
the number and effectiveness of 
outbound claim status calls. The auto 
estimate completion redesign helped 
concentrate the skills required for 
this special work in a smaller number 
of Center processing units; forming 
the foundation for a streamlined and 
cost-effective method for controlling 
licensing expenses for access to the 
vendor estimate generation application.

Two levels of weekly Center perfor-
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mance results reporting began being gen-
erated—one set of seven metrics targeted 
for the three Regional Managers having 
direct accountability for the performance 
of the four Centers and a second set of 
six measures for Center Managers. The 
Regional Manager reports include: trend 
call volumes, actual versus goal tele-
phone service factors, customer percep-
tion results, quality results, adherence, 
staffing, average caseloads, and claims 
estimate severity. Manager-level reports 
display estimate completion time service, 
claims closure ratios, stratified claim clo-
sure time service, caseloads, and estimate 
severity for individual Reps.

With key elements in place, some of the 
Implementation Team moved to the next 
Center and others remained to implement 
system enhancements, including new 
Representative availability statuses and a 
significantly shortened inter-Center call 
escalation protocol; resulting in more 
customers speaking more quickly to 
appropriately-skilled Reps.

Three other important design ele-
ments were addressed by the Steering  
Committee, HR, and Claims leader-
ship. A newly-conceived Quality 
Specialist position—three to five 
individuals per Center—was drafted by 
the Implementation Team. Incumbents 
provide critical Center and individual 
Representative quality results informa-
tion and Center performance analyses, al-
lowing Managers to increase their spans 
of control while focusing on the Reps 
in need of guidance. At the same time, 
Regional Managers led and completed 
actions necessary to create consistent 

Manager spans of control in the range 
of 12-15:1 from earlier ranges of 7-9:1. 
These realignment actions allowed the 
client to retain valuable, highly-skilled 
Manager-level resources by placing 
Managers into the critical Quality 
Specialist role. Training for this new 
position is onging, led by members of 
the Implementation Team, with signifi-
cant support from Regional and Branch 
Claim Managers. Consistent with this 
client’s long-held recognition of the 
mission-critical value of its employees, 
a combination of monthly anonymous 
surveys and  Center-specific focus 
groups was launched. The frequency 
of the surveys and group sessions will 
eventually move to a quarterly basis, 
but will remain an important part of 
ensuring that our client sustains the sig-
nificant benefits it has already achieved 
and those anticipated in the future.

Project Results
Full achievement of benefits will 
require experience with new roles 
and processes, but the Centers have 
already delivered impressive service 
and savings results including: customer 
perception is at or above six-month 
highs; annual vendor licensing fees 
reduced by $900,000; net representative 
staffi ng levels reduced from 575 to 
502—a $4.3 million improvement with 
another 42 FTE reduction anticipated 
through attrition; net Manager staffi ng 
reduced by 23—a $2.3 million 
annualized improvement; and a pace 
of a 2% improvement in auto estimate 
values—an annualized value of $1.2 
million is targeted for year-end 2009.

15
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PROCESS INNOVATION
IS THE LOWER-COST GROWTH ENGINE

Robert E. Grasing
President
bob_grasing@renolan.com

The current economic conditions have made many 
banks and credit unions pause to make sure they do not 
misstep, but the truly innovative organizations are finding 
an environment to focus more clearly on their goals. 

Take, for example, USAA Bank in San Antonio. They were the first 
bank to offer retail remote capture, and they currently have more than 
150,000 active home users on the product. As reported by Susan Stellin 
in The New York Times, USAA Bank announced on August 9 that they 
have added an application to their mobile banking product that allows 
customers to deposit checks by taking a picture of both sides of the check 
and sending it to USAA for processing. Initially this will be a service 
for iPhone customers, or about 60% of their one million mobile banking 
customers; by the end of this year, however, the rest of their qualified 
customers will have the tool. They have about 14% of their more than 
seven million customers using mobile banking within two years of launch. 

While USAA has only one branch, it is enabling their customers to 
bank without the physical plant. To put this in perspective for bankers 
with an extensive branch network, more than 50% of branch transactions 
are commercial or consumer deposits, and an additional 20% are split 
deposits (with cash back). Think of the cost and service improvements to 
the innovative banks that closely follow.

BBVA Compass is redesigning its delivery of services using BBVA 
Compass Virtual Banker, a fully interactive, high-end video-conferencing 
platform. The product will allow BBVA Compass to offer specialized 
one-on-one services (such as mortgages and investment advice) directly 
to any branch, regardless of the banker’s location. Integrated document 
sharing functionality allows the banker to simultaneously exchange 
documents and brochures on screen with the customer, send documents 
to the printer at the customer's station in the branch, and retrieve signed 
documents using an integrated scanner. The program was scheduled to be 
launched by end of summer 2009 for the wealth management group and 
the mortgage banking functions. Again, the ability to deliver consistency 
in documents, message, and delivery can be accomplished through 
innovative integration. This will drive down the cost of branch errors and 
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will eventually deliver a full array of interactive products at a lower cost 
of delivery to BBVA Compass’ nearly 600 branches in the Sun Belt.

Other banks are incorporating process innovations. Zions Bank made 
technological improvements to its online account application process to 
improve the quality of the account opening process and to reduce cost. In 
addition to achieving service and cost goals, the bank increased its online 
loan application completion rate by 74%, while online deposits increased 
by 25% year over year. 

It is not just the big banks—like Wells Fargo with foreign exchange 
online or JPMorgan Chase with their event workstation or US Bank with 
Visa payWave—that have taken  innovative approaches. We have seen 
many community banks, including Umpqua and its Innovation Lab, point 
to what the rest of the creative banking community can accomplish.

Process innovation—focusing on People, Process, and Technology—is 
helping banks advance customer interactions at a lower cost of delivery. 
The pioneers create a path for future innovations by contemplating what 
is ideal for their customers and designing it, even if current technology 
does not allow for execution. It positions them for advancement when 
technology catches up. ▪

"How long do we have to keep statements from 
banks that don't exist anymore?"
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The Robert E. Nolan Company will conduct its annual Bank Performance 
Study once again in the first quarter of 2010. The analysis—unlike any 
other in the industry—starts with line-of-business financial performance 
and computes the underlying productivity, revenue, and cost factors that 
contribute to success.
The annual study yields more than 1,000 unique performance ratios 
for participating banks and credit unions. Each performance factor is 
compared to the benchmark (top quartile), median, and average of all 
participants by size of organization. Each participant will receive a 
customized CD containing a management summary that identifies 
line-of-business opportunities for improvement as a starting point. 
The supporting comparative ratios provide insights to help executives 
prioritize improvement initiatives and improve their bottom line. 
Clients who have participated in the past will also have comparative data, 
enabling them to examine their performance since the last analysis. There 
is no cost to participate and no cost to receive the benchmark data that 
can shape and target participating banks’ redesign efforts. Further details 
will be outlined in the first-quarter 2010 Nolan Newsletter. We will be 
contacting past participants to find out how we can make the process go 
as smoothly as possible for all new and continuing organizations. 
You can register early to participate by calling our office in Dallas at (800) 
248-3742 or in Connecticut at (800) 653-1941. If you would like detailed 
materials sent to the person in your organization who is responsible for 
coordinating data gathering, please let us know.

NOLAN ANNUAL BANK PERFORMANCE STUDY 
SCHEDULED FOR FIRST QUARTER OF 2010

For more information or to participate in this 
study, go to www.bankbenchmarks.com.
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TOOTHPASTE OR TOILET PAPER

Ron Zimmer
Senior Consultant
ron_zimmer@renolan.com

In a recent article, an author posed this question: If 
you have only enough money for one, which would you 
buy—toothpaste or toilet paper? The responses were 
about even. It seems there are "toothpaste people" and 

"toilet paper people."
We are forced to make this kind of choice on a regular basis; we must 

decide which initiative(s) to fund out of many worthwhile projects. All of 
the candidates may have benefits, but we are limited by budget or other 
constraints. 

In this economy, many corporate budgets are even more limited than 
usual. So if you find yourself in this situation, forced to choose among 
many good projects, how should you make the decision? Developing 
an objective decision-making model can both help you choose the best 
projects and build corporate buy-in. Following are five steps to help you  
determine which project to focus on first.

Identify the mandatory initiatives (e.g., regulatory compliance) and
separate them from the discretionary choices. If the projects are truly 
mandatory for this next year, allocate resources to these tasks first.

If there are a lot of discretionary contenders, it can help to separate 
them by urgency and importance. Try this:

• Create an Urgent vs. Important grid
• Eliminate subjective infl uence and place the candidate on the grid 

by rating its urgency and importance
• Focus on the items that are both important and urgent

Urgent but not 
Important

Urgent and 
Important

Not Urgent or 
Important

Important but not 
Urgent

Clearly identify the limitations/constraints, corporate goals, and 
decision criteria. Be sure to make this a common goal and a shared 
problem to solve. It is helpful to also have shared consequences such as 
incentive compensation.
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• Identify the decision criteria before you start and get agreement—
this is a corporate-level decision

• Determine the scoring system and weights
A decision grid might look like this:

Criteria / Initiatives A B C

Cost to Develop

Expected Benefi ts
• Revenue / Profi t
• Expense Savings
• Soft Benefi ts

Supports Corporate Strategy

Value to Customer

Differentiators

Other Resource Constraints

Gather information to satisfy the decision criteria. This may involve 
creating a business case for each of the potential initiatives. (Be as 
complete and accurate as possible, but don’t let this turn into "analysis 
paralysis.")

• Estimate costs as accurately as possible
• Base potential revenue and profi tability on facts (market size, 

penetration rate, competitor strength, etc.)
• Identify other constraints, such as key resources, systems, or 

knowledge
• Recognize soft benefi ts, such as brand, reputation, or ease of doing 

business
•  Determine if this initiative will create sustainable differentiation in 

the marketplace
•  Most important, does it add value from a customer perspective  

(i.e., does it fulfi ll an important need)?
Define customer needs by specific market segments. Many customer 

expectations (e.g., competency, efficiency, friendliness, courtesy, and 
professionalism in delivering service) can be anticipated. Make sure 
you understand what has changed for your customers. Basic research 
uncovered that 90% of the U.S. respondents to a recent survey said that 
they had reduced spending as a result of the recession and that a growing 
percentage do their own research on the Internet for product features, 
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comparisons, and price. Determine what these and other trends and 
requirements mean for your initiatives.

Evaluate the choices. Objectively score the candidates for each of 
the decision criteria. A range of 1=low to 5=high is usually sufficient. 
Watch for traps like corporate politics, squeaky wheels, "big agent" 
pressure, mediocre-is-good-enough mind sets, or hidden stuff that was 
not disclosed. Typically, this creates a priority ranking. But if the scores 
are too close, re-score using a forced ranking system. (For each decision 
criteria, rank the candidates against each other).

You may think you are done after you have identified the top projects, 
but don’t stop there. Because you are offering fewer new products or 
services this year, ask what is needed to make it special, innovative, or 
more appealing. What would take it to the next level?  

Be sure to complete the package of product, service, training, 
communications, executive sponsorship, product introduction, and market 
rollout. And remember to measure and monitor results and course-correct 
as needed. ▪

"If we are going to prioritize, we're 
going to need some priorities."
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Have you ever tried to peel a small potato and still 
leave enough to eat? It’s the same with a small department 
trying to trim the "peel" from a budget and leave enough 
"meat" to get the job done.

Many companies are facing budget cuts during our down economy, 
and the typical formula is an across-the-board cut of a certain percentage. 
With materials and supplies being a small percentage of the budget 
for most financial services companies, staffing reductions are usually 
inevitable. Managers of large departments can normally shed positions 
without cutting into too much of the "muscle" because, typically, multiple 
employees do the same work. If a position is eliminated, other employees 
absorb the workload through increased productivity. However, the 
manager of a small department faces a much more difficult task when 
only one person in a designated position performs a given set of tasks.

Managers in this predicament must be more creative in their actions, 
with the desired result being little to no impact on service and quality. If 
employee cuts are necessary, the manager will have to look at how work 
will be redistributed to other employees who might be unfamiliar with 
the tasks. Here are some helpful hints if you are, or know, a manager in 
this situation:

1. Make sure metrics are in place throughout the department. If you 
don’t know the reasonably expected standard for each task, you 
have no way of gauging productivity. But if you know how long it 
should take to complete each task, you can determine how many staff 
members are needed to perform the department’s core functions. 
Establishing metrics in a department will have the added benefi t 
of increasing productivity. How so? It is a proven fact that once 
employees know what is expected of them in a day, productivity 
will rise with absolutely no changes to the processes. If you have 
your doubts, Google “The Hawthorne Effect,” a study conducted in 
the 1950s.

2. Discuss with your employees those tasks that add minimal or no 
value. This value analysis will uncover those tasks that employees 
have always questioned the importance of, and it might yield 
suggestions for improvement, including elimination.

SMALL POTATOES ARE HARDER TO PEEL

Kim Wilkes
Senior Vice President
kim_wilkes@renolan.com
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3. Many times a task is a holdover from a previous process, and 
holdovers are sometimes better suited to other departments. There 
may be areas where an employee is initiating or completing a task 
for another department. To gain effi ciency, consider transferring the 
task back to the originating department.

4. Question report and data development. Do your employees spend 
a lot of time compiling reports or collecting data? Again, question 
the value. Question the reports or data you ask for, and query other 
departments about the value of data and reports being generated for 
them.

5. After conducting a thorough review of the work performed in the 
department and determining what can be improved or eliminated, 
use the department metrics to develop a staffi ng model to calculate 
how many staff members are needed.

 A manager may complete the above steps and conclude that the budget 
cuts demanded are not realistic if the work is to be up to the company’s 
service and quality standards. After having done the assessment, at least 
the manager will be better equipped to present the facts to his or her 
superiors. ▪

"We're still the same, great company we've 
always been, only we've ceased to exist."



24

POISED FOR RECOVERY: A POWERFUL PREPARATION

Fifty-six years ago last May, Edmund Hillary and 
Tenzing Norgay commanded the attention, imagination, 
and respect of the world when they were the first to step 
on the summit of Mt. Everest—a feat since duplicated 

by about 1,400 others. That initial success was certainly the result of 
meticulous planning, effective decision-making, and focus on the ultimate 
destination. Today, a strong case can be made that those same success 
characteristics now need to be exercised, with significant numbers of 
economists offering evidence that we’ve either reached the bottom of the 
current recession or have already taken tentative recovery steps. A long 
and likely arduous climb is just ahead, and while there is no mistaking 
its difficulty, forward-thinking leadership recognizes this challenge as a 
watershed opportunity for improvements that produce expense savings 
and position the organization for rapid, cost-effective growth.

Traditional improvement efforts are often defined and limited by the 
needs of a particular function within the organization. As a result, the 
approach and techniques brought to bear in a given initiative may be 
completely inappropriate for other opportunities. At this critical moment 
in the economic cycle, management needs a cost-effective improvement 
solution that can be used across the company, that is consistent with the 
sense of urgency the current environment requires, and that maintains 
the fiscal discipline demanded by operational budgets offering little 
flexibility. 

There is one improvement approach that meets all of these requirements 
and more: Value Analysis. Often used by Nolan senior consultants 'VA' is 
a powerful tool that, when applied properly, delivers significant savings 
and, just as important, can fundamentally reshape a function, unit, or 
division—producing a lean, fit, customer-centric, and properly-equipped 
(but not overly-equipped) organization. Here is a quick tour of the 
elements that make this approach so successful:

• It’s customer-focused. It begins with a clear understanding of the 
market needs being fulfi lled by the enterprise.

• It’s inclusive. The workshop-based team includes functional 
subject-matter experts, customers (either internal or external), and 
other upstream and downstream stakeholders. Thoughtful team 

Dave Edwards
Senior Consultant
dave_edwards@renolan.com
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composition helps ensure that the creative power of a wide, diverse 
group of participants is brought to bear on the improvement effort.

• It’s fl exible. The scope of the team’s 
efforts can be as broad and deep as needed, 
addressing a specifi c organizational 
unit, a cross-functional process, or inter-
relationships with external business 
partners (be they customers, agencies, 
hospitals, physicians, or regulatory bodies). 
Nearly any function can benefi t from Value 
Analysis—marketing, sales, operations, 
systems, medical management, contracting, compliance, or 
network management, to name some of the organizational divisions 
for which Nolan has conducted VA initiatives.

• It’s disciplined. Discussions surrounding the 'essential purpose' 
of the workshop subject (the distinct reason that the subject 
exists) and the 'primary and supporting functions' that result in the 
execution of the essential purpose are expressed in a simple noun-
verb format (for example, the Essential Purpose of Hillary’s Climb 
= Reach Summit). This precision, combined with a customer-based 
statement about the importance and reliability of the functions 
performed and a functional cost summary, provides a common 
language for workshop members and a quantifi ed understanding 
of the current service/product delivery model.

• It’s swift. Typical VA workshops are completed in six to eight 
weeks, with members meeting two or three times each week.

• It’s rigorous. Although quick-paced, workshops are structured to 
ensure that all elements of the functional subject are effectively 
scrutinized. Depending upon the importance, reliability, and cost 
of a particular element of a process or function, workshop members 
question whether it can be eliminated, transferred, automated, 
executed with fewer resources, or retained but improved.

• It’s measurable. Creative alternatives are quantitatively assessed 
against pre-determined evaluation criteria.

• It offers near-term implementation orientation. Although 
long-term changes are not precluded by VA, the vast majority of 
approved improvements are typically implemented in fewer than 
180 days and, in some cases, nearly immediately.

Nearly any 

function can 

benefit from 

Value Analysis...
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• Benefi ts are sustained. Those directly affected by the workshop’s 
recommended changes are the authors of the change, with benefi ts 
validated by customers and rigorous fi nancial impact analyses.

Just like the planning effort that Hillary and Norgay must certainly 
have conducted, VA can create a truly distinctive organization—one 
clearly focused on universally understood objectives and equipped with 
the tools needed for the journey, but not burdened by accountabilities 
or distractions that slow progress or jeopardize success. Whether you 
believe the economic recovery is best described as a 'U,' a 'V,' or even a 
'W,' the question is not whether an exciting climb is ahead of us, but when 
it will begin. Nolan knows the best routes to the summit and stands ready 
to assist you in preparing for and making the journey. We would be very 
pleased to discuss your plans.

Good fortune on your ascent! ▪

"I understand the Everest climb used to be quite a chore."
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MANAGE EXPENSES CONTINUOUSLY 
Ben DiSylvester
Chairman
ben_disylvester@renolan.com

In our nearly 40 years of helping financial services 
companies navigate various challenges, we have 
observed that organizations which manage expenses as 
part of their normal management process—through good 

times and not-so-good times—fare better in downturns. Organizations 
that have strong expense management discipline do not have to cut as 
deeply when the economy turns bad. And when the cycle turns up, good 
expense management discipline helps control the pressures to return to 
pre-recession spending levels.

For those organizations with no continuous expense management 
culture, all is not lost. As sales and workloads improve with the economy, 
all organizations should continue to manage expenses tightly. It will 
ensure that you don’t add back unnecessary capacity during the recovery 
and allows you to invest those funds in new sales efforts and technology, 
streamlining the organization for the long run. 

There are at least four important elements all companies should use to 
instill a continuous expense management culture:  

1. Manage staffi ng levels, using staffi ng models that show the levels 
of staff needed for current and projected work volumes. Staff is 
added only when the model indicates it is time to do so.

2. Manage service levels rigorously. Excellent customer service is 
not synonymous with high expenses. Rather, it is just the opposite. 
Set high goals for customer service, and task your people with 
making sure that those goals are met consistently without adding 
unnecessary staff. 

3. Continuously improve your processes. This vigilance will free 
up resources that can be redirected to the right investments for 
growing revenues and streamlining the business model.

4. Pick technology investments that make it easier for your 
distribution system to sell, your customers to get things done, and 
your people to service and support both.

Steep downturns like the one just experienced almost always change 
industries in a fundamental way. Doing the above four things consistently 
and well should improve expenses by 25–40%. Further, they will help 
create the expense management culture that all companies need in order 
to be successful in the uncertain future. ▪ 
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NOLAN EVENTS
CAHP 24th Annual Conference 
October 19-21, 2009 - Palm Desert, CA
This conference will highlight some of this year's most hotly-debated health 
policy issues at the national and state level and examine the controversial 
“National Public Plan” and how California is already experimenting with 
public and private plan competition - www.calhealthplans.org. 

Society of Actuaries Annual Meeting 
October 25-28, 2009 - Boston, MA
Nolan Chairman Ben DiSylvester will co-present "Trends and Successes 
in the Middle Market" (Session 50) on Tuesday, October 27 at 8:30 a.m. 
This session will cover some of the important market dynamics for all 
generations within the middle market. The meeting will be held at Boston 
Marriott Copley Place in Boston, Massachusetts  - www.soa.org.

IASA Mid-South Chapter Fall 2009 Conference 
October 28-30, 2009 - Biloxi, MS
Nolan is pleased to be a Black Chip Sponsor at IASA's Mid-South Chapter 
Conference to be held at Beau Rivage Resort - www.iasa.org.

BAI Retail Delivery Conference
November 3-5, 2009 - Boston, MA
Former Vice President Al Gore will share his insights into how we can 
embrace change in the world of fi nancial services, identify new ways to 
approach business and leverage technology for success - www.bai.org.

Texas Rural Health Forum
November 9-10, 2009 - Austin, TX
Nolan Vice President and Health Care Director Merit Smith will present 
"Using Public Data to Improve Hospital Planning" on Tuesday, Nov. 10 at 
9:30 a.m. In this session, you will learn free or low-cost data sources and 
techniques that can be used in hospital strategic planning - www.tha.org.

IASA Texas Chapter Fall Meeting
November 20, 2009 - Irving, TX
Nolan is pleased to be a lunch sponsor at IASA's Texas Chapter meeting 
to be held on Friday, November 20 at the Las Colinas Country Club in 
Irving, Texas - www.iasa.org. 


