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Insurance is in the midst of a technology revolution that is leading to 

fundamental changes in business models, drastic reductions in cost 

structures, and leapfrog improvements in customer service and 

responsiveness that are creating radically new sources of competitive 

advantage for existing players as well as new, start-up entrants. 

However, for established P&C carriers, overlaying these innovative 

and game-changing technologies on outdated and poorly aligned 

organizations will limit their usefulness or, worse still, nullify their 

benefit entirely yielding little to no return on insurers’ considerable 

investments. 
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Do Not Lay New Technology on a 
Broken Organization 
 
I N S U R T E C H  I N  P & C  S E R I E S  

BACKGROUND 

InsurTech and other innovative technologies have the potential to revolutionize the P&C industry. 

Investment in InsurTech topped $1.7bn in 2016; $555mm of that was specific to property-casualty.  P&C 

carriers’ expenditures on pure InsurTech technologies came in at $55mm in 2016 and are expected to 

grow to $100mm and $250mm in 2017 and 2018, respectively.  Broader expenditures on AI, RPA, “Big 

Data,” cloud, SaaS, and enabling hardware and software already total in the hundreds of millions 

annually. 

Yet, for many insurance carriers these cost-saving and productivity-enhancing technologies are being 

overlaid on misaligned, micro-managed and broken organizational structures which will impede their 

success and potentially negate expected returns on investment.  For new technology to succeed, insurers 

must first go “back to basics,” fixing bureaucratic, multi-layered, bloated organizational structures that 

inhibit communication, innovation, and responsiveness while incurring needless cost. 

The “Typical” P&C Organization 

The challenge for many insurers today lies not in the top or the bottom of their organizations but in the 

middle.  Years of downsizing, reengineering, and outsourcing have left the bottom layers of organizations 

fairly lean.  Additionally, 

much of the technology 

applied over the past 

25 years has been 

aimed at making lower 

levels lean, more 

productive, and more 

efficient.  New 

technologies such as RPA 

(robotic process 

automation) and AI 

(artificial intelligence) 

certainly can eliminate 

or improve upon rote, 

manual activities and 

functions at the lower 

levels; however, the cost 

savings can be limited or 

disappointing.  That’s 

Figure 1: Typical* Insurer Employee and Cost Distribution 
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because these applications of new technology apply to the lowest levels of the organization where 

considerable cost reduction and process engineering has already been applied. 

Figure 1 shows the dilemma.  For a “typical” insurance company1:  while 37% of employees are “front-

line” or non-management (no direct reports), they account for just over 25% of fully loaded labor cost.  

Middle management (2+ reports), on the other hand, accounts for almost 60% of personnel and cost. 

New technology would be better aimed at achieving efficiencies in this middle layer if the goal is lasting 

cost reduction and improved organizational effectiveness. 

Another way of thinking 

about this is to look at the 

“funnel chart” of the typical 

insurance organization 

(Figure 2).  The funnel shows 

the span of control (SoC) or 

number of direct reports (less 

administrative assistants) per 

manager at each level of the 

organization (from senior-

most to junior).  While the 

actual picture will vary from 

company to company, the 

general “design” of Figure 2 

is common but not ideal.  At 

the very top, where trust, 

confidence and experience 

levels of direct reports are 

high, spans tend to be high.  

The top executive does not 

feel the need to “micro manage” the senior team.  At the lowest levels of the organization, where much 

automation and process reengineering has already been deployed, or where tasks are extremely routine 

(e.g. call centers), spans also tend to be higher.   

However, for a variety of reasons indicated in Figure 2, spans in the middle of organizations tend to 

contract.  Some of this SoC compression makes sense.  Certain highly specialized groups will likely have 

lower spans.  The organization may have several invaluable individual contributors or specialist units 

where spans should be low.  But, pervasive low spans in the middle often tend to be compensating for 

other, more serious, organizational shortfalls: 

• Organizational inertia:  “if it ‘ain’t’ broke, don’t fix it” 

• Organizational osmosis:  arbitrary “grade inflation” to keep employees from defecting 

• Organizational incompetence:  aka, “the Peter principle”; promoting to incompetence 
 

                                                
1 Representative actual QA client (disguised intentionally) 

Why this happens:

• At the top, the senior most executive is 
well aware of the top few layers, so 

spans are usually good

• In the middle, low SoCs (“manager” 
proliferation) often occur to mask more 

endemic issues:
o Compensating for chronic poor 

performers (managers fixing or 
doing the work)

o Poor training – managers are on the 

job trainers, not managers
o Poor processes or systems

• The bottom of the organization is often 

lean from traditional cost cutting 
initiatives
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Figure 2: Organizational Funnel – The Typical Dilemma 
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Management by these axioms is toxic to any organization.  They encourage underperformance, lead to 

significant, unnecessary cost, lower employee morale, and often lead to the loss of the company’s best 

potential talent.  As Jim Collins the management guru, wrote2:  

 
“Letting the wrong people hang around is unfair to all the right people, as they 

inevitably find themselves compensating for the inadequacies of the wrong 
people.  Worse, it can drive away the best people.  Strong performers are 

intrinsically motivated by performance, and when they see their efforts impeded 
by carrying extra weight, they eventually become frustrated.” 

 

In fact, numerous studies and real-world examples show that higher spans, applied reasonably and 

thoughtfully, have a significant positive impact and result in:   

• Greater communication efficiencies from top to bottom as layers are removed 

• Improved employee satisfaction and empowerment as decision-making authority and 

responsibility are given them 

• Less perceived management “meddling” and “micromanagement” 

• Greater innovation as front-line observations bubble up with greater ease and speed 

• Improved customer service as customer issues are resolved without multiple referrals up 

the chain 

• Managers focusing on most important escalation issues rather than day-to-day activities:  

oversight rather than ‘doing workers’ jobs for them’ 

• Improved quality – fewer ‘cooks in the kitchen’:  multiple redundant layers can result in 

less effective oversight as successive layers rely on their supervisors to catch errors 

Span of Control and Delayering:  Why the Bad Rap? 

So, with all these benefits of higher spans of control, why is there such reluctance to embrace higher spans 

especially in the organizational middle? Part of this stems from the origins of SoC in the military and 

subsequent misuse as a thinly veiled guise for indiscriminate headcount and cost reduction exercises. 

In fact, today it is not uncommon for portions of companies to function efficiently and effectively with 

spans of control of 20 or more.  While organizations in the ‘50s and well into the ‘80s often operated 

with less sophisticated rubrics and heuristics (e.g. the 6 by 6 “rule”: the organization will have no more 

than 6 layers (top to bottom) and each manager no fewer than 6 direct reports), today management can 

be far more precise in determining optimal spans for every unit in the organization.  ERP systems such as 

Oracle, SAP, and Peoplesoft allow for access to data at a discrete and meaningful level to facilitate 

thoughtful analysis.  Extracts can be organized into “indented organizational charts” in MS Excel for 

manipulation and interpretation by a broad management group.  Then, “heat maps” (visual 

representations of pockets of opportunity) can be developed and specific areas for further drill-down 

and investigation identified.  In this way, SoC exercises can be laser-like in precision and avoid arbitrary, 

misguided decision-making. 

                                                
2 Jim Collins, Good to Great: Why Some Companies Make the Leap... and Others Don't, (New York: HarperCollins, 2001) 
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Yet still, excuses abound at the 

senior-most levels for not 

undertaking beneficial SoC 

optimization and organizational 

delayering.  They include: 

“The SoC benchmarks are only 

for ‘managing’ employees – our 

managers are also ‘doers’” 

• The benchmarks 

used should be for 

similar organizations 

and also will include 

managers 

(especially direct 

supervisors of front-

line staff) in those 

organizations who 

are both doers and managers.  If managers had no responsibilities outside of 

overseeing their employees, the benchmarks would be significantly higher (perhaps 

15-20:1).  In addition, proper external benchmarks will account for the complexity of 

both the manager’s and the subordinate’s role being executed (i.e. an “Operations” 

benchmark would normally be higher than a “Finance” department benchmark). 

“We have poor systems” or “we face a tough regulatory environment” 

• The companies included in the benchmarks should not be “idealized” (i.e. they will 

typically have systems deficiencies and regulatory constraints) and operate in similarly 

challenging environments.  While systems can always (and possibly will be) improved, 

that is not a suitable explanation for not improving the efficiency of the organization, 

especially considering that managers 1-2 levels above the analyst level generally do 

not have much direct interaction with any specific system.  

“We are already swamped with work; if we cut down the size of our organization the work will simply 

overwhelm us.  It’s impossible.” 

• While it is true that paring down any organization will lead to more responsibility and 

accountability for any given employee, eliminating layers does not necessarily entail 

distributing more work to everyone.  When unnecessary layers of oversight are 

removed, the work coupled with lengthy, cumbersome review processes also 

disappears.  Decisions can be made quicker, and more accountability (and authority) 

is pushed down to the front-line staff. 

“We have a different business structure – it is impossible to achieve such a high span of control – especially 

if we have small 2-3 person units” 

Figure 3: History of Optimizing Organization Structure 
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• Many times, there are valid business reasons for not achieving best-in-class span of 

control in a particular, small unit.  However, it is important to explore different 

possibilities before ruling out any cost-saving opportunity.  A few examples: 

o Many businesses have functional employees lined up against a specific 

business line – this may or may not be appropriate, but often it may not be 

necessary (sometimes an individual can cover two or more businesses) 

o In many cases, a business has strategic reasons for geographically 

dispersing their operations or sales network.  While it is important to 

understand the underlying rationale behind the geographic dispersion, it is 

inefficient to have managers with a low span of control in every location.  It 

is possible and common to have centralized managers that supervise 

several small, mainly autonomous locations remotely.  

o Some small units may need to share managers, and those managers may 
have to have expertise in more than one function or business. 

 

Effective Span of Control Analysis in Action: A Case Example 

Performed effectively, thoughtful span of control analysis can yield enormous cost-saving, employee-

empowering, and customer-service-enhancing benefits.  A recent example in the merger of two large 

P&C insurers (disguised here as “Able” and Charlie”) is a case in point.  Able and Charlie are particularly 

illustrative because of how similar the two carriers were:  roughly the same size in written premium; 

extremely similar lines of business; complementary service delivery models; and strong, well-regarded 

brands.  Able and Charlie truly were a “merger of equals.”   

This was important for span of control analysis because it facilitated benchmarking between the two 

legacy companies and obviated the almost universal aversion to using benchmarks in SoC analysis: “the 

benchmarks aren’t relevant…you’re comparing apples and oranges.”  Given their remarkable similarity, 

that was clearly not the case with Able and Charlie.  

Nonetheless, applying a “one-size-fits-all” SoC rule across the entire, combined organization would also 

have been unreasonable.  The proper approach to meaningful SoC and delayering exercises is to define 

like, but not necessarily identical, units for comparison and then rigorously drill down, unit by unit, to 

identify opportunities.  It is important that the organizations be similar in functional activity but not 

necessarily identical jobs.  Trying to match units identically isn’t practical and attempting to do so would 

lose possible learnings from other units doing similar, but perhaps not identical, activities. 

To this end, examination was initially limited to the claims organizations of Able and Charlie.  Utilizing 

claims-specific indented organizational charts for each of the legacy organizations and matching claims 

responsibilities like-for-like (to get the closest possible match), spans of control and performance metrics 

were quantified for each claims organization (Figure 4).  Management had an initial perspective that the 

new, combined organization should aspire to lower spans of control to ensure better control of the claims 

process and outcomes.  The data, however, told a different story: Charlie – with the higher pre-merger 

span of control of 7.2:1 – actually had superior or comparable results in virtually every metric evaluated.  
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While Able’s lower spans were not 

generating poor performance overall 

(their metrics were above industry 

average), they still lagged Charlie in 

almost every category – and some by a 

wide margin. 

What was more alarming was the 

distribution of spans of control in the 

planned “future state” organization 

(Figure 5).  The planned future state 

distribution of spans led to some 

immediate questions.  Why would some 

70 managers (almost 20% of all 

management positions) warrant a span 

of control of 3 or less?  While all well-

run organizations will have pockets of 

low span units, 20% is very high – and 

having almost 40% with a span of 

control of 4 or less almost unheard of.  

This is particularly striking when 19% of 

the future organization was planned to 

run at spans of 9 or more.  Unfortunately, the planned future state overall was simply reverting toward 

the inferior (on almost every performance metric) lower average span of control of legacy Able. 

Looking at the 

organizational “funnel” 

for the planned future-

state organization 

(Figure 6), management 

was “designing” (or 

perhaps falling into) a 

structure very similar to 

Figure 2 (“The Typical 

Dilemma”).  The future 

state organization, by 

plan, would have 

narrow spans in the 

middle (where 

management is 

relatively expensive) 

and wider at the 

bottom and top.   

Metric "Able" "Charlie"

Claims Span of Control 5.0 7.2 

Loss Ratios

Cost per Claim

Closed Claims /Examiner

Average Severity

Customer Satisfaction

Better Worse Similar

Figure 4: Do Lower Spans Yield Superior Results? 

Future State SoC:  5.6:1

→ The future state organization is looking like 

a simple amalgamation of the legacy 

organizations without careful consideration 

of span of control opportunities.
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The one area of marginal 

improvement executed in the 

new, combined claims 

organization would be the 

elimination of several layers 

from top to bottom.  The 

new organization would 

have 7 layers from top to 

bottom while the legacy 

Charlie organization had 8 

and legacy Able had 10.  

Fewer layers improve lines 

of communication in the 

organization:  ideas tend to 

“bubble up” faster from 

customer-facing lower layers 

to senior management; 

similarly, there is less 

opportunity for miscommunication or misalignment as direction from the top plays the “telephone game” 

down layers in the organization. 

The Importance of “Drill-Down” 

Recognizing that span of control is not a number but a distribution of numbers, it is useful to drill down 

into the organization to gain a better understanding of what is driving spans and where pockets of 

opportunity may exist.  An initial drill down for Charlie and Able’s legacy claims organizations and the 

future state combined 

organization is presented 

in Figure 7.  The two 

claims organizations were 

broken down into 

comparable field units, 

back-room operations, 

and fast-track centers.  

What is telling in Figure 7 

was that instead of 

applying a thoughtful 

and measured approach 

to determine future state 

spans, management 

simply seemed to be allowing the integrated claims organization to morph into a blended average of the 

legacy organizations.  No consideration seemed to be given as to why legacy Charlie’s back-office 

operations were running at a span of control of 10:1 while legacy Able was just below 5:1, and the 
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Level 6

Level 7

Claims Organization Span of Control by Layer

Figure 6: Future State Integrated Claims Organization “Funnel” 

Figure 7: Span of Control “Drill Down” 



Do Not Lay New Technology on a Broken Organization 

 

Page 8 

integrated future state was being structured at a simple average of the two: 7.5:1.  Higher spans for 

back-office functions are not uncommon.  Charlie had the superior results and was running at spans twice 

as high as Able, and yet, by misguided “fiat” from the Chief Claims Officer, a lower span was being 

indiscriminately executed across the organization, and the cost savings, organizational efficiencies, and 

service improvements from higher spans forfeited. 

The Impact of Effective Span of Control Management and Delayering 

Charlie and Able were in the fortunate position of combining two organizations and could avoid the 

pitfalls and future pain of creating or simply morphing into a misaligned and middle-management-

bloated organization.  Unlike other organizations who allowed spans to shrink and layers to expand 

through mismanagement (or simple inertia or osmosis) and then had to take corrective action through 

painful and costly headcount reductions, for Charlie and Able the solution was much simpler: just don’t 

promote into management positions in the new organization unless doing so was clearly needed and 

earned.  Instead of arbitrarily setting a new SoC standard of 5:1 (which was the incorrectly assumed 

directive from the top), managers were guided to “stretch” that assumption to first think about a minimum 

of 7:1 (the best practice of the legacy Charlie organization) and adjust up or down as warranted.  In 

doing so, management was not only able to improve organizational efficiency, employee satisfaction, 

communication, and customer service but also achieve significant personnel cost savings (Figure 8). 

Simply targeting the 

legacy organization best 

practice (the one with the 

superior outcomes and 

performance metrics) 

would yield annual savings 

of $11mm to $22mm.  The 

most fortunate part was 

that this could be 

accomplished by simply 

“not promoting” (the blue 

“without voluntary 

terminations” bars in Figure 

8) into unnecessary 

management positions.  A 

more aggressive approach could also have been pursued by letting stagnant or unnecessary managers go 

through involuntary terminations (the green bars).  Alternately, the “green bar” potential could be achieved, 

over a longer time horizon, through attrition and non-replacement.  The best organizations pursue an ongoing 

program to manage and carefully control span contraction and layer expansion.  They rarely face the 

disruptive and sometimes painful process of delayering and involuntary middle management terminations 

required to maintain a healthy, efficient, effective and customer-focused organization.  They avoid “middle 

management bloat” and regularly and assiduously look for best practices in spans and layers within their 

organizations and from relevant external sources.  Since they make this habit and part of how they manage 

their business, they never allow the problem to become severe.  And when their “organizational funnels” do 

Figure 8: Savings Achieved through Effective Span of Control Management 
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get slightly out of sync, they can often manage any temporary misalignment through attrition or the “don’t 

promote” rule rather than painful terminations. 

Furthermore, it is worthwhile to set stretch goals for the organization; again, not to force the organization to 

think about unwieldy or unrealistic management spans, but to at least consider slightly higher spans rather 

than arbitrarily setting the bar lower.  The Charlie-Able example is instructive.  No one was suggesting the 

organization expand management responsibilities enormously – say from 6:1 to 10:1.  Rather, a move from 

slightly below 6:1 to just over 7:1 (one additional person to manage) yielded $15mm in savings and would 

likely improve the performance of the organization on multiple dimensions.  Taking that one step further – 

expanding spans to the industry best practice (P&C insurers with over $1bn in net written premium) of 8-9:1 

would yield even larger savings of $16mm to $33mm annually. 

Key Takeaways 

Insurance executives must always be vigilant to manage expenses, adapt and deploy new technologies 

to secure or maintain competitive advantage, and evolve to meet ever-expanding customer and 

agent/broker needs.  However, new technology and InsurTech are not magic elixirs.  Their shrewd and 

calculated deployment are both inevitable and ultimately extremely beneficial.  But overlaying them on 

broken or misaligned organizations will likely doom many implementations or InsurTech partnerships to 

failure and potentially cost carriers hundreds of millions in lost investment dollars. 

Insurers would be wise to “fix” their organizations first, clearing out layers of bloated middle 

management through thoughtful exercises such as span of control and delayering.  Then, recognizing the 

size (in both number of employees and personnel expense) of the organizational middle, it will be most 

wise to look for InsurTech and technology solutions to “target the middle.”  Doing so will drastically 

reduce costs, improve efficiency, and streamline organizations and communications leading to significantly 

improved customer and agent/broker relationships. 
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