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A “Good Problem” 

In late 2004, Lisa Paul, CEO of Paul Hanson Partners, was sitting in her office thumbing through an increasing backlog of work when she received a phone call.  “I have great news … the perfect solution for you,” said Lisa’s program manager from AIG, “Outsourcing.”  The AIG program manager shared information about a wholesale insurance agency in New York City called Distinguished Programs Group that had set up a processing operation in China to support its U.S.-based insurance office.  “Sounds interesting,” said Lisa, “I’ll explore it.”

Paul Hanson Partners (PHP) was established in 1993 to provide risk management and insurance placement services to the transportation industry.  Having obtained a new national market with AIG in 2004, PHP was experiencing a tremendous influx of business, reaching annual growth rates of 35%-45% year-over-year. Limited human resources and a complicated set of operating systems and data requirements put a strain on the agency’s ability to quickly and efficiently handle processing requests. Staff could not keep up with the backlogs, and employees found themselves working 20-30% overtime, including weekends. Making matters worse, finding insurance professionals to meet the demands of a fast growing company in small town Napa, California, was proving nearly impossible. 

Enter the Nightshift 

After a due diligence process, Lisa Paul made the decision to try outsourcing.  More than 6,000 miles away, in the northern Chinese coastal city of Qingdao, Managing Director of ReSource Pro China, the name of Distinguished Programs outsourcing subsidiary, Matthew Bruno assigned an employee to Paul Hanson Partners, connected remotely to Paul Hanson Partner’s server and in so doing launched ReSource Pro’s first third-party client relationship. 

ReSource Pro had been founded less than one year before when Matthew was part of a rescue effort to help his parent company, Distinguished Partners solve a crisis when one of its insurance markets went bankrupt leaving 13,000 policy holders stranded.  Matthew set up a small team of English-speaking Chinese college graduates, taught them the process of canceling and rewriting the accounts to a new carrier, and was able to complete the task in less than ten weeks.  What began as a rescue operation for Distinguished Programs Group soon became a spin-off company, when it was realized that this kind of back office support could help boost agency operations in good times as well as bad.  The opportunity to free up agency staff from routine processing improved employee productivity, added overnight capacity to agency operations (China being 15 hours ahead of Pacific time), provided career development to internal employees, and solved staffing bottlenecks at a fraction of the cost of hiring hard-to-find staff in the U.S.  By 2009, Matthew’s small band of staff had grown to more 500 employees of which 45 of which were dedicated to PHP. 

Sorting Between Routine and Value Added Work
Early on, PHP began its relationship with ReSource Pro by handing off very basic administrative tasks to the China-based staff. As these employees proved adept at handling those tasks, PHP decided to outsource more tasks, such as entering accounts into a clearance system, generating advisory and safety reports, running Riskmeter, Isotel, issuing certificates, and a range of what Lisa Paul termed “underwriting support” functions. Napa employees were free to focus on business development and real time customer service. The range of tasks assigned the team in China evolved into more analytical and decision-making activities that now include complex underwriting and accounting functions.  “We determined the value-added tasks that would allow us to provide the smoothest and fastest customer service,” says PHP CFO, Matt Schiefferly. 

With the incremental approach to adding tasks and staff in Qingdao, PHP had time to plan for change in a trial-by-doing methodology. As processes were delegated to ReSource Pro, Lisa Paul, always forward-thinking, was contemplating the next batch of tasks to be given to ReSourcePro, thereby expanding the number of staff devoted to PHP.  

Employee Count and Financial Performance 

While PHP did not fire any staff to work with ReSource Pro, over the four years since the firm started working with ReSource Pro it has lost 4 people through attrition, declining from 23 employees to its current number of 19 employees. Meanwhile the team in China grew to 45 employees, more than 70% of total PHP employees. At the same time over this period, PHP experienced bottom-line net income growth of 155%.   How did the small family-owned business in the Napa Valley of California manage such dramatic change so successfully? 

Step 1.  Consistent Communication 

Fear was the immediate reaction of some PHP employees when Lisa Paul announced the outsourcing partnership.  PHP employees assumed that their jobs were in jeopardy of being shipped overseas.  Management, consisting of Lisa Paul (CEO), Matt Schiefferly (CFO), and Cory Tiebout (VP) addressed the fear by beginning all outsourcing conversations with reassurance that no one in the organization would lose their job due to the relationship with ReSourcePro. Consistent and open communication about the partnership with ReSource Pro allowed PHP employees to feel a sense of fairness and involvement in all major outsourcing decisions.  Seeing is believing however, so over the course of time, as PHP employees witnessed no job losses, they were reassured that leadership was being honest about their intentions.  

Step 2.  Gaining Buy-In Through “The Dream List”

At the same time, to gain employee buy-in, management developed an exercise called the “Dream List.”  Each employee was asked to make a list of the tasks they most enjoyed during their workday.  The opportunity was that if they worked collaboratively with ReSource Pro to delegate tasks they did not enjoy, they would have more time available for focusing on their dream list of activities.  

Step 3.  No “Us and Them”
Since ReSource Pro worked over night in support of PHP operations, Lisa Paul and her management team initially referred to ReSource Pro as the “Nightshift.” This made the China team seem less threatening, as if they were an additional team not a replacement team.  Later on Lisa encouraged her employees to eliminate terminology, such as “us and them.”  Lisa thought, “What else can I do to promote cooperation and enhance an inclusive vision where my employees embrace their China-based counterparts?”... Exchange Trips! “It’s difficult to be angry at someone you know,” says CFO, Matt Schiefferly.  With this in mind, Matt and Lisa decided to send two Napa-based employees to China to cross-train their ReSource Pro counterparts. Members of the China team traveled in turn to Napa to spend time in PHP’s office, meeting more of the staff and learning more processes.  The exchange trips allowed the Napa staff and ReSource Pro to no longer think of each other as separate entities but as members of an interdependent team.  Cohesion comes from emotional ties that team members form towards one another.  As PHP and their colleagues in China were given opportunities to build interpersonal relationships, the two entities began functioning as one collaborative family.  Over time, the Chinese employees Qingdao started to feel like fully fledged members of the PHP family, with all members sharing upcoming birthdays, wedding dates, home-made meals and personal anecdotes.  

Step 4.  Rewarding Success
How were the PHP employees encouraged and rewarded for their commitment to the partnership?  Early on Lisa Paul encouraged her employees to send over more tasks to ReSource Pro, but did not see rapid adoption.  To accelerate the process, Lisa decided to tie monetary rewards such as bonus allocations to the number of tasks that were identified, documented and transferred.  This time Lisa saw a quick response.  An additional reward was attached to the transferred task that provided the greatest productivity and cost-savings to the organization.  
In 2006, an incentive plan was directed towards managers based on how well they were able to integrate their team with the ReSource Pro staff.  What started as small monetary incentives turned into higher annual compensation packages and resulted in advanced career and personal development opportunities. A number of employees saw this as a way to acquire cross-functional knowledge.  
As PHP staff members were being relieved of their administrative tasks, they were able to focus on other areas of the business that were appealing to them.  Shannon Horvath, PHP Accounting Support Staff Manager, had no idea she loved the Information Technology aspect of the business.  As she transferred routine accounting tasks to ReSource Pro, she was able to delve into the world of technology and has found a whole new area of interest for her and ways of contributing to the intellectual capital base at PHP.   

Step 5.  Bridging Cultural Differences
Building partnerships do, however, take work. In PHP’s process of adopting outsourcing, there were certainly some growing pains, many of which have dissipated over time.  For instance, according to the literature of social psychology, China is known to be a “high-power distance” country (Schein, 2004).  People in high power-distance countries perceive greater inequality between superiors and subordinates than do people in low-power-distance countries, such as the United States.  This concept was illustrated when the Qingdao staff initially expressed reluctance to offer their opinion or suggest process improvements.  The Chinese workforce felt that by offering feedback to PHP, they would be perceived as questioning PHP’s authority.  Once Lisa became aware of the reluctance, she made a conscious effort to communicate her appreciation and provide reassurance not only that the team was doing a great job but that she valued their input on process improvement.  
Lisa communicated her discovery regarding the perception of the power distance cultural factors to the rest of her PHP staff, who then took it upon themselves to provide constant positive reinforcement; thereby creating an environment where information and idea sharing was encouraged.  
Step 6.  Keeping Language Clear

One area that became an obvious opportunity for improving communication was in how employees in both organizations talked and corresponded.  Lisa found that ReSource Pro employees wrote formal, detailed emails but the trend at home was to write short colloquial responses sometimes that were not fully understood.  By demanding that her own staff pay close attention to how they composed emails and communicated with the team in China, Lisa found that the more literal approach of the Chinese employees could be catered for and harnessed.
Conclusion:  A Proposal
Six months into the partnership with ReSource Pro, Lisa Paul’s three underwriters approached her with a proposal.  “You know that fourth underwriter you were going to hire to relieve us from our backlogs?  Well, not only do we not have any more backlogs but with the process changes with ReSource Pro, we have additional capacity.  Why don’t you divide up the new business between us and split between us what you would have paid that fourth underwriter.”

Lisa Paul welcomed the suggestion.  She could pay her existing valued underwriters more to handle a larger book of business and save herself recruiting and integrating a new underwriter, as well as the fully loaded costs of that employee.  

After four years of the partnership, PHP has been transformed from an organization of overworked, overstressed employees, to one presently where the work-life balance is embedded into the corporate culture.  Instead of spending management time recruiting, training and supervising, management can focus on the core business.  
As employees in Napa and Qingdao became increasingly connected emotionally and operationally, the relationship has become more fruitful.  Employees on both sides are highly motivated, have the opportunity to constantly enhance their role and contribution and have developed an attitude of ‘adopted siblings’ across the globe; all this while providing a greater number of PHP clients a higher level of customer service, and at a lower cost of doing business.   
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