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EXECUTIVE SUMMARY 

KEY RESEARCH QUESTIONS 

1 
How did Pinnacol 
executives identify 
industry 
disruptions? 

2 
How did leaders 
gain the support of 
their board of 
directors? 

3 
How will Pinnacol 
extend Cake into a 
sustained 
innovation engine?  

 

How does a 100 year-old insurer combine the capabilities of a startup with the knowledge 
and scale of an incumbent? This opportunity is available to almost any insurer. The cost 
of capital is low. The opportunities and threats facing individual firms are largely the 
same. However, as many innovation pioneers have discovered, the difficulty is creating 
the organizational will and support to sustain an effort over a sufficient time period. 

Cake Insure is an example of a specific approach to transformation: the combination of a 
successful incumbent and an insurtech startup — an “incumbup.” A separately licensed 
subsidiary of Pinnacol Assurance, Cake sells and services workers’ compensation 
insurance directly to employers using a digital platform. The proposition was approved in 
January 2017 and launched the following October (nine months later). Results as of June 
2018 are: 

• Net Promoter Score ® of 71 versus an industry average of 30.1 

• US$2.5 million in premium. 

• 1,250 customers. 

 

In addition to these immediate contributions, the lessons learned from Cake position 
Pinnacol to both replicate its model in subsequent startups and to apply newly acquired 
digital capabilities to innovate its existing business. It is now able to leverage the best of 
both the incumbent and startup worlds. 

This is a case study about Cake, but not one in the standard form of “what was done, 
why it was pursued, etc.” Rather, this report describes Pinnacol’s discovery process, the 
result of which was the realization across the organization that the cost of inaction was 
greater than the cost of change. It details how leadership created alignment with their 
board of directors, and how they plan to take their transformation model forward. The 
objective of the report is to provide lessons for other leaders to adopt. 

 

 

                                                      
1Net Promoter, Net Promoter System, Net Promoter Score, NPS and the NPS-related emoticons are registered 

trademarks of Bain & Company, Inc., Fred Reichheld and Satmetrix Systems, Inc. 
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INTRODUCTION 

Companies such as Amazon and Netflix use digital technology to set the standards 
regarding customer experience. The resulting expectations require a response by all 
companies, including insurers.  

Research data signals that the industry understands that it must respond. A recent Celent 
survey on digital transformation asked 99 insurers if digital transformation is a critical 
element of their business strategy. Over 70% agreed or strongly agreed that they have 
incorporated the need to act on this business imperative into their plans. 

Figure 1: Q: Indicate your level of agreement with the following — “At my company, digital is a 
critical part of our business strategy.” (n=99) 

 

Source: Celent report Digital Transformation in Insurance 

However, new is always scary. In some corporate environments, it can be career-limiting, 
and insurer cultures are notoriously resistant to change. Multiple Celent surveys have 
identified the top barriers to successful innovation / digital transformation (see Figure 2). 
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https://www.celent.com/insights/127860288
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Figure 2: Q: “Select the relative impact of the following common barriers to successful digital 
transformation.” (n=74) 

 

Source: Celent report Digital Transformation in Insurance 

These results are valuable guideposts as insurers act on their intent and design their 
transformation initiatives. Decisions related to investments, organizational design, and 
governance that address these barriers increase the probability of success. 

To transform, there are multiple innovation models from which to choose — incubators/ 
accelerators, insurtech startup partnership/ownership, hackathons, laboratories/centers 
of excellence, listening posts, and greenfield startups. Leading firms use multiple 
approaches. Choosing which are best for a firm is an individual decision that must 
account for the type of innovation sought (incremental or disruptive), the level of 
opportunity and/or threat, tolerance for risk, and cultural biases.  

Celent analysis concludes that, given the barriers that insurers identify are in play with 
transformation, the greenfield approach has particular value, especially for disruptive 
transformation. In a greenfield, an incumbent creates a separate company to deliver a 
product/service to a defined, usually new, market. It may or may not use an existing 
distribution channel. It usually has its own brand name that may or may not be associated 
with the parent company.  

A greenfield operation directly addresses most of the transformation barriers identified in 
the research. Table 1 maps the barriers to the design elements of a greenfield initiative.  

Table 1: Barriers to Transformation and Greenfield Design Elements 

TRANSFORMATION BARRIER GREENFIELD DESIGN 

LEGACY SYSTEMS Uses a new technology platform with little or no integration 
with parent IT systems.  

COMPANY INERTIA As a new venture, there are no preconceived notions of “how 
we do things around here.” 

LACK OF TOP LEADERSHIP Funding and staffing a subsidiary are visible signs of 
commitment. 

https://www.celent.com/insights/127860288
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LACK OF PROPER SKILL SETS Staffing is independent of parent company and enables the 
recruitment of required skills.  

PRESS OF DAY-TO-DAY BUSINESS 
CROWDS OUT TIME FOR INNOVATION 

Separation from the established business negates this 
dynamic. 

INADEQUATE COMMUNICATION Model does not ensure effective communication, but 
successful implementation requires it. 

INADEQUATE REWARD SYSTEMS Incentive structures are independent of parent company and 
are designed to drive behaviors required in startups. 

Source: Celent 

Some insurers have added greenfield initiatives to their transformation portfolio. 
Examples include HavenLife (MassMutual); biBerk Business Insurance, A Berkshire 
Hathaway Company; and Blackboard (AIG).  

This case study examines Cake, a greenfield startup established by Pinnacol Assurance 
in 2017. It focuses on the steps its leaders took to motivate the change, how they 
generated support from their board of directors, and how they are preparing to extend 
what was learned into the wider organization. Their experience illustrates an “incumbup” 
model of innovation where an incumbent uses a startup investment to learn the 
behaviors, incentives, design, and technology necessary to hasten digital transformation 
and then transfers these learnings into the incumbent organization. 
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MOTIVATING CHANGE 

COMPANY OVERVIEW 
Pinnacol Assurance is a workers’ compensation insurer serving Colorado employers and 
their employees since 1915. The company operates in the voluntary market and as the 
insurer of last resort. Although the company is licensed as a domestic mutual insurance 
company, its board of directors is appointed by the governor and approved by the State 
Senate.  

With 58% of the Colorado workers’ compensation market, Pinnacol is the largest provider 
of workers’ comp insurance in Colorado. The company has 57,000 customers, 
representing just over $600 million in premium. Policies are sold predominantly through 
independent agents. There is a small book of direct business consisting primarily of very 
low premium policies.  

EXECUTIVE TEAM BUY-IN 
In the fall of 2015, Pinnacol’s executive team noted the investments in digital 
technologies that were being made by their competitors. This motivated the team to begin 
analyzing the insurance industry in general and their market in particular. They wanted to 
answer the question “What are the big tsunamis that could hit us and severely impact our 
business?” 

The result of their analysis was multifaceted. The central conclusions included: 

• Irreversible macroeconomic trends were underway, particularly the changing 
demographics and the entry of millennials into the workforce. The team recognized 
that millennials want to do business differently and that insurers which responded 
would have an advantage. 

• Consumer experience in retail sectors was shaping the expectations of commercial 
lines insurance buyers. Agents reported that customers were asking “Why is it a 
three to five-day process to buy insurance, especially when it is a virtual product?” 

• Competition with new business models had entered the Colorado workers’ 
compensation / small commercial insurance market. These competitors included both 
insurtech startups and traditional carriers. It was reported that purchasing a policy 
from at least one of these entrants was a five-minute process.  

• Advanced technologies, particularly ones related to big data and artificial intelligence 
(AI), were moving from other industries to insurance. Increasingly, insurers would use 
AI to understand and price risk — the core competency of their business. This would 
create a competitive advantage for those firms that understand these technologies. 

• The expense overhang from traditional insurance business processes was not 
sustainable.  

The team’s next step was to forecast what these changes meant to their business at a 
level of detail that people could relate to and from which specific plans could be made. 
They needed a process that surfaced what the impact of these market forces would be in 
real terms.  

Scenario analysis provided such a tool. (See Appendix 1 for Celent’s Scenario Model for 
Innovation Planning). Pinnacol engaged with an outside consulting firm to facilitate a 
competitive scenario exercise. The executive team divided into three groups, each 
representing a fictitious company that embodied a different major threat and/or 
opportunity. To make it even more real, each group developed its own company logo and 
mascot. Each prepared mock investor presentations centered around how its company 
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would compete with Pinnacol in the Colorado workers’ compensation market. The groups 
were challenged to show how they would put Pinnacol out of business. 

The presentations provided a compelling picture of what might happen. Looking across 
the scenarios, the executive team identified common threats and opportunities. They 
concluded that an attractive place to initiate disruptive innovation efforts was in the small 
commercial space due to the seemingly unmet needs of these customers. Digital 
technologies offered capabilities that were required for Pinnacol to match its competition. 
Of special value was the realization that AI could be used to more fully understand risk 
and improve pricing, especially important given Pinnacol’s requirement to provide an 
assured source of coverage to all Colorado employers, regardless of risk of loss or 
premium size.  

The clarity around these threats and opportunities galvanized the executive team to act. 
Through the scenario process, leaders realized that the price of inaction exceeded the 
price of change. However, to proceed, it was necessary to get input, support, and funding 
from their board of directors. 

 

 

 

 

 

 

BOARD BUY-IN 
The task at hand was to create a shared vision with the board. A disruptive business 
move would involve substantial capital but also would be a big leap of faith for the 
organization. Given the collaborative nature of Pinnacol’s culture, the ramifications of 
creating a new proposition for the smallest policies, carried unknown organizational 
dynamic risks in addition to the challenges that accompany a startup.  

The goal was to create the same sense of ownership on the board as had been 
generated within the executive team. In a June 2016 meeting, the board divided up into 
three teams, and each was given the same competitive scenarios that the executive team 
had considered. Each group developed its own pitch presentation about how its fictitious 
company would defeat Pinnacol in the market.  

One of the final steps in the process was to display results of the scenarios from the 
board next to those of the executives. The two groups had largely the same sense of 
market dynamics and very similar recommendations about how Pinnacol needed to 
adjust in order to respond. The key points of agreement were: 

• Confirmation that a number of forces were combining to create a materially significant 
risk for Pinnacol’s book of small premium business. 

• Agreement that an opportunity existed that required a dramatic move to a digital 
customer experience. 

• Recognition that building the solution required a new approach, one using human-
centered design and created based on a customer’s point of view. 

• Consensus that there was a sense of urgency and that it was necessary for Pinnacol 
to make a disruptive change.  

 

Key 
Research 
Question 

1 

How did Pinnacol executives identify industry disruptions? 

Competitive analysis, agent feedback, and a 
scenario planning exercise clarified both threats and 

opportunities facing Pinnacol.  
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The board asked the executive team to build a business plan and present rough 
investment and revenue numbers.  

BUILDING THE PLAN 
The executive team began its planning with a self-assessment involving multiple 
considerations, including: 

• What is the existing baseline of functional capabilities in the areas necessary for 
successful competition (underwriting, medical case management, technology, etc.)? 

• What is needed for the future?  

• What is the current state of performance, skills, staffing? 

• Where are the critical gaps between the current state and future needs, and how 
does Pinnacol need to change based on this assessment? 

• How ready is Pinnacol to respond to the expected changes from a cultural 
standpoint? What change management challenges should be considered, especially 
given that the company recognized that its culture had a bias towards “getting it right” 
versus “moving fast”? 

• What should be considered from a distribution channel perspective? 

 

An important insight from the assessment was that past change efforts had always taken 
too long. Rob Norris, Cake CEO, summarized this challenge: “We recognized that 
different skills are required to manage a going concern versus those needed to disrupt a 
marketplace. It would be very difficult to motivate people to disrupt themselves, especially 
while they were running an existing business.”  

In addition to the internal review, the executive team also sought outside input from 
multiple sources. For example, Pinnacol CEO Phil Kalin, a former startup executive 
himself, reached into his network of startup leaders to ask for their perspective on how an 
organization can be innovative in the context of a 100-year-old company. The feedback 
supported the choice to create an organization outside of Pinnacol. 

The spinoff option was also supported by a review of project risks. An implementation 
approach that limited both financial and reputational liability was essential. A separate 
subsidiary structure offered special value because it shielded the incumbent company 
from the startup’s results. This was especially important given Pinnacol’s status as a 
political subdivision of the state and its position as the insurer of last resort for Colorado 
workers’ compensation. 

Standard financial project modeling — return on investment, payback analysis, internal 
rate of return calculations — was also completed. Given the proprietary nature of such 
analysis, these are not provided in the public domain. However, the company confirms 
that the financial rationale included the potential impact of future lost income. (See 
Appendix 2 for an example of innovation financial modeling based on projected premium 
changes.) 

DISTRIBUTION 
Another key consideration dealt with Pinnacol’s distribution partners. Initially, Pinnacol 
included a small set of agent partners in research activity and message testing. Later 
communication plans included an active communication approach with all agent partners 
involving at least two main messages. First, the startup was targeting very small 
businesses that most agents did not want, meaning there would, in fact, be no channel 
conflict. Their discussions confirmed that Pinnacol agents did not pursue the low limit 
policies since their low premiums did not yield acceptable profit levels. 
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Second, that the startup strategy was not the beginning of a broader move away from 
agents but rather an innovation strategy that would ultimately help Pinnacol better serve 
agents and their customers. Pinnacol committed that it would apply the new design and 
technology techniques to the startup first, and then subsequently use what was learned 
to improve the agent experience, with a focus on these smaller policies, which in many 
cases represent a large portion of the agent’s book. 

Pinnacol CEO Phil Kalin described the approach as, “We will eat our own cooking, and 
then use what is learned to create a fantastic customer experience for agents and their 
customers.”  

After the planning phase, the Pinnacol executive team summarized the key operating 
principles to drive the initiative:  

1. A design approach centered more on the customer than on products and 
processes  

2. A separate company with its own branding, full time staff, and infrastructure (IT 
systems, legal, compliance, marketing, etc.).  

3. An agreement that speed was the most critical change management tool; when 
faced with trade-offs, delivery timeframes would drive choices. 

The plan and implementation principles were presented in the November board of 
directors meeting as part of the annual business planning process. With the expectation 
that it was to be launched in 12 months, an investment of US$7.8 million was approved to 
build a proposition, later named Cake Insure, to serve a specifically defined audience of 
business owners seeking a digital solution to buy coverage. Chairman of the Board 
Howard Carver notes that approval was gained because “Executive management made 
sure that they were partnering with the board and that each group kept the other informed 
every step of the way. No board has enough technical knowledge or direct experience to 
make these decisions. Education and trust are key.”  

 

 

 Key 
Research 
Question 

2 

How did leaders gain the support of their board of directors? 

Repeating the scenario exercise created alignment 
between management and the board. A thorough 

self-assessment and comprehensive plans 
established a common fact base and enhanced 

trust.  
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GOING FORWARD 

The proposition was approved in January 2017 and launched the following October (nine 
months later). Results as of June 2018 are: 

• Net Promoter Score of 71 versus an industry average of 30. 

• US$2.5 million in premium. 

• 1,250 customers. 

  

In addition to these immediate contributions, the lessons learned from Cake enable 
Pinnacol to use its digital capabilities to build subsequent products with its startup 
approach. The organization plans to replicate the in-house insurtech model parts of the 
organization for new disruptive propositions. 

More broadly, Pinnacol plans to leverage the learnings gained from building and 
launching Cake by applying tools and techniques developed in the process across the 
organization. It will extend Cake’s operating rhythm — do what is necessary to create a 
minimal viable product (MVP) quickly, launch it into the market, and iterate it based on 
experience — into the main business. 

The next major application of this approach is a redesign of the agent experience. An 
integrated, cross-functional team with one task, focused only on innovation, is being 
established. It will use human-centered design techniques to create an MVP of a digital 
experience for agents that is expected to launch in 2019.  

Other design teams, focusing on important shorter-term innovations, are also underway. 
One example is a project to transform the claims and medical case management 
experience of an injured worker using human-centered design techniques.  

As a greenfield startup, Cake allows Pinnacol to serve a unique small business audience 
the way they want to be served in its home state. It also provides an innovation engine to 
transfer digital transformation tools and techniques to their incumbent business. Insurers 
that seek to implement disruptive change in their organizations can benefit from the 
lesson of the Pinnacol-Cake incumbup model. 

 

 

 Key 
Research 
Question 

3 

How will Pinnacol extend Cake into a sustained innovation 
engine?  

The company will use Cake’s digital capabilities to 
build subsequent products and will extend the 

operating model into the core business.  
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APPENDIX 1: USING A SCENARIO MODEL FOR 
INNOVATION PLANNING 

Insurance leaders are beginning to realize that they need a digital strategy. An important 
early step toward this goal is to create alignment with their boards of directors concerning 
the threats and opportunities facing their firms. 

To move these conversations from a strategic to an actionable level, Celent recommends 
that insurers use a scenario evaluation model. In this approach, a material market 
change is presented, and participants consider how it will impact key factors such as 
market size, customer relationships, business models, and competition. An assessment 
is also made regarding the urgency to address the situation.  

For example, consider the increasing use of “Internet of Things” sensors in both personal 
and commercial uses. The insurance scenario to be considered is that the product will 
include less and less of the loss compensation element and will shift to a service 
designed to avoid/mitigate losses. This is already evident in trackable health devices that 
signal oncoming health issues and in sensors in mechanical equipment that warn of 
impending breakdown. 

Answering the questions in Figure 3 establishes a fact base from which alternatives can 
be explored. By selecting from the options, participants select an option and then discuss 
their choices. These forced choices provide a common feedback base from which 
alternatives can be explored.  

Figure 3: Celent Scenario Evaluation Model 

 

Source: Celent 

The Celent Insurance Scenario Evaluation Model is detailed in the report Redefining 
Insurance: A Scenario-Based Analysis. 

 

https://www.celent.com/insights/730678501
https://www.celent.com/insights/730678501
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APPENDIX 2: FUNDING INNOVATION 

Celent has developed a financial hedge model to estimate innovation funding. Insurers 
use it to consider the impact of future loss of premium in current transformation financial 
modeling.  

As an example, consider the impact of declining automobile premiums resulting from 
driver-assist technologies. The expectation of this projection is that driver-assist 
technologies will reduce claims frequency and severity to a level that results in state-
mandated price reductions and declining premiums. The model in Figure 4 assumes an 
annual premium loss over a seven-year period ranging from –0.5% to –4.0%, a US$500 
million automobile book of business, and a 4% cost of capital. The net present value of 
this lost premium is US$63 million. 

Figure 4: Celent Hedge Model for Disruptive Innovation Funding 

 

Source: Celent 

From a business transformation perspective, this amount represents a hedge — the 
maximum amount that should be invested to protect against the loss of future premium. 
Insurers that expect disruption in their core markets can use this analysis to quantify the 
level of funding to use for innovation responses which address a specific threat. 
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LEVERAGING CELENT’S EXPERTISE 

If you found this report valuable, you might consider engaging with Celent for custom 
analysis and research. Our collective experience and the knowledge we gained while 
working on this report can help you streamline the creation, refinement, or execution of 
your strategies. 

SUPPORT FOR FINANCIAL INSTITUTIONS 
Typical projects we support related to digital transformation include: 

Vendor short listing and selection. We perform discovery specific to you and your 
business to better understand your unique needs. We then create and administer a 
custom RFI to selected vendors to assist you in making rapid and accurate vendor 
choices. 

Business practice evaluations. We spend time evaluating your business processes, 
particularly in digital transformation. Based on our knowledge of the market, we identify 
potential process or technology constraints and provide clear insights that will help you 
implement industry best practices. 

IT and business strategy creation. We collect perspectives from your executive team, 
your front line business and IT staff, and your customers. We then analyze your current 
position, institutional capabilities, and technology against your goals. If necessary, we 
help you reformulate your technology and business plans to address short-term and long-
term needs. 

SUPPORT FOR VENDORS 
We provide services that help you refine your product and service offerings. 
Examples include: 

Product and service strategy evaluation. We help you assess your market position in 
terms of functionality, technology, and services. Our strategy workshops will help you 
target the right customers and map your offerings to their needs. 

Market messaging and collateral review. Based on our extensive experience with your 
potential clients, we assess your marketing and sales materials — including your website 
and any collateral. 
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result of information contained in this report or any reports or sources of information 
referred to herein, or for any consequential, special or similar damages even if advised of 
the possibility of such damages.  

There are no third party beneficiaries with respect to this report, and we accept no liability 
to any third party. The opinions expressed herein are valid only for the purpose stated 
herein and as of the date of this report.  

No responsibility is taken for changes in market conditions or laws or regulations and no 
obligation is assumed to revise this report to reflect changes, events or conditions, which 
occur subsequent to the date hereof. 



 

 

For more information please contact info@celent.com or: 

Mike Fitzgerald mfitzgerald@celent.com 

 

 

 

 

 

 

 

 

 

 

 

AMERICAS  EUROPE ASIA 

USA 

200 Clarendon Street, 12th Floor 
Boston, MA 02116 

Tel.: +1.617.262.3120 
Fax: +1.617.262.3121 

France 

1 Rue Euler 
Paris 
75008 

Tel.: +33.1.45.02.30.00 
Fax: +33.1.45.02.30.01 

Japan 

The Imperial Hotel Tower, 13th Floor 
1-1-1 Uchisaiwai-cho 
Chiyoda-ku, Tokyo 100-0011 

Tel: +81.3.3500.3023 
Fax: +81.3.3500.3059 

USA 

1166 Avenue of the Americas 
New York, NY 10036 

Tel.: +1.212.541.8100 
Fax: +1.212.541.8957 

United Kingdom 

55 Baker Street 
London W1U 8EW 

Tel.: +44.20.7333.8333 
Fax: +44.20.7333.8334 

 

USA 

Four Embarcadero Center, Suite 1100 
San Francisco, CA 94111 

Tel.: +1.415.743.7900 
Fax: +1.415.743.7950 

Italy 

Galleria San Babila 4B 
Milan 20122 

Tel.: +39.02.305.771 
Fax: +39.02.303.040.44 

 

Brazil 

Av. Doutor Chucri Zaidan, 920 –  
4º andar 
Market Place Tower I 
São Paulo SP 04578-903 

Tel.: +55.11.5501.1100 
Fax: +55.11.5501.1110 

Switzerland 

Tessinerplatz 5 
Zurich 8027 

Tel.: +41.44.5533.333 

 

 


