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Executive
summary
Insourcing high-volume, routine legal activities costs asset managers more than they think,
while new legal process automation partners can deliver lower costs, more consistent quality,
faster turnaround times, and better document and data management.
Processing high-volume, repetitive contracts, such as non-disclosure agreements (NDAs)
and service agreements, is necessary for asset managers. Unfortunately, these contracts
are also time-consuming and tedious. Moreover, failure to handle this work in a precise,
prompt, and professional manner can result in material risks and frayed relationships with
investors and other business partners. So, what is the optimal solution to handling these
repetitive, but critical, documents?

Key Points
• Common insourcing
calculation mistakes
• Task switching and lost
productivity
• Employee turnover
• Inefficient time and
resources allocation
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When deciding how to handle these
contracts, cost is one of the most
considered factors. Historically, the only
option was to assign this work to internal
resources or outsource it to an expensive
law firm. In the face of traditional law
firms’ high hourly rates, most companies
opted to push these repetitive activities
onto their internal teams. Now, however,
a better option exists. In recent years,
tech-enabled providers such as Ontra
have developed contract automation
solutions specifically for this type of routine
work. These new, focused providers can
deliver superior solutions at significantly
lower costs than both outsourcing to law
firms and insourcing to internal resources.
Now that cost-effective and high-quality
contract automation options exist, well-run
companies are revisiting their decision
to insource.

The cost of outsourcing is straightforward:
the customer and provider agree on a
price for the solutions delivered. However,
most asset managers lack a thoughtful and
consistent framework for calculating the
true costs of keeping an activity in-house.
Asset managers rarely account for costs
such as IT, real estate, and travel, as well as
less tangible expenses such as opportunity
costs, task switching, and employee
turnover, even though they have a huge
impact on the bottom line.
Without a carefully considered framework,
companies almost always ignore many of
the direct and indirect costs of insourcing,
leading to poor resourcing decisions and
overstaffed organizations.
In this white paper, we’ll show the likelihood
of miscalculation is particularly high in the
case of lower-value, repetitive activities,
such as reviewing and managing highvolume contracts.

time spent

salary

true cost
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“

Most asset
managers lack
a thoughtful
and consistent
framework for
calculating the true
costs of keeping an
activity in-house.

“

The true
cost of
insourcing

Common errors in
calculating the costs
of insourcing

According to Joseph Hadzima,
Senior Lecturer at MIT Sloan School of
Management, a fully functioning, managed
employee costs about 2.7 times their
salary in immediate costs.1 This figure
isn’t surprising after tallying up the costs
of employment taxes, benefits, travel,
equipment, software licenses, real estate,
training, management time, and crossfunctional support (e.g., IT, HR). These types
of expenses are necessary, unavoidable
costs required for any full-time employee,
and turn the earlier $133,000 estimated
cost of insourcing into a much larger figure.
While this math alone might cause you to
rethink your outsourcing strategy, once you
start to account for some of the indirect
costs of insourcing repetitive contracting,
the numbers become even more
convincing.

Many managers calculate the cost of
keeping a function in-house by identifying
each team member working on the
activity, determining what percentage of
their time they spend on it, multiplying the
percentage of time spent on the activity
with their salary, and summing this up for
all relevant team members. This analysis
might involve two mid-level, in-house
lawyers, who divide the routine contract
work between them. If each lawyer makes
$200,000 per year and spends about
one-third of their day processing routine
contracts, it might appear that an in-house
solution costs the manager $133,000 per
year. While this may seem like the end of
the analysis, in fact, it’s only the beginning.

real estate

benefits

training

travel

employment taxes

equipment
software licenses

management time

cross-functional support

The immediate costs
of a fully functioning,
managed employee:

2.7x
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their
salary

The significant costs
of task switching

High costs associated
with employee turnover

Consider the productivity costs to a
highly trained (and well-compensated)
lawyer trying to complete a purchase
agreement negotiation on a multi-million
dollar transaction, who is simultaneously
bombarded by periodic, semi-urgent
requests to review NDAs and vendor
contracts. Psychology researchers refer
to this predicament as “task switching.”
According to the American Psychological
Association, “even brief mental blocks
created by shifting between tasks can
cost as much as 40% of someone’s
productive time.”2 Task switching due to
highly repetitive, time-sensitive tasks that
arise sporadically throughout the workday
is particularly pernicious. Research also
indicates that task switching leads to an
increase in errors and heightened levels
of fatigue and agitation.3

Given the negative effects of task
switching caused by repetitive, low-value
work — and the fact that such work is
usually boring and unfulfilling — it’s no
surprise that companies that insource
repetitive, lower-value activities experience
higher rates of employee turnover.

40%

of someone’s
productive time.
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“

Even brief mental blocks
created by shifting between
tasks can cost as much as

“

The fully loaded
cost of replacing
a worker who leaves
is typically 1.5 to 2.5
times the worker’s
annual salary.

And turnover is expensive: according
to the Harvard Business Review (HBR),
“The fully loaded cost of replacing a
worker who leaves is typically 1.5 to 2.5
times the person’s annual salary.”4 These
replacement costs take the form of time
and expense spent recruiting, interviewing,
onboarding, and training, as well as periods
of low productivity.
The costs of turnover ripple through the
company, too. One employee leaving
affects the whole team. Other employees’
workloads increase due to the reallocation
of the former employees’ responsibilities.

This not only slows down and creates
added stress for the members of the team
who shoulder the lost employees’ duties;
it can also affect the entire company,
business partners, and even customers.
For example, missing headcount in a legal
department means longer turnaround
times on contracts. A loss on customerfacing teams can lead to lower customer
satisfaction or revenue shortfalls.

Costly mistakes
in time allocation

Opportunity cost is the difference in value
between what someone did and what they
could have done. Asset managers should
strive to maximize the amount of highervalue work their employees can complete
by outsourcing lower-value work. Everyone
knows “time is money,” but few managers
properly account for the meetings and
tasks that pull their employee’s attention
away from revenue-generating work.

Inexperienced managers incorrectly
assume that if they give an employee
a couple of hours of additional work,
that employee can fit it into their other,
more strategic responsibilities. This is
wishful thinking.

Knowledge
workers are most
productive with about

In his book Rest, Alex Pang, a professor
at Stanford, concluded that knowledge
workers are most productive with about
four hours of complex work per day. If your
company cares about managing risk,
marking up and negotiating contracts
requires focus and precision. You shouldn’t
expect employees to tack on hours of this
type of work without also seeing a decline
in the work quality of other responsibilities.
Additionally, according to HBR, numerous
studies “have found that overwork and
the resulting stress can lead to all sorts
of health problems, including impaired
sleep, depression, heavy drinking, diabetes,
impaired memory, and heart disease.”5
These issues can increase costs associated
with insurance, absenteeism, turnover,
and productivity.

of complex work per day.
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4 hours
Some companies track utilization rates,
but those utilization rates measure
only time spent on any work activity,
not whether those tasks were of high
or low value to the firm or its investors.
By insourcing lower-value activities,
employees consistently lose opportunities
to work on more strategic matters.6
With this idea in mind, it’s worth considering
which tasks managers want employees
to focus on.

“

Additionally, your team understands the
details and nuances of your business.
Would your rather your team apply that
unique knowledge to complex transactions
or repetitive contracts? An alternative
option exists where your team spends their
precious time on the work that matters
and outsources the repetitive tasks to a
contract automation and intelligence
provider, like Ontra.

While it may seem like you are saving money by
keeping routine contracts in-house, every hour the
team loses to lower-value tasks may result in an
additional hour being added to your law firm’s invoice.
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“

Low-value, repetitive tasks cause
employees to delay or outsource projects
that could impact the firm’s performance.
Filling the legal team’s time with repetitive
contracting forces them to outsource
important transaction- and litigationrelated work to expensive law firms. While
it may seem like you are saving money
by keeping routine contracts in-house,
every hour the team loses to lower-value
tasks may result in an additional hour
being added to your law firm’s invoice.

Case study:
Calculating
the cost of
insourcing
This case study is based on a mediumsized financial services company in New
York that is now an Ontra customer. Ontra
worked with their CFO to estimate the true
costs of processing NDAs in-house.
The company’s legal team had two
mid-level lawyers who spent about
one-third of their time marking up,
negotiating, and tracking NDAs. These
lawyers had an average base salary of
about $200,000. One might mistakenly
conclude that the company spends
$133,000 per year on this activity.
Next, the CFO tallied up the other
direct costs associated with each of
these employees. These costs included
averages and estimated allocations for
bonuses, employment taxes, benefits, real
estate, travel, and back-office and
management support. These costs added
up to just over $200,000 per year for each of
these employees. This implies a total of
$400,000 in direct costs per employee and
doubles our initial estimate of insourcing
repetitive contracting to $266,000.
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insourcing
costs:

2

mid-level
lawyers

perceived cost:

($200,000 x two employees
x 33% of their time)

$133,000

+

/yr

direct costs:
(($200,000 salary + $200,000
in other direct costs) x two
employees x 33% of their time).

$133,000
(running total: $266,000)

/yr

Fourth, the CFO estimated the
external law firm costs their firm
could eliminate if the in-house team spent
less time on high-volume contracts and
more time on higher-value tasks. To be
conservative, the CFO estimated that
freeing up this time would result in 300
hours per year in reduced billable hours per
lawyer and 600 billable hours per year. At
an average hourly rate of $800 across their
various law firms, this equated to $480,000
per year on outside legal fees.
This increased their estimated cost of
insourcing repetitive contracting to about
$880,000 per year.
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+

turnover costs:
(($400,000 replacement cost per
employee / every three years x two
employees) - ($400,000 replacement
cost per employee / every six years
x two employees))

$133,000

+

(running total: $400,000)

/yr

external costs:
($266,000 from direct costs
+ $133,000 due to lowering turnover
+ $480,000 in law firm savings)

$480,000
(running total: $880,000)

“

/yr

The average tenure in
their legal department
was 3 years in stark
contrast to 6 years on the
business team, where
employees focus their
time on strategic work.

“

Third, the CFO estimated the costs of
employee turnover due to insourcing
contracting. The average tenure in their
legal department was three years, in stark
contrast to six years on the business team,
where employees focus their time on
strategic work. Given the costs associated
with recruiting, interviewing, onboarding,
and training, their CFO estimated the cost
of replacing an employee is roughly two
times their salary.8 If the company could
create engaging, strategic roles in their
legal department by outsourcing much of
the team’s mundane work, they expected
to boost the average tenure from three to
six years. This would cut the costs of
turnover associated with their legal team in
half, saving their company $133,000 per
year. This increased their estimated cost of
insourcing repetitive contracting
to about $400,000 per year.

Finally, the CFO estimated the costs
of task switching. She had seen how
impactful reserving blocks on her calendar
for undistracted work time was on her own
productivity. Since task switching can lower
productivity by 40%9, removing task
switching altogether could increase
productivity from 60% back to 100%, a 66%
increase. After speaking with her legal
team, the CFO concluded eliminating the
constant interruptions associated with
repetitive contracting would remove about
half of their daily task switching, increasing
their productivity by 33% (half of 66%).
Given total direct costs per employee of
$400,000, this implied $266,000 of costs
from the lost productivity associated with
insourcing. This increased their estimated
cost of insourcing repetitive contracting to
about $1,145,000 per year or 8.6x their initial
back-of-the-envelope estimate of $133,000.

Surprised by the cost?
While the result of this exercise was pretty
shocking, everyone on the company’s
management team agreed the
assumptions were sound. In any case,
this fully loaded estimate was several
times the cost of outsourcing this activity
to a focused third party that could provide
additional value in areas such as faster
turnaround times, global coverage,
and better contract and compliance
management tools.
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+

task-switching costs:
($400,000 in annual cost
x two employees
x one-third of their time)

$266,000

=

(running total: $1,145,000)

/yr

total insourcing costs:
($266,000 from direct costs
+ $133,000 due to lowering turnover
+ $480,000 in law firm savings
+ $266,000 due to task switching)

$1,145,000

/yr

For many asset managers, insourcing
high-volume, routine legal work is the way
it’s always been done. Leaders made the
decision to keep routine contracts in-house
years ago when the only alternative was to
send the work to expensive, traditional law
firms or low-quality outsourcing services.
While insourcing may have been the most
sensible choice at that time, new innovative
solutions have expanded the list of options.

“

It costs managers more than they think
to handle contracting internally. While
managers always account for the salaries
of their employees involved in this work,
they often fail to consider many other
direct and indirect costs. Taken together,
those costs can add up to 8 to 10 times
initial estimates. If managers accurately
calculate the true costs of insourcing,
they’ll find it costs substantially less to
outsource to a contract automation
provider, such as Ontra.

It’s imperative asset managers reassess the allocation
of their resources by comparing contract automation
and outsourcing providers to the true cost of insourcing.
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“

A better
way forward

Given the advent of these alternatives, it’s
imperative asset managers reassess the
allocation of their resources by comparing
contract automation and outsourcing
providers to the true cost of insourcing.

About Ontra
Ontra is the global leader in Contract Automation and Intelligence for private
asset management firms. The Ontra platform combines AI-enabled software
with a worldwide network of highly trained lawyers to modernize recurring
legal workflows. Ontra’s solutions improve all aspects of the contract lifecycle
— from negotiating and processing routine contracts to tracking obligations
in complex agreements. Ultimately, Ontra reduces the time, expense, and risk
associated with contract management, freeing its customers to focus on
other strategic priorities.
Ontra is headquartered in San Francisco, with global operations across
North America, Europe, and Asia. Learn more at www.ontra.ai.

Visit www.ontra.ai
today to learn more.
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