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Why are we still using 20th century tactics when we have 2lst
century technology at our disposal?

ByJeffrey S. Shaw, CLU, ChFC
Executive Director, LIC
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u as  s i l t ing  in  a  l ro tc l  l r lo ru  i r r  l )a l las  r t t ' t ' n t l v  t l v rng  to

arl  2l l lg( '  a tr\ t  l i rr- t i r t '  ul tc 'orninq nrouth. I  act t 'ssccl t l i t '

L I \ IR \  da ta l r : rsc  rcnro t t ' l v  to  f  ind  thc  ona i l  l r l ch  css  o f

thc prt 'siclent o1'a t 'ornyran\- I  nuutt 'cl  to visi l  uncl st 'nt

him att t ' rnai l .  F ivt- n)i l lutcs latcr ' .  I ic n'sponrlcr l  uncl wt '
arnurgcd a rnct ' t i rrg. Alter 'putt ing toet ' t lx 'r ' t l r t '  n 'st of ' t l r t '  t l ip.
I  r ' r .crt t  ott l i t rc to l incl air- l inc t ickcts. nrakc l iott ' l  r t  st ' r ' r :r(rorrs.

and sct up a rcntal ciir.

Clonsider hou this might have l)een tr2rns2rctt 'cl  ' )0 x-als
ago. I  \rould havc cl ictatccl a lcttcr to tht '  pcoplt '  I  n'untcd to
me et and {bl lorvcd up u i th phorit :  cal ls a l i 'u '  davs latcr. ()nct '

the tr ip \ \ 'as set up, I  u,ould l iave contactcd a travcl agent to

f igure out t l ie bcst f l ishts and hotels so that thcl could book
thern. The l'holt' prot:ess uould have takt-n n-nrc h r-nort' tinrt'

and involved rnan\r rnore peoplc.

\\ihene"'er I ibel anxious:rbor-rt the curr('llt econornr', I find

consolation in irou. technoloe\, has drasticallv translblmccl and

in-rproved the u'av business is conducted. In addition to the

obvious enhancements that the Internet has brt iuaht altout.

the mobile access to inlbrmation via ce ll phones and PD\s h:rs
made us al l  more accessiblc and arguabh' irnproved or luined

the qualitv of our liles depending upon vour perspective. ̂ \nd

for those of us u'ho travel frequenth'. the soothing voice olour

GPS has become our ne\\' trusted travel cornpanion.
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l3r'c orrrpal ison. consiclclhou tIr t '  tr '1r ir ' : r l  l i I i '  insrrrant ' t '  a1r

pl icut iorr is pr-occsscd. Au ageut c ornplt ' tes at i  l rppl icat iou :rurl

rnai ls i t  to hislhcr cal l icr. . \plrnrnrt ' r l icul t 'xum is or-<lt ' r- t ' r luklrg

*' i t l r  lalromtorv tcsts. ancl a tcl t 'phonc intcn ieu is conclrrctccl.

. . \rr  unclclur- i tcr acccssrs u r lrrrnlrer ol i ' lectronic datalrast 's uncl.

i1'  rrt 'ct 'ssalr ' .  olcl t ' r 's :r t tencl ing pln sician statenx'nts. \ \ t 'cks

latt ' r 'a clet ' is ion is nlrcl t ' l rrrcl .  i I ' :qrpr 'ov'cl .  l r  pol icv is nlr i l t 'c l

orrt . ' l 'his entire plocess is ccri lv sin-r i l :rr  to t lr t ' l ' l rv u'r ' r .rst 'cl  to

s( ' t  u[) or. lr  i )usi l less tr ips 20 \1'urs a{I().  rcquir inu:r lot o1't i r-nt '

:urcl the inrrilvement o1'a lot o1'dilli'r'cnt pet4rlt..

\ \-hv arr- \ \ .c st i l l  using 20th ccnturv t irct ics nhen u'c huve

2l st centnn' tecluroloe-r' :rt our clisposal?

Bt' Ibre I :rddress this qucstion. I 'd l ikc to point out t l iat

it took us a uhile to figule out thc proper applications ftx'

the Intclnct. h'r  the late ninct ies cvcrvonr rr ls scramblinq tcr

applv thc Internct to thcir busincsses irnd at that t i rnc therc

\\'as even an expec'tation that this sign:rlcd tl'rc end of'tradi-

t ional distr ibution channels such as brick and mortar stofes.

f inancial inst i tut ions and service companies. and insurance

aqcnts and car salesmen. Although there are some notable

exceptions ,\mazon. cBav and ifirnes come to rnind lr'hat

ultimatelv transpircd \\'as that Internet technolosv enhanced

rather than replaced tradit ional processes. The same people

rvho nou'buv books from Amazon also enjov spendine a quiet



afternoon brorvsing at their locai Barnes

& Noble. People research their cars

online but usuallv head to a dealership

to make a purchase. And people utilize

the Internet to better understand their

insurance and financial needs but usu-

allv re quire the motivation of an agent

to do ar.n'thing about it.

In a sirnilar marlne r) \t'e no\,v have the

technolog'ir.r place to automate a larse

part ol'the undcnvritit.tg process. \{eb

sites have been created to faciiitate on-

line zrpplications. Algorithms ha'n'e been

dcveloped to automaticalll, interpret the

data residing in a varietv of consumcr

databases. Rules engines have beetr

proerammed to make busincss decisions

bascd upon thc logical interpretation of

a varietv ol'r'aliables. lu some cases) \\'e

can program a computer to svnthesize

and interpret cornplex data better than

a human. As a result,  i t 's nor.v possible

to e{lbctivelv c\.illllate and execute a

neu' Iife insurance application rvithout

al-rv intcraction '"vith at"r agent or home

ol}ice crnplovcc.
l)ocs this signal the end o1'thc hu-

man undt'rrvriter as rvc knon'it? I doubt

it. Just as Amazon and eBar can onlv

sen'e zr cert:rin constituencv, automatcd

undenvritinq is oniv pe rlbctlv suited fbr

spcci l ic products attd markets. And.iust

as t ire Irt tcrntt ctrhatrced rathcr than

replaced cxisting processcs, so can lle\\'

underu'riting techtroloev colnplement

and support thc elfect ivencss ol-the r isk

sclect iotr process.

A good example can bc lbund in the

simplilied issuc rnarketplace. According

to the rt'cent LI\'lRA report Srn?1rl5ed

l.ssrre l\/ar*erplace: Att Individual I'ilb

lnsurance Product Stud.r'. out of' 2!)

coml la r r ies  o { ib r ins  o r le  o r  mr , re  s im-

plificd issue lilb products, '[0 percent

use autolrated underrvri t ing as part of

thc i r  p rocess .  ( ) f  thosc  compar t ies  us i t tg

automated undenvriting, 85 percent

rr-rake the initial underu'ritir"rg decision

on an automated basis and 65 percreltt

make the final underrvriting decisiort

on an irutomated basis. Clearll' there

is an application for automatiort \\'ith

simplified issue contracts.

Human Touch
In addition, simplified issue underlvrit-

ing is an integral part of the small face

Ii{b business that comprises the core

of the LIC membership. Although

the tlpical small lace

Iife sale is centered

on a  prec ise ly  de-

s igned app l ica t ion

rvith knock-out ques-

tions to separate risks,

and 
"'erification "'ia

telephone intervielvs

and N{IB reports u,ith

APSs used onlvu'hen

absolutelv rleccssarv.

Onc might conclude

that small  iace l i fb

produc ts  a rc  idea l

candidates for auto-

matcd undcrwriting

but I u'ould susgest

that thc need lbr zrg-
gressive anti-selection

protection provides

an amplc argument

in ftrvor of more hu-

m a n  i n t c r v e n t l o n ,

cspccizrl lv since i t  catr

'  t ' t -  
: doI s lmpl ln(

issue ncw
l: r-r s itre ss
pro(.( 'ss l l lg

has arr i rrcd 
!-a
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single intervielv na-

ture ofthese sales, the

telephone intervier'r'

c rea tes  a  va luab le

s e n t i n e l  i n f l u e n c e

over agent behavior.

Ho lvever ,  techno-

logical enhancements

have been developed

that enable even the

most elementary in-

teru,iewer to probe

rvith pointed ques-

tions via increasingly

sophist icated dri l l -

down questions that

guide the interviewer

through a carefully

crafted decision tree.

In this way, the in-

tuit ion of Sherlock

Holmes is ar.'ailable to

every Dr. Watson.

Butwhyturn\\ht-

s o n s  i n t o  H o l m e s

r,vhen we can turn

processes can varv , rThe 
future:greatll'b.v company,

be dotrc lvithottt slor,r'ing up the process

or signif icanth' increasing thc cost '

For examplc, lct 's consider the tele-

phonc intervicr,r,. T'hc gettesis ibr this

process \,vas to kecp thc agent honest

b-v r.'erballv r.'eriliing the r''alidiw of the

application direct lv 
"vith 

the insured.

This is a common practice with most

companies. In lact, accordins to a 2007

sur\rv of lll5 itrsurcrs conducted by

Har.rk George, Inc., three out of {bur

insurcrs usc some lorm o1'teleintervierv

on tl.reir neu'' busiuess and 75 percent of

teleinter'r'iervs are outsourced to specialty

firms. 
'l'hesc 

specialt,v firms can oi-fer

a varietv oi'services ranging from cal]

center reps readir.rg from a simple script

to full-fledged underr'vriters following a

companl"s specific guidelines. And as

the popularit,v oi'this practice indicates,

most specialty firms can provide this

senice better and cheaper than the

insurance carr iers.

Teleinterviervs form the foundation

for most small facc li{b companies' risk

assessment and it's doubtfulthat thispart

of the process r,vill be automated. Given

the high number o1'elde r ly appl icants,

tl.re telephone interview provides an

important safeguard toverifl thatthe ap-

plication questions u'ere understood and

answered accurateiv. In addition, given

tlie high rate of agent turnover and the

Holmes into Einsteins? In other words,
why not use real underwriters rather

than intern'iewe rs and let skilled experts
exploit the technological enhancements
to their fuliest extent?

Eflective risk selection is difEcult
cnough even r,r'ith access to complete
medical records and recent lab re-
sults. Bv comparison, simplified issue
undern r i t ins re l ies on in terpre l ive
rathcr than evaluative data and could
benefit from any advantage possible.
Telephone interviews provide insurance
companies with the opportunitl, to have
a personal conversation with each and
every prospective new insured. How
much would vour company's mortality
improve if an experienced underwrite r
'"vere the one having this conversation?
This advantage is even more attractive
considering that some teleinterviewing
firms u,ill import their own technology
into their customers'home offices. In this
rvay carriers can use their own under-
rvriters fbr a majority of the applicants,
while still utilizing the interface of the

teleinterview companv's technology and

their support for after-hours or high
volume calls.

Surprisingly, the principal obj ection
to this sort of thinking come s from un-
derwriters themselves, many of whom
have told me that the costs involved
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in using underr,vriters rather than te-

Ieinterviewers is too prohibitive to bc

practical. \Vhile conceding the point,

I'll also add that with final expense poli-

cies, the impact on profitabilitv from a

25 percent improvcment in mortalitv is

f ive t imes that ol 'a 25 percent re duction

in expenses. At the 
"'erv 

least, it i,l'ould

be wor th r r 'h i le  as  nc l l  as  te l l ing  lo

test whether companies n'ould be bette r

off evaluating their risks r.vith eitl.rer an

Einstein or a Holmesl

In addition to prc-prosr:rmmcd logic

trees and analvtit'al algorithms. there are

some other techrrological cnhanccments

that significantly imprrx'e ttre elficienc:v

of the undcru,'riting proccrss ancl lcnd

themsel't'es nic:elv tri telcuncleru'ritins.

For example. the \'{IB no'rv offers :r

Codc 
'Iabie 

option that allou's carri-

ers to translate comrnoll NIIB cocles

into English. This "f lucncv on thc f l \" '

feature enables a qualified intenieu'er

to readilv interpret N{IB rt:cords '"r.'hile

simultaneously t 'arrr. ing on a telephonc
intervicr'v. Thel' also ollbr a (lustonr

l ' i l ter option so that onh' the rnost

meaninglul codcs makc thcir rvav to

the ir.rtervier,r'er's scrccn. This is iclcallv

suited to simplified issut' poli<'ics lvht're

the application is onlv conccrncd rvith

very specific health cor.rditions.

Arother uselul tet'hnolog-v Ibr sirnpli-

fied issue undern'riting is the Prescrip-

t ion Drug I)atabasc. Thesc svstcnts

pror,'ide thc inte rvicrvcr'"vith "real tinrt"'

inlormation about an applicants' prc-

scription drug histolv. 
'firc 

e flcctivcncss

o1-this tool was fccentlv clocumentccl irr
'An Analysis o1- Prescription Historics

and Mortaliw," an articlc in Orr rlc ltr.sk

magazine by Timothv L. Rozar arrcl

Scott A. Rushing o1'RGA Rcinsurance

Company. ln this study. RGA workt'd

with Milliman IntclliScr\rt in order to

evaluate the mortal i tv expericncc Irom

a large block ol'insur:rnce applicants Ibr'

whom prescription drug liisttiries rvcrt'

obtained at the t ime o1' appl icat irn.

This comprehensivc studv included l . l

million applicants, 21 million distinct

RX f i l1s, and 2,530 deaths, and t ' r ' 'alu-

ated the mortality clillbrentials by drug

severity r:lassificatior.r and fill lrequcncv.

Mil l iman Intel l iScript users color-code
mapping to classily drue significance as

gre en, yellow, and red with grecn being

the least important to insurabilitv.

'I'he 
studr' {bund that in instanccs

n'here there \\'ils no RX inlbrn-ration

at,ailable. mgrtali6' r,r'1s slightlv rvorsc

than ar''eragc. In instance s rvhere an RX

hi : t11r r  r r r rs  l s , r i l i r l r l r -  l l t t l  t t r r  p r t ' sc l ip -

tions hacl bet'n filled, mortalitv r'vas

about average. Irt instatrccs u'hcrc an R\

history n'as available but onlv grceti atrcl

vellor'v clrtrgs h:rcl bccn fillecl. mortalitv
'"r'as m:r rkt'dlr. bctt cr th:rn avt.raqt'. Atrd

in instanccs u'hcrc an RX historv rvas

ar. 'ai lablc and rccl clruss had l iccn I i ] lcd.

rnortality n'as lirund to l)c sienilicantlv

lvorse than avcr:rgc.

The ellbctivt'ucss o1'tltc RX databast'

has been lurthcr cnhanct 'cl  through

thc usc of rtr l t 's- lrasccl urtc[t 'nvri t ing

t :ng ines  r ' vh ich  au tomat ica lh '  r r<  ccss

combinations of 'ch uss and f i l l  histori t 's

in ordcr to instant: int 'oush' intcrpret tht '

di i ta in 11 lr lanl)( ' r  :rnd spct 'd that isn't

hurnanlr '  possiblt ' .  ()1'  t 'oursc. as \\re' \ ' ( '

reccntlr, seen in tll(' ('( ( )lx)lrv! a ('ornJ)ut('r

nrodcl is onlv us goocl as thc assump-

t ions I i ' t 'c l i rrg irrto i t  ancl i l 'sonrt ' thi t ts

turrf irr t 'sccn or '(  l l rs t  lx '  cf I i ' ( ' t ivt ' t t t 'ss ol ' t  l ic

mock'l can bc vcrr'' clifii'rt'rrt liorn lr'lrtt

u:rs cxpct ' tcd.
()nc f inal ()r l t( 'orn( '  ol  thc tclcintt ' r

vie' ,v proct 'ss that I tastt ' t  l rct 'u cmlrracecl

br '  'u 'cr 'r '  milnv c()r lrpurt ics is thc ap-

pl icat ion Jrr(x'( 'ss i tscl l .  r \  tclcintcn' i t ' r ,r , '

a l rcz rc lv  invo lv t :s  co l l cc t ing  sp t ' c i f  i c

icl t 'nt i l ! ' ing irr l i rrrnatiott  alrott t  thc i tgt ' t t t ,

:qryrl i t ' : rnt.  attcl  i t tsurccl.  as u.t ' l l  as ul l  of

t irc l lcrt incrr l  nrccl i t ' : r l  inl i rrnrat ion. ' l 'his

Prcttv nruch Cornplctt 's t trc proccss f ir t '

srnal l  { i rce l i f i '  appl icat ions. IJv aclcl ing
j ust a li'r'r' aclclition:tl rprcst iotrs rtgarditttr

bencfi<' iar i t 's. rcpluct 'rnt: t i ts. l ) i iymcnt
I I I | l l l ( ) d \  l u t d  : i l t  : u l { ' l l l  \  \ t i l t (  n l (  l l t .  i t l

rrost (as( 's tht '  appl i t :r t iotr l rott lcl  l r t '

complt ' t t ' .  Hou' r-nuch rnoncv r.voulcl

: l  (onl l) lur\r savt '  i l 'al l  ol ' thc ( 'xp( ' l lsc

involvt 'cl  iu prot ' t 'ssiug papt 'r  appl i i  a-

tirlis disappt'arcd:' Hon' mut'h more

cl l i ' t ' t ivc coulcl au a{ICnt op('r ir t( '  i l ' thcy

didn't  havt ' to complcte rucl sulrrnit  iut

:qrpl icat iorr? Hou' rnuch morc clht ie trt

lvould a <'ompatit''s rtclv busit'tcss dt'-

p?lrtmcnt f i rnct ion i l 'cvt 'rv appl icat ion

rvcre cornpletr ' ,  ; t((ufate, artcl  r ' r , i thout

amcndme nts?

A nurnlrt :r  o1'r 'ornpanics have cited

thc compliancc unc'ert:r intv associatcd

rvith using voicc rathcr than lvet signa-

tures as a reason lbr clinging to paper.

Although that sounds like a good topicr

lbr a lirture article. I r.r'ill orrlv reft'rcnce

herc thc lact that voicc signatnrcs have

become lair lr ,  routint '  on thc propcrtv/

cirsualty side ol i i t rr  l l rsi t t t 'ss. In addit ion.

Balt imorc Li l<'h:rs ol lbrcd a succt 'ssf i t l

papcr less  f  ina l  t ' xpcns t  a i rp l i ca t ion

process lbr a nurnbcr o1'r,c 'urs.

The l ir turt '  ol 's impli f iccl issue nt 'r ,r '

busincss proct-ssing has alrivccl. \'et fi'\r

companics havr'  l i r lh '  cr lblaccd tht '  tot: i l

potential bt 'ncf i ts that c'urrt 'nt tct 'hnol-

ogv brings to thc tablc. Is th<'rc a cost

Ibr u'ait ing? Pcrhaps. Accorcl ins to 1}r '
( I a,st' ti' t h c I ) i s a 14t c a r i n,q ( l rslolrcrr, a

rcccl l t . ioint sludv conclrrt ' tcd bv t, l \ IR\

and thc I- i t i 'Lrsuran( ( '  I) i rcct \ l  arkct ing

Associat ion, nt 'ar lv half '  ol  totrsumers

surx'vt'd cxPt'r'tt'd to have a polit v issucd

and in tht'ir hancls u,ithin tr.r.rr lx't'ks ol

apph' ine. Llnl irr trrnatclr, .  this cxpccla-

t ion u'as mt' t  in onlr '  28 pt 'n cnt o1'tht '

r ' : rscs issuccl.  In aclcl i t ion. tht 'No. I  r t 'asorr

ir lcnt i f iccl in thc rt 'porl  f i rr  cottsrrrrt t ' rs

alrancloning tht ' i r  l i f i '  inslrrancc Pursuit
\ \ 'As c()st. ' lel t ' intcn' ieu's, yrayrcrl t 'ss pro-

< r 'ssing. arrtornutcrl  rrrt t l t 'nvri t i t tq, at icl

improvt 'd a< cess to lr  r ' : rr i t ' t ' r 'ol  consttmcr

cl:rtabases al l<lu'  r 'arr i t ' rs to rrndcnlr i lc

ancl issuc snral l  l i icc l i { i '  pol icics bel irrc

the agcnt has t ' r , t ' rr  l t ' l i  tht '  house. r\ud

lrcst o1':r l l ,  thcst '  t ' rrhanc(' lncnts to speecl
( 'olnc al a rt 'c lrrce cl c osl i ind:rn improvt '-

l i l (  l ) l  i t )  r ' i s k  s t ' l r ' t  t i ,  r t t .  r ,  1 l t , ' s r ' t t t i t t r g  l t

rar( '  (  ) l) l )orl  ulr i tr  to aclch't 'ss tht '  yrr irnarv

r( 'asons consurn('rs l i r i l  to complctc thc

application [)ro( '( 'sr i  r ' r ' f r i lc potcntial lv

i n r p r , , r ' i r r g  p r ,  ' h t s  : r t  t  l t , '  s ; r n t r  t i r n t  .

; \ l though t l ic . jur ' ,v is st i l l  out as t()

whctht 'r  Albcrt l ' l instt ' in or Shcrkxk

Holmt's l l r l r ld makc a lrcttcr undcr-

u'ri t t' r. t h rr n klir l lr.' cu rrc n t i rnpr()\'ern c n t s

in tcchnolos\ ' '  provicle simpli f i t 'd issLrt '

c 'ornpanics u' i th t tu'opportunitv to f ind

out  f i ) r  th t 'mst ' l l es .  I
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