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MR. MARK BI LLI NGSLEY: I 'm  rem inded of an indust ry cartoon a few years ago in 
which an individual is being told why he was not  accepted for insurance. The 
underwriter explains, "Well, frankly, sir , we prefer to issue policies to those who 
don't  need it ."   You m ight  think that 's som ewhat  funny, but  there's an elem ent  of 
t ruth to that . I f everybody who applies for insurance needs the insurance 
im m ediately, we're no longer talking about  insurance. We're just  talking about  ways 
to pay for things that  are known to be occurr ing, so it 's no longer r isk sharing. I t 's 
just  a social financing m ethod.  
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Underwrit ing is cr it ically im portant , as we all know. I  have a great  panel to talk 
about  this today that  will give a variety of perspect ives. We have a m edical actuary, 
Bernie Rabinowitz, with Reden & Anders. We have a senior product  actuary, Dawn 
Helwig, from  Millim an USA. We have an underwriter and a reinsurer perspect ive 
given by Steve Rowley of General Re. We also have a m edical director and TPA 
perspect ive from  Dr. Stephen Holland from  the Long Term  Care Group. We have a 
vendor of underwrit ing tools and underwrit ing requirem ents, Gregg Sadler, the 
president  of LabOne. I  will give a few com m ents from  a com pany actuary's 
perspect ive. 
 
There are a variety of elem ents to the relat ionship between actuaries and 
underwriters and the underwrit ing process. We're going to talk about  the 
com m unicat ion, which is obviously the first  step to gaining a relat ionship between 
the two cr it ical elem ents of r isk select ion, and about  the coordinat ion of act ivit ies 
between the two areas. We'll talk about  underwrit ing requirem ents, as far as som e 
of the cr it ical elem ents in deciding what  requirem ents you have in the underwrit ing 
process. We'll also talk about  the relat ionship between the cost  of doing 
underwrit ing and the protect ive value of that  underwrit ing, and then about  som e 
other const raints on the underwrit ing process. 
 
Let 's start  with com m unicat ion. The first  step, obviously, in any product  is the 
design process, ident ifying what  a specific product  is going to pay for. That 's where 
the discussion needs to start  on any part icular product . Dawn, could you, from  a 
consultant 's perspect ive, give us som e thoughts about  how the design process 
starts the underwrit ing considerat ions? 
 
MS. DAW N HELW I G: Maybe som e of this is quite obvious, but  one of the init ial 
things as part  of the design process is t rying to figure out  who the target  m arket  is 
for that  part icular product  that  you're designing. I  specialize in senior products. I 'm  
prim arily Medicare supplem ent  and long- term  care. As an exam ple, on the Medicare 
supplem ent  side, you can have an agency force that 's pr im arily going to solicit  65-
year-olds as they turn 65. I n that  case the product  has to be guaranteed issue at  
that  point  and underwrit ing is som ewhat  m oot . However, if you have a sales force 
that  is going to be act ively searching and doing rewrites of exist ing policyholders, 
underwrit ing could com e into play. There you need to decide what  level of 
underwrit ing you're going to do. You need to understand where your m arketers are 
going to be focusing, what  their  m arket  is going to be and what  level of 
underwrit ing you can or want  to be doing there. 
 
As another exam ple, on the long- term -care side, there are com panies out  there 
that  have a num ber of different  r isk classificat ions and have m ade a niche for 
them selves of having som e substandard r isks or a lit t le less opt im al r isk that  they 
will take for which they charge a higher prem ium . That  full design process, 
understanding who you're going to be m arket ing to and what  level of underwrit ing 
you can do in that  m arket , is very im portant . On the long- term -care side, part  of 
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the NAI C m odel regulat ion now says that  the actuary has to cert ify that  he or she 
has looked at  the underwrit ing and the claim s process, that  he or she is aware of 
what 's going to be done and that 's been built  into the pricing. The actuary needs to 
get  involved with the underwriter very early on. 
 
MR. BI LLI NGSLEY: Steve Rowley, could you elaborate on how it  is a benefit  to get  
the reinsurer and the underwriter involved early in the product  developm ent  
process? 
 
MR. STEPHEN ROW LEY: We handle those in two different  direct ions. Bring the 
underwriter in — that  m ay be your own if you're not  reinsuring, but  certainly if you 
do plan to reinsure — m ake sure you're in line with the reinsurer before you roll out  
the product . One reason for get t ing the underwriter in line is that  som et im es the 
underwriter understands in a different  way the r isk of your com ponents of a 
product . I ' ll give an exam ple. I n long- term  care r ight  now there's a big push for 
worldwide coverage. There's a difference whether that  is issued as a r ider versus 
included in the policy. Obviously, with a r ider, there will be m ore ant i-select ion. The 
advantage of a r ider, though, is that  if you determ ine you m ade a m istake by 
offer ing it ,  you can pull it  without  refiling. Those are the types of discussions that  
you would think the actuary should be thinking about  in advance, but  som et im es 
you have to bend down and ask, "What  does this m ean?" 
 
As far as the reinsurer, one st ruggle that  we have as a reinsurer, and som e of our 
clients have, occurs when they've got  their  product  fully built ,  it 's up and running, 
and it 's already been filed. Then they com e to us for reinsurance. I t  puts the 
reinsurer in a posit ion, if a reinsurer is what  you need on your product , of a 
thum bs-up or thum bs-down situat ion, which isn't  good for the reinsurer or you. You 
should pull the reinsurer in early in the design process, and find out  what  their  hot  
but tons are;  the certain things that  the reinsurer wants to stay away from . I n som e 
lines of business, like long- term  care, the actuary should be signing off that  he or 
she is aware of underwrit ing, but  there's a lit t le bit  of a disconnect  if you're using a 
reinsurer 's m anual, and you've already filed your product  and the actuary has 
cert ified the product  without  even knowing what  reinsurer you're going to go with 
or what  reinsurance underwrit ing m anual.  
 
MR. BI LLI NGSLEY: The next  step in the product -developm ent  process is pr icing. 
Obviously it  goes along with design, but  pr icing is the cr it ical elem ent  where you 
really need to know what  level of underwrit ing you're going to be able to do. Bernie, 
do you have som e thoughts about  m edical underwrit ing? 
 
MR. BERNARD RABI NOW I TZ: I n individual m edical insurance, there's a big 
difference between the at t itude of the people who buy the product  versus the 
people buying other lines of business. Norm ally, people buy other lines of business 
for asset  protect ion, and I  guess in individual m edical insurance, you're protect ing 
assets. I n other words, you don't  want  to spend a lot  of m oney if som ething 
happens to you. But  people buy with the idea of im m ediate consum pt ion, whereas 
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life insurance is when you die, long- term  care is when you are old and disabilit y 
incom e is thinking that  you're not  going to get  sick tom orrow. But  in individual 
m edical, people are doing cost -benefit  analysis. What 's happening is that  people 
with m ild discom forts, people who are not  really sick, use the system  a lot , so the 
underwrit ing process has to deal with that . 
 
I  want  to m ent ion one or two things on product  design. The m ost  im portant  thing in 
product  design is where you want  to posit ion yourself in the m arket . I f you have 
r ich benefits, you're going to at t ract  users. I f you have skinnier benefits, you're 
going to at t ract  those people who are m ore concerned about  catast rophes. The 
other thing that  you have to do in design is watch for holes. For instance, a lot  of 
states don't  allow you to put  a lim it  on chiropract ic benefits. That 's one of the m ost  
abused types of m edical expense. I  see a tendency now by com panies to pay a 
lim ited benefit  for spinal m anipulat ion, no m at ter who does it .  The other thing is the 
m ental/ nervous benefit  — big item , very subject ive. You have to figure out  how to 
box it  in and lim it  it .  
 
Talking about  pr icing:  The m arketplace determ ines prices. This is what 's happening 
in individual m ajor m edical. I t 's an expensive product ;  it 's a huge out lay. You've 
heard the num bers. The average prem ium  under individual m edical is about  $3,000 
a year, and that 's with fair ly high deduct ibles. I f you want  lower deduct ibles, they 
cost  very m uch m ore than that . So pricing is very com pet it ive. Agents have 
spreadsheeted com panies all over the place. The quest ion becom es, are you going 
to have loose underwrit ing, or how do you effect  your underwrit ing into pr icing?  
 
I t 's less of an issue in the m edical business because what 's happening out  there is 
that  if your underwrit ing rules are weaker than som ebody else's, in other words, if 
you take borderline diabet ics (people who don't  have diabetes but  they have high 
blood-sugar levels) , then pret ty soon the brokerage com m unity is going to say that  
your com pany is the diabet ic specialist , and that 's all you're going to see. I n pr icing, 
the m ain issue is building in the costs of underwrit ing. We're going to get  into that  
later. 
 
MR. BI LLI NGSLEY: The next  step is product  im plem entat ion. Obviously, once the 
product  has been designed and priced, it 's then a m at ter of t rying to im plem ent  
that  and m aking sure that  the considerat ions that  were developed in the product  
developm ent  process are then im plem ented in the underwrit ing field. Dawn, do you 
have som e ideas on how that  step is cr it ical and how best  to do that? 
 
MS. HELW I G: I t 's key, in tying into the com m unicat ion aspect  of this, that  during 
that  product  im plem entat ion procedure there be heavy com m unicat ion between the 
underwrit ing area and the actuarial area in term s of what  they're seeing with the 
applicat ions com ing in the door. You want  to know how that 's com paring, what  
they're doing with it  and what  they're doing with som e of the condit ions to m ake 
sure that  it 's in line with what  the actuary pr iced. 
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Taking that  a step further, a num ber of com panies would, opt im ally, have regular 
team  m eet ings between actuarial, underwrit ing and claim s. The claim s people 
would br ing early durat ion claim s back to this team  to look at  and see if there was 
som ething m issed in the underwrit ing process. Again taking long- term  care as an 
exam ple, you're t rying to underwrite out  people who have cognit ive im pairm ents, 
Parkinson's or som e of those sorts of condit ions. I f your first  few claim s com ing in 
the door are for som ething that  you thought  you were underwrit ing out , then you 
have to do a very close check on your underwrit ing process. 
 
As an exam ple, a person I  worked with was involved with one of the very first  
com panies that  did long- term  care. The com pany had this sort  of process in place. 
The first  claim s in the door were all for Parkinson's. They went  back and looked and 
found that , lo and behold, their  applicat ion didn't  ask if the person had Parkinson's. 
There are som e big holes that  you can discover quickly, and need to discover 
quickly, through that  back-and- forth process. 
 
DR. STEPHEN HOLLAND: To reiterate what  Dawn said, at  least  in our com pany 
and in a lot  of other com panies, the applicat ion and the underwrit ing protocol are all 
signed off by underwrit ing. Because obviously, m any of the things that  you're going 
to do when you go invest igat ing for cause at  different  age groups will be based on 
answers that  are noted on the applicat ion or, perhaps, gained in a phone interview. 
I  also think the im portant  things in im plem entat ion, at  least  in the individual arena 
and also in the group arena, at  least  in long- term  care, are the issue of a good 
agent 's guide, good t raining of agents and having phones available for t r iage so 
agents can call in and ask quest ions about  this person's potent ial. Of course, m ost  
agents think that  if we say to send in the applicat ion that  that  m eans they're going 
to get  approved. Agents sort  of m iss that  last  sentence when we say we're going to 
have to look at  the ent ire case before we can m ake a decision. Som e agents are 
surprised when we find out  that  the applicant  is far sicker than they believed. 
 
As far as the issue of t raining, m any insurers today in long- term -care insurance 
have specialists who are specially t rained individuals who do a lot  of t raining in the 
field. Training agents can m ean the difference between a decline rate at  65 percent  
versus 20 percent , which could be very cost ly to a carr ier. Agents don't  want  to 
spend t im e on cases where they have a high probabilit y of not  placing a policy. The 
m ore that  you can do in underwrit ing, whether that  be disabilit y, life or Medicare 
supplem ent , to t rain your agents and to give them  the tools so that  they can pre-
qualify an individual, the easier the underwrit ing job and hopefully the bet ter the 
r isk will be. 
 
MR. RABI NOW I TZ: The individual m edical slant  on this is that  what  you're really 
doing is underwrit ing for what  I  call "m ild"  condit ions. The severe condit ions are a 
decline because, otherwise, you're just  going to be buying claim s. When you're 
dealing with m ild condit ions, then what  happens is that  there's quite a bit  of 
subject ivity in it .  I t 's hard to produce guidelines for the field because they want  a 
reasonable assurance that  if they write the case, som ehow it 's going to get  placed.  
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Quite often they're writ ing fam ily coverage where there are four m em bers. I f you're 
writ ing four people, one of them  is going to have som ething wrong with him . I t  m ay 
not  be severe, but  there will be an underwrit ing decision on som ebody. So they 
need to know, part icular ly when they're taking an applicat ion, that  there are about  
93 quest ions on it .  When you look at  the applicat ion, there are only about  12 
quest ions. But  if you read each quest ion, there are subparts to each. I n a typical 
applicat ion, when you add up all the lit t le pieces, they put  in 90 quest ions. All have 
to be answered, and nobody takes an applicat ion without  the first  prem ium , which 
is an average of about  $250. Training of agents is absolutely cr it ical in what  a 
com pany will accept  and won't  accept  to avoid disappointm ent . 
 
I t 's also ext rem ely im portant  to work closely with the claim s departm ent  because in 
the first  year you get  a lot  of claim s. I t 's im portant  to understand whether 
som ebody has found a way of beat ing the system  or this is just  the way it  is, or 
m aybe we need bet ter underwrit ing tools. 
 
MR. ROW LEY: Dr. Holland m ent ioned that  the best  thing to do is to have a good 
field guide for the producer. That  is probably, in m y opinion, the m ost  difficult  thing 
for an underwriter to build. You can't  put  the ent ire m anual out  there, obviously, 
because then they're going to select  against  you in the worst  way possible if they 
know everything you do. I 've seen field guides that  look like a m anual. They're 
running 3- in. thick. No one ever looks at  them . They have every answer in there, 
but  no agent  is going to carry it .  The lit t le t r ifolds that  have the m ost  com m on 
im pairm ents with good ball park are great . An agent  will occasionally look at  it ,  but  
you can't  get  into all the degrees of offers that  you m ight  get  or the detail.  So what  
happens with that? I t 's a double-edged sword. They use it ,  but  then what  you put  
there is what  you think the m ost  likely decision will be for, say, osteoporosis. Then 
when the underwriter gets the detail and, of course, the m anual back hom e breaks 
osteoporosis into 15 different  possible decisions, it 's not  what  the field guide said is 
insurable. So if anyone here that  has ever done the field guide r ight , where it 's 
actually helpful and ut ilized, I 'd love to see it .  I t 's a huge st ruggle for underwriters 
to put  enough in there, but  not  too m uch, have it  represent  what  we do and have 
som eone use it .  I  don't  know if anyone has had bet ter luck with field guides than I  
have. 
 
MR. BI LLI NGSLEY: I f it 's accurate, every line says " individual considerat ion,"  and  
that 's essent ially no help at  all.  
 
The next  step in the developm ent  im plem entat ion of a product  is the flow of the 
product ion. As the business com es in and the underwriters are start ing to look at  
the business, that 's another cr it ical stage in which the actuaries probably need to be 
talking to the underwriters and m aking sure that  they're seeing what  they expected 
to see. I  think we've touched on that  a lit t le bit .  Does anybody have any other 
com m ents? 
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MR. ROW LEY: I f you're doing a m ajor nat ionwide launch of a new product , I 've 
found that  com panies who have the resources, the staff and the m oney run a good 
m odel office first . There's nothing worse than if you fall on your face when that  
thing first  com es out  because of a technical glitch in the issue process. I t 's am azing. 
The largest , m ost  successful com panies can do it .  Run m odel office for a few weeks 
first  of running fake applicat ions through the system  and m aking sure everything 
works is the best  scenario. Short  of that  is br inging up the first  two sm aller states 
well in advance of the nat ionwide roll-out . No m at ter how m uch you plan, when it 's 
a new product  and it 's going to be on the system  in a different  way, som ething is 
going to fall through the cracks and em barrass you. I t 's bet ter to be em barrassed in 
a sm aller state than in a bigger state where you're going to have a lot  of agents 
who are going to be pret ty upset . Do a slow roll-out  to work out  the bugs. I  haven't  
seen anything com e out  yet  that  didn't  have a few bugs in it .  
 
MR. RABI NOW I TZ: I n experience analysis, people think in term s of looking at  loss 
rat ios. But  what 's absolutely cr it ical, in m y opinion, is to set  up all the experience 
analyt ics needs up front  because when the t im e com es to look at  the experience, 
you're usually project  num ber 564 on the I T's list , with agents' com m issions being 
No. 1.  
 
People tend to think of experience analysis in term s of loss rat ios, but  I  think what 's 
very im portant  is what  I  call " r isk profiles."  You've got  to understand what 's com ing 
in and how what 's com ing in is changing over t im e. What  I  m ean by r isk profiles 
would be a concent rat ion of r isk at  part icular ages. That  could tell you that  there 
m ay be a problem  with your m anual. There could be a concent rat ion of r isk in 
certain ZI P codes. You m ay be underpriced in those ZI P codes. Rem em ber, in the 
individual m edical business, com panies in the m et ropolitan areas are rat ing by five-
digit  ZI P code. You have to understand exact ly where you're writ ing the business 
and the socioeconom ic condit ions of various parts of the m ajor cit ies. You're looking 
for concent rat ions over there. 
 
You're also going to be looking for concent rat ions in what  I  call "m ild"  im pairm ents. 
How m any asthm at ics are you get t ing? How m any overweight  people are you 
get t ing? How m uch are you get t ing from  a part icular broker? I f you're working 
through a general agency system , how dependent  are you on individual brokers? 
How are these num bers changing over t im e? You can learn a lot , but  that  has to be 
set  up up front  so that  as the business rolls in, you're collect ing the num bers and 
looking at  them . 
DR. HOLLAND: I  would echo that , especially in long- term -care insurance. We had 
the opportunity to build our system  from  the ground up before we becam e an 
adm inist rator. Com ing from  an academ ic background, we wanted to collect  
everything. But  understanding that  each bit  of inform at ion costs m oney, we did 
com e to an agreem ent  on a good set  of data points, such as having diagnosis. 
Beyond diagnosis, have a m easure of severity so if you know that  som ebody has 
diabetes, you know what  m edicat ions the person is on and you know how long the 
person has had it .  There are funct ional lifestyle m easures, like sm oking. Those are 
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im portant  things that  if you don't  collect  them  in a m achine- readable form at , an 
analyzable form at , at  the beginning, then five or six years down the line you're not  
going to know what  is producing claim s. On the claim s side, you m ust  understand  
the diagnosis that 's producing the claim . Was there a precipitat ing event? What  is 
the level of disabilit y? Those are very im portant  so you can t ie claim ed events back 
to your underwrit ing. I  can literally look at  the experience of individuals with at r ial 
fibr illat ion who are on Coum adin versus those who aren't . I  can then look at  the 
claim  experience five or 10 years down the line and separate those who were hit  by 
a car and broke their necks versus those who had st rokes, which is one of the 
outcom es that  we would expect  from  at r ial fibr illat ion.  
 
You've got  to collect  that  type of data. Each of our product  segm ents probably has 
unique data elem ents. That  is a challenge because m ost  actuaries aren't  thinking in 
term s of diseases. To an underwriter, that 's all what  we think of. We don't  think in 
term s of incidence rates. I ' ll go to m y actuary and say, "The overall expected to 
actual r isk pool is perform ing very well.  We're at  50 percent  at  10 years. But  look, I  
have this group of diabet ics who have claim  rates that  are 300 percent  greater than 
everybody else. I s that  too m uch? How about  250 percent? How about  100 percent? 
But  the overall pool is doing great . I t 's 50 percent  of expected."   
 
You have to understand that  there st ill exists this huge chasm  between underwrit ing 
and actuaries because we think in term s of diseases. Where do I  draw the line on 
som ebody who has asthm a? I s it  one m ed? Two m eds? Three m eds? I s it  a 
pulm onary funct ion test? I  would love to com e to you and ask where I  should draw 
that  line. I nstead, we are left  with devising these lines in the sand, whether it  is 
m edical, life or disabilit y. We don't  have a way to t ie disease-specific incidence rates 
back to age bands that  actuaries think in. While we look cross-eyed when we see 
your m orbidity table, I  think, even though the NAI C says you have to sign off, 
you're looking cross-eyed when you look at  our cr iter ia. 
 
MS. HELW I G: This whole experience analysis issue is one of m y pet  topics, too. I  
think all of you have probably heard the actuarial duck-hunt ing joke in which two 
actuaries are out  duck hunt ing. One shoots and m isses way to the left . The other 
shoots and m isses way to the r ight . They start  jum ping up and down saying, "We 
got  him !  We got  him !"  I  think that 's what  we have going on here. The actuaries look 
at  that  50-percent  loss rat io and say, "We got  it .  We're r ight  on. That 's where we 
wanted to be."  The underwriter is over here looking and saying, "But  how about  this 
out lier? Should I  have taken him  or not?" The claim s person is m aybe saying 
likewise.  
 
Ult im ately, to be able to br idge that  gap and to get  the actuaries on base with being 
able to help the underwriters and the claim s people in deciding whether these are 
r isks they should or shouldn't  be taking.  For exam ple, what  do we expect  for this 
diabet ic 10 years later? We need the data, obviously. To have the data we need the 
system s. Histor ically speaking, insurance com panies have been great ly lacking in 
both of those things.  
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Steve's com pany is fair ly unique because, like he said, they did build the system  
from  ground up in term s of being able to t ry to take account  of when they take an 
applicat ion, what  condit ions that  person has, exact ly what  is on the applicat ion and 
what  you know about  them , then put t ing it  all in the system  and t racking it .  
Hopefully, as we progress with m ore of that  kind of data available, we'll be able to 
do m ore of those things. 
 
MR. ROW LEY: There's another area in experience analysis where I  think the 
indust ry started down the r ight  road a few years ago and then backed off. The 
underwriters really have to rely on the actuary to br ing either the group or m ult i- life 
m arket . Two-and-a-half years ago, we were all talking about  concent rat ion of r isk, 
life, property and casualty (P&C)  and disabilit y. Terror ism  becam e this huge 
concern. I  know we had a num ber of people who were within a three-block radius of 
the financial center. Are you able to see, when som ething com es, what  your 
concent rat ion is for that  r isk?  
 
Certainly, because of the nature of that  catast rophe, everybody, short ly after 9/ 11, 
said that  was a life insurance r isk, not  a disabilit y insurance r isk. The disabilit y 
insurers fared fair ly well after 9/ 11. We're a very react ionary indust ry. Then we had 
the t rain bom bing in Spain where the death toll wasn't  that  high, but  the disabilit y 
toll was t rem endous. So rather than always being react ionary, be able to think 
through all your product  lines and know to a ZI P code what  your concent rat ion is in 
one area. One thing you have to look at  when you've got  3,000 people in one 
building is the potent ial hit  to you. There was a lot  of talk at  these m eet ings and 
other m eet ings short ly after 9/ 11, and that  talk has generally disappeared. I  
haven't  seen a lot  of com panies that  have really built  an aggregate system  where 
they could say what  their  exposure is, especially com panies that  have both P&C and 
life and health products. I  would encourage people to cont inue m oving there. As 
underwriters, we'll often go to go to the actuaries and ask, "We're prepared to m ake 
a large group or m ult i- life offer. What 's our exposure in this area?" The answer is 
usually, " I  don't  know."  
 
MR. BI LLI NGSLEY: We're going to delve a lit t le deeper into the coordinat ion 
process. With respect  to the pricing assum pt ions, Dawn, could you talk a lit t le about  
the im pact  of the level of underwrit ing?  How do you factor that  into the pricing 
assum pt ions? 
 
MS. HELW I G: The level of underwrit ing has two different  im pacts. The first  is, 
obviously, on the select ion factors and the m orbidity that  you're going to assum e. 
That  can be reflected in the durat ional select ion pat terns that  you use in the pr icing, 
how long that  select ion goes out  and in the ult im ate m orbidity that  you're using, 
too. I f you have a group of policyholders that  you're going to be guaranteed issuing, 
like Medicare supplem ent , you m ay have just  an overall ult im ate m orbidity on those 
people. Maybe it ’s 10 percent  worse than if you're going to do som e basic 
accept / reject  type of underwrit ing, just  because you let  through the door a lot  of 
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people in worse health. So it  can affect  not  only the durat ional select ion factors, but  
also the ult im ate m orbidity level. 
 
The second thing that  the level of underwrit ing affects in the pricing is your expense 
assum pt ion. How m uch underwrit ing you do, what  the cost  of the underwrit ing is 
and then what  the reject  rate is — the expense assum pt ion is what  that  
underwrit ing cost  t ranslates to in term s of the underwrit ing cost  per policy issued. 
Both of those things are going to be dram at ically im pacted by the level and the 
style of underwrit ing you choose. 
 
MR. BI LLI NGSLEY: The intensity of underwrit ing obviously goes into som e of the 
things that  Dawn just  touched on, but  Bernie, how does the intensity of 
underwrit ing im pact  the coordinat ion process? 
 
MR. RABI NOW I TZ: The intensity of underwrit ing is related to the pricing, and 
that 's why I 'd like to talk about  both of them . What  seem s to be happening just  this 
last  six to eight  m onths is that  clients have been asking, " I f we increase the 
intensity of underwrit ing, how m uch can we lower the rates?" There's a lot  of pr ice 
pressure out  there. I  think the underwrit ing cycle is just  beginning, and I  think it 's 
going to intensify as com panies get  m ore into the health savings accounts (HSAs)   
business. Who's in the individual m edical lines of business over here? I s the latest  
buzzword in your com pany "HSAs"? Everybody wants to get  into that  m arket , we'll 
begin to see a lot  of pr ice pressure. When you have price pressure, it  tends to 
intensify the underwrit ing. I 'm  not  that  sure that  you can, because as I  said earlier, 
you're underwrit ing m ild condit ions. You could exclude a lot  of people who you 
would otherwise include. Even if you exclude these people, your so-called 
"absolutely clean" class will have m ild condit ions a year later. I ' ll take m yself as an 
exam ple. Last  spring was the first  t im e that  I  ever had sneezing fits in spring. 
Apparent ly, there was som e new kind of dust  in the air  to which I  was allergic. This 
spring, nothing has happened. You've got  to be careful about  who you exclude. I t 's 
sim ilar to tossing pennies. You can say that  if tails is a bad r isk, heads is a good 
r isk. So you've got  your hundred coins. You flip them . You elim inate 50 coins. 
You're sit t ing there with your 50 heads and you say that  you have a super 
underwrit ing pool. Lo and behold, what  happens? I 'm  not  sure that  underwrit ing 
harder actually works. I 've seen com panies lower rates and use this as som e kind of 
rat ionalizat ion, but  we need to wait  to see the proof. 
 
MR. ROW LEY: Can I  m ake a com m ent  on that  issue? I  think that  varies 
t rem endously by product  line. Having crossed m any different  product  lines, long-
term  care app com plet ion cont inues to be the worst  I 've ever seen. We're not  
get t ing the data. So our intensity of underwrit ing has m oved into what  Reagan and 
Gorbachev used to say, "Trust  but  verify."   Don't  take the applicat ion at  face value. 
We're get t ing detailed phone interviews. We’re get t ing face- to- face assessm ents 
and m ore and m ore at tending physician statem ents (APSs)  in long- term  care and 
disabilit y incom e. The intensity in our case is not  only to screen out  the worst  cases, 
but  to find out  that  the worst  cases are there. 
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For one client , 45 percent  of their declines are cases that  if the killer quest ions on 
the applicat ion had been answered correct ly would have never m ade it  in the front  
door. I n that  case, that 's long- term  care, the intensity of underwrit ing, speaking  
actuarially, does pay big dividends. I t  probably varies t rem endously across product  
lines. 
 
MR. BI LLI NGSLEY: The Medicare supplem ents m ay be the other ext rem e in which 
if you underwrite ext rem ely hard, the only people who will apply with you are those 
who are com ing through up in enrollm ent  with no underwrit ing requirem ents. So if 
you're going to underwrite at  all,  you need to m ake sure you're not  so st r ict  as to 
exclude everybody who's possibly going to apply. 
 
MR. DARYL SCHRADER: We seem  to be equat ing intensity of underwrit ing with 
m ore declines. I  wonder if there's another way to look at  it  and if anybody has 
com m ents on this. Talk about  intensity of underwrit ing with, say, the degrees of 
pr icing that  you're going to be using to recognize differences in som e of the 
different  underwrit ing categories, the degrees of m ild condit ions, to use Bernie's 
term inology.  
 
DR. HOLLAND: I ' ll give you an exam ple in long- term  care. A few years ago, cancer 
was an issue that  the indust ry had this very well thought  out , deeply intellectual, 
zero to three years decline over three years standard, regardless of the type of 
cancer or the stage. I t  was a pret ty sim plified process. By drilling down into having 
a lot  m ore details — get t ing the pathology reports or follow-up PSA tests — there 
are a lot  of people who would have been declined, who had low-stage cancer that  
was found early and t reated, that  are insurable. I t 's not  just  to decline m ore. We 
can issue m ore by finding out  which ones are the good ones.  
 
On the other hand, we're not  looking at  the ones who are the worse stage unt il five 
years out  or som et im es 10 before standard. You're subdividing it  into m any 
categories, which we're hoping are working, but  we don't  have all the stat ist ics that  
we'd like. The good thing is that  by get t ing that  detail,  we can also issue m ore in 
som e cases. 
 
MR. RABI NOW I TZ: As Daryl pointed out , it 's not  an all-or-nothing situat ion. I  was 
going to go into that  later. But  very br iefly, in the individual business, m ost  
com panies have a preferred t ier and a standard t ier. The standard t ier is 
som ewhere between a 15 percent  and 20 percent  grade-up. Com panies also 
exclude m edical condit ions. I n other words, if you're an asthm at ic, they will cover 
everything except  expenses result ing from  the t reatm ent  of asthm a, and som e 
com panies will rate up. So it 's not  an all-or-nothing. 
 
When I  was talking about  the intensity of underwrit ing, I  was talking about  put t ing 
som ebody in the preferred class with no rest r ict ion. But  there's a lot  of com pet it ion 
out  there. I n other words, what  you m ight  r ider, som ebody else m ay take standard. 
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A com pany needs to be aware of that , and also be aware of what  the im pact  is on 
the brokers. The brokers are placing cases all over the place. The ideal situat ion is 
where you get  the r ight  of first  refusal. That 's absolutely ideal because then you're 
going to get  the best  cross-sect ion of r isk.  
 
DR. HOLLAND: Also, recognize that  products vary on what  you can and cannot  do. 
I n long- term  care, there are no pre-exist ing condit ions. There are no r iders because 
often the disabilit y, the insured event , is m ult i- factor ial. We don't  exclude diabet ics 
or a knee injury like you can r ider som ething in a disabilit y product . That  just  
doesn't  exist  in long- term  care. 
 
MR. BI LLI NGSLEY: There are various const raints on underwrit ing and they com e 
in various form s. First  of all,  regulatory const raints vary significant ly product  by 
product . Dawn, could you talk about  som e of the regulatory const raints for the 
senior health products? 
 
MS. HELW I G: Medicare supplem ent  is heavily regulated in term s of what  you can 
do on the underwrit ing side. I n part icular, there's a not  insubstant ial proport ion now 
of Medicare supplem ent  applicants who have to be guaranteed issue. Anybody who 
is within six m onths of first  qualifying for Medicare has to be guaranteed issue. 
That 's going back to the OBRA legislat ion in early 1991. There was som e addit ional 
legislat ion in 1996 or thereabouts that  expanded the guaranteed issue class to also 
include policyholders who are t ransferr ing into Medicare supplem ent  from  som e 
other qualified plan. For exam ple, they were given a t r ial period of a 
Medicare+ Choice plan. They decide they don't  like it  and within a year they want  to 
cancel out  of it .  They can then guarantee issue back into Medicare supplem ent . Or if 
they're in the Medicare+ Choice plan and that  plan folds or they get  out  of that  
service area, the person can also guarantee issue back into Medicare supplem ent . 
Anybody outside of those param eters you can underwrite. The typical underwrit ing 
is generally short  form , accept / reject  kind of thing. I t  varies a lot  from  com pany to 
com pany depending on where their target  m arket  is. But  if you have a com pany 
that  is target ing m ore of the 65-year-olds or the people just  as they becom e eligible 
for Medicare, there's a sm all proport ion of what  you can affect  with underwrit ing. 
 
On the long- term -care side, there are not  a lot  of regulatory const raints at  this 
point  on what  you can do with underwrit ing. There are som e m arket  const raints 
perhaps, part icular ly when you get  into the group m arket . I f the group is of a larger 
size, it  is tending to do guaranteed issue for the act ively-at -work enrollees or short  
form , perhaps, and m aybe short  form  for the spouses. But  in the individual m arket  
or in sm aller groups, it 's pret ty m uch full underwrit ing.  
 
DR. HOLLAND: Com pet it ive pressures are such that  you will be spreadsheeted so, 
as Steve pointed out , good long- term -care sales folks who are represent ing m ult iple 
com panies will know where to send their diabet ics, their individuals with a history of 
polio, people who sm oke versus people who don't , or som eone who's had a history 
of a t ransient  ischem ic at tack (TI A)  or st roke. You don't  want  to be known as the 
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only one that  takes diabet ics because you'll be over-selected. You also don't  want  to 
be known as a substandard carr ier because everybody has four or five cases in their 
bot tom  drawer that  they'll send you. Even though they have absolutely no hope of 
get t ing accepted, it  j ust  dr ives your underwrit ing class.  
 
What  people will tend to do is to offer counteroffers, but  they don't  publicize it ;  they 
offer a substandard rate. I  do think from  a regulatory standpoint , in long- term  care 
at  least , it  tends to be sales pressure. I ssue the policy fast . The holdup is that  
at tending physician statem ent  or m edical record. HI PAA has com plicated that , 
obviously, for all of us. I t  has slowed things down. I t  has put  barr iers. That 's 
som ething the world has to live with.  
 
I  would say that  three years ago there was t rem endous pressure by m anagem ent  
and m arket ing to issue policies fast . I 've heard m ore senior m anagem ent  in the last  
year say, "Take your t im e. Get  the m edical records."  I  think the actuaries, like 
Millim an and others, are saying that 's very im portant  at  younger age groups. There 
has been a lit t le bit  of pushing back on the sales force to not  issue things in such a 
jet  fashion in the individual m arket . Be contem plat ive. We're going to be here for 
the long run. We're now under such pressures not  to raise rates in the future that  
we're going to do a thought ful job of underwrit ing.  
 
MR. RABI NOW I TZ: I n the individual m arket , the m ant ra that  we keep hearing 
from  the dist r ibut ion is that  it  takes 30 days to issue a case. Com panies are now 
t rying to issue cases in 10 days. That 's going to becom e a com pet it ive tool. How 
fast  can you issue cases? Nobody expects a jet  issue. We'll get  into this when we 
talk about  the underwrit ing tools. We'll talk about  how com panies are issuing cases 
or m aybe 95 percent  of their  cases in 10 days and what  they're doing about  the 
other cases that  they can't  issue in 10 days. This is becom ing a big feature in 
recruit ing dist r ibut ion today. 
 
MR. ROW LEY: I  m ay have said this quote before, but  "Trust  but  verify."   I  run into 
a lot  of clients who say, "Well, XYZ Mutual did this."  I f your m arket  intelligence 
com es from  your sales force, it 's probably less than ideal. I 'm  surprised how rarely 
underwriters will pick up the phone and call the com pet it ion. 
 
I  have two exam ples that  show how half- t ruths are being shared. I  had a long- term  
care recent ly where our client  declined because of a fair ly recent  st roke and was 
told that  XYZ Mutual issued. I n this case, I  was pret ty fam iliar with XYZ Mutual. I t 's 
a fair ly conservat ive com pany and they could have m ade a m istake, but  I  was 
highly doubt ful. I  called the chief underwriter there and we had a lit t le off- the-
record discussion. I n fact , they did issue — six m onths before the st roke. The agent  
wasn't  ly ing, but  the agent  wasn't  being totally candid. 
 
Another situat ion I  had was with a disabilit y client  who denied som ebody and was 
told that  ABC Mutual, a highly respected com pany that  I  was also very fam iliar with, 
issued. I  know these people. They could have m ade a m istake. They would not  have 
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issued that . There's no way they would have done it .  I  picked up the phone. They 
had, in fact , issued — as part  of a 500-person guaranteed standard issue (GSI ) .  
 
What  frust rates m e is how rarely, when your underwriters are told that  so-and-so is 
doing this, they pick up the phone to find out  if that 's, in fact , the case. Again, if 
your m arket  intelligence is com ing from  your field force, it 's probably not  the best  
m arket  intelligence. Encourage your underwriters to pick up the phone. Most  
underwriters are not  going to break confident iality, but  you can learn a lot  from  
your com pet it ion. They're not  nasty people. They will generally share philosophy. 
 
MR. RABI NOW I TZ: I  want  to pick up on this. We once looked at  an underwrit ing 
shop of a carr ier where these people were bending over backward with get t ing 
at tending physician reports and doing everything possible to take a case because 
the sales and m arket ing were r ight  down on them  and saying that  everybody's 
doing this. Why can't  you guys do it? We looked at  som e of the cases, and then I  
called up the underwriters of the com panies that  were taking certain cases standard 
where they were going to put  a r ider on. What  I  did was I  said, "Gee, what  do you 
think of Com pany A?" That  was the first  com pany. They said, "They take cases that  
we would never take! "   
 
When you're underwrit ing m ild to m oderate condit ions, there's a lot  of subject ivity 
in it .  Som et im es, through a telephone interview, Com pany B m ay get  that  one lit t le 
piece of inform at ion that  Com pany A didn't  get . I f you take four com panies and you 
underwrite to the m ost  liberal of their  decisions, I  think you're dead. I  think what 's 
happening is that  you're taking som e of the rough with the sm ooth because it  is 
subject ive. Every t im e quest ions are asked, the answers are not  always the sam e. 
Quite often, different  com panies are using different  underwrit ing tools. 
 
MR. BI LLI NGSLEY: Very good. Let 's m ove on to talking about  underwrit ing tools 
and requirem ents. Gregg Sadler has been very pat ient  wait ing for his turn to speak. 
 
MR. GREGG SADLER: I t 's no surprise that  insurance com panies are looking for 
faster and cheaper ways to get  policies issued. We m eet  with a lot  of insurance 
com panies and a lot  of them  com e into our laboratory. We spend a lot  of t im e 
talking to the com panies. We haven't  got  very m any clients who say, "My 
acquisit ion costs are just  too low and m y policy issue is just  too fast ."  I  thought  I 'd 
highlight  som e of the data products that  are being used. Som e of these are being 
used heavily in the life m arket . I 'm  aware of som e of them  being used in the 
disabilit y m arket . I 'm  not  sure at  this point  about  the m edical or long- term -care 
m arkets;  I 'm  not  an expert  in those fields. 
 
The first  one I ' ll m ent ion is an elect ronic prescript ion history. Of course, prescript ion 
histor ies of an applicant  have been used forever in the underwrit ing process. The 
m ore t radit ional way of get t ing the inform at ion is either through the m edical 
records of the applicant , the applicat ion from  an agent  or a m edical exam iner 
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com plet ing a Part  2. More recent ly, there's a product  available in which you can get  
an elect ronic prescript ion history. 
 
Obviously, there has to be an appropriate authorizat ion from  the applicant . Once 
that  is obtained, an elect ronic query is sent  to the large pharm aceut ical benefit  
m anagem ent  com panies (PBMs) . There are a num ber of PBMs in the count ry. The 
largest  PBMs have, obviously, a pret ty good m arket  share. That  query goes to their 
database. I t  com es back, and a consolidated report  is sent  to the insurance 
com pany. The report  typically lists eligibilit y periods. Even if an insured or an 
applicant  has not  had any prescript ions issued, the result  will at  least  show the 
eligibilit y for that  applicant . Of course, if there have been prescript ions for that  
applicant  that  are contained in that  PBM's database, you'll get  the prescript ion, the 
dosage, the doctor who prescribed the m edicat ion, the doctor 's specialty and the 
m ajor diagnost ic category (MDC)  code, which can be useful if you're running som e 
sort  of an autom ated underwrit ing system , etc. You'll get  a consolidated report  of 
that  applicant 's prescript ion history. 
 
The protect ive value of this product , according to som e com panies that  have done 
studies, is im pressive. I 'm  going to use a study as an exam ple, with the perm ission 
of a com pany called I ntelRx. That 's a com pany that 's offer ing this product . Mark 
Franzen is the president  of that  com pany. He's in the room . He's done a num ber of 
these studies for several insurance com panies. I 'm  going to share a couple of 
sam ples:  one on individual and one on sm all group. 
 
On the individual, there were 181 subm it ted applicants who went  into the study. On 
the sm all group, 200 lives in a sm all group had a bucket . On the individual side, 
there were 123 what  we call "hits."  A hit  can be a clear or a returned prescript ion 
history. So on 181 individuals on the individual side, there was eligibilit y inform at ion 
at  least  on 123 of them , for a rate of 68 percent . On the 200 lives on the sm all 
group side, there were 173 hits, for a rate of 87 percent . We've assum ed a cost  
here of about  $15 a query. You only pay the $15 when you get  a hit , so it 's $15 
t im es the num ber of hits for a cost  of $1,845 on the individual side and $2,595 on 
the sm all group side. The protect ive value part  com es when the actuaries sit  down 
with the underwriters and work through what  underwrit ing decision changes would 
have been m ade had they discovered what  was on the PBM query. On the individual 
side, out  of the 123 hits, there were 13 individuals who, according to the 
underwriters, would have had a prem ium  rate change, and there would have been 
five declines. On the sm all group side, there would have been four groups that  
would have a different  rat ing because of the PBM data. 
 
What  was the value of these changes? The insurance com pany est im ated a total 
savings of $50,000 on the individual side and $82,000 on the sm all group side. 
Savings per hit  is in the $400 to $500 category, which is a good benefit - to-cost  
rat io in these part icular studies, and there were very significant  loss rat io 
im provem ents as well.  
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I ' ll br iefly touch on a few others because these are very quick turnaround kinds of 
products, which a lot  of com panies are looking for. I n som e m arkets, a m otor 
vehicle report  (MVR)  can be im portant . I t 's cheap. I t 's very fast , and it  can show, 
obviously, the driver 's history. MVRs are also available on a graded basis, so if you 
don't  want  your underwriters sort ing through all the sorts of violat ion codes, you 
can set  up a grading system  and just  have a point  score returned and let  the 
underwriter concent rate on the people with the bad driving history. 
 
Another data product  that  is very fast  is the Social Security num ber and fraud 
check. This verificat ion indicates if the applicant 's Social Security num ber was 
involved in previous fraud, if the Social Security num ber is of a deceased person or 
if the Social Security num ber was issued in the last  five years ( in som e situat ions, 
that  can be suspicious unless there's an explanat ion on why it  was a recent ly issued 
Social Security num ber) . The query will also be flagged if the associated address of 
the applicant  on the query is som ething like a hospital, a penal inst itut ion, a 
com m ercial drop box, a hotel, a cam psite or that  sort  of thing. I f your underwriter is 
a lit t le suspicious of that  part icular applicant  or m aybe a new broker or product ion 
source, it  can be a quick lit t le query. 
 
Let 's m ove on to the credit  inform at ion. This is a tool that  is also very quick. I t  can 
double-check on the applicant 's occupat ion. I t 's not  always the m ost  recent  
applicat ion. I t  can just  be kind of a red flag on that  credit  history record. I t  also 
provides inform at ion regarding suits, judgm ents, liens and bankruptcies, which can 
be part icular ly im portant  if there's a doctor or a hospital involved in this lien or 
judgm ent . I t  m ight  be an indicat ion that  the individual has had som e m edical 
t reatm ent  that  m ay not  have been disclosed on the applicat ion. The credit  database 
is a very large database, and probably 95 percent , if not  99 percent , of the adult  
populat ion in the United States, are in the database. I f you do a query and 
som ebody is not  in the database and you don't  have a good explanat ion of why not , 
it  could be a red flag for your underwriter. 
 
Crim inal court  records are used infrequent ly, but  once in a while they are 
requested. They're now available in a database form , so it 's a very quick query. You 
don't  have to have som ebody actually go out  to a courthouse, get  the records, copy 
them  and send them  back.  
 
MR. BI LLI NGSLEY: Can you tell us about  teleunderwrit ing, one of the new 
developing tools? 
 
MR. SADLER: Teleunderwrit ing is now one of the fastest -growing, new business 
services in the life insurance m arket . I 'm  not  sure how widely it 's used in m edical or 
long- term  care, but  I  know that  som e disabilit y insurers are using this product . This 
is a product  that  has im proved dram at ically over t im e. Several years ago, a num ber 
of com panies did pilots that  were less than successful, but  with im provem ents in 
technology, the growth in teleunderwrit ing has been enorm ous.  
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I 'm  dist inguishing teleunderwrit ing from  a t radit ional phone history interview (PHI )  
where the inform at ion from  the telephone interview ends up on a docum ent , the 
Part  2 applicat ion is m ade part  of the policy and is signed by the applicant . Many 
com panies, including m edical insurers, do PHI s. They are very useful pieces of 
inform at ion. Teleunderwrit ing in m y m ind is when you actually finish either the 
applicat ion or Part  2 of the m edical exam  over the telephone. Typically this is a 15-  
to 20-m inute interview, although it  can be a lit t le lengthier if you're interviewing 
som ebody, m aybe a senior in age, with a long m edical history. Som e of those 
interviews can get  very long. 
 
The quest ions in a teleinterview can be tailored by coverages, obviously. For 
exam ple, details on occupat ion, such as back problem s, would be m uch m ore 
relevant  on disabilit y insurance than life insurance. For long- term -care coverages, 
act ivit ies-of-daily- liv ing quest ionnaires can be incorporated into the interview as 
well. I nsurers report  several benefits in the teleunderwrit ing process. Som e of these 
you also get  from  the PHI  process. Certainly, you get  bet ter-quality inform at ion 
than com es in from  your agents on an applicat ion. I n defense of the agents, it 's not  
always the agents who gloss over the inform at ion, although the agent 's incent ive, 
of course, is certainly to get  the policy writ ten.  
 
Many applicants m ay not  be com fortable telling their agents their sensit ive m edical 
histor ies. I f your com pany is doing those interviews and you haven't  listened to 
som e of those phone calls, you ought  to go listen to som e of the phone calls. I t 's 
am azing what  people will tell you over the phone, inform at ion that  I  can't  believe 
they're going to give to their agent  when they're sit t ing face- to- face across the 
kitchen table or the office table. 
The inform at ion is always also very consistent . That  is very im portant  because even 
if you've got  a group of agents who do a good job of get t ing m edical inform at ion, 
they're not  asking the applicant  the sam e quest ions. They m ay be asking the sam e 
init ial quest ion on Part  2 of the applicat ion, but  you know that  every agent  is asking 
different  dr ill-down quest ions, if they're asking any drill-down quest ions at  all.  
Whereas with a teleinterview, r ight  in the program , the interviewers are asking the 
applicants exact ly the sam e quest ions. So if you have a thousand asthm at ics or 
diabet ics, you know those thousand people were all asked exact ly the sam e 
quest ions, which gives you a neat  opportunity to st rat ify r isks of those individuals, 
tweak those quest ions or change them . They can be changed very quickly. 
 
I n the life insurance m arket , com panies report  reduct ions in APSs from  20 percent  
to as high as 50 percent . Com panies that  aren't  get t ing very m any APSs to begin 
with aren't  going to get  a huge reduct ion in APSs, but  there are m any com panies 
that  have achieved a t rem endous reduct ion in APS ordering from  the 
teleunderwrit ing process. Obviously, it  elim inates the inspect ion interview on som e 
larger disabilit y and certainly life insurance policies. There has been a t radit ional 
telephone inspect ion that  can just  be incorporated as part  of the teleinterview. 
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The interview is recorded, which has a t rem endous sent inel effect . The applicants 
know the inform at ion is being recorded. I  think it  helps keep people honest . Even if 
it  doesn't  turn out  to be adm issible in court , which I  don't  know whether it  would in 
various states, I  think that  a recorded interview can be an im portant  tool in set t ling 
and negot iat ing a claim  even if it  doesn't  m ake it  into court . Agents like it  because it  
allows them  to focus on selling, which is what  they do best , not  filling out  
paperwork. Applicants like it  because they'd m uch rather give the inform at ion to 
som ebody over the phone in a m ore confident ial set t ing than face- to- face with their 
agent . Another benefit  is that  it 's fast . Typically, m ost  interviews are com pleted 
within two or three days, and a high percentage are com pleted on day zero. 
 
MR. ROW LEY: I  have one com m ent  on the "agents like it "  com m ent . I  have seen 
that  all over the m ap. My experience is that  it  depends on the roll-out . I f it 's rolled 
out  in big com panies as, "We don't  t rust  you. You take bad applicat ions. We're 
going to do this,"  then it 's not  going to be well received.  The easiest  way to win 
over m arket ing is to give som ething to one of them . A com pany that  I 've dealt  with 
rolled this out  at  first  to their top 10 percent  of producers as a gift  because they 
were so good. The other 90 percent  were begging for it .  That  roll-out  was 
successful. But  I 've also seen them  say, "Your applicat ion com plet ion is lousy. We're 
going to do it  over the phone."  I n one case they t r ied to cut  com m issions because 
they had to take over the process. That  failed m iserably, as you m ight  im agine. The 
roll-out , or im plem entat ion, is key to the success of teleunderwrit ing. 
 
MR. BI LLI NGSLEY: Gregg, you m ent ioned that  the quest ions can be adjusted and 
that  the applicat ion actually becom es a form  of applicat ion that 's at tached to the 
policy. Do the com panies that  use that  generally file that  with the state insurance 
departm ents?  
 
MR. SADLER: With som e states, you do have to file your dr ill-down quest ions. Of 
course, the basic quest ion, the first  quest ion, has to m atch exact ly what 's writ ten 
on the state-approved applicat ion. The drill-down quest ions can be quickly changed 
and quickly tailored. I n som e states, they do have to be filed. 
 
MR. RABI NOW I TZ: The way com panies are get t ing cases issued in short  periods 
of t im e is through judicial use of a pharm acy scan and telephone interviewing, 
which is different  than telephone verificat ion. Since I ntelRx was m ent ioned, I  have 
to m ent ion that  our sister com pany, MedPoint , has a sim ilar product . I  j ust  wanted 
to point  out  that  there are two products on the m arket . 
 
Now the quest ion becom es, what  do you use first? Do you do your drug scan first , 
or do you do your telephone interview first? The drug scan costs about  $11 a hit , 
and the telephone interview costs anywhere from  about  $15 to $20 a shot . When 
you're dealing with m ild to m oderate condit ions, a m ajor indicator of health is the 
prescript ion drugs that  they're taking. When m ost  people see a doctor, they walk 
out  with a prescript ion. That 's just  the way it  is in the United States.  
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I f you drill down, you can ask the pharm acy quest ions on the telephone interview. 
I f you get  posit ives, then you don't  need to do your scan. You m ay want  to do your 
scan on a random  basis just  to check that  you're get t ing good results on the 
telephone interview. Alternat ively, you can do your prescript ion scan and see what  
your hit  rates are. By the way, you've got  to be aware of false posit ives because 
som ebody could be clean but  that  person's spouse could have insurance and they 
m ay be claim ing their drugs under a spouse's policy. You need to watch out  for 
that .  
 
What 's im portant  is to be running tests all the t im e on a random  basis. You first  of 
all do it ,  and then you run tests on a random  basis just  to check what 's working for 
you in different  areas. One thing you're going to find with the pharm acy scans is 
that  the proport ion of people who show up on the eligible list  varies by state 
because the num bers are com ing from  the PBMs. They are com ing from  various 
sources, and there is som e variat ion by state, so you need to watch that . 
 
On the telephone interview, what  seem s to be happening is that  com panies that  are 
selling through agents through shops that  are using generally unskilled brokers to 
write their  cases will tell their  underwrit ing to get  the quest ions put  in on the 
applicat ion. One of the biggest  delays, part icular ly when you ask 93 quest ions is 
incom plete applicat ions. At  least  the applicat ions will be com plete.  
You've got  to ask quest ions, but  the real skill is probing. I  agree that  you need your 
dr ill-down procedures, but  a really skilled underwriter or a nurse who's skilled in 
underwrit ing, just  doesn't  turn on a voice, can suddenly just  switch and start  asking 
a few other quest ions. What  you're really concerned about  are signs, sym ptom s, 
consultat ions with doctors, tests and t reatm ents.  
 
FROM THE FLOOR: Gregg talked about  things like fraud and looking at  credit  
inform at ion. Part icular ly with the individual m ajor m edical m arket , how com m on is 
that? How expensive is it? Do you have any regulatory concerns with states not  
allowing it? 
 
MR. SADLER: First  of all,  you need the authorizat ion from  the applicant  to get  any 
of the inform at ion, presum ing that  the insurance com pany would have that  in hand. 
Those products are typically used m ore on larger life insurance policies and 
probably disabilit y as well.  On the m edical side, I  haven't  seen a widespread use of 
those products. You asked about  the cost ;  it 's about  $5. 
 
MR. RABI NOW I TZ: Driver records are about  a dollar a shot . The Medical 
I nform at ion Bureau (MI B)  cost  depends on what  you've negot iated with them , but  a 
year ago it  was 60 cents. I 'm  sure it 's m ore than that  now. 
 
MR. ROW LEY: Depending upon the volum e, it  can be as low as 38 cents. 
 
MR. SADLER: I  think MVRs are m ore like $5. The average handling fee m ay be $1 
for whatever vendor you're using. 
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MR. RABI NOW I TZ: I f you com pare that  to an APS, an APS is anywhere from  $60 
to about  $100. You m ay have to wait  a few weeks for it ,  and som et im es it 's 
incom plete. Som et im es the doctor 's handwrit ing is hard to read. Som et im es the 
doctor sends you part  of his records, and som et im es it 's hard to m ake sense of it .  
 
MR. BI LLI NGSLEY: We have m oved into a general discussion of all the 
underwrit ing tools. Let 's go back. Som e underwrit ing requirem ents can be 
autom at ic and som e discret ionary, but  the types of requirem ents include, obviously, 
a paper, elect ronic or phone applicat ion, APSs and m edical exam inat ions. Medical 
exam inat ions don't  tend to be used very m uch for health insurance, but  it 's 
certainly an opt ion to be considered. Other underwrit ing requirem ents could be 
prescript ion drug records, body fluid test ing, phone interviews, face- to- face 
assessm ents and background checks. That  m ight  be driving records. We've been 
talking about  som e of those. Let 's talk about  how those relate to som e of the 
various products that  we work with. 
 
DR. HOLLAND: I n long- term  care, there are sim ple rules. The younger the 
applicant , the less you do. Risk-m anagem ent  inform at ion tends to be for cause, 
som ething discovered in the applicat ion. A lot  of carr iers now are m oving to require 
m edical records at  younger ages where in the old days — last  m onth — they didn't . 
Phone interviews are becom ing very im portant . I n fact , several carr iers now have 
added a phone-based cognit ive screen to very young applicants. Many of you in this 
room  m ight  even get  a cognit ive screen if you're applying for, say, lifet im e benefits 
on an individual basis in long- term  care. We don't  do any body fluid. Prescript ion 
drug is not  there yet . Face- to- face is ext rem ely im portant . That 's being done at  a 
younger age in long- term  care;  it 's now down to age 70 and som e are even going 
below that . That  includes one or two cognit ive screens.  
 
One of the largest  r isks, of course, for long- term  care is dem ent ia. This is a 
condit ion that 's not  well docum ented by physicians because even though there is 
Aricept  and other things, we don't  have a good way to t reat  it  yet , so we don't  tend 
to docum ent  it  in our m edical records. We use any way that  we can to find that  out . 
Background checks and MI B are not  used rout inely in long- term  care, although MI B 
is m aking a m ovem ent  in. I t 's a chicken-and-egg thing. You've got  to have the data 
before you'll use it .  But  if you don't  use it ,  you won't  have the data on older 
individuals. 
 
MR. RABI NOW I TZ: On the topic of autom at ic versus discret ionary, in the 
individual m edical business it 's very im portant  to recognize that  a large chunk of 
your applicants have had a gap in coverage. You can put  your applicants into two 
classes:  those that  have com e off group insurance and m aybe are self-em ployed, 
ret ired and have bought  individual policies with no break in coverage, versus those 
that  com e in and haven't  been covered for six m onths or a year. I  believe that  each 
of these categories ought  to have its own underwrit ing requirem ents, which are 
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different , because there's t rem endous ant i-select ion com ing from  those individuals 
that  have had a break in coverage and suddenly feel they need it  now. 
 
MR. ROW LEY: I 'd like to follow up on one com m ent  Steve m ade about  long- term  
care. Most  of us in the indust ry r ight  now are basing requirem ents on age, which is 
a lit t le counterintuit ive to the other indust r ies. I f we issue a 40-year-old long- term  
care with a lifet im e benefit ,  we're taking a m uch greater financial r isk than an 80-
year-old with a lifet im e benefit .  I f you com pare that  to life, then we should be 
saying that  if you get  a 40-year-old, you underwrite the heck out  of him . Because 
all it  takes is one MS or Parkinson's or dem ent ia claim  on a 40-year-old and that 's 
going to do a t rem endous am ount  of dam age. What 's frust rat ing for the actuaries 
and underwriters in long- term  care is that  we're st ill m aking the rules up as we go. 
The interest ing and fun thing about  long- term  care is that  we're st ill m aking the 
rules up as we go. I t  is a changing indust ry. The one requirem ent  I  wanted to touch 
on, that  as a reinsurer is incredibly frust rat ing, are the at tending physicians' 
statem ents. Everyone wants to save t im e and m oney.  The one thing that  
t rem endously concerns m e from  a r isk perspect ive and from  a legal perspect ive is, 
in order to save t im e or m oney, allowing the agent  or the proposed insured to pick 
up the m edical records from  the doctor 's office and forward them  in. More 
com panies do that  than I  can understand.  
 
I  can tell you that  if I  write to Dr. Jones twice on the sam e individual for the sam e 
m edical records, I 'm  not  going to get  ident ical reports, even direct ly from  the 
doctor. They'll forget  to photocopy this lab page or this office note. When it  com es 
down to going through an agent  or an applicant  who m ight  see one thing that  raises 
a red flag and if they pull that  page out , you're never going to know. I n disabilit y, 
it 's very rare. I n long- term  care, m ore com panies do it  than I  can accept . I t 's that  
chain of custody that  the labs will talk about . Did som ebody have the abilit y to 
tam per with it? I f they have, I  think you're taking som e serious r isk by accept ing it .  
 
MR. HOLLAND: The reason that  a lot  of us in the long- term  care indust ry think 
that  an at tending physician's statem ent  is im portant  is because we've done studies 
looking at  the source of inform at ion. Every bit  of data that  we collect , we tag with a 
source. Did it  com e from  an applicat ion, a phone interview, a m edical record or a 
face- to- face assessm ent? We've found dram at ically high levels of 
m isrepresentat ion. Maybe it 's just  oversight ;  I ' ll be generous. But  when 25 percent  
of your applicants under the age of 65 do not  adm it  that  they have diabetes even 
though they're on a diabet ic m edicat ion or it 's in the m edical record, or when 30 
percent  don't  m ent ion that  they've had a m inor st roke or TI A even though it 's well 
docum ented in the m edical record, it  m akes you very leery to issue a policy to a 55-
year-old execut ive without  get t ing the m edical records. 
 
MR. RABI NOW I TZ: This is why the m ost  im portant  quest ions on the telephone 
interview are give m e the dates that  you saw the doctor, what  is the nam e of the 
doctor, why did you see the doctor, how were you feeling, what  did the doctor tell 
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you and what  t reatm ent  did he prescribe? I f it 's taped, then you could use it  as a 
rescission tool if there was m aterial m isrepresentat ion. 
 
MR. ROW LEY: My understanding is that  if som ebody says on the applicat ion, "Saw 
Dr. Sm ith,"  and you do a phone interview and you confirm  that  the person saw Dr. 
Sm ith in January 2004 for a rout ine physical, not  prom pted by any sym ptom s, all 
results norm al, but  you don't  am end the applicat ion, you cannot  rescind. You have 
to send the interview. 
 
MR. RABI NOW I TZ: You have to am end the applicat ion. You have to. 
 
MR. ROW LEY: Many com panies do not . 
 
MR. RABI NOW I TZ: That  to m y m ind is a m istake. 
 
MR. ROW LEY: Agreed. 
 
DR. HOLLAND: There's very lit t le am ending going on. 
 
MR. ROW LEY: Especially in long- term  care. 
 
DR. HOLLAND: Yes.  
 

MS. HELW I G: I  do want  to add one postscript  on the long- term  care stuff. We have 
t r ied to take the experience of various com panies — it  varies widely — with long-
term  care and chart  that  back to what  they did in term s of the num ber of tools that  
they used (whether they got  at tending physician statem ents, did face- to- face 
assessm ents, cognit ive tests, etc.) . The experience of com panies that  have used 
those tools and have used them  consistent ly is m arkedly bet ter. I t  is so dram at ic 
that  it 's im possible to ignore. 
 
Medicare supplem ent  is the easy one out  of this product  port folio. Generally 
speaking, on the group of people that  can be underwrit ten, the applicat ion is m ost  
com m only the only thing used r ight  now. Som e com panies will occasionally check 
their own records. I f a lot  of their  Medicare supplem ent  applicants are people who 
also had m ajor m edical with them , they m ay check the history of their  own claim s. 
Occasionally, you'll com e across a com pany that  will do m ore than that  in term s of 
doing telephone verificat ions or request ing m edical records, but  that 's not  as 
com m on. 
 
MR. ROW LEY: A requirem ent  we all forget  about  is checking your own databases. I  
grew up in the disabilit y field. I  thought  that  it  would be pret ty rout ine. I  was 
surprised at  a very large disabilit y writer, who also does group disabilit y. Disabilit y 
over insurance is a huge thing. I  was dum bfounded to find out  that  the underwriters 
don't  look or check the system  — they have access to it  — to see if the person 
applying for individual disabilit y has group disabilit y with the com pany. I f they do 
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have group disabilit y, is there a claim  history? We talked about  all these expensive 
requirem ents that  take a long t im e, but  there are com panies that  don't  even look at  
their  own data that  they m ay have on the individual, across product  lines. That 's 
the cheapest , fastest , easiest  and m ost  reliable data, because it 's yours. 
 
DR. HOLLAND: Also, in the long- term -care insurance indust ry, at  least , don't  
expect  as an actuary to be saved by rescissions. They're ext rem ely rare. They 
always bring bad press. You don't  want  to see on the front  page of your local 
newspaper an 80-year-old not  being able to get  into a nursing hom e because the 
evil insurance com pany rescinded her, even though she didn't  m ent ion that  she was 
on Aricept  when she filled out  her applicat ion. There are insurance com panies 
at tem pt ing to rescind when there's t rue m isrepresentat ion. But  after two years, you 
have to prove fraud. That 's ext rem ely rare, so the post -claim s underwrit ing and 
rescissions are not  st rong tools in long- term  care, even though som e of us wish 
they were. 
 
MR. ROW LEY: I t  is very rare but  it 's on the increase. People have tended to 
m anage claim s weekly for fear of being sued and not  rescinding. A new lawsuit  just  
hit  a long- term -care insurance com pany by a bunch of policyholders who have been 
get t ing rate increase after rate increase after rate increase. They are suing the 
com pany for not  adequately m anaging the claim s, therefore, causing a rate increase 
for them . I  applaud that . I  think it 's going to balance the fear of being sued for 
doing your job with the fear of being sued for not  doing your job, which, in the end, 
m ight  m ean people will do their jobs. I  don't  think it 's too m uch to ask for. But  we 
are seeing an increase in both rescissions and fraud.  
 
MR. BI LLI NGSLEY: We now have about  30 seconds to talk about  costs versus 
protect ive value. Cost  just ificat ion is obviously cr it ical on anything you're going to 
spend in the underwrit ing process. There's a sent inel effect , obviously, for any 
underwrit ing requirem ent . I f you have told the agents that  you're going to do an 
APS, the agents will tell the client , the client  m ay say that  he or she went  to the 
doctor about  this condit ion so m aybe he or she doesn't  want  to com plete the 
applicat ion process. Obviously, the cost  of the underwrit ing needs to be factored 
into the product  pr icing. There should be verificat ion of cost  just ificat ion. 
 
You have to m onitor the cost . We're all involved in budget ing processes and those 
pressures exist , so m ake sure that  the costs that  you ant icipated in the pricing of 
the product  are sim ilar to what  you are actually incurr ing. You have to m onitor 
results by looking at  those cases you did take and determ ine if they were 
acceptable r isks. That 's an im portant  elem ent  as well.   
 
We cam e up with a couple of quest ions for you to think about . I 'm  not  sure that  we 
have any answers. How do you m easure the claim s that  you've prevented? 
Obviously, that 's a tough thing to know. What  kinds of r isks are we declining that  
would have been favorable r isks? Again, that 's going to be alm ost  im possible to 
m easure, but  it 's som ething to think about  in the cost - just ificat ion process.  
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