
NONTRADITIONAL (or, alter-

native) life insurance distribution

systems find themselves in a quan-

dary. They want to have their cake (rapid turnaround,

from application to issue) and eat it acceptable mortality/morbidity experience; minimized antiselection).

Wishful thinking? 

With traditional approaches to risk management, yes. But there may be a way to have acceptable

turnaround and adequate underwriting to avoid undesirable outcomes. Let’s begin by defining our terms. 

Nontraditional distribution refers to insurance sales through banks, on the Internet, by telemarketing

and direct mail, and at retail sites. For the most part, these are products sold without the services of an

agent or broker. Thus, there’s no one positioned between the carrier and the client to gather information,

to dote over and, as needed, to assuage the prospective insured when the process of acquiring insurance

seems onerous.

Today’s life insurance consumers
expect fast, accurate, and

uncomplicated underwriting
turnaround. What they often get

instead is the runaround. But
now there are ways to  speed up the
process and  keep the customers happy...

B y  H a n k  G e o r g e
Unconventional 
Underwriting for
Nontraditional 
Distribution

Having Your Cake & Eating It
●
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It’s easy to see why nontraditional life insurance
providers feel caught between the proverbial
rock and a hard place. If they underwrite ad-
equately, they’ll see the rate of declined busi-
ness skyrocket, undermining their efforts.
Conversely, if they disdain sound under-
writing, they’re forced to either overprice
their merchandise or run the gauntlet
of adverse mortality. Either solution lays
waste to their profitability.

The specter of antiselection hovers. If they
unwittingly facilitate scenarios ripe for pillaging by those who
have a “special need” for insurance, they’ll pay dearly.

The history of life insurance is replete with sad tales of those
who thought they could pare underwriting to bare bones, or even
eliminate it completely, and still prosper. In the age of AIDS and
the hepatitis C epidemic, antiselection is no laughing matter. 

There is a solution. But to get to it requires a dramatic par-
adigm shift, one that may induce scary symptoms in those too
wedded to the past. We have the means to accomplish sound
underwriting, within the turnaround time constraints mandat-
ed by nontraditional distribution. That’s to say, we can have our
cake—and eat it—if we embrace a dynamic new way of as-
sessing risk.

And there’s a fringe benefit if we do. The new way is cus-
tomer-friendly, a quality that hasn’t always been part of what
we have historically called “underwriting.” 

The Primary Solution

In order to approve adequately underwritten life insurance ap-
plications—from application initiation to policy issue—in a me-
dian interval of 72 hours, the underwriter will largely need to
abandon tools that are too slow. This means routine use of med-
ical exams, most (but not all) medical tests, inspection reports,
and physicians’ reports.

Not every physician’s report can be dispensed with, how-
ever. If a proposed insured has a history of cancer, for 
example, the underwriter must acquire key information
from the physician to sufficiently ascertain the risk before

he can make an offer of insurance. Ditto for coro-
nary bypasses. 

But the same cannot be said quite so readily for
other common impairments such as asthma, coli-
tis, and even diabetes. There is dramatic potential
for appraising such risks without routine use of

physicians’ reports.
How? By using faster information-gath-

ering modalities. 
In the case of diabetes, these modali-

ties might consist of a detailed questionnaire
probing the medical history plus a urine or oral fluid  (saliva)
laboratory profile. Such a combination could be gathered in a
few days. Even if a blood profile is needed to assay diabetic
markers, the use of a responsive collection service would allow
most cases to be presented to the underwriter for a decision
barely a week after the application is taken—a fraction of the
time required if an underwriter holds out for a physician’s re-
port!

The anchor of this new paradigm will be a questionnaire,
much like those gathered, currently by many companies, in a
format some call a “telephone inspection report.” This under-
writer prefers the term personal history interview (PHI) because
it better reflects the actual contents of such reports. 

The PHI, conceived in the 1980s, began as a simple repris-
ing of the application questions. Additional power was added
through the collection of protective information; YES answers
were amplified by drilling down the proposed insured with a
handful of impairment-specific questions. The PHI continues to
evolve with questioning of the proposed insured about a range
of epidemiologically valid information related to health status,
risk of disease and death—and, ultimately, insurability.

We’ve done this for years for tobacco use and the results have
been gratifying. We succeeded in charging those who choose
to increase their mortality risk by indulging in tobacco more
for their insurance to cover that risk.  And when we took the
bold step to do this, those who previously had criticized un-
derwriting as “unfair” came to applaud smoker/nonsmoker
(more accurately, user/nonuser!) underwriting as just! 
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There’s a widely held (and, likely, accurate) perception that the success of nontraditional distribution depends,
at least in part, on speeding up the often sluggish process that begins with the insurance application and ends
with policy issue and delivery. These new insurance distribution channels can’t accommodate protracted in-
tervals. It’s realistic to project that insurers will have a few days—not weeks or, sadly, months —to dissect
and approve risks. Anything longer than that, on average, and the prospects for placing the coverage in force
will be greatly compromised.

This context renders traditional risk management tools, such as medical examinations, inspection reports,
electrocardiograms, and chest x-rays, all but useless. They’re too slow, too cumbersome, and, one might add,
way too expensive. 

Even more disconcerting is the extent to which life underwriters traditionally depend on physicians’ re-
ports. Measured from request to receipt, they’re the slowest of all underwriting resources. There’s no way
physicians’ reports can serve as a core underwriting resource for nontraditional business (at least not 
until someone finds a way to speed up their acquisition process dramatically). 



32 Contingencies S e p t e m b e r / O c t o b e r  2 0 0 0

●

The next step in this process will be more dramatic. It will
embrace a wide range of what one might call health habit
issues. The factors we’ll target will be largely under the
control of our customers. (One of the more delight-
ful effects of this new approach to underwriting
will be higher approval ratings from our cus-
tomers!) But the focus, for now, should be on how
this will allow us to assess and price risks within
the aforementioned 72-hour time constraint.

It’s now an established fact that the mor-
tality curve associated with alcoholic bever-
age consumption is U-shaped. That is to say,
mortality is higher in teetotalers than in tem-
perate (one or two drinks per day) drinkers. This is most strik-
ingly evident with heart disease, but it’s also been shown to ex-
tend to all-cause mortality.

More recently, investigators have looked at specific alcoholic
beverage types to see if one’s choice—wine, beer or spirits—
onfers any advantage. Simply stated, what they found is that
wine drinkers have better mortality than beer and hard liquor
drinkers. Why? Because of something in the wine? Perhaps.
But, there’s also evidence to suggest that the advantages of wine
may be less in the wine itself than in the health habits of those
who choose the wine! 

A recent University of California study of a large cohort of
women with noninvasive breast cancer demonstrates this con-
cept from a very different perspective but no less emphatically.
(See references.)

These were women who had had what is called ductal car-
cinoma in situ. This form of breast malignancy, while not po-
tentially fatal by itself, is felt to predispose a patient to invasive
and thus life-threatening tumors. 

What the authors found when they looked at mortality in
women who had had such carcinomas in situ was that their
risks of death by both cardiovascular disease and all-cause mor-
tality were reduced by as much as 40 percent. 

Does this mean that noninvasive breast cancer protects against
coronary artery disease and fatal car crashes? Not likely! What
it does mean is that women who opt to have periodic screen-
ing mammograms (most carcinomas in situ are discovered on
a mammogram) also have other desirable health habits that
make them better insurance risks. In other words, the decision
to embrace periodic screening mammography may be a mark-

er for a healthier lifestyle. 
A recent report in the Archives of Internal Medicine on a

large population of physicians who took low-dose aspirin to
ward off heart attacks showed the same thing. (See references.)
Those who chose to take aspirin for this reason were more
apt to exercise regularly, to have a drink or two each day, to
take vitamin E supplements, and to be faithful to any pre-
scription they may have been given for high blood pressure
or elevated cholesterol. These are highly desirable character-
istics in life insurance applicants; they make better risks. 

Is the decision to take “an aspirin a day to keep an MI
away” in fact a marker for the presence of such healthful char-
acteristics? As in drinking wine or having screening mam-
mograms, the answer appears to be YES. 

The same may now be said for postmenopausal women
who choose to take hormone replacement therapy (HRT).
Not only does the therapy itself appear to have significant
risk-reducing impact, but the decision to take it also points
to a high probability that the HRT user is a health-conscious
individual. This has been revealed in several large studies, in-
cluding one published in the British Medical Journal. (See ref-
erences.) As a group, HRT users are better insurance risks
than HRT disdainers. 

If the foregoing are valid examples of how health-habit
choices reflect risk, then why don’t we start asking applicants
about their patterns of (nonabusive) alcohol intake and their
optional preventive medicine interventions, such as using as-
pirin, HRT, vitamin supplements, herbs, and perhaps other
remedies as well? 

It’s now an established fact

that the morality curve

associated with alcoholic

beverage consumption is

u-shaped.
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In fact, we have the wherewithal to take this approach even
further. 

A recent study in the Journal of the American Medical Associa-
tion showed that when women were divided into quartiles based
on their dietary patterns, those in the lowest (least favorable)
group had significantly greater heart attack, stroke, and cancer
mortality than those who embraced healthier diets. The medical
researchers ascertained the relative merits of their subjects’ diets
by using a Recommended Food Frequency Score which, in turn,
was derived from a food frequency questionnaire. 

Could a modified version of such a questionnaire serve us
in risk management? In the setting of nontraditional insurance
(that is, with risk information gathered directly from the pro-
posed insured), this should easily be accomplished.

A Swedish study, published in the International Journal of Epi-
demiology, has shown that physical activity is a key to mor-
tality. (See references.) Study subjects who remained phys-
ically active over a decade of follow-up enjoyed much
lower mortality than those who were (or became)
sedentary. The levels of physical activity judged to
be “active” were not those of a triathlete! We are
talking about leisure time physical activities such
as bowling, gardening, and hiking actually con-
ferring a mortality advantage.

The basic premise being advanced here is
that we can embellish the PHI with strategi-
cally selected questions that get at valid risk mark-
ers, such as dietary proclivities and physical activity levels. If we

do, why can’t we then use this in-
formation to offset the protective
value of physicians’ reports and
other ponderous underwriting
tools that we must forgo? The
thinking here is that we can,
and the data clearly show that
we should. Indeed, one might even add
that if we hope to enhance our image with
our customers, we must.

Complementary Solutions

In the mid-1980s, insurers embraced wide-
spread blood testing, first and foremost be-
cause of concerns for antiselection in the face
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Product Development, Valuation, Financial Illustration and
Systems Interface at this industry leader. Business savvy,
marketing finesse and winning presentation skills are foremost. If
you are ready for more challenge and responsibility - look no
further our client has it all—Call Margaret Resce Milkint.
Retained Search.

LIFE REINSURANCE CONSULTING, FSA
Midwest-based reinsurer seeks a Life Reinsurance consultant.
Responsibilities include setting assumptions, building and
running pricing models and providing quotes to clients for
mortality risk opportunity. Other duties are Client Management,
overview of Mortality Assumptions, and some travel to clients.
TAS experience is preferred. Located in a thriving Midwestern
City. For more information, please contact Gretchen Adler.

P&C CHIEF ACTUARY
Exceptional opportunity with an “A+” rated insurer. Our client
seeks a FCAS/MBA with strengths in financial modeling and risk
analysis. This highly visible position will review financial
implications of new ventures and ensure statutory compliance.
Additional responsibilities include assisting in the development &
implementation of new products. All inquiries are welcomed.
Please call (770) 952-3877 to learn more.

DOT-COM CHIEF ACTUARY, FCAS
Pioneering chance of a lifetime! Become a part of the future
technology within the Insurance Industry, join the dot-com world.
Our financially secure client seeks an FCAS to lead their Actuarial
team for web-based Homeowners products. The ideal candidate will
have prior experience as a Chief Actuary. Personal Lines background
and an entrepreneurial spirit are pluses.

GROUP HEALTH ASA/FSA
Mid-Atlantic/Midwest. Our client seeks a knowledgeable ASA or
FSA to handle a variety of Pricing and Reserving duties. Group
Health and Stop Loss Pricing experience are preferred. Career
development, exam support and highly competitive salary await
the right candidate.

VARIABLE PRODUCTS
New England insurer seeks Near-FSA/FSA to join their Variable
Products team. This individual will be responsible for designing,
pricing, and implementing Variable Life and Annuities. TAS and
Excel experience is preferred. Other ideal traits include Ind. Life &
Annuity experience as well as strong communication skills.
This area offers a great quality of life. Contact Gretchen Adler.

DIRECTOR—INVESTMENT PRODUCTS
World-renowned financial leader seeks entrepreneurial-minded
FSA/CFA for their Institutional Markets division. This
individual will be responsible for new Business Development
(exploring new products and markets in the Investment
Banking community), Hedging, and Risk Management of new
initiatives. Ideal candidate will be an FSA, CFA with strong
Capital Markets and Fixed Income derivatives know-how, and
dynamic consulting skills. For more information, please contact
Gretchen Adler.

VP PRODUCT & MARKETING, FSA/CFA
Join an international powerhouse in a turnkey executive post.
Lead all Product Design & Strategy for Individual Life & Annuity
Products. Keen awareness of the investment arena, risk
management and institutional distribution channels foremost.
If bottom-line accountability, high visibility and building inspire
you please call Margaret Resce Milkint at (312) 726-1580 
to learn more.

FINANCIAL FOCUS
Our clients are searching for Financial expertise with an
innovative twist. Use your foundation in GAAP, Tax, Valuation
and Reserving issues to move into Merger & Acquisition, joint
Venture Strategies, Reinsurance Negotiations, Financial
Engineering and Investments. Enjoy high visibility and a wide
spectrum of projects. FSA, ASA, CPA, MBA, CFA designations are
all welcome. Call Margaret Resce Milkint to discuss.
Retained Searches.



34 Contingencies S e p t e m b e r / O c t o b e r  2 0 0 0

●

of the AIDS pandemic. Once they became comfortable with this
new blood testing, insurers found real value in many of the
blood profile components, most notably liver enzymes, diabetic
markers, and lipid (cholesterol, etc.) tests. The veracity of this
statement has been testified to by a bevy of published and pro-
prietary protective value studies.

Now, in the 21st century, we turn our attention to what some
call alternative fluids. By this, we mean oral fluid (saliva) and
urine. Both are readily amenable to rapid collection and pro-
cessing, thus qualifying them as a good fit with a rapid turn-
around-time underwriting model.

Epitope Corporation, in suburban Portland, Ore., has devel-
oped an oral fluid test profile that’s a near-perfect fit with this new
risk management focus. It includes cotinine (a byproduct of nico-
tine, used to detect tobacco users with short memories), cocaine,
HIV-1, and hepatitis B and C tests. Ambitious plans call for the
potential addition of key tests for heart disease (c-reactive pro-
tein) and diabetes (glycated albumin) risks in the months ahead. 

Calypte Biomedical, in Oakland, offers a user-friendly bat-
tery of urine tests. Like oral fluid, this includes cotinine, HIV-
1, and drug testing. The key to the urine profile, however, is a
test known as microalbumin. Originally conceived as a mark-
er for early kidney damage in diabetics, this test is showing great
promise as a broad circulatory disease risk marker of the same
magnitude as cholesterol or high blood pressure.

These oral fluid and urine profiles allow underwriters to
ward off antiselection, while gathering highly risk-relevant pro-
tective information and having to cope with the delays (and oc-

casional client angst) associated with blood collection. It’s no
wonder that some adventurous insurers will now offer seven
figures of life insurance protection at younger ages using an al-
ternative-fluid profile in lieu of blood tests. 

The third component that fits nicely into this unconventional
underwriting paradigm is the motor vehicle report (MVR). Ac-
cidents kill five times as many American males between the ages
of 20 and 39 as does heart disease. The number one medium
for fatal accidents is car crashes. Subjects with adverse driving
records (and there’s much more to an adverse driving record
than just drunk driving) are usually risk takers, and risk takers
are more likely to become death claims.

MVRs are fast and inexpensive. Coupled with an enhanced
PHI, plus an oral fluid or urine profile, they provide the third key
element of this new, fast, inexpensive risk management model.

No More Nitpicking

We have the means to change the underwriting process to ac-
commodate the priorities of nontraditional products. In fact, tra-
ditional insurers would also be well served to reflect upon the
aforementioned potential of the PHI, alternative fluids, and MVRs. 

By maximizing our use of these tools, we send a powerful
message to customers: Underwriting is no longer about rou-
tinely nitpicking your medical history; it’s about translating
healthful living choices into access to affordable life insurance. 

Instead of antagonizing customers, we create a covenant with
them. ●

HANK GEORGE IS A FREQUENT SPEAKER AT INDUSTRY MEETINGS

WORLDWIDE AND CO-AUTHOR OF GETTING IT ISSUED, A

BESTSELLING BOOK ABOUT UNDERWRITING. HE MAY BE REACHED

AT HANKGEORGE@AOL.COM.
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