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This article continues to explore the evolving landscape of underwriting in the 21st century. Some of the themes that
have aready been covered include: overcomina barriers between underwriting and distribution, maximizina the value
of an APS, the arowth of remote underwriting and risk factors associated with private aviation. Another area worth
exploring is the arowth of direct-to-consumer distribution channels and its intersection with underwritina. For this
article. we took alook at the various means bv which carriers and oroducers are reachina the consumer throuah
mediums such as the Internet, broadcast and print advertising, direct mail and the use of contact centersto directly
engage prospective insureds on a mass scale via the telephone.

In addition to our primary research, we spoke in detail with Colonia Penn, one of the leadina carriers selling a variety
of insurance products direct-to-consumer and InsWeb, one of the leading online insurance portals.

Introduction

The insurance industry has numerous options to consider for distribution channels. Without question, the producer
channel is still the primarv driver of business. but alternative channels such as bankina. affinitv marketina and worksite
are examples that have become increasingly prominent. Another growing channel is direct-to-consumer marketing.

According to the KEHRER-LIMRA Bank Insurance Benchmarkinag Sudy, banks that sell life and health insurance
through direct marketing channels such as mail, tele-services and the Internet vield “ per bank customer” revenue equal
to banks that ont to refer leads externallv to traditional channels such as brokeraoe or cantive agents. The differenceis
that the banks using direct marketing experience sianificantly higher net revenue because “the acquisition expenses of
direct marketing pale in comparison to the cost of face-to-face selling”.

Direct marketina is alonastandina and proven method for selling almost every tvpe of aood and servicein todav’s
economv. The benefits of direct-to-consumer marketina come from soeakina directlv to the customer. It can be both a
cost-effective addition to a company’s mix of distribution channels and an opportunity to leverage existing
communication vehicles. It is also an opportunity to build a bridge between the underwriting and marketing areas of an
insurance company.

Real timeunderwriting as part of the sales process

Direct-to-consumer marketing can be used to create leads for producers or as alow-cost, high-marain aternative
distribution channel. Revenue opportunities lay in both the acquisition of new subscribers and the up-selling and cross-
sellina of existing policy holders. There are four elements to effective direct-to-consumer marketing of insurance
products:

1. Advertising mediums (broadcast, print and direct mail, online push/pull)
2. Fulfillment vehicles (call center, mail house, and Web site)

3. Underwriting (tele-underwriting and risk triage)

4. Relationship management (customer service, administration)

Utilizina arisk triaoe process. anplicants can be screened at the noint of initial contact and then further evaluated for
diaibility throuah a phone-based personal history interview and/or underwritten by senior lever underwriters.
Followina a simple script, answers provided during an initial interview or viaa Web portal will quickly determineif the
applicant’ s health history warrants further consideration. If so, a more detailed interview following a rules-based survey
will help determine if apolicy could be issued in an expedited manner or if it is necessary to obtain additional
information under further review bv an underwriter and/or medical professionals. In addition, information acquired
during this process can also open the door to further marketing.

Real time risk management in support of a direct-to-consumer marketed product can expedite the application-to-issue
cvcle, reduce instances of incomplete applications and stalled issuance and reduce new business acquisition costs. By
incorporatina simole underwritina practices across the lifecvcle of customer interaction. companies can open up new
opportunities to approve or decline, increase, decrease, or modify the type, size, and features of any insurance product
being sold or serviced.



Accordina to Tom Fiordimondo, Vice President for Life/Heath Marketing with Colonial Penn, “We believe in the
value of incorporatina some form of risk manaoement up front into direct-to-consumer sales to avoid beina burned later
by bad risk experience. We measure mortality experience, persistency and claims over vears to better manage mortality
expenses. In the process, our underwriting efforts contribute verifiable risk results to better define marketina budgets
based on real results and quantifiable bottom line impact of policies being sold to particular market segments.”

From the persoective of InsWeb Senior Vice President of Life Insurance Sales and Operations. Todd Ewina. “InsWeb
islike the Lending Tree of insurance, with 5 million transactions per vear al conducted online and by phone. Our qoal
isto prescreen and qualify applicants for the best rate available. We use an automatic rate calculator based on an initial
screening application and then throuah a tele-underwritina process, further review a candidate’ s insurability. Two
issues that have become more of an underwriting factor are healthy lifestvles and foreian travel. We try to educate the
aoplicant on how to aet the best results from their exams and use available medical information for the advantaoe of
both the applicant and the carrier so the applicant can get the best rate and the carrier gets the right match based on their
established criteria.”

Direct-to-consumer products are, for the most part, small face value policies and a fly under the radar screen of
reinsurers. As marketina proarams and risk manacement becomes more sophisticated. the face values are aettina
bigaer, and as they exceed the $100,000-$200,000 level, reinsurance starts to become a factor. In the case of Web
portal sales, it is not uncommon to see policies written in the seven figure ranae fall under the jurisdiction of a
reinsurance arrangement. There have been instances of reinsurer backlash from claim experience because pricing can
become agaressive in this channel and reinsurers have pulled out or refused to cover policies/claims generated through
this channel.

Direct-to-consumer communication mediums

There are numerous vehicles being used today by the insurance industry to reach the consumer directly. Carriers and
producers are both adeot at usina advertisina mediums such as the radio. TV and print outlets like local or national
newspapers and magazines. The Internet has arown considerably over the last five to ten vears as an insurance sales
tool, as well. Insurance companies such as New Y ork Life in partnership with AARP, Colonial Penn, BCBSA, MEGA,
Gerber Life, AEGON-Direct, ING Direct, Progressive and GEICO all run successful direct-to-consumer marketing
programs.

Colonial Penn relies exclusively on these outlets to reach consumers and measures effectiveness from a variety of
factors. According to Tom Fiordimondo, “We measure marketing costs against annual premiums to derive an ROI. We
look at cost to aenerate |eads ver sus quantity of leads aenerated ver sus percentage |eads converted ver sus policy
persistency to track our marketing costs and rank best to worst mediums. TV is an expensive medium, with production
costs alone hittina six fiaures before one lead has been aenerated. Bv comparison. mail is verv inexpensive and can
deliver precision targeting. If looking for an older audience, TV can be an effective way of reaching people at home
durina the dav. whereas workina age people watch TV in the evenina, when rates cet much more expensive. Itis
important to have an Internet strateay with the under 40 age aroup beina very Internet-driven, and we see the 40-60
age range as being much more viable online than the 60 and older age range.”

The Internet is the sole domain of InsWeb, and they see customer behavior relative to online shoppina continually
evolvina. Executive Vice President of Business Development Jamie Pickles savs, “We are an online screening portal
for carriers and a pricing agaregator for consumers. We hav e seen an evolution in consumer behavior with more
comfort and confidence shopping online. The consumer views the process as having three stages:

1) Initiate
2) Inform
3) Narrow Options

Asthis channel continues to arow and produce better educated and more pbrepared consumers, carriers, agents and
brokers are all recognizing the importance of an online, direct-to-consumer strategy.”

Dir ect-to-consumer or producer?

When it comes to develobina new business. the producer is still kina. But is a direct-to-consumer strateav athreat to
the producer? The answer is— it depends. The pervasive products sold throuah this channel are simplified issue and
are not products that producers focus on. Y et, there is a bia and underserved market for lower amount policies and the
direct-to-consumer approach is the ideal way to reach them. By adding arisk triage approach to the screening process,
companies are better qualifying the leads they generate and opening up the door to sell higher amounts and/or offer



additional products and riders.

Accordina to Tom Fiordimondo. “Premiums aenerated throuah direct-to-consumer marketina congtitute a sinale-diait
percentage of the industry total as compared to producer aenerated premium — and that may always be the case. Web
portds, aform of |lead generation, have been on the rise and tend to generate higher face value policies. Producers
themselves are actually very skilled users of direct-to-consumer marketing as a source of lead generation and carriers
also use the same to generate leads for producer channels. As opposed to the producers, we tend to look at all marketers
in the direct-to-consumer space as our real competitors (sellers of Thiah Masters and Ab-Blasters included). We are
competing for airtime and eveballs on our mail pieces, and we are all after the same thing — the attention of the
consumer and their willingness to pick up the phone and act now.”

Conclusion

Traditionallv, underwritina and marketina operatesin silos. The rea time nature of |eads aenerated throuah direct-to-
consumer marketing efforts open up the opportunity for underwritina and marketina to work toaether as partners.
Marketina can inform underwriting of what is happenina in the marketplace with competitors' rating and pricina
relative to a particular product beina promoted, and underwriters get an opportunity to interact with the applicant
without anv mediation or manacement bv producers. Underwritina can help inform marketina about what kind of
applicants are responding to a promotion and if the products and pricina are compatible with the messages and
mediums being used to drive responses. Both sides can benefit from real time gatherinag and deciphering of market
intelligence, which allows for testing marketing campaigns and product mixes before incurring the expense of a major
product introduction.

By adding a direct-to-consumer capability, insurers are bolstering both their marketing and underwriting capability,
opening up achannel that isideally suited to reach underserved market seaments, communicating directly with
consumers in a cost-effective manner and helping to drive more revenue to the bottom line.

* This article was co-authored by Eli Rowe.
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