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Life Insurance – US

Robo underwriters transform a once
cumbersome process
Summary
Rigorous underwriting allows life insurers to price products appropriately, but also adds
considerable expense to the bottom line and can make it harder to insure underserved
populations. Many US life insurance companies see technology – in the form of automated
underwriting software systems – as at least a partial solution to this dilemma.

Growing use of automated underwriting is credit positive for life insurers. Given
increased consumer demand for simplified transactions, life insurance companies that
successfully adapt automated underwriting systems will have a competitive advantage over
their peers and improve brand recognition.

Automated underwriting versus traditional underwriting. Automated underwriting
software reduces the manpower, time, and data necessary to underwrite a life insurance
application, lowering expenses in the process. Eligible policies can pass straight through
underwriting without human intervention, obviating the need for a doctor’s visit for certain
simpler types of life insurance policies.

Data collected from the policyholder raises privacy, regulatory and cybersecurity
concerns. Despite the efficiencies of automated underwriting, the increasing amounts and
types of data available to insurance companies about policyholders raises questions around
privacy and fairness in pricing, topics of concern to regulators. New regulations designed
to protect consumers and their personal information could slow the underwriting process
or increase costs in a way that partially offsets the benefits of automation. Additionally,
the collection of vast pools of streaming data creates new targets for cybercriminals, and
insurance companies will need to invest further in safeguarding policyholder information as a
result.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1187146
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Credit positive for life insurers
The application of automated underwriting technology will increasingly create a competitive advantage for life insurance companies
that have advanced data and analytics. Given increased consumer demand for simplified transactions, more life insurance companies
are using automated underwriting and technology-based solutions to reach new customers and cater to existing policyholders’ needs.
According to a survey conducted by Reinsurance Group of America, Inc. (RGA), in 2019, 40% of life and health insurers globally are
using predictive analytics and tools in their underwriting processes, up from 14% in RGA's 2013 Global Underwriting Survey. Being able
to successfully integrate such technology will give insurers a competitive advantage over their peers and improve brand recognition.
Underwriters will be able to focus on strategy, portfolio analysis and more complex cases instead of a large volume of standard cases.
The technology has positive implications for operations, including better turnaround times and customer experience, and can help
firms handle an increased volume of business. Higher product penetration per customer and higher premiums with cross- and up-sell
strategies are also a likely benefit to distribution.

Nonetheless, some potential drawbacks to automated underwriting include a high initial implementation cost that increases the
company’s expenses. Expanding the use of the systems too quickly can add risk, given that automated underwriting methods have not
been fully tested, and the limitations of automation are not yet fully known. Insurers might not get cost benefits as expected if a high
number of automated applications subsequently require further analysis by the underwriters. Furthermore, as discussed in detail below,
the collection of data involved in automated underwriting is likely to raise privacy concerns and will increase regulatory risk.

Automated underwriting versus traditional underwriting
Life underwriting is the process of selecting the insured, then pricing coverage, determining insurance policy terms and conditions,
and monitoring the underwriting decisions made. To a large extent, a life insurer’s success is measured by the effectiveness of its
underwriting process. Underwriters traditionally have used and depended on vast amounts of historical data to evaluate and predict
risks and losses. However, the standard life insurance underwriting process can be very time-consuming and expensive. Underwriters
make decisions following guidelines specified in an underwriter manual, relying extensively on their personal knowledge and experience.
A traditional underwriting process takes about one month on average and it costs several hundred dollars to underwrite each potential
applicant, resulting in high underwriting expenses. Automated underwriting eliminates reliance on underwriters, and reduces the
manpower and time necessary for underwriting a policy, without compromising the quality (Exhibits 1 and 2).

Exhibit 1

Traditional underwriting process
Exhibit 2

Automated underwriting process
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The process of automated underwriting for life insurance policies begins with a list of questions for the applicant, in an interview
generally conducted in person, over the phone or even as an online application. The applicant’s responses are then compared to
established underwriting guidelines, and the response is generally instantaneous, assuming no follow-ups are needed. In addition
to comparing the profile of the applicant to its own internal databases, companies use third-party data providers that provide the
insurance company with additional information about the applicant, such as driving records, prescriptions drug records, credit scores,
and lifestyle habits such as exercise, eating and shopping. Using artificial intelligence and advanced analytics, insurers are able to
use the different sources of data to place the applicant in an appropriate risk category. If “red” flags are raised during the automated
process, indicating that the applicant is not a “preferred type” customer – that is, a low-risk consumer who is expected to live longer
– then the application is routed through the regular underwriting process, which includes detailed medical tests, can take up to two
months and is more expensive for the insurance company.

The more policies that make it through the automated process, the greater the cost savings for the insurer, given that automation
frees up underwriters from certain tasks, allowing them to focus on the more complex cases that fully use their skills and expertise.
Also, automated underwriting produces a better experience for the applicant, and it should help reduce the number of applicants who
change their minds about purchasing a life policy mid-application, improving what is called the “close rate” for new policies. A risk for
the insurer is that transitioning to automated underwriting over a short period of time could produce less predictable results. Although
automated underwriting could clearly prove advantageous in reducing time, manpower and types of data necessary, it is still too early
to know if these new methods will result in a deviation from mortality experience compared to traditional underwriting. For this reason,
many insurers are using pilot programs to test automated underwriting programs. Major life reinsurers, which have good visibility
into the future of underwriting, all offer some form of automated underwriting system to assist insurers in the development of these
programs.

Massachusetts Mutual Life Insurance Company's (MassMutual, IFS at Aa3 stable) Haven Life, a term life insurance policy issued by
MassMutual through its Haven Life Insurance Agency, LLC, is an example of a company using automated underwriting to provide a
simpler online experience for customers buying life insurance. The company uses artificial intelligence – machine learning algorithms
– to analyze applications and provides real policy rates for qualified applicants in a matter of minutes and immediate decisions on
eligibility. Additionally, New York Life Insurance Company (New York Life, IFS at Aaa Stable) uses electronic records to accelerate and
improve its underwriting process through an agreement with Epic, a leading health records systems. The company uses Epic's Chart
Gateway to connect with healthcare organization to access electronic health records for life insurance applicants, which allows them
to securely and efficiently get the information required to process applications faster, while lessening the administrative burden on
healthcare providers.

Data collected from policyholders raises privacy, regulatory, cybersecurity concerns
The fact that automated underwriting makes greater amounts and types of data available to insurance companies about policyholders
raises questions around privacy. For example, in the US, health details shared with a doctor or insurer are considered protected health
information (PHI) and are governed by federal law. Requirements around PHI include the need to encrypt data, maintain firewalls and
have up-to-date security software. In the EU, protection of personal data is a fundamental right, recognized by charter, and transfers of
personal data across borders are governed by privacy rules. Similar cross-border protections exist in Asia, in addition to each country’s
domestic privacy laws. Stricter laws could also come to the US, as demonstrated by the California Consumer Privacy Act (CCPA)1,
which grants California consumers new rights concerning their privacy and consumer protection. CCPA requires companies to make
detailed disclosures about their data collection and sharing practices. It also requires companies to respect consumers’ requests to
delete personal information or to disclose how the data is being shared with a third party. This new statutory damages provision could
lead to an increase in data breach lawsuits. Even relatively minor cyber incidents may influence consumers to file an action, given the
amount of potential damages. Furthermore, if a proposed federal internet privacy law is enacted, then insurers all over the US would
need to reconsider the way they use the data obtained from their consumers.

State regulators are also concerned about how data is used in the underwriting process. On January 18, 2019, the New York
Department of Financial Services (NYDFS) issued a circular letter to all insurers authorized to write life insurance in New York State
regarding its concerns around the use of “external data,” defined as any data or information not directly related to the medical
condition of the applicant, in underwriting for life insurance. Although the letter recognizes the potential benefit of the use of external
data to both insurers and consumers, it nonetheless expresses significant concerns about the negative impacts of this use of data. The
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circular letter focuses on two areas: unlawful discrimination and transparency to consumers. Regarding unlawful discrimination, the
letter states that NYDFS has determined that insurers’ use of external data sources in underwriting has the strong potential to mask
forms of discrimination prohibited by various state and federal antidiscrimination laws. In particular, it notes many of these sources
use geographical data (including community-level mortality, addiction and smoking data), homeownership data, credit information,
educational attainment, licensure, civil judgments and court records, “which all have the potential to reflect disguised and illegal
race-based underwriting” in violation of New York law. Additionally, regarding consumer disclosure and transparency, the circular
letter states that insurers must notify insured persons or those who seek insurance of the right to receive the specific reasons for a
declination, limitation, rate differential or other adverse underwriting decision.

The collection of vast pools of data used in automated underwriting also creates new targets for cybercriminals, meaning insurance
companies will have to invest further in safeguarding policyholder information. Most insurance companies buy cyber risk insurance,
which is expensive, as a part of risk management. Cyber risks are challenging to deal with because of the rapid transformation
evident in the digital space. Cybercrime is now a big challenge globally, which means insurers have to consider cybersecurity when it
comes to their resilience and continuity planning. Given that regulatory concerns around cyber safety are likely to be addressed by
various officials at the state level, insurers could be subject to different rules in different states, increasing expenses and operational
complexities.
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Rating methodology

» Global Life Insurers, May 2018

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.

Endnotes
1 https://oag.ca.gov/privacy/ccpa
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