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FOREWORD

This report is the result of the compilation of data received from U.S. and
Canadian life insurance companies responding to our survey on preferred
risk underwriting on U.S. life insurance business. The rcport presents the
data received and provides opinions of the Task Force on Preferred Under-
writing with respect to future trends. v

We anticipate that this report will be read by a diverse audience as the
material is of interest to various disciplines and possibly other countries as
well. Although the data are based on U.S. practices only, we believe they
have additional international applicability. We have tried to keep the report
“simple,” while still providing the needed detail.

Comments and suggestions from readers are welcome, as it is anticipated
that another similar survey will be conducted in the future to provide an
update to this report. Please write to the Task Force on Preferred Under-
writing c/o the Society of Actuaries with any comments or suggestions.

The Task Force would like to thank those who participated in the survey.
The survey was not easy to complete, often taking at least two individuals
at each company to answer our detailed questions. We believe that the results
are worthwhile as we are not aware of a study on preferred underwriting of
this magnitude. The Task Force would also like to thank LabOne (HORL)
for providing some recent laboratory data that can be used to help evaluate
some of the survey data and set future preferred underwriting criteria. The
Task Force would also like to thank a number of our peers for their review
of this document and thoughtful comments. Finally, the Task Force would
like to thank the Society of Actuaries staff for their help in completing this
project; for without them, we would not have been able to undertake this
project in the first place. Particular thanks go to Jack Luff and Karen Hay-
wood of the Society of Actuaries for their tremendous assistance.

Task Force on Preferred Underwriting

Allen M. Klein, Chair Edwin H. Betz Lawrence Silkes
Richard L. Bergstrom Jess Mast

SOA Staff Liaison: Jack A. Luff
SOA Research Liaison: Karen Haywood

SOA Vice President Life Practice Council: John Palmer
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PREFERRED UNDERWRITING 355

e Respondents tended to verify information that was most easily verifiable
and that proved most cost effective to verify. Personal history criteria and
the most prevalent lifestyle criteria were, in general, verified much more
frequently than family history criteria. The information that was more
frequently verified was also more likely to be used to preclude an appli-
cant from preferred.

® Ranges of maximum readings that will allow an applicant to qualify for
the preferred class are shown for the various criteria. For example, the
range for the acceptable maximum level of total cholesterol was 200 mg
to 351 mg, with an average of about 250 mg. Ranges of readings of actual
laboratory results from applicants are also contained in the report.

® Many of the respondents allow a certain number of debits before the
applicant will not qualify for preferred. The range here is from 0 to 100,
with an average of just below 30. Whether the debits were applied before
or after credits was split fairly evenly between the respondents.

& Preferred criteria and products are cvolving and will continue to do so for
some time to come.

e As more companies develop preferred products, companies that do not
offer such products will need to consider developing preferred products
for competitive and defensive reasons,

1. INTRODUCTION

Classification of risk by underwriting factors which exhibit different trends
and levels of mortality has been used for many years. Impaired or substandard
risk classifications with appropriate increases in premium, or alternative offers
of coverage, have been in use for over 100 years. By the 1940s, distinctions
were made by sex. The 1970s introduced a smoker/nonsmoker split and some
companies offered discounts for joggers and regular exercisers. In the 1980s,
a further refinement of the smoker class was introduced with a tobacco/
nontobacco distinction. Now, in the 1990s, risk selection is being refined
further with the introduction of one or more “preferred” risk classifications
from the general pool of nonsubstandard applicants.

For purposes of this report, the “preferred” class will refer to the class
with the better expected mortality drawn from the group of nonsubstandard
applicants. The “standard” class will refer to the residual class, the class
with the worse expected mortality drawn from the group of nonsubstandard
applicants.
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takens). Also, there are other formulas which can be used to solve for pre-
ferred and standard mortality.

Besides the aggregate mortality assumption, there are two critical as-
sumptions that need to be made. These assumptions are made based on the
preferred underwriting criteria chosen.

The first assumption is the percentage expected to qualify for the preferred
class. Assumptions can range from 1 to 99%. The lower the assumption the
more aggressive or competitive the rate will be. However, the company is
likely to experience more policyholder and agent dissatisfaction and com-
plaints. There may be additional pressures on the underwriters to make ex-
ceptions and there may also be higher than normal not takens. These extra
not takens should be accounted for as an increased expense level in the
pricing model. The Task Force did not ask about not takens in the survey
because it was felt that many companies had yet to develop a precise way
of measuring these extra not takens.

With a high percentage expected to qualify assumption, more applicants
will qualify for the preferred class and there will be fewer complaints; how-
ever, the rate that is offered may not be materially different from that offered
on an aggregate basis.

An interesting phenomenon with this assumption is that as the percentage
expected to qualify increases, both the preferred and standard expected mor-
tality also increase. The reverse is also true. That is, as the expected quali-
fying percentage decreases, both the preferred and standard expected
mortality assumptions decrease as wcll. The reason for this phenomenon is
the constant relationship between standard and preferred mortality.

Companies balance these issues in determining an appropriate assumption
to make. Once the assumption is made and the product is introduced, the
actual percentage qualifying is generally monitored. Initially the number of
applicants applying for preferred often exceeds that which was expected
because the agernts have a tendency to bring their better risks forward. The
percentage of preferred business that is actually placed initially will also
often exceed expectations for this reason and because of a higher percentage
of not takens in the standard class. If the actual percentage that qualifies for
preferred does not match the expected after an initial period, actual to ex-
pected mortality results are generally reviewed.

If the actual mortality results are consistent with what is expected, this
may be satisfactory to the company. There may be other reasons for getting
a disproportionate share of the preferred or standard class, such as a partic-
ular agency’s book of business or a specific criterion which is quite different
from what other companies use.
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The first two goals were completed as described below. The Task Force
plans to reconvene later this year to determine whether the last three goals
can be accomplished.

A survey was developed and sent to underwriters and actuaries at U.S.
and Canadian life insurance companies, requesting data on policies written
in the U.S. A total of 1,118 surveys were mailed. Although there was some
duplication in effort (i.e. an actuary and an underwriter at the same company
may have both received a survey), the Task Force did not cross check its
mailing lists.

The Task Force mailed the surveys in June, requesting responses back by
September 1 with data based on products being sold as of July 1, 1995, In
a couple of instances, new products were to be introduced in July and these
products were described in the survey instead of the older obsolete products.
The Society of Actuaries received and compiled the data in order to preserve
the anonymity of the responses. While the task force saw individual com-
pany data, the names of the corresponding companies were not known by
the Task Force members. A total of 51 companies completed the survey in
whole or in part; 59 companies responded that they did not have a preferred
underwritten product. A list of the 51 companies that completed the survey
is shown in the Appendix at the end of the report.

The Task Force met November 24, 1995 to review the compiled data
and found a number of inconsistencies in the data. Some of the participants
were called by the Society of Actuaries to clarify the inconsistencies.

A draft of the report was prepared and the Task Force met again March
21 and April 19 to finalize the report.

The summary of the results that follows shows aggregate results. Where
there were insufficient responses to a particular question, these questions
were eliminated and are not included in this report. Individual company data
are not available to our readers. The purpose of this report is to provide a
snapshot of what the industry is doing with respect to preferred underwriting,
not what particular companies are doing.

2.1 Purpose of Report

The purpose of this report is to describe the results of the survey which
the Society of Actuaries Task Force on Preferred Underwriting sent to U.S.
and Canadian life insurance companies. The intent of the survey was to
gather information on the many differences in “preferred” underwriting.
This report describes what preferred risk criteria are currently being used,
their prevalence, related assumptions, and how accurate these assumptions



360 TSA 1995-96 REPORTS

1,

have proven. This latter item, unfortunately, has not been fully developed
in ihis report as the reqmrw experience is siill lacking in many areas.
Note that ¢ is rey s not to suggest a right or even commen
set of criterig for th he ndusiry to use. Itg sole purpose is to provide
an objectiv 5 are doing with respect to the
new prefe t
.

‘o set or even suggest pricing
assumpu ons or cother unde:

report 18 divided
description of the
and face amount requiremny
4 provides minimum age
underwriting criterion/tests ish preferred risk. Section 5 dis-
cusses specific preferred frequently they are used a among
the companies surveyed. Secticn § provides ranges of values used for each
of ”qe omfer;e 1sses any additional criteria used in the

t the survey did not specifically address.
tory results.

3 provides a general
imum and Maxumum age
e of business involved. Section

“eq” irernents for each of the

While we aﬁﬁcipat@ ang howpe that the results prove useful for the industry,
)

there are several caveats that must be made:
o The data Wh b the Task Force received, while fairl / comprehensive, are
Pt tustry or all preferred products in the

o encies, were not verifled with the
ied on the data provided for this
o criteria as of the middle of

environment. Criteria used
and gualification reguirements uently. Even the classes
themselves are changing. For exampie, 'hc survey was completed, 2
number of companies have m o z third nonsmoker class, the most
common name being Super-Pr | for this new best preferred class.
erminology varies from ompany and even product to prod-
uct. Some common names | c class are preferred, select, elite,
and super-preferred. There : definition. Preferred rates on one




PREFERRED UNDERWRITING 361

company’s product may be better than Super-Preferred rates on another com-
pany’s product.

Not all companies answered all of the questions; therefore, the number
of respondents may vary by question.

3. GENERAL CHARACTERISTICS

This section provides general characteristics of the responding companies,
the preferred products they use, and some of the basic preferred assumptions
for males.

3.1 Responding Companies

Table 1 provides a breakdown by A.M. Best Financial Size Category of
the 51 companies responding to the survey. The breakdown is by “policy-
holder’s surplus and conditional reserve funds™ and is based on 1995 results.
A complete list of the companies is shown in the Appendix.

TABLE 1
RESPONDING COMPANIES’ SIZE
N Categor.y Si;e (Millions) R—‘ Number of‘ Companies
v $ 2-5 7
VI-X $ 25-750 29
XI-XV $750-2,000 15

3.2 Product Type

The companies were asked to respond to the questions based on the three
product types listed in Table 2. The Task Force did not notice any significant
differences in underwriting criteria by product type. Where there were dif-
ferences it appears that the differences were due to issue limits (amount and
age) rather than selection criteria.

TABLE 2

ProODUCT TYPE

Product Type No. of Respondents
Term 48
Universal Life 27
Whole Life 20




52
S8 2 Qg 3¢
&g P = 05 Y
w B L @2 SR o
B 8o B2 Les F@g
D B &858 o= S 20
o A = R<Y Y - 2] AR
=oH R o a0« .9 s TOH
&3 Q@ [SIRE & D on
= Q & o w wn 8OO o e
=00 nuul._%u.l JE %0
oy =i 53 o CE2% g
S o ] O Lo @
O Gt "D @ Do e W c ) QL .
o < @ A Hoad Le) ) = o
o =] 3] B S D O @ . W
o o S H @ Pt o
] gl n e < Lo w Bl
© = 3 Bl SR 8B« ¥ 9}
LN g% : A D B 5 9.~
el ’ Lot i o~
g Y @ RN <
& E B . & o ©.9
e i E 525
WA 2] m Ft ‘.Su S
vl e z) Elegm O o
5l AFi T
Al z 312 g §.
- S [} et !
o} o < b %] [cEb]
[<4 RS Wy o
A BIEAa2 o ¥ & E
% - 4 Y, = vy
5 o e e = w9
& < F 1o m
E T 0 & C
@ 12} £ o = [
& = v o €
9 < & i B )
2] o & v o
) - o ) o @
8 Z s : @ 0 7w
k™ kR & @ &
AT PR
e ’ q o © £ £
S 9 NS e} oo o
15 o] MY B oo [0}
51,9 A eny s W o LY o«
ElRR 4 . + 8 gl
£l &42 & ; o R
eEE o m o R @
RN O : BoY o &
Zok v [ it 5 R E.H
PR 8§ L .G S o
A Ve 5o w60 .ed
D5 o Po S SO R
2 og @ oP wy W O s
] L ow W
2 g (ST = B A
oo o= 3 O B9
! R It 2L Ve
[ L@ €1
on fon 24 3 ®m oo 5
o E A m S
kR o e 4 b
% Q
o ==



PREFERRED UNDERWRITING 363

TABLE 3
PERCENTAGE EXPECTED TO QUALIFY FOR PREFERRED (NONSMOKERS)
No. of Respondents at Nonsmoker Ages
Percentage 25 35 45 55 63
0-19 3 2 2 3 3
20-39 7 8 8 7 8
40-49 5 5 5 5 7
50-59 9 9 10 12 11
60-69 9 10 11 10 9
70-79 4 4 3 3 2
80-89 5 4 5 4 4
90 and over 2 2 1 1 0
Low 8% 15% (2) 15% (2) 10% (2) 3.5%
High 90% 90% (2) 90% 90% 84%
Average 54% 54% 53% 52% 49%
TABLE 6
PERCENTAGE EXPECTED TO QUALIFY FOR PREFERRED (SMOXERS)
No. of Respondents at Smoker Ages
Percentage 25 35 45 55 65
0-19 1 1 1 0 0
20-39 1 1 1 1 1
4049 2 2 2 2 4
50-59 4 4 4 6 4
60-69 2 2 3 1 1
70-79 2 3 2 2 2
80-89 3 2 3 3 3
90 and over 1 1 1 1 [}
Low 6% 3% 1% 25% 25%
High 90% 90% 9N0% 90% 84%
Average 57% S7% 57% 59% 56%

There is a wide range of assumptions for both preferred smokers and
nonsmokers. The assumptions also vary by age; 10 respondents varied
nonsmoker assumptions by age and 4 respondents varied smoker assump-
tions by age. When there was variance by age, the percentage expected to
qualify for preferred was typically higher at the younger ages and lower at
the older ages. For the smokers, the company with the lowest percentage
expected to qualify at ages 25, 35, and 45, did not respond at ages 55 and
65.

Note that the average expected percentage to qualify for smokers is higher
than that for nonsmokers given basically the same criteria. This is contrary
to what we would have expected. We lookec at the results in more detail
and found that those who responded to the smoker question tended to be
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TABLE 8

RATIO OF STANDARD TO PREFERRED EXPECTED MORTALITY (NONSMOKERS)

No. of Respondents at Nonsmoker Ages
Ratio 25 35 45 55 65
1.00-1.19 5 4 4 3 3
1.20-1.29 7 6 5 7 8
1.30-1.39 15 17 16 15 15
1.40-1.49 5 5 8 7 7
1.50 and aver 7 8 7 8 7
Low 1.05 1.10 1.10 1.11 1.11
High 1.64 1.59 1.59 1.64 2.00
Average 1.33 1.35 1.36 1.36 1.37
TABLE 9
RATIO OF STANDARD TO PREFERRED EXPECTED MORTALITY (SMOKERS)
No. of Respondents at Smoker Ages
Ratio 25 35 45 55 65
1.00-1.19 4 3 3 2 1
1.20-1.29 4 5 4 5 7
1.30-1.39 4 5 5 5 4
1.40-1.49 2 2 3 3 3
1.50 and over 2 2 2 2 2
Low 1.05 1.11 1.15 1.15 1.15
High 1.50 (2) 1.50 (2) 1.50 (2) 1.50 (2) 1.50 (2)
Average 1.30 1.31 1.33 1.33 1.33

to be lower for smokers than nonsmokers, with 6 of 17 respondents doing

this.

3.7 Expected Mortality

The Task Force asked for expected mortality assumptions for the preferred
class for male decennial ages between 25 and 65, inclusive, for durations 1
and 6. Table 10 shows results for nonsmokers, and Table 11 shows results
for smokers. Results vary widely. There is no consistency among respon-
dents by either age or duration. For age 45 nonsmokers, 18 of the respon-
dents increased their assumption by duration, 13 decreased it, and 11
remained the same. For the age 45 smokers, 10 respondents increased their

assumption by duration, 2 decreased it, and 5 remained the same.
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TABLE 10

PREFERRED CLASS EXPECTED MORTALITY {INONSMOKERS)

Porcentace of No. of Respondents at Nonsmoker Ages
197550 Besic 25 | 33 : 45 ] 55 65
Duration |
< 30 4 i 3 2 2
30-3¢% 2 5 5 5 2
4048 16 j56) 13 12 12
50-59 13 i 13 14 13
60 and over 12 9 7 S 12
Low 24% 24% 24%, 22% 17%
High 74% 70% 70% 72% 79%
Average 52% 50% 48% 49% 52%
Duration 6
< 30 1 2 1 1
30--39 3 3 4 1
4045 i2 i6 12 12
50--39 12 14 15 15
60 and over 12 7 9 11
Low 25% 25% 25% 25%
High 80% 80% 80% 81%
Average 53% 50% 50% 51% 54%
*Two compenics had this valuc.
TABLE 11
PREFERRED CLASS EXPECTED MORTALITY (SMOKERS)
No. of Respondents at Smoker Ages
25 E { 43 [ 355 65
Duravion 1
< 100 8 10 6 6 8
100-109 5 4 5 2 3
110-119 2 i 3 5 0
120 and over 0 2 3 4 5
Low 49% 73% 71% 73% 66%
High 119% 138% 156% 164% 167%
Average 92% 99%, | 105% 103% 102%
Duration 6
< 100 8§ 7 5 4 10
100-169 4 8 6 4 1
110-119 2 G 3 5 2
120 and ove: 2 2 3 4 3
Low : 60% T0% 70% 70% 64%
High | 133% 140% 175% 164% 167%
Average | 99% 101% 107% 110% 101%
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3.8 Age and Face Amount Limils

The Task Force asked for the minimum and maximum ages and minimum
face amounts for the preferred class. Except for 1 smoker respondent and 2
nonsmoker respondents, the minimum age for preferred class ranged from
16 to 21. The 3 exceptions were all higher ages, with 30 being the highest
minimum age for the preferred class. Maximum ages for preferred are shown
in Table 12 and minimum face amounts for preferred are shown in Table
13.

TABLE 12
MAXIMUM AGE FOR PREFERRED CLASS
Maximum Age Nonsmoker Smoker
60-65 8 2
70 16 6
75 13 8
80 11 3
85-90 2 0
TABLE 13
MINIMUM FACE AMOUNT FOR PREFERRED CLASS
Minimum Face ($000) Nonsmoker Smoker
< 100 6 4
100 34 13
101249 2 1
250 5 1

Most respondents begin their preferred class at $100,000. The lowest min-
imum in the survey was $10,000 and the highest minimum was $250,000.

4. MINIMUM AGE AND FACE AMOUNT REQUIREMENTS

The following comments summarize the responses to questions which
requested contributors to provide MINIMUM age and MINIMUM face
amount at which specific underwriting requirements are routinely required
for an applicant to be considered for a preferred class. In general, minimum
face amounts are not comparable to minimum age requirements because as
age increases, underwriting requirements apply at lower face amounts.

Information was requested on each of the following underwriting require-
ments: saliva testing, blood profile testing, dried blood spot (DBS) testing,
urine testing, cotinine testing, cocaine testing, paramedical evidence of in-
surability, nonmedical evidence, attending physician’s statement (APS),
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motor vehicle report (MVR), resting electrocardiogram (EKG), prostate spe-
cific an‘ag\vn (PSA) testing, a”é stress (exercise EKC) testing. Companies
may use various combinations of many of these requirements, dependmg on
both the applicant’s age and the face amount of insurance requested.

S e e e
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-3 et 7 I .l 7 -
4.2 Blood Profiie Tes

Biood profile testin omvic‘;es information that can be used to assess the
relative risk of moﬂa ronary artery and other cardio-
vascular diseases, mab

el
pny

, atitis, possible alcohol abuse,
antibodies t¢ Human Lmrﬂw‘%d ien i (HIV) infection and other
impairments. As many as 20-30 tesis may be 9e:foz‘mec on the blood sam-
ple, which is collected 1 oy parar “cd cal tecﬁmmans oT nurses by syringe.
Tables 14 and 15 show the m m age and face amount requlremems
respectively, for pref e::fed and standard classes for blood profile testing.
The ages at which o;ood profile testing beg‘r‘u to be required are concen-
trated in the range of 16-20 years of age for both the preferred and standard
classes. In gen eral, the minimum age for an applicant tc be considered on
a preferred basis is usually mffher than that required for other classes of
risk.
Blood profile testing begins at exactly $100,000 for about 3/4 of respondents.
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TABLE 14
MINIMUM AGE REQUIREMENTS FOR B1L.0OOD PROFILE TESTING
Minimum Age Preferred Standard
0-15 2 11
16-20 38 33
21 and over 8 3
Low 0 0(8)
High 35 50
TABLE 15

MmmuM FACE AMOUNT REQUIREMENTS

FOR BLOOD PROFILE TESTING

Minimum Face ($000) Preferred Standard
< 100 2 3
100 34 32
101-249 3 4
250 and over 9 8
Low $0 50 (2)
High $500,000 (4) $500,000 (5)

Some companies use relatively high face amount limits before requiring
a blood profile. Instead of a profile, some companies use a dried blood spot
(DBS) test or saliva test at thresholds as low as or much lower than other
companies begin using a blood profile. Several companies indicated that a
blood profile is not required until the face amount is at least $500,000;
however, each of these companies requires the DBS instead of full blood
profile testing at significantly lower amounts among applicants for either a
preferred or standard class.

4.3 Dried Blood Spot (DBS) Testing

The DBS test provides information that can be used to assess the relative
risk of mortality with respect to cardiovascular disease, diabetes, liver ab-
normalities, antibodies to HIV and possible chronic alcohol abuse. The spec-
imen of blood is collected by fingerstick onto filter paper.

Table 16 shows the minimum age and Table 17 shows the minimum face
amount requirements for preferred and standard classes for dried blood spot
testing among respondents.

Seven of the eight companies that use the DBS to classify preferred ap-
plicants use the DBS at the minimum age they will consider an applicant
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TABLE 18

MINIMUM AGE REQUIREMENTS FOR URINE TESTING

Minimum Age Preferred Standard
0-15 1 5
16-20 35 32
21 and over 9 8
Low 15 0 (3)
High 35 66
TABLE 19

MINIMUM FACE AMOUNT REQUIREMENTS FOR URINE TESTING

Minimum Face ($000) Preferred Standard
< 100 5 10
100 33 30
101-249 1 3
250 and over 6 2
Low 5 02 $ 0(3)
High $250,000 (6) $250,000 (2)

in screening applicants for a standard class, the same 45 respondents also
revealed that 1/2 were requiring urine at 16-20 years of age and 3/4 begin
at face amount of exactly $100,000.

4.5 Cotinine Testing

The cotinine test can be conducted on a specimen of blood, dried blood
spot, urine or saliva to determine whether it indicates evidence of recent use
of tobacco or nicotine. Since the test is conducted optionally (i.e., is not
performed unless authorized by the insurer), an insurer can decide which
combinations of age and amount limits best fit the needs for employing such
test as well as which body fluid may be preferential to tap in light of costs
versus potential benefits.

Table 20 shows the minimum age and Table 21 shows the minimum face
amount requirements for preferred and standard classes for cotinine testing
among respondents.

About three-quarters of respondents begin cotinine testing among appli-
cants for preferred class at 16-20 years of age. Also, three-quarters begin
such testing at exactly $100,000.
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TABLE 22
MINIMUM AGE REQUIREMENTS FOR COCAINE TESTING
Minimum Age Preferred Standard
0-15 1 6
16-20 35 32
21 and over 8 7
Tow 15 03)
High 35 66
TABLE 23
MINIMUM FACE AMOUNT REQUIREMENTS FOR COCAINE TESTING
Minimum Face ($000) Preferred Standard
< 100 4 9
100 33 30
101-249 2 4
250 and over 6 2
Low $ 0 $ 0(3)
High $250,000 (6) $250,000 (2)

4.7 Paramedical Examination

The paramedical examination became popular during the 1970s when con-
fidence in the information obtained from medical examinations {i.e., exams
performed by physicians) was deteriorating and there were concerns about
the balance between the costs and benefits associated with such exams.
Paramedicals are performed by trained nurses and other paramedical tech-
nicians. The information obtained includes completion of Part II of the ap-
plication (i.e., the applicant’s medical history). The exam includes obtaining
height and weight, blood pressure, pulse rate, ant optional pulmonary func-
tion test, and the collection of blood, urine or saliva.

Table 24 shows the minimum age and Table 25 shows the minimum face
amount requirements for preferred and standard classes for paramedical ev-
idence of insurability among respondents.

Used somewhat less frequently than the other underwriting requirements
mentioned above in this Section of the report, about two-thirds of the re-
spondents begin requiring paramedical evidence of insurability at 16-20
years of age to consider an applicant for a preferred class. Such evidence
begins to be required at exactly $100,000 for about one-half of the respon-
dents. These amounts are also somewhat higher than those used for the other
requirements mentioned above, indicating a shift away from use of the par-
amedical and towards heavier reliance on blood, urine, or saliva testing.
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MINIMUM AGE REGUIREMENTS FOR PARAMEDICAL TESTING

Minimum Age | Preferred Standard
0-15 ‘ 2 12
16-20 28 17
21-36 5 2
31 and over 7 11
Low 0 09
High 61 66 (2)
TABLE 25
MINDIUM FACE AMOUNT REQUIREMENTS
FOR PARAMEDICAL TESTING
Minimum Face (3000} Preferred Standard
<< 100 5 7
100 21 14
101-248% 4 7
250-499% 10 9
500 and over 3 4
Low S 10,000 (2) $ 0
High $1,000,000 $1,000,000

4

nis on 2 sia ndafd basis, 30% of the respondents wait

o begin 1o 613 requiring a paramedical while 40%
begin routine use of that reqwm ient at ages 16-20 years of age. This is
less than i L ,’1 other tesis in this Sec‘um and is ot surprising due 1o the
need for a higher minimum age for applicants to be both considered and
recoomzed s 2 preferred vis-d-vis a standard risk. Also, for applicants on
a standard basis, only one-third of the respondenis begin requiring a para-

medical at exactly $100,000.

To consider applica
until 16 years of age t
it

4.8 Nonmedical Application

The nonmedical application provides less medical information than an
examination by either a paramedical technician or physician. It is the min-
imum level of information needed for an application to be considered on a
regular basis (i.e., not guaranteed- or simplified-issue underwritten),

Table 26 shows the minimum age and Table 27 shows the minimum face
amount requirements for preferred and standard classes for nonmedical ev-

idence of insurability among respondents.
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TABLE 26

MINIMUM AGE REQUIREMENTS FOR NONMEDICAL TESTING

Minimum Age Preferred Standard
0-15 1 20
16-20 15 8
21 and over 3 2
Low 15 019
High 60 35
TABLE 27

MINIMUM FACE AMOUNT REQUIREMENTS
FOR NONMEDICAL TESTING

Minimum Face ($000) Preferred Standard
< 100 3 18
100 13 5
101-249 1 4
250 and over 2 3
Low s 0 $ 0D
High $250,000 (2) $250,000 (3)

There were only 19 responses to the questions about the minimum age
and face amount at which a nonmedical began to be required for consider-
ation on a preferred basis. By age, 80% of the responses fell into the range
of 16-20 years. By amount, two-thirds were at exactly $100,000; this cor-
responds to the minimum face amount required for the preferred class by
about three-quarters of the respondents.

To be considered on a standard basis nonmedically, 60% of the respon-
dents indicated zero was the minimum age to be cligible. Although the
minimum face amounts at which an applicant may be considered nonmed-
ically should correspond to a company’s minimum policy size, 40% of the
responses indicated a face amount of $100,000 or higher was needed for
consideration nonmedically on a standard basis.

4.9 Attending Physician’s Statement (APS)

The APS may be the most valuable tool used in the risk classification
process; however, it is rarely used as a routine underwriting requirement. It
is tvpically used to clarify and supplement medical history disclosed by the
applicant. For the purpose of this survey, many respondents may indicate
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“routine” use of the APS in cases where an applicant admits seeing a phy-
sician for 2 routine check-up or trivial illness. The APS is required more
commonly in such instances among large amount and advanced age appli-

canis.

Tabie 28 s'fqows the minimum age and Table 29 shows the minimum face
amount requirements for preferred and standard classes for the attending
physician’s statement among respondents

TABLE 28

MINIMUM AGE REQUIREMENTS FOR APS

Minimum Age Preferced Standard
0-15 2 1
16-20 9 0
21-30 Z 0
31 and over 4 5
Low 0 0(10)
High 35 55
TABLE 29
MINIMUM FACE AMOUNT REQUIREMENTS FOR APS
Minimum Face (S000) Prelerred Standerd
100 { 7
160 7 3
101-249 0 0
250499 2 3
500 and over 5 2
Low $ 10,000 H 0
igh $1,006,000 $50,000 (2)

Since an APS is ordinarily reguired based on any combination of the
proposed insured’s ape, the amount of insurance applied for, certain stated
reasons and the recency of an applicant’s visit to a physician, the APS is
used infrequently as a routine requirement to distinguish preferred from
standard risks. Among respondent s I’?al obtain an APS to consider an ap-
plicant on a preferred basis, about one-half begin to routinely require an
APS at 16-20 years of age. Moreover, about one-half of the respondents
indicated an APS becomes a routine requirement at the face amount of
exactly $100,000. In comparison to he other reguirements mentioned above
in this Section, there is greater variation in the wopef limits for face amounts
at which an APS begins o be useo'; on a routine basis.
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About two-thirds of the respondents to the question about the minimum
age use the APS at age zero as a routine requirement for applicants on a
standard basis. About one-half of the respondents begin requiring an APS
routinely at amournts below $100,000.

4.10 Motor Vebicle Report (MVR)

The MVR is often used to clarify an applicant’s admission of an adverse
driving record. Also, the MVR may be requested routinely among young
applicants applying for significant amounts of coverage, where the costs of
the report are counterbalanced by the potential benefits from clarifying some
of the violent death aspects of the risk.

Table 30 shows the minimum age and Table 31 shows the minimum face
amount requirements for preferred and standard classes for the motor vehicle
report among respondents.

TABLE 30
MiNnIMUM AGE REQUIREMENTS FOR MVR
Minimum Age Preferred Standard
0~-15 0 5
1620 28 19
21 and over 6 2
Low 16 (2) 03)
High 35 35
TABLE 31

MiNiMUM FACE AMOUNT REQUIREMENTS FOR MVR

Minimum Face ($000) Preferred Standard
< 100 1 2
100 13 7
101499 8 6
500-999 2 2
1,000 and over 10 9
Low $ O $ 0
High $2,000,000 $2,000,000
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TABLE 33

MiNiMUM FACE AMOUNT REQUIREMENTS FOR EKG

Minimum Face (S000) Preferred Standard
0-100 7 7
101-499 6 7
500-999 6 6
1,000-1,999 13 14
2,000 and over 10 10
Low $ 100,000 (7) $ 100,000 (7)
High $5,000,000 $5,000,000

Among the 42 respondents to this question, one-half begin requiring the
test prior to age 21 and about one-quarter begin at ages over 40. By face
amount, slightly over half do not begin to use the test uniil the amount is
at least $1,000,000.

Among applicants for a standard class, the EKG begins to be required by
about one-half of the respondents before age 21. Over one-half of respon-
dents begin routinely requiring the EKG at amounts of $1,000,000 and
above.

4.12 Prostate Specific Antigen (PS4) Test

The Prostate Specific Antigen (PSA) is a type of protein produced by the
prostate gland tissue that can be normal, benign or malignant. Since the test
is used by the medical community in routinely screening meost males over
age 50 or so, the majority of males at those ages who apply for insurance
are likely to be aware of their most recent PSA. test results. As a defensive
position, many insurers choose to routinely require such testing among males
applying for amounts of insurance that would otherwise require blood test-
ing. In general, the higher the level of PSA, the more likely the possibility
of the presence of prostate cancer. Levels of PSA considered acceptable will
vary by age, by how quickly the levels rise over time and by the method
used to determine the level.

Table 34 shows the minimum age and Table 35 shows the minimum face
amount requirements for preferred and standard classes for the PSA test.

TABLE 34

MINIMUM AGE REQUIREMENTS FOR PSA TESTING

Minimum Age Preferred Standard
<50 1 1
50 9 9
51-55 12 12
56 and over 1 1
Low 18 0
High 60 60
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TABLE 36
MINIMUM AGE REQUIREMENTS FOR STRESS TEST
Minimum Age Preferred Standard
0-20 12 11
21-30 2 1
31-40 2 4
41-50 17 16
51 and over 5 6
Low 16 16 (3)
High 61 61
TABLE 37
MmimuM FACE AMOUNT REQUIREMENTS FOR STRESS TEST
Minimum Face (3000} Preterred Standard
0-100 1 1
101-499 2 2
500-999 1 2
1,000-1,999 5 6
2,000 and over 29 27
Low $100,000 $100,000
High $10,000,000 (2) $10,000,000 (2)

Among the 39 respondents to this survey who routinely require-a stress
test, the corresponding minimum age and amount of insurance involved are
independent of whether a preferred class is under consideration. To consider
on either a preferred or standard class basis, the age threshold ranges from
16-61 years and the minimum amount for which the test is required ranges
from $100,000 to $10,000,000.

The choice of particular requirements to use in distinguishing preferred
from standard risks may vary considerably from company to company and
will reflect a myriad of factors, some of which include: the criteria a com-
pany chooses to use in selecting preferred risks, a company’s market, its
competitive environment and distribution system, its mortality and other
financial objectives, its underwriting philosophy and expertise, and sc on.
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S, HOW PREVALENT ARE THE INDICATORS BEING USED AS
PREFERRED RISK CRITERIA?

The criteria for underwriting preferred risks may be based on information
contained in the applicetion, results from laboratory tests, and other screen-
ing procedu_re

The criteria from i plication were divided into three broad categories:
Personal History, and Lifestyle Considerations. The Task
Force examined each criterion based on the pe rcenrage of respondents using
the response as a coqsﬁm ation for the preferred risk class. The percentage
is based on the number of “ves” responses out of the total “yes” and “

responses.

Companies were also asked whether each of the criteria they used for the
preferred class was verified. Some respondents may have answered this
/ when '-«'eriﬁcati@r of the cmemon 1s made rou-

qLe tion amrmame;y onl
nely for both underwriti §
depuﬁa on the cost effeciiveness and 1 hie av L-ablhiy of the mformatlon.
We further asked companies, on each criterion, whether an applicant who
did not meet the mimimum 156%111‘ ment was precluded from the preferred
class. At times a company will use favorable information about other criteria
to offset information that by ay otherwise preclude someone from
the preferred class. For exam

the total cholesterol level exceeds the

oo

stated requirement for preferred, he incividual may still qualify for preferred
if the high density lipoprotein (HDL) is sufficiently high so that the total
cholesterol/HDL ra@c is favor ab’;«

The most vrbqt,,emiy used cri

driving reccrd, which is used by all
but one 01 50 *esoo nts. T F ea

a result of the low cost of verifi-

el being a good means of evaluating the
accidental msk factor. The Oiﬂm 'éfe s y le considerations which are used very
ier the influence of alcohol or other intoxi-
cants), use of alcohol, use of illegal drugs and the use of cigareites and other
nicotine oro\nﬂyss Some insurers provide a smoker preferred class and there-
fore the “yes” responses to this are a lower percentage than if preferred risk
was only available to nonsmokers, as is the case for severai insurers.
Fersonal history and family hi
of non-accidental death. With one
are more comrmonly used than family story in underwrmng pruferred risks.
Historical criteria are used for evaluating medical conditions such as dia-
betes, cancer, stroke and hypertension. The exception is heart disease, where

family history is used more often than personal history. Although personal
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history is used more frequently, the family history is used by over half the
respondents for many significant medical conditions.

5.1 Personal History

Table 38 presents the results for the personal history section of the survey.
Health problems identified in this section frequently are used to screen the
applicant for the preferred risk class. However, an unfavorable response on
the application does not necessarily preclude preferred risk status. This 1s
the case, for example, if the preferred risk class is based on the total debits
rather than specific conditions. All of the personal history criteria are used
by the majority of respondents in some fashion.

TABLE 38
RESPONSE TO QUESTIONS ON PERSONAL HISTORY CRITERIA
Preciude from
Used for Preferred Class? | Is This Information Verified? Preferred Class?
Total of “Yes” as Total of *“Yes” as Total of “Yes” as
“Yes” and | a Percentage “Yes” and a Percentage “Yes” and | a Percentage
“No” of Total “No” of Total “No” of Total
Criterion Responscs Responses Responses Responses Responses Responses
Personal History
Diabetes 50 N% 42 86% 46 100%
High Cholesterol 49 88 39 97 42 76
Hypertension 48 88 40 88 42 69
Cancer 50 36 39 79 43 38
Heart Disease 48 85 37 86 43 98
Stroke 48 83 36 78 38 92
Treatment for Hypertension 47 79 37 92 41 54
Treatment for Cholesterol 48 69 36 89 39 56
Mental and Nervous 47 64 34 74 37 . 62

The most commonly used criterion is diabetes, followed by high cholesterol
and hypertension. Treatment for hypertension and cholesterol are not used as
much as the conditions themselves. Mental and nervous disorders are the least
commonly used criterion but are used by 64% of the respondents.

Companies were asked whether the information from the application was
verified. The information was generally verified by at least three-quarters of
the respondents. This information can be readily verified by an APS or lab-
oratory tests.

For each personal history criterion, over one-half of the respondents pre-
clude an applicant with an unfavorable rating from the preferred class. More
respondents tend to preclude applicants from preferred risk consideration
using personal history criteria than family history. Personal history of dia-
betes was the only criterion (regardless of category) which all of the re-
spondents precluded from preferred.
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Table 39 contains the results of the family history section of the survey.
The tabulated results show that this section tends to be used less often than
personal history. Family history of heart disease, however, is used quite
frequently. Whether p ersonal history or family history is used more fre-
quently may vary by the age of the insured. At younger ages, family history
becomes more important.

o

TABLE 39

RESPONSE TO QUESTIONS ON FAMILY HISTORY CRITERIA

Preclude from
Used for Preferred Class? Is This Information Verified? Preferred Class?
Total of ;r ¢ Total of “Yes™ as Total of “Yes” as
“Yes” and | a Porcentage | “Yes” and | a Percentage
| “No™ of Total “Na” of Total
Criterion Responses 1 Rurox ses | Responses ; Raosponses Responses Responses
Family History ‘
Heart Discase 49 l 92% 41 27% 42 76%
Cancer 49 |59 37 19 41 54
Stroke 48 b6 35 17 37 43
Diabetes : 49 St 35 14 37 46
Hypertension ‘ 47 } 38 33 3 35 20
Nonaccidental Early Death j 46 i 30 33 6 35 20
mily histery of heart disease is more commonly used as a criterion than

se. As an editorial note, recall that the re-
ar-old male. Reliance on this criterion may
disease, other criteria are not used

personai history of 1
sponses are based o1
vary by age, as noted above. Afler heart
as much as fam 23( i £

Verification ry information is also less frequent than
personal history information. may be due fo the expense and difficulty
of verification, and the relatively low usage of the criteria.

Other than family history of heait disease and family history of cancer,
applicants are precluded from preferred by less than one-half of the respon-
dents.

5.3 Lifestyle Considerations

o

Table 46 shows the results of lifesivle criteria. The most commeonly used
criteria are lifestyle, particularly dris f record and driving under the infiu-
ence (DUL). Some companies will the preierfeo, class but charge an
extra premium for hazardous avocation or aviation. This should be consid-
ered in interpreting the figures in the ’: ble.

fe
g
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TABLE 40

RESPONSE TO QUESTIONS ON LIFESTYLE CRITERIA

Preclude from
Used for Preferred Class? | [s This Information Verified? Preferred Class?
Total of “Yes™ as Total of “Yes” as Total of “Yes” as
“Yes” and | a Percentage | “Yes” and | a Percentage | “Yes™ and | a Percentage
“No” of Total “No™ of Fotal “No” of Total
Criterion Responses Responses Responses Responses Responses Responses

Lifestyle Considerations
Driving 50 98% 41 93% 48 77%
DUI 49 92 37 92 44 84
Alcohol 49 88 38 84 42 76
Illegal Drugs 49 88 39 90 43 93
Other Tobacco Products 51 84 4] 90 48 75
Cigarettes 51 82 40 95 48 73
Aviation 49 71 39 69 44 61
Avocations/Hazardous Sports 50 66 38 66 43 56
Foreign Residence 47 60 31 65 38 61
Occupation 50 52 33 52 39 49
Foreign Travel 46 50 34 53 38 32
Prescription Drugs 48 44 30 53 35 26
Exercise 47 2 28 7 34 0

Driving record is the single most commonly used criterion (regardless of
category) for preferred. Within the lifestyle category it is closely followed
by DUI, alcohol, illegal drugs, and nicotine. These categories also have the
highest verification percentages (all 84% or higher). Again this may be a
matter of relative ease of verification through MVR and laboratory tests,
relative to the other criteria. The relative ease of verification may also be a
factor in the use of these as criteria in the first place.

Exercise is used as a criterion by only one company. This result was
surprising to some members of the Task Force since regular exercise was
used extensively as a discount beginning in the 1970s. Its lack of use may
reflect the difficulty of verification.

With most of the criteria, more than one-half of the respondents preclude
an applicant from preferred.

5.4 Summary of All Critevia

Table 41 ranks the criteria, including the broad categories, by frequency
of use in underwriting the preferred risk. The first two numerical columns
repeat the information from Tables 38, 39, and 40. The purpose of this table
is to present the most commonly used criteria in order of usage.
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CRITERIA BY FREQUENCY OF UsE

1 Used for Preferred Class?
| Total of “Yes” as
! “Yes” and a Percentage
! “No” of Total
Criterion J Responses Responses
Driving i 50 98%
Diabetes | 50 92
DUl 49 92
Heart Disease 49 92
Alcohol tyl 49 88
High Cholesterol sonal History 49 88
Hypertension ssonal ‘*nstor 48 88
Tlfegal Drugs cstyle 49 88
Cancer rsonal History 50 86
Heart Disease som] History 48 85
Other Tobacco Products i 51 84
Stroke 48 83
Cigareties 51 82
Treatment for Hypertension 47 7%
Aviation 49 71
Treatment for Cholestiero! 48 69
Avocations/Hazardous Sports 50 66
Mental & Nervous ‘ 47 64
Foreign Residence ‘ 47 60
Cancer | 49 59
Stroke ! 48 36
Occupation i 50 52
Diabetes r 49 51
Foreign Travel i a6 30
Prescription Drugs 48 44
Hypertension | 47 38
Nonaccidental Early Death ! 46 ! 30
Exercise [ 47 L 2
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2 male ages 35,
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ifferences that com-
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rence laboratories. No spe-
m this; however, the Task
comparaiive purposes to in-
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The Task Force did not attempt to correlate laboratory findings with spe-
cific company criteria. Each company, however, may want to do this on
their own to verify that the preferred qualification percentages assumed are
reasonable given their own specific criteria. For example, if a company
wants 70% of its applicants to qualify for preferred, this may be difficult to
do if the company has as one of its criterion that an applicant cannot exceed
a total cholesterol level of 200 mg because at this level only 32-42% of
applicants at ages 40 to 60 can meet this criterion.

6.1 Total Cholesterol

We asked companies to provide the maximum total cholesterol reading that
would qualify for preferred risk consideration. Thirty-seven companies re-
sponded; the lowest, highest, and average maximum readings are shown in
Table 42. A few of the respondents increased the maximum as age increased.

TABLE 42

MaxiMUM TOTAL CHOLESTEROL FOR PREFERRED

Total Cholesterol, mg Age 35 Age 45 Age 55
< 200 0 0 0
200-219 5 5 5
220-239 11 11 8
240-299 16 15 18
300-350 2 3 3
351 and over 1 1 1
Low 200 (4) 200 (4) 200 (4)
High 351 351 351
Average 248 249 251

TABLE 43
L.ABORATORY RESULTS (1994)

Total Cholesterol, mg 30-39 4‘ 4049 50-59
0-179 3451% 22.32% 14.34%

180-199 21.70 20.14 17.31

200-219 18.37 20.64 21.46

220-239 12.38 16.44 19.49

240-299 11.78 18.44 24.54

300-350 1.05 1.71 2.46

351 and over 0.22 0.31 0.40
100.00% 100.00% 100.00%
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aximum total cholestercl/
vary widely.

Maxmitm TotaLl ChoLkEsTEROL/HDL RATIO
FOR PREFERRED

Age 35 45 Age 55
13 13
14 14

Average 5.

LABORATCORY RESULTS (1994)

! 30-39 i 40-49 50-59
| 42.97% 33.54% 28.57%
| 3453 36.54 38.72
P1837 23.82 26.93
{ 2.57 ( 3.59 3.80
‘ 0.60 | 0.85 0.82
\ 0.94 1.26 1.15

; [
| 100.00% ‘ 100.00% 100.00%

o AT T o e ey BT e i e i
6.3 Gamnne Glutamyi Transp

A similar set of ked about the maximum GGT level.
GGT 1 enzyme els of GGT may indicate liver damage
due ¢ abuse or hepatitis. Responses were as shown in Tables 46
ang 47.
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TABLE 46

MaxiMUM LEVEL OF GGT FOR PREFERRED

Level No. of Respondents
<66 6
6684 6
85-99 5
100-129 4
130 and over 1
Low 50
High 130
Average 83

TABLE 47
LABORATORY REsuLTs (1995)

Gamma Glutamyl Transpeptidase (GGT) 30-39 40-49 50--59
0-65 94.25% 91.60% 91.44%

6684 2.40 3.22 3.20

85-99 0.97 1.40 1.47

100-129 1.06 1.58 1.59

130-199 0.85 1.36 1.42

200 and over 0.48 0.84 0.88
100.00% 100.00% 100.00%

6.4 Prostate-Specific Aniigen (PSA)

Similar questions were asked for PSA levels, with the results shown in

Table 48.
TABLE 48
MAXIMUM LEVEL OF PSA FOR PREFERRED
Level Age 3545 Age 55
4.0-4.9 3 6
5.0-9.9 2 5
10.0 2 3
Low 4.0 (3) 4.0 (6)
High 10.0 (2) 10.0 (3)
Average 6.4 6.4
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TABLE 49

LABORATORY Resurrs (1995)

Prostaie-Specific Antigen (PSA) 3039 40-49 50-59 60+
0.0-4.0 100.00% 95.45% 96.72% 95.90%

4.1-10.0 (.00 : 4.55 3.28 3.65

10.1-20.0 | O.()G 0.00 0.00 0.41

20.1 and over [ 0o 0.00 0.00 0.05
| 10000% | 100.00% | 100.00% | 100.00%

1
I

e
£

he Task Force asked i ¥ ¢ generally using the “saliva” test
in the underwriting process. Only three companies said yes. However, many
companies are investigating the ‘fwasibﬂi‘a of doing so in the future. In Can-
ada the saliva test has been in use for several years. Basically, the saliva
test can be used to test f - aniil Od'e s, cocaine, and cotinine (nicoting).

es about maximum blood pressure readings for pre-
fuon (see Table 50)

MaxmuM BLOoD PRESSURE READINGS

Syste:ie/Diastolic | 35 Age 45 Age 55
13 9 5
24 12 13 ! 17
0 +/90+ 10 10 10
Ot’lu (Mixed) ! 5 4
Low 120780 130/80 130/80
High 169/99 169/99 169/99

Six companies said blood pressure was not used in consideration for pre-
ferred classes. However, it is possible that the meaning of this response is
that these companies have no separate distinetions in biood pressure require-
ments between preferred and standard applicants. MNine companies said a
reading above the maximum would not preclude an applicant from a pre-

ferred classification.
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6.7 Weight

We asked companies about minimum and maximum weights for males
of height 5'6", 5'10", and 6'2".

TABLE 51
MINIMUM AND MAXIMUM MALE WEIGHTS FOR PREFERRED
Minimum Maximum
Height Low Avg, High Low Avg. High
5'6" 100 118 140 156 183 224
510" 113 132 155 174 204 244
62" 127 148 195 194 227 275

Four companies stated that minimum/maximum weight was not used in
consideration of preferred classification. However, it is possible that this
means there is no separate distinction between preferred and standard ap-
plicants, not that weight is not considered at all. Twelve companies stated
a reading outside the minimum/maximum limits would not preclude an ap-
plicant from a preferred classification.

6.8 Criteria Precluding Applicant from Preferved Class

Some companies offered explanations for criteria which would not pre-
clude preferred risk classification even if certain testing thresholds were
exceeded. Although the explanations varied by criteria and by company, the
following general observations can be made:

e Companies use debits and credits, some of which can be used to

“balance” an overall profile.

e Companies assess overall risk, not individual criteria; certain positive risk
factors can offset selected negative criteria.

e Not all test criteria are “absolute™; certain negative risk factors are ex-
plainable on follow-up.

6.9 Differences in Criteria by Sex or Smoking Status

We asked companies if any of the criteria above differed significantly by
sex or smoking status. A total of 17 of 49 respondents answered that there
were differences.

Because the comments were quite broad in nature, we have chosen not
to list each comment individually. However, such differences related
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mainly to height and weight by sex, as well as a number of comments
regaz ding the smoking/tobacco qu.esu 1. One company also indicated it uses
a lower total cholesterol/HDL ratio for its threshold for females.

6.10 Debits

We asked companies to indicate how many debits tabulated during the
underwriting process could be accumulated and yet still have the applicant
be considered for oreferred classification. Forty-four companies responded
to this question and the range of such debits was quite large as can be seen
in Table 52 below.

TABLE 52

Maximunm NUMBER OF DEBITS

Debits No. of Respondents

0-24 18
25-49 | 20
5074 j 4
73 and over 2
Low 09
tigh 100
Average 28

(¢}

We further asked co p anies whether the maximum number of debits
stated was be fo e o1 af‘{e CuS were appdeé for favorable factors. Twenty-
it siore 19 responded that it was after credits

three responde
Were applied.

11 Other Preferred Criteris
We asked companies if they considered any criteria other than those listed
r the preferred classifications. Eighteen respondents offered addi-

tional explanatory comments, and the following list summarizes the addi-

tional criteria:

o History of felony conviction

o SGPT and SGOT (liver function tests) cannot be greater than 110% of
lab’s normal limit

a Timed Vital Capacity {TYC), a pulmonary function test, if available, and
pulse rate
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Family history and general overall case

If ratable for any reason, cannot qualify as preferred

Chest/waist for males; cannot be substandard in any other way

Life style only, some other medical histories

Before applying for any preferred criteria, must clearly be a standard risk

® & © @ 9

7. CONCLUSION

Preferred underwriting has become a reality. Companies must decide
whether to develop this underwriting philosopy. As more companies develop
preferred products, there may be increasing pressure on the companies that
do not have one to follow. As the assumptions and criteria vary considerably
from company to company, considerations of assumptions and criteria to
use will be based on the particular objectives and expectations of each in-
dividual company. Whether or not a company ultimately decides to intro-
duce a preferred product, the issues contained in this report cannot be
ignored. Some of the reasons for not designing a preferred risk product
include the cost and complexities of the product (systems and other), the
desires of the field force, and the lack of competition due to a niche the
company may operate in.

With respect to the type of data contained in this report, the Task Force
recommends that this data be updated periodically (possibly every other
year). The Task Force will now try to determine the feasibility of conducting
a preferred mortality study that will provide meaningful results. The Task
Force welcomes any comments or suggestions for such a study.
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