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Moderator Brian L. Louth: I’d like you all to note that this is one of the first sessions of the meeting and I’m moderating that 
session. In the future for CIA meetings, if you’re interested in participating, and I call you and ask you to speak, speaking at the 
first session is really great because you get to get it over with and then enjoy and focus on the rest of the meeting. So, I’d like 
you to take that into consideration, should I call upon you for subsequent meetings.

Today’s session is on non-traditional distribution. The goal of the session is to give you some insight into alternatives to ap-
proaches delivering financial services and products. We are going to have three separate presentations, getting a focus from 
people who deal with mortgage brokers, to get a focus from direct policyholder marketing, and also getting a view through the 
eyes of a direct writer.

I’ll introduce today’s three presenters now, so that we can speed through things and be done for noon. Our first presenter will 
be Tina Bellavia. She’s Vice-President, Product Development & Compliance with Lorriman & Long. She works with a focus on 
delivering mortgage creditor programs. She’s worked in product development and in reinsurance in the past, and I asked her 
a little bit about something personal, she said, she has two lovely girls whose bad characteristics all come from their father, so 
I can relate to that.

Our second presenter will be Paivi Liitela. She’s Vice-President and Regional Actuary for ReMark Americas, and her focus is 
on working with direct marketing programs in all of the Americas – US, Canada, Central and South America.  But in talking 
to her, I also found out she also spends a lot of time in Europe, and I think that’s because that’s the only other place where she 
can find actuaries with ReMark.

Our third presenter is Geoff Clarke. Geoff is Vice-President, Direct Marketing with AIG Assurance in Canada. He’s responsible 
for developing relationships with affinity partners to market insurance products to their customers using non-traditional distri-
bution methods. I’ve known Jeff, since the eighties. When I first met Jeff, he said he was in Canada to visit, and perhaps pay a 
three year stint – and I think it’s almost been twenty years, now, since he’s been here. So, I think he’s here permanently.

This should be the last time you ever see “non-traditional distribution” as a presentation. I’m part of the Non-Traditional 
Marketing Council of the Society of Actuaries and we’ve just recently received approval from the Society of Actuaries Board to 
change our name. It will be changed into the Marketing and Distribution Council rather than non-traditional distribution. Part 
of the reason for the change is to reflect the broader focus, and to include all aspects of financial services when we’re looking 
at distribution and marketing. 
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It’s a tough challenge to decide when something becomes traditional from non-traditional. So, I think, if you work through 
things from that perspective, as you listen to the presentations today, you will start to understand that there’s a blurring of lines. 
It’s not clear that something new is not necessarily non-traditional. It’s just a new way of doing something, and the real goal is 
to be effective with everything we do. With that, we’ll get to our first presentation.

Panelist Christine (Tina) Bellavia: Thanks, Brian. As Brian had mentioned, the non-traditional distribution channel that I’m 
going to be talking about is actually selling insurance through mortgage brokers. 

The two things I want to cover off: first, I’ll give you a market overview of why and how this market is growing; and second, 
what you need to do to be successful in selling insurance in a channel where insurance is ancillary to the core business.

First of all, a quick market overview. In 2003, 21 percent of all mortgages were sold by mortgage brokers. Actually, this increased 
in 2004 to 26 percent, and 30 percent of new home buyers use mortgage brokers. And typically, new home buyers are younger 
and more apt to go to the web to do their research and find out a lot about mortgage brokers. Also they have more apt to have 
less affinity to any individual finance institutions, so it’s a lot easier for them to actually try and test mortgage brokers for the 
best terms and rates. Currently in Canada there are over 7,500 mortgage brokers. The traditional market for mortgage brokers 
originally started as there were individuals who were not able to get financing from any banks, either because of their poor 
credit ratings or high debt ratios. So, because of that, a lot of small private lenders started up to meet that demand. Right now, 
though, it’s expanded beyond just the old traditional mortgage market.

Why has it expanded? First of all, right now, there are a lot of new lenders and there’s a lot of new lenders for a couple of reasons. 
One, one of the main ones is that what lenders have realized is actually can securitize that debt, and there’s a market out there 
of buyers to purchase this debt – actually insurance companies are one of them. And so with this demand, they’re able to get 
very cheap and very good returns, which they can pass back onto mortgage brokers which then the mortgage brokers then pass 
on to their clients. Another reason why it’s expanded is because clients want the best deal. They don’t have time or expertise to 
shop around, so they leave that expertise to the mortgage brokers. 

The mortgage brokers know there are various lenders out there, know where they can get the best deal. They have the leverage 
and the buying power to get the best rates and terms for their clients.

Okay, so what do you need to understand to get into this market, or to get into a market where, again, insurance is ancillary to 
the core business? First of all, you need to understand the core business of the distribution channel you’re trying to sell through. 
How do they make their bread and butter? What’s their core business?  So, you need to understand their market. Who do they 
sell to? What are the demographics?  What technology do they use, if they use any, to sell their products? What is their sales 
process?  And the reason why you need to understand this is so that you can design a product that fits within their market and 
also you can incorporate insurance into their existing sales process.

So, how does insurance fit into the mortgage broker’s core business? Where is the best spot or area to present it? The best area, 
or the best time, to present it is at the end of the mortgage sales process. Some mortgage brokers are also life licensed so they 
may actually talk about earlier on but the easiest and the best time to introduce it is at the end. Prior to that the mortgage broker 
is spending a lot of time meeting with the client just to go through the mortgage terms and the various lenders’ quotes that they 
received. The insurance application can be initiated in different ways, either as a simple paper application that the broker will 
pull out when the client is signing all the mortgage papers, or through a link to the insurance providers website so the broker 
will actually then direct their client to go that website to complete the application. Or the best solution is that actually integrat-
ing it into the mortgage origination system.

The mortgage origination system is the system where brokers will input all their mortgage data and then submit that to the 
various lenders to get the quotes back again. The applicant will then accept, or wave the coverage and the broker will actu-
ally keep a record of that in their files. Then the application is faxed, mailed or scanned and then e-mailed into the insurance 
provider’s back office. 
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So what else you need to do? You need to develop a sales strategy. As I’d mentioned, insurance is ancillary to the mortgage 
brokers. Their key business is selling mortgages, so they don’t have a lot of time, and are not that motivated to talk about insur-
ance. So, you need to find a way of motivating them, and so you need to determine key messages that you can actually use to 
sell the need to them.

You can talk about how it protects their clients. This is the largest liability that most of their clients will have, and it’s important 
for them to protect it. It’s important for them to protect themselves. The last thing they want is for the spouse of the client to 
pass away and then have the client come back to them and say, “Wait a second, you never talked to me about insurance, and 
you know, why not?” And then there’s a potential law suit out there. The third reason’s to protect the lender. A third of all the 
mortgage defaults are actually due to illness or sickness. So, this is a good opportunity for the broker to put extra leverage or 
pressure on the lender to give them better terms. 

Another important thing in developing a sales strategy is to build a relationship. Now there are two ways you can build a re-
lationship, at the agent level or at the broker-owner level. The advantage of building at the broker-owner level as I mentioned 
there’s a lot of mortgage brokers out there. If they develop the relationship at the broker-owner level it makes it a lot easier to 
do the training sessions. They can open the doors to allow your sales staff to go in and talk about insurance. And you also have 
to use or apply the 80/20 rule. And if you’re doing at the agent level, you would typically focus on the top brokers, the ones 
selling the most mortgages – and you’ll get to know who those are.

The last thing, it’s important to develop broker support tools. As I mentioned, they’re not going to spend a lot of time learning 
about the product or understanding the product. So you need to make it easy for them to provide information to their clients. 
So it’s important to have brochures, so they can direct their clients to if they have any questions about the product, or websites 
available, or a call centre that the broker can actually call in to, if they have questions, or they can direct their clients to call 
into.

You also need to develop a simple and customized product portfolio. Something that’s not too complicated, and very easy for 
the mortgage broker to understand and to sell. 

As Brian had mentioned, the product that we’re selling through mortgage brokers is creditor life. I’m going to briefly just go 
through an overview of the product, and you’ll probably recognize it. It’s very similar to the credit product that’s sold at banks, 
so the death benefit is the outstanding balance at the time of death and it maybe increased by about five percent to cover any 
discharge expenses that may incur. So, typically, it’s the outstanding loan balance as well as some discharge expenses. 

There’s typically a maximum of $500,000. Coverage available is single or joint first-to-die, and majority buy joint first-to-die 
because most home buyers are couples buying mortgages. Average mortgage amount is about $160,000, I mean it varies. In BC 
it’s higher, and in the Greater Toronto Area it’s high, but on average it’s about $160,000. Issue ages are typically 16 to 65, and 
the average issue age is lower to mid-thirties. 

The product terminates with discharge of mortgage or when the mortgagee is 75 or at the end of the amortization period. The 
premium rates are per thousand of initial mortgage amount, similar to the individual life contract, based on the issue age of the 
applicant. There usually is the joint discount of 20 or 30 percent. 

Rates are level, so as coverage decreases the rate does not decrease. Rates are usually aggregate not smoker distinct, and again just 
because it makes it easier. It’s a one less question on the application to ask, so it makes it easier for the broker to sell. Beneficiary 
is the lender. And one of the advantages of selling insurance through mortgage brokers, versus the bank is that it’s portable. So, 
as the client changes houses or changes plans or financial institutions, they don’t need to actually re-apply for the insurance 
– unless the financial value is increased. It is a group policy that issued to the franchise owner, or to the broker owner. 

For creditor DI, the benefit here is the mortgage payment benefit period is usually twenty-four months, and the waiting period 
is usually thirty or sixty days before any disability payments will start to be made. Payable on total disability, when they’re un-
able to perform duties of any occupation – not their own occupation – or if they’re not working, or if they’re unable to perform 
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two out of five activities of daily living. Maximum benefits are three to five thousand dollars, and usually there’s a pre-existing 
condition exclusion period of six to twelve months.

One other thing with aggressive products, there are some other products that are available out there that companies who sell 
insurance to mortgage brokers may offer things like loss of employment, critical illness, even long term care (LTC) type coverages, 
but typically they’re not sold as often. There are price points at which point the client will say, “Forget it, I don’t want insurance.” 
Either they say no ,or they go elsewhere to get the coverage. So, you do need to make sure that the premium is reasonable and 
stays within the price point for the client.

The other thing that’s important to do, or to know, is to have a very simple new business process, so that the broker can tell 
the clients that if they answer no to all the medical questions, that don’t worry, you’ll be automatically issued. Typically, if the 
underwriting is non-medical from less than $250,000, over $250,000 is usually a para-med, and the para-med is used to collect 
blood and more detailed medical information. More recently – I don’t think this is new to people selling insurance ancillary 
the mortgage brokers – I think it’s quite common in industries actually to use teleunderwriting more. And it really fits in and 
works well here, because teleunderwriting can really be used simply by entering the process and it can be used either when the 
application comes in complete, or to get more detailed medical information.

What you need to do is actually understand any regulatory issues that may impact distribution or impede the selling and insur-
ance through this channel. And there are a number of regulatory issues in Canada. In BC, it’s important that the broker discloses 
to the client that they’re not obligated to buy this insurance. They need to disclose if they’re not life licensed, and if they’re not 
life licensed and if they want any information or if they want to talk to a life licensed representative, they can do so. And they 
also need to disclose the terms and conditions of the contract. In Alberta, there’s a specialized licensing requirement for credi-
tor prescribed group contracts along with the fee and you also need to demonstrate to Alberta Regulatory Group that you have 
sufficient training material available and you’ve done the training. In Saskatchewan, what is important for them is that their 
assurances that the broker is not providing any insurance advice whatsoever to their client. So, it’s important that a consumer 
brochure is available so, that the broker can then handover to their client. In Quebec, what you need to do is actually develop 
a distribution guide that needs to be filed and then handed out to any potential applicants. So these are just things you need to 
keep in mind when you are developing your marketing or training materials that you have all these things available.

The last thing that you need to do is, actually, pay for your compensation. Mortgage brokers make their money through selling 
mortgages, so you need to pay them enough that they feel like its fair compensation relative to the amount of time that they’re 
spending on this, and it motivates them to at least offer it.

Okay, so I’ll just summarize this very quickly. It’s important that you understand the core businesses through distribution chan-
nel, so that you know where to offer insurance, the types of product you need to develop and design to meet that market. You 
need to develop a sales strategy with the key messages in order to motivate the broker and to sell and to offer the insurance. You 
need to develop a simple customized product portfolio that the broker can easily understand and easily sell. Have a simple and 
new business process. Understanding regulatory issues that may impact the distribution of insurance and ensure that you have 
all the tools available to meet those requirements. And last, but not least, pay for your compensation. Thank you. [Applause.]

Moderator Louth: Thank you, Tina. We’ll be having time for questions at the end of all three presentations. As good actuaries, 
you are all following along with the handouts; you may notice that two of the three presenters are using slides that are slightly 
different than your handouts.  The test is to find out which of the three did change their slides. There will be a quiz at the end. 
[Laughter.] Our second presenter is Paivi Liitela to talk about the perspective of providing it direct to the consumer.

Panelist Paivi A. Liitela: So, today, I’m going to talk about policyholder marketing and when I first put the presentation together 
and had something to think about it I realized that probably some of you have no idea what we are talking about when we talk 
about policyholder marketing. So I thought another title for this session would be “Direct Marketing for Dummies.” And I’m 
not implying that some of you are not, you know, right up there. Certainly, in my short time with ReMark, one of the things 
that I have seen is that when we are talking with companies that deal directly with agents and brokers, and you tell them that 
you know, direct marketing can actually compliment their efforts, there is really some fear on their part that we’re going to 
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cannibalize their sales through their existing channels. So what I’m hoping to show to you today is that is, in fact not the case. 
Direct marketing can compliment your existing distribution efforts. 

In terms of an agenda, I’m just going to sort of lay some context as to what’s happening out in the industry today. I’ll talk to you 
specifically about how policyholder marketing works. Talk about the channel conflict which seems to be the biggest issue on 
the minds of the life companies that are using agents and brokers. And one of the things that Brian had mentioned to us along 
the way was, you know, what makes your job a little bit different, and whether that’s unique about what you do?

So, if we look in terms of what happening in the industry, the reality is that there’s been a moderation in the growth of life insur-
ance sales, you know those Life Insurance Marketing and Research Association (LIMRA) graphs are showing very, very modest 
growth in life insurance premiums. Product competition exists, it’s existed for years and it just continues to get more fierce. 
You know there isn’t the growth in the existing channels and really those you know agents and brokers that you’re using, their 
demands haven’t lessened – they simply want more all the time.

If we look at sort of the advisors as a group, it’s not a growing distribution channel. It’s a channel whereby the four-year retention 
rate is 11 percent based on LIMRA studies. And really if you look at those advisors and those brokers, they can’t concentrate and 
focus all their energies on every single customer. They’re going to focus on the top 20 percent of their portfolio, what happens 
to that remaining 80 percent? 

And when you look at the customers themselves, some of the research that we’ve seen would indicates that 30 percent of custom-
ers are actually orphans – they really don’t know who their agent or broker is. They’re really not giving glowing reports in terms 
of what the customer service is that’s being provided by their insurance companies, and there is often limited communications 
that they receive. They’re certainly open to new ways to purchase insurance, whether be through the Internet, via telemarketing, 
through direct mail, and they’re always open to purchasing from a new carrier. 

So, the message here is that multi channel distribution is imperative to new business growth. And I’m going to talk to you 
about a specific approach which I call “policyholder marketing”. And really this involves the sale of insurance to existing life 
insurance holders through direct response methods. By that I mean, direct mail, telemarketing and statement based marketing. 
Those are three primary channels.

The type of product offers that we make very often are coverages that are complimentary to the coverage they have. You are 
talking with people who have purchased life insurance. They know what insurance is, and they know what need it serves. So 
here, we’re offering additional insurance products. These are usually coverages which are relatively inexpensive and that are 
easy to obtain. They’ll often be issued on a guaranteed issue basis, or on a simplified issue basis. Usually, when we start talking 
with companies, the first type of coverage we’ll look at is some form of accidental death (AD) coverage. That can be, they have 
an existing accidental death benefit rider. 

We also for blocks of business where it’s not possible to add riders. You can look at issuing a pre-issued stand alone AD policy. 
Certainly in bank programs there are offers that are made of free AD for up to two thousand or five thousand dollars for two 
years with an option to purchase an additional amount. So, there are many shapes and forms to that AD coverage. And certainly 
this is a sort of a sample of the type of package that would go out to the insurance company’s existing insureds. Where they’re 
given a nice little package that confirms the coverage they already have.  They see that envelope which is coming from ABC Life, 
and they think it might be a bill or something, so they’re really likely to open it. They’re not going to go and throw it away. So 
again, they know they’ve done business with you in the past, and there’s a strong desire for them to go and open that envelope 
– to see what else you have to say.

When we look at the AD Program, certainly we have very good response rates but those response rates vary on the composition 
of the company’s product portfolio. Certainly, there are very different response rates by plan. The reason for that is because that 
the relationship of the cost of AD coverage relative to the base life policy. So, when it comes to whole life and universal policies, 
your response rates will be much higher than they will be if you offer it on a term product. 



Délibérations de l’Institut canadien des actuaires, Vol. XXXVI, no 2, juin 2005

Distribution non traditionnelle (Session 1101) 6

Again that ties in to the next point. It’s really what the face amount is and what the average annual premium that you’re charg-
ing. You sort of have to find what that area and how much more are people willing to spend for that additional coverage. We 
market two types of markets. Again, our core base is life insurance policyholders, but we also deal with companies who have 
P&C policyholders. So, there is variation depending on the type of company that you’re dealing with. 

And the form of the offe, as well, there are various options: you can go and offer a pre-set amount of coverage; you can give 
them options; you can drive it on as certain amount of premium per month. So, if I looked at some of our programs in Canada 
and the US over the last five years, the response rates really vary – anywhere from 2 percent to 14 percent.  Again, that’s really 
representing a large cross-section of companies, all of whom have different portfolios with different amounts of term versus 
whole life versus universal. 

If I look at the results sort of you know pre-2000, I would say, that I think the response rates in the early nineties were probably 
a little bit higher than they were today. But it’s still, for the cost of acquiring this business, you know, the response rates are very 
attractive and it’s financially a very attractive option for life insurance companies.

Now I have focused and said that you know usually our starting point when we deal with companies is to talk and deal with 
accidental death benefit coverage, because most of the companies do have an accidental death benefit riders on the shelf. But 
direct marketing isn’t limited to one program. Really, we think, you know, you can work and develop a whole series of different 
types of offers through the lifetime of your portfolio. 

And so, we’ve sort of developed this view, that we look at internally, where you know, instead of looking at term life as being a 
policy whereby you sell it at some point, it’s either going to lapse or you’re going to pay a death benefit. Or really there’s some 
opportunity to enhance your relationship with that policyholder, by going and making additional offers to them. Perhaps you 
start of at the point that you’re issuing a policy, you phone them and you know make the proposal to them, that they maybe out 
to purchase more insurance. You can make offers through the lifetime of the policy for other riders and benefits and possibly 
look at things that you can do when those policies are nearing renewal. 

So, how does this actually work? Really, the traditional model that we have is it’s a three way partnership which involves three 
parties. ReMark, who is the direct marketing firm, an insurance company, and a reinsurer.

ReMark’s expertise lies in the area of direct marketing. We go to our various life insurance partners, and what we say is, “ReMark 
will bring direct marketing expertise to the table”. We’ll develop the creative. We want access to your list so that we can go and 
target those insureds that we think will respond most actively. We will go and do all the database analysis and develop the offer 
strategy. We will actually execute the campaign, so that means getting all the materials printed. If we’re talking about direct mail, 
we’ll get the materials printed. We’ll design the scripts for telemarketing. We will go and you know launch the campaign once 
those results come in. We will go and do analysis. And that post-campaign analysis will be identifying segments where there is 
extremely good response versus segments where the response wasn’t that great – that could be you know again trends by plans 
by geographic region. There’s a huge amount of information that we’ll be able to go and plow through and be able to tell you 
about how individuals are responding. Interestingly enough, we also do the reinsurance administration.

The insurance company will be responsible for funding a portion of the marketing expenses and that portion can be from zero 
percent to you know, fifty or possibly more. 

The key thing for us is that they could give us access to a policyholder list, and certainly to assure you we have all kinds of 
privacy you know, guidelines in place so that we will not be making inappropriate use of any of your data. We ask the insurance 
company to handle the responses, the premium collection and the fulfillment. Certainly one thing we do know is that some 
companies aren’t prepared, when they go into the first program, to perform all these functions. And we have certainly the ability 
to outsource any or all of these functions as necessary. So, we can certainly provide our contacts in that respect.

The final party is the reinsurance partner. The key thing here is that the reinsurer will fund a share of the marketing expenses. 
Typically that goes anywhere from fifty to one hundred percent of the marketing expenses. Again in return for having offered 
to pay some of the marketing expenses, they do ask that the portion of the risk be reinsured. 
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Again our traditional model in the past was a fifty-fifty sharing of risk, and a fifty-fifty sharing of marketing expenses. We will 
go and work with everyone to reach the arrangement that makes more sense to everyone. And the last, and from my view, and 
most important thing is that the reinsurer actually pays ReMark.

So, the insurance company, you know is not responsible. They’re gaining access to our direct marketing expertise as well as to the 
reinsurers expertise in the areas of say the AD mortality experience. Really, it’s their willingness to provide us with access to the 
list and to help, if necessary, in fulfilling these policies that you know, it becomes a win-win situation for everyone involved. 

The results of policyholder marketing, we think, are clear. There’s increased premium profitability to the insurance company. 
There’s improved policyholder retention, again there’s all those policyholders who haven’t had contact with an agent for a long 
time. Now they’re getting offers that they think are meaningful at low cost, so hopefully that will encourage them to retain their 
existing coverage. You can go and increase the distribution of other products and benefits. Certainly, from the communications 
standpoint, you hopefully are developing a regular flow of communications to those existing policyholders. And in fact it does 
improve agent productivity. If it’s a result of doing a direct mail campaign, there are questions that are generated from the exist-
ing policyholders, and then they are looking for more base life insurance coverage, we will go and refer them to an agent so that 
the agent gets leads out of the whole program.

So, if we sort of put all that together, we have a schematic that we’ve developed that really shows that you know to can go and 
on the right hand side you have those twenty percent that the agents really focus on. They can focus on their top clients. 

If they want we can actually work with the company to develop materials to help them script offers for those one-on-one con-
tacts. But on the other side, we can work with those eighty percent who are under-serviced, and work using different channels 
to go and generate additional sales for the insurance company.

The big question isn’t, “Is there a conflict with your agents and your broker?’ Well, no, we don’t think there is. We talk about 
the three ‘C’s’ in my office: communication, compensation and control. The key is communication. Agents have to know what 
you’re doing and when you’re doing it. You give them full access to everything that will go out to their clients. We will build in 
compensations. So, for their agreeing to let us approach these clients through direct mail, they will get paid. And, really, if they 
are very, very concerned they have the ability to opt out of the program.

I have some examples here of the communication. They see what the sample looks like, they get information on the program 
and they’re given this opt-out form. You know, when if I look in the recent past, the percentage of agents and brokers opting-out 
of these programs, once they receive all this information, is extremely low.

And then again, we can link in with your Internet sites and your web portals that you have for your agents, and again they will 
see who’s bought, they can see what’s happening, what commissions they’re getting and they get you know, certainly ongoing 
information about the programs.

So is there a conflict? Well in reality we don’t really think there is. Those agents will continue to focus on business development 
and on those top twenty percent of their customers. Those lower tier, their “B” and “C”, customers even though they’re not talk-
ing with them regularly now, there’s been a renewed opportunity to open up the doors because again these customers may have 
said, “I have a need,” and those agents will get those leads to them. They get more commission and they’ll never be unhappy 
about that. And really, overall, we think it improves the bond, and there’s a greater degree of customer loyalty. 

So in my role as an actuary, I certainly do some many traditional things. My role on the pricing side is really, negotiating, marketing 
allowances with our reinsurance partners. We do a number of programs as well, which are non-reinsured, so again it’s really at 
some form of commission. I also found that in you know; the ten months that I’ve been there, I’ve really had to become sort of an 
educator. I work with a lot of marketing people, and they don’t really know all that much about some aspects of insurance.

I’m also talking with clients, who may not have had exposure to direct marketing, so actuaries are often involved in those discus-
sions, so I get involved in those talks and certainly they want to know what experience you have with accidental death mortality. 
Certainly the negotiation of various agreements and treaties and the reinsurance administration, fall under my umbrella. But, I 
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guess, in terms of if I had to think of what’s unique – and I pondered this question long and hard – I guess the one thing that I 
think came to mind after some thought, was you know, I’ve worked in large corporations before I came to ReMark. We’re talk-
ing big, big companies and as I worked as a pricing actuary, I always knew that I had to do the right thing, and make sure that 
I reflected fully allocated expenses and put in my full surplus, and all that, but I never really knew what was my direct impact 
on the bottom line – like how I did. You know if there was a billion dollars of profit, what was my contribution to those billion 
dollars? Well now, I know, because every single line of revenue that comes in on the monthly financial statements, I can tell you 
how that whole component was made up.

So, I mean if you’re independent and working on your own, obviously you have control, and you know how your revenues are 
generated. But I’ve never been in that situation before where I knew exactly, and I had full accountability for everything that 
was flowing in the door. So that is a little bit overwhelming for me.

But when it comes to marketing pressures, yes, as a pricing actuary you always have marketing pressures, but I think you know 
I’m in a small office. The marketing pressures are very significant for me because I am the only actuarial technical person in a 
group of twenty-five people that I support, and all of these people for the most part are marketers and they’re responsible for 
business development. And you know, it’s a real struggle at times to go and be able to push back and say that, “You know, I 
understand what you want to do but from an actuarial perspective that may not be the best thing to do.” And that sort of rolls 
into the next item, there’s insurance knowledge.

I’m sort of the insurance expert, not only do I know the actuarial side of things, I need to know and educate them about tax 
issues, and you know how does a large company operate. What are the processes, how do they think about things, so it’s a 
unique role to be in, to provide that. And Brian sort of alluded to the fact at the start that, certainly for me, it’s the geography. 
The company I work for is based in Amsterdam, and I deal with clients in Canada, the US and Mexico. Even for the region that 
I support, we’re in five locations in the US and two in Canada so the time differences and such, certainly make for interesting 
week. And that’s it. [Applause.]

Moderator Louth: Thank you, Paivi. We have now heard what it’s like to work with mortgage brokers and a little bit in trying 
to do direct marketing with insurance companies. We’re now going to get the perspective from somebody who deals directly 
where the product is the marketing, Geoff Clarke.

Panelist Geoffrey F. Clarke: Thanks Brian.  Hi everyone. I’m sure you’ve already worked it out by now, that I’m the only one 
standing between you and lunch, so I’ll try and keep my remarks pretty brief. But we do have a lot of ground to go through. 
So, let’s start.

My first experience with Direct Marketing was back in 1988 when I first priced a graded benefit guaranteed issue whole life 
product for seniors, and I was soon hooked. For me the immediacy of the results was so much better than having to wait a 
hundred years to see if the mortality assumption was right, when I’m pricing the traditional products. I also enjoy the creative 
aspects of direct marketing. So, after several years of pricing and valuation, I got the opportunity to move to a marketing job 
and I really enjoy doing that. I was responsible for our broad market distribution, and then actually more recently, I’ve moved 
even further away from the relative security of the back office, and now I’m in sales and I’m responsible for affinity marketing. 
So now I go out and I try and form relationships with other companies to market all products to their customers.

The goal of my presentation this morning is to take a look at some of the things that we as actuaries need to consider when 
we’re working with non-traditional distribution.

The topics I’m going to cover, basically I’m going to briefly describe the characteristics of the non-traditional distribution and 
how it differs from traditional distribution. Then I’m going to take a quick look at some of the common distribution techniques 
that we use, and show you and talk a bit about which product features work. And then that’s going to give to give us the back-
ground to look at the things we need to consider from an actuarial view point when dealing with these products. And most 
importantly we’ll have a look at how we can manage the risks involved.
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So, this is the classic definition of direct marketing, and it’s “a system of marketing designed to solicit direct and measurable 
response from a consumer using one or more media.”  Now the key thing here is the measurable response.  It’s the fact, that we 
can measure every aspect of what we do, that makes us able to quantify and manage risk. And that’s what’s very important.

I think it’s always good to look at why people buy direct. You know, often it’s a matter of personal preference. People like to buy 
in the comfort of their own home; they want to make a decision without the pressure of a broker. Quite often, they’re buying 
small policies; again it’s not efficient for brokers to service this particular market. People have medical reasons, it’s not always 
because they’re in bad health that they buy these products but sometimes they don’t want to go through a medical, or they’re 
not sure they’re going to pass. 

The key here really is that you know, as actuaries we’re trained to think the worst; we’re always expecting that everyone who’s 
going to buy these policies are going to be on their death bed. The truth is if you have a broad enough distribution, you’re going 
to get a good mix of risk, and so the anti-selection is not going to be as bad as you think. 

The other thing you need to be aware of, as I mentioned, the policies are often quite small. The people who buy these products 
are typically lower income. What you need to know is that you as actuaries are not in the target market. So, you might think 
when you are asked to price a product, “I would never buy this product, this will never work.” That’s not really relevant, because 
you’re not in the target market. So, you should carry on and price it anyway.

In my world there are two main markets that I’m working in, one is broad market distribution, which is direct to the public 
with no intermediary. And then the affinity market offers product to customers of affinity partners. And there we’re paying some 
compensation to the partner in return for access to their customer base, and what we would hope also is a better response rate. 
That’s where you can afford to pay compensation because you’re going to get a better response rate, because of the endorsement 
of the partner and the strength of the affinity. 

And then there’s a trade off between those two programs. With broad market you have a lot of control of your distribution. You 
can control when and where you go to market but it’s very difficult to pick those high responders. Whereas on the affinity side, 
you can typically get endorsements, better responders, but you can’t control when you go to market. The partner has a lot to 
say about how you communicate with their customers.

So, these are the key differences between traditional and non-traditional distribution. By definition, the distribution method is 
different and I’m going to look at some of the main techniques just to give you some background as to their key features.

With direct products, they have to be simple, easy to understand, obviously, because there’s no broker to explain the product. 
With regard to underwriting, as Paivi has already mentioned, typically guaranteed or simplified issue. We don’t do the full 
underwriting for these products. But for me the biggest difference in the distribution channels are the acquisition costs.  As you 
all know on traditional, the costs are linked – when you sell a policy you pay commission to the broker. On non-traditional, 
you spend most of your money up front, and you lose that traditional linkage between the sale of the policy and the amount of 
money you pay out.  And it’s that we need to look at as actuaries to make sure we can manage.

So, when we look at distribution, I guess in the history of the world, no one ever work up in the morning and said they wanted 
to buy life insurance – except maybe an actuary. So, you know insurance has to be sold, and that is the key for us.

So, direct marketing promotions are made of three components: the media, which is the method of distribution and the target 
market that we’re aiming at; the offer which is the value proposition and the way you position it; and the creative which is the 
presentation of the offer. And you might be surprised to know that, although the creative has to be good or no one will buy it, 
it is not actually the key part. Actually the media is the heaviest weighting. In my experience, media is rated about fifty percent, 
the offer is thirty percent, and the creative only about fifteen percent.

So we’ll take a quick look at the distribution techniques that we use. We’ll take a quick look at the top three: direct response 
television; direct mail; and telemarketing. 
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With direct response television, the hard cost, this is probably the most expensive form of distribution. The hard cost can be 
considerable and that is the production of the television. Typically, it can cost between $100,000 to $250,000 dollars to produce 
a television ad, particularly if you’re doing it in both languages.

The variable costs, they are typically things like the media and the talent costs that you have to pay and the key metrics you use 
to run the program and to measure is cost per lead. And again the key is to measure. So, to effectively measure on television and 
make sure you get your best response. You need to be able to track not only the responses but you need to track which television 
station they’re running on. So you really need to have a different telephone number for each station, so that when the results 
come in you can track which one and then you can adjust the media by different stations to optimize the performance.

And ultimately, of course, all this then translates into costs per dollar of premium which is the loading you put in the premium 
rates, and it translates by the number of leads you get, the percentage that actually convert to buy the policy, and the average 
premium for the policy.

Telemarketing is probably the most efficient technique despite increasing challenges from regulators and privacy concerns. I’m 
sure you’ve all heard about the federal “do not call list”, which is going to be introduced shortly. The hard costs can be significant, 
not as high as television, but still significant with regards to agent training, hiring licensed agents and getting them all trained 
up, script development and quite often statement inserts as well. 

The variable costs themselves are the telemarketing costs, the number of hours you spend making the calls. At least with that 
you can stop calling if it’s not working, so you can minimize how much you’re spending to that extent. The key metric there 
really is sales per hour that we use to measure it.

With direct mail the hard costs are typically the creative development up front, a lot of variable costs on printing, and list rental 
and postage. It’s interesting; although you think there are not a lot of up front costs with direct mail; the problem is you spend 
it all before you actually mail anything out of the door. If you mailed one at time you get to limit the costs but you don’t, you 
mail a 100,000 or 200,000 at a time and really the way to manage a risk here is to have a small test, and if that works, then you 
can roll it out. The key metric there is the response rate that you’re looking for.

Okay, successful direct marketing products as you all probably noticed anyway, they’ve got to be simple and easily understood, 
they’ve got to be easy to obtain, affordable. Having a high perceived value is always a key sign point.  Some of the features that 
work when it comes to products include the “wow” factor – the big numbers always impress people, keep putting it in your 
marketing materials. Often common carriers – the big one, a million dollars of common carrier – we see quite often in telemar-
keting calls, very attractive, permanent total disability for a $100,000.

Again, these are risks that are very inexpensive to provide but they look impressive to people who are buying the policies. We 
offer like thirty to sixty days complimentary coverage that always helps the sale because it takes away a lot of the risk out of the 
sale, and that is important when you don’t have a broker involved. 

Thank you benefits is a technique the banks used when they first got into the life insurance market to move their customers 
from being a bank customer to an insurance customer where they made the offer of $1,000 of free insurance for a year with the 
opportunity to buy paid insurance as well.

We’re always trying to minimize risks so risk free, so we offer either free-look which would mean maybe no premium for thirty 
days or money-back guarantee where you pay up front but we’re going to guarantee money-back, no questions asked. And 
regarding premium guarantees, “premium guaranteed never to increase” is obviously a good feature. 

So, now that I’ve given you some background in the non-traditional distribution techniques, let’s look at the things that we as 
actuaries need to consider. I guess the first thing when we talk about age, obviously, we want to use a definition for age that 
everyone relates to so if you’re age is 47 you say your 47, you don’t say “I’m 48 next birthday” or age nearest. Anyway, last 
birthday is the age definition you want to use. 
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Banding, quite often we band premium rates in five year bands but for example for simplicity you need to know then when 
you’re pricing that you don’t. If you’re trying to work out a premium rate for that band you shouldn’t be using the age in the 
middle of the band because there is some anti-selection in some age bands. In 41 to 45 there’ll be a weighting towards the higher 
end of the band, typically be one age higher, you’ll use something like 44 for that band.

I have some issues surrounding issue and termination age quite often with these products because you’re trying to market to 
the general public. You don’t want to exclude too many people, so you try to have a wider issue age range and quite often ter-
mination age go beyond what you normally what you’d see broker’s sold product so you just have to make sure you consider 
carefully how you’re going to handle that.

Most of the direct products are sold by price rather than benefit, and so price points are very important. So, you might try and 
set a product at $4.95, $9.95, or $14.95. What you would do is quite often test to find out what price point works but what 
happens is you’ll find people will buy at $9.95, but $10.95 maybe just too much for them. So, it is important to sort of find out 
what those price points are. The presence of premium guarantees obviously can affect your assumptions on your pricing, and 
also your capital requirements vary for guaranteed products. Then just finally on this particular topic, often you kind of bundle 
your premiums as well, so you may have: individual only, or individual and spouse, or individual and children and then the 
whole family package. So quite often you present it in those four different variations. 

The affinity markets sort of are a few little things that they are slightly different. One is customization. You might as actuaries 
be asked to customize the products, usually that would mean just tweaking it a bit so it looks a bit different. Different sponsors 
want to see products looking different from other company’s products, so maybe you’ll tweak a benefit, maybe you’ll add on 
an assistance rider to it, that kind of thing. You’re looking at small changes that can make a basic product look a little different.  
Compensation is there, as I mentioned before. The higher response rates usually allow you to reduce acquisition expenses so 
you can afford to pay some compensation and that’s kind of the balancing factor to keep the premium rates still competitive. 

You need to be aware that affinity products are often written on a group basis, and you have to be careful in the event that 
the group can be moved and if you have that written in the contract then you need to make sure that you can recover your 
unamortized acquisition expenses. Do you ever think to look out for, when you’re dealing with affinity Partners, a potential for 
demographic skew? You know the customers can be by gender, age, race or occupation differently weighted than you would 
normally see. You know, you could have ninety percent female or all of a certain race. Certain situations could cause you to 
have issues, I guess. Maybe if you have an accident product you’re selling to coal miners, for example, then you might have 
concerns there. Looking at underwriting, I guess the first thing is when you look at underwriting is the mortality and the mor-
bidity incidence rates. Typically, when you have a new product there isn’t an industry table. Quite often as you know there are 
industry tables for all your regular products that are sold through our brokers are regularly underwritten products and they’re 
usually select tables 

When you’re dealing in direct marketing and you have no experience here, and you have very little underwriting, so you go-
ing to have anti-selection. So, you as an actuary you have to decide or where am I going to start to try and produce a mortality 
or morbidity table for this particular product. So, typically, you’re going to start at population because you are approaching 
a general population. And then you have to decide for yourself, well how do I need to adjust that I’m going to expect some 
anti-selection because I’m not asking the questions. So typically what you do then is you, heavily weight the early experience 
and eventually run it off close to population or maybe slightly higher than population over the long term. So there’s a certainly 
additional considerations that you have to look at for that.

With regard to product design, there’s certain features you might use like reduced benefits in the first two years, helps that just 
the return of premiums. Certain exclusions and pre-existing clauses are frequently used, and again with the target market you 
want to be careful who you target with certain types of products. For lapses, it’s the normal considerations that you’d make. I 
think the other thing that you have to bear in mind is the distribution technique, and particularly outbound telemarketing is 
a very persuasive sales technique but it also results in an impulse purchase and initial cancellations rates can be very high. If 
you’re offering a thirty or sixty day free period in this kind of product, you can have very high early lapse rates. You can loose 
as much as thirty or forty percent in that free period if it’s a two-month free period, for example. And those high lapse rates 
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can continue for perhaps for the whole of the first year. Direct mail is a much less aggressive sale, and lapse rates are actually 
after the first two or three years can be pretty modest. So, it is important to be aware of that as you go through in your pricing 
assumptions.

When we look at maintenance expenses, you know things are pretty similar here as they are with traditional products. You do 
kind of get economies of scale; you’ve got a large volume of homogenous policies, so it shouldn’t cost you as much to administer 
them so you can get the average cost down to a pretty low number. If you’ve got a good direct marketing company, you’ll have 
very efficient systems, so again you can keep costs down.

Billing method doesn’t have a huge impact although what you’re likely to find is a higher percentage of credit cards than you 
would normally find particularly when you’re dealing with affinity partners, because you need a billing mechanism and the 
credit card is often it. So, if you have a credit card charge in there of typically two to four percent of the bill, you need to build 
that into your pricing.

So, I think the key difference here between traditional and non-traditional is the acquisition expenses. What we have to do 
is look at them – how we determine that the acquisition expense loading – and then look at the techniques to manage that. 
So, when I look at traditional business, I always think the acquisition cost basically are your internal marketing departments, 
your internal sales force, the recruitment and education and retention of brokers and then the brokers are compensated when 
the policies are actually sold. So your acquisition expense controls revolve around the management of those internal costs and 
recovery of commission advances on early termination. So it’s pretty straight forward to manage, I think.

With the non-traditional business what you need to do is manage the acquisition costs. So you’ve got the creative development 
which is printing, the brochures, the direct mail packages. Direct television, we’ve discussed on this already. The media costs. 
And all these costs are incurred before any sales are made and there’s no direct link. So, typically, the acquisition expense load-
ing, when it’s set, it’s actually kind of set, we find in conjunction – the marketing guy and the actuary talk and come up with a 
level they feel that they can acquire the policy. The marketing guy has to be able to acquire the policy within the loadings, and 
pricing has to be such that it’s still a competitive product. So you’re kind of looking for a balance when you set that loading, and 
then the real art becomes managing the acquisition of the product within the loading that you’ve actually set.

So, we use the term when we try and do this management we use the “marketing profit”, which is the excess of the acquisition 
loading over the actual acquisition expenses. So our challenge is to make sure that we sell with a marketing profit or at least a 
marketing break even. And then once issued, then the traditional techniques are used to manage the risk by which I really mean 
will unfold after you’ve acquired the product for the right price, then you know the lapsation, the mortality, and everything, 
should unfold in the normal way. So if we look at what techniques we can use to manage the risk it’s got to a mix of business by 
product and distributions so we can manage the mix. We can look at client lifetime value, we can do some predictive modeling 
and we can do some segmentation and a brief we’re going to look at each of these.

So, costs can vary by product. If you measure life versus accident & health, thick premium versus thin premium, your acquisitions 
costs. Distribution is probably the key differentiator. Telemarketing is generally the lowest cost as the percentage of premium, 
and direct response television is the highest. So, again, you can manage the mix there. 

The type of customer probably makes the biggest difference. Your existing policyholders are your best customer. So you can 
sell additional policies to existing Policyholder for the cheapest of all of the different approaches. Prospects – which for us in 
our company, a prospect is someone whose raised their hand and said, I’m interested in your product but they haven’t bought 
yet – we maintain a database for those people, when we approach them. For us, that’s the second best customer. And new 
customers involve going out to someone who you’ve never approached before. They are the most expensive to get hold of and 
they’re the ones you’re approaching with external lists and Direct Response television. And what you need to do is somehow try 
and manage the mix of your distribution through those different types of customers. So in aggregate you can achieve all your 
acquisition costs within the acquisition loadings in the products.
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Client lifetime value is basically this concept that relates to the fact that it cost you more to acquire a new policyholder than it 
does to sell an additional product to an existing customer. And what we can do here is work out the value of a customer over 
the life-time of that customer. And so actually we can use that to allow us to spend more when we first acquire a customer than 
the loadings in the product. So just for example if we loaded a hundred and fifty percent premium we could maybe afford to 
spend almost two hundred percent of a premium to acquire that customer knowing that when we sell them additional products 
later on we’re going to make a marketing profit, and recoup that loss. And we call that concept “client lifetime value”.

We can use predictive modeling and segmentation. By doing that what’s happening, when we’re looking at external lists or many 
other kind of external data, is we try and identify the top performing deciles, and we optimize our response by limiting how 
deep we go into the deciles.  In that way, as you can imagine if you go into the top deciles, you have a certain cost per dollar 
of premium to acquire the business. And as you go deeper into that list, your costs increase. So the art is to only go down a 
certain depth. 

And it is quite similar with direct response television. The first ad has the best response. As you run more and more ads, you 
get a less and less responses from the law of diminishing returns. And again, of course, the secret is to make sure you can track 
and analyze everything you do.

So, just some final thoughts for actuaries, when they’re dealing with non-traditional distribution. You should keep an open mind. 
Just because you wouldn’t buy it, doesn’t mean it won’t work. You’re not the target audience for most direct marketing. We’re 
trained to expect, the worst but if a product is widely distributed anti-selection might less than what you expect.

Direct marketing is 70 percent science, and 30 percent art. And it’s that aspect really that helps us take control and manage risk.  
So, with experience and testing, and putting the proper controls in place, non-traditional distribution is no more risky than 
traditional distribution, and – at least in my opinion – it’s a lot of fun. Thank you. [Applause.]

Moderator Louth: Thank you, Geoff. Buried in Geoff’s presentation, was a phrase I didn’t think I’d ever see, but I wrote it down 
and I’m going to use it: marketing profit. I think it has a lot of dangerous connotations. [Laughter.] This is now what the pan-
elists would consider the most important part of the session, because I promised that if they each got at least one question from 
the audience, I would buy them a drink at lunch. So it’s up to you guys to get these guys a drink at lunch. I didn’t offer a free 
drink to the people who asked the question. We have sometime for questions.  Are there any questions from people? Bearing 
in mind their importance…

Unidentified Speaker: My question is; have you had success with direct offer with non-guaranteed premiums?

Panelist Clarke: I think, at least from our point of view, the answer is yes and in fact although I mentioned premium guaran-
tees are very important, quite often actuaries for obvious reasons don’t want to guaranteed premiums. So, in fact most of the 
products we sell actually do have non-guarantee premiums. And the way we present it is that you’ll never be singled out for a 
rate increase, so if we do change them it will be a whole class of policyholders, obviously, who’ll have their rates changed. But, 
actually, it’s pretty common. 

Unidentified Speaker: Health products versus life products; are health products a little more complicated? Is that your experi-
ence?

Panelist Clarke: I actually don’t have any real experience with health products other than some living benefit products like 
hospital cash and critical illness we have and …

Unidentified Speaker: What the response rate as good as with life products, or did you see …?

Panelist Clarke: It’s always a difficult question on response rates because the response rates vary by every technique and the 
affinity partner and everything. I don’t think the premium guarantee actually has a huge impact on the response rates. I’m just 
trying to recall, originally we had an accidental death product that I remember marketing without guaranteed rates, and then 
we tried it with guaranteed rates, and we definitely got a better result with guaranteed rates, but that was several years ago.



Délibérations de l’Institut canadien des actuaires, Vol. XXXVI, no 2, juin 2005

Distribution non traditionnelle (Session 1101) 14

[Editor’s Note: An additional comment was posed by a member of the audience off mike and was consequently not available 
for transcription.]

Panelist Clarke: I think, I may be buying you a beer as well.

Unidentified Speaker: For more complicated products do you find that telemarketing approach is more successful than other 
less personal approaches?

Panelist Liitela: Well, I think with telemarketing you have a very limited period of time to describe the product. Now certainly 
you do give them a window to be able to exam the materials but when you go out with the direct mail package you certainly 
have more paper to go and describe the benefits. So I think it’s probably a blend. I think direct mail is certainly my first instinct 
but I think the basic tenant for direct marketing is you want to keep it as simple as possible. And that I think is why critical 
illness in the direct side is really not taken off just yet, there are too many exclusions and things to be aware of that you know 
people read it and it does look overly complicated so I think that’s one of the limiting factors with our success with that product 
on the direct side.

Moderator Louth: Any more questions from the group? I have two questions. The first one – although these don’t officially count 
for drinks … [Laughter.] The first question is, “Are there specific limits on the amount of coverage that individuals can get? And 
do you provide limitations to people who are “junkies” of direct offers, in terms of what they can get and qualify?”

Panelist Liitela: Well, certainly looking at the business that ReMark is involved in – if we look at AD coverage – we certainly do 
impose the cap. We are aware that when it comes to accidental death there is certainly anti-selective behaviour and if people were 
really able to purchase unlimited amounts of AD coverage, that would be of concern to primarily to our reinsurance partners. We 
also think it would be of concern to the direct writers, so there are limits on the amount that can be issued on any one life.

We also do term life business in the US on a simplified basis, and even there we do impose caps on the amount, generally about 
$150,000. So, you do try and limit the underwriting but we are available for all risks limits.

Moderator Louth: Perhaps a clarification. If you’ve limited one program is there a way to deal with somebody who perhaps 
purchases everybody’s program of simplified issue? Do you …

Panelist Liitela: Well, when you’re talking about multiple companies that is more difficult to control.  Certainly you can put 
the caps on within anyone writer, but there’s no fool-proof way to do it when they have coverage with company “ABC” and 
company “XYZ”, and their very limited ability to control it.

We have at times given thought to putting a question on the application to ask, “What is the total amount of AD coverage you 
have in force?” And we haven’t gone there yet because that’s certainly would be a real detriment to overall response rates. But 
we do track our experience every year and you know to date again experience fluctuates when it comes to AD. But we haven’t 
seen it necessary to go that far but you know it’s always in the back of your mind and if you certainly saw things eroding we 
wouldn’t put it out of the realm of possibility.

Moderator Louth: One other question was about infrastructure and reliance on other people. Is it very important in the programs 
that you work with to rely on other service providers, or do you work directly with the partners for them to provide things to 
make your programs a success?

Panelist Liitela: Well, certainly in my case we have a lot of reliance on other parties. Certainly, myself, I rely on the actuarial 
support I get from the reinsurers and actuaries at the life company. But when it comes to the actual operational issues, we have 
large number of third party administrators that we deal with, who can perform many of the fulfillment and issue functions. 
And, certainly, you know for many companies one of their big concerns is that if they’re going ahead with direct marketing, 
and they don’t have the infrastructure to support it. We have all kinds of contacts. I don’t deal directly with them but certainly 
a lot of our project managers will put the companies in direct contact with these out-sourced services, and we can certainly 
provide a lot of support on that side.
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Moderator Louth: Anybody else?

Panelist Bellavia: I guess we’re fine. We heavily use reinsurers, for Brian’s sake. [Laughter.]

Moderator Louth: Okay, our time is up, thank you very much for your attention, by your round of applause; even though we 
didn’t have technically the right number of questions with enough of applause they might be able to earn their drinks at lunch. 
Thank you, very much. [Applause.]


