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(57) ABSTRACT

A method for providing automatic purchase of products, such
as insurance products, by one or more third parties acting on
behalf of a purchaser and for automatic deductions from an
income source to pay for the product utilizes stored data
regarding the products, information provided to a purchaser
from the stored data based upon inquiries from the purchaser
and concluding a purchase or not along with payment for the
purchaser.
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METHOD OF PURCHASING A PRODUCT TO
AVOID ADVERSE SELECTION

CROSS-REFERENCE TO RELATED
APPLICATION

[0001] This is a Divisional Application which claims the
benefit of U.S. application Ser. No. 11/246,096, filed on Oct.
11, 2005, which claims domestic priority from provisional
application 60/616,841, filed Oct. 8, 2004.

FIELD OF THE INVENTION

[0002] The present invention relates to a method for pro-
viding automatic purchase and payment of products, such as
insurance products.

BACKGROUND OF THE INVENTION

[0003] The individual insurance market or any group mar-
ket that requires an election by one or more individuals,
including that for annuities and life insurance suffers from a
phenomenon known as adverse selection. This means that
individuals with long-lived ancestors and/or healthy and low-
risk lifestyles tend to be more likely to purchase products such
as annuities that will pay them a guaranteed income (usually
a specific amount) for the rest of their lives. Conversely,
persons whose ancestors died of natural causes at an early age
and/or who live unhealthy or high-risk lifestyles tend to be
more likely to purchase products such as life insurance.
[0004] These tendencies have led to a predictable result in
the pricing of these policies. The persons (typically States in
the United States) who regulate insurance companies are
concerned with their continued ability to honor the promises
and, in this regard, typically insist on the insurance companies
utilizing conservative assumptions in the pricing of these
products. Also, the companies themselves are very aware of
these phenomena and, in this connection, may price their
products using assumptions that may even be more conser-
vative than that used by their regulators.

[0005] For example, it has been estimated in at least one
article “Adverse Selection in Insurance Markets: Policy-
holder Evidence from the UK Annuity Market, 2004 Journal
of Political Economy 112(1) Part 1: 183-208, Amy Finkel-
stein and James Poterba that roughly half of the difference
between what a person pays for an annuity the present value
of payouts is due to adverse selection, which based on this
article, means that seven and one half to ten per cent of the
price of this product is based on adverse selection.

[0006] Unattractive pricing resulting from the potential for
adverse selection means that persons who would otherwise
benefit from the purchase of this type of insurance product
will do so less frequently than they otherwise would. Further,
when they do purchase these products they may not purchase
as much as would be optimal because of the effect of adverse
selection on pricing. Also, issuers of these products could
enhance their profits by reducing or eliminating adverse
selection.

[0007] This is unfortunate in that many persons would ben-
efit from insurance products with a potential for adverse
selection. For most persons who purchase the most com-
monly known insurance products, life insurance and annu-
ities, this means purchasing a product such as life insurance
when they are younger in order to provide for their survivors
if they die prematurely, and/or a product such as annuities
when they are older to insure against outliving their savings.
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[0008] A possible solution to this problem includes com-
bining the purchase of insurance products and/or services in a
manner that tends to reduce the risks posed by adverse selec-
tion. For example, an insurance company or intermediary or
a combination of the two could combine or package an annu-
ity together with life insurance and/or disability insurance.
Another example could provide that an annuity is purchased,
or available for a limited period of time, if another product is
purchased either from the insurer or a third party (e.g., money
management). The terms of the annuity could then depend on
events that are somewhat or totally independent of the insur-
ance risk such as the birth of a child or the performance of the
investment or some benchmark related to the investment. This
could mitigate the risk of adverse selection and enable per-
sons who sell insurance products to offer them on a basis that
is more attractive than would otherwise be the case.

[0009] For example, the system could project the effect on
risk if life insurance of various types was sold at the same time
as various types of annuities. In one example, a persons who
is 30 years old could purchase term life insurance for a term
of 30 years and an annuity that begins at age 75 at the same
time. Since it is clear that such an individual could not claim
benefits under both policies, there is at least some reduction in
the risk of adverse selection by combining the two products.
If this risk reduction is quantified, it could permit a seller of
this combination to sell more products or improve its profits
or some combination of the two. By passing along none, all,
or a part of the savings to purchasers, this could enable an
issuer such as an insurance company to make more profits and
possibly more sales by reason of its products being more
competitive in the market place.

[0010] Combining investment products with insurance
products can also be attractive from the standpoint of the
insurer if combined with investment products, particularly if
there is an objective basis upon which the investment product
could be converted to an insurance product since this would
be a safeguard against adverse selection. Also the certainty of
the conversion would enable insurers to cover the risks of
having to provide an insurance product such as an annuity in
the marketplace. For example, an insurer that has liability to
provide annuities if the price of a certain index reaches a
specified level could obtain interests that would enable it to
hedge this risk. It could, obtain interests, either through pur-
chase or swaps, that when combined with its existing portfo-
lio and obligations, enable it to be in a better position able to
pay the amounts due under its policies. For example it could
arrange to swap a part of its portfolio (which could match the
index upon which conversion is based in some of'its outstand-
ing annuity/investment products) for an option to obtain pay-
ments at a given rate of interest if the price of an index met a
specified level, if that is the level that triggered an obligation
to provide annuities.

[0011] The ability to hedge because of the additional cer-
tainty provided by this type of contract would permit an
insurer to offer better rates on its policies, improve its profits
or both when compared with the current methods of issuing
annuities. Individuals will be able to purchase new products
that better serve their needs at better prices. The present
disclosure is then a significant improvement over the products
currently being offered in the marketplace.

[0012] Yet another approach could be to offer policies that
are contingent on significant life events, particularly those
that do not have a direct bearing on the risks of the insurer
under the policy. In such cases the policies may offer an
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option to increase or an automatic adjustment on the occur-
rence of such an event, such as marriage or the birth ofa child.
For example, in the case of a life insurance policy, the birth of
one or more children could result in an increase in coverage.
Such a birth could also result in a shift from an annuity to
investments when additional funds may be needed to pay for
the support of an additional child in the event of the policy
holder’s death. Another example could be the death of a
parent. If the death resulted in a reduction in responsibility
this could result in a need for less life insurance and/or a shift
from stock investments to an annuity. In the converse, where
there is an inheritance this could also result in a lesser need for
life insurance since there is additional money to take care of
survivors, but a shift to annuities since there is less need to
take risk.

[0013] Yetanother approach is to use automatic procedures
to implement the purchase of insurance products alone or in
combination with other products. As demonstrated in studies
such as that conducted by Hewitt Associates in conjunction
with Harvard University and the Wharton School of the Uni-
versity of Pennsylvania, “Enrolling Employees in 401(k)
Plans Not a Cure All” more than half of the individuals
remained with the automatic or default criteria for deductions
from their wages and for investment selection even when
there is an opt out available. The inertia that this, and similar
studies have found would tend to reduce the risk of adverse
selection if automatic procedures were used.

[0014] Inorder to address adverse selection, it is generally
anticipated that a purchaser would have to pay for purchase
the product or a portion of the product in cash, commit to pay
in the future or employ some combination of the two. Given
that this may be a major purchase, it could be appropriate to
secure the purchase obligation with one or more interests in
property that are owned by the persons (e.g., a mortgage on
real property) and/or pay for the purchase with amounts that
are deducted from the pay of the individual. In cases where
the amount is deducted from the pay of individuals, the
amount deducted may increase over time and the amount
and/or timing of such increases may correspond to a greater or
lesser extent to the increased in pay received by the person(s)
who pay for the products.

SUMMARY OF THE DISCLOSURE

[0015] Therefore an object of the present invention is to
address the problem resulting from the fact that currently the
marker for annuities and other insurance products operates
less efficiently than other markets due to the possibility of
adverse selection because purchasers tend to reflect a greater
probability of taking advantage of the contracts than the
population in general.

[0016] The present disclosure addresses this risk by selling
the insurance products and/or other products in combination,
possibly with related services in a manner that reduces the
risk of adverse selection. This permits more favorable pricing
and/or profits margins, potentially lesser amounts of capital
reserved for claims and could increase sales.

[0017] The operator of the system which may be an issuer
of'products inputs, or causes to be inputted formulae from one
or more issuers or vendors, into a unique data processing
system (e.g., a computer) that reflect the lesser risk if one or
more combinations of products, which may be combined with
related services. This system may take into account the
amount committed to be paid by a purchaser of the combina-
tion of products, as well as possibly the nature of the com-
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mitment (e.g., by a mortgage on real estate or whether
amounts are withheld by an employer from the pay of the
employee). The inputted data will generally include actual
and/or projected experience data concerning claims based on
how combining different elements in different amounts
affects risk/likelihood of claims, which can further refine the
accuracy of predicting the reduced risk and will generally be
stored in a storage device. The system may also input data
concerning the quotes of competitive products that are, or are
not bundled, in order to increase the competitive advantage of
users of the system who may then adjust their product offer-
ings to maximize the advantages conferred by the system.
[0018] The system then can be used by issuers of products
and/or intermediaries such as insurance agents to provide
quotes on packages of products to potential purchasers of
these products, based on formulae provided by one or more
issuer(s) either directly or through intermediaries. The system
can take into one or more of the elements listed above,
depending on the state of the markets and/or the business
objectives of the users of the system.

[0019] One representative system for combining insurance
products with other services could provide for the automatic
purchase of an insurance product such as an annuity with
some or all of the proceeds of the sale of an investment if the
investment product appreciates sufficiently to achieve this
goal by the purchase of an insurance product. This can assist
apurchaser who wishes to make sure a certain minimum level
of'income is achieved, in reaching this goal.

[0020] Under another representative system a purchaser
could purchase an insurance product from an issuer directly
or though one or more intermediaries, perhaps using a com-
puter or other data processing device and perhaps after having
received quotes from one or more intermediaries. This prod-
uct could feature automatic adjustments based on specified
significant life events that are somewhat or wholly separate
from an adverse risk to the issuer of the policy. As part of the
sale of the product the system could notify the issuer of the
event that causes an adjustment in the product, which could be
processed by a data processor and stored in a storage device.
Such devices could automatically reflect the changes in terms
of the product when a specified life event occurs. Such
devices could also provide notice of the changes.

[0021] Under another representative system, a third party
such as an employer could act on behalf of a purchaser pos-
sibly using a data processing device to determine whether to
purchase and possibly to effectuate the purchase of an insur-
ance product, from an issuer possibly through one or more
intermediaries generally without an affirmative election from
the purchaser generally if it determines that it has a minimum
amount of data in a storage device or otherwise to do so. A
storage device would to store the transaction. The third party,
which may be the employer of the purchaser or a person
acting on behalf of an employee benefit plan then arranges for
the purchase to be automatically paid for from an income
source such as the wages of an employee by using a data
processing device associated with a record-keeper of the
income source, to automatically deduct amounts from the
income source to pay for the insurance product. The pur-
chaser is generally informed of the purchase by the issuer or
the third party which generally uses a data processing device
and stored information to do so, and the purchaser may in
some cases opt out of the purchase of the product by affirma-
tively contacting the third party or issuer. In cases where the
purchaser opts out then the third party and/or the issuer
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arrange for the amounts from the income of the purchaser to
fully or partially cease generally using a data processing
device and/or a storage device to assist them in doing so. The
purchaser may also be contacted by an intermediary, which
may use a data processor and/or storage device to assist it in
performing some or all of the aforementioned functions.
[0022] The third party is generally independent of the
issuer in a manner that ameliorated or eliminates the conflict
of'interest normally present in such a transaction. This may be
communicated to the purchaser at any time, including in
connection with the purchaser’s ability to opt out, if such
ability is present.

[0023] Inall cases the data processing devices utilize soft-
ware to help effectuate transactions under the program.
[0024] Other objectives and advantages of the present
application will become apparent form the following descrip-
tion, the accompanying drawings and the appended claims.
[0025] Here is a suggested claim. My intent is not to spend
much time on the claims, but to revisit this area at a late time
when hopefully more time and resources are available.

BRIEF DESCRIPTION OF THE DRAWINGS

[0026] FIG. 1 is a block diagram illustrating parties, prod-
ucts and services included in the operation of the disclosure.
[0027] FIG. 2 is ablock diagram illustrating the incorpora-
tion of an intermediary in accordance with the present disclo-
sure.

[0028] FIG. 3 is a block diagram illustrating the incorpora-
tion of a third party acting on behalf of a purchaser in accor-
dance with the present disclosure.

[0029] FIG. 4 is a block diagram illustrating an issuer
receiving data concerning product lines in accordance with
the present disclosure.

[0030] FIG.5isablock diagram illustrating an issuer moni-
toring marketplace developments in accordance with the
present disclosure.

[0031] FIG. 6 is a block diagram illustrating hardware
involved in the operation of the disclosure.

DETAILED DESCRIPTION OF THE PREFERRED
EMBODIMENT

[0032] In carrying out the present invention in representa-
tive preferred forms thereof, we have provided a representa-
tive new and innovative program for the purchase of insur-
ance products (4) that includes representative systems and
representative methods for providing representative services
in combining the acquisition of insurance products in a man-
ner that reduces or eliminates the phenomena of adverse
selection.

[0033] In implementing these representative systems and
representative methods, as shown in FIG. 2, an intermediary
(8), will generally provide for the transmission of information
or data (20) to a purchaser (2), possibly in response to an
inquiry from the purchaser (2) concerning the terms, pricing
and payment details of one or more combinations of services
and products (10) that reduce or eliminate adverse selection
under the program generally with the assistance of a data
processor (60). This exchange of information will generally
include information about the needs of the purchaser (2) and
will typically attempt to match these needs with products
(10). This exchange of information will typically continue
until the purchaser determines that the information is suffi-
cient to decide whether to purchase or not to purchase the
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product and service combination offered. If the purchaser
does not purchase, no further action is required, other than
possibly determining to contact the purchaser at a future date.
If the purchaser (2) purchases the combination including an
insurance product (10), then the intermediary will record the
purchase (22), arrange for or accept payment (26) and for-
ward the information concerning the purchase, including any
payment (26) to an issuer (4) which will receive the informa-
tion (2) and payment and record each of them and provide the
product (10) to the intermediary (8). The intermediary (8)
may, in some cases have the ability to provide the product (10)
to the purchaser (2) on behalf of the issuer (4) based on
prescribed standards before payment and will generally pro-
vide the product after payment.

[0034] AsshowninFIG. 3, in cases where a third party (30)
(e.g., and employer of an employee or a fiduciary of an
employee benefit plan) acts on behalf of a purchaser (2), the
third party, generally after negotiation, will direct the pur-
chase of a combination of products (10) and. for services from
an issuer (4) on behalf of a purchaser from an intermediary.
The third party (30) will inform (20) the purchaser of the
specifics of the purchase. In some cases the purchaser will
have an opportunity to opt out (36) of the purchase, in which
case the purchase will be cancelled by transferring informa-
tion to the payroll processor. The third party (30) will also
inform the issuer (4) and/or an intermediary if one is used, of
the specifics of the purchase. The third party (30) can then
arrange for payment, including payment through automatic
withholding by contacting the payroll processor (32). The
product (10) may be delivered by an intermediary (8) or an
issuer (4).

[0035] As shown in FIG. 4, an issuer (4) will receive data
(40) concerning it product lines and adjust its offering of
products and data concerning adverse selection (42) and use
software (44) used in a data processor (60) that incorporates
its business objectives to combine and price combinations of
products (10) and services. It will then provide the prices and
combinations to the market, including intermediaries (8).

[0036] As shown in FIG. 5, once a combination is sold, the
issuer (10) will monitor, with a monitor (64) developments in
the marketplace (50) so that the products (10) it has sold will
change in accordance with its terms. For example if an invest-
ment index reaches a certain price, the products terms may
change and the issuer (10) will generally inform the purchaser
(2) of the changes,

[0037] As is illustrated in FIG. 6, the provision of these
products and services under the systems and methods of the
present invention may require certain computer hardware,
including but not limited to a mainframe computer or servers
(s) 106 for processing large volumes of data stored in a data
storage unit 108 and a communications system, including but
not limited to intranet, internet 112 and other communica-
tions vehicles, as known to those skilled in the art. The stored
data is taken from data provided by the purchaser 2 or third
parties 30 as described above. A personal computer or work-
station 118 having a hard drive or other storage device, an
input device such as a keyboard 120 and mouse 122, and an
output device such as a display 124 and printer 126 are opera-
tively connected to the computer 118, as is known to those
skilled in the art. In particular, computer programs used to
implement the formulation of the products and/or services as
well as their sale and servicing loaded on the application
servers 108 are used accessed by, or on behalf of the program
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operator 6 and are used to transmit under this system and
method, in a tangible form to purchasers 2, as is known to
those skilled in the art.

What is claimed:

1. A method for automatically selling an investment and
using the proceeds to purchase an insurance product, com-
prising the steps of:

storing personal information corresponding to the investor

in a computerized database;

using a computer to automatically purchase an insurance

product with the proceeds of the sale of one or more
investments in an investment vehicle;
using a computer to inform the investor of the automatic
sale of the investment and the automatic purchase of the
insurance product; using a computer to inform the inves-
tor that the investor may opt out of the purchase;

where the investor does choose to opt out using a computer
to record the decision of the investor and transmit infor-
mation concerning the opt out to the person operating
the investment vehicle concerning the investor’s deci-
sion.

2. The method of claim 1 wherein the insurance product is
an annuity.

3. The method of claim 2 wherein the insurance product is
a deferred annuity.

4. The method of claim 3 wherein the deferred annuity in
combined with a money management product.
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5. The method of claim 4 wherein computer and related
software are used to determine combinations of deferred
annuities and money management which are likely to reduce
adverse selection.

6. A computer system for automatically selling an invest-
ment and using the proceeds to purchase an insurance prod-
uct, comprising: structure for storing information personal
information corresponding to an investor in a computerized
database; structure for inputting computer information used
to inform the investor concerning the automatic sale of the
investment; structure for automatically purchasing the insur-
ance product; structure for inputting computer information to
inform the investor that the investor may opt out of the pur-
chase; and structure for recording a decision to opt out and
transmit the decision to the operator of the investment
vehicle.

7. The system of claim 6, further comprising structure and
related software for purchasing a product which is an annuity.

8. The system of claim 7, further comprising structure and
related software for purchasing an annuity which is a deferred
annuity.

9. The system of claim 7, further comprising structure and
related software for combining the annuity with a money
management product.

10. The system of claim 9, further comprising structure and
related software for projecting combinations of annuities and
money-management products which are likely to reduce
adverse selection.



