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Dear Mr. Atkisson:

Enclosed you will find the Final report (the "report") of our review and examination,
performed on behalf of the Ohio Department of Insurance (the “ODI”), of the race based
pricing and underwriting practices with respect to the business of Nationwide Life
Insurance Company. The report is intended solely for the purpose for which it was
commissioned and should not be used for any other purpose. The report should be
reviewed and/or distributed in its entirety only.

The report is prepared in accordance with the Guidelines for Prescribed Statements of
Actuarial Opinion as promulgated by the Actuarial Standards Board. I am a Member of
the American Academy of Actuaries and a Fellow of the Society of Actuaries and meet
the qualifications for making such Statements of Actuarial Opinion.

Once you have reviewed the report, we would be pleased to answer any questions you
have on its contents.

Sincerely,

John A. MacBain, FSA, MAAA

Atlanta « Birmingham - Jacksonville - Tampa Bay



Introduction

Nature of Project

The Ohio Depatment of Insurance (ODI) has requested Actuarid Resources Corporation of
Georgia (ARC or “the examiners’) to perform a specid multi-state market conduct examination
of the premium structures gpplicable to and the underwriting procedures utilized with respect to
the life insurance business of Nationwide Life Insurance Company (NLIC or “the Company”).
Such busness indudes any life insurance business acquired from another company (“reinsured
busness’) as pat of an assumption reinsurance agreement or as part of the acquistion of the
company itsdf. The purpose of this specid market conduct target exam is to determine whether,
and to what extent, the premium dructures or underwriting practices gpplicable to the life
insurance business in quedtion reflect, in fact or in effect, differentids based on the race of the
insured. This exam has been peformed in accordance with any guideines and principles
edablished for such exams by the Nationa Association of Insurance Commissioners (NAIC)
Race-Based Premium Working Group. Pursuant to these guidelines and principles, the exam
conducted was a multi-state target exam conducted on behdf of dl dates but with particular

coordination between the ODI and NLIC' stop five policy count statesin 2000.

The request from the ODI to perform a specid target examination in this area was made pursuant
to concerns raised by the NAIC that premium differentids in life insurance rates based on the
race of the insured exised and/or continue to exist in the marketplace. These concerns are
mainly with regard to blocks of busness which were issued many years in the past, but aso

involve a desreto determine whether the practice of varying lifeinsurance premiums by race



continues to the present. Pursuant to the NAIC's concerns, in 2000 the ODI initiated a
questionnaire directed to adl domestic companies to determine which, if any, of these companies
were or are involved in the pricing or underwriting of life insurance on a racidly disinct bass.
A smilar questionnaire had been propounded by severd dae insurance departments in 1988.
The examiners were unable to determine whether NLIC responded to the 1988 survey or whether
in fact the Company had even recelved a copy of the survey. Based on the Company’s response
to the ODI quedtionnaire promulgated in 2000, as it applied to NLIC's life insurance business,

the specid market conduct examination which is the subject of this report was commissioned.

Company History

In October 1935, Farm Buresu Mutua Auto Insurance Company acquired the Life Insurance
Company of America (LICA), which, through a predecessor company, American Insurance
Union, Inc. (AlU), had been licensad to sdl life insurance in Ohio in 1929. Farm Bureau Mutud
Auto renamed the acquired company Cooperative Life Insurance Company (CLIC), and it began
marketing life insurance in 1936 under Farm Bureau's direction. Cooperative Life Insurance
Company subsequently changed its name to Farm Bureau Life Insurance Company (FBLIC) in
1939. From 1936 through 1947, Cooperative Life Insurance Company and then Farm Bureau
Life Insurance Company were dructured to sdll life insurance to members of State farm buresus
through the overlagpping boards and management of the Farm Bureau Mutud Insurance
Companies and the Ohio Farm Bureau Federation. In 1947, the ODI directed the Farm Bureau
Mutua Insurance Companies to separate their operations and legd dructure from those of the
Ohio Farm Bureau Federation. In 1955, Farm Bureau Life Insurance Company changed its name

to Nationwide Life Insurance Company.



Overview and Scope of Examination

In June of 2000, NLIC responded to the 2000 ODI questionnare referenced above. This
response is included as Attachment 1.1. As part of that response, NLIC included documentation
of an extensve review peaformed by the Company of its hisoricd underwriting and pricing
prectices to identify whether any race-based pricing or underwriting practices occurred during
the Company’s history. The description of the activities performed by NLIC is included as

Attachment 1.2.

As pat of its examindion, the examiners first requested and reviewed the Company’s (including
companies whose business had been acquired or reinsured by NLIC) rate books and other rate
documentation  information. NLIC had expended much time and effort in developing
information as part of its response to the 2000 ODI questionnaire. The examiners undertook to
review and extend the sampling activities performed by the Company as pat of ther internd
review. The examiners then conducted an independent review of the Company’s archived files,
segmented the Company’s higoricd  period of operation chronologicdly, and performed
additiond sampling in an effort to confirm tentative conclusons reeched as a result of ther

andyss.

Rdiances

As indicated previoudy in this report, this examination covers the pricing activities of NLIC (and

its reinsred business) as they relate to life insurance.  The term life insurance is not redrictive



and refers to life insurance sold by the companies under labels such as industrial life insurance,
monthly debit ordinary (MDO) insurance, burial insurance, vault insurance, monument
insurance, merchandise insurance, monthly intermediate ordinary (MIO) insurance, monthly
account ordinary (MAQO) insurance, home service insurance, and ordinary insurance. The types
of insurance covered are aso not redricted to the marketing methodology employed or to the

particular type of insurance sales license under which the product is or was marketed.

In preparing this report, we have relied on the accuracy and completeness of the information
requested, as provided by NLIC personnd. An affidavit, signed by an officer of NLIC, atesting
to the relevance and completeness of the information provided by the Company to the examiners
is included as Attachment 2. The information provided included but was not limited to, the

following:

1. Rate book information on the life insurance of NLIC and its reinsured business.

2. Other rate documentation information as higtoricaly assembled by NLIC, including rate

documentation for its business acquired through reinsurance.

3. Pdlicy file information for the policies chosen by the Company and examiners for

sampling purposes.

4, Premium rate methodology documentation.



5. Various extracts provided on eectronic mediaof NLIC's adminigrative databases.

6. Various palicy forms, including gpplications used by the Company.

7. Interna company memaos and documents retrieved by the examiners from archived files.
8. Underwriting practices and procedures documentetion retrieved by the examiners from
archived files.

0. Agents training materias retrieved by the examiners from archived files.

Limitations

In certain gStuations, limitations of one type or another precluded the examiners from reaching a
100% accurate concluson regarding the race-based pricing activities of NLIC or of the

companies thet had been acquired, with respect to its life insurance business.

Among these limitations were:

1. The passage of a subgtantid number of years between the present and the period
when NLIC (or its predecessors in interest or companies whose business it had
acquired) had, or dlegedly had, priced or underwritten life insurance products on a

racidly diginct bass. Personnd have changed and files are not readily avalable.



These older higoricd files dso contan dgnificantly less information as compared to

that available regarding presently issued insureds.

. The fact that NLIC had, over the years, acquired a number of companies, either
through an assumption reinsurance arangement or through acquistion of an entire
company. No rate book information was obtained in respect of the business acquired
in this fashion. In addition, no pricing information was avalable to provide insght
into the mortality assumptions used, if any, in determining premiums.  As can be seen
from Attachment 3, many companies acquired in this fashion were later either sold or
merged out of exigence into NLIC with no prior company code retained in the

adminidrative system.

. The fact that little informaion was avalable on the Company's practices and
procedures for diminating ratings on policies origindly issued substandard. The mere
fact tha such raiings may have been diminded a some point in time was

problematicd.

. The fact that the Company issued only ordinary life insurance, where any adjusment
to premiums for race would have been in the nature of a tabular rating. In many cases,
any rding for race may have been in addition to ratiings which would otherwise have
been assessed for medicd or occupational reasons. For example, an insured with

medica imparments might have been rated Table C, and it may not have been



possible to determine whether this rating would have been Table B in the absence of

that person being non-white.

Details of the Examination

Pre-1936 Issues

The rate books available for review during tis period of time were those of American Insurance
Union, Inc. (AlIU), a predecessor company of Life Insurance Company of America (LICA).
LICA was later acquired by Fam Bureau Mutud Auto Insurance Company and ultimatey
became NLIC. AlU’s rate books covering this period of time (dated 1931) indicated thet
“Applications may be written only on those persons who are of the white race’ (see Attachment
4). Information obtained by the examiners indicated that gpplications for insurance used by both
AIU and LICA during this period of time requested information on the race of the applicant.
Pre-1946 sampling peformed by the examiners, discussed in more detall later in this report,
supported the aforementioned rate book directive athough limited data for the pre-1936 issue era
was avalable for sampling purposes. Five of the sampled policies drawn by the examiners with
respect to pre-1946 issues were issued prior to 1936 and dl five of these particular samples were

of the white race.

I ssues of 1936 through May 1943

This period begins a @bout the time Fam Bureau Mutud Auto Insurance Company acquired

LICA and renamed the company Cooperative Life Insurance Company, NLIC's predecessor.



During this period of time, rate books beginning in 1936 for CLIC and later for FBLIC (CLIC's

successor) through May 1943 contained the following language:
“The rates given are for Caucasan mae risks. The race of the agpplicant will sometimes
increese the rating. A very materid extra mortaity may be expected among low grade
indugtria or lliterate types, and the Company discourages the writing of this class of
busness.” (see Attachment 5 for an example of thislanguage from a 1939 FBLIC rate book).

The rate books aso indicate that premiums may be increased for certain occupations, including

Butlers, Barbers, Vaets, Cooks, Elevator Operators, and Waiters.

As pat of its own internd investigation of possble historica race based pricing or underwriting
activities and as a result of the information contained in the referenced rate books, NLIC
undertook a review of every substandard life policy in force as of gpproximately June 30, 2000,
that had been issued during the period 1936 through 1945. The sampling period extended about
a year and a haf beyond May 1943, the point in time race based references in the rate book were
removed, to be consarvative. NLIC's report indicated 232 such policies.  The follow-up review
of these files by the ODI examiners assging the ARC examiners indicated 234 such policies.
Information on race was obtained from these files by NLIC and indicated that there were no non
white insureds in this in force group. The follow-up review by the examiners confirmed that this

was the case.

In addition to containing language indicaing that race would sometimes incresse the rating for
an insured, rate books of FBLIC (successor to CLIC) between 1939 through 1942 also indicated

that non-medica gpplicationswould not be taken in certain territories of the Company (see



Attachment 6). The examiners requested information from the Company on the criteria used in
determining those territories where nontmedical gpplications were not permitted, but sufficient
documentation to reach any conclusons in this regard was not made available by the Company

or discovered by the examinersin the course of their review of the archived files.

In an effort to obtan more gatidicaly sgnificant data with respect to substandard policies
issued by NLIC prior to 1946, the examiners requested from the Company te earliest higorica
in force life insurance database that could be provided on éectronic media The earliest date for
which Company personned were able to provide such a database of in force policies was
December 31, 1984. From this database, the examiners sdected dl pre-1946 substandard life
policies in force a that time that were not pat of the in force block of such palicies as of
gpproximately June 30, 2000 (sampled previousy by NLIC). Pre-1946 policies were sampled to
be consgent with NLIC's initid sampling which, as sated previoudy, sampled conservetively
beyond May 1943. This additional group of substandard policies issued prior to 1946 amounted
to 53 policies Together with the previoudy sdected substandard life policies, the review of
these additional substandard policies ensured that dl substandard life policies that were issued by
the Company prior to 1946 and ill in force on a substandard basis as of December 31, 1984,

had been reviewed.

Company personnel could locate files on dl but 3 of these 531 additiond samples. The
examiners review indicated that 3 of the remaining 528 samples had been issued to non-whites.
One of these agpplicants was issued substandard Table A due to being “asthenic”

(underweight/weak), dthough classfied by the physcan peforming the physcd as beng a

10



“fird class rik.” A second substandard insured was rated Table C due to “Type” a rating
reeson for which no explanaion was provided either on the underwriting worksheet or by
Company personne. The physician in this Stuation had indicated that the applicant “appears to
be hedthy.” A third substandard insured was rated Table A due to overweight “Build.” It
should be noted that the examiners obtained information on the race of dl 528 substandard
goplicants for which files could be located, snce information on the race of the gpplicant was
solicited and provided on the application during this period of time. See Attachment 7.1 for
information on the racid didribution for this sample and Attachment 7.2 for a summary of the

underwriting information determined for the 3 non-whites in this sample.

In an effort to determine whether the digtribution of non-white gpplicants in the standard risk
caegory differed subgtantiadly from that in the substandard risk group, the examiners randomly
selected 100 pre-1946 standard issues from the December 31, 1984 in force file for further
andyss as to the race of these gpplicants. Policy files could be located by Company personne
for 95 of the 100 sampled files, and information was obtained on the race of the gpplicant. In dl

95 cases, the race of the applicant was white.

The examiners concluded that the reativdy smadl proportion of nonwhite insureds in both the
sandard and substandard rate dasdfications for policies issued during this period of time
indicated that the Company did not target non-whites as part of their marketing efforts. Rate
books of this era did not specificdly exclude nonwhite gpplicants, dthough they did indicate

that race would sometimes increase the rating.

11



Post-May 1943 Issues

Although information on the race of the gpplicant continued to be requested on gpplications of
the Company until approximately 1966, al references to race as part of the underwriting process
appear to have been deleted from the rate books as of May 1943 (see Attachment 8). The
language regarding the nonravalability of nonrmedicd applications in  certan teritories
continued to gppear in rate books until 1964, when that language was deleted. See Attachment 9

from the 1964 rate book.

As pat of their response to the 2000 ODI race-based pricing survey, the Company drew a
sample of 10% of dl substandard policies issued between 1946 and 1975 4ill in force as of
gpproximatey June 30, 2000 to confirm that race was indeed not consdered as pat of the
underwriting process. This sampling era began in 1946, insead of May 1943, since NLIC's
initid sampling effort adready included issues through 1945 as discussed earlier in this report.
The sample reviewed totded 371 policies. By this time, the reference to race sometimes being
used to increase the rating had been removed from dl rate books and underwriting materid. The
question soliciting information on the race of the gpplicant was removed from the gpplication
aound the mid-1960's (the examiners could not determine the exact date this question was

removed from the application).

Of the 371 policies condtituting the 10% sample of substandard policies issued during this period

of time and 4ill in force as of approximately June 30, 2000, the Company found 11 nor+white

goplicants.  The race of the applicant was determined ether from the application or from

12



information on reports solicited by the Company as pat of the underwriting process (e.g. Credit
Report).  All 11 non-white subgtandard insureds in the sample had an appropriate physica
impairment or occupationa rationae for the rating.  Attachment 10 provides a detailled summary
of certan basc policy and underwriting information in respect of the 11 nonrwhite substandard
insureds.  The examinas peformed a follon-up review on the 371 sample files drawn by the
Company and subgtantiated the results of the Company’s andyss by reviewing the applications
and avalable underwriting information for 136 of the remaning 360 samples, where the race
determined was dather white or unknown. The rexults of this andyss confirmed that rating
reasons for white substandard insureds gppeared to be smilar to those for non-white substandard
insureds (see Attachment 11.1) based upon review of the undewriting information provided by
NLIC. In addition, comparable ratings were gpplied to whites and non-whites when the rating

reasons were Smilar (see Attachment 11.2).

The examiners dso conddered drawing, but did not pursue doing so, samples of policies issued
on a standard basis between 1946 and 1975. The time, effort, and additiona cost involved in the
process of obtaining a vdid sample of non-white insureds would have been substantid, given the
lack of information on race contained in the Company’s eectronic data base. In addition, in the
examingrs opinion, the results of any additiond sampling in this area would not have materidly
affected the conclusions reached regarding race based pricing activities for policies issued in the

post-May 1943 era.

13



Condlusons

As daed previoudy, the purpose of this specid multi-State target examindion is to make a
determination of whether, and to what extent, the premium sructures of and/or the underwriting
practices with respect to the business of NLIC or its predecessor companies (and of the
companies whose business was acquired or assumed by NLIC or its predecessor companies)
reflect, in fact or in effect, differentias based on the race of the insured. This section of the
report documents the conclusions the examiners have reached in this regard. The findings of this

examination are asfollows.

1 During the period prior to 1936, AIU and LICA specificdly declined to insure non

white applicants, including African-Americans.

2. Information contained in rate books between 1936 and May 1943 suggests that CLIC
and FBLIC, dthough not specificdly declining to insure non-white gpplicants, used

race as an underwriting factor during thisera

3. After May 1943, dthough information on the race of the gpplicant was solicited on
the application form (until the mid 1960s) and a sex/race code was Utilized in the
underwriting worksheet, it does not appear that non-white insureds were assgned a
rating or had ther rating increased by the Company based on ther race.  The
examiners conggently found that other valid factors were the reason for the rating

assigned, a procedure smilar to that used for white gpplicants.

14



Company Response to Draft Report

NLIC’s official response to the draft report, dated April 14, 2004 is included as Attachment 12.

No changes were made in this final report as a result of this response.

The procedures used in the performance of this multi-state target exam are in accordance with
the guidelines for such exams established by the NAIC and any of its Committees or Working

Groups in this regard.

Respectfully submitted,

ohn A. MacBain, FSA, MAAA
Actuarial Resources Corporation of Georgia
2753 State Road 580, Suite 101
Clearwater, FL. 33761
Phone: 727-726-3918
Fax: 727-791-4707
e-mail: john.macbain/@arcval.com




Attachment 1.1

2000 ODI Survey Response



OHIO DEPARTMENT OF INSURANCE
QUESTIONNAIRE REGARDING EACE-EASED PRICING OF LIFE INSURANCE
‘atlonwide Life Insurance ¢
Name of Insurance Company: _ Nationwide Life ang Jﬂn-mn‘:'?1--.rmrﬂfmw'}F
: . - , ¥ IasHranes—eg
Erinted Neme of Person providing Lnformstion: __ Phillip Gatn PPN
Tille: Senior Vice President, Chief Actuary

Dicect Telephone Number: __(£14) 249 6748 Fax Number: (614) 249.5822

Email address: -4 H-,P@Matit:_}nwide LCOm

For purposes of this questionnaire the term race based underwriting/pricing shall include, but not be limiled to, one or more of the following
practices based an an applicani’s or insured’s race or color:

-limiting the amouny, extent, ar kind of caversge available

-charging or collecting higher premiums or rates

-asgigning of risk clmssifications

~crediling of or providing lower dividends, policy benefils, or nonforfeiture values

-making any distinction as to policy terms or conditions
-imposing of different undecwriling requirements (categorized by medical requirements vs, non-medical requitements)

DIRECT BUSINESS
|. Has your company ever marketed or issued life insurance policics using race-based underwriting/pricing? If NO proceed to Questlon 7.

VES NO II::t;cmwéde hgs not id?ntified any life insurance policies that were
— Mmarketed or issued using race-based undgrwritingfpricing. See Attachmen

2. I8 your company currently marketing or issumg lifc Insucance policies using race-based underwriting/prici

1
YEE___ NO__, See Attachment.
Note: Please provide a narrative description fully detailing the review process used in answering this questionnaire, This process should inclode
& review and examination of all relevant documents, including, but not limited to, rate charts, n_;urtnhl}: 'I'.nblics, plnn_cm_iu. agent and hm"kr.r
contracts, compensation and commission schedules, underwriting manuoals, ageot maauals, policy applications, policy forms, board of directors

{and commitice) minuics, and infernal memoranda.
3. If your answer to Question No. | was “Yes" but your auswer to Question Mo. 2 was "No" please state when your company ceased using

race-based underwriting/pricing practices.
See Attachment.

Meemmtinanaira ravardine Race-Based Pricing of Life Insurance Lol6



s

4. Docs your company still bave in force, as of the date of (his qucrtibnmirc. any lifc insurance policies thal were issued using race-based

underwriting/pricing practices?
Nationwide has i
! not identified i ;
YES NO were issued usi ed any in-force life i o
P using race-b Tk L1L€ lnsurance policie
. See Attachmsnt. ased underwrltlng;”prl{:lng practices. X Snae
3. If the answer lo Question 4 was “Yes” please provide the following information on policies jssued by your compony.

c. total face d. total cusrent e. policy form # and date |
cash value of approval

STATE &, number of b. total annual
policies in force | premjum amount

Alabama
Alaska
Arlzona
l_.ﬂukwu
Californmn
Colorado
Connecticut
Deleware
DC
“Flocida
Geargia
Hawaii
[daho
[linois
Indiana
lowa
Kansas
Kentucky
Lorisiana
Maine’
Maryland
Massachuselts
Michigao :
Minocsola I
Mismssippi ]
Missouri
bdomtana
MNebraskn
MNevada J

Questionnaire regarding Rece-Based Pricing ol Life Insurance 2afG



[ Now Hampshire

New Jersey

New Moxico

New Yok

North Carolia

North Dakota

Oluo

Oklahoma

Cregon

Pennsylvania

Rhode Island

- | South Caralina
South Dakota

“Tennesses

Toxas

Utalh

Vermnont

| Virginia

VWashinglon

Wesl Virgimia

Wisconsin |

Wyaming |

6. If you answered “Yes” (o any of the above quesiions please describe any steps your company has taken to remedy and/or meke restitution to

policyholdess affected by the race-based vnderwriting/prioing practices, including the following informelion:

-what specific actions were token
-the numberof policies on which and tho years in which actioins were taken

-the pricing uortality tables, rats tables, or dividend scales used
-adjusiments made to nonforfeilure values or other policy benelits ' )
-the slatus (inforce vs. terminated) of the affected blocks of business af the time tbe action(s) were taken

Questionnaite regardlng Race-Based Pricing of Life Insurance Jofé



ASSUMED BUSINESS

7. Has your company assumed from snother insurer any life Insurance policies that were markeled or issued nsing race-based
underwriting/pricing practices?

YES NO

—_

B. Does your company still have in-forcs, as of ilic date of this questionnaire ifei ioi '
using r2c8-based underviting/pricing prections? ol this questionnaire, any assumed life insurance policies that were marketed or issued

YES NO

Note: Please provide a namulive descriplion fully detailing the review process ssed i answering this questionoaire, This process should include
a review end examin atioa of all :c.l’a:vn*m documents, including, bul oot limited to, rate charts, mortality labjes, plan codes, agent and broker
conlracts, compensation and commission schedules, underwriting marmals, agent mamuals, pollcy epplications, palicy forms, baard of directors
(and commitfee) minutes, and jnterns] memoranda.

9. If the answer to Question 7 was “Yes” please provide the following information on palicies assumed by your company,

d. tolal current e. policy foan # and dato of |

[ STATE . number of b. total annual . ¢. lotal [zce
! oash value submlssion

policics in force preraium smount

Alabama
Alaska
Arizopa
Arkansas
Californls
Colorado
Connecticut
Dulawere

b

Dc
Florida |
| Georgia '

Hawali |
Idaho |
Mmois
Indigna
lowa

Kansas : 1

———

Questionnaire regarding Race-Based Priciog of Life Insurance dolb



Keatucky
Louisiana
Maine
Maryland
Massachuosetts
Michigan
Minnesota
Miasissippi
Missourl
hMontana E
Mebraska
Nevada
Now Hampshire
Mew Jessey
Mew Mexico
MNew York
North Carolina
Nerth Dakota
Olhio
Cklalioma
[ Oregon
Peansylvania
Rhode Island
| South Carolima
South Dakota
RO |
Texas
Utah
Vecmont
Virginia
Washinglon
West Virgmia
Wisconsin
[ Wyoming

Ouestionnaire regarding Race-Based Pricivg of Life Insurance e



10, If you answered “Yes" to any of he above Questions 7 through 9 pleaso describe eny steps your compan y_has_takl:fl to remedy and/ar make
restitution to policyholders affected by the race-based underwriting/pricing practices, fotuding the following information:

-whal speciflc actions were taken

-the number of policies on which and the years in which actions were taken

-Lks pricing mortality {ables, rate tables, or dividend scales used

-sdjusiments made fo nonforfefiure veluss or other policy benefits

-the status (inforce vs. termimated) of the affecied blocks of business at the lime the sction(s) were laken

YOUR RBSPONSE TO THIS QUESTIONNAIRE IS REQUIRED ON OR BEFORE REPTEMBER 5, 2400. :
The Depariment requires that you acknowledge receipt of this questionnalre regardless of whelher or not your company Msrw:!f'rdmwn from ,
(he life invurance mearket. Please direct all respanses (o Brenda Artrip in the Merket Conduct Division, at 614-719-1603 (voice), 614-644.332

(fax) or Brends, Artrip@ins.stato.ohus (e-mail). Once this questionnaire is completed you may either mail il to the sddress on the bortom of the
first page or retum it via facsimile to: 614-644-3327.

Gafé
Questionnaire repardiog Race-Hased Pricing of Life Inswrance



Attachment 1.2

Attachment to NLIC’s 2000 ODI

Survey Response



ATTACHMENT TO RESPONSE SUBMITTED BY NATIONWIDE LIFE INSURANCE
COMPANY AND NATIONWIDE LIFE AND ANNUITY INSURANCE COMPANY TO
THE OHIO DEPARTMENT OF INSURANCE
SURVEY OF RACE-BASED PRICING OF LIFE INSURANCE

Summary

Nationwide Life Insurance Company and Nationwide Life and Annuity Insurance
Company (“Nationwide™) submit this response as part of, and incorporate it into, their answers 10
the Questionnaire from the Ohio Department of Insurance dated August 18, 2000 seeking
information about sales of individual life insurance policies. Nationwide's response to the
Questionnaire and this Attachment is based on the review described below !

Nationwide has conducted an extensive review to discover the information you requested
Nationwide’s review included a diligent search for documents that it believed were reasonably
hkely to contain responsive information. Nationwide's review also included inquines of
employees whom it identified based on the information available. Nationwide believes that it
has made every reasonable effort to comply with your requests within the time limits imposed.
Nationwide reserves the right to supplement its responses if it discovers additional information in
the future.

In summary, Nationwide's review has shown that Nationwide does not currently market
or issue life insurance policies using race-based underwriting.nr pricing. As elaborated below,
Nationwide also did not find any life insurance policies, including policies still in force, that

were marketed or issued using race-based underwnting or pricing.

Y Nationwide confined its review to tradinional life insurance products and did not review umversal or variable life
policies, two products introduced in the mad-1980s.



Historical Background

In October 1935, Farm Bureau Mutual Auto Insurance Company acquired the Life
Insurance Company of America, which, through a predecessor, had been licensed to sell life
nsurance in Ohio in 1929. Farm Bureau Mutual Auto renamed the acquired company
Cooperative Life Insurance Company, and it began marketing life insurance in 1936 under Farm
Bureau’s direction. Cooperative Life subsequently changed its name to Farm Bureau Life
Insurance Company. From 1936 through 1947, Cooperative Life Insurance Company and then
Farm Bureau Life Insurance Company were structured to sell life insurance to members of state
farm bureaus through the overlapping boards and management of the Farm Bureau Mutual
Insurance Companies and the Ohio Farm Bureau Federation. In 1947, the Ohio Department of
Insurance directed the Farm Bureau Mutual Insurance Companies to separate their operations

and legal structure from those of the Federation. In 1955, Farm Bureau Life Insurance Company

changed its name to Nationwide Life Insurance Company.

Description of Review Process

In June 2000, as a result of news reports identifying race-based practices used by other
companies in 1ssuing.life insurance policies, Nationwide began to review its prior practices.
Nationwide undertook this review on its own initiative, before receiving inquines from any state
insurance departments. Nationwide has updated Ohio’s Department of Insurance of the progress
of its review, as set forth in letters dated September 15 and September 27.

Nationwide has spent over 1500 hours in its review process. Nationwide devoted
exlensive resources (o its review, including time spent by over 30 people, some of whom worked
full-ime, including mghts and weekends, to complete this review as promptly as possible. In the
course of that review, Natonwide took specific steps, which included the following:

2



Nationwide reviewed 186 archived boxes and other files of historical documents.
It 1dentified archived documents for review by searching over ten boxes of inventory records and
additional computenzed records. Nationwide's search of historical documents included, but was
not limited to, the following types of documents: rate charts, mortality tables, plan codes, agent
files, compensation schedules, agent manuals, rate manuals, policy applications, policy forms,
correspondence and internal memoranda, board minutes and supporting documents, and
regulatory filings.

Nationwide interviewed employees regarding histoncal and current marketing and
issuance of life insurance, including employees in the actuarial, underwriting, and operational
areas,

As explained below, Nationwide identified rate manuals containing race-based
references from 1931 through no later than 1944. Nationwide accordingly manually reviewed
the policy files for every existing active “rated” policy issued before 1946. Policies are “rated”
in cases where, because the risk is not a standard one, a non-standard premium is charged.
Nationwide's review included 232 policy files (all the active rated policies issued before 1946),
each approximately 30 pages in length, and all of which are on microfiche. This review
disclosed that none of these policies was rated because of race.

Nationwide also conducted a sampling of active rated policy files sold from 1946
through 1975 to determine whether policies held were rated because of race, even afler the rate
manuals no longer contained race references. Nationwide used a sampling process because of
the large volume of the microfiche files (approximately 110,000 pages). As described below,
Nationwide found no evidence that any of these policies had been rated because of race: rather,

all policyholders were rated for comparable reasons such as medical conditions. In its survey,



Nationwide reviewed ten percent of the active rated policies from this period, which totaled 371
policy files. each approximately 30 pages in length and on microfiche. Nationwide selected
every tenth policy file for review Through its review, Nationwide determined that, by 1966,
the forms no longer requested the race of most applicants.®

Survey Questions 1-6: As elaborated below, Nationwide has not discovered any life
insurance policies that were marketed or issued using race-based underwriting or pricing.
Nationwide does not currently market or issue life insurance policies using race-based
underwriting or pricing. Nationwide has not identified any life insurance policies still in force
that were issued using race-based underwriting or pricing practices.

As noted above, through its review, Nationwide found old rate manuals dated between
1931 and no later than 1944 that contain references to race in connection with individual life
insurance. One rate manual, a 1931 manual from AIU, a predecessor of Life Insurance Company
of America (LICA), states that applications may be written only for white persons. Nationwide
did not acquire LICA until October 1935, four years after the offensive 1931 AIU rate manual,
and Cooperative Life (Nationwide's predecessor) did not use the 1931 AIU manual after
acquinng LICA. Rate manuals dated from 1936 through no later than 1944 give rates for male
Caucasians, state that the race of the applicant sometimes will increase the rate, and/or refer o
increased premiums for certain occupations, including “Butlers, Barbers, Valets, Cooks, Elevator
Operators, [and] Waiters, etc.” This language does not appear in the 1945 manual; nor does 1t

reappear in any subsequent rate manuals that Nationwide found in its extensive review.

u ; 2
The curent version of the NAIC Handhook recommends a 1% market conduct sample where the umverse 15 5,000
policies or less. Nationwide reviewed ten tumes the recommended sample.

The survey showed that Nationwide occasionally received credit reports as part of the applicanon process and that,
through 1968, those credit reports continued to 1dentify the race of applicants. This identificanon of race was oot

solicited by Nationwide. Of the 371 files reviewed, Nationwide also found five residual forms that asked for race
from 1969 through 1970, but none thereafter.



Because of the references in the rate manuals to race, Nationwide surveyed its active
ndividual Life insurance policies as described above and determined the following: Based on its
review of every existing active rated policy issued before 1946, Nationwide found that none of
those policies was rated because of race.

Nationwide then undertook a survey of ten percent of the active rated policies issued
between 1946 and 1970, as described above, and again found no evidence of rating based on the
policyholder’s race. The descriptions given for the rated non-white policyholders mirror
descriptions given for the rated white policyholders.” Almost all the non-white policyholders
with rated policies were rated because of medical conditions, such as high blood pressure,
miscarmiage, and weight. Those same types of medical reasons appeared as reasons for white
policyholders. During this period, it appears that some underwriters may on occasion have
sought medical information from African American applicants concerning potential hypertension
conditions.  All applicants with hypertension were rated similarly. A few non-whites were also
rated because of nisk associated with their occupations, which was also true for certain white
policyholders with similar occupations. Accordingly, based on its review, Nationwide found no
evidence that non-whites were being charged higher premiums because of their race.

sSurvey Questions 7-10: Nationwide has not discovered any assumed life insurance
policies that were marketed or issued using race-based underwriting or pricing. Nationwide has
not identified any assumed life insurance policies still in force that were marketed or issued

using raced-based underwnting/pnicing practices. There were companies with hife insurance

" Through this survey, Nationwide determined that by sometime m 1966, 1ts forms no longer requested
dentification of race from most applicants. Accordingly, race is not available for most policies 1ssued after 1966,
Because Natonwide found two forms m 1969 and 1970 that requested identification of race, it extended its survey
10 1975, and reviewed an additional 120 microfiche policy files from 1971 through 1975 That review found that
Matonwide did not request idennfication of race in that period. Nor did it find any evidence that non-whute
policyholders were being charged higher rates because of race during that period



business that were acquired by Nationwide and which have been merged into Nationwide Life
Insurance Company. Other companies acquired by Nationwide with life business have been sold
to outside entities. These companies were maintained as separate entities and were not
incorporated into Nationwide's systems or processes while part of Nationwide’s holding
company system. In its review, Nationwide searched for documents from assumed companies to
the extent documents are still in Nationwide’s possession. None of the documents found
evidenced life insurance policies marketed or issued using underwnting or pricing based on race.
Nationwide also examined whether it issued life policies of the type referred to in the
industry as “industrial” or “bunal” life policies, Nationwide has no active policies of this type.
Nationwide has not historically sold industrial policies. Nationwide found in its review that, for
three years in the early 1940s, Farm Bureau Life Insurance Company maintained an interest in
Eureka-Maryland Assurance Corporation, a company that had sold such policies. Eureka-
Maryland’s active industrial policies were sold to another insurer, All States Life Insurance

Company, in March 1945; Eureka-Maryland was dissolved in November 1946; and claims on

out-of-force policies were subsequently paid.
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AFFIDAVIT

1, hereby, attest to the fact that Nationwide Life Insurance Company and
MNationwide 1 1fe and Anmuity Insurance Company (hereinafter “Natonwide™), to
the best of my knowledge and belief, in reliance upon the information provided
by vanous underwriting, actuanial, rating, pricing, admimistrative and other
operational {current and retired) personnel and employees, have provided all
known available documents and clectronic media files requested by the Ohio
Department of Insurance pursuant to the Notice of Examination letter dated June
6, 2002, or subsequent documents or electronic media files requested under the
scope of such Notice. To the best of my knowledge and belief, the documents
and clectronic media files requested included all known and available ratebooks,
underwriting guidelines and procedures, agents’ manuals, policy data records, and
any other responsive documents and files containing information regarding the
manner in which Nationwide has marketed or underwritten 1ts ife insurance
product portfolio as it may relate to the race of an applicant. These documents
included, 1o the best of my knowledge and belief, all known available responsive
documents attained through the acquisition of life compames and other acquired
blocks of life insurance products that were retained by Nationwide [t 1s further
represented, to the best of my knowledge and belief, that the documents located

and identified, constitute the totality of the documents responsive to the Notice of
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Examination letter dated June 6, 2002, or subsequent documents or electronic
media files requested under the scope of such Notice, as they currently are

available or exist and have not been materially altered in any way.

Office of Compliance

Nationwide Life Insurance Company
Nationwide Life and Annuity Insurance Company

4/*3.‘/9&@3

Date

++ TOTAL PAGE.B3 **
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List of Acquired Companies




Attachment A

LIST OF LIFE COMPANIES

Northern Life Insurance Company — Purchased 1962 by Nationwide Corporation; sold to
Equity Funding Corporation of America June 9, 1972.

West Coast Life Insurance Company — Purchased in 1964; became subsidiary of Nationwide
Life Insurance Company on 1993; sold June, 1997.

Michigan Life Insurance Company — Subsidiary of Nationwide Corporation; formed in 1956,
merged into West Coast Life in 1986.

Gulf Atlantic Life Insurance Company - Contributed to West Coast Life in 1984; 1990
liquidating distribution; 1991 shell was sold.

Farmland Life Insurance Company — Acquired in 1982; merged with West Coast Life
effective June 30, 1995,

Pacific Life Insurance Company — Affiliated with Nationwide June, 1958; merged into
MNationwide Life effective October 14, 1985,

Employers Life Insurance Company of Wausau - Incorporated 1965; merged into Nationwide
Life Insurance Company.

Wausau Underwriters Life Insurance Company - Formed in 1981; filed as Life Company
through 1991/1992; reinsured out in 1992.

Wausau Life Insurance Company — Incorporated April 19, 1976; name changed to Wausau
Preferred Health [nsurance Company cffective August 31, 1992; merged into Employers Life
Insurance of Wausau effective Apnl 15, 1995,

Nationwide Life and Annuity Insurance Company — Incorporated February, 1981 - ACTIVE

MNeckura Life Insurance Company — Incorporated in Germany in 1973, Sold 2001.

S5 -weor- WN-bp-rmachai b W
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Farm Bureau Life Insurance Company
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1939 Rate Book

Farm Bureau Life Insurance Company
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Attachment 7.1

Examiners’ Pre-1946 Samples Summary

(Racial Distribution)



NLIC Attachment 7.1
ODI Race Based Premium Exam
Examiners' Pre-1946 Samples Summary

Policy Samples

Original Company Non-White White Unknown Total

Of Issue Number o, D Number op V) Number Number

AlU 0 0.0% 3 100.0% 0 3
CLIC 0 0.0% 51 100.0% 0 51
FBLIC 3 0.6% 471 99.4% 0 474
Unknown (2) 0 --- 0 —- 3 3
Total 3 0.6% 525 99.4% 3 531

(1) Percentages based on policies where race was determined by the examiners.
(2) No policy files available.

3/4/04 NW 1984 Year End Data (Substandard Samples-ARC)




Attachment 7.2

Examiners’ Pre-1946 Samples Summary

(Underwriting information for non-white insureds only)



iLIC

2Dl Race Based Premium Exam
Examiners' Pre-1946 Samples Summary (Non-white insureds only)

Palicy Issue  Plan Face Issue Application Race On Substandard Reason Original Company
Number Age Code Amount Year Provided? Application? Race Rating For Rating Occupation Of Issue
LOO0B91140 38 100400 $1,000.00 1941 Y Y African-American Table A Lightweight, asthenic  Seamstress FBLIC
LO01371400 41 100400 $5,000.00 1945 Y ¥ African-American Table C "Type" Housekeeper FBLIC
LO0S170940 34 C00320 $500.00 1945 ¥ ¥ African-American Table A Build-overweight  Housewife FBLIC

** == End Nata (Substandard Samples-ARC)
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Nationwide Life Insurance Company
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NON-MEDICAL INSURAMCE ;

The non-medical application MUST be used [or apple |
cants eligible for non-medical insurance. Failure to use

the non-medical application when required will resull |:u.t1
the agent's being charged for the unnecessary expense

incurred. .
In any case written on a non-medical basis the Cmnpnn}-!
reserves the right to require a medical examination, This |
should be made clear to each applicant for non-medical |
insurance al the time the application is written, ;
The amounts which follow are the maximums issued

without a medical examinatien lin the aggregate or a

one time) to any one life in this Company. A medical

examination fellowing a non-medical issue, which re-
sults in the issue of standard insurance in this Company,

renews the non-medical maximum.

A. NON-MEDICAL AMOUNT LIMITS -MEN AND WOMEN

The amount limits which follow apply te the face

amount entered on the application except for the plans,
benefit riders or other limitations noted below,

Age Last Birthday Amount
0= - 30 £25,000
31 =135 15,000
36 - 40 10,000

An attending physician’s report, preferably from the |
child's pediatnician, covenng the child's peneral
health and physical history, 15 requiced if the child
15 under age | and the amount appiied for is $5001 or
MOre,

1. Juvenile Estate Builder.

Use [nitial Face Amount Maximum non-medies)
limit is $5,000,

2. Family Security Riders.

For noo-medical amount limit purposes, when g
Family Security Rider is applied for as a benefj)
to the basic policy, the total amount of insurance

applied for may be determined by the following
farmula;

Commuted value of one 510 Monthly Income Unit
x number of units applied for + face amount o

basic pelicy = total amount of insurance ap-
plied for.

For example, to determine the total amount applied
for when a 30 year old proposed insured applies
for a 510,000 Whole Life policy with a 20 year
Family Security Rider of 350 per month (5 units),
the following calculations are made:

Commuted value of one 510 Monthly
Income Unit, 20 year Family Security

Rider % 1,396
MULTIPLIED by the number of units 5 l
applied for %5
Product £ 9,450
ADD face amount of basic policy 10,000

TOTAL amount applied for $19,480 ’

The total amount applied for is within the non-
medical amount limit for age 30. If the proposed
insured were over age M), a medical exami-
nation would be required.

NOTE - See TABLES for the commuted wvalue
tables for each Family Security Rider

The tahle below indicntes the maximum aumber of
510 Monthly Income units the Company will issue
on a non-medical basis when a Family Security
Mider is attached te any permanent basic policy.

= 180 -

- ltl -
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(Non-white insureds only)



NLIC

ODI Race Based Premium Exam
NLIC Post-1945 Samples Summary (Non-white insureds only)

Attachment 10

Policy  Application Race On Alternate Substandard Reason Original Company
Number Provided? Application? Race Source of Race Rating For Rntlngl Occupation Of Issue
314531 Yes Yes African-American Table B physical condition-gastritis nurse's aid FBLIC
580083 Yes Yes African-American Flat $5 per 1,000 female disorder (fibroid) housewife NLIC
713544 Yes Yes African-American Flat $10 per 1,000 arthritis, ovarian cyst IBM QOperator NLIC
758190 Yes Yes African-American Flat $2.5 per 1,000 occupational rating laborer-steel mfg. MLIC
793234 Yes Yes African-American Credit report Flat $2 per 1,000 occupational rating saw mill operator MLIC
798391 Yes Yes African-American Table A overweight brick layer MLIC
824992 Yes Yes African-American Credit report Table B overweight  driver-beverage delivery NLIC
842119 Yes Mo African-American Credit report  Table D (lowered to B) one kidney postal clerk NLIC
865026 Yes Mo African-American Credit report Table C  “confidential-medical history porter MNLIC
871308 Yes Mo African-American Credit report Table B overweight domestic childcare MLIC
872883 Yes No  African-American Credit report Table D HEP, peptic ulcer disease machine operator NLIC

(1) As determined by the examiners based upon review of underwriling data provided by NLIC.

314104

NW Samples (Post-1945 Non-white only, 11 pols)
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NLIC Post-1945 Samples Summary

(White, Unknown insureds only)




Attachment 11.1
- Based Premium Exam
it-1945 Samples Summary (White, Unknown insureds only)

Reason Policy

For Rating " Count

Aviation 3

Build, Physical Condition 6

Build, Physical History 2

Build/Overweight 19

Family History 1

Morals/Habits 1

Occupation 32

Physical condition 10

Physical condition, occ. 1

Physical History 18

War/aviation 1

Unknown 3

ital o7
IOWn Aviation 1
Build, Physical History 2

Build/Overweight 4

Foreign Residence 1

Occupation 4

Physical condition 13

Physical History 12

Unknown 2

stotal 39
tal 136

) As determined by the examiners based upon review of underwriting data provided by NLIC

3/4/04 NW Samples (Post-1945 Subs
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NLIC Post-1945 Samples Summary

(White insureds only rated for Build/Overweight or Occ.)



NLIC Attachment 11.2
ODI Race Based Premium Exam
NLIC Post-1945 Samples Summary (White insureds only rated for Build/Overweight or Occ.)

Policy Reason Substandard

Number Race For Rating " Rating Occupation
204547 W Build/Overweight B Housewife
223656 w Build/Overweight D Grocery Store Mgr
218089 W Build/Cverweight A Meat CutterMigr
271634 w Build/Overweight BB Bookkeeper
174578 W Bulld/Overweight A Housewife
218089 W Bulld/Overweight A Meat Cutter
223656 W Build/Overweight D Proprieter
204547 W Build/Overweight B Housewife
351452 W Build/Overweight 75 Child
462272 W Build/Overweight C Housewife
554750 W Build/Overweight C Housewife
561362 w Build/Overweight F Dredgeman
590395 w Build/Overweight c Sales
857891 w Build/Crverweight B Teacher
660879 w Build/Overweight A Executive
688724 w Build/Overweight B Maintenance
697112 W Build/Overweight B Student
700646 W Build/Overweight A Housewife
705388 W Bulld/Overweight B Farmer

Count 19
205769 W Occupation $2.50 Lumberman
179767 w Occupation A Steel Mill electrician
163955 w Occupation A Pottery worker/farm
161438 W Cccupation A Auto Body Worker
157054 W Ccoupation A Coal Truck Driver
247029 W Occupation £2.00 Prison Guard
244376 W Occupation A Laborer
239801 W Oeccupation A Coal Truck Driver
231645 W Occupation $2.50 Electrician
224044 W Occupation $2.50 Logging
208927 W Occupation $2.50 Electrician
267271 W Occupation A Textile Worker
212966 w Occupation c Brick Layer
224944 w Occupation 25 Logging
231845 W Occupation 2.5 Electrician
238801 W Ccocupation A Coal Truck Driver
244376 W Ocoupation A Laborer
247029 W Occupation 25 Prison Guard
157054 W Occupation A Coal Truck Driver
161438 W Occupation A Auto Body Man
163955 W Occupation A Pottery Worker
179767 W Qccupation A Steel Worker
205769 w Occupation 25 Lumberman
355132 w Cccupation 2 Laborer
ABBEBS50 W Occupation 5 Lineman
477280 W Ccoupation 2 Bander
574615 W Occupation 2 Laborer
605101 W Ccoupation 2 Laborer
631378 W Occupation 2 Laborer
631815 W Occupation 2 Yard Helper
645037 W Occupation 3 Lineman
697784 W Occupation 3 Mine Electrician
Count 32

{1} As determined by the examiners based upon review of underwriting data provided by NLIC.

34i04 NW Samples (Post-1945 Substandard)
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James L. Pierson
Vice President

Chief Compliance Officer

o eWED
Nationwide £ aeCE One Nationwide Plaza
b Py 01-38-08
" :.J"?\-"N":‘Eq Columbus, Ohio 43215
oFF .'C"*::;_LE GN'I,E'I.':}‘ Telephone (614) 249-9072
ol - coiDe Telecapier (614) 961-3062
yapR piersoj@nationwide.com

June 29, 2004

Daniel Atkisson, CPCU, CIDM, CIE
Insurance Compliance Supervisor
2100 Stella Court

Columbus, Ohio 432135-1067

Re: Nationwide Life Insurance Company
Drraft Report Provided for Company
Comment — [Historical Sales Practices
Activities
Dear Dan,
Thank you for providing a finalized draft of this Report and the opportunity to comment on this Report.
Nationwide Life Insurance Company hereby submits the following comments:
*In June of 2000, Nationwide Life Insurance Company, on its own initiative, reviewed its records to
determine the potential for any historical, race-based pricing discriminarion of its life insurance
products. No evidence was found of any policies rated based on race. It is Nationwide’s view that
the Ohio Insurance Department, following its standard processes in reviewing insurers records in this
regard, validated the Company’s records review in this final public report that no race-based pricing

of life policies occurred.”™

Please advise when this matter is formally closed and when this report, and the above-submitted
comments, are made public.

Thank you for the courtesy extended during the course of this examination.

Vice President
Mationwide Life Insurance Company

Cc: Tom Prunte

Betsy Ponzi

Horme Office: One Nationwide Plaza Nationwide nswrance
Columbus, Ohio 43213-2210 Nationwide Financial





