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Introduction 
 
 
Nature of Project 
 
 
The Ohio Department of Insurance (ODI) has requested Actuarial Resources Corporation of 

Georgia (ARC or “the examiners”) to perform a special multi-state market conduct examination 

of the premium structures applicable to and the underwriting procedures utilized with respect to 

the life insurance business of Nationwide Life Insurance Company (NLIC or “the Company”).  

Such business includes any life insurance business acquired from another company (“reinsured 

business”) as part of an assumption reinsurance agreement or as part of the acquisition of the 

company itself.  The purpose of this special market conduct target exam is to determine whether, 

and to what extent, the premium structures or underwriting practices applicable to the life 

insurance business in question reflect, in fact or in effect, differentials based on the race of the 

insured.  This exam has been performed in accordance with any guidelines and principles 

established for such exams by the National 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 behalf of all states, but with particular 

coordination between the ODI and NLIC’s top five policy count states in 2000. 

 

The request from the ODI to perform a special target examination in this area was made pursuant 

to concerns raised by the NAIC that premium differentials in life insurance rates based on the 

race of the insured existed and/or continue to exist in the marketplace.  These concerns are 

mainly with regard to blocks of business which were issued many years in the past, but also 

involve  a  desire to determine  whether the practice of varying  life insurance  premiums  by race 
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continues to the present.  Pursuant to the NAIC’s concerns, in 2000 the ODI initiated a 

questionnaire directed to all domestic companies to determine which, if any, of these companies 

were or are involved in the pricing or underwriting of life insurance on a racially distinct basis.  

A similar questionnaire had been propounded by several state 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 received a copy of the survey.  Based on the Company’s response 

to the ODI questionnaire promulgated in 2000, as it applied to NLIC’s life insurance business, 

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

 

Company History 

 
In October 1935, Farm Bureau Mutual Auto Insurance Company acquired the Life Insurance 

Company of America (LICA), which, through a predecessor company, American Insurance 

Union, Inc. (AIU), had been licensed to sell life insurance in Ohio in 1929.  Farm Bureau Mutual 

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 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 ODI directed the Farm Bureau 

Mutual Insurance Companies to separate their operations and legal structure from those of the 

Ohio Farm Bureau Federation.  In 1955, Farm Bureau Life Insurance Company changed its name 

to Nationwide Life Insurance Company. 
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Overview and Scope of Examination 

 

In June of 2000, NLIC responded to the 2000 ODI questionnaire referenced above.  This 

response is included as Attachment 1.1.  As part of that response, NLIC included documentation 

of an extensive review performed by the Company of its historical underwriting and pricing 

practices 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 part of its examination, 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 part of their internal 

review.  The examiners then conducted an independent review of the Company’s archived files, 

segmented the Company’s historical period of operation chronologically, and performed 

additional sampling in an effort to confirm tentative conclusions reached as a result of their 

analysis.  

 

Reliances 

 

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

its reinsured business) as they relate to life insurance.  The term life insurance is not restrictive 
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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 (MAO) insurance, home service insurance, and ordinary insurance.  The types 

of insurance covered are also not restricted 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 personnel.  An affidavit, signed by an officer of NLIC, attesting 

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 historically assembled by NLIC, including rate 

documentation for its business acquired through reinsurance. 

 

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

sampling purposes. 

 

4. Premium rate methodology documentation. 
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5. Various extracts provided on electronic media of NLIC’s administrative databases. 

 

6. Various policy forms, including applications used by the Company. 

 

7. Internal company memos and documents retrieved by the examiners from archived files. 

 

8. Underwriting practices and procedures documentation retrieved by the examiners from 

archived files. 

 

9. Agents’ training materials retrieved by the examiners from archived files. 

 

Limitations 

 

In certain situations, limitations of one type or another precluded the examiners from reaching a 

100% accurate conclusion regarding the race-based pricing activities of NLIC or of the 

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

 

Among these limitations were: 

 

1. The passage of a substantial 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 allegedly had, priced or underwritten life insurance products on a 

racially distinct basis.  Personnel have changed and files are not readily available.  
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These older historical files also contain significantly less information as compared to 

that available regarding presently issued insureds. 

 

2. The fact that NLIC had, over the years, acquired a number of companies, either 

through an assumption reinsurance arrangement or through acquisition 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 available to provide insight 

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 existence into NLIC with no prior company code retained in the 

administrative system. 

 

3. The fact that little information was available on the Company’s practices and 

procedures for eliminating ratings on policies originally issued substandard. The mere 

fact that such ratings may have been eliminated at some point in time was 

problematical. 

 

4. The fact that the Company issued only ordinary life insurance, where any adjustment 

to premiums for race would have been in the nature of a tabular rating. In many cases, 

any rating for race may have been in addition to ratings which would otherwise have 

been assessed for medical or occupational reasons. For example, an insured with 

medical impairments might have been rated Table C, and it may not have been 
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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 this period of time were those of American Insurance 

Union, Inc. (AIU), a predecessor company of Life Insurance Company of America (LICA).  

LICA was later acquired by Farm Bureau Mutual Auto Insurance Company and ultimately 

became NLIC.   AIU’s rate books covering this period of time (dated 1931) indicated that 

“Applications may be written only on those persons who are of the white race” (see Attachment 

4).  Information obtained by the examiners indicated that applications for insurance used by both 

AIU and LICA during this period of time requested information on the race of the applicant.  

Pre-1946 sampling performed by the examiners, discussed in more detail later in this report, 

supported the aforementioned rate book directive although limited data for the pre-1936 issue era 

was available for sampling purposes.  Five of the sampled policies drawn by the examiners with 

respect to pre-1946 issues were issued prior to 1936 and all five of these particular samples were 

of the white race.   

 

Issues of 1936 through May 1943 

 
This period begins at about the time Farm Bureau Mutual Auto Insurance Company acquired 

LICA and renamed the company Cooperative Life Insurance Company, NLIC’s predecessor.  
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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 Caucasian male risks.  The race of the applicant will sometimes 

increase the rating.  A very material extra mortality may be expected among low grade 

industrial or illiterate types, and the Company discourages the writing of this class of 

business.” (see Attachment 5 for an example of this language from a 1939 FBLIC rate book).   

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

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

 

As part of its own internal investigation of possible historical 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 approximately June 30, 2000, 

that had been issued during the period 1936 through 1945.  The sampling period extended about 

a year and a half beyond May 1943, the point in time race based references in the rate book were 

removed, to be conservative.  NLIC’s report indicated 232 such policies.  The follow-up review 

of these files by the ODI examiners assisting 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 indicating that race would sometimes increase the rating for 

an insured, rate books of FBLIC (successor to CLIC) between 1939 through 1942 also indicated 

that  non-medical  applications would  not be taken in certain territories of  the Company (see  
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Attachment 6).  The examiners requested information from the Company on the criteria used in 

determining those territories where non-medical applications were not permitted, but sufficient 

documentation to reach any conclusions in this regard was not made available by the Company 

or discovered by the examiners in the course of their review of the archived files. 

 

In an effort to obtain more statistically significant data with respect to substandard policies 

issued by NLIC prior to 1946, the examiners requested from the Company the earliest historical 

in force life insurance database that could be provided on electronic media.  The earliest date for 

which Company personnel were able to provide such a database of in force policies was 

December 31, 1984.  From this database, the examiners selected all pre-1946 substandard life 

policies in force at that time that were not part of the in force block of such policies as of 

approximately June 30, 2000 (sampled previously by NLIC).  Pre-1946 policies were sampled to 

be consistent with NLIC’s initial sampling which, as stated previously, sampled conservatively 

beyond May 1943.  This additional group of substandard policies issued prior to 1946 amounted 

to 53l policies.  Together with the previously selected substandard life policies, the review of 

these additional substandard policies ensured that all substandard life policies that were issued by 

the Company prior to 1946 and still in force on a substandard basis as of December 31, 1984, 

had been reviewed. 

 

Company personnel could locate files on all but 3 of these 531 additional samples.  The 

examiners review indicated that 3 of the remaining 528 samples had been issued to non-whites.  

One of these applicants was issued substandard Table A due to being “asthenic” 

(underweight/weak), although classified by the physician performing the physical as being a 
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 “first class risk.”   A second substandard insured was rated Table C due to “Type,” a rating 

reason for which no explanation was provided either on the underwriting worksheet or by 

Company personnel.  The physician in this situation had indicated that the applicant “appears to 

be healthy.”  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 all 528 substandard 

applicants for which files could be located, since information on the race of the applicant was 

solicited and provided on the application during this period of time.  See Attachment 7.1 for 

information on the racial distribution 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 distribution of non-white applicants in the standard risk 

category differed substantially 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 

analysis as to the race of these applicants.  Policy files could be located by Company personnel 

for 95 of the 100 sampled files, and information was obtained on the race of the applicant.  In all 

95 cases, the race of the applicant was white. 

 

The examiners concluded that the relatively small proportion of non-white insureds in both the 

standard and substandard rate classifications 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 specifically exclude non-white applicants, although they did indicate 

that race would sometimes increase the rating. 
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Post-May 1943 Issues 

 

Although information on the race of the applicant continued to be requested on applications of 

the Company until approximately 1966, all 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 non-availability of non-medical applications in certain territories 

continued to appear in rate books until 1964, when that language was deleted.  See Attachment 9 

from the 1964 rate book.  

 

As part of their response to the 2000 ODI race-based pricing survey, the Company drew a 

sample of 10% of all substandard policies issued between 1946 and 1975 still in force as of 

approximately June 30, 2000 to confirm that race was indeed not considered as part of the 

underwriting process.  This sampling era began in 1946, instead of May 1943, since NLIC’s 

initial sampling effort already included issues through 1945 as discussed earlier in this report.  

The sample reviewed totaled 371 policies.  By this time, the reference to race sometimes being 

used to increase the rating had been removed from all rate books and underwriting material.  The 

question soliciting information on the race of the applicant was removed from the application 

around the mid-1960’s (the examiners could not determine the exact date this question was 

removed from the application). 

 

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

of time and still in force as of approximately June 30, 2000, the Company found 11 non-white 

applicants.   The  race of the  applicant was determined  either from the  application  or  from 
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information on reports solicited by the Company as part of the underwriting process (e.g. Credit 

Report).  All 11 non-white substandard insureds in the sample had an appropriate physical 

impairment or occupational rationale for the rating.   Attachment 10 provides a detailed summary 

of certain basic policy and underwriting information in respect of the 11 non-white substandard 

insureds.  The examiners performed a follow-up review on the 371 sample files drawn by the 

Company and substantiated the results of the Company’s analysis by reviewing the applications 

and available underwriting information for 136 of the remaining 360 samples, where the race 

determined was either white or unknown.  The results of this analysis confirmed that rating 

reasons for white substandard insureds appeared to be similar to those for non-white substandard 

insureds (see Attachment 11.1) based upon review of the underwriting information provided by 

NLIC.  In addition, comparable ratings were applied to whites and non-whites when the rating 

reasons were similar (see Attachment 11.2).  

 

The examiners also considered drawing, but did not pursue doing so, samples of policies issued 

on a standard basis between 1946 and 1975.  The time, effort, and additional cost involved in the 

process of obtaining a valid sample of non-white insureds would have been substantial, given the 

lack of information on race contained in the Company’s electronic data base.  In addition, in the 

examiners’ opinion, the results of any additional sampling in this area would not have materially 

affected the conclusions reached regarding race based pricing activities for policies issued in the 

post-May 1943 era. 
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Conclusions 

 

As stated previously, the purpose of this special multi-state target examination is to make a 

determination of whether, and to what extent, the premium structures 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, differentials 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 as follows: 

 

1. During the period prior to 1936, AIU and LICA specifically 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, although not specifically declining to insure non-white applicants, used 

race as an underwriting factor during this era.   

 

3. After May 1943, although information on the race of the applicant 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 assigned a 

rating or had their rating increased by the Company based on their race.  The 

examiners consistently found that other valid factors were the reason for the rating 

assigned, a procedure similar to that used for white applicants. 
























































































