Consumer Federation of America
1620 I Street NW, Suite 200
Washington, DC 20006

NJ CURE
214 Carnegie Center
Princeton, NJ 08540

March 14, 2006

The Honorable Alessandro A. Tuppa, President

National Association of Insurance Commissioners (NAIC)
2301 McGee Street, Suite 800

Kansas City, MO 64108-2662

Dear President Iuppa:

The Consumer Federation of America (CFA) has recently become aware of documents that
show that the Government Employees Insurance Company (GEICO) is using rating methods and
underwriting guidelines that have a serious adverse effect on minority consumers and lower income
Americans. These practices might also be discriminatory under federal or state civil rights laws. We
request that the NAIC immediately examine this evidence and move quickly to issue a resolution
calling for all states to ban the use of these practices. We are joined in this call to action by the New
Jersey Citizens United Reciprocal Exchange (NJ CURE), a leading writer of auto insurance in New
Jersey.

The attached documents show that GEICO, the nation’s 4th largest auto insurer, has adopted
rating methods and underwriting guidelines that directly base rates and eligibility solely upon
education and occupation in 44 of 50 states. GEICO’s underwriting guidelines not only directly harm
lower income Americans, but also have an indirect negative effect on minority consumers. Under the
criteria used in these documents, a factory worker without a four-year college degree in New Orleans
would pay 90.75 percent more than an attorney with a graduate degree. Nationally the average
“surcharge” being applied by GEICO for being poor is over 40 percent. (See Exhibit B (c) for a
breakdown of the “surcharge” by state).

A facially neutral practice that has an adverse and disparate impact on a protected class of
people has been found to be a violation of civil rights laws. (For example, race-based premiums for
the issuance and pricing of life insurance are prohibited in the United States, despite actuarial and
statistical evidence that exhibits different life expectancies for different races. Although most life and
property and casualty insurance companies nationwide stopped selling race-based policies in 1966,
when basing rates on race became illegal under federal law, several life insurance companies were
recently found to continue to use underwriting and pricing methods based upon race and were
sanctioned accordingly.)

GEICO has concealed the negative effect of these practices on minority and lower income
consumers through the use of underwriting guidelines based solely upon education and occupation.



We understand that insurance commissioners often do not collect or review underwriting guides so it
is likely that these methods have been overlooked. Therefore, we hope this letter will serve notice that
you should begin an immediate investigation into these practices. What is very troubling is that
GEICO appears to be using these guides as a de facto rating method that would normally require
approval by departments of insurance and would be required to be included in rate manuals that are
usually made public. The practice of keeping underwriting guides concealed contributes to the ability
of an insurer to engage in unfair practices such as these.

GEICO’s harmful and possibly discriminatory practices are enabled through the use of four
separate GEICO insurance companies — GEICO, GEICO General, GEICO Indemnity and GEICO
Casualty. Each one of these companies uses different base rates that they charge drivers. If a driver
qualifies for their preferred GEICO insurance company, that driver will receive their lowest rates. If a
driver does not qualify for their preferred company, that driver will get a quote from one of their sub-
standard insurance companies and pay substantially higher rates.

Subsequently, through the use of data on educational achievement alone as the underwriting
criteria, GEICO places individuals whose highest level of education is a high school diploma in
a “group” that is ineligible for the preferred GEICO company. The only coverage offered to this
group by GEICO is through one of the sub-standard companies, which has significantly higher base
rates. Inconceivably, these individuals are not even informed that they are being rejected by the
preferred GEICO company due to their educational status alone. This occurs because all four
companies carry the GEICO namesake — GEICO, GEICO General, GEICO Casualty, and GEICO
Indemnity.

GEICO’s use of educational status alone to determine rates and eligibility allows it to bypass
existing prohibitions on the use of an individual’s income, based on studies that have shown that this
information is racially discriminatory. Because of the direct correlation between income and
educational levels attained, GEICO is effectively substituting a proxy that is permitted for a criterion
that is prohibited. See below:

U.S. Mean Annual Earnings by Education

Annual Income

No High School $26,593
High School $36,700
Some College $43,275
Bachelor's Degree $65,442

Source: Money Income in the United States 2004, U.S. Department of
Commerce



Educational attainment not only correlates to income but to race. According to the 2000 U.S.
Census data, the percentage of Caucasian people age 25 who have achieved a four-year college degree
was 27.6 percent compared to 17.3 percent of adult African Americans. In sheer population data
alone, there are 12 times as many Caucasians with a four-year college degree after the age of 25 as
African-Americans in the U.S. Furthermore, according to the 1990 U.S. Census data, high school
completion for Hispanics aged 22-24 was only 64 percent, compared with 91 percent and 84 percent
for Caucasians and African-Americans, respectively. Therefore, the disparate impact is not limited to
African Americans alone.

GEICO’s methodology is reprehensible because not everyone has the opportunity or can
afford to pursue a four-year college degree in the United States. To base underwriting criteria for auto
insurance on this factor is unconscionable and possibly discriminatory. If a student’s parent has the
misfortune to have a job outsourced to India or lost to an event such as an employer’s insolvency or a
natural disaster, that student may have to quit school to help the family. Why does this make the
former student a worse driver?

GEICQ’s preferred insurance company eligibility requirements also have an adverse effect on
those individuals whom GEICO has categorized in “blue or grey-collar” occupations, which also
correlate to income. Those who fall in these occupational categories are ineligible for GEICO’s
preferred companies.

In conclusion, NJ CURE and CFA request that the NAIC issue a resolution calling upon its
member states to ban these underwriting practices nationwide. Permitting auto insurance carriers to
use educational attainment and occupation as sole underwriting criteria for rates and eligibility will
have an unjustified and disparate impact on racial minorities and a serious adverse effect on low
income individuals who need the protection of auto insurance.

We urge the NAIC to act in a clear and decisive manner regarding this topic, before
competitive pressures lead to broader use of these harmful criteria. We have recently discovered that
Liberty Mutual Insurance has also adopted educational attainment as a method of underwriting and
rating as well. The problem is, if an insurer sees a competitor doing this and believes there may be a
modicum of adverse selection against the insurer as a result, the insurer may feel forced to adopt this
approach. We urge you to prohibit this practice before it becomes widespread.

We look forward to working on this important matter with you.

Sincerely,
Eric S. Poe, CPA, J.D. J. Robert Hunter
New Jersey Citizens United Reciprocal Exchange Consumer Federation of America
cc: Rep. Frank Wald, President, National Conference of Insurance Legislators

All Insurance Commissioners



EXHIBIT A

Mini-Biographies of the Authors

To provide you a relevant background on the writers of this letter, Bob Hunter currently serves
as Director of Insurance for Consumer Federation of America, a federation that represents almost 300
pro-consumer groups with a combined membership of more than 50 million Americans. CFA’s
member organizations range from small, local consumer groups to very large organizations, such as
the AARP and Consumers Union.

Mr. Hunter is a property and casualty insurance actuary, a Fellow of the Casualty Actuarial
Society and a Member of the American Academy of Actuaries. His experience in the insurance
industry spans 45 years and encompasses serving as a supervisor in automobile insurance ratemaking
for the forerunner organization that is now called the Insurance Services Office (ISO), the Chief
Actuary and Federal Insurance Administrator of the Federal Insurance Administration, President of
the National Insurance Consumer Organization, and former Insurance Commissioner for the state of
Texas from 1993-1994.

Mr. Poe is the vice president of operations for NJ CURE auto insurance. He has a Juris
Doctorate degree in law from Seton Hall School of Law and is a licensed Certified Public Accountant.
His insurance experience spans over 13 years. NJ CURE is the fifth largest direct writer of auto
insurance in New Jersey, insuring over 50,000 vehicles and accumulating over $81 million in assets
Eric is frequently cited by the New Jersey Star Ledger and other top periodicals on the topic of auto
insurance. Eric has also appeared on television on News 12 New Jersey, UPN 9 in Philadelphia, and
internationally on CNBC as an expert insurance panelist.

In 2004, Eric was awarded New Jersey Biz’s “40 under 40” award naming him as one of the
top 40 most influential business entrepreneurs under the age of 40 in New Jersey.



EXHIBIT B

DOCUMENTATION OF GEICO’S PRACTICES

The attached GEICO corporate documents and our research document these abuses:

1. GEICO’s official filing papers to the New Jersey Department of Banking and Insurance. These
pages are similar if not identical to the language contained in their nationwide filings with other states
where they write.

a) "GEICO GUIDE TO COMPANY PLACEMENT"

Page 3 and page 5 are the most important parts of this filing. Note: page 3 has a highlighted phrase
that did not display properly in the scanner. It says, "Occupation Group."

On page 3, GEICO indicates that people who also buy more insurance for liability (BI LIMITS) are
the most “favorable risks.” People who buy higher levels of insurance are typically more affluent and
are less likely to be minorities. Page 3 also shows that the most "favorable risks" are those in Groups
1,2, and 7, and the least favorable are Group 5 drivers. Page 5 shows the Groups themselves and their
definitions. As you can see, Group 5 (least favorable according to the page 3 placement guide) are
those who are minimally skilled and have only high school diplomas.

b) GEICO AUTO RATE QUOTES IN NEW ORLEANS

These pages illustrate the actual quotes generated by GEICO’s company website when three quotes
were requested. The only difference between the quotes is the educational level of the applicants and
their occupations. The premium charge for an electrician with only a high school diploma was 73.44
percent higher in New Orleans than for the president of a “white collar” company who had been
educated as a “lawyer.” The premium price for the less educated person is $2,397.10, while the same
person who has a higher education and a “white collar” job would pay only $1,382.10. The impact
increases further when an individual with an occupation of “factory worker” with a high school
diploma requests a quote for the same vehicle and location, as GEICO will charge that person
$2,636.40 -- an additional 90.75 percent.

c) RATE COMPARISON EXAMPLES FOR ALL STATES

This exhibit provides an example of the impact of these practices by state. The impact ranges from a
high of 124 percent in Louisiana to no impact in the six states (Indiana, Kansas, Massachusetts, New
York, Tennessee and Virginia) where the practice appears not to be in use at the present time. The
states where this practice is used but the effect is lowest are Kentucky and Oklahoma at 11.1 percent
impact. The national impact in these sample examples averages 40.7 percent.
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; GEICO AUTO GROUP GUIDE TO COMPANY PLACEMENT
Section Reyised: 07/06/04

Introduction

. The name GEICO, when used in this guide, will apply to either Government Employees Insurance Company or
GEICO General Insurance Company, as appropriate. Whether an acceptable preferred applicant is offered
coverage with Government Employees Insurance Company or with GEICO General Insurance Company will
be determined as follows:

1. Applicants employed on a full time basis by or retired fram the Federal (including military and postal
employees), state, county, or municipal governments are to be written in Government Employees
Insurance Company.

2. Applicants with nongovernment employers (this does not include government retirees) are to be
written in GEICO General Insurance Company.

o} If either spouse is a government employee as identified in 1. above, and is an operator, offer
Government Employees Insurance Company.

0 In states where GEICO General Insurance Company is not operating, Government Employees
Insurance Company will apply for nongovernment employees as well as government employees.

o} in New Jersey, both government and nongovernment employess can be written in Government
Employees Insurance Company.

Differences exist in the Companies’ underwriting, and these differences should not be overlooked. When

placing applicants among the companies, use sound underwriting judgment. If an applicantis acceptable for a

particular company, but the only principal operator on the policy is not acceptable, the risk should be offered
.overage with the company for which the principal operator is acceptable.

The guidelines contained in this document, along with the state supplements, form the basis for your
placement decisions in all states except Texas. (If you are not familiar with the Texas guides you should
contact the Dallas office for proper company piacement.) However, not all standards in this document apply in
ali states due to legal restrictions. The legal restrictions are contained in each state's supplement. State
Legal Exceptions must always be followed.

It is essential to maintain each company's homogeneity of risks by the proper placement of business. Risks
better matched with GEICO indemnity's or GEICO Casualty's rates should not be written in GEICO, and risks
that meet GEICO's acceptability standards should not be written in GEICO indemnity or GEICO Casualty.
Risks that 2re ~ot acceptable to any of our companies should be referred to Insurance Counselors, Inc.

Note: The referral to insurance Counselors, Inc. would not apply to New Jersey applicants. Those persons
who are not eligible for placement in the GEICO companies would be placed in the New Jersey Personal
Automobile Insurance Plan (PAIP). See the New Jersey state supplerent for a definition of an eligibie person.

®
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. GEICO AUTO GROUP GUIDE TO COMPANY PLACEMENT
Section i Revised: 07/06/04

Underwriting Characteristics

This guide contains criteria for placement among our four companies, which are just guides and not rules. The
criteria do not address every factor or combination of factors that may have an effect on our underwriting results.

The factors relating to loss exposure may usually be viewed as favorable, unfavorable or of no significance.
Al of the factors should be considered in evaluating the placement of a risk in the four companies; however,
all the factors should not receive equal consideration.

The factors listed below are considered in evaluating which company to offer. The legal exceptions that are
contained in the state supplements must be complied with when evaluating a risk. We will not
consider any factor that we are prohibited from using in a state when evaluating a risk in that
particular state. The factors are discussed in terms of what is favorable and what is not. The information is
provided in this manner so as to avoid hard and fast rules as to risk placement among the four companies.
Apply all underwriting criteria conservatively when making risk placement decisions in territories of concern
(identified as such in the state supplements.)

The factors are grouped into 3 categories: driving record, drivers and vehicles.

A. Driving Record:

@ 1. Accidents
. a. Evaluate how many accidents the drivers have had in the past 5 years (3 years in some states). The
more accidents present, the more unfavorable the risk is viewed and consideration should be given

to placement in Gl or GC. If there is more than one accident, view the risk more favorably if the
accidents are spread among the drivers, rather than one driver having multiple accidents.

b. Consider when the accidents occurred. Recent accidents (including not at fault) are considered less
favorable than accidents more than a year oid.

c. Multiple not at fault accidents are considered an unfavorable factor.

Note: For New Jersey applicants, the damage in an accident must exceed a $1,000 threshold for the
accident to be considered. =

@ 2. Theft/ivandalism incidents

Muiltiple theft/vandalism incidents are considered unfavorable. Recent incidents are considered
less favorable than incidents over a year old.

Note: For New Jersey applicants, the loss amount for comprehensive must exceed a $1,000
threshold for concideraticn.

3. Convictions

a. Evaluate how many convicticns the drivers have had in the past 5 years (3 years in some states) and
who had them.

b. Consider the seriousness of the conviction. Of particular concern are convictions for greatly
exceeding the speed limit, reckiess driving and convictions involving drink. These present greater
exposure and should be viewed more unfavorably when evaluating a risk. Risks with more than one

. very serious conviction (drink/drugs, hit and run, racing, felony, vehicular manslaughter/assault) are
not written.

© Government Employees Companies




‘ GEICO AUTO GROUP GUIDE TO COMPANY PLACEMENT
Section Revised: 07/06/04

Underwriting Characteristics

¢. Consider when the convictions occurred. More recent convictions should be looked upon as more
unfavorable than convictions over a year old.

@ 4. License Suspension or Revocation

None of our companies will write an operator without a valid license, except GEICO Casualty who will
write a driver who requires an SR-22 to retain, obtain or regain his or her license.

1. Risks reporting license suspensions should be questioned regarding the cause and duration of
the suspension. Administrative suspensions (e.g. for failure to pay a ticket) are not considered as
unfavorable as a suspension due to excessive points or in conjunction with a serious driving
offense.

2. Longer suspensions are more unfavorable than brief ones (iess than 15 days).

See page 11 for additional information on evaluating accidents, convictions and other occurrences, and
the circumstances surrounding them.

@ B. Drivers:

1. Driver Age/Usage-The most favorabie risk is one where the oldest driver on the policy is less than 70
___years old.

s o N “ he more favorable occupations are Groups 1, 2, 7 (graduate students), and 8 %‘
) (E-6 s and hngher) The remaining groups are less preferred, with the Ieast favorable being Group 5's,
and the lower ranking Group 8's. See page 5 for an explanation of occupational groups.

Number of Drivers & Marital Status — One driver that is single, two drivers that are married, and
three divers that include a married couple are considered most favorable. Other combinations are
considered less favorable.

4. Driving Experience - The more experienced driver is preferred over the newer driver. A driver with at
least seven years driving experience should be considered experienced. in underwriting drivers with
less than seven years experience, we are most concemed about older drivers since young drivers
have higher rates to compensate for their inexperience. Newly licensec -irivers over 75 years old are
unacceptable in all companies, except where legally prohibited. When evaiuating driving experience,
count only experience obtained in the United States.

5. Current Insurance -The most favorabie applicant is one who is shopping for coverage in advance of
his or her insurance policy’s expiration date. Also favorable are applicants that were previously
covered : -“er their parents’ nolicy. Risks with nc nrior insurance or a lapse of 30 or more days are
leas! o.onrable. Applicants who are insuring their first auto, had no need for insurance or had a short
lapse fall in between the two groups mentioned above.

————
i

I,

6. Current B! Limits — Applicants with large Bl limits (300/300 or higher) are considered most favorable
and applicants with lower limits (less than 50/100) are least favorable.

7. Years with Current Insurer - Longer tenure with current insurer is more favorable than shorter tenure

. (less than 5 years).

© Government Employees Companies



' GEICO AUTO GROUP GUIDE TO COMPANY PLACEMENT

Section . Revised: 02/03/04

Underwriting Characteristics

8. Home Ownership- Home ownership, be it a condominium apartment, a mobile home, a townhouse
or single family home should be viewed favorably. It is-not a consideration for students (Group 7) who
frequently live at home with parents or enlisted military (Group 8) who are subject to frequent moves
due to changes in duty station. This characteristic is only applicable in states that do not use credit.

8. Education - Risks who have achieved at least a high school diploma or its equivalent are more
favorable than those without a high school education. Bachelors, masters, and other advanced
degrees are considered most favorable. Level of education is not a factor for risks in Occupation
Groups 7 and 8.

10. Physical Impairments-See page 21 for Physical Impairment Guide.

11. Credit History - Risks whose credit history does not contain adverse information are more favorable
than those whose credit history contains such information.

@ Applicabie only in:  Alabama, Arizona, Arkansas, Colorado, Delaware, District of Columbia,
Florida, ldaho, lllinois, Kansas, Kentucky, Louisiana, Mississippi, Missouri,
Nebraska, New Jersey, New Mexico, New York, North Carolina, North
Dakota, Ohio, Oregon, Pennsylvania, Rhode Island, South Carolina, South
Dakota, Tennessee, Utah, Virginia, Washington, Wisconsin and Wyoming.

C. Vehicles

1. Number of Vehicles - In general, more is better. Three or more vehicies is most preferred.

2. Number of Drivers & Number of Vehicles - The most favorable combinations is where the number
of drivers is the same as the number of vehicles. Less favorable are policies with one driver and
multiple vehicles and policies with more drivers than vehicles, except policies with only two drivers and
one vehicle. =

3. Type of Vehicle - See page 13 for information on vehicles and vehicle types that are of concern.

@ 4. Usage - Risks using a vehicle for pizza or similar delivery are not written. Wholesale and retail
delivery is not written. Also see page 8 for information on vehicies used for business and page 10

regarding the lending of vehicles.

Note: in New Jeisey, applicants using a vehicle for pizza or similar delivery may qualify for coverage if
they are elig.ole persons.

-
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