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·- G-110~~2 
SEOJRITIES AND EXCHANGE COM>USSION 

Washington, D. c. 20549 

Fonn 10-K 

Annual Report Pursuant to Section 13 or 15 (d) 
The Securities Exchange Act of 1934 

Fbr the Fiscal Year Ended December 31, 1987 

Conmission File No. 1-8012 

GEICO CORPORATION 

Delaware 
(Jurisdiction of Incorporation) 

52-1135801 
(IRS Ehiployer Identification No.) 

GEICD Plaza, Washington, D. C. 20076 

Registrant's telephone number: (301) 986-3000 

Se=ities registered pursuant to Section 12(b) of the Act: 
Name of each exchange 

Title of each class on which registered 

Corrnon Stock New York Stock Exchange 
Pacific Stock Exc.~ange 

Se=ities registered pursuant to Section 12 (g) of the Act: 

None 

Indicate by check mark whether the registrant ( 1) has filed all reports 
required to be filed by Section 13 or 15(d) of the Se=ities Exchange Act of 
1934 during the preceding 12 m::>nths (or for such soorter pericd that the 
registrant was required to file such reports), and (2) has been subject to 
such filing re;iuirem=nts for the past 90 days. 

YES X NO 

Aggregate market value of the voting stock held by non-affiliates of the 
registrant as of March 21, 1988 ••••••••••••••••••••••••• $1,946,205,122 (1) 

Indicate the number of shares outstanding of each of the registrant's classes 
of corrmon stock, as of the latest practicable date. 

As of March 21, 1988 

Co!lllDn Stock, $1.00 par value 16,213,976 Shares 
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DOClMENTS INCORPORATED BY REFERENCE 

l • Portions of the GEICO Corporation Annual Report to Shareholders for the 
fiscal year ended D:cember 31, 1987 are incorporated by reference into 
Parts I and II of this Form 10-K Report. 

2. fbrtions of the GEICO Corporation Proxy Staterrent far the Annual 
Meeting of Shareholders to be held on May 18, 1988 are incorporated by 
reference into Part III of this Form 10-K Report. 

(1) Except as stated herein, the am::iunt set forth as the aggregate market 
value of GEICO Corporation's voting stock held by non-affiliates is based upon 
the closing price of $122.00 per share of Collll'On Stock on the Corrposite Tape 
far New York Stock Exchange listed stocks for March 21, 1988. 'Ihe amount 
excludes the market value of 261,475 shares of Collll'On Stock beneficially a-med 
by the Registrant's directors and executive officers (including 15,300 shares 
of Collll'On Stock as to which said directors and/or executives officers disclaim 
beneficial amership) and includes the market value of 6,850,000 shares of 
Cornrron Stock beneficially a-med by Berkshire Hathaway Inc. 
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Item 1. 

GEIC'O Corporation 
Form 10-K Annual Rep:Jrt 

PART I 

Business (GEICO Corporation and Subsidiaries) . 

GEIC'O Corporation (the "Corporation") was organized as a Delaware 
corporation in 1978. In 1979 it became the parent of Governrrent El:nployees 
Insurance Corrpany ("GEIC'O" or the "Corrpany"), its principal subsidiary. 
Various subsidiaries of the Corp:Jration are in the business of providing 
insurance and financial services. 

GEIC'O has been engaged in the insurance business since 1936. It is 
a multiple line property and casualty insurer currently engaged in writing 
preferred risk private passenger autarobile insurance primarily for g01Ternment 
errployees and, to a lesser extent, hareowners insurance, fire and extended 
coverage, personal umbrella liability, and boat and yacht insurance for all 
qualified applicants. GEICO Go..neral Insurance Ccripany, a subsidiary of GEICO, 
began writing private passenger autarobile insurance in 1987 for all other 
preferred risk applicants. GEICO Indemnity Corrpany ("GI"), also a subsidiary 
of GEIC'O, writes standard risk private passenger autoroobile and motorcycle 
insurance with errphasis on marketing to military personnel. Criterion 
casualty Corrpany, a subsidiary of GI, writes non-standard risk private 
passenger automd:lile insurance. Resolute Reinsurance Ccxnpany, a subsidiary of 
Resolute Group, Inc., in turn a subsidiary of the Corp:Jration, wrote propeity 
and casualty reinsurance in the dorrestic and international markets until late 
1987 when it suspended writing new and renewal reinsurance. 

Wholly-owned Garden State Life Insurance canpany, and its 
subs i.:':.i.ary, GEIC'O Annuity and Insurance Corrpany, write consumer-oriented life 
and health insurance products and structured settlerrent annuity p:Jlicies for 
their property and casualty affiliates. Other active subsidiaries of the 
Cbrp:Jration and the Ccxnpany involved in the sale of insurance and insurance 
related products include: The Top Five Club, Inc., which specializes in 
marketing autorrobile insurance to military personnel in the top five enlisted 
pay grades; International Insurance Undei:writers, Inc., which provides various 
services to military personnel as they are transferred overseas; GEICO 
Financial Services, Gnb!!, which sells autarobile policies to American military 
personnel through offices in C"..ermany and which places unsecured loans for 
Government El:nployees Financial Corporation ("GEFCO"), a wholly-owned 
subsidiary of raIC'O; Insurance Counselors, Inc., famed primarily to 
facilitate the marketing of insurance products; and Safe Driver Motor Club, 
Inc., which offers motor club services to customers of subsidiaries of the 
Corporation and for spons:>rs of motor clubs. 

The Corporation offers additional financial services through other 
subsidiaries. GEFCO, directly or through one or more of its own subsidiaries, 
is in the business of consumer and business lending and industrial banking. 
GEICO Investment Services Corrpany ( "GEIVEST") , is a registered investment 
adviser an:1 broker-dealer. GEIVEST provides investment management and 
administrative services to GEICO Investment Series Trust (the "Investment 
Trust") and to GEIC'O Tax Advantaged Series Trust (the ''Tax Advantaged Trust") 
and is investment adviser to The Grc:Mth FUnd of Washington, Inc., an equity 
fund. GEIVEST is the distributor of shares of Government 
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.. 
Se=ities Cash Fund, a no-load money market mutual fund which is a series of 
the Investment Trust, and of shares of GEICO Q.Jalified Dividend Fund, a 
no-load mutual fund which is a series of the Tax Advantaged Trust designed 
specifically for oorporate investors. 

other subsidiaries of the Corporation include Plaza Resources 
CCmpany, which is engaged in oil and gas exploration and other investment 
ventures; GEICO Products, Inc., which is engaged in mail order solicitation of 
automcbile-related products; and several real estate/property ccmpanies 
including Maryland Ventures, Inc., GEICO Facilities corporation, GEICO 
Properties, Inc. and GEICO Washington Properties, Inc. 

Personal lines property and casualty insurance is the corporation's 
dominant business segment, although other insurance and financial service 
products are offered. 

Seasonal variations in the business of the corporation are not 
material. l'l1lile extraordinary weather conditions or other factors may from 
time to time have a noticeable :irrpact on the frequency or severity of 
automcbile or hcrneowners claims, such irrpact has not traditionally been 
material. 

Each of the Corporation's insurance corrpany subsidiaries is subject 
to regulation and supervision of its insurance business in each of the 
jurisdictions in which it does business. In general, the various state laws 
establish supervisory agencies with broad administrative ~rs. Those powers 
relate to the issuance and revocation of licenses, standards of solvency, 
regulation of premium rates and investments, form and content of financial 
statements, methods of accounting, policy forms and reserves. In general, 
such regulation is for the protection of policyholders rather than 
shareholders. Such regulation and the requirements for prior approval in 
certain states of new or revised forms and rate schedules may :irrpair the 
ability of the insurance canpany subsidiaries to take timely action to respond 
to newly perceived trends or claim experience. GEIVEST is regulated by the 
federal goverrment and the various states in which it is licensed. The 
primary purpose of such regulation is to protect the investing public. 

The congress and certain state legislatures are considering the 
effects of the use of sex as a basis for rating classification; its use has 
been and is beirq challenged in the courts. Congress is also considering 
whether it is appropriate to modify or repeal the McCarran-Ferguson Act which 
grants to the states the responsibility for regulatirq the insurance irrlustry 
and exempts the "business of insurance" fran federal anti-trust laws (except 
in cases of boycott, coercion or intimidation) • Several bills have been 
introduced in congress, but whether any changes in the current statute will be 
made, or the effect of such charqes, if any, cannot be determined. 

The insurance industry is highly caupetitive. GEICO =rently 
canpetes most directly wit.Ii the other corrpanies, including mutual canpanies, 
that concentrate on preferred risk private passenger autarobile insurance. 
Because personal lines property and casualty insurance is so strirqently 
regulated, it is difficult to differentiate products fran canpany to canpany. 
Additionally, because of the long delays in learning of and settling certain 
claims, some c::cnpanies may sell their products at inadequate rates for a 
period of time, exacerbatirq that price canpetitiveness. Consequently, 
GEICO's business is very price sensitive and canpetition for preferred risks, 
which is substantial, tends to focus on issues of price and service. GEICO is 
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na.i in the second year of a natiorwide effort to "Ma.ke It Easy To Do Business 
With GEICO", focusing the attention of its employees on the necessity of 
providing superior service. Also, GEICO is beginning to write its new auto 
business with six-rronth policies, alloong it to manage rate changes in the 
future more effectively. 

Although rrost insurance conpanies are stock caipanies like GEICO, 
in 1986 mutual canpanies wrote approximately one-third of all property and 
liability insurance in the United States. Mutual conpanies may have a 
caupetitive advantage in that certain earnings inure to the benefit of 
policyholders rather than to shareholders; in certain circumstances, ha.iever, 
stock canpanies do pay dividends to their policyholders. In 1986 GEICO 
accrued $10 million for policyholder dividends, part of which were paid in 
1987 with the balance scheduled to be paid in 1988. 

The latest available statistics as published in the National 
Underwriter reveal that, based upon 1986 earned premiums, GEICO maintained its 
position as the fifth largest stock autarobile insurer and the tenth largest 
individual autarobile insurer, and the GEICO Companies l>A:re the ninth largest 
autarobile insurer group in the United States. 

As of Decerril:Jer 31, 1987 the Corporation and its subsidiaries had 
5,320 full-time employees and 1,155 part-time errployees. A number of benefits 
are provided or made available for full-time employees including profit 
sharing, savings, pension, employee stock ownership and stock bcnus plans and 
various insurance programs. 

PRINCIPAL BUSINESS SEG!ENTS 

The information concerning the Corporation's personal lires 
property and casualty insurance business required by the rercainder of this 
Item I is contained in its 1987 Annual Report to Shareholders under the 
caption "Business Segments" on pages 10 through 14 and Note N of the "Notes to 
Cbnsolidated Financial statements" contained on Page 39 and is incorporated 
herein by reference. 

Item 2. Properties. 

Through its real estate/property subsidiaries, the Corporation owns 
its headquarters building (the 508,000 square foot GEICO Plaza in Chevy Chase, 
Maryland), its 250, 000 square foot Regional Office buildin;Js in Woodbury, New 
York and Macon, Georgia, certain of its claims drive-in facilities and certain 
additional properties. 

GEICO also leases office space and drive-in claims facilities in 
various cities in the United states. There is sufficient capacity at these 
or other reasonably available facilities to acconrnodate the Corporation's 
foreseeable requirerrents. In addition, GEICO maintains and continually 
upgrades sophisticated electronic data processing equii;ment and 
telec:onmunications facilities to enable it to process applications and claims 
efficiently. 

Item 3. legal Proceedings. 

There are no material legal proceedings to which the Corporation is 
a party or of which the property of the Corporation is the subject. 

Page 5 



I • 1 I 

Item 4. Submission of Matters to a Vote of Se=ity Holders. 

Not Applicable. 

Executive Officers of the Registrant. 

Information regarding executive officers of the Corporation is set 
forth below. Each officer holds such office until the next annual election of 
officers, which is held at the first meeting of the Board of Directors after 
the annual meeting of shareholders, which is scheduled to be held on May 18, 
1988, and until his/her successor is elected. To the best knowledge of the 
Corporation, there are no family relationships among any of such officers or 
among any of such officers and any directors nor any arrangerrent or 
understanding between any such officer and any other person pursuant to which 
any such officer was elected. 

Marion E. Byrd, 51, has been a Vice President of GEICO since 
January 1980. He also is, or has served as, a director and/or an officer of 
several subsidiaries of the Corporation and GEICO. 

Alvin Kalt:rnan, 50, was elected a Vice President of GEICO in March 
1988. He was Group Vice President of GEICO from Septercber 1986 to March 1988 
and was a Vice President from May 1978 to September 1986. He has been a 
director of GEICO since Decercber 1986 and he also is, or has served as, a 
director or officer of several subsidiaries of the Corporation and GEICO. 

Merrill D. Knight, III, 57, has been a Vice President of GEICO 
since March 1973. He also is, or has served as, an officer of several 
subsidiaries of the Corporation and GEICO. 

Richard c. Lucas, 61, has been a Senior Vice President of GEICO 
since July 1978 and a director of GEICO since October 1979, having been an 
officer since May 1977. Mr. Lucas served as a Senior Vice President of the 
Corporation frcm January 1980 to May 1982 and was its controller frcm November 
1978 until January 1982. Mr. Lucas also is, or has served as, Chainnan of the 
Board, a director and/or an officer of various other subsidiaries of the 
Corporation and GEICO. Since Septercber 1931 Mr. Lucas has been a director of 
AVEM:O Corporation, a holding conpany engaged, through subsidiaries, in the 
general aviation insurance and related business and in which the Corporation 
owns a 34.2% equity investrrent. 

Donald D. Messmer, Jr., 61, has been a Vice President of GEICO 
since May 1980. He also is, or has served as, a director or an officer of 
several subsidiaries of the Corporation and GEICO. 

Eugene J. Meyung, 62, was elected President of GEICO in Februart 
1986, a director in May 1981 and served as Executive Vice President frcm 
September 1981 to February 1986. He has been an officer since July 1978. 
Mr. Meyung also is, or has served as, a director and/or an officer of several 
subsidiaries of the Corporation and GEICO. 

Robert M. Miller, 45, was elected Vice President of GEICO in 
September 1987 and has been an officer since May 1980. He is also an officer 
of certain subsidiaries of GEICO. 
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" Olza M. Nicely, 44, was elected Executive Vice President of GEICO 
in June 1987 and has been a director since September 1985. He had served as a 
Senior Vice President from Septenber 1985 to June 1987 and as a Vice President 
from Septerrber 1980 to September 1985, having been an officer since March 
1973. Mr. Nicely also is, or has served as, a director and/or an officer of 
several subsidiaries of the Cbrporation and GEICO. 

Ross D. Pierce, 64, has been a Senior Vice President of GEICO since 
February 1986, having served as a Vice President frcm February 1970 to 
February 1986. He also is, or has served as, a director and/or an officer of 
several subsidiaries of the Cbrporation and GEICO. 

Janes E. Reagan, 63, has been a Senior Vice President of GEICO 
since August 1979 and has been a director since 1981, having been an officer 
since March 1964. Mr. Reagan also is, or has served as, Chairman of the 
Board, a director and/or an officer of several subsidiaries of the Corporation 
and GEICO. 

Louis A. Simpson, 51, was elected Vice Chairman of the Board of 
Directors of the Cbrporation in July 1985, a director of the Corporation in 
May 1983, a Senior Vice President of GEICO in August 1979, a director of GEICO 
in October 1979 and served as a Senior Vice President of the Corporation from 
August 1979 to July 1985. Mr. Simpson is Chairman of the Board, a director 
and/or ari officer of several subsidiaries of the Corporation and GEICO. 

Donald K. Smith, 55, was elected a Senior Vice President and 
General Counsel of the Cbrporation in January 1980, having served as General 
Counsel since Decerrber 1978. He has been a Senior Vice President and General 
Counsel of GEICO since March 1977 and a director since May 1979. Mr. Smith 
has served as an officer of GEICO since Januru:y 1969 and is, or has served as, 
a director and/or an officer of various subsidiaries of the Corporation and 
GEICO. Mr. Smith has also served as General Counsel of GEICO Investnent 
Series Trust since September 1981 and of GEICO Tax Advantaged Series Trust 
since May 1984. 

William B. Snyder, 58, was elected Chairman of the Board and Chief 
Executive Officer of the Corporation in July 1985, President in September 1981 
and a director in Nay 1980. Mr. Snyder was elected Chairman of the Board of 
GEICO in September 1985, Chief Executive Officer in August 1983, a director in 
May 1979 and was President from Februru:y 1980 to Februru:y 1986, having served 
GEICO as an officer since March 1977. Mr. Snyder also is, or has served as, 
Chairman of the Board, a director and/or an officer of various subsidiaries of 
the Corporation and GEICO. He has served as Chairman of the Board of Trustees 
of GEICO Investrrent Series Trust since Septarber 1981 and of GEICO Tax 
Advantaged Series Trust since May 1984 and has been a director of the Grc:Mth 
Fund of Washington, Inc. since July 1985. 

w. Alvan Sparks, Jr., 52, was elected a Senior Vice President of 
the Corporation and GEICO in September 1982 and a director of GEICO in May 
1982. He previously served as a Vice President of the Corporation from 
November 1981 to September 1982. Mr. Sparks also is, or has served as, a 
director and/or an officer of several subsidiaries of the Corporation and 
GEICO. He has also served as a Trustee of GEICO Investment Series Trust since 
June 1982 and of GEICO Tax Advantaged Series Trust since May 1984. 
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F.dward H. Utley, 58, was elected a Senior Vice President of the 

Corporation in August 1987 and of GEICO in March 1988 and has been a director 
of GEICO since M:!y 1984. He previously had se:cved as an officer of GEICO 
since July 1973 and as a Senior Vice President from July 1984 to January 1986, 
when he was elected President of GEICO Indemnity Corrpany. Mr. Utley is, or 
has served as, a director and/or an officer of various subsidiaries of the 
Corporation and GEICO. 

PART II 

Item 5. Market for the Registrant's Conuon Stock and Related Security 
Holder Matters. 

In response to this Item the material under the caption "Cornron 
Stock Market Prices and Dividends" (page 15) and the final paragraph of Note 
C (page 34) of the "Notes to Consolidated Financial Staterrents" in the 
Corporation's 1987 Annual Report to Shareholders are incorporated herein by 
reference. 

Item 6. Selecterl. Financial Data. 

In response to this Item the material under the caption "Selected 
Financial Data" (pages 16 and 17) in the Corporation's 1987 Annual Report to 
Shareholders is incorporated herein by reference. 

Item 7. M:!nagenent's Discussion and Analysis of Financial Condition 
and Results of Operations. 

In response to this Item the material under the caption 
"M:!nagenent' s Discussion and Analysis of Financial Condition and Results of 
cperations" (pages 18 through 24 and page 41) in the Corporation• s 1987 Annual 
Report to Shareholders is incorporated herein by reference. 

Item 8. Financial Statenents and Supplenentary Data. 

In response to this Item the consolidated financial statenents and 
the notes thereto contained in the Corporation• s 1987 Annual Report to 
Shareholders (pages 25 through 39) and the Quarterly Highlights of Operatirg 
Results (page 40) are incorporated herein by reference. 

Item 9. Disagreements on Accounting and Financial Disclosure. 

None. 

PARr III 

Item 10. Directors and EKecutive Officers of the Registrant, 

. The information required by this Item with respect to directors of 
the Corporation is incorporated herein by reference from the Corporation• s 
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.. 
definitive proxy statement filed or to be filed with the Ccnrni.ssion pursuant 
to Regulation 14A under the Securities Exchange Act of 1934 (the "Act"). The 
information required by this Item with respect to e.'Cecutive officers of the 
Corporation is included in Part I hereof. 

Item 11. Executive Corrp:nsation. 

The information required by this Item is incorporated herein by 
reference from the Corporation's definitive proxy statement filed or to be 
filed with the Cornnission pursuant to Regulation 14A under the Act. 

Item 12. Security CMnership of Certain Beneficial <Mners and 
Management. 

The information required by this Item is incorporated herein by 
reference fran the section entitled "Beneficial <Mnership of Stock" in the 
Corporation's definitive proxy staterrent filed or to be filed with the 
Cormtlssion pursuant to Rc1<JU].ation 14A under the Act. 

Item 13. Certain Relationships and Related Transactions. 

The information required by this Item is incorporated herein by 
reference from the Corporation's definitive prax:y statement filed or to be 
filed with the Conrnission pursuant to Regulation 14A under the Act. 

PART DI 

Item 14. Exhibits, Financial statement Schedules and Reports on Form 
8-K 

(a) (1) and (2) List of Financial Statements and Financial 
Statement Schedules 

The following consolidated financial statements of the Corpor.ation 
and subsidiaries, included in the Corporation's Annual Report to Shareholders 
for the year ended Decerrber 31, 1987, are incorporated by reference in Item 8: 

14 (d) : 

Consolidated Balance Sheet - December 31, 1987 and 1986 

Consolidated Staterrent of Incane - Years Ended Decerber 31, 1987, 
1986 and 1985 

Consolidated Statement of Shareholders' F.quity - Years Ended 
Derenber 31, 1987, 1986 and 1985 

Consolidated Staterrent of Changes in Financial Position - Years Ended 
Decerrber 31, 1987, 1986 and 1985 

Notes to Consolidated Financial Statements. 

The following financial information is included in response to Item 
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!Eport of Independent Accountants 

Schedule I - Sumnary of Investments - Other 
Than Investrrents in Related Parties 

Schedule III - Condensed Financial Information 
of !Egistrant 

Schedule VI - Reinsurance 

Schedule X - supplemental Information Concerning 
Property/Casualty Insurance Operations. 

Reference 

Page no. 17. 

Page no. 18. 

Page nos. 19-22. 

Page no. 23. 

Page ros. 24-25. 

All other schedules to the consolidated financial staterrents required by 
Article 7 of Regu.1ation s-x are not required under the related instructions or 
are inapplicable and therefore have been omitted. Financial statements of 
unconsolidated affiliates and 50% or less owned persons accounted for by the 
equity method have been omitted because they do not, considered individually 
or in the aggregate, constitute a significant subsidiary. 

(a) (3) Exhibits 

The following exhibits are included in response to Item 14(c): 

Exhibit No. Description 

3-a Certificate of Incorporation 

3-b Certificate of l\nendment to cer
tificate of Incorporation. 

3-c Bylaws of GEICO Corporation, as 
amen::led. 

4-a Specimen certificate representing 
the o::mron stock, $1.00 par value. 

Reference 

Exhibit 4 to File No. 
2-63138 on Form S-14. 

Exhibit A to GEICO 
Corporation's definitive 
PrCJKY Staterrent dated April 
22, 1987. 

Page no. 26. 

Exhibit 6(c) to File 
No. 2-63138 on Form S-14 

(Copies of certain indentures, which in the aggregate do not represent 
securities worth as much as ten percent of the total consolidated 
assets of GEICO Corporation, will be furnished upon request.) 

9 PrCJKY Agreement between Berkshire 
Hathaway Inc. and SOvran Bank/ 
Maryland 
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Exhibit 9 to Form SE filed 
in connection with GEICO 
Corporation's Annual Report 
on Form 10-K for the fiscal 
year ended December 31, 
1986. 



" 
10-a Consulting Agreement between Exhibit 10-d to Fonn SE 

Richard G. Rosenthal and GEICO filed in connection with 
Cbri:oration dated January 1, 1986. GEICO Corporation's Annual 

Report on Fonn 10-K for the 
fiscal year ended December 
31, 1986. 

10-b Consulting Agreement between Page no. 43. 
H. Edward Wrapp and GEICO Cori:ora-
tion dated Jur:e 1, 1987. 

10-c Form of Pension Plan for Non-El:nployee Page no. 45. 
Directors, as airended. 

10-d Government Employees Insurance Corn- Exhibit 10-c to GEICO Cor-
pany's 1973 Stock Option Plan, as poration' s Annual Report on 
amended. Fonn 10-K for the fiscal 

year ended December 31, 
1984. 

10-e Fonn of Option Agreement under 1973 Exhibits 9-b and 9-d to 
Stock Option Plan, as amended, GEICO's Annual Report on 
together with form of Notice of Form 10-'K for the fiscal 
Intent to Exercise. year ended Decerrber 31, 

1973. 

10-f Arrendrrents to Form of Option Agree- Exhibits 10-n and 10-o to 
ment under 1973 Stock Option Plan GEICO Cori:oration's Annual 
(for employees granted nore than Report on Form 10-K for the 
$50,000 worth of options). fiscal year errled DerP.mber 

31, 1981. 

10-g Fonn of Non-Qualified Stock Option Exhibit 10-k to GEICO Cor-
Agreement, as amended. poration' s Annual Report on 

Form 10-K for the fiscal 
year ended December 31, 
1986. 

10-h Revised Stock Option Plan for Key Exhibit 10-1 to Fonn SE 
Employees of GEICO Corporation and filed in connection with 
its SUbsidiaries ("1985 Plan"). GEICO Corporation's Anrn.lal 

Report on Fonn 10-K for the 
fiscal year ended December 
31, 1986. 

10-i Fonn of Incentive Stock Option Exhibit 10-m to GEICO Cor-
Agreement Under 1985 Plan. poration' s Annual Report on 

Form 10-K for the fiscal 
year errled December 31, 
1986. 

10-j Form of Incentive Stock Option Exhibit 10-n to GEICO Cor-
Agreement With Stock Appreciation poration' s Annual Report on 
Rights Under 1985 Plan. Form 10-K for the fiscal 

year errled Decerrber 31, 
1986. 
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10-k 

10-1 

10-m 

10-n 

10-<:> 

13 

22 

24 

28 

29 

Notice of election to exercise 
stock options and/or stock 
appreciation rights under 1985 Plan. 

Statement of 1988 Incentive 
Bonus Program. 

Statement of 1987 Incentive 
Bonus Prcgram. 

Deferred Conpensation Plan. 

Performance Share Plan, as am=nded. 

Annual Ieport to Shareholders for 
the year ended Decerrber 31, 1987 

SUbsidiaries of GEICO Corporation. 

Consent of Accountants. 

Annual Ieport on Form 11-K for the 
revised Profit Sharin;J Plan for the 
Ehlployees of the GEICO Catpanies for 
the fiscal year ended Decerrber 31, 
1987. 

Information fran reports furnished 
to state insurance regulatory 
authorities. 
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Exhibit 10-o to Form SE 
filed in connection with 
GEICO Corporation's Annual 
Report on Form 10-K for the 
fiscal year ended December 
31, 1985. 

Page no. 49. 

EKhibit 10-p to GEICO Cor
poration's Annual Report on 
Form 10-K for the fiscal 
year ended December 31, 
1986. 

EKhibit 10-r to Form SE 
filed in Connection with 
GEICO Corporation's Arurual 
Ret:Qrt on Form 10-K for the 
fiscal year ended December 
31, 1986. 

EKhibit 10-k to GEICO Cor
poration's Annual Report on 
Form 10-K for the fiscal 
year errled December 31, 
1983. 

E'Khi.bit 13 to Form SE filed 
in connection with GEICO 
Corporation's Annual Report 
on Form 10-K for the fiscal 
year ended Decerrber 31, 
1987. 

Page No. 50. 

Page Jib. 51. 

To be filed by amendment. 

EKhibi t 2 9 to Form SE filed 
in connection with GEICO 
Corporation's Annual Report 
on Form 10-K for the fiscal 
year ended December 31, 
1987. 



" 
(b) Reforts on Form 8-K 

GEICO Corporation did not file any report on Fbrm 8-K during the 
three months ended Decerrber 31, 1987. 
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.. 
SIGNA'IURES 

Pursuant to the requirenents of Section 13 or 15 (d) of the Se=ities Exchange 
Act of 1984, the registrant has duly caused this report to be signed on its 
behalf by the undersigned, thereunto duly authorized. 

Mn"ch 30, 1988 

March 30, 1988 

GEICO CORroRATION 

By: 

By: -=-t/)--'=-1{/Wi=---'·"14~/Jl)~a}6__;~:.:..=-f£/J=-
Thooas M. Wells 

Vice President and Controller 
(Principal Accounting Officer) 
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Pursuant to the requirements of the Securities EKchange Act of 1934, this 
report has been signed below by the following persons on behalf of the 
registrant and in the capacities and on the dates indicated. 

William B. Snyder ' 
Chairman of the Board, President, Principal 
EKecutive Officer and Director 

IDuis A. Simpson ' 
Vice Ch · of t'he Board and Director 

Director 

!obrrna E. BrCMl'I 
Director 

Samll.el c. Butler 
Director 

James E. Cheek 
Director 

Thomas G. Pownall 
Director 

(.-t i, ( '---. \. \./2,_~ 
William J. Ruane' -
Director 

~ /1: c1!f~sisco 

John C. Steggles 
Director 

March 30, 1988 
Date 

March 30, 1988 
Date 

March 30, 1988 
Date 

March 30, 1988 
Date 

March 30, 1988 
Date 

March 30, 1988 
Date 

March 30, 1988 
Date 

March 30, 1988 
Date 

March 30, 1988 
Date 

March 30, 1988 
Date 

March 30, 1988 
Date 
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ANNUAL REPORT ON FORM 10-K 

ITEM 14(d) 

FINANCIAL STATEMENT SCHEDULES 

YEAR ENDED DEX::EMBER 31, 1987 

GEICO CORPORATION 

WASHINGTCN, D. C. 
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EW Ernst & Whinney 1225 Connecticut Ave., N.W. 
Washington, D.C. 20036 

202/862-6000 

REPORT OF INDEPENDENT ACCOONTANTS 

'lb The Shareholders 
GEICO Corporation 

We have examined the consolidated financial statements and related schedules 
of GEICO Corporation and subsidiaries listed in Item 14(a) (1) and (2) of the 
annual report on Fonn 10-K of GEICO Corporation for the year ended December 
31, 1987. OUr examinations were made in accordance with generally accepted 
auditing standards and, accordingly, included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the 
circumstances. 

In our opinion, the financial statements referred to above present fairly the 
consolidated financial position of GEICO Corporation and subsidiaries at 
December 31, 1987 and 1986, and the consolidated results of their operations 
and changes in their financial position for each of the three years in the 
peria:l ended Decerrber 31, 1987, in confonnity with generally accepted 
accounting principles applied on a consistent basis. Further, it is our 
opinion that the schedules referred to above present fairly the information 
set forth therein in compliance with the applicable accounting regulations 
of the Se=ities and Exchange Conmission. 

Washington, D.C. 
February 17, 1988 

~~tJ~ 
ERNST & WHINNEY 



> 
.SCHEDULE I - SlMMARY OF INVES'IMENTS - Ol'HER THAN INVES'IMENTS IN RELATED 
PARTIES 

GEICO CORroRATICN 
DEX:EMBER 31, 1987 
In Thousands 

'Iype of Investment 

Fixed maturities: 

Bonds: 

United States Government 
and government agencies 
and authorities 

states, municipalities 
and political sub
divisions 

Public utilities 
All other corporate bonds 

Redeemable preferred stocks 
Other fixed maturities 

Total fixed maturities 

F.quity se=ities: 

Connon stocks: 
Public utilities 
Banks, trusts and 
insurance canpanies 

Industrial, miscellaneous 
and all other 

Nonredeemable preferred 
stocks 

Total equity se=ities 

Short-term investrrents 

Total investments 

Cost (1) 

$ 286,858 

1,032,471 
27,376 
57,516 
67,793 
12,796 

1,484,810 

49,733 

63,451 

247,719 

82,502 

443,405 

51,455 

$1,979,670 

Market 
value 

$ 287,878 

1,051,492 
27,710 
57,820 
76,269 
12,796 

$1,513,965 

$ 80,170 

69, 729 

252,801 

81, 591 

$ 484,291 

Amount at which 
shown in the 
Balance Sheet 

$ 286,858 

1,032,471 
27,376 
57,516 
67,793 
12,796 

1,484,810 

80,170 

69,729 

252,801 

81,591 

484,291 

51,455 

$2,020,556 

(1) Fixed maturities at amortized cost and equity se=ities at original cost. 
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" SQIBDULE III - CONDENSED FINANCIAL 
INFORMATION OF RF.GISTRANT 

GEICO CORroRATION 
(PARENT COMPANY) 

BALANCE SHEET 
In Thousands 

ASSETS 

Short-term investments 
Fixed maturities, at arrortized cost (market $19,603 
and $35,995) 

Equity securities, at market (cost $37 ,097 
and $36,594) 

Investment in consolidated subsidiaries (1) 
Investment in A~O 
Cash 
Notes receivable from subsidiaries (1) 
Income tax benefit receivable 
Accrued investment income 
Amounts due from subsidiaries (1) 
Amounts receivable from sales of se=i ties 
Property and equipnent, at cost less accumul< . ·d 
depreciation of $1,207 and $792 

other assets 

Total Assets 

LIABILITIES AND SHAREHOLDERS' EQUITY 

Liabilities: 
Accrued expenses and other liabilities 
Amounts payable on purchase of se=i ties 
Debt 

Total Liabilities 

Shareholders' Equity: 
Common Stock 
Paid-in surplus 
Unrealized appreciation of equity se=ities 
R:tained earnings 
Treasury Stock, at cost 
G.laranteed bank loans of Employee Stock 
Clwnership Trust 

Total Shareholders' Equity 

Total Liabilities and Shareholders' Equity 

(1) Eliminated in consolidation. 

See accompanying note to condensed financial statements. 
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December 31, 
1987 1986 

$ 6,474 $ 5,038 

19,811 34, 830 

36,857 37,506 
674,923 676,874 
50,663 

657 596 
1,100 2,575 
7,143 6,558 

567 641 
94 295 

3,679 

3,349 2,591 
384 2,413 

$802,022 $773,596 

$ 39,907 $ 33,808 
26 1,348 

127,411 114,443 

167,344 149,599 

32,149 32,120 
191,302 188,478 
34,158 106,423 

964,366 808,549 
(544, 340) (481,584) 

(42,957) (29, 989) 

634,678 623,997 

$802,022 $773,596 



" SCHEDULE III - CONDENSED FINANCIAL 
INFO™ATION OF REGISTRANT 

GEICO CORroRATICN 
(PARENT COMPANY) 

STATEMENT OF INCOME 
In Thousands 

For The Year Ended December 31, 
1987 1986 1985 

Revenue: 
Dividends from consolidated 
subsidiaries (1) 

Dividends from AVEMCO 
Interest frcrn subsidiaries (1) 
Management fees from subsidiaries (1) 
Other investment incane 
Other revenue (expense) 

Total Revenue 

EKpenses: 
General and adminir;trative 
Interest paid to GEICO (1) 
Other interest 

'lbtal EKpenses 

Income before income tax benefit, equity 
in undistributed income and realized 
gains 

Inccrne tax benefit from operations 

Income before equity in undistributed 
income and realized gains 

F.quity in undistributed operating income 
(losses) of consolidated subsidiaries (1) 

F.quity in undistributed operating income 
of AVEMCO 

Operating Earnings 

Realized gains on sale of investments 
Equity in realized gains on sale of 

investments bv consolidated 
subsidiaries (1.) 

F.quity in realized gains on sale of 
investments by .IWEM:O 

Net Income 

(1) Eliminated in consolidation. 

$135,020 
211 
372 

9, 799 
5,069 

945 

151,416 

15,782 

11,655 

27,437 

123,979 
5,052 

129,031 

20,430 

722 

150,183 

232 

27,491 

8 

$177,914 

See acconpanying note to condensed financial statements. 
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$143,600 

309 
8,247 
5,935 

(399) 

157,692 

17,561 
15 

13, 186 

30,762 

126,930 
9,279 

136,209 

(16, 945) 

119,264 

4,414 

94, 064 

$217,742 

$150,000 

317 
7,221 
6,876 
1,463 

166,377 

15,294 
163 

16,104 

31,561 

134,816 
6,273 

141,089 

(63, 450) 

77,639 

4,385 

88,555 

$170,579 

..................................................... 



.. SCHEDULE III - CONDENSED FINANCIAL 
INFOR>IATIOO OF REGISTRANT 

GEICO CORPORATIOO 
(PARENT COMPANY) 

STATEMENT OF CHl\NGES IN FINANCIAL POSITION 
In Thousands 

For The Year Ended December 31, 
1987 1986 1985 

OPERATING ACTIVITIES 
Operating earnings $150,183 $119,264 $ 77,639 
Charges (credits) to earnings not 

involving funds: 
Fquity in undistributed operating 

(incane) losses of consolidated 
subsidiaries (1) (20,430) 16,945 63,450 

Fquity in undistributed operating 
(income) of AVEM:O (722) 

Income taxes 1,264 (1, 157) 2, 721 
Decrease in anounts due from 
subsidiaries (1) 201 74 83 

other 8,308 11,546 8,459 

cash provided from operating activities 138,804 146,672 152,352 

DIVIDENDS PAID TO SHAREHOLDERS (22,447) (18,466) (18, 237) 

FINANCING ACTIVITIES 
Repurchase of debentures (26, 964) (12, 878) 
Proceeds from exercise of stock options 492 307 693 
Purchase of Conmon Stock (Treasucy) (73, 756) (104, 847) (86,244) 
Reissuance of camon stock (Treasury) 11, 000 10,000 11,477 
other 345 (21) (4,032) 

Net cash flow from financing activities (61,919) (121,525) (90,984) 

Decrease (increase) in cash (61) 736 (858) 

Net cash flCM available for investrrent $ 54,377 $ 7,417 $ 42,273 

INVES'IMENT OF CASH FI.OW 
Purchase of investrrents $ 56,839 $197,124 $103,323 
Change in payable on se=ity purchases 1,322 (1,288) 14 
Sale of investments, net of related taxes (69, 926) (203, 137) (64,414) 
Change in receivable from se=ity sales (3,679) 3,434 245 
Net investment in (sale of) 

subsidiaries (1) 72,018 11, 439 (787) 
Increase (decrease) in notes receivable 

from subsidiaries (1) (1,475) 250 550 
Purchase of property and equipnent, net 1,173 (405) 3,342 
other (1, 895) 

Net investment of cash flow $ 54,377 $ 7,417 $ 42,273 

(1) Eliminated in consolidation. 

See accompanying note to condensed financial statements. 
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SOIEDULE III - COODENSED FINl\l\CIAL 
INFORMATION OF REGISTRANT 

GEia:l a:lRPORATION 
(PARENT a:lMPANY) 

NarE 'IO CCNDENSED FINANCIAL S'l'ATEMENTS 

December 31, 1987 

The condensed financial statements of GEICO Corporation (parent conpany) 
should be read in conjunction with the consolidated financial statements 
and notes thereto of GEICO Corporation and subsidiaries incorporated by 
reference in this Ebrm 10-K Annual Report. 
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. ' SCHEDULE VI - REINSURANCE 

GEIO)CORIDRATION 
'IHREE YEARS ENDED DEX::EMBER 31, 1987 

In Thousands 

Ceded to AssUITEd 
Gross other from other Net 
amount cOITQJanies canpanies amount 

Year ended December 31, 1987: 
Life insurance in force $3,239,747 $665,032 $ $2,574,715 

Premimns earned: 

*Accident and heal th 
insurance $ 51, 302 $ 29,779 $ 9,589 $ 31,112 

Property and liability 
insurance 1,349,719 43,694 81,375 1,387,400 

Life insurance 19,232 2,484 268 17,016 

Total premiums earned $1,420,253 $ 75,957 $ 91,232 $1,435,528 

Year ended December 31, 1986: 
Life insurance in force $2,739,174 $647,731 $ 3,252 $2,094,695 

Premimns earned: 

*Accident and health 
insurance $ 61,519 $ 21, 331 $ 9,451 $ 49, 639 

Property and liability 
insurance 1,185,676 55,046 98,444 1,229,074 

Life insurance 16,376. 1,802 1,401 15,975 

Total premiums earned $1,263,571 $ 78,179 $109,296 $1,294,688 

Year ended December 31, 1985: 
Life insurance in force $1,579,644 $321,948 $ $1,257,696 

Premimns earned: 

*Accident and health 
insurance $ 35,042 $ 3,579 $ 9,358 $ 40,821 

Property and liability 
insurance 994,957 39,209 68,934 1,024,682 

Life insurance 13,250 711 12,539 

Total premiums earned $1,043,249 $ 43,499 $ 78,292 $1,078,042 

* Includes premiuns earned by life insurance and property/casualty insurance 
subsidiaries. 
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Percentage 
of amount 
assumed 
to net 

31% 

6% 

2% 

19% 

8% 

9% 

23% 

7% 



' , , , SCHEDULE X--SUPPLENENTAL INl'ORMATICN COOCERNING POOPERTY/CASUALTY INSURANCE OPERATIONS 

GEICO CORPORATION AND SUBSIDIARIES 
(Thousands of Dollars) 

Column A Column B Column C 

Reserves for 
Deferred Unpaid Losses 

Affiliation Policy and Loss 
with Acquisition Adjustment 

Registrant Costs Expellses 

Consolidated 
property 
and casualty 
subsidiaries 

Year ended 
December 31, 1987 $68,832 $993, 362 

Year ended 
Decerrber 31, 1986 $66,175 $831,511 

Year ended 
Decerrber 31, 1985 
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Column D Column E Column F 

Discount, 
if any 

Deducted in Unearned Earned 
Column C Premiums Premiums 

$787 I 013 $1,389,681 
== 

$741,346 $1,231,070 

$1,028,234 



.. . ·s'cHEDULE x--SUPPLEMENTAL INFORMATICN CCNCERNIN3 PROPERTY/CASUALTY INSURAOCE OPERATIONS 

GEICO CORPORATION AND SUBSIDIARIES 
(Thousands of Dollars) 

Column G 

Net 
Investrnent 

Income 

Column H 

lDss and lDss 
.Adjustment Expenses 
In=red Related to 

(1) (2) 
Current Prior 

Year Years 

$109,565 $1,094,287 $ 3,019 

$101,064 $ 980,448 $ (4,381) 

$102,682 $ 893,199 $(16,602) 

Column I 

Amortization 
of Deferred 

Policy 
Acquisition 

Costs 

$124,914 

$107 ,427 

$ 91,614 
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Column J 

Paid 
lDsses 

and lDss 
Adjustment 

Expenses 

Column K 

Premiums 
Written 

$935,455 $1,435,348 

$843,179 $1,331,993 

$758,128 $1,159,148 
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BYLAWS 

OF 

GEICO CORPORATION 

* * * 
AR!'ICLE I 
Offices 

Exhibit 3-c 

SECl'ION I. Registered Office. The registered office of the Cor
poration in the State of Delaware shall be at Corporation Trust Center, 1209 
Orange Street, City of Wilmington, County of New Castle. The name of the 
registered agent in charge thereof is The Corporation Trust Company. 

SEJ::::TION 2. Other Offices. The Corporation may also have offices at 
other places either within or without the State of Delaware. 

AR!'ICLE II 
Meetings of Shareholders 

SECrION 1. Annual Meetings; Purposes. At each annual meeting, the 
stockholders shall elect the merrbers of the Board of Directors for the 
succeeding year. Annual meetings shall be held at such place (within or 
without the State of Delaware) , date and hour as shall be designated in the 
notice thereof. At any such annual meeting any proper business properly 
brought before the meeting may be transacted. 

To be prqJerly brought before an annual meeting, business (i) must 
be specified in the notice of the meeting (or any supplerrent thereto) given by 
or at the direction of the Board of Directors, (ii) otherwise properly brooght 
before the meeting by or at the direction of the Board of Directors or (iii) 
otherwise prqJerly brought before the rreeting by a stockholder. For business 
to be properly brought before an annual meeting by a stockholder, the 
stockholder must have given written notice thereof, either by personal 
delivery or by United States mail, postage prepaid, to the Secretary of the 
Corporation, not later than 90 days in advance of such neeting (provided that 
if the annual meeting of stockholders is held earlier than the third Wednesday 
in April, such notice must be given within 10 days after the first public 
disclosure, which may include any public filing with the Se=ities and 
Exchange Ccmnission, of the date of the annual meeting) • lmy such notice 
shall set forth as to each matter the stockholder proposes to bring before the 
annual rreeting (i) a brief description of the business desired to be brought 
before the meeting and the reasons for corrlucting such business at the meeting 
and in the event that such business includes a proposal to amend either the 
Certificate of Incorporation or bylaws of the Corporation, the language of the 
proposed anendrcent, (ii) the name and address of the stockholder proposing 
such business, (iii) a representation that the stockholder is a holder of 
record of stock of the Corporation entitled to vote at such neeting and 
intends to appear in person or by prCJKY at the meeting to propose such 
business, and (iv) any material interest of the stockholder in such business. 
No business shall be conducted at an annual meeting of stockholders except in 
accordance with this paragraph, and the chairman of any annual neeting of 
stockholders may refuse to pennit any business to be brought before an annual 
meeting withoot canpliance with the foregoing procedures. 
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SECTION 2. Special Meetings. A special meeting of the 
stockholders for any purpose or purposes may be called by the Board, the 
Chairrran of the Board, or the President to be held at su::h place (within or 
without the State of Delaware), date and hour as shall be designated in the 
notice th~reof. 

SECTICN 3. Notice of Meetings. Except as otherwise expressly 
required by law, notice of each meeting of the stockholders shall be given not 
less than 10 nor more than 60 days before the date of the meeting to each 
stockholder entitled to vote at such meeting by mailing such notice, postage 
prepaid, directed to the stockholder at his address as it appears on the 
records of the Corporation. Every such notice shall state the place, date and 
hour of the meeting and the purpose or purposes for which the meeting is 
called. Except as otherwise expressly required by law, notice of 
any adjourned meeting of the stockholders need not be given. Notice of any 
meeting of stockholders shall not be required to be given to any stockhold~~ 
who shall attend such meeting in person or by proxy, except when the 
stockholder attends a meeting for the express purpose of objecting, at the be
ginning of the meeting, to the transaction of any business because the meeting 
is not lawfully called or convened. A written waiver of notice, signed by the 
person entitled thereto, whether before or after the time stated therein, 
shall be deemed equivalent to notice. 

SECTICN 4. List of Stockholders. It shall be the duty of the 
Secretary or other officer of the Corporation who shall have charge of its 
stock ledger to prepare and make, at least 10 days before every meeting of the 
stockholders, a canplete list of the stockholders entitled to vote thereat, 
arranged in alphabetical order, and showing the address of each stockholder 
and the nUI!ber of shares registered in the name of each stockholder. Such 
list shall be open to the examination of any stockholder, for any purpose 
germane to the meeting, during ordinary business hours, for a period of at 
least 10 days prior to the meeting either at a place specified in the notice 
of the meeting within the city where the meeting is to be held, or, if not so 
specified, at the place where the meeting is to be held. Such list shall also 
be produced and kept at the time and place of the meeting during the whole 
time thereof, and may be inspected by any stockholder who is present. 

SECTION 5. QJ.orum. At each meeting of the stockholders, except as 
otherwise expressly required by law or by the Certificate of Incorporation, 
stockholders holding a majority of the shares of stock of the Corporation 
issued and outstanding, and entitled to be voted thereat, shall be present in 
person or by proxy to constitute a quorum for the transaction of business. In 
the absence of a quorun at any such meeting or any adjournment or adjourrnnents 
thereof, a majority in voting interest of those present in person or by proxy 
and entitled to vote thereat, or in the absence therefrom of all the 
stockholders, any officer entitled to preside at, or to act as secretary of, 
such meeting may adjourn such meeting fran time to time until stockholders 
holding the amount of stock requisite for a quorum shall be present in person 
or by proxy. At any such adjourned meeting at which a quonmi may be present 
any business may be transacted which might have been transacted at the meeting 
as originally called. 

SECTICN 6. Organization. At each meeting of the stockholders, one 
of the following shall act as chairman of the meeting and preside thereat, in 
the following order of precedence: 
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(a) The Chainnan of the Board; 
(b) The President; 
(cl Any ot..'1er office-r of the 

Corporation designated by the Board or the 
Executive Conmittee to act as chainnan of such 
meeting and to preside thereat if the Chainnan 
of the Board and the President shall be absent 
from such meeting; or 

(d) A stockholder of record of the 
Corporation who shall be chosen chainnan of such 
meeting by a majority in voting interest of the 
stockholders present in person or by proxy and 
entitled to vote thereat. 

The Secretai:y, or, if he shall be presiding aver the meeting in 
accordance with the provisions of this Section, or, if he shall be absent from 
such meeting, the person (who shall be an Assistant Secretai:y, if an Assistant 
Secretai:y shall be present thereat) whom the chairman of such rreeting shall 
appoint, shall act as Secretai:y of such meeting and keep the minutes thereof. 

SECTION 7. Order of Business. The order of business at each 
meeting of the stockholders shall be determined by the chairman of such 
meeting, but such order of business may be changed by a majority in voting 
interest of those present in person or by prOKy at such meeting and entitled 
to vote thereat. 

SECTION B. Voting. Except as otherwise provided in the Certificate 
of Incorporation, each stockholder shall, at each rreeting of the stockholders, 
be entitled to one vote in person or by proxy for each share of stock of the 
Corporation held by him and registered in his name on the books of the 
Corporation: 

(a) on the date fixed pursuant to the pravisions of 
Section 5 of Article VIII of these Bylaws as the record date for 
the determination of stockholders who shall be entitled to receive 
notice of and to vote at such rreeting, or 

(b) if no record date shall have been so fixed, then at 
the close of business on the day next preceding the day on which 
notice of the meeting shall be given. 

Shares of its own stock belonging to. the Corporation or to another 
corporation, if a majority of the shares entitled to vote in the election of 
directors of soc:h other corporation is held by the Corporation, shall neither 
be entitled to vote nor counted for quorum purposes. Any vote of stock of the 
Corporation may be given at any meeting of the stockholders by the 
stockholders entitled thereto in person or by prOKy appointed by an instrurrent 
in writing delivered to the Secretary or an Assistant Secretary of the 
Corporation or the secretai:y of the meeting. The attendance at any meeting of 
a stockholder who may theretofore have given a proxy shall not have the effect 
of revoking the sarre unless he shall in writing so notify the Secretai:y of the 
meeting prior to the voting of the prCJKY. At all rreetings of the stockholders 
all matters, except as otherwise pr01Tided by law or in these Bylaws, shall be 
decided by the vote of a majority of the votes cast by stockholders present in 
person or by proxy and entitled to vote thereat, a quorum being present. 
Except as otherwise expressly required by law, the vote at any rreeting of the 
stockholders on any question need not be by ballot, unless so directed 
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by the chairman of the meeting. On a vote by ballot each 
ballot shall be signed by the stockholder voting, or by his 
proxy, if there be such proxy. 

ARTICLE III 
Board of Directors 

SEX:TICN 1. General Powers. The business and affairs of the 
Corporation shall be 110J1aged by the Board of Directors. 

SOCI'ICN 2. Number and Term of Office. Except as otherwise 
expressly provided in the Certificate of Incorporation, the number of 
directors which shall constitute the whole Board shall be fixed fran tine to 
time by a resolution adopted by a majority of the whole Board. Except as 
otherwise expressly provided in the Certificate of Incorporation, each of the 
directors of the Corporation shall hold office until the annual rreeting next 
after his election and until his successor is elected and qualified or until 
his earlier death or resignation or removal in the. !10l1Iler hereinafter 
provided. 

Nominations for the election of directors may be made by the Board of 
Directors or by any stockholder entitled to vote for the election of 
directors. Any stockholder entitled to vote for the election of directors at 
a rreeting or to execute a consent in writing in lieu of a rreeting may 
nominate a person or persons for election as directors only if written notice 
of such stockholder's intent to make such nomination is given, either by 
personal delivery or by United States mail, postage prepaid, to the Secretary 
of the Corporation not later than (i) with respect to an election to be held 
at an annual meeting of stockholders, 90 days in advance of such meeting 
(provided that if the annual meeting of stockholders is held earlier than the 
third Wednesday in April, such notice must be given within 10 days after the 
first public disclosure, which may include any public filing with the 
Se=ities and Exchan;J'e Cornnission, of the date of the annual meeting), (ii) 
with respect to an election to be held at a special rreeting of stockholders 
for the election of directors, the close of business on the seventh day 
following the date on which notice of such rreeting is first given to 
stockholders, and (iii) in the case of any stockholder who wishes to naninate 
any person or persons for election as directors pursuant to consents in 
writing by stockholders in lieu of a meeting, 60 days in advance of the date 
on which materials soliciting such consents are first mailed to stockholders 
or, if no such materials are required to be mailed under applicable law, the 
date on which the first such consent is executed. F.ach such notice shall set 
forth: (a) the name and address of the stockholder who intends to make the 
nanination and of the person or persons to be nominated; (b) a representation 
that the stockholder is a holder of record of stock of the Corporation 
entitled to vote at such meeting or to execute such a consent and intends to 
appear in person or by praxy at the meetin;r to nominate the person or persons 
specified in the notice or to execute such a consent to elect such person or 
persons as directors; (c) a description of all arran;J'errents or understandings 
between the stockholder and each nominee and any other person or persons 
(namin;r such person or persons) pursuant to which the nomination or nanin
ations are to be made by the stockholder; (d) such other in formation 
regarding each naninee proposed by such stockholder as would have been 
required to be included in a praxy statement filed pursuant to the praxy rules 
of the Se=ities and Exchange Cornnission had each nominee been naninated, or 
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intended to be nominated, by the Board of Directors; and (e) the consent of 
each nominee to serve as a director of the Corporation if so elected. 'Ihe 
chairman of any meeting of ,-,tockholders to elect directors and the Board of 
Directors may refuse to acknowledge the nanination of any person not made in 
conpliance with the foregoing procedure. 

SECTIOO 3. Election. Except as otherwise expressly provided in the 
Certificate of Ino:>rporation, at each meeting of the stockholders for the 
election of directors at which a quorum is present, the persons receiving 
the greatest nurrber of votes, up to the nurrber of directors to be elected, 
shall be the directors. 

SECTIOO 4. Resignation, Removal and Vacancies. Any director may 
resign at any time by giving a written notice of his resignation to the 
Chairman of the Board, the President, or the Secretazy of the Corporation. 
Any such resignation shall take effect at the time specified therein, or, if 
the time when it shall becane effective shall not be specified therein, then 
it shall take effect when accepted by action of the Board. Except as 
aforesaid, the acceptance of such resignation shall not be necessary to make 
it effective. 

EKcept as otherwise expressly prc:wided in the Certificate of 
Incorporation, a director may be removed, either with or without cause, at any 
time by the holders of a majority of the shares entitled to vote in the 
election of directors. 

Any vacancy occurring on the Board may, except as otherwise 
expressly provided in the Certificate of Incorporation, be filled by a 
majority of the directors then in office, though less than a quorum, or by a 
sole remaining director, and the director elected to fill such vacancy shall 
hold office for the une.'Cpired term in respect of which such vacancy oc=red. 

SECTION 5. 1-Eetings. 

(A) Annual M=etings. As soon as practicable after each annual election 
of directors, the Board shall meet for the purpose of organization and the 
transaction of other business. 

(B) Regular M=etings. Regular meetings of the Board shall be held at 
such tilres and places as the Board shall from time to time determine. 

(C) Special M=etings. Special meetings of the Board shall be held 
whenever called by the Chairman of the Board, the President or two Directors. 
Any and all business may be transacted at a special meeting which may be 
transacted at a regular meeting of the Board. 

(D) Place of Meeting. The Board may hold its meetings at such place or 
places within or without the State of Delaware as the Board may fran time to 
time by resolution determine or as shall be designated in the respective 
notices or waiver of notices thereof. 

~ (E) Notice of Meetings. Notices of regular meetings of the Board or of 
any adjourned meeting need not be given. 

/ 
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Notices of special meeti!BS of the Board, or of any meeting of any 
Corrmittee of the Board which has not been fixed in advance as to time and 
place by such Corrmittee, shall be mailed by the Secretcu:y to each director, or 
rrember of such Cormri.ttee, addressed to him at his residence or usual place of 
business, at least two days before the day on which such meeting is to be 
held, or shall be sent to him by telegraph, cable or other form of recorded 
cannunication or be delivered personally or by telephone not later than 
the day before the day on which such meeting is to be held. such notice shall 
include the time and place of such meeting. Notice of any such meeting need 
not be given to any director or rrember of any Carmittee, however, if waived by 
him in writing or by telegraph, cable or other form of recorded ccmnunication, 
whether before or after such meeting shall be held, or if he shall be present 
at such ,!,.;eting. 

(F) Quorum and Manner of Acting. A majority of the total number 
of directors shall be present in person at any meeting of the Board in order 
to constitute a quorum for the transaction of business at such meeting, and 
the vote of a majority of those directors present at any such meeting at which 
a quorum is present shall be necessary for the passage of any resolution or 
act of the Board, except as otherwise expressly required by law or these 
Bylaws. In the absence of a quorum for any such meeting, a majority of 
the directors present thereat may adjourn such meeting from time to time until 
a quorum shall be present thereat. 

(G) Action by Conmunications Fquipnent. The directors, or the 
irembers of any Ccmnittee of the Board, may participate in a meeting of the 
Board, or of such Cormri.ttee, by means of conference telephone or similar 
canmunications equiprent by means of which all persons participating in the 
meeting can hear each other, and such participation shall constitute presence 
in person at such meeting. 

(H) Action by Consent. Any action required or permitted to be 
taken at any meeting of the Board, or of any Corrmittee thereof, may be taken 
without a meeting if all merrbers of the Board or Conmittee, as the case may 
be, consent thereto in writing, and such writing is filed with the minutes of 
the proceedings of the Board or Conmittee. 

(I) Organization. At each meeting of the Board, one of the 
following shall act as chairman of the meeting and preside thereat, in the 
following order of precedence: (a) the Chairman of the Board; (b) the 
President; (c) any director chosen by a majority of the directors present 
thereat. The Secretary or, in the case of his absence, any person (who shall 
be an Assistant Secretcu:y, if an Assistant Secretcu:y shall be present thereat) 
whom the chairman shall appoint, shall act as secretary of such meeting and 
keep the minutes thereof. 

SF.CTICN 6. Corrpensation. The Board of Directors may fix an arrount 
per annum of fees to be paid by the Corporation to directors for attendance at 
meetings of the Board or of any cormri.ttee, or both, as the Board shall fran 
time to time determine. The Board may likewise provide that the Corporation 
shall reirrburse each director or merrber of a cormri.ttee for any expenses 
incurred by him on account of his attendance at any such meeting. Nothing 
contained in this Section shall be construed to preclude any director fran 
serving the Corporation in any other capacity and receiving canpensation 
therefor. 

.• 

( 
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ARI'ICLE IV 
Conrnittees 

SECrIOO 1. Executive Conrnittee. 

(A) Designation and 1-Enbership. 'l."he Board shall, by resolution 
passed by a majorit:y of the whole Board, designate an Executive Ccmnittee 
consisting of such number of directors as the Board shall appoint. Vacancies 
may be filled by the Board at any time and any appointed rriember of the 
Executive Conrnittee shall be subject to removal, with or without cause, at any 
time by the Boar.d. 

(B) Functions and Powers. The Executive Conrnittee, subject to any 
limitations prescribed by the Bc:ard, shall possess and may exercise, during 
the intervals between meetings of the Board, all the parers and authorit:y of 
the Board in the management of the business and affairs of the Corporation, 
including the declaration of dividends when specifically authorized by the 
Board to do so for a particular quarter; provided, however, that the Executive 
Committee shall not have the pao;er or authority to approve amendments to the 
Certificate of Incorporation of the Corporation, adopt agreerrents of merger or 
consolidation, recarrnend to the stockholders the sale, lease or exchange of 
all or substantially all the property and assets of the Corporation, recannend 
to the stockholders the dissolution of the Corporation or the revocation of a 
dissolution, amend these Bylaws or auth:lrize the issuance of stock of the 
Corporation. At each meeting of the Board the Executive Conrnittee shall make 
a report of all action taken by it since its last report to the Board. 

SECTIOO 2. Audit Conrnittee. 

(A) Designation and !>Enbership. The Board shall, by resolution 
passed by a majorit:y of the whole Board, designate an Audit Conrnittee 
consisting of such number of Directors as the Board shall appoint. Vacancies 
may be filled by the Board at any time and any appointed rrember of the Audit 
Conrnittee shall be subject to rercoval, with or without cause, at any time by 
the Board. No salaried officer or employee of the Corporation may serve as a 
member of the Audit Conrnittee. 

(B) Functions and Powers. The Audit Conrnittee shall reccmrend to 
the Board each year the firm of independent certified public accountants (the 
Accountants) for appointnent or reappointnent as Accountants for the 
Corporation. The Audit carmi.ttee shall have such other duties and functions 
as shall be delegated to it in a resolution passed by a majority of the whole 
Board. 

SECTIOO 3. Other Conrni ttees. The Board may, by resolution passed 
by a majority of the whole Board, designate other carrnittees (including, but 
not limited to, a Human Resources Conrnittee, Finance Conrnittee and Social 
Responsibility Carmittee), each comni.ttee to consist of three or m:lre 
directors and to have such duties and functions as shall be provided in such 
resolution. The Board shall have the power to change the metlbers of any 
such canmittee at any time, to fill vacancies, and to discharge any such 
oonrnittee, either with or without cause, at any time. 
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ARTICLE V 
Officers 

SECTION 1. Election and Appointirent and Term of Office. 'Ihe 
officers of the Corporation shall be a Chairman of the Board, a President, 
such number of Vice Presidents (including any Executive and/or Senior Vice 
Presidents) as the Board may determine from time to time, a Controller and 
a Secretary. Each such officer shall be elected by the Board at its annual 
meeting or by a conmittee of the Board and hold office until the next annual 
meeting of the Board and until his successor is elected or until his earlier 
death, resignation or raroval in the manner hereinafter provided. 

'Ihe Board or a Committee of the Board may elect or appoint such 
other officers (including one or more Assistant Secretaries) as it deems 
necessary who shall have such authority and shall perform such duties as the 
Board or ccmnittee may prescribe. 

If additional officers are elected or appointed during the year, 
each of them shall hold office until the next annual meeting of the Board at 
which officers are regularly elected or appointed and until his successor is 
elected or appointed or until his earlier death, resignation or removal in the 
manner hereinafter provided. 

SECTICN 2. Resignation, Rem<Nal and Vacancies. Any officer may 
resign at any time by giving a written notice to the Chairman of the Board, 
the President or the Secretaxy of the Corporation, and such resignation shall 
take effect at the time specified therein, or, if the tllre when it shall 
become effective shall not be specified therein, then it shall take effect 
when accepted by action of the Board. Except as aforesaid, the acceptance of 
such resignation shall not be necessaxy to make it effective. 

All officers elected or appointed by the Board shall be subject to 
rerroval at any time by the Board, with or without cause. 

A vacancy in any office may be filled for the unexpired portion of 
the term in the same manner as provided for election or appointirent to such 
office. 

SECTICN 3. Duties and Functions. 

(A) Chairman of the Board. 'Ihe Chairman of the Board, who shall 
be a mE'll'ber thereof, shall preside at all meetings of the Board arrl of the 
shareholders at which he shall be present. 

The Chairman of the Board shall be the Chief Executive Officer of 
the Corporation and shall have the follc:M.ng powers, functions and duties: 

(i) under the direction of the Board, he shall have 
general super vision and managerrent of the prqierty, affairs and 
business of the Corporation; 

(ii) he shall see that all orders and resolutions of the 
Board and the Committees of the Board are carried into effect; 
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(iii) he shall have the general supei:vision and direction 
of the staff officers of the Corporation and shall see that their 
duties are properly performed; 

(iv) with the President, he shall subnit an annual report 
of the operations of the Corporation for the year to the 
shareholders at their annual meeting and also to the Board; and 

(v) he shall be vested with such other powers of 
supervision and management and he shall perform such other duties 
as may be delegated to him by the Board, or as devolve upon 
the Chief Executive Officer of like canpanies. 

(B) President. The President shall be the Chief Operating Officer 
of the Corporation, except that when the offices of Chairman of the Board and 
President are held by the same person or when the office of the President is 
vacant, the Chief Operating Officer shall be such other officer as may be 
designated by the Board, a Ccmnittee of the Board or the Chief Executive 
Officer, and shall have the following pc::Mers, functions and duties: 

(i) under the direction of the Board and the Chief 
Executive Officer, he shall have general supervision and active 
management of the property, affairs and business of the 
Corporation; 

(ii) he shall have the general supervision and direction 
of the operating officers of the Conpany and shall see that their 
duties are properly performed; 

(iii) he shall execute and acknavledge all contracts, 
agreerrents, deeds, bonds, rrortgages and other obligations and 
instruments in the name of the Corporation when so authorized by 
the Board or ccmnittee of the Board and all other papers and 
documents necessa:ry and proper to be executed in the performance of 
his duties; 

(iv) with the Chairman of the Board, he shall subnit an 
annual report of the operations of the Corporation for the year to 

the shareholders at their annual meeting and also to the Board; and 

(v) he shall be vested with such other powers of 
supervision and management and he shall perform such other duties 
as may be delegated to him by the Chief Executive Officer, the 
Board, a ccmnittee of the Board or as devolve upon the Chief 
Operating Officer of like caipanies. 

In the absence or disability of the President, his 
authority and duties shall be vested in such officer as may be 
designated by the Board, a comnittee of the Board or the 
Chief Executive Officer, before or after the event. 

(C) Vice Presidents. F.ach Vice President shall have such pavers 
and duties as shall be prescribed by the Board, a ccmnittee of the Board or 
the Chairman of the Board. 
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(D) Controller. The Controller shall be the chief accounting 
officer of the Corporation. He shall keep full and accurate accounts of all 
assets, liabilities, receipts and disbursements and other transactions of the 
Corporation and shall cause regular audits of the books and records of the 
Corporation to be made and shall have su::h powers and duties as shall be 
prescribed by the Board, a corrmittee of the Board or the Chairman of the 
Board. 

(E) Secretary. The Secretary shall keep the records of all 
meetings of the stockholders and of the Board and cannittees of the Board. He 
shall affix the seal of the Corporation to all instruments requiring the 
corporate seal when the same shall have been signed on behalf of the 
Corporation by a duly authorized officer. The Secretary shall be the 
custodian of all contracts, deeds, docurrents and all other indicia of title to 
properties =ned by the Corporation and of its other corporate records (except 
accounting records) and in general shall perform all duties and have all 
powers incident to the Office of Secretary and shall have such powers and 
duties as shall be prescribed by the Board, a cannittee of the Board or the 
Chairman of the Board. To such extent as the Board shall deem proper, the 
duties of Secretary may be performed by one or more assistants, to be 
appointed by the Board or a corrmittee of the Board. 

ARI'ICLE VI 
Contracts, Checks, Drafts, Bank .Accounts, Etc. 

SECTION 1. Execution of Documents. The Board or a camnittee of 
the Board shall designate the officers, employees and agents of the 
Corporation who shall have pc:Mer to execute and deliver deeds, leases, 
contracts, mortgages, bonds, debentures, checks, drafts and other orders for 
the payrrent of rroney and other doct:rrents for and in the name of the 
Corporation and may authorize such officers, employees and agents to delegate 
such power (including authority to redelegate) by written instrument to other 
officers, employees or agents of the Corporation. In the absence of such 
designation or delegation, such docurrents shall be executed by the Chairman of 
the Board, President, Vice President (including any Executive or Senior Vice 
President), Controller or Secretary. 

SECTIOO 2. Deposits. All funds of the Corporation not otherwise 
employed shall be deposited to the credit of the Corporation in such 
depositaries as may be designated fran time to time by the Board or a 
carrnittee of the Board. 

SECTICN 3. Proxies in Respect of Stock or other Se=ities of 
.)ther Corporations. The Chairman of the Board, the President or any other 
officer of the Corporation designated by the Board or a corrmittee of the Board 
shall have the authority (a) to appoint from time to time an agent or agents 
of the Corporation to exercise in the name and on behalf of the Corporation 
the powers and rights which the Corporation may have as the holder of stock or 
other se=ities in any other corporation; (b) To vote or consent in respect 
of such stock or se=ities; and (c) To execute or cause to be executed in 
the name arrl on behalf of the Corporation and under its corporate seal, or 
otherwise, such written proxies, pc:Mers of attorney or other instruments as he 
may deem necessary or proper in order that the Corporation may exercise such 
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powers and rights. The Chairman of the Board, the President or any such 
designated officer may instruct any person or persons appointed as aforesaid 
as to the manner of exercising such powers and rights. 

ARTICLE VII 
Books and Records 

The books and records of the Corporation may be kept at such places 
within or without the State of Delaware as the Board or a ccmnittee of the 
Board may fran time to time determine. 

ARTICLE VIII 
Shares and Their Transfer; Fixing Record Date 

SECTICN 1. Certificate for Stock. Eve:ry cwner of stock of the 
Corporation shall be entitled to have a certificate certifying the number of 
shares owned by him in the Corporation and designating the class of stock to 
which such shares belong, which shall otherwise be in such form as the Board 
or a ccmnittee of the Board shall prescribe. Each such certificate shall be 
signed by, or in the name of the Corporation by, the Chairman of the Board, 
the President or a Vice President (including any Exerutive or Senior Vice 
President) and by the Secreta:ry or an Assistant Secreta:ry of the Corpo
ration. In case any officer who has signed or whose facsimile signature has 
been placed upon a certificate shall have ceased to be such officer before 
such certificate is issued, it may nevertheless be issued by the Corporation 
with the same effect as if he were such officer at the date of issue. Where 
any such certificate is manually countersigned by a transfer agent or 
registrar, any of the other signatures on the certificate may be a facsimile. 

SECTICN 2. Record. A reoord shall be kept of the name of the 
person, firm or corporation owning the stock represented by each certificate 
for stock of the Corporation issued, the number of shares represented by 
each such certificate, and the date thereof, and, in the case of cancellation, 
the date of cancellation. Except as othei:wise expressly required by law, the 
person in whose name shares of stock stand on the books of the Corporation 
shall be deem:d the c:wner thereof for all purposes as regards the Corporation. 

SECTICN 3. Transfer of Stock. Transfer of shares of the stock of 
the Corporation shall be made only on the books of the Corrpany by the 
registered holder thereof, or by his attorney thereunto authorized by power 
of attorney duly executed arrl filed with the Secreta:ry of the Corporation, and 
on the surrender of the certificate or certificates for such shares properly 
errlorsed. 

SECTICN 4. IDst, Stolen, Destroyed or Mutilated Certificates. The 
rolder of any stock of the Corporation shall i.rnrrediately notify the 
Corporation of any loss, theft or mutilation of the certificate therefor. The 
Corporation may issue a new certificate for stock in the place of any 
certificate theretofore issued by it and alleged to have been lost, stolen, 
destroyed or nutilated, and the Board or the President or the Secreta:ry may, 
in its or his discretion, require the cwner of the lost, stolen, mutilated or 
destroyed certificate or his legal representatives to give the Corporation a 
borrl in such sum, limited or unlimited, in such form and with such surety or 
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sureties as the Board shall in its discretion determine, to inderrmity the 
Corporation against any claim that may be made against it on account of the 
alleged loss, theft, mutilation or destruction of any such certificate or the 
issuance of any such new certificate. 

SECTIOO 5. Fixing Date for Determination of Shareholders of 
Record. In order that the Corporation may determine the stockholders entitled 
to notice of or to vote at any meeting of stockholders or any adjournment 
thereof, or to express consent to corporate action in writing without a 
meeting, or entitled to receive payment of any dividend or other distribution 
or allotment of any rights, or entitled to exercise any rights in respect of 
any change, conversion, or exchange of stock or for the purpose of any other 
lawful action, the Board may fix, in advance, a record date, which shall not 
be more than 60 nor less than 10 days before the date of such meeting, nor 
rrore than 60 days prior to any other action. 

ARTICLE IX 
Seal 

The Board shall provide a corporate seal, which shall be in the 
form of a circle and shall bear the full name of the Corporation and the words 
and figures "Corporate Seal 1978 Delaware." 

ARI'ICLE X 
Fiscal Year 

'!he fiscal year of the Corporation shall end on the 31st day of 
December, in each year. 

ARTICLE XI 
Inderrmification 

SECTIOO 1. ..[/Right to Indemnification. The Corporation shall to the 
fullest extent permitted by applicable law as then in effect inderrmify any 
person (the "Indemnitee" who is or was a director or officer of the 
Corporation and who is or was involved in any manner (including, without 
limitation, as a party or witness) or is threatened to be made so involved in 
any threatened, pending or completed investigation, claim, action, suit or 
proceeding, whether civil, criminal, administrative or investigative 
(including, without limitation, any action, suit or proceeding by or in the 
right of the Corporation to procure a ju::lgment in its favor) (a "Proceeding") 
by reason of the fact that such person is or was a director, officer, anployee 
or agent of the Corporation, or is or was serving at the nquest of the 
Corporation as a director, officer, employee or agent of another corporation, 
partnership, joint venture, trust or other enterprise (including, without 
limitation, any employee benefit plan) against all expenses (including 
attorneys' fees), ju::lgments, fines and amounts paid in settlerrent actually and 
reascnably incurred by such person in connection with such Proceeding; 
provided, however, that, except as provided in Section 4 (d) , the foregoing 
shall not apply to a director or officer of the Corporation with respect to a 
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Proceeding that was camenced by such director or officer. Such inderrmifica
tion shall be a contract right and shall include the right to receive payment 
in advance of any expenses incurred by the Indernnitee in connection with such 
Proceeding, consistent with ·::he pr01Tisions of applicable law as then in 
effect. 

SECTIOO 2. Insurance, Contracts and F\J.nding. The Corporation may 
purchase and maintain insurance to protect itself and any person entitled to 
indemnification under this Article XI against any expenses, juigrnents, fines 
and amounts paid in settlement as specified in this Article XI or in=red by 
any such person in connection with any Proceeding referred to in this Article 
XI, to the fullest extent permitted by applicable law as then in effect. '!he 
Corporation may enter into contracts with any person entitled to 
indemnification under this Article XI in furtherance of the provisions of this 
Article XI and may create a trust fund, grant a se=ity interest or use other 
means (including, without limitation, a letter of credit) to ensure the 
payment of such amounts as may be necessary to effect indernnification as 
provided in this Article XI. 

SECTIOO 3. Indemnification; Not Exclusive Right. The right of 
indemnification provided in this Article XI shall not be exclusive of any 
other rights to which those seeking irrlemnification may otherwise be entitled, 
and the provisions of this Article XI shall inure to the benefit of the heirs 
and legal representatives of any person entitled to indemnity under this 
Article XI and shall be applicable to Proceedings camenced or continuing 
after the adoption of this Article XI, whether arising fran acts or anissions 
oc=ring before or after such adoption. 

SECTIOO 4. Advancement of E:xpenses; Procedures; Presumptions and 
Effect of Certain Proceedings; Remedies. In furtherance, but not in 
limitation of the foregoing provisions, the following procedures, presumptions 
and remedies shall apply with respect to advancement of expenses and the right 
to irrlemnification under this Article XI: 

(a) Advancement of E?Cpenses. All reasonable expenses in=red by 
or on behalf of the Indemnitee in connection with any Proceeding shall be 
advanced to the Indemnitee by the Corporation within 20 days after the receipt 
by the Corporation of a statement or statements fran the Indernnitee requesting 
such advance or advances fran time to time, whether prior to or after final 
disposition of su::h Proceeding. Such statement or statements shall reasonably 
evidence the expenses in=ed by the Indernnitee and, if required by law at 
the time of such advance, shall incltrle or be acrornpanied by an undertaking by 
or on behalf of the Indernnitee to repay the amounts advanced if it should 
ultimately be determined that the Indernnitee is not entitled to be indernnified 
against such expenses pursuant to this Article XI. 

(b) Procedure for Determination of Entitlement to Indernnification. 
(i) to obtain indemnification under this Article XI, an Indernnitee shall 
sul:Jnit to the Secretary of the Corporation a written request, including such 
documentation am information as is reasonably available to the Indernnitee and 
reasonably necessary to determine whether and to what extent the Indernnitee is 
entitled to indemnification (the "Supporting Documentation"). The 
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detennination of the Indemnitee's entitlement to indemnification shall be made 
not later than 60 calendar days after receipt by the Corporation of the 
written request for indemnification together with the Supporting 
IXx:umentation. The Secretary of the Corporation shall, pranptly upon receipt 
of such a request for indemnification, advise the Board of Directors in 
writing that the Indemnitee has requested indemnification. 

(ii) The Indemnitee' s entitlement to indemnification under this 
Article XI shall be determined in one of the foll<Ming ways: (A) by a 
majority vote of the Disinterested Directors (as hereafter defined), if they 
constitute a quorum of the Board of Directors; (B) by a written opinion of 
Independent Counsel (as hereinafter defined) if a quorum of the Board of 
Directors consisting of Disinterested Directors is not obtainable or, even if 
obtainable, a majority of such Disinterested Directors so directs; (C) by the 
stockholders of the Corporation (but only if a majority of the Disinterested 
Directors, if they constitute a quorun of the Board of Directors, presents the 
issue of entitlement to indemnification to the stockholders for their 
determination) ; or (D) as provided in Section 4 (c) . 

(iii) In the event the determination of entitlement to 
indemnification is to be made by Independent Counsel pursuant to Section 
4 (b) (ii), a majority of the Disinterested Directors shall select the 
Independent Counsel, but only an Independent Counsel to which the Indemnitee 
does not reasonably object. 

(c) Presmptions and Effect of Certain Proceedings. Except as 
otherwise expressly provided in this Article XI, the Indemnitee shall be 
presumed to be entitled to indemnification under this Article XI upon 
sul:mission of a request for indemnification together with the supporting 
Documentation in accordance with Section 4 (b) (i), and thereafter the Corpora
tion shall have the burden of proof to overcome that presunption in reaching a 
contrary determination. In any event, if the person or persons empc:Mered 
under Section 4 (b) to determine entitlement tL1 indemnification shall not have 
been appointed or shall not have made a deternLLnation within 60 days after 
receipt by the Corporation of the request therefor together with the 
Supporting Documentation, the Indemnitee shall be deemed to be entitled to 
indemnification and the Indemnitee shall be entitled to such indemnification 
unless (A) the Indemnitee misrepresented or failed to disclose a material fact 
in making the request for indemnification or in the Supporting Documentation 
or (B) such indemnification is prohibited by law. The termination of any 
Proceeding described in Section 1, or of any claim, issue or matter therein, 
by judgment, order, settlement or conviction, or upon a plea of nolo 
contendere or its equivalent, shall not, of itself, adversely affect the right 
of the Indemnitee to indemnification or create a presumption that the 
Indemnitee did not act in good faith and in a manner which the Indem-
nitee reasonably believed to be in or not opposed to the best interests of the 
Corporation or, with respect to any criminal Proceeding, that the Indemnitee 
had reasonable cause to believe that his conduct was unlawful. 

-::faJ 1€medies of Indemnitee. (i) In the event that a determination is 
made pursuant to Section 4 (b) that the Indemnitee is not entitled to 
indemnification under this Article XI, (A) the Indemnitee shall be entitled to 
seek an adjudication of his entitlement to such indemnification either, at the 



.. PAGE 15 

Indemnitee's sole option, in (x) an appropriate court of the State of Delaware 
or any other court of corrpetent jurisdiction or (y) an arbitration to be 
conducted by a single arbitrator pursuant to the rules of the American 
Arbitration Association; (B) any such judicial proceeding or arbitration shall 
be de novo and the Indemnitee shall not be preju:liced by reason of such 
adverse detennination; and (C) in any such judicial proceeding or arbitration 
the Corporation shall have the burden of proving that the Indemnitee is not 
entitled to indemnification under this Article XI. 

(ii) If a detennination shall have been made or deemed to have 
been made, pursuant to Section 4 (b) or (c), that the Indemnitee is entitled to 
indemnification, the Corporation shall be obligated to pay the amounts 
constituting such indemnification within five days after such detennination 
has been made or deemed to have been made and shall be conclusively bound by 
such determination unless (A) the Indemnitee misrepresented or failed to 
disclose a material fact in making the re::ruest for indemnification or in the 
Supporting Docurrentation or (B) such indemnification is prohibited by law. In 
the event that (x) advancerrent of expenses is not timely made pursuant to 
Section 4 (a) or (y) payment of indemnification is not made within five 
calendar days after a detennination of entitlement to indemnification has been 
made or deemed to have been made pursuant to Section 4 (b) or (c) , the 
Indemnitee shall be entitled to seek ju:licial enforcement of the Corporation's 
obligation to pay to the Indemnitee such advancenent of expenses or 
indemnification. Notwithstanding the foregoing, the Corporation may bring an 
action, in an ai;:propriate court in the State of Delaware or any other court of 
competent jurisdiction, contesting the right of the Indemnitee to receive 
indemnification hereunder due to the occurrence of an event described in 
subclause (A) or (B) of this clause (ii) (a "Disqualifying Event"); provided, 
haoJever, that in any such action the Corporation shall have the burden of 
proving the occurrence of such Disqualifying Event. 

(iii) The Corporation shall be precluded fran asserting in any 
judicial proceeding or arbitration conrnenced pursuant to this Section 4 (d) 
that the procedures and presUI!ptions of this Article XI are not valid, binding 
and enforceable and shall stipulate in any such court or before any such 
arbitrator that the Corporation is bound by all the provisions of this Article 
XI. 

(iv) In the event that the Indemnitee, pursuant to this Section 
4 (d), seeks a judicial adjudication of or an award in arbitration to enforce 
his rights under, or to recover damages for breach of, this Article XI, the 
Indemnitee shall be entitled to recover from the Corporation, and shall be 
indemnified by the Corporation against, any expenses actually and reasonably 
incurred by the Indemnitee if the Indemnitee prevails in such judicial 
adjudication or arbitration. If it shall be detennined in such judicial 
adjudication or arbitration that the Indemnitee is entitled to receive part 
but not all of the indemnification or advancement of expenses sought, the 
expenses incurred by the Indemnitee in connection with such judicial 
adju:lication or arbitration shall be prorated accordingly. 

(e) Definitions. For purposes of this Section 4: 
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(i) "Disinterested Director" means a director of the Corporation 
who is not or was not a party to the Proceeding in respect of which 
indemnification is sought by the Indemnitee. 

(ii) "Independent Counsel" !!Eans a law firm or a merrber of a law 
firm that neither presently is, nor in the past five years has 
been, retained to represent: (a) the Corporation or the Indemnitee 
in any matter material to either such party or (b) any other party 
to the Proceeding giving rise to a claim for indemnification unier 
this Article XI. Notwithstanding the foregoing, the term 
"Independent Counsel" shall not include any person who, under the 
applicable standards of professional conduct then prevailing under 
the law of the State of Delaware, would have a conflict of interest 
in representing either the Corporation or the Indemnitee in an 
action to determine the Indemnitee's rights under this Article XI. 

SECTICN 5. Effect of Amendrrents. Neither the arrendment or repeal 
of, nor the adoption of a provision inconsistent with, any provision of this 
Article (including, without limitation, this Section 5) shall adversely affect 
the rights of any director or officer under this Article with respect to any 
Proceeding cornnenced or threatened prior '·,o such arrenclment, repeal or adoption 
of an inconsistent provision, without the written consent of such director or 
officer. 

SEX:TICN 6. Severabili ty. If any provision or provisions of this 
Article XI shall be held to be invalid, illegal or unenforceable for any 
reason whatsoever: (a) the validity, legality and enforceability of the 
remaining provisions of this Article XI (including, withoot limitation, all 
portions of any section of this Article XI containing any such provision held 
to be invalid, illegal or unenforceable, that are not themselves invalid, 
illegal or unenforceable) shall not in any way be affected or impaired 
thereby; and (b) to the fullest extent possible, the provisions of this 
Article XI (including, without limitation, all portions of any section of this 
Article XI containing any such provision held to be invalid, illegal or 
unenforceable, that are not themselves irnralid, illegal or unenforceable) 
shall be construed so as to give effect to the intent rranifested by the provi
sion held invalid, illegal or unenforceable. 

SECTICN 7. Indemnification of Employees and ?\gents. Notwithstand
ing any other provision or provisions of this Article XI, the Corporation may 
indemnify (including, without limitation, by direct payment) any person (other 
than a director or officer of the Cotp:)ration) who is or was involved in any 
manner (including, without limitation, as a party or a witness) or is 
threarened to be made so involved in any Proceeding by reason of the fact that 
such person is or was an errployee or agent of the Corporation, or is or was 
serving at the request of the Corporation as a director, officer, employee or 
agent of another corporation, partnership, joint venture, trust or other 
enterprise (including, without limitation, any employee benefit plan) against 
any or all expenses (including attorneys' fees), juigments, fines and anounts 
<:;aid in settlement incurred in connection with such Proceeding. 
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ARI'ICLE XII 
Amendments 

These Bylaws may be altered, arrended or repealed by the Board at 
ahy regular or special meeting thereof, subject to the ~r of the holders of 
a majority of the outstanding stock of the Corporation entitled to vote in 
respect thereof, by their vote given at an annual meeting or at any special 
meeting, to alter or repeal any Bylaw made by the Board, except as otherwise 
expressly provided in the Certificate of Incorporation. 
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CONSULTANT AGREEMENT 

Exhibit 10-b 

THIS AGRIDIENI', entered into as of June 1, 1987, by and between GEICO 
CORPORATION, a oorporation duly organized and existing under the laws of the 
State of Delaware (hereinafter called the "COMPANY"), and DR. H. ECWIRD WRAPP, 
residing at 4738 South Lake Drive, Delray Dunes, Boynton Beach, Florida 
(hereinafter called ''WRAPP"), 

WITNESSEI'H THAT: 

WHEREAS, WRAPP has had extensive experience with regard to planning and 
management, both as a corporate executive and director, and as a busiress 
consultant, including work with cCilpanies in the casualty insurance field; 

WHEREAS, WRAPP has, for maey years, taught and conducted research with 
regard to planning and management, both at the Harvard Business School and at 
the Graduate School of Business of the University of Chicago; and 

WHEREAS, WRAPP has agreed to serve as a Consultant to the COMPANY for a 
period of one (1) year in the fields of strategic planning, managanent 
developnent and human resources planning; 

NOO, THEREFORE, in consideration of the mutual promises and agreerrents 
of the parties hereto and for other good and valuable consideration, the 
parties hereto agree as follows: 

1. Corrmencing June 1, 198 7, WRAPP agrees to make his services 
available to the COMPANY as a Consultant on all matters relating to 
strategic planning, management developnent and human resources 
planning, for a period of one ( 1) year, subject to the terms and 
conditions hereinafter set forth. 

2. WRAPP shall rerrler the services described in Paragraphs 1 and 2 
above, to the COMPANY during a period of up to ten (10) full working 
days or their equivalent per year, at GEICO Plaza or at other mutually 
agreeable locations. 

3. For the period of WRAPP's services as a Consultant, the CCl-lPANY 
shall pay WRAPP a Consulting Fee of $20,000, which shall l:e paid in 
monthly installments of $1,666.67 on the first day of each month 
oorrmencing June 1, 1987. 

4. If WRAPP shall be unable (because of death or disability), or 
unwilling to complete the services oontemplated under this Agreement, 
the COMPANY'S obligation to make any subsequ~monthly payments shall 
be terminated. \.._ 

5. The consulting fee provided for herein is addition to, and not in 
lieu of, the benefits WRAPP is entitled to recei~er the 
retirement programs for former directors of GEICO Corporation. 

6. WRAPP will be reimbursed for all reasonable expenses in=red in 
connection with the services rendered by him to the CCl-lPANY as a 
consultant. 
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7. WRAPP shall not be eligible to participate in any benefit plan or 
program for enployees of the COMPANY, including (but without being 
limited to) a plan or program for life, accident, health, rredical or 
travel insurance, executive incentive bonus, stock options, perfonnance 
shares or vacation or health leave, except that WRAPP shall participate 
in such other plans or programs as expressly prOl!ide benefits, or 
eligibility for benefits, to retired directors of the COMPANY. 

8. The validity, construction, interpretation and enforceability of 
this Agreement and the capacity of the parties shall be detennined and 
governed by the laws of the State of Ma:ryland. 

9. This Agreement is personal to each of the parties hereto, and 
neither party may assign or delegate any of the rights or obligations 
hereunder without first obtaining the written consent of the other 
party. 

10. This Agreerrent constitutes the entire agreerrent between the parties 
respecting the consulting services of WRAPP, and there are no 
representations, warranties or comnitments, except as set forth herein. 
This Agreement may be arrended only by an instrurrent in writing executed 
by the parties hereto. 

IN WITNESS WHEREOF, H. Ea-IARD WRAPP has hereunto affixed his hand, and 
GEICO CORPORATION has caused this AGREEMENT to be signed and its corporate 
seal to be affixed hereto by its officers thereunto duly authorized. 

(SEAL) 

Attest: 

J. M. O'Connor, Secretary 

H. Ea-IARD WRAPP 

GEICO CORPORATION 

By: 
_,·"'wi"' l"l"i,-arn=-"'a-. --:s:;-n"'y~d"e.,,r

Chainnan 
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PENSION PLAN FOR RETIRED NON-EMPLOYEE DIREX:l'ORS 
OF 

GEICO CORPORATION 
(Non-Qualified) 

Purp?se 

Recognizing that the non-employee directors of GEICO Corporation (the 
"Corporation") are not currently eligible to participate in the Pension Plan 
for the Employees of Government Employees Conpanies (the "Employee Pension 
Plan"), the Corporation has adopted this special retirement plan in order that 
retired non-employee directors of the Corporation shall receive a retirerrent 
benefit camensurate with their years of service to the Corporation. (Note: 
This Plan is not a "qualified Plan" as defined in the Internal Revenue Code, 
as arrended. ) 

Section 1: Definitions 

(a) "Gove:rnrrent Employees carpanies" includes, but is not limited to, 
the Corpora ti on, Goverrurent Employees Insurance Conpany, GEICO Indemnity 
caopany, Goverrnnent Employees Financial Corporation, Garden State Life 
Insurance Company and Resolute Management Corporation. 

(b) "Non-€111ployee director" rreans any person who at any time after the 
adoption (and before the termination) of this Pension Plan for Retired 
Non-Employee Directors of G;;ICO Corporation (the "Directors' Plan") was a 
director of the Corporation who has not served at any time as an officer or 
employee of one of the Goverrnnent Employees Companies who also is entitled to 
receive a retirerrent benefit from any qualified or non-qualified retirement 
plan of such Companies based on such employee service. HCMever, the Board of 
Directors of the Corporation, by a two-thirds vote (of those present and 
voting), may detennine that such retirerrent benefit and any other benefits to 
be received based on service as an enployee either (a) are not substantial 
enough to disqualify the director from receiving benefits under this 
Directors' Plan or (b) may be foregone by the director and benefits under this 
Directors' Plan substituted therefor. 

Section 2: Benefits 

(a) Non-enployee directors who retire between the ages of 65 and 70 
inclusive with 10 years of service or more shall receive an annual benefit for 
life, payable in nonthly installrrents, equal to 75% of the annual director's 
retainer in effect at the time of his or her retirerrent. 

(b) At the time of his or her retirerrent, a oon-enployee director 
eligible for benefits under Section 2(a) of this Directors' Plan may elect to 
convert his or her retirement ina:irne to a reduced retirement ina:irne (on an 
actuarially equivalent basis determined in accordance with Appendix A) with 
the provision that after his or her death such reduced retirement incane will 
be payable to his or her surviving spouse during the life of such spouse in 
the sarre or a lesser (either 50% or 75%) percentage as specified by the 
retired director in such election. 
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(c) Non-employee directors who retire be~n the ages of 65 and 70 
inclusive with less than 10 years of service shall receive an annual benefit 
equal to 75% of the annual director's retainer in effect at the time of his or 
her retirement, said armual benefit to be paid, in monthly installments, for 
the number of years equal to the retired director's years of service on the 
Board of the Corporation, or until his or her death, whichever shall first 
occur. 

(d) At the time of his or her retirement, a non-employee director 
eligible for benefits under Section 2(c) of this Directors' Plan may elect to 
convert his or her retirement income to a reduced retirement incare (on an 
actuarially equivalent basis determined in accordance with Appendix B) with 
the provision that after his or her death any remaining reduced installrrents 
will be payable to his or her surviving spouse. Upon the death of such spouse 
any installments not yet due shall be forfeited. 

Section 3: Miscellaneous 

(a) 'l'he Corporation shall be. under only a contractual obligation to 
make payments when due to a retired director referred to herein, and the 
arrounts of such payments shall not be held in trust for the retired director, 
nor shall such payrrent be subject to defenrent. 

(b) Nothing contained herein shall confer any right on an individual 
to be continued as a rrerroer of the s:iard of Directors of the Corporation or 
shall affect the right of the Corporation and its shareholders to rercove a 
director fran the Board at any time. 

(c) No person eligible for benefits under the Employee Pension Plan 
also shall be eligible for benefits under the Directors' Plan, except as 
provided in Section 1 hereof. 

(d) 'l'he Directors' Plan shall continue in force with respect to any 
retired director until the termination of the right of such retired director 
to receive benefits urn.er the Directors' Plan and shall be binding upon any 
successor to sustantially all the assets of the Corporation. The Corporation 
may, hONever, at any time, amend the Directors' Plan. 'l'he Corporation may 
also, at any time, amend the Directors' Plan retroactively or othei:wise if and 
to the extent that such action is deaned appropriate in light of governmental 
regulations or other legal requi.renents. 

(e) A retired director receiving benefits under this Directors' Plan 
shall not engage in any activities detrim:::ntal to any of the Government 
Employees Caiipanies nor shall such retired director serve as an officer, 
director, employee or consultant, or in any similar capacity, of or to any 
conpany in direct carq;ietition with any of the Goverrurent Employees Conpanies. 

(f) Notwithstanding any provision to the contrary in this Directors' 
Plan, in the event (i) the Board of Directors of the Corporation (or, if 
approval of the B:lard is not required as a matter of law, the shareholders of 
the Corporation) shall approve (a) any consolidation or merger of the 
Cbrporation in which the Corporation is not the continuing or surviving 
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corporation or pursuant to which shares of Corporation Comnon Stock would be 
converted into cash, se=ities or other property, other than a merger of the 
OJrporation in which the holders of Comnon Stock immediately prior to the 
merger have the same proportionate ™Tiership of comnon stock of the surviving 
corporation immediately after the merger, or (b) any sale, lease, exchange or 
other transfer (in one transaction or a series of related transactions) of 
all, or substantially all_. the assets of the Corporation or (c) the adoption 
of any plan or proposal for the liquidation or dissolution of the Corporation, 
or (ii) any person (as such tenn is defined in Section 13 (d) of the Se=ities 
Exchange Act of 1934 as amended (the "Exchange Act")), corporation or other 
entity other than the Corporation shall make a tender offer or exchange offer 
to acquire any Ccnrnon Stock (or se=ities coJWertible into Conrnon Stock) for 
cash, se=ities or any other consideration; provided that (a) at least a 
portion of such se=ities sought pursuant to the offer in question is 
acquired and (b) after consunrnation of such offer, the person, corporation or 
other entity in question is the "beneficial ™Tier" (as such tenn is defined in 
Rule 13d-3 under the Exchange Act), directly or indirectly, of 20% or more of 
the outstanding Comron Stock (calculated as provided in paragraph (d) of such 
Rule 13d-3 in the case of rights to acquire Comron Stock), then any director 
who has been such for one year or more shall receive an immediate benefit as 
follows: 

(1) such benefit shall be inmediately due in a single payment. 

(2) Such benefit shall be the actuarial equivalent of the benefits the 
director would have received for all years of service as a director 
to the date any of the events specified in subsection (f) (i) or 
(ii) oc=s, applied as if he or she was age 65 and then retired 
pursuant to the te:ans of this Directors' Plan, at the same annual 
retainer then in effect. A director over age 65 at such date shall 
have his or her benefit cdlculated based on his or her actual age. 

(3) SUch benefit shall be determined by the Enrolled Actuary for the 
E1nployee Pension Plan using interest and mortality assumptions 
consistent with those used in the calculation of the retirement 
factors then applicable for the Employee Pension Plan. 

( 4) A retired director may elect to continue to receive his or her 
monthly retirement benefit or to receive its actuarial equivalent 
in a single payment. 

(g) No right or interest of a director or retired director wxler the 
Directors' Plan shall be subject to voluntary or involuntary alienation, 
assigrnnent or transfer of any kind. 

(h) The administration of the Directors' Plan shall be the 
responsibility of the Human Res=ces Ccmnittee of the Board of Directors, or 
such other person or entity as the Corporation shall designate. Decisions of 
such administrator of the Directors' Plan shall be final and binding upon the 
Corporation, and upon its directors and retired directors. 

( i) The Directors' Plan shall be construed, regulated and administered 
for all purposes according to the laws of the State of Delaware and the United 
States. 
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(j) This Plan shall be effective as of August 21, 1985. Sections 2 (b) 
and 2(a), as arcended, shall be effective January 1, 1988. 
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Exhibit 10-1 

GEICO CORPORATION & GEICO - 1988 BONUS PLAN FOR OFFICERS 

BONUS POOL: Performance of the enterprise will be measured by our Board 
against the 1988 Business Plan, with fcx::used attention on results canpared 
with the selected key goals of: 

(a) voluntary all lines underwriting ratio (natural) for GEICO/GEICO 
General auto of 97%, adjusted for six-oonth premiums. 

(b) expense ratios: management of prcx:luctivity and of our expense ratios 
continue to be a core strategy, to return GEICO to its preeminence as 
the low-cost operator. An improvement of • 5 points for the general 
expense and loss adjustrrent expense ratios corrbined would be good 
progress. 

(c) controlled growth: will be jlrlged against the several goals in the 
Business Plan relating to new sales and to written premium. We will 
consider 5% real growth in voluntary written premium after making 
appropriate adjustrrents for rate inflation to be satisfactory con
trolled growth. 

Based on results measured against the key goals outlined arore, the bonus pool 
may range from 0 to 30% of salaries with a target of 20% if all goals were 
just met. Results against the Corrpany goals listed above will determine 
approximately 2/3rds of the bonus pool, while Corporate results will account 
for the remainder. 

DISTRIBurICN OF BONUS POOL: The Board will distribute the bonuses to partici
pants after considering the reccmnendations of management. Individual bonuses 
will differ widely by perfonnance (from 0% to 50% of salary) with performance 
and departmental accomplislunents of the objectives in the 1988 Business Plan 
and the general contribution to 1988 financial results. Payment will be in a 
single lump cash payment. 

The Non-Officer Line Executive Plan tracks the above with the basic fonnula 
producing approximately half as great a percentage for the pool. 
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• CORPORATE P~OHLE AND FINANCIAL HIGHLiGHTS 

CORPORATE llEAllQUAlffERS: 

GEICO Plaza 
\\'ashington, D.C. 20076 
Telephone (301) 986·3000 

GEICO Corporation (the Corporation) is prin
cipally an insurance organization whose largest 
subsidiary, Government Employees Insurance 
Company, is a multiple-line property and 
casualty insurer currently engaged in \Vriting 
preferred-risk private passenger automobile 
insurance for government employees and 
homeowners insurance and oiher lines of 
insurance for all qualified applicants. GEICO 
General Insurance Company (GGIC), a subsidi
ary of Government Employees Insurance 
Company, began writing private passenger 
automobile insurance in 1987 for all other 
preferred-risk applicants. GEICO Indemnity 
Company (GI), also a subsidiary of Government 
Employees Insurance Company, writes stand.nrd
risk private passenger automobile and motorcy
cle insurance with emphasis on marketing to 
military personnel. Criterion Casualty Company 
(Criterion Casualty), a subsidiary of GI, writes 
non-standard risk private passenger automobile 
insurance. Resolute Reinsurance Con1pany, a 

FINANCIAL lllGlll.IGllTS 

(In t/lousands, except per sl1are data) 1987 

Prcn1iu1ns ......................... $ 1,435,528 
Net invcsuncnt inco1nc (pretax) ...... 126,357 
Net invcstincnt incornc (artcriax) ..... 112,707 
Operating earnings ................. 150, 183 
Net inco1nc ........................ 177,914 
\Vcightcd average shares (I) ......... 16,673 
Operating earnings per share (I) ..... 9.0J 
Net income per share (I) ............ J0.67 
Dividends paid per co1n1non share .... 1.36 
Assets ............................. 2,845,805 
Shareholders' equity ................ 634,678 
Conunon shares outstanding ......... 16,199 
Book value per share ............... 39.18 
Return on equity (three-year rolling) 37. 70/o 

(I) fully diluted 

subsidiary of Resolute Group, Inc., in turn a 
subsidiary of the Corporation, wrote property 
and casualty reinsurance in the domestic and 
international markets until late 1987 when the 
Company temporarily su5pended wri1ing new 
and renewal reinsurance. Garden State Life 
Insurance Company (Garden State), a subsidiary 
of Government Employees Insurance Company, 
and GEICO Annuity and Insurance Company 
(GEICO Annuity), a subsidiary of Garden 
State, offer consumer-oriented life and health 
insurance products. Government Employees 
Financial Corporation (GEFCO), a subsidiary 
of Government Employees Insurance Company, 
engages in consumer and business lending and 
industrial banking. GEFCO was active in mar
keting timeshare properties but discontinued 
1his operation in late 1987. GEICO Investment 
Services Company (GEIVEST), a subsidiary of 
the Corporation, is a registered investment 
adviser and broker-dealer engaged in marketing 
registered and non-registered investment
oriented products. The Corporation and its 
subsidiaries arc sometimes referred to as the 
"Companies" in this report. The preferred-risk 
insurance companies, Government Employees 
Insurance Company and GGIC are referred to 
collectively as "GEICO." 

1986 1985 1984 1983 

$ 1,294,688 s 1,078,042 $ 874,896 $ 768,316 
118,301 118,312 108,186 96,478 
106,260 101,638 96,786 87,665 
119,264 77,639 100,409 94,824 
217,742 170,579 131,313 113,753 

17,261 18,430 19,660 21,172 
6.91 4.21 5.11 4.48 

12.61 9.25 6.68 5.37 
1.08 1.00 .88 .72 

2,715,291 2,378,409 1,907 ,342 1,775,790 
623,997 515,636 420,401 405,439 

16,716 17,697 18,766 20,393 
37.33 29.14 22.40 19.88 
39A% 35.60/o 28.50/o 31.70/o 



1 hope you nrc pleased with the 1987 financial 
results. Operating earnings per share increased 
nic1:ly to $9.01, up 30.4% from $6.91 for 1986. 
1987 included a "fresh start" tax benefit of 
$.89 per share and a loss of approximately $.80 
per share from reinsurance operations. Net 
income per share was $10.67, down from $12.61 
a year ago as we rode the capital gains roller 
coaster. Though Lou Simpson realized net capi
tal gains of $27.7 million in 1987, this was far 
less than the extraordinary $98.5 million real
ized iu 1986. We invest for total return over the 
long run and cannot plan what the markets will 
do each year. Return on equity has averaged 
37. 70/o over the past three years, which 
continues to indicate that GEICO is a great 
business. 

Our consolidated natural underwriting ratio 
was 96. 70/o compared to 96.90/o in 1986. For 
GEICO the natural underwriting ratio was 
94.60/o compared to 96.50/o a year ago. Presi
dents Gene IVleyung of GEICO and Ed Utley of 
GEICO Indemnity and their managers did just 
an outstanding job in a difficult environment 
in 1987. 

In this report "GEICO" now refers to our 
two preferred-risk automobile companies. 
Government Employees Insurance Company will 
henceforth write new auto insurance only for 
govcrntncnt c1nployccs and 1nilitary personnel, 
just as it used to do. GEICO General Insurance 
Co1npany \Viii \Vritc nC\V auto1nobilc insurance 
for all other preferred-risk customers. We 
believe we can offer better service to meet the 
needs of our government and military customers 
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while offering excellent service to all our 
preferred-risk policyholders with this dual com
pany approach. 

Also, Government Employees Insurance Com
pany is beginning to write its new auto business 
with six-month premiums. GGIC has always done 
so. This will allow us to manage our rate 
changes in the future more effectively, particu
larly during periods when rates must go up 
rapidly. Fortunately, rates arc fairly stable for 
GEICO now, and we hope to complete conver
sion to six-month premiums with minimum 
inconvenience to our policyholders. 

Being a preferred-risk company, we must 
search out those policyholders whose habits 
result in less-than-average losses. For auto 
insurance we look for those who arc serious 
about not drinking and driving, wear their seat
belts at all times, drive at a respectable speed, 
respect other drivers' rights - and do not use 
radar detectors. The flap over our refusal to 
insure drivers who use radar detectors surprised 
us. Radar detectors are designed solely to break 
the law. They're used lo speed on 65, 55, 45, 35 
mph roads and through school safety zones. In 
Maryland, the state police report that approxi
mately 30/o of the cars have detectors but 30% 
of the speeders arrested have them. Our 
problem simply is this - speed causes acci
dents, and detectors arc used for speeding. We'll 
resist strongly any restraint placed on our right 
to refuse to insure those using radar detectors. 

An automobile can be a lethal weapon and we 
must take all reasonable precautions to protect 
ourselves and our loved ones. For example, we 
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can consider an air bag for our next car though 
they arc still diflicult to find. Moderately priced 
cars in which they arc available include the 
Ford Tempo, Mercury Lynx and Oldsmobile 
Delta 88. We want to insure more of these. 

\\1c'rc investing considerable energy in policy
holder service in 1988. Our service improve
ments will cost a little more initially, but in the 
long run they will satisfy policyholders' needs 
and reduce their premiums. Our "Service" prin
ciple is first among equals of five operating 
principles: 

• lJe fanatics for good ser\•ice 
• i\laintain a cliscip/lned balance sheet 
• Be the loH•-cost operator 
• '"lc·hie\'t! cut tuulerwriting gain 
• /1n•est for total re/urn. 

Being the low-cost insurance provider comes 
from disciplined undcrwrit ing and from aggres
sive expense 111anage111cnt each year as n1easurcd 
by our expense ratios. GEICO's expense ratio 
for general and loss adjustment expenses com
bined for 1987 is 25.00/o compared to 23.50/o in 
1986. This result is higher than our plan and 
not satisfactory. We have been increasing our 
underwriting and claims management expense to 
reduce fraud and we also have been investing 
1norc in custo1ner service. But \\'C knO\\' \\'C can 
do belier in expense management. 

As \\'C pay out 111orc for insolvent co1npnny 
policyholders and for residual market policy
holders, we must increase the premiums of our 
good-driving customers. These costs combined 
with economic inflation, judicial inflation (a 
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result of increasing costs of court sculcmcnts 
and legal fees) and insurance fraud arc causing 
a crisis for auto insurance in several states. Our 
industry challenge is to explain to the public 
what drives up costs. The industry outlook for 
maintaining adequate prices and profits for per
sonal lines over the next several years is steadily 
diminishing. 

Underwriting and claims fraud arc high-level 
concerns. Our industry and your company 
devote much energy to rooting out fraud. It is 
estimated that at least 100/o of the industry's 
personal lines claim payments are fraudulent. 
Our industry supports the National Auto Theft 
Bureau, the Insurance Crime Prevention Insti
tute and state fraud bureaus. In addition, we 
have special investigation units devoted solely 
to uncovering fraud. Fraud prevention and auto 
safety were important clements in reducing loss 
costs in 1987. But the flip side of some of 
this activity is reduced new sales and policies 
in force. 

GEICO's 1987 earned premiums were up 
14.70/o as a result of increased auto policies in 
force, increasing premium rates, added cover
ages and policyholders adding more expensive 
cars. Policies in force increased 2.3%, reflecting 
slower than planned growth. Some of this 
shortfall occurred in states where price is inade
quate or underwrhing restrictions are unaccepta
ble. This notwithstanding, we still must produce 
adequate new business and policies in force to 
meet our plan, and we did not do so. 

Involuntary auto policies were up 7 .3% above 
1986. The underwriting loss from this business 
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- $11 million - must be paid for, of course, 
by our volumary auto policyholders. The 
residual market problem is of crisis proportion 
in New Jersey and l\fassachusetts (where we do 
not do business) and in California and Pennsyl
vania. Insurance regulators and the insurance 
industry generally know what must be done. 
The legislatures do not understand, or do not 
have the will to make the necessary changes, 
although we arc trying to improve their under
standing. The premium-paying public fails to 
realize that premiums largely reflect claim pay
ments. Over several years, loss costs have 
soared while overhead and profit increased 
slowly. 

We arc pleased with the financial results of 
our standard-risk auto insurance company, GI, 
with an underwriting gain over $2 million on 
earned premium of $110 million for 1987. This 
included its affiliate, Criterion Casualty, which 
writes nonstandard-risk auto insurance. These 
companies comprise approximately 9"7o of our 
auto earned premium. 

GEFCO, our finance affiliate, had net income 
of only $53 thousand, down from $4.8 million 
in 1986. This was due to shutting down 
timeshare marketing operations, writing down 
real estate loan values in depressed areas and 
also reduced revenue due to competition. 

We could not locate an acceptable buyer for 
Resolute Group, our property and casualty rein
surance affiliate. Therefore, in November we 
suspended writing new business and began can
celling and non-renewing all business. We will 
continue to seek an acceptable buyer. We 
believe all known and predictable losses are 
provided for and that Resolute will be able to 
meet its financial obligations. Rcsolutc's operat
ing loss for 1987 was $13.2 million. 

Our life companies improved distribution of 
direct response term life insurance with new 
sales of $1.2 billion face amount compared to 
$1.1 billion in 1986. Sales of Medicare Supplement 
health insurance were $13.1 million. However, 
the future of this health insurance business is 
subject to the will of the Congress as Medicare 
legislation changes. 

Our investment results for 1987 were disap
pointing, particularly equity results. However, 
\Ve use a thrcc~ycar tin1c horizon in investing for 
total return and the results measured over three 

4 

years arc quite good. Lou Simpson's report fol
lows this page. With I 987's reduction in equity 
values, GEICO's premium-to-surplus ratio 
increased to 2.6:1 from the year-end 1986 ratio 
of 2.0: I. This is acceptable as it still provides 
good financial protection to our policyholders. 

On March 2, 1988, your Board of Directors 
was pleased to raise the quarterly cash dividend 
on the Common Stock to $.41 per share, up 
20.6"7o over the 1987 rate. Also, we announced 
a tender offer, which is anticipated to be 
initiated on March 9 to purchase up to 
1,000,000 shares of our Common Stock. Each 
shareholder will be mailed a copy of the Offer 
to Purchase and other documcllls related to the 
tender offer. 

The financial outlook for 1988 for your 
companies is good - but it will be as part of 
an increasingly troubled personal lines environ
ment in several key states. We'll stay close to 
our fundamentals and get closer to our roots 
with our dual company operation. Overall, I see 
better service for all policyholders and enhanced 
value of your enterprise. 

William B. Snyder 
Chairman 
March 4, 1988 



For the past several years I hnvc included in the 
annual investn1ent letter a cautionary note that 
the outstanding investment results GEICO had 
experienced could not continue indefinitely. In 
1987, unfortunately, these warnings became a 
reality. Aftcrtax total return on your port folio 
\Vas 2.1 'Vo. Tax~exe1npts and prcfcrreds earned 
a return of 4.6%, which was better than a com
parable market port folio, but equities pulled 
down overall results substantially with a loss 
of 5.2%. While stock returns arc volatile and 
negative returns in son1c years arc inevitable, our 
performance nonetheless stacked up poorly versus 
the 5.30/o aftcrtax total gain in the benchmark 
Standard & Poor's 500 Index. On a more positive 
note, results for the three-year period ending on 
December 31, 1987, were quite good, as you can 
see from the chart on this page. We focus on 
rolling three-year periods to measure our com
mon stock performance in order to emphasize a 
realistic, long-term equity investment strategy. 

Realized capital gains (net of tax effect) were 
quite satisfactory at $27. 7 million, as was aftcr
tax net investment income at $112.7 million, a 
6.1 % gain over 1986. The unsatisfactory stock 
performance showed up in the unrealized gain in 
equity securities, which declined $72.3 million af
ter deferred taxes. 

During the year our major portfolio activity 
was lhe net sale of nearly $151 million in com
mon stocks. Fortunately, we were able to sell a 
significant amount of stocks in July and August 
when we became uncomfortabk with existing 
price levels. Unfortunately, the equities remaining 
in the portfolio did not emerge unscathed from 
the precipitous October decline. Stock sale pro
ceeds were channeled into bonds and money 
market prcferreds. Other major sales activity 
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included sinking fund and convertible prcfcrrcds. 
You might logically ask, what happened to 

equity performance last year, and what effect will 
the 1987 experience have on GEICO's future 
equity investment strategy? The first question 
could be answered by repeating the adage that, in 
equity investing, \\'hen you don't have any really 
good ideas (i.e., excellent companies at very at
tractive prices), doing nothing - or selling - is 
the best course of action. We probably tried too 
hard to invest in equities last year. In retrospect 
we paid too much for some investments in the 
heady first half of 1987, and were not aggressive 
enough in selling otherwise attractive equities that 
had risen to unrealistic levels. As to the future, 
we will try harder to practice what we have 
preached - to buy shares of excellent companies 
at reasonable prices. Our long-term results vindi
cate our approach, although we arc keenly aware 
that the true test of any approach is future, not 
past, performance. 

At present we arc maintaining a cautious 
stance toward the financial markets. A number 
of crosscurrents arc at work in the economy and 
the ultimate impact of these forces on both eco
nomic performance and the financial markets re
mains unclear at this time. Stocks do not seem 
cheap, even after the decline in interest rates to 
date in 1988. Thus we have no strong investment 
convictions for the present. In time, however, 
volatility and shifts in the stock and bond mar
kets should present good opportunities. Your in
vestment team will do its best to recognize them. 

~aJ.:~ 
Louis A. Simpson 
Vice Chairman 
March 4, 1988 
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GEICO Corporation and Its Property and Casualty Affiliates 
Senior Officers 

E1lw:1r'1 II. l'tll'Y 
/lf('~td1..•111. 
GI:'/('() l11d1..•1f1111l\' 

,hlllll'S I•:, itl'llj!llll 

St•11ior J ·ice• Pn•sidc.•111 

\\. Ah·ou S11urk.;, .Ir. 
S1•111or 1 ·u.·t~ Pn•s1dc·111 

Ross ll. l'il'rl'l' Ridmnl C. l.lll'US 

llotmhl t\, Smilh 
. s·,·11ior I "ice Pn•si1le111 

\\'illi:un n. Sn) 1kr 
Cl111ir11u111 1111tl Cltitf 
l£x1..•cu1n·e Oj.fic1•r 

6 

St•11ior I 'ict• l'r(~idl~111 Senior Ficl' /'f('':iidt•111 

EU)!l'lll' .I. 1\h')'llng 
Presid1..•111, 
Cio\•1•r11111c•111 H111ployc•1..•s 
l11s11ra11c1• Co1111Jtu1y 

Ah·in 1\1111111:111 
Group 1 'it't.' Presit/1..•111 

<>1111 l\I. Nkl'IY 
/;~\·1..·c11tire • 
I 'ic1..• Pn•sid1•111 

l.ouis A. Sin111son 
I 'ict.• Chait11tt111 and 
Chi1f 1tn•es1111e111 Officer 

•, .. 

G
ood service begins at the top, and 
the profit center managers and 
other senior officers pictured on 

these two pages have challenged them
selves to substantially improve service lo 
policyholders. "Be fanatics for good 
service" is the l'irst among equals of 
GEICO's five operating principles . 

In 1981 GEICO originated 24-hour 
telephone service, 365 days a year - for 
new sales, policyholder and claim service. 

But being available for this l'irst con
tact is only the first step of excellent 
service. Each transaction - a new poli
cy, the change of car or driver, the 
reported claim - must be handled 
courteously, promptly and correctly. 

Service is measured by surveys of cur
rent and past policyholders and claim
ants, focused interview panels, and 
reviews of complaint letters and time-in
process results. "In 1987 these told us we 
didn't do as well as we planned to do," 
says Chairman Bill Snyder. 

In auto insurance approximately 540/o 
reported receiving excellent. service. An 
additional 341\'o said they got satisfactory 
service but 50/o reported less than satis
factory service. Some 950/o said they 
would recommend GEICO to others. 

"We want to increase our excellent 
service reports to 900/o or more and 
reduce poor service to zero - with 1000/o 
recommending us. You know the story 
- one dissatisfied customer tells many 
people," says Snyder. "We attract many 
new customers with a competitive price 
for a quality product. Excellent service 
will insure they stay with us." 

The slogan "Make It Easy To Do 
Business With GEICO" sums up the 
corporate service philosophy. All 
departments attempt lo Make It Easy, 
whether dealing with a paying customer 
or a state insurance department or 
preparing the more than 1,000 tax 
returns required by the federal, state, 



. . " 

county and city jurisdictions where 
we do business each year. 

This service culture begins with hiring 
practices and orientation. Associates who 
deal directly with the public arc taught 
to understand the importance of cus
tomer satisfaction. In addition, GEICO 
has changed its performance appraisals 
for salary reviews and incentive compen
sation plans to emphasize the importance 
of "treating the customer as each wishes 
to be treated." Associates will be 
rewarded for service as well as produc
tivity and profitability. 

The Make It Easy credo is practiced 
daily. One associate might simply answer 
a policyholder's bevy of complex ques
tions, while another might help calm a 
claimant after an accident and efficiently 
process the claim. Yet another might 
hand deliver a policy so that the 
homeowner can settle a home purchase 
without delay. 

When hail the size of golfballs rained 
clown on Waynesboro, Va., last summer 
causing extensive automobile damage, 
policyholders met GEICO claim asso
ciates who worked two extraordinarily 
long days settling all submitted claims. 

Satisfied policyholders often write to 
report their pleasure with the company 
- and illustrate the importance of good 
customer service to its business health. 
Such was the case of a New York policy
holder whose problem had been resolved 
amicably. "For years I have dealt with 
GEICO and I have never had any 
problems, but I am happy to know that 
if a situation docs arise in the future, 
GEICO employs people such as Ann 
Loken. I shall continue to deal with 
GEICO and I have already rcconunenclecl 
your services to several people." 

"We won't be satisfied until !00% of 
our policyholders say they would recom
mend our services to friends, relatives 
and acquaintances," says Snyder. 

Government Employees Insurance Company 
Profit Center Managers 

l\tnriun E. Byrd 
Regional Vh·t• Prt•siclt•111, 
,\Jat.'Otl, Gl'orgia 

llonuhl U. ~lcss1ncr 
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rlssis1t1t1t l'ice Presid~·111, 
Resitlucz/ i\ltlrket 
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D o seat belts and air bags save lives and 
reduce injuries in auto crashes? 
In 1985 GEi CO began providing air 

bag-equipped Ford Tempos to its claims 
adjusters who, following Company policy, also 
wear seat belts. Adjuster Frank Tate's seat belt 
and air bag both worked one night when his 
1985 Tempo struck a stalled truck that was 
difficult to see. The emergency crew was 
amazed that he could have survived in the small 
remaining space of the crumpled car. The seat 
belt could not have protected him completely by 
itself, but his air bag instantly inflated and pro
tected him from the collapsing metal. Thus Tate 
joins a small but growing group cf drivers who 
can attest to the value of an air bag. 

Air bags offer additional protection in 
front and front-angle crashes. Some 49'7o of all 
crashes, these are the deadliest kind. 

Seat belts offer protection in all kinds of 
crashes. Seat belts and air bags together offer 
you and your loved ones the best auto crash 
protection available today. If you purchase a 
ne\v car, be sure to consider an air bag 
equipped model. Unfortunately, since only 
Mercedes Benz offers air bags in all its models, 
you must shop diligently to locate the standard 

\ 

0.02 

or optional air bags of those auto 1nanufac
turers who offer them. 

Though only driver-side air bags are 
available in today's new cars (except for a 1988 
Porsche which we don't insure), plans are 
underway for passenger-side air bags. The soon
er they are available, the better it will be for the 
driving public. 

GEICO believes in air bags, seat belts 
and all the other automobile safety features. 
Each year there are over 46,000 motor-vehicle
related deaths and 500,000 plus serious auto
related injuries, such as paraplegia, quadriplegia 
and brain damage. We favor everything that 
can be done to reduce the pain, misery, death 
and $60 billion-plus annual cost of auto acci
dents. Too few people realize that auto acci
dents are America's number one public health 
problem. 

/.ir bags are safe, dependable and auto
matic. G'.tt of sight in the hub of the steering 
wheel, they inflate to keep the driver from 
slamming into the steering wheel, instrument 
panel, windshield and collapsing metal. 

They inflate, protect and deflate in 
0.12 of a second - so fast that most people 
don't know what happened, except that they 

0.04 

•' 

0.0 
of a second - seal belt 
tig/11/y fastened and air bag 
stored ol// of sight, ready 
to inf/ale in serious frontal 
crash. 

of a second - on impact, 
the car stops. Seal belt re
strains the body but head 
keeps moving forward. Air 
bag fills lo cushion drive1: 

of a second - peak air i 
bag inf/a/ion occurs to ! 

cushion drive1; especial!J 
his head and face. 
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were not injured. 
Extensive tests during the 1960s and 

1970s - including controlled crashes and on
the-road use - have brought air bags to the ad
vanced i'second generation" devices nO\V being 
installed as standard or optional equipment in 
some 1988 cars. 

After years of negotiating, lobbying and 
legal challenges by the auto industry, insurance 
industry, and consumer groups, the Department 
of Transportation in 1984 ruled that all auto
mobiles must be equipped with passive restraint 
systems by 1990. The federal mandate may be 
satisfied with automatic seat belts or air bags. 

The ruling is progressive. For 1988 
models, 25% - 2.5 million cars - must be 
equipped with automatic protection. This rises 
to 40% in 1989 and 100% in 1990. Presently 
some 250,000 cars have air bags in the United 
States. 

Most manufacturers today satisfy the 
passive restraint requirement with automatic 
seat belts. Research has proven, however, that 
in severe frontal crashes the best protection is 
a combination of air bags and seat belts. 

Air bags still seem mysterious and ques
tions such as the following are frequently asked. 

.·• 

0.12 
of a second - crash is over 
and air bag deflates. 

Have air bags been adequately tested? Since the 

1960s, the U.S. automobile industry has made 
air bags the most thoroughly tested (prior lo 
widespread use) safety technology ever 
developed. The federal government and auto 
companies now say air bags are reliable and 
will function in virtually all crashes where 
they're needed. 

Will an air bag inflate without a crash? BM\V and 
other companies have tested them and tried to 
get them to work when they shouldn't. But the 
air bags wouldn't inflate. They are designed to 
work only in moderate and severe frontal crash
es. They don't inflate in minoi fender-benders 
or when cars go over bumps or potholes. 

What about the sodium azide in air bags? Isn't it a 
dangerous explosive? Nothing in an air bag 
explodes. The bags inflate with nitrogen, which 
comprises 78% of the air we breathe. The solid 
chemical, sodium azide, generates the nitrogen 
in the process of burning rapidly. It is not 
dangerous in normal driving, in crashes, or 
in disposal. 

Wouldn't it be cheaper and easier to require people 
to use seat belts instead of equipping every car with 
air bags? As of now, 30 states and the District 
of Columbia have seat belt laws, covering about 
750Jo of the nation's population. This excellent 
progress is not the whole answer to occupant 
crash protection. Many people will not wear 
belts or wear them incorrectly. Lap/shoulder 
belts offer good protection in crashes at low and 
moderate speeds. But at higher speeds, in fron
tal crashes, people can be injured very seriously 
even if they're wearing belts properly. Their 
heads and faces are especially vulnerable. A 
safety belt plus an air bag provides much better 
protection - the belt helps hold the occupant 
in place while the bag cushions the head and 
face. 

GEICO auto policyholders with air bag
equipped cars find their insurance less expen
sive. GEICO gives a 30% discount on medical 
payments and personal injury protection cover
ages. It is one of the many ways in which the 
company has helped promote the use of air 
bags over the years. We have long been 
involved in encouraging governmental regula
tions requiring passive restraints. The federal 
regulation struggle lasted for years, but the 
impact of these regulations will last even longer. 
A new era of auto safety for prudent auto 
buyers has begun! 
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PROPERTY AND CASUALTY INSURANCE 

PRl\'ATE PASSENGER 
AUTO~tOHll.E IXSURA~CE 

Go\'ernnienr Eu1ployees Insurance Co111pa11y 

GEICO General Insurance Co111pa11y 
GEICO l11de11u1i1y Co111pa11y 

Criterion Casualty Co1t1pany 

Eugene J. Meyung 
President 

Govern1nent Employees 
Insurance Company was 
founded in 1936 to pro
vide private passenger 
automobile insurance to 
government employees 
and military personnel 
and then expanded its 
eligibility in the 1950s to 
cover people from other 
walks of life. In August 
1987, Government 

Employees Insurance Company decided to 
return to its roots by issuing new automobile 
insurance only to government employees and 
military personnel. New, preferred-risk automo
bile customers outside the government and mili
tary will be insured in GEICO General 
Insurance Company, a subsidiary of Govern
ment Employees Insurance Company. This dual 
company organization makes it possible for our 
two preferred-risk companies to tailor their pro
tection and service more closely to their policy
holders' needs. In this report, the acronym 
"GEICO" is used when discussing the 
preferred-risk automobile insurance and the 
financial results of these two companies on a 
combined basis. 

Government Employees Insurance Company 
operates in the District of Columbia and all 
states except New Jersey. In addition to 
insuring family automobiles, the Company also 
provides other types of personal lines coverages, 
including homeowners, personal umbrella 
liability and boatowners insurance. 

While Government Employees Insurance 
Company remains the cornerstone of the 
property and casualty operation, GGIC was 
reactivated in 1987 and currently operates in 45 
states, but is licensed to do business in all 50 
states. Over the next few years we anticipate 
rapid growth in this Company. 

For more than 50 years the GEi CO tradition 

IO 

has been built on a direct-to-the-customer 
approach. By using direct response marketing 
techniques to insure drivers with good driving 
records, GEICO is able to deliver quality insur
ance protection and excellent service at a price 
advantage over most of their competitors. At 
the end of 1987 the Companies insured over 2.5 
million family automobiles, which accounts for 
about 88% of total premium volume. 

GEICO's automobile policy persistency con
tinued to improve moderately in 1987. About 
93.00Jo of GEICO's customers accepted our 
offer to renew their coverage compared to 
91.9% in 1986 and 92.lo/o in 1985. With tlleir 
seasoned driving records, these customers pro
vide a sound base upon which to build a 
profitable book of business. We appreciate their 
continuing business and the Companies and 
their associates work diligently to give the cus
tomer reliable around-the-clock service. Exclu
sive of residual market business, such as 
assigned risk and other involuntarily written 
policies, automobile policies in force totaled 1.4 
million on December 31, 1987, a 2.20Jo increase 
from year-end 1986. 

Recognizing that policyholder goodwill and 
loyalty are invaluable marketing assets, GEICO 
in 1987 expanded the referral of eligible 
prospects by our policyholders. Promotion of 
this concept will increase in 1988. Although 
direct response methods continue to be our 
largest source of new business, General Field 
Representatives (GFRs), commissioned agents 
who work primarily with military and base
related personnel, produced I 90Jo of GEICO's 
new automobile business in 1987 compared to 
I 50Jo a year ago. 

The marketing challenge in 1988 is to increase 
growth in key preferred-risk groups such as fed
eral employees, military personnel and drivers 
age 50 and over. We plan more aggressive mar
keting programs targeted at these key and Iong
valued preferred-risk groups. In addition, our 
plans call for intensifying our effort to write 
more homeowners business as our competitive 
position improves. To support this effort, in 
late 1987 we introduced a dual policy discount 
to provide a premium advantage to customers 
insuring both their automobiles and homes 
with us. 

.. .. 



., ,• 

Edward H. Utley 
President 

GEICO Indemnity Com
pany, organized in 1961, 
writes automobile insur
ance for individuals not 
meeting GEICO's 
preferred-risk underwrit
ing standards (we call 
this standard insurance). 
GI operates in the Dis
trict of Columbia and all 
states except l'vlassa-
chusells, New Jersey 

and South Carolina. New customers are 
acquired and service is provided primarily 
through GFRs with 110 offices in 31 states. 
GI writes only private passenger automobile and 
motorcycle insurance. 

Criterion Casualty Company, a GI subsidiary, 
was formed in I 982 to offer non-standard risk 
automobile insurance to those not qualifying for 
preferred or standard-risk insurance, principally 
through GFRs. Criterion Casualty currently 
operates in 26 states but is licensed to do busi
ness in 33. With satisfactory underwriting 
results, this segment is now positioned for 
modest growth. 

GI's underwriting gain, including Criterion 
Casualty, amounted to $2.3 million in 1987 and 
$3.8 million a year ago compared to a loss of 
$!0.3 million in 1985. The number of policies in 
force declined 2.90Jo during I 987 primarily as a 
re,ult of a cutback in the motorcycle line. GI's 
marketing effort is concentrated in those juris
dictions that provide the opportunity for an 
acceptable underwri:ing gain. 

In 1987 the Corporation's automobile earned 
premiums, including service charges, totaled 
$1,263.4 million, up 14.20Jo from $1,!06.5 mil
lion a year ago, which was a 19.50/o increase 
from 1985. Voluntary auto earned premiums in 
all companies increased .I2.80Jo while assigned 
risk policy premiums of $!01.6 million rose 
32.60Jo. During 1987 GEICO's preferred-risk 
voluntar)' rates countrywide increased 6.20Jo and 
involuntar)' rates rose 2.40/o. 

In 1987 the Corporation's automobile wriuen 
premiums, including service charges, totaled 
$1,310.8 million, up 8.40Jo from $1,209.7 mil
lion a year ago, which was a 17.50Jo increase 
from 1985. Written premiums in 1987 were 

reduced approximately $50 million as the 
Corporation began changing its voluntary auto 
policy coverage period from a twelve-month 
term to a six-month term. GI converted practi
cally all of its policies to a six-month term in 
1987 and GEICO began converting its policies 
in late 1987. This conversion to six-month 
premiums will temporarily shrink wrillcn premi
ums and therefore distort both the general 
expense ratio and the underwriting ratio, but 
will not significantly affect earned premiums. 
GI 's wrillcn premiums will return to a more 
normal level in 1988 since its conversion is com
plete, but GEICO's wriucn premiums will be 
reduced substantially in 1988 as additional 
policies arc converted to a six-month term. 

The number of automobile claims reported 
to GEICO and GI rose 4.90Jo in 1987 following 
increases of I.IOJo and 9.70Jo in 1986 and 1985, 
respectively. The increase in 1987 reflects 
more policies in force and more auto-related 
injuries. 

In 1988 GEICO will continue its educational 
and promotional programs in such issues as air 
bags, rear scat shoulder harnesses, mandatory 
scat belt laws and the proper use of child safety 
scats. GEICO's Safe Rider Program, which pro
vides discounted child safety scats to policy
holders in selected states, has been extended 
through 1988. GEICO's anti-drunk driving 
efforts will continue through company
sponsorcd campaigns as well as support of local 
and national anti-drunk driving organizations. 
For GEICO's past activities in this area, 
Chairman William B. Snyder and GEICO were 
awarded the 1987 Education and Prevention 
Award by the National Commission Against 
Drunk Driving. 

While the cost of settling claims continued to 
outpace the overall inflation rate, we have 
experienced a lower rate of increase for the 
third consecutive year. With higher medical 
costs and unpredictable jury awards and related 
selllemcnts leading the way, personal injury 
claim costs arc estimated to have increased 
approximately 60Jo in I 987 following increases 
of 90Jo in 1986 and 120Jo in 1985. Our estimates 
indicate that costs associated with repairing 
automobiles grew at an estimated annual rate of 
60Jo compared to 70Jo in 1986 and 80Jo in I 985. 
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Overall, the Corporation's property and 
casualty operations ~howed further improvement 
in 1987. Property and casualty operation~ 
recorded an underwriting gain of $57 .3 million 
in 1987 compared to $44.4 million in 1986 and 
a $31.3 million loss in 1985. The Statutory 
Underwriting Ratio reported for property and 
casualty operations in I 987 was 96. 71\'o com
pared to 96.9"lo (after policyholder dividends) in 
1986 and 102.91\'o in 1985. The 1987 ratio 
adjusted to eliminate the effect of converting to 
six-month premiums was 96.4"lo 

llO~IEO\\'i'\t:H.S l:'</StlRASCt-: 

Our homeowners insurance is marketed by 
Government Employees Insurance Company 
primarily through direct mail solicitation to 
existing automobile policyholders. In 1987 
homeowners insurance produced a statutory 
underwriting gain of $6.9 million compared to a 
gain of $2.9 million a year earlier. Homeowners 
insurance benefited in 1987 from bctter-than
average expe:iencc with weather-related claims 
for the second consecutive year and a continued 
effort toward disciplined underwriting. In 1985 
this line had an underwriting loss of $7 .9 mil
lion due to significant hurricane losses. 

Homeowners written premiums, including 
service charges, totaled $79.1 million in 1987, 
up 5.7"lo from $74.8 million in 1986, and 
accounted for 5.50/o of the Corporation's 
property and casualty premiums. Such premi
ums in 1985 were $67.5 million. During 1987 
premium rates increased an average of only .30/o 
countrywide. 

In general, we arc pleased with our 
homeowners business and we arc committed to 
expanding this line. In 1988 we will intensify 
our marketing program and sales effort in 
support of additional planned growth. 

OTllEH PROPERTY AND CASUALTY LINt-:.~ 

In addition to its automobile and homeowners 
lines, GEICO offers policies providing fire, 
boat, yacht and personal umbrella liability 
insurance. In 1987 these lines accounted for 
less than I "lo of property and casualty 
premiums. 
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Resolute Reinsurance Company, the Corpora
tion's wholly owned subsidiary, has written 

treaty and facultativc reinsurance through 
brokers and intermediaries since its formation in 
New York in 1981. During 1987 the Corpora
tion retained Salomon Brothers to investigate 
alternative sources of capital for Resolute, 
including the sale of all or part of C1t1r owner
ship. The Company also moderated its accep
tance of new and renewal business and retained 
outside actuarial consultants to help reevaluate 
reserves for losses. 

In November 1987, we concluded that a satis
factory sale was not likely to occur soon and 
Resolute notified the New York Insurance 
Department and its markets that the Company 
would temporarily suspend writing new and 
renewal reinsurance. We will continue our ef
forts to find a suitable buyer for the Company. 

As one consequence, earned premium revenue 
was down 20.50/o for the year, from $39.5 mil
lion in 1986 to $31.4 million in 1987. Reevalua
tion of loss reserves and unrecoverable 
reinsurance contributed to an operating loss for 
the year of $13.2 million aftertax. Resolutc's 
loss reduced the Corporation's operating earn
ings by about $.80 per share for 1987 with $.40 
per share in the fourth quarter. We do not 
expect operations in 1988 to result in further 
charges to the Corporation's earnings; however, 
the ultimate outcome remains uncertain. 

•, 1' 
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FINANCIAL SERVICES 

1.11-'t-: ASI> lll-:Al.Tll l:\Sl'RA,CE 

Gard£•11 State Life l11s11ru11re Conlpa11y 
GEICO Aru111it)' u11d /11rttra11ce Co111pu11,1• 

Life and health insurance 
operations arc conducted 
through Garden State 
Life Insurance Company 
and GEICO Annuity and 
Insurance Company. 
Since 1983 the Compa
nies have marketed 
individual term life insur

Hcrbert L. De Prcn~cr 
Preside/I/ ance, primarily through 

direct mail solicitations. 
The face amount of new 

individual term life insurance written in 1987 
was $1.2 billion, up from SI.I billion in the 
prior year. 

Garden Stale offers single premium annuities 
to its property and casualty company affiliates 
for the purpose of funding structured settle
ments of liability insurance claims. Annuity 
premiums from this source were $8.2 million in 
1987 compared to $7 .0 million a year ago. 

In 1987 Garden Slate began offering Medi
care Supplement insurance. This insurance is 
marketed through agents under an agreement 
with an independent health insurance marketing 
company and produced $13. I million of premi
mn in 1987. As reported a year ago, Garden 
State lost much of its group life and health 
insurance business when the independent mar
keting and administration company which was 
its largest source of group insurance business 
was acquired by another life insurance com
pany. Consequently, group insurance premiums 
dropped to $16.6 million in 1987 from $50.3 
million in 1986. 

Total premiums were $45.8 million in 1987 
compared to $63.6 million a year earlier. Oper
ating earnings from life and health operations 
were $2.5 million in 1987, up from $2.0 million 
in the prior year. 

S·\\ 1,(,, A'l> TlllUFT l'"i'l'Rl \11·-'l"" 

GEl(~O /ln·es1111enr Serl'lces C'o111pa11y 

Richard A. Olien 
President 

GEICO Investment Sen•
ices Company is a 
registered investment ad
viser and broker-dealer 
formed by the Corpora
tion primarily to develop 
and manage investment
oriented products and 
market them to the sav
ings and thrift markets, 
both individual and 
corporate. 

GEl\'EST offers Government Securities Ca>h 
Fund, a no-load, open-end money market mutual 
fund. Perpetual Investment Advisory Service, 
Inc., a subsidiary of Perpetual Savings Bank, 
F.S.B., is the Cash Fund's money manager. 
During the Cash Fund's current fiscal year, net 
assets increased to $25.3 million, up from $16.4 
million in 1986. 

It also offers the GEICO Qualified Dividend 
Fund, a no-load, open-end mutual fund 
designed for the corporate market. On April 30, 
1987, the Fund's name was changed from 
GEICO Adjustable Rate Preferred Fund and 
the universe of securities eligible to be held in 
the Fund's portfolio was broadened. It is mar
keted directly to corporations through media 
advertising and through distribution and service 
organization agreements with registered broker
dealers and banks. At year end the Fund's net 
assets totaled $48.8 million, down 38.4% from 
$79.3 million a year ago. 

GEIVEST also serves as an investment 
adviser to The Growth Fund of \Vashington, 
Inc., an open-end load fund which seeks growth 
of capital by investing primarily in securities of 
companies headquartered or having a major 
place of business in Washington, D.C., 
Maryland or Virginia. For 1987 this Fund's 
assets declined 4.0% to $48.2 million, from 
$50.1 million in 1986. 
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Go\'ert11ttt•11t Fn111loyce\ 
1-"it:unr:ial CorporutiOtl 

.John ,J. l\ric~cr 
President 

Go\'ernment Employees 
Financial Corporation, 
wholly owned since 1983 
and heaciquartered in 
Denver, Colo., engages 
in consumer and business 
lending and industrial 
banking. The Company 
was active in marketing 
timeshare properties but 
discontinued this opera-
tion in December 1987. 

In 1987 GEFCO recorded net income of $53 
thousand, down substantially from the $4.8 mil
lion earned a year ago and $4.5 million in 1985. 
Losses associated with timeshare marketing, 
coupled with higher loan losses (primarily in the 
Colorado real estate market), were largely 
responsible for the poor financi.al results. 

In late 1986 the scope of timeshare marketing 
operations was materially reduced. As a result, 
1987 operating losses were reduced somewhat, 
bllt the results were still disappointing. Conse
quently, management decided to totally with
draw from this line of business. Operating 
losses and expenses associated with discontinu
ing these operations amounted to S 1.3 million 
aftertax for the year. 

In 1987 the Colorado economy continued to 
suffer from downturns in the energy and 
agricultural industries which, in turn, negatively 
affected real estate values. As a result, GEFCO 
increased its write-offs of Colorado real estate 
secured loans and certain real estate owned 
properties to estimated realizable values. The 
percentage of credit receivables written off, net 
of recoveries, increased to 2.80Jo from l.OOJo in 
the prior year and .60Jo in 1985. We continue 
aggressive efforts to recover balances written 
off. 

Consumer finance business in 1987 was most 
competitive and difficult. GEFCO had been suc
cessful in offering unsecured loans; however, 
changed tax laws caused a shift in borrowing 
patterns from unsecured loans to a greater 
demand for real estate secured loans. GEFCO 
has chosen, for competitive pricing reasons, to 
de-emphasize real estate lending and be a niche 
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player in the purchase of mortgages secured by 
timeshare weeks and campground membership 
contracts. 

GEIBank Industrial Bank ended the year with 
$62.5 million in deposits, down from $86 mil
lion in 1986 and $81.9 million in 19$5. This 
reduction in deposit levels caused a decline in 
GEIBank's investment portfolio which mate
rially reduced investment income for the year. 
However, more importantly, GEIBank became 
federally insured in early November. This 
should help future deposit growth at reasonable 
pricing which, in turn, would provide acceptable 
interest margins. 

In the lending area, GEFCO plans greater 
diversification of its loan portfolio both geo
graphically and by type of business. GEFCO is 
confident that its efforts will restore reasonable 
profitability in 1988. 

.... .,., 



The Corpormion's Common Stock is listed on l>iYidcnds 

both the New York Stock and Pacific Stock High LO\\' Puhl ---
Exchanges, ticker symbol "GEC." Under Sccu- 1987 

rities and Exchange Commission rules, certain Fourth Quarter $127 t/4 $ 90 t18 $.34 
securities dealers arc permitted to make an over- Third Quarter 135 119 .34 

the-counter market in the Corporation's stock. Second Quarter 13631< 116 J.'4 .34 

Record holders of the Corporation's stock at First Quarter 128 98 )14 .34 

January 31, 1988, numbered 3,707. 
The following table shows the quarterly high 

1986 and low prices for the stock as published in the 
tabulation of the New York Stock Exchange Fourth Quarter $104 )14 $ 91 114 S.27 

Composite Transactions. The table also shows Third Quarter 1051,~ 87 314 .27 

dividends paid to shareholders of record in each Second Quarter 94 86 114 .27 

quarter of 1987 and 1986. 
First Quarter 94718 77 3:4 .27 
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GEICO Corporation 
(In cl1ousa11ds. except per sh:irc dnta) 

Ol'ERA'f'l'.'\G M•:.liit~t.l'S 

Prc1nh11ns .................................. 
Net invcsuncnt inco1nc ....................... 
Equil)' in earnings of unconsolida1ed afliliaies .. 
Other rc\'cnuc .•.•.•.....•• , ••..•••••........ 

Tomi revenue ............................... 
Totn~ benefits and expenses •..•..........•••.. 

Operating earnings ............ ' ............. 
Realized invcs1mcm gain (loss) net of iax effecl 
U1iliza1ion of opcraling loss carryforward ....... 
Net inco1nc .................................. 
n·E1c;1rr•:n A \'ERAGt-: SllARF.S OllTSTASl>ISG 

Fully dihucd ................................ 
Pritnary .................................... 
l'tRSHAR~ Rt:SUL.TS 

•·ully Diluted: 
Operating eurnin~s .......................... 
Nel income ••.•..•...•••••.••• , •••••••.••••.• 
Prin1nr)'~ 

Operating earnings .......................... 
Net incon1c ................................. 
Common Srock dividends .................... 
t-'fNANt'IAI. cosnrno~ 

Assets .•..•....•.•...••....•.....•••.••••... 
Long-lcrm debt ............................ . 
Redeemable Preferred Srock .•..••••••••••••.• 
Common Shureholdcrs' Equi1y •••••••.•••••.•• 
Common shares ou1s1anding {fully converted) •.• 
Book value per share {fully convened) •..•.•••• 

Significant Statutory Indicators 
(In thousands, cscepr ratios) 
PRlll'F.Rl'\' AND CASUAl.n' OPERATIO~s· 

Surplus for pro1ec1ion of policyholders. • .•••••• 
Ratio of \\'rittcn pre1niu1ns to surplus . , ....•... 
Loss ratio •....•..•.......... , ..........•... 
Expense ratio ..... , ...... , ......•........... 
Under\\'riting ratio •.......•.. , •........•..•.. 
Underwri1ing ralio aficr policyholder dividends • 
Adjus1ed rn1ios: 

Expense ratio ............................ . 
Under\\'rithtg ratio .............•..•......•. 

1987 1986 

Sl,435,528 Sl,294,688 
126,357 I 18,30I 
I0,112 11,070 
8,164 5,804 

1,5811,11>1 1,429,863 

1,429,978 l,JI0,599 

150,183 I 19,264 
27,731 98,478 

s 177,914 s 217,742 

16,673 17,261 
16,673 17,261 

s 9.01 s 6.91 
s 10.67 s 12.61 

s 9.01 s 6.91 
s 10.67 s 12.61 
s 1.36 s 1.08 

$2,845,805 $2,715,291 
169,307 168,843 

634,678 623,997 
16,199 16,716 

s 39.18 s 37.33 

s 548,408 s 671,414 
2.6:1 2.0:1 
81.21\'o 81.4% 
15.5% 14.7<i;'o 
96.70/o 96.1% 
96.7~'o 96.9~'o 

15.20/o 
96.4o/o 

1985 1984 1983 

Sl,078,042 s 874,896 s 768,316 
118,312 I08,186 96,478 

7,465 6,785 4,147 
15,589 5,104 3,762 

1,219,408 994,971 872,703 

..h!.'.!.!.· 769 894,562 777,879 

77,639 100,409 94,824 
92,940 30,904 18,929 

s 170,579 s 131,3.13 s 113.753 

18,430 19,660 21,172 
18,430 19,643 21,144 

s 4.21 s 5.11 s 4.48 
s 9.25 s 6.68 s 5.37 

s 4.21 s 5.11 s 4.48 
s 9.25 s 6.68 s 5.38 
s 1.00 s .88 s .72 

$2,378,409 $1,907,342 Sl,775,790 
184,305 187,115 153,890 

515,636 420,401 405,439 
17,697 18,766 20,393 

s 29.14 s 22.40 s 19.88 

s 583,000 s 521,804 s 480,028 
2.0:1 1.8:1 1.6:1 
87.9'lo 82.1 ~~o 76.9'lo 
15.0% 15.60/o 16.7'lo 

102.9% 97.7% 93.6~'o 

102.9'lo 97. 70/o 95.7% 

•rropeny and Casually includes Govcrnmcnl Employees Insurance Company, GEICO General, GEICO Indemnity, 
Crilcrion Casually and Rcsolu1e. 
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Properly and Casually raiios arc na1ural s1a1u1ory rcsuhs excluding lhc cffccls of ccriain Govcrnmcnl Employees 
Insurance Company reinsurance transactions unrelated to its basic operations. 

Expense ratios are calculated using under\\'riting expenses less net service charges, as related to prenliums \\'ritten. 
Adjuslcd ra1ios arc calcula1ed lo eliminale 1he cffccl of convening 10 six-month premiums in 1987. 

•' 

1982 

s 731,719 
82,743 
2,008 

935 

817,405 

739,922 

77,483 
(28,635) 

s 48,848 

21,092 
20,364 

s 3.67 
s 2.32 

s 3.80 
s 2.39 
s .56 

Sl,563,799 
144,472 

344,797 
20,459 

s 16.85 

$ 414,837 
1.8:1 
80.00/o 
15.60/o 
95.6% 
95.6'lo 



.. . . 

Prof"'.•rn• and {iuuafr)' JW1t•yholdm" Surplus-
1981 1980 1979 1978 1977 und GEICO Corp. Sharrhold,•rs• Equll)' --- fmi!OOtts of doll.mJ 

Po!IC't'hO!d(lrS' Surp!uS • ShltehOldl'lfS' EQu11'f • 

656,669 s 620,120 s 601,553 s 577,252 s 463,600 
~J..i.."y ((Y',Wftl'dl 

66,401 60,492 58,349 52,777 40,870 $$0(} 

4.383 3,796 S,659 4,878 696 

600 
727,453 684,408 665,561 634,907 505,166 

663,021 624,764 606,012 572,498 467,402 
400 

64,432 59,644 59,549 62,409 37,764 
18,854 l,119 (723) (6,958) 120 

15,456 32,747 20,697 WO 

83,286 s 60,763 s 74,282 s 88,198 s 58,581 

BO Bl 82 83 84 BS 86 B7 

21,644 23,003 27,753 34,343 34,345 
20,623 20,522 17,336 18.040 17,744 

2.98 s 2.59 s 2.1.4 s 1.74 s I.IO 
3.85 s 2.64 s 2.67 s 2.49 s 1.70 

3.11 s 2.87 s 3.24 s 2.99 s 1.78 
4.02 s 2.92 s 4.09 s 4.42 s 2.96 

.48 s .43 s .36 s .20 s .03 

Sl,362,009 Sl,274,796 Sl,235,949 SI ,187,585 s 991,914 
137,495 137,920 120,037 47,154 47,524 

2,086 6,227 17,443 72,078 100,864 
236,818 185,951 173,631 148,729 77,575 

20,597 21,617 25,158 34,237 34,236 
$ ll.60 s 8.89 s 7.60 s 6.45 s 4.48 

s 332,285 s 283,321 $ 261,036 s 230,469 s 198,717 
2.0:1 2.2:1 2.3:1 2.5:1 3.0:1 
81.l~'o 80.S~'o 79.8% 80.8% 84.1 .,., 

15.7% 15.9~'o 16.2q'o 15.1% 15.0% 
96.80/o 96.40/o 96.0'lo 95.90/o 99.1 'ro 
96.8Dlo 96.40/o 96.3% 95.9% 99.1 O/o 
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IU:SUl.TS OF Ol'ERATIONS 

RE\"l·:'it1 
.. : 

Pn.•u1i11111s - Consolidated earned prc111h11ns 
\otaled $1,435.S million in 1987, up !0.9°.'o 
from S l ,294. 7 million a year ago. Earned 
premiums were Sl,078.0 million in 1985. The 
increase in 1987 was due primarily to improve
ment in automobile policy persislency and a 
higher average premium per automobile policy, 
reflecting rate increases implemented during the 
prior year nntl increased coverages on cars in
sured. For 1987 and 1986 volutllary amomobile 
rmcs increased 6.2% and 10.3~'o, respectively. 
Premiums in 1987 reflect only u modest 1.9% 
increase in policies in force as the slowdown in 
sales lo new customers cominucd due lo more 
slringclll underwriting. 

The property and casualty growth in consoli
dated premiums was partially offset by a 
decrease in life insurance premiums to $45.S 
million from $63.6 million in 1986 due lo a 
reduction in group life and health insurance. 

Earned premiums of Resolute Reinsurance 
Company decreased 20.50/o lo $31.4 million in 
1987 compared to $39.5 million a year earlier as 
Resolute stopped accepting new business and 
began reducing in force business in late 1987. 

;\te1 lttw .. •s1111l't1t lnco111e - Consolidated pretax net 
inveslmclll income gained 6.80/o 10 $126.4 mil
lion in 1987 compared lo $118.3 million in both 
1986 and 1985, retlccling the invcstmclll of 
additional cash tlow, higher yields on fixed 
maturities and a shift from lower yielding com
mon stocks to higher yielding U.S. Government 
securities and money market preferred stocks 
during 1987. Aftcrtax net investment income 
was up 6.1 O/o lo S 112. 7 million compared lo 
$ l06.3 million a year ago which was a 4.50/o 
increase over 1985. The aftcrtax percentage 
increase in 1987 was lower than the pretax 
increase due to shifting assets from tax
prcfcrcnccd equity sccurltlcs lo short and 
intermediate-term taxable investments 
during the year. 

Equi'ty iu EC1r11ings of AfflUt1tes - Earnings of 
unconsolidated affiliates, which are reflected in 
the consolidated financial statements using the 
equity method of accounting, totaled $10.1 mil
lion for the year compared to $11.1 million in 
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1986 and $7.S million in l 985. lncmiscd earn
ings from Bond lll\'Cstors Group, Inc. and 
A VEl'l'lCO in l 987 were more limn offset by a 
drop in GEFCO's earnings caused, in part, by 
lower yields on finance receivables, increased 
provision for losses and cominucd losses from 
timeshare sales activity. 

01//er Re•'<'m"' - Other revenue totaled $8.2 mil
lion in !987 and $5.8 million in 1986, down 
from $15.6 million in 1985. Other revenue in 
1985 included the sale of a computer software 
limited partnership and higher revenue from cil 
and gas joim \'cmures. 

Ul-:'l~l-'llS A"\U EXl'E,SES 

Losses, life benefits and loss adjustment 
expenses (LAE) totaled $1,132.0 million, up 
10.50/o from SI ,024.3 million in 1986 and 
$910.5 million in 1985. The loss ratio for 
properly and casualty insurance, which meas
ures the portion of earned premium paid or 
reserved for losses and related expenses for 
handling claims, was 81.2% in 1987 compared 
to 81.4% a year ago and 87.90/o in 1985. The 
improved loss ratio for 1987 and 1986 mainly 
rellccts a stabilization of nationwide accident 
frequencies with respect to material damage 
coverages, smaller increases in the costs of 
properly damage and bodily injury claims com
pared to prior years, prompt recognition of the 
need for rate increases at the end of 1984, a 
dedication by management 10 disciplined under
writing and generally good weather. Also, the 
use of aftermarket sheet metal parts and the 
reduced perccmage of new business in our total 
mix of business have reduced claims costs. The 
loss ratio was adversely affected by Resolute's 
reinsurance operations in 1987. Life benefits in 
1987 and 1986 were $34.7 million and $48.3 
million, respectively. 

Polley acquisition and other operating 
expenses rose 10.9% to $267.2 million in 1987. 
Underwriting control programs and increased 
contributions to associate benefit progrnms in 
1987 resulted in higher operating expenses, As 
shown by the Significant Statutory lndica~ors 
(page 16), the ratio of general e.xpcnses 1;0 writ
ten premiums was l5.5"lo. As described in the 
Private Passenger Automobile lnsurancr.- section 

~. . ~ 
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of Business Segments, GEICO plans to imple
ment a six-month premium for its voluntary 
auto business. After adjustment for the effect 
of six-month premiums in 1987, the general 
expense ratio was 15.2"7o. In 1986 and 1985 the 
ratios were 14.7"7o and 15.0"lo, respectively. 

The Companies amortize deferred policy 
acquisition costs for GAAP over the policy con
tract period as the related written premium is 
earned. Shifting to a shorter premium term 
means acquisition costs such as advertising and 
salaries for sales and underwriting will be 
expensed over six months instead of twelve 
months. Accelerating the amortization of these 
acquisition costs will result in a decrease in the 
Companies' asset and produce lower GAAP 
earnings during the transition period. 

In 1986 the Corporation adopted Statement 
of Financial Accounting Standards No. 87, 
"Employers' Accounting for Pensions." This 
resulted in pension income of $3 million and 
$3.5 million in 1987 and !986, respectively, 
compared to pension expense of $2.3 million in 
1985. The reduction in pension expense reflects 
the amortization of the initial excess of plan 
assets over projected benefit obligations over 
approximately eleven years. 

In 1986 dividends to policyholders of $10 
million were accrued to be paid in some states 
\Vhere underwriting experience \Vas more favora
ble than anticipated. Of this amount $8.3 mil
lion was paid during 1987 and the remainder 
will be paid in 1988. 

Interest expense decreased to $16.5 million in 
i987 compared to $18.l million a year earlier 
and $21.9 million in 1985, reflecting debenture 
repurchases of $25.6 million in 1986 and 
$14 million in 1985. 

INCOf\.fE TAXES 

Operating earnings before taxes rose sharply to 
$164.5 million in 1987 compared to $136.5 mil
lion in 1986 and $68.l million in 1985. Federal 
income taxes of $14.3 million in 1987 reflect 
higher pretax earnings offset by a decrease in 
the corporate tax rate on ordinary income from 
46"7o to 40"7o and a $ !4.9 million tax benefit 
arising from the "fresh start" adjustment to 
initially discount loss and loss adjustment 
expense reserves at January l, 1987, as required 

by the Tax Reform Act of 1986. Under 
accounting rules currently used by the Corpora
tion, the "fresh start" adjustment will also 
benefit future periods but to a decreasing 
extent. The corporate tax rate is scheduled to 
decrease to 34"7o for 1988 and later. Federal 
income tax expense increased to $17 .2 million in 
1986 compared to a benefit of $9.5 million in 
1985, due to a significant improvement in the 
under\vriting gain from insurance operations. 

The Tax Reform Act of 1986 included provi
sions to significantly increase current taxes 
payable for property and casualty insurance 
companies by accelerating the reporting of tax
able income and by prorating investment 
income to indirectly tax 15"7o of the tax-exempt 
interest and dividend received deduction on 
securities purchased after August 7, 1986. The 
provisions which accelerate taxable income 
include discounting reserves for tax purposes, 
disallowing 20"7o of the increase in unearned 
premiums as a tax deduction and reporting 20"7o 
of the reserve for unearned premiums at De
cember 31, 1986, as taxable income, ratably 
over six years beginning in 1987. The increase in 
current taxes due to these timing differences, 
whereby income is reported sooner for tax pur
poses than for financial statement purposes, is 
offset by a deferred tax benefit with no impact 
on the total tax provision for financial state
ment purposes. Current tax expense on operat
ing earnings rose sharply to $42. 7 million 
compared to tax benefits of $1.5 million in 1986 
and $13.6 million in 1985, reflecting the new 
provisions of the Tax Reform Act of 1986 and 
higher pretax earnings. 

OPERATING EARNINGS 

Consolidated operating earnings totaled $150.2 
million, up 25.9"7o from $119.3 million in 1986 
which was up 53.6"7o from $77.6 million in 
1985. Operating earnings, per share increased 
30.4"7o in 1987 to $9.01; following a 64.1 "lo 
increase to $6.91 in 1986. Per share earnings in 
1987 included a special tax benefit of $.89 per 
share as a result of the "fresh start" provision 
of the Tax Reform Act of 1986. The number of 
shares of Common Stock outstanding was 
reduced in both 1987 and 1986 through the 
repurchase of shares, as explained in the Capital 
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Structure ;ection of this report. The weighted 
average shares outstanding were 16,672,605 in 
1987 compared to 17,260,930 in 1986 and 
18,429,798 in 1985. 

NET INCOJ\tE 

Net income totaled $177.9 million ($10.67 per 
share) compared to $217.7 million ($12.61 per 
share) in 1986 and $170.6 million ($9.25 per 
share) in 1985. Net income in J 987 reflected a 
net aftertax realized gain of $27.7 million ($1.66 
per share) compared to 1986 and 1985 gains of 
$98.5 million ($5. 70 per share) and $92.9 mil
lion ($5.04 per share), respectively. The aftertax 
realized gains reflected an increase in the long
term capital gains tax rate from 280Jo in 1985 
and 1986 to 340Jo in 1987. The change in net 
unrealized appreciation of equity securities, 
which is reflected directly in shareholders' 
equity but not in net income, was a decrease 
of $72.3 million in 1987 due primarily to the 
decline in the equity markets during the 
fourth quarter. 

CAPITAL STRUCTURE 

At December 31, 1987, the Corporation's capital 
structure consisted of 16,198,651 common 
shares outstanding, reduced through repurchases 
from the 18,765,641 shares outstanding on 
December 31, 1984. The repurchased shares are 
held in. the Corporation's Treasury. 

Through open market and private transac
tions the Corporation acquired a net 1,088,468 
shares for $74.8 million in 1985; 1,045,400 
shares for $94.8 million in 1986 and 546,634 
shares for $62.8 million in 1987. Under the 
current repurchase authorization 1,407 ,966 
shares remained unpurchased at December 31, 
1987. 

In 1985 and 1986 as interest rates declined the 
Corporation repurchased $13.8 million of its 
I I "lo Debentures for $12.7 million, $18.3 million 
of its 13 3/40Jo Debentures for $19.1 million 
and its $7 .5 million 15"lo Debenture for $8.0 
million. 

In 1987 the $11.9 million of debt under 
Resolute's revolving line of credit was paid in 
full. 

The GEICO Companies Employee Stock 
Ownership Plan and Trust (the Trust) purchases 
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shares of the Corporation's stock with bor
rowed funds as authorized by the Board of 
Directors. The repayment of such loans, includ
ing interest, is guaranteed by the Corporation. 
In turn, the Corporation makes voluntary con
tributions to the Trust which are used to pay 
the interest and to reduce the principal. As 
repayments are made, a prorated number of 
shares are released to the accounts of all 
participating associates. 

The Trust borrowed $18 million, $11 million 
and $11.3 million in 1987, 1986 and 1985, 
respectively. In the same period the Corporation 
accrued contributions of $18.6 million, enabling 
the Trust to make interest payments and repay 
$15.0 million of the loan principal. At Decem
ber 31, 1987, the loan balance was $43.0 mil
lion. Subsequent to year end, an additional $7 .0 
million was borrowed for share purchases. The 
obligations of the Trust are included in the 
Corporation's debt and a like amount deducted 
from shareholders' equity. 

PROPERTY AND CASUALTY 
LOSS RESERVES 

J.OSS RESERVING J\tETHODOI.OG\' 

Reserves for loss and loss adjustment expenses 
(LAE) at any report date reflect the estimate of 
the liability for the ultimate net cost of reported 
claims and estimated incurred but not reported 
(IBNR) claims arising from accidents which had 
occurred by that date. Property and casualty 
loss reserves on unsettled claims are based on 
averages for all automobile physical damage 
claims and for automobile liability claims 
reported within the most recent three months. 
Case-basis estimates are established for automo
bile liability claims after three months and for 
lines of business other than automobile from 
inception. IBNR Joss reserves are calculated 
estimates. The reserves for losses include addi
tional amounts to reflect anticipated future 
economic and social conditions. The determina
tion of these amounts includes consideration of 
studies of the Companies' reserve levels per
formed annually by independent consulting 
actuaries. The methods used to develop reserves 
are subject to continuing review and refinement. 

Property and casualty reserves include a 
provision for inflation in the expected cost of 
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settline daims. Reserves for claims, while on 
average, as well as IBNR claims are based on 
selected average claim costs which reflect the 
costs and inflation trends observed in claims 
closed in recent quarters. Case-basis reserves are 
established by claims personnel based upon the 
projected cost of settling each claim in today's 
dollars plus an explicit provision for inflation 
through the anticipated claim settlement date. 

Reserves are tested for adequacy using many 
analyses and actuarial projections. Some projec
tions, using claim closure models, use an 
assumed rate of inflation by which the historical 
cost of settling claims is expected to increase in 
the future. Other tests, such as incurred loss 
and payment projections, reflect the inflation 
which is implicit in the historical data. Assumed 
inflation rates are selected after giving consider
ation to the particular company's experience, 
industry data and economic indicators. The 
strengths and weaknesses of each projection and 
reserve test are reviewed using actuarial judg
ment and knowledge of the Companies' 
operations when selecting the reserve for loss 
and loss adjustment expenses. 

RECO:\'CILIATION OJ.' Cl.Alf\I RESERVES 

An analysis of the changes in aggregate reserves 
for property and casualty losses and LAE 
reported under generally accepted accounting 
principles (GAAP) for each of the last three 
years is presented below. Since reserves are 
necessarily based on estimates, the ultimate net 
cost may vary from the original estimates. As 
adjustments to these estimates become neces-

Reconciliation of Claim Reserves 
(!11 111illio11s) 

Reserves for loss and LAE at January 1 

Incurred loss and LAE 

sary, thei• are reflected in current operations. 
Property and casualty loss reserves for GAAP 

financial reporting differ from statutory reserves 
primarily because GAAP reserves are reduced 
for anticipated salvage and subrogation recover
ies. Reductions of $45.7 million, $38.3 million 
and $33.2 million for anticipated recoveries at 
December 31, 1987, 1986 and 1985, respectively, 
are reflected below. GAAP reserves at 
December 31, 1987, 1986 and 1985 also exclude 
$85.0 million, $60.4 million and $13.6 million, 
respectively, of reserves assumed under a statu
tory reinsurance contract. 

LOSS RESERVE DEVEl.OP~IENT 

Loss and loss adjustment expense reserves are 
established at each valuation date for all 
reported and projected IBNR claims using 
management's judgment based on the informa
tion known as of that date. As time passes 
more information about the claims becomes 
known and reserve estimates are appropriately 
adjusted upward or downward. Because of the 
estimation elements encompassed in the reserv
ing process and the time it takes to settle many 
of the most substantial claims, several years are 
required before a meaningful comparison of 
actual losses to reserves can be developed. 

The development of reserves refers to the 
differences between estimates of reserves as of 
the original year's end and the re-estimated lia
bility at each subsequent year's end, based on 
actual payments in full or partial settlement of 
claims plus re-estimates of the reserves required 

1987 

s 831.5 

1986 

$ 698.6 

1985 

$ 580.2 

Provision for current accident year clain1s ...................... _ ..... . 1,094.3 980.5 893.2 
Increase (decrease) in provision for prior accident years claims .. , ...... . 3.0 ~ ~) 
Total loss and LAE incurred ....................................... . 1,097.3 976.1 876.6 

Payments for loss and LAE 

Payments on current accident year claims .... , ....................... . (558.6) (513.5) (483.9) 
Payments on prior accident years claims ............................. . (376.8) (329.7) (274.3) 

Total payments for loss and LAE .................................. . (935.4) (843.2) (758.2) 

Reserves for loss and LAE at December 31 ............................ . s 993.4 $ 831.5 $ 698.6 ---
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for claims still open or claims still unreported. 
Downward development means that the original 
reserve estimates were higher than subsequently 
indicated. Upward development means that the 
original reserve estimates were lower than 
subsequently indicated. 

The table below presents the GAAP claim 
reserve liability for loss and LAE as originally 
estimated for the years 1977 through 1987, the 
cumulative amounts paid with respect to the 
reserves for each subsequent year, the re
estimated liability at the end of each year, and 
the resulting development of the original reserve 
estimates for 1977 through 1986 as evaluated 
through December 31, 1987. 

The Corporation strives 10 maintain adequate 
loss reserves. In 1987 Resolute Reinsurance 
Company increased its estimate of losses 
incurred for 1986 and prior by approximately 
$22 million. The upward development of 
Resolute's reserves for 1984 through 1986 more 
than offset the downward development of 
GEICO and GI's combined reserves. Manage
ment believes that its aggregate provision for 
loss and loss adjustment expenses at December 
31, 1987, is reasonable and adequate but, given 
the inherent vafiability of conditions which 
affect future claim settlements, the 
subsequent development of such reserves could 
be substantial. 

Consolidated Property and Casualty Reserve Development 
(/11 111il/io11s) 
As of December 31, 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 

Reser\'CS for 
l"oss and LAE . . . . . . . . . . . $426.0 $482.2 $468.9 $470.7 $477.8 $518.1 $526.3 $580.2 $698.6 $831.5 $993.4 

Cumulative Payments as of: 
One year later ........ . 
T\vo years later ....... . 
Three years later ...... . 
Four years later ....... . 
Five years later ....... . 
Six years later ........ . 
Seven years later ...... . 
Eight years later ...... . 
Nine years later .......• 
Ten years later ........ . 

Reserves Reestimated as of: 
End of year .......... . 
One year later ........ . 
T\VO years later ....... . 
Three years later ...... . 
Four years later ....... . 
Five years later ....... . 
Six years later ........ . 
Seven years later ...... . 
Eight years later ...... . 
Nine years later ....... . 
Ten years later ........ . 

Upward (Downward) 

170.3 216.1 211.0 214.2 207.6 229.2 236.7 274.3 329.7 376.8 
281.5 319.0 306.5 301.I 295.8 320.9 338.7 393.3 478.5 
349.0 378.0 355.5 347.0 343.8 371.2 396.8 461.7 
383.8 405.3 380.6 372.4 368.5 400.3 429.2 
399.2 418.7 394.6 385.I 381.8 415.9 
406.4 426.3 400.6 392.8 388.8 
4!0.8 429.5 405.0 396.4 
413.0 431.0 406.6 
414.3 432.4 
415.3 

426.0 482.2 468.9 470.7 477.8 518.1 526.3 580.2 698.6 831.5 993.4 
431.6 470.2 455.1 453.5 447.4 470.6 481.6 563.6 694.2 834.5 
434.1 464.8 444.6 430.4 422.8 451.1 480.3 562.5 707.8 
435.8 458.2 430.7 414.9 413.9 445.5 479.7 580.7 
430.1 450.8 419.4 412.I 406.3 445.5 493.3 
428.5 441.7 419.0 406.4 407.4 454.5 
421.1 442.5 414.2 407.8 4!0.0 
422.I 439.4 415.6 409.8 
420.6 439.4 416.0 
421.1 439.5 
420.9 

De\'elopment ............ $ (5.1)$ (42.7)$ (52.9)$ (60.9)$ (67.8)$ (63.6)$ (33.0)$ .5 $ 9.2 $ 3.0 = 

Upward devcloprncn1 of reserves for 1984 through 1986 is due 10 increased 
cstiinatcs of Resolute's losses incurred as described above. 
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LIQUIDITY 

CASH FLOW 

The Corporation and its subsidiaries generated a 
positive cash now of $913.4 million from opera
tions in the three years 1985 through 1987. 
During the three-year period the Corporation 
paid $232.4 million net to repurchao,c its 
Common Stock and $54.1 million to reduce the 
Corporation's outstanding debt. In the same 
period the Corporation paid $59.2 million in 
dividends to its shareholders and genera1ed 
$562.2 million of net cash flow available for 
invesunents. 

The Tax Reform Act of 1986 included provi
sions which significantly increased lhe amount 

of fed~ral income taxes paid by property and 
casualty insurance companies beginning in 1987 
and thereafter. The Corporation's current tax 
expense on operating earnings in 1987 was $42. 7 
million compared to tax benefits of $1.5 million 
in 1986 and $13.6 million in 1985, reflecting the 
new provisions of the Tax Reform Act of 1986 
and higher pretax earnings. 

The Corporation receives dividends from 
Government Employees Insurance Company, i1s 
principal subsidiary, which funds parent compa
ny operations, in parl. The regulatory res1ric-
1ions on such dividends are described in Note 
1 'C'' to the financial statcn1cnts. 

The Corporation has a continuing outlook for 
a positive cash now and ample liquidity from 
operations. 

IN\'EST~1l~~TS 

Pretax net investment income increased 6.80Jo to 
$126.4 million in 1987 from $118.3 million in 
1986 and 1985. Investment income growth over 
the past three years was moderated due to the 
use of $272.2 million to repurchase the 
Corporation's Common Stock and Debentures, 
funds which would otherwise have been 
available for investment. 

Net new investments of $188 million were 
made in the consolidated portfolio in 1987. Net 
purchases made included $151 million of tax
exempt bonds and $199 million of U.S. Govern
ment/ Agency and corporate bonds, plus $85 
million of money market preferred stocks. Nel 
sales included $151 million of common stocks 

and $121 million of convertible and sinking 
fund preferreds. During the year the Corpora
tion realized a net aftertax gain of $27.7 million 
from the sale of investments. 

Net unrealized appreciation of equity securi
ties, afler deferred taxes, as reflec1ed in 
shareholders' equity, was $34.2 million com
pared to $106.4 million a year earlier, reflecting 
realized gains from 1he sale of common stocks 
during 1987 as well as the sharp drop in stock 
prices in the fourth quarter of 1987. At year
end the market value of fixed maturity invest
ments was $1,514 million or 20Jo above state
ment carrying value. 

The common stock portfolio, adjusted for 
purchases and sales, had an aftertax loss of 
5.20Jo in 1987 compared to a total return of 
28.6% in 1986. The comparable returns for 
the S&P 500 were 5.30Jo and 14.3%. The largest 
industry positions in the common stock portfo
lio at year-end were in energy (22.60Jo), insur

ance (14.8%), elec1ric utilities (I0.40Jo) and 
telephone u1ilities (9.50Jo). 

The GEICO Corporation Investment 
Summary on the following page shows the year
end consolidated investment portfolio for I 987, 
1986 and 1985. The carrying value of bonds and 
redeemable preferred stocks is amortized cost 
while equity ;ecuri1ies are carried at year-end 
market value. 

At December 3I, 1987, the Corporation and 
its subsidiaries held $68.9 million in cash and 
cash equivalents. In addition, approximately 
$250.2 million of the bond portfolio will mature 
in 1988. 

FINANCIAL ACCOUNTING STANDARDS 
BOARD STATEMENTS 

The Financial Accounting Standards Board has 
issued s~veral slatements discussed on page 41 
which, when adopted in the future, are expected 
to affect the Corporation's financial statements. 
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GEICO Corporation Investment Summary 

(/11 111illio11s) 

Short-tenn investn1cnts .•.•.••••••.••.•.••••..••.••••• 

Fixed n1aturities 
U.S. Government bonds ••••••.•.•••.•••..•••......• 
Corporate bonds •.••••••••••••..•.•••.•.•.•.•••••.• 
Tax-exempt bonds .....•.•••••••••••..•..•..•..••.• 

Bonds .•...•••.••••.•.••...••••••••.•.••••.•••.• 
Redeemable preferred stocks ••...••••.••..•.•••...•• 
Other fixed maturities .••.••••••....••.••••.•.•••••• 

Equit)t securities 
Preferred stocks 
Con11non stocks 

Totals •.•...•.•.•.••••.•..•.••••.•.•.•.•..•••.•..• 

GEICO Corporation Bond Maturity Table 

(111 mil/ions) 1987 

Amortized 
Maturity \'aluc % Portfolio 

Less than one year ........... s 250.2 17.80/o 
1-5 years ..........•...••.••. 231.0 16.4 
6-10 years •........•..•.•.••. 605.0 43.1 
11-15 years .•.•.•...•.•....•• 179.0 12.8 
16-20 years .................. 81.9 5.8 
Greater than 20 years ........ 35.8 2.6 
Mortgnge pools (1) ........... 21.3 1.5 

s 1,404.2 100.00/o 

1987 

CurryinJ,: 
Value O/o Portrolio 

s 51.5 2.50/o 

286.8 14.2 
84.9 4.2 

1,032.5 51.1 

1,404.2 69.5 
67.8 3.4 
12.8 .6 

1,484.8 73.5 

81.6 4.1 
402.7 19.9 

484.3 24.0 

s 2,020.6 100.00/o 

Murkel Amortized 
\'aluc Value 

$ 250.3 s 93.5 
231.9 183.3 
617.4 449.4 
182.6 172.3 
85.6 96.3 
36.1 37.7 
21.0 24.1 

s 1,424.9 $ 1,056.6 

(I) Mortgage pools have regular periodic principal repayments over the life of the issue. 
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1986 1985 

Carrying Carrying 
Value Value 

s 32.5 s 61.3 

129.S 206.0 
41.2 30.2 

885.6 664.2 

1,056.6 900.4 
164.3 237.8 

6.0 6.0 

1,226.9 1,144.2 

27.4 93.3 
608.8 384.7 

636.2 478.0 

s 1,895.6 s 1,683.5 

1986 

Market 
% Portfolio Value 

8.90Jo $ 93.7 
17.3 189.9 
42.5 481.4 
16.3 186.4 
9.1 !04.4 
3.6 39.4 
2.3 25.6 

I00.00/o s 1,120.8 



REPORT OF E~~ST & WHINNEY, INDEPENDENT ACCOUNTANTS 

To The Shareholders 
GEICO Corporation 

We have examined the consolidated balance sheet of GEICO Corporation and 
subsidiaries as of December 31, 1987 and 1986, and the related eonsolidntcd statements 
of inco111c, shareholders' equity, and changes in linancial position for each of the three 
years in the period ended D1.'Cc1nbcr 31, 1987. Our cxan1inutions \\'ere n1adc in 
accordance \\'ith gcncrali)' accepted auditing standards and, accordingly, included such 
tests of the accounting records and such other auditing procedures as \\'C considered 
necessary in the circuntstanccs. 

In our opinion, the financial statc111cnt~ referred to abO\'C present fairly the 
consolidated financial position of GEICO Corporation and subsidiaries at December 31, 
1987 and 1986, and the consolidated results of their operations and clmngcs in their 
financial position for each of the three years in the period ended December 31, 1987, in 
confonnit)' \Vith generally accepted accounting principles applied on a consi~tcnt basis. 

\\'ashington, D.C. 
February 17, 1988 
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December 31, in 1/io11sumls of ,1~uu~ 

ASS~:rs 

ln\'estmcnts-Notc E: 
Fixed maturities, at mnortizcd cost (market Sl,513,%5 and $1,3 I0,035) •••••.••••••..•..•••••••.••••••••• 
Equity S<'Cllrities, m mnrkel (cost $+13,405 and $188,328) • .. .. . .. • .. • • . .. .. ........................ .. 
Short·tcnn inve.1\ttnents ............................................................................ , ••.••••..••••• , .••. 

Total ln\'cstmcnts •••.••••••.•••••••••••.•.•.•••..•••.••••••••.•••••••.•. , ••••••.•••...•••••• 

Cash .•.•.••••.••••••••..••••... • •• • •• • • •. • • • · • • · • · • •• • · • • •• • • • • • • • • • · • • • • • • • · • • • • • • • • · • · • • • · • · · · 
Investment in arr.limes-Note A •.•.••..••••••••..•..••.••••..••.....••••••...••••.•....••.•...••••• 
Accn1cd invcsuncnt inco1nc ......................................................................... . 
Prcrniluns receivable •..•••.. , •••.••••...•••..... , •.•••.••.••..••.••.•••..•••••••.••• , ••••. , •••••••. 
1\tnounts rccch·nblc fron1 sales of securities ••.•••••••..•.••••••.•...•....••••••••.••••..•••••••••• ._ •••• 
Dererred policy acquisition costs-Note D .••••••••••••••••••••••••••••••.••••••.••••••••••••••••••••• 
Property and equipment, at cost less accumulated depreciation or $53,%2 and $49,083-Notc H •• , •...•••••.• 
01hcr nsscts •••••.•.....•••.•••••. , .••....••••......••••••.••..•.•..•••.••••.••••••..•••••.••••••• 

Total Assets •••••••••••••••••••••••••••••.•••••••••••..•••••••••••••••••••..••••••.•••••••.. 

St•e 1°\{0H.'S ro Consotitlt11ed Pi11andul S1aJC'l>ll'HIS 
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1987 1986 

$ 1,.18-1,810 s 1,226,852 
.18-1,291 636,257 
51,455 32,459 

2,020,556 1,895,568 

17,419 13,093 
102,618 97,917 
35,050 29,342 

439,891 423,546 
26,758 70,0!4 
9-l,883 78,579 
59,149 59,471 
49,481 47,761 

$2,845.805 $2,715,291 
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LIAllll.ll'IES AND SllAREllOl.l>ERS' EQUl'I'\' 

Liuhililies 
Polic~' linbilitics: 

Property und casualty loss rcscr\'es .••••••...•.•.•...• , ••..••••••• , ...•.••••..•...••••••••••....•••• 
Life benefit reserves ............................................................................ . 
Loss ndjusuncnt expense reserves ......•................................................... , ...... . 
Unearned prcntiunu: ......... , ......... , ........................................................ . 
Dividends to policyholders .•••••••.••.••.•..•.••••••••••...••.•.....•••.•••••.•••••••••.••..•.••.. 

Antounts payable on purchase of securities ........................................................... . 
Other liabilities ....••••••.••••••••••.•...•••.•••••••••••••.•...•.••.••••.••.•••.•••••.•••.•••••... 
lnco1nc ta.xcs-Notc F ... , , ...........•............................................................ 
Debt-Note H .•••.••.••.••..•.••••••...••••....•.•.•..•..•..••.•.....•.•.•.•....••••..•••.•...•• 

Total Uabilities ••.••••.••..•.•..••••.•...•••..•.....•...••••••..•.•....•••••.•.•••••.•••.••• 

Shurcholdcrs' Equity-Note I 
Common Stock-SI par value, 60,000,000 shares authorized, 32, 149,560 and 32, 120,2% 

shares issued and I 6, 198,651 and 16, 716,021 shares outstanding ........................................ . 
Paid-in surplus ................................................................................... . 
Unrealized appreciation of equity securities . .......................................................... . 
Retained earnings-Note F ........................................................................ . 
Treasury Stock, al cost (15,950,909 and 15,40.\,275 shares) .•.••....•.......••••••••••••••••••.••.•....•.. 
Guarnntccd bank loans of Employee Stock Ownership Trust-Notes G and H •.•••••.•..•.•..•...••.....•.. 

Total Shareholders' Equity .................................................................. . 

Totul Liubilitics uml Shurcholdcrs' Equity ••••••••••••••••••••.•••••.••.•••••••••••.••••••••••••• 

1987 

$ 855,903 
51,935 

137,459 
787,013 

1,658 

1,833,968 

11,020 
169,501 
27,331 

169,3117 

2,211,127 

32,149 
191,302 
34,158 

964,366 
(544,340) 
(42,957) 

634,678 

$ 2,845,805 

1986 

s 722,782 
35,858 

108,729 
741,346 

I0,000 

1,618,715 

17,368 
168,769 
117,599 
168,843 

2.091.294 

32,120 
188,478 
106,423 
808,549 

(481,584) 
(29,989) 

623,997 

$2,715,291 
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For the yenr entled Dccf!n1ber 31. in 1ho11suncls of tlollurs e.\'CT'J>l l'L'r sl1ure results 

Rc,·cnuc 

Pre1nh11ns ••..•••••.•••..••••...•.•••..•••••••••••.•• ~ • • •• • ••••• • • • •••• • • • • • • • • • • • • • • 
Net in\'esuncnt incontc ................................................................ . 
Equity in earnings of unconsolidated afliliates ..••••••••••••..•••.••••••••••••••••••••••••• 
01 her rc\'cnuc •••.••..•.......•••••••••.......•.••.••••••.••••••••••••....••.••••••.•. 

Total Rc\'cnuc ••••••..•.•.•••••••••••..••••...•.•.•.••••...•••.••••.•••••• , , ••• 

Hcncfits nnd •:\:pcnscs 
Losses, life bcncti1s, and loss ndjustntcnt C\:pcnscs ••••••••.•..•......••••••••.••••••••••••. 
Policy ucquisition c.xpcnscs-No1c D ••••.•..•.•.••••••.•••..•.............• , .•..•••••••. 
Other operating c.\:pcnses ••.••....••••••••..•••.•••••••••••••••••.•...••.•..•.••••.••.• 
Provision ror dividends to policyholders .•••••..••.•.•••..•••••••••....•••••••.•.....••••• 
Interest cxpi:nsc-Notc H ..........................................•..•......•......... 

Total Beneli1s and Expenses ••••••.....•••••••••.•••..•••.•••••••••••••.••••••.... 

Operating Earnings Bcrorc lncon1c Ta\:cs •...•.•.•••••••.•.•.....•.....•....•••••.•. 
Income iax e.,pense (benelit)-Nole F .•...•••••••.......•.•••••..••..•.••...•..•..•••.•. 

Opcr.din~ 1':nming,s •••••.•••••••••••••.•• , •••••••••••••• , •••.••••••••••••••••• , , •.•••• 

Rcnlizcd gains on in\'cst1ncnts1 net of tax-Note E .•.••....••.••••.•.•..•.....•.........• ,. 

Net lnco1uc ••••.••••...•.••••••••.•..•.••••.•••••••••••••••••••••••••••••••••..•••••• 

Per Shnrc RC'.,.ults-Note J: 
Open1ting Euming,s • , ••••.•.•••••••.••••••.•.•.••.•••••••••..•••......••••••.•••...• 
Net lncontc .••••..•••••••.•.•••••••••••••••.••• , ................................... . 

SL'i' 1Vnu•s to Co11solidt1ted .Fi1Ja11c1'al Stcucuu•111s 
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1981 

s l,435,528 

$ 

126,351 
l(l, 112 
8, 16-1 

1.580,161 

1,131,982 
125,139 
W,43-1 

16.512 

1,415,667 

164,494 
14,311 

150,183 

27,731 

177.914 

$ 9.01 
$10.67 

1986 

s 1,29-1,688 

s 

118.301 
11,010 
5.8().J 

1.429.863 

1,024,333 
!07,596 
133,341 
10,000 
18,113 

1.293.383 

136,480 
17.216 

119,264 

98.478 

217.742 

s 6.91 
Sl2.61 

·. 

1985 

s l,078,().12 

s 

118,312 
7,465 

15.589 

1.219.408 

910,527 
92.0')9 

126,724 

21.911 

1,151.261 

68,147 
(9,492) 

77,639 

92,940 

170.579 

S4.21 
$9.25 



For the .rear e11rlerl Decemb<·r JI, in 1ho11sc111rls of rlo/lars 

Common Stock: 

Balnnce, beginning of year .. ....•....................•................•...•. , •... , ......•.. 
E.xcrcisc of stock options .... , ............................. , ................................ . 
Pay1ncnt of pcrforinancc shnrcs ....................................................... , ••••• 

llalancc, end or year .•••••••.•••..•.••••.••••••••••••••••••••.•..••••••.•••••••.•••••••••• 

Paid-in surplus: 

Balance, h('ginning of year ........•...................... , ............................ , ... . 
Proceeds O\'cr par value of stock issued upon: 

Exercise or stock options •.•••.••••••••.••••••••••••••••••.•.••..•••••••.•••••••••••••••• 
Payn1cn1 ofpcrfonnancc shares .....................................................•.... 

llalance. end of year ......................................................... , , ....... , .. . 

Unrealized appreciation of equity securities: 
Bakuu .. -c, beginning of year ...... .....................................................•..... 
Increase (decrease) in unrealized appreciation, not or ddorrod ta.,os-Noto E ••••..•••....••••••• 

llalan~c. end ofycnr .... ................................................................. . 

Rc1ained earnings: 
Balance, beginning of year ..................................................... ,., ........ . 
Net inco1nc . ............................................................................ . 
Dividends ($1.36, SI.OS and $1.00 porshurc) ••••.•.•.•.•..•.••.•••••.•....•••••••••••..•••••• , 
Ta.' bencli1 or dividends to Employee Stock Ownership Trust ••••••••••.••••.••.•••...••.••••.•• 
Balance, end of year ..................................•................................... 

Trc:.t~ury Stock, at cost: 
Balance. beginning of year ........................................... , .................... . 
Purdmso or 653,079; I, 157,478 and I ,281,866 shares of Common Stock •.•••••••..••••••.••••••••• 
Rci<suancc or 106,445; 112,078 and 193,398 shares or Common Stock ........................... . 

llalance, end of year .............. , ........... , ............................. , ............ . 

Guaranteed bunk loans of Etnploycc Stock Ownership Trust: 
Balance, beginning of year . ................................................ , .............. . 
Borro\\'ings . ............. , , . , .................. , ...... , , ............................. , .. . 
Rcpay1ncnts ................. , ..... , ................................. , .................. . 
Balance, end of year ..................................................................... . 

Totul Shareholders' Equity ..••••••.••••••••...••••••••••••••..••••••.••••••••••••••••••••••• 

St'<.' i\'ott•s 10 Consolidated Pilu1t1cial Stt1tt•u1e11ts 

1987 

s 32,120 
IO 
19 

32.149 

188,478 

482 
2.342 

191,3112 

106,423 
(72,265) 

34,158 

808,5-19 
177,914 
(22,417) 

350 
961,366 

(481,584) 
(73,756) 
11,000 

(541,340) 

(29,989) 
(17,957) 

4,989 

(42,957) 

$634,678 

1986 1985 

s 32,056 s 32,036 
s 20 

56 

32,120 32.056 

183.425 182,752 

299 673 
4.754 

188.478 183.425 

97,(,()8 70,341 
8.815 27,267 

106.423 97,W8 

(i09,273 456,931 
217,742 170,579 
(18.466) (18,237) 

808,549 609,273 

(386,737) (311.970) 
(104,847) (86,244) 

I0,000 11.477 

(481.584) (386.737) 

(19,989) (9,689) 
(11,000) (11,300) 

1.000 l,000 

!29.989) (19,989) 

$623,997 $515,636 
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For the year ended December JI, in 1/1011s"'uls of dollars 

OpcrJlin~ Aclh'ilics: 
Opcrnting earning.Ii •...••.•.••••••...••••••••••••••..•..•..••...•..•.•••••.••.••••..• 
Charges (credits) to earnings not involving funds: 

Net prcn\iun\S receivable ............................................................ . 
Deferred policy acquisition costs ••••••.•••••..•.•.•••••••.••••••••.•••.•••••••.. , ••.• 
Loss, life bcnctit and Joss adjusuncnt expense reserves ••••••••...••..•••..••..•••••..••• 
Unearned prc1niun1s .•••..•••.....••••••...•.•....••.••..•.. , •.••.•••.••...••••.••• 
Dividends 10 policyholders ••••.•...••••••••.••••••.••••••.•.•.. , .••.•....• , •.•.••.•• 
hl<:01l\t.! ta..xcs ............................................................................ . 
Equity in undistributed earnings ofnfliliates ••••••••••.••••••••••••••.•.•••.•••...•••• 
Provision for depreciation •••••..•••••....•.••••••••.•.••••••.••.•......•.••••••••.. 
Accrual of discount and an1ortization of prc1niun1s on in\'csuncnts ..•.•..•••..••.••••..••• 
Reinsurance balances and other ••••••••••..........•...••.•••....•........••••••.••• 

Cash pro\'idcU front opcrntins t\ctivitics •••....•••••••.•..•.....••...••••......••.... 

l>Mdends Puid lo Shu..,holders ························································· 
Fin11ncini: 1\c1i,·i1ics: 

Issuance of debt ..•.•....•...••••.....••••••.••.....•••••.....•...•....•.•••••••.••. 
Repay111e111 ol'debt ...••.••••.•••••....•.••••••••••.•...•...•••..••••••.••..•.••..••• 
Repurchase of debentures ............................................................. . 
Proceeds front exercise of stock options •••.••.•.••.••••••.•••••••••••••••••••..••.••••.• 
Purchase of Conuuon Stock (Treasury) .•.••••••......•••••••.•..••.•••••.••••.••.•••.•• 
Rcissnance ofC0111111on Stock (Treasuri•) ............................................. .. 
Other .•••••••••..•.•••.•••.....•.•....••••••••.......•.......•.......•....•••••.•• 

Net cash flO\\' front financing acti\'ilics .•..••••••...........••...•.•..•. , •.•..••••••• 

Decrcnsc (increase) in cash ••....•......•.••.•....••••.........••••..••••••••••.....•••.. 
Net cash OO\\'. available for investtnent .•••........••••....•••••••••••••.••••....•••. 

ln,·eslnu~nl of Cush folo\\·: 
Purchase of in\'cstntents .•.••••••.••.••......•.•.•.••.•..•.•.•••••••.•••••......•.••.• 
Change in payable on security purchases ••.......•.•.•••••...•••.••••••••...•••.....••.• 
Sale of invcstincnts, net of related taxes •••..•..•.......•..•••.•.•..••.••••...•••....••.. 
Change in receivable t'ront security sales .•.••.••...•••........ , ...••............•••••.••. 
lnvestn1enl in affiliates and subsidiaries .•••.••.••••••........ , ..•..••...••.......•••..•• 
Purchase of property nnd cquipn1ent 1 net ....•..•.••••..•..•.•• ~ ••••••.••••.•••..• , •..•• 
Other ••.•..•..••.•..•....•.....•.•...•.....•.•••••....••.••••••••••...•.••....••.• 

Net invcsuncnt of cash Do\\' ......•............••.••••••....•......•..•.••.....••.. 

Sec 1\1otes to Consolidatrtl Fi"anciul St11ten1en1s 
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1987 

$ 150, 183 

(16,J.15) 
(16,3tJ.I) 
177,928 
45,(167 
(8,J.12) 

(Stl,337) 
(7, 194) 
I0,988 
(2,390) 
(5,5J.I) 

278,3?0 

(22.447) 

3tl0 
(12,81).1) 

492 
(73,756) 
11,000 

J.15 

(74A23l 

(4,326) 

s 177,124 

s 1,177,559 
6,J.18 

(973,983) 
(43,256) 

(59) 
10,634 

(119) 

s 177,124 

. . .. 

1986 1985 

s 119,264 s 77,639 

(62,+IO) (80,136) 
(15,502) (13,453) 
141,6% 127,160 
HJ0,922 130,914 
t0,000 (2, 168) 
19,+13 12,515 
(9,146) (4,7+1) 
I0,113 8,214 
(3,318) (5,13G) 
26.096 47,183 

337,12& 297,988 

( 18.466) (18,237) 

900 1,600 
(739) (677) 

(26,964) (12,878) 
307 693 

(10.\,847) (86,244) 
10,000 11,477 

(21) (4,031) 

( 121,364) (90,060) 

2,619 (4.549) 

s 199,917 s 185,142 

s 1,40.\,507 s 1,166,645 
65,035 (61,816) 

(1,310,571) (997 ,385) 
28,361 37,892 
3,909 21,609 
8,666 16,887 

IO l,310 

s 199,917 s 185,142 



NOTE A; CONSOLIDATION 

The consolidated financial state1ncnts include the accounts of 
GEICO Corporation {the Corporation) and its subsidiaries except 
Govern1nent En1ployees Financial Corporation (GEFCO). Invest·· 
ments in GEFCO, a IOOOJo O\\•ned consumer finance company, 
AVE~·1CO Corporation, a 340/o O\vncd general aviation insuranc1: 
and finance co1npany, and Bond Investors Group, Inc. (BIG), a 
200/o O\\'ned municipal bond guarantee insurance company, are 
accounted for using the equity method. 

Significant intercon1pany accounts and transactions have been 
eliminated. 

Condensed Balance Sheets Deccn1ber 31, 
(/11 thouswuls) 1987 1986 

Assets 

lnvcsunents 
Short-lcnn invcstn1ents ................... s 41,257 s 16,123 
Fixed maturities ......................... 1,307,245 1,070,733 
Equity securiiies ....................•.... ~7,178 597,453 
Arliliates ..............•................ 122,635 134,269 

Cash .............•............•.......... II, 144 9,405 
Propenyand equipn1ent, net . . . . . . . . . . . . . . . . 50,975 52,342 
Pren1iums receivable, net .................... 426,996 406,937 
Deferred policy acquisition costs .............. 68,832 63,964 
Other asse1s , .............................. 79,157 98,478 

s 2,555,419 s 2,449,704 

Liabilities and Shareholder's Equity 
Reserves forlos.scsand lossadjus1ment expenses .. s 937,058 s 795,423 
Unearned prcmiu1ns ........................ 776,703 729,484 
Other liabilities ..••....•.....•............. 188,542 279,119 
Shareholder's equity .................•...... 653,116 ~.678 

$ 2,555,419 $2, .... '04 
=....:.= 

l'ROPElfl'\' ANU CASUALTY l:"\SURA:\'.CE 

Sumtnary consolidated financial data for GEICO and its consoli
da1ed property and casualty subsidiaries are presented belO\\'. The 
property and casually insurance subsidiaries included are Govern
ment Employees Insurance Company (GEICO), GEICO Indemnity 
Company, Criterion Casualty Company, and GEICO General Insur
ance Company. 

Condensed Income Slalcmcnls Year Ended December 31. 

(In tllo11sa11ds) 1987 1986 1985 

Premiums .................... s 1,358,321 s 1,191,601 s 999,998 
Net investment income ......... 105,362 98,347 99.601 
Equity in earnings of: 

GEFCO ................... 240 5,028 4,661 
AVEMCO ................. 4,888 3,325 2,439 
BIG ....................... 4,003 2,473 702 
01her affiliates .............. 2,496 2,211 l,611 

Total Revenue .............. 1,475,310 1,302,985 l,109,012 

Losses and loss adjustment 
expenses ................... 1,053,412 944,386 850,649 

Other expenses ................ 2ll,678 199,858 170,911 
Interest expense ............... 3,803 3,966 4,812 
Income tax expense (benefit) .... 26,863 25,800 (3,119) 

Total Benefits and Expenses .. l,306,756 1,174,010 1,023,253 

Operating Earnings ............ 168,554 128,975 85,759 
Realized gains ................ 42,774 93,300 86,923 

Net Income .............•.. s 211,328 s 222,275 s 172,682 
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PARENT COMPAN\' OPERATIONS 

1\ reconciliation or GEICO's consolidated net inco1ne 10 the 
Corporation's consolidated ner inco1ne is as rollo\VS: 

(/11 t//OllStllUb~ 1987 1986 

Ne1 Income-GEICO ....... , ...... s 211,328 s 222,275 

Parent company opern1ions: 
ln\•estmen1 inco1ne ............... 5,"41 6,244 
Operating expenses, net ........... (5,039) (9,714) 
Interest expense ..............•... (11,655) (13,200) 
l"a'\ benefi1 •..................... 5,052 9,279 
Realized gains .................•. 228 4,414 
Equi1y in income of affiliates ....... (27,441) (1,556) 

Total pnrcnt company operations. ..... (33,414) (4,533) 

Ne! Income-GEICO Corporn1ion ..• s 177,914 $ 217,742 

RESOl.UTE GROUP, INC. 

1985 

s 172,682 

7,193 

(6,610) 
(16,268) 

6,273 
4,385 

2,924 

(2, 103) 

s 170,579 

Resolute Group, Inc., a consolidated reinsurance subsidiary, stopped 
accepting ne\V business in late 1987 and has begun to reduce its inforce 
business. Sun1mary financial data are as follows: 

(In 111i//io11s) 1987 1986 1985 ---
lll\'eSlllleOIS , , . , ............. , ... , . s 64.2 s 60.1 S45.I 
Total asse1s ....... , ................ 84.9 89.4 76.1 
Loss and loss adjus11nen1 

expense reserves ...•.............. 56.3 36.1 23.0 
Shareholder's equity ................ 9.0 9.4 9.7 
Pre1niu1ns earned . . . . . . . . . . . . . . . . . . 31.4 39.5 28.2 
Underwriting loss . . . . . . . . . . . . . . . . . . (24.9) (3.0) (9.7) 
Net investment incon1e ......•....... 4.2 4.2 3.7 
Ne1 incon1e (loss) .•................. (13.2) .9 (1.6) 

1.11-"E INSURANCE 

Su1nmary financial data for Garden State Life Insurance Company 
and GEICO Annuily and Insurance Con1pany, \\'holly O\vned life 
insurance subsidiaries, are as follo\vs: 

(/11 111il/io11s) 1987 1986 1985 ---
Investments ....................... s 83.5 s 66.8 $ 57.I 
Total nsscis ........................ 118.7 94.3 79.4 
Shareholder's equity ................ 46.3 34.5 32.1 
Premiu1ns ......................... 45.8 63.6 49.8 
Nc1 in\•estment incon1c .............. 7.0 6.8 5.5 
Net incon1e ...............•........ 2.4 2.5 1.7 

32 

.. .. 

Pl.AZA HESOUHCES CO~ll'ANY 

Plaza Resources Con1pany (Plaza), a \vholly O\Vned subsidiary, 
participates in a variety of ventures and invest111en1s. lnvcst1nents 
include a real estate financing loan due in 1991 and partnership 
interests in l\VO real estate projects \vhich are developing and selling 
timeshare vacation units jointly \Vith GEFCO. 

Plaza has also invested in oil and gas exploration joint ventures 
\vhich are being accounted for by the successful efforts ntethod. 
Plaza's share of the estin1ated re1naining oil and gas reserves in the 
cornmcrcially producing fields is approximarely 20,000 barrels of oil 
and 1.0 billion cubic feel of natural gas as of December 31, 1987. 

During 1985 Plaza sold its interest in a computer soft\\'are limited 
partnership for $5.9 million. The costs associated \Vith the soft\\'are 
develop1nent had previously been expensed as incurred. 

Sun1n1ary financial data for Plaza are as rollo\\'S: 

(/11 111i//io11s) 

Condensed Balance Sheets 

lnvest1nen1s in: 

Real estate linancing loan ........................ . 
Real estate development partnerships .............. . 
Producing oil and gas lields ....................... . 
Other oil and gas fields .......................... . 

Other assets and liabilities, net ...................... . 

Shareholder's equity .............................. . 

Dece1nbcr 31. 

1987 

s 12.8 
5.7 
1.9 
. I 

.3 

1986 

s 6.0 
5.2 
2.0 
.4 

1.3 

Year Ended Decc1nber 31, 

Condensed Income Slalemenls 1987 1986 1985 

Interest income ......................... . $ .2 s .7 $-
Real esta\c devclop1nent income ...•........ .5 I. I 
Oil and gas revenue ...................... . .2 1.4 4.0 
Sale of con1puter softwnre interest ......... . 5.9 
Oil and gas costs expensed ................ . (.4) (3.5) (2.9) 
Other ................................. . (.8) (.3) 
Income ta.'\ benefit (expense) .............. . .7 (2.7) 

Net incon1c (loss) ........................ . $ (.3) s (1.0) s 5.4 



.. .· 

GE.-co 

Sununary financial data for GEFCO. a IOOOJ'o O\\'ncd consu1ner 
finance con1pany, are as follo\\'S: 

(/11 n1illio11s) 

Condensed Balance Shecls 

Cash and invcst1ncnts , , ..•.......•....•............ 
Net linancc receivables ...•.................... , .... 
Other assets .•.....................•.............. 

1'otal assets .•................•................ 

No1cs and dcbcn1urcs payable ..........••..... , ••... 
Liabili1y for sa\'ings deposits ................•......• 
Other liabilities ......................•.......•..... 

To1al liabilities ..................•........•.... 
Rcdcc1nablc prcforrcd stock .....................•... 
Connnon shareholder's cqui1y .••.••.••..••••..•..•.. 

Total liabilities and cqui1y ..................... . 

Deccn1bcr 31, 

1987 1986 

s 27.2 s 51.3 
183.0 171.1 
12.4 ~ 

s 222.6 s 235.9 

$ 97.1 $ 87.3 
62.S 86.0 
15.7 13.2 

175.3 186.5 
.7 .8 

46.6 48.6 

s 222.6 $ 235.9 

Year Ended Dccc1nbcr 31, 

Condensed Income Statements 1987 1986 1985 

huerest on finance receivables .....•........ s 27.1 $ 27.1 $ 25.1 
Invcstn1en1 and other i11con1e ............. . 5.8 10.2 8.4 

Total revenue ....................... . 32.9 37.3 33.5 
Interest and capital financing expenses ...... . 17.8 18.8 17.5 
Other operating expenses ............. , ... . 13.4 9.3 8.7 
lnco1ne 1<txes ........................... . .3 2.7 1.7 
Disco1uinued operations, net ofta.x •........ 1.3 1.7 I. I 

Net incorne ....•.•...•.............. s .I $ 4.8 s 4.5 

GEICO received dividends or $2,095,000 in 1987. $1,206,000 in 
1986, and $2, 117,000 in 1985 from GEFCO. GEICO Corporation's 
consolidated balance shecl includes investn1ents in GEFCO's bonds 
or $7,563,545 and $8,425,745 at December 31, 1987 and 1986, 
respectively. 

A\'Ef\tCO 

Sun1mary financial data ror AVE~1CO, a 34°/o O\\'ned aviation 
insurance and finance con1pany, are as rollo\\'s: 

(In n1illio11s) 1987 1986 

Total assets .....•....•..•................ s 194.5 s 174.5 
Shareholders' equi1y· ....... , ......•....... 68.4 63.1 
Revenue ........•...•................... 116.2 95.2 
Net inco1nc .•................•.....•..•.. 19.7 12.2 

1985 

s 121.4 
51.7 
59.4 
7.6 

In Noven1ber 1987, GEICO lnden1nity sold its investment in 
AVEMCO to the Corporation. The Corporation received dividends 
or $211,000 in 1987 from AVEMCO. 

GEICO Indemnity received dividends or $612,000 in 1987, 
$718,000 in 1986, and $604,000 in 1985 from AVEMCO. At 
December 31, 1987, the total markel value or AVEMCO shares held 
by the Corporation \Vas $59.3 n1illion. 

BOND INVESTORS GROUP, INC. 

In January 1985, GEICO acquired a 200/o interest in Bond lnvesrors 
Group, Inc. (BIG), a municipal bond guarantee insurance co1npany, 
for $15.7 million. GEICO has since invested an additional $10.0 
million to maintain a 200/o O\vnership interest. GEICO's equity in 
BIG's net income approximated $4.3 million in 1987, $2.5 million in 
1986, and $.7 million in 1985. 
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NOTE ll: SIGNIFICANT ACCOUNTING POLICIES 

HASIS 01-· REPORTING 

The acco1npanying linuncial statcn1cn1s arc presented in confonnity 
'''ith generally accepted accounting principles (Gt\AP). These prin
ciples differ fro1n statutory accou1uing practices prescribed or pcr-
1nittcd by regulatory authorities for the insurance subsidiaries. Sec 
Note C for statutory an1ounts of net incon1c or loss, shareholder's 
equity and lhnitations on dividends. 

lN\'}~UtENTS 

lnvesllncnts in fixed 1naturitics (bonds, notes and rcdec1nable pre
ferred stocks) arc reported at an1ortizcd cost and invcsunents in 
equity securities (conunon and nonrcdcc1nablc preferred stocks) at 
rnarkct value. Realized gains and losses on sales of \nvcsttncnts, as 
detennined .on a spccilic identification basis, arc included in the 
sunc1nen1 of inco111c. GEICO Corporation's equity in changes in 
unrealized appreciation (depreciation) on equity securities, after 
deferred inco1ne ta.'\ effects, is reported directly in shareholders' 
equity. The consolidated unrealized investTnent appreciation at 
Dcce1nber 31, 1987, before deferred ta.'\ effects, consisted of gross 
gains of $68.8 million and gross losses of $27 .9 million. 

l)f.fi:RRf.U 110l.tC\' ACQlllSl'l'lON cosrs 
Costs that vary \vith and arc directly related to the production of 
business and arc recoverable have been deferred. Such costs include 
con1111issions, prc1niun1 ta.'\es, advertising and certain undenvriting 
and policy issuance costs. The costs or acquiring property and 
casualty insurance arc being a1nortized as the related written 
pre1nhuns arc earned. The costs or acquiring life insurance arc 
being an1ortizcd based on actual cornpany experience over the 
pre1niu1n paying period. 

I.USS, 1.11-'E llENE.-rr AND I.USS Al>.IUSTl\tE.'.'OT EXPt:NSE RE."iER\'t:S 

Property and casualty Joss reserves arc based on averages for auto-
111obilc clailns reported \\'ithin the n1ost recent three n1onths, case 
basis cstin1ates for other reported clahns and calculated estin1ates of 
unreported losses. The reserve for losses further includes additional 
a1nounts to reflect anticipated future ccono1nic and social condi~ 
tions. The detcnnination of these additional a1nounts includes con
sideration of studies of reserve levels perforn1ed by indcpcndcn1 
consulting actuaries. The rescn•c for losses has been reduced by 
approximately $45.7 million and $38.3 million at December 31, 1987 
and 1986, respectively, for anticipated sah•age and subrogation 
recoveries. Loss adjustrnent expense reserves are based upon 
estimates of expenses to be incurred in the settleincnt of clain1s. 
Reser\'cs arc recorded net of csthnated reinsurance recoverable on 
unpaid losses and loss adjusunent. expenses. 

~·fanagc111ent believes that its aggregate provision for loss and loss 
adjustinent expense at Occe111ber 31, 1987 is reasonable and ade
quate to cover the uhhnate net cost of losses on reported and 
unreported clahns arising fron1 accidents \Vhich had occurred by 
that date, but such pro,~ision is necessarily based on esthnates and 
the ulthnatc net cost rnay vary fron1 such cstinu.ttes. As adjusunents 
to these cstin1atcs bccon1c necessary, such udjustn1ents arc reflected 
in current operations. The 111ethods used to develop these reserves 
are subject to continuing revie\v and relinerncnt. 

Liabilities for future life policy benefits have been co1nputed prin
cipally by the net level pren1iun1 method \Vith anticipated rates of 
1nortality, \Vithdra\vals and investn1cnt yield based upon con1pany 
experience. 
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Property and casualty pre1niu1ns arc earned prorata over the tcnns 
of the policies and life and annuity pren1i11111s are recognized as 
revenue over the prc1nh11n paying period. Pre1niu1n revenue is 
reported net of reinsurance. Dividends to policyholders of $10.0 
n1iUion \\'ere charged to operations in 1986 based npon a1nounts ex
pected to be paid. 

PROl'EHT\' ANI> EQUIP~tENT 

The annual provisions for depreciation arc con1puted by \he 
straight-line 111ethod over 45 year useful lives for buildings and o\'er 
3-10 year useful lives for cquip1nent. 

c;oon\\'11.1. 

The excess of the purchase price over the fair value of the net assets 
acquired on purchased subsidiaries and affiliates has been recorded 
a~ goodwill and is being an1ortized on a straight-line basis over forty 
yc.-us or less. At Deccrnber 31, 1987, good\\'ill 011 consolida1cd sub
sidiaries of $2.5 nlillion is included in other assets and net negative 
good\vill 011 unconsolidated afliliatcs of $.9 1nillion is reflected in 
investn1ent in afliliates. 

NE\\' ACCOUNTlNG STANDARDS 

In late 1987, the Financial Accounting Standards Board issued nc\\' 
standards on accounting for income ta.'\es, consolidation principles, 
reporting realized gains and losses on sale of invesunents and the 
staten1ent of cash flo\\'S. lmplc1ncntation of the ne\v standard on 
accounting for incon1e taxes, \Vhich is required for 1989 \Vith earlier 
adoption pennitted. \Viii require an adjustn1cnt. of deferred ta."\es to 
the liability n1ethod. I1nplen1entation of the nC\\' consolidation stan
dard, \\'hich is required for 1988 \Vith prior periods restated, \viii 
require consolidation of GEFCO. ln1plen1cntntion of the llC\\' stan
dard on reporting realized gains and losses, \\'hich is required for 
1989 \\'ith prior periods restated, \\'ill require reporting realized 
investment gains and losses on a prcta.'\ basis \Vith re\•enues, invest
rnent income and expenses in arriving at inco111e before ta.x. ln1plc
n1cntation of the ne\V standard on the statcrnent of cash no\\'S is 
required for 1988 \\•ith prior periods restated and should not have a 
significant effect on the Corporation's financial statcn1ents. The 
Corporation anticipates adopting these statements in the \'l!ar 
required. · 

NOTE C: STATUTORY RESULTS 

Consolidated. net income for all property and casualty insurance 
subsidiaries was $140.8 million in 1987, $207.8 million in 1986, and 
$165.4 nlillion in 1985 as dctcrn1ined under statutory practices. Con
solidated shareholder's equity under statutory practices for these 
subsidiaries was $548.4 million and $671.4 million at December 31, 
1987 and 1986, respectively. 

Consolidated life insurance subsidiaries reported net losses of $9.5 
million in 1987, $2.4 million in 1986, and $1.4 million in 1985 as 
detern1ined under statutory practices. Consolidated shareholder's 
equity under statutory practices for these subsidiaries \\'as $15.9 
million and $16.2 million at December 31, 1987 and 1986, 
respectively. 

Statutory requiren1ents place lin1itations on the 1na.'l:imu1n antount 
of annual dividends and other distributions \\'hich can be remitted 
to the Corporation by its consolidated insurance subsidiaries \\'ithout 
prior approval of the appropriate state insurance conunissioncrs. 
The consolidated insurance companies had total net assets of $653.1 
million at December 31, 1987, of which approximately $134.4 
million is available for payment of dividends in 1988 and other 
ani.ounts ni.ay be ava\1abte tn lhe forn1 of loans or <:ash advan<:es. 
Dnring 1987 the Corporation received $133.5 million in dividends 
fro1n these subisidiaries. 

.• 
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NOTE D: POLIC\' ACQUISITION COSTS 

Policy ncquisition costs infonnation is sununarizcd as follo\\'S: 

fin tlio11su11ds) 1987 1986 1985 ---
Policy ucquisition costs incurred: 

Conunission and brokcrugc ...•..... s 35,602 s 28.4% s 26,995 
Prc1nh1111 tn.\,;cS •••••••••••••••••••• 32,(.88 29,241 23,9~ 

Salaries, din.'Ct nmil selling and other .. 73.753 65,361 54.613 

s 142,043 S 123,l~JS s 105,552 

Policy :1cquisi1ion costs expensed . , • , ••• s 125.739 s 107,596 s 92,099 

NOTE E: INVESTMENT OPERATIONS 

l:"i\'EST~U~:'\T l:\'COME 

The sources of in\'csuncnt inco1ne are sununarizcd as follo\\'S: 

(/111ho11sa11cl~~ 19K7 1986 1985 

Fixed 1naturi1ics ........... , .••...••. s 9K,9tM s 91,553 s 72,468 
Equity s1..-curitics •••••••••.••••••••••• 21,699 20,815 33,708 
Short-tern\ invcsllncnts ••.....•..••••. 11,981 10,321 16,305 
Otht!r •..•.••.••••••.•••••••..••••.• 726 l,193 577 

Total in\'cstn1cn1 inco1nc ..•••••.•••••• l33,310 123,882 123,058 
ln\'es11ncn1 expenses •..•.• , •..•.....•. 6,953 5,581 4,746 

Net in\'csllncnt income •.•..•....•.... s 126,357 S I 18,30! s 118,312 ---
There \Vere no h1,·esrn1en1s in lixed 1naturities \Vhkh \\'ere non
inco1ne producing for the t\\'clvc 1nonth period ended Dece1nber 31, 
1987. 

REAl.IZEll GAl.\S ll.OSSl-:.~) 

Realized gains (losses) on investn1cnts arc sununarizcd as follo\\'s: 

(/11 1//011suncls) 19K7 1986 1985 

Fixed maturities ..................... s l,432 s 14,449 s 17,248 
Equity securities ..................... 39,874 131,629 125,319 
Equity in aflilintes' realized gains 

(losses) and 01her .................. 713 651 --- (18) 

42,019 146,729 142,549 
lncon1e taxes ..•••.••• , .•.•••..••••.• (14,2111!) (48,251) (49,600) 

Realized gains, net of taxes .......•.... s 27,731 s 98,478 s 92,940 

ll~REAl.IZEI) Al'l'RECIATIOS (l>EPH.l~CIATIO.\) 

1\ sun11nary of the net change in unrealized appreciation (dcprccia· 
tion) on invcstn1cnts in equity securilies during each year, rcllectcd 
directly in shareholders' equity, is as follo\\·s: 

(lt1 1//ousa11ds) 19K7 1986 1985 

lncn:asc (dL'Crcase) in unrealized 
appreciation ................. s (1!17,IMJ) s 11.637 s 36,725 

Equity in :tffilimcs' unrc:11ized 
appreciation (dcprecimion) •.••. (3, 113) 414 1.446 

Deferred inconte 1a.xcs •.•..•..••. 37,K91 13.236) (10,904) 

Increase (decrease) in unrealized 
apprecimion, net of deferred 
t:u.:cs •••..••••••••.••.••••••• $ (72,265) s 8,815 s 27.267 

lnvcsllncnts in li:-:ed 1naturitics arc carried at an1ortizcd cost since 
such securities are generally held to 1naturity. A sun1n1ary of unreal· 
izcd appreciation (depreciation) on invcsttncnts in li:-:cd tnaturities is 
as follows: 

(In t//011sa11ds) 1987 1986 1985 

~larket \'aluc ..•.•••.••.•••.•••• s 1,513.965 s 1,310,035 S 1,lf>l,350 
Amonizcd cost ................. 1,484,KICI l,226,852 1.144,227 

Unrealized apprL-cimion 
at Dcccrnber 31 ••••.•••••••.• s 29,155 s 83,183 s 20,123 

Unrealized appreciation 
(depreciation) during the year •.• s (54,028) s 63,060 s 43,588 
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NOTE F: INCOME TAXES 
TAX PRO\'ISIOS 

The inconte ta.-..: provision has been co1nputcd upon pretax linancial 
reporting incontc as follo\\'S: 

(In iliousunrls} 1987 1986 1%5 

Ta.\'. c.xpcnsc (bcnclil) on: 
Ta\: basis income (loss) ••.•••••.••.• s .&2,712 s (1,494) S (13,(,.U) 
Tinting c.tiffcrcm:cs ••••••••••••.••• (28,-Mll) 18,710 4,150 

lnco1nc tns pro\•ision ••••• , ••••.• s 14,311 s 17,216 s (9,492) 

The currcnl UL' bener.1s in 1986 and 1985 were milized primarily 
against current l<L\'. c.-..:pcnsc on short-tcnn realized capital gains. 

1-:r1-·t-:<..,l\'I-: TAX RATI-: Rt-:('OSCll.IATIO~ 

A rccondliation of the effective ta.'\ rates in the consolidated state-
n1cnt of inco1nc to the prevailing federal inco1nc tax rate of 4Q~to in 
1987 and 46% in 1986 and 1985 is as follows: 

(ltt 1ho11suucls) 1987 1986 1985 

lncomc ta:-.: pro\'ision ut the 
prc\'>\\\ing n\\cofprela.'\. inro1nc- •.• s 65,198 s 62,181 s 31,348 

mr,..,t or: 
Tax·excmpt in1crcs1 inco1ne .....•• (26,773) (23,899) ()3,394) 
Di\'idcnds rccd\'cd deduction ..••• (11,923) (18,0!5) (24,141) 
Pcorati<..'I\ or il\\'eMl\\Cl\l incotne ••. l,Oll 
Fresh start ndjus11nc111 •...••.••.. (14,907) 
Affilimcs' undistribull.'tl cotrnings .. 958 (2,211) (1,569) 
Cotpilnl g:1ins rote dirfcrcntfal ..•... (284) (847) (1,974) 
hl\'CS!lncnt t:t.,. credit. ...••••.••.• 208 (92) (1,594) 
01hcritc1ns •••••••.• , •••••••.•. 212 (SOI) l,832 

lnco111c Ul'.: pro\'ision •...•.• , •. s 14.311 s 17,216 s (9,492) 

The UL' provision for l 987 wa.• reduced by $14.9 million for lhc 
benefit of the "fresh start" adjus11ncnt to initially discount reserves 
at January I, 1987 as required by 1hc T<L' Reform Acl of 1986. 
Under the accounting rules currenlly used by the Corporalion 
future earnings will also benefit, bu1 to a decreasing cxlent. 

lnvestntcnt tax credits are accounted for by the llo\v-through 
n1ethod. The Tax Refonn Act of 1986 elitninated investn1ent ta.'= 
credits effective January I, 19861 except for antounts qualifying 
under transition rules. 

UEl-'t:RRt:n TAX PRO\_'ISIO~ 

The deferred Ht'= provision resulted fro1n thning differences in recog-
nition of revenue and expenses for Hl.'= and linancial statc1ncnt pur-
poses as follows: 

(/11 1housu1uls) 1987 1986 1985 

Deferral of 1101icy acquisition costs ..• s 6,621 s 6,698 s 6,038 
Unearned prc111i11111s ....•.•••...... (t3,S..1K) 
Di~counting of reserves ...•......... (2S,llll5) 

Deferred co111pcns:uion ..••........ (2,189) (1,445) (4,272) 
Tax benefit transfer lcao;es ..•....... (1,115) 4,833 5,043 
Other policy li:lbilitics ....•.......•• 5,264 5,200 (4,380) 
Pension cost ....................•. 1.224 1,638 (948) 
Affiliates' undistribu1ed C<uning.o; .... 3,11-Ml 1,997 613 
Benefit of life con1panies1 

net oper.lling lo~o; ....•. , ........ (3, t54) 
Other •...•.••.... , ............•. (269) (211) 2,056 

Deferred ta.x pro\'ision .......•... $ (28,401) s 18,710 $ 4,150 
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During 1982 the C'orpora1ion invested $16.3 million in "safe 
harbor" Ht'= bcnclit transfer leases resulting in SI.I ntillion in cur
rent hu:onte Hi.xcs payable for 1987 and reductions of $4.8 ntillion 
and $5.0 million in currem income ta.,cs payable for 1986 and 1985, 
respective)~'. The change in current ta.xes is offset by a change in the 
dcrcrrcd ta.x pro\'tsion for financial reporting purposes w\th no ef
fect on net inconte. 

TAX 1.IAIUJ.IT\' 

l'hc cotnponcnts of the federal inco1nc tax liability included in the 
financial state1ncnts arc as follo\\'s: 

D1..-ce1nbcr 31. 

.. 

(!11 thousands) 1987 ---ill2 
Curren! l<t...: payable (rt.-covcrablc) ..•....•.•...... 
Dcrcrr"''tl UtX payable ..•.••.••..•...........•... 
Deferred lax related to unrealizl.'<1 apprccimion on 

equity securities ....••..•.••••.•....••.•...•. 
lncon1c la.,. liability ........................... . 

S (IK,ll'.16) 
39,323 

6,10-i 

s 27,33t 

s 4,5!0 
69,ll'J.l 

~ 
s 117.599 

GEFCO is an unconsolidated affiliate for financial reporting but is 
inclnded in the Corporalion's consolidmcd U.S. federal income'"-' 
return. Because GEFCO is accounted for on the equity n1cthod 1 

la.,es payable shown in lhe preceding 1able excludes the cffccl of 
GEFC01s earnings and deductions. 

At Dccc1nbcr 31, 1987 the life- insurance subsidiaries, \\'hich cur
rently file a separate U.S. rcdernl inco1nc ta.'= return, had a ta..,. basis 
net operating loss carryfonvard of $7.9 rnillion which expires 
in 2002. 

TAXATIOS Ot' 1.U'I-: ISSURA!'\CI-: SUllloill>IARIE.fti 

Prior lo the Ta.' Reform Ac! of 1984, a ponion of the life insurance 
subsidiaries' statutory incon1c \\'as not subject to current incon1e 
tti....:ntion, but \Vas accurnulated in an account designated "Policy
holders} Surplus Account.n The aggregate balance of $3.7 1nillion in 
this account \\'Ould be ta.xcd at applicable current rates only if dis
tribu1ed to siockholdcrs or if lhc account exceeded a prescribed 
ma. ... innun. No federal incon1e ta.xes have been provided on this 
aruount since, in tnanage1ncnt1s opinion, the conditions under \\'hich 
such ta.xes \\'Ould be incurred are not probable. 

NOTE G: EMPLOYEE llENEFITS 

t:Ml'l.O\'t:t: ~,'(>CK O\\'Nt:ll'\lllP PLAN 

Subslanlially all employees of the Corporalion and ils subsidiaries 
arc covered under !he GEICO Companies Employee Slack Owner
ship Plan und Trust. The Trust nta)' borrO\\' nloney and use the 
proceeds to purchase shares of the Corporation's Conunon Stock. 
The Corporation guarantees the loans and \Viii n1ake annual con
tribtuions sufr.cient 10 enable 1he Trust 10 repay 1hc loans including 
i111eres1. The Corpora1ion charged $!0,865,000, $5,402,000 and 
$2,371,000 to expense for an1ounis contributed to the Trust, for 
1987, 1986 and 1985, respectively. The obligations of the Trnst, 
$43.0 million and $30.0 million al December 31, 1987 and 1986 
respectively, are included in the Corporation's long-ternt debt and a 
like atnount deducted fron1 shareholders' equity. 

l'ROt'l'I' SllARING Pl.AN 

The Corporation also has a Profit Sharing Plan CO\'Cring substan· 
tially all employees. Employer conlributions of a discretionary 
antount arc declared by the Board of Directors bao;;cd on profits. 
Employer contributions of $3,945,000, $4,673,000, and $3,558,000 
were charged lo expense in 1987, 1986 and 1985, rcspcciivcly. 
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Pl-:."'\SIOS Pl.At\' 

The Corporation and its subsidiaries h~1ve a noncontributory dclincd 
benefit pension plan CO\'Cring 111os1 full-tiinc c1nployccs. 1'hc plan 
provides for pay111cnt based on salary and years of service. 1\nnual 
contributions to the plan arc based on a1nounts dctcnnincd by con· 
suiting actunrics. Plan assets at Dccc1nbcr 31, 1987 consist prhnarily 
of conunon stocks and U.S. Govcrnntcnt obligations. 

In 1986 lhe Corpormion udop1ed Siu1cmen1 ol' Finunciul Accoun1-
ing Standards No. 87, "Etnploycrs' Accounting for Pensions." The 
effect or adopting Statc1ncnt No. 87 \\'US to reduce 1986 pension C:>.:· 

pcnsc by $4,478,000. Pension expense for prior years has not been 
restated. Pension expense for 1985, as dctcnnincd under the pro\'i· 
sions of previous accounting principles, \\'as $2,285,000. Pension c~~ 
pcnse (income) as delermincd under S1aicmem No. 87 for 1987 and 
1986 included 1hc following: 

(ltt tlio11.w11uls) 

Service cost-benetits earned during the ~·e;1r •••••• 
hnen:st cost on projected bc:nefit oblig:uion •••..• , 
1\ctual rc:turn on plan assc:ts ••••.•.•••••..•.••. , 
.A1nonization or net :1S.~t existing at January I, 

1986 •••••••.•••...••••••••..••••••••••.••• 
Othcrmnonization and deferral •••..••••••••.•.. 

Net pension cxpc:nse (im:o1nc) •••••••••••.•••••• 

The funded status or the plan \\'US as follows: 

(111 tlto11st111cls} 

Actu.irial present \'alue or benefit obligations: 
Vested ••••••••••••.••••.•••.•••••••.•..••• 
Non·\'es1ed ••..••••••.•••.•••••••••••••• , •• 

/\ccu1uulated benefit obligation., •••••••...• 
EffL-Ct orprojL-Cled future salary increases •••••• 

ProjL>cled benefit oblit;ation ••••••••••••••••.• 
Pinn assc1s ;u 1n:uket \':lluc •••••. , •••••••••••••• 

Plm1 assets in excess of projL'Cled 
benefit oblig:uion ...••.••••••••..••• , •••.••• 

Unrecognized nc:t g:1in •• , •••••.•.••••.•• , ••.••• 
Unn.-cognizcd prior scr.·icc costs •••••••••.•••.•. 
Unrecognized ne1 asset at January I, 1986 

being recognized O\'er ele\'en years • , •••••• 

Pension asset (li;,1bilily) ••••.•..•. , ••••••••.• 

1987 19S6 

s 2,653 s 2,:?11 
5,284 4,694 

(1,090) (17.430) 

(3,335) (3.3JS) 
(6.522) 10,315 

s (3,010) s (3.545) 

Dccc1nber 31. 

___!2!! 1986 

$ 45,299 s 47.143 
2.626 2,652 

47,925 49.795 
17.963 19,147 

65,888 68,9-12 
!04,775 !05,648 

38,887 36,706 
(7,343) (5,0l7) 

894 983 

(30,192) (33,527) 

$ 2,246 s (855) 

The projected benefit obligation \\'US detern1incd using an assun1cd 
discoum rnlc of 8.25% for 1987, 7.50/o for 1986 and 80/o for 1985, 
assun1cd long tenn rate of return on plan assets or 80/o and assun1cd 
salary increases of 6.50/o. 

"iOTE II: DEllT 

Debi consis1s of lhe following: 

(/11 thoustuu/s} 

GEICO Corporation unsecured dcht-
131'~<!.'o Dcbc:ntures, principal due in annual 

instalhncnts rro111 198910 199-t ••••••••••••••• 
11 O/o Dc:benturcs due 19')9, annunl sinking rund 

requirc1nc:nt 1990-19')) or 100.'o or princi1lal 
mnount oul!itanding Jmtuary 1990 (net of 
Debentures held in treasury) .••••••••••••••• 

Rcsohnc re\'Ol\'ing erL'<lil agrcc1nen1 ••••.••.••..•• 
S1..-cured debt or real estate subsidiaries-

GEICO Propcnies, Inc.: 
S\~ o.·o notL-S, due in equal quanerly insw.llmc:nls 
of S339 including interest, until June 200-i •••• 

SY! O/o note, due in equal quancrly instalhncnts 
orSt96 including interest. until ~lay 200.t .••. 

GEICO \Va<ihington Propenies, Inc.: 
9¥110.'o no1c, due in equal n1onthly instalhnents 
ors203 including interest, until June 2010 •••. 

GuarnntcL'<.I bank loans or E1np!Oj'ee Stock 
Ownc:rship Trust •.•••••••••..••..••••••••••• 

Other •••.••••••.••.••••••••.•.••.•••.•••••••• 

D1..-ce1nbcr 31. 

__ l_?K_7 ~ 

S 2.<;,IMMI S 25,00:1 

59,454 59,454 
11,(J(}O 

12.150 12,48-t 

(1,934 7,120 

22,812 23,096 

42,957 29,989 
100 

s 169,307 s 168,843 

During 1986 1hc Corporalion redeemed ils $7.5 million, 150Jo 
Debenture at a redc111ption price of 107~ro and the rc1naining $18. l 
1nillion of its 13~ 0/o Debentures at a reden1ption price of 104.5~10. 
During 1985 lhc Corporalion acquired $13.8 million of ils I IOJo 
Debentures, \\'hkh are held in treasury and n1a)' be used to satisfy 
ruturc annual sinking fund requircn1ents. 

During 1987 Rcsolu1c repaid $11.9 million of deb! ou1s1anding 
under a rc\'olving credit and tenn loan agrcc1nent and tenninatcd 
the agrecn1cnt. 

The uggrcgalc nm1uri1ics of long-1crm deb! (ussuming lhc upplica
tion of Debentures held in treasury to the earliest sinking fund 
rcquircmems) for lhc ycurs 1988 lhrough 1992 arc: $3,377,586; 
$7,917,517; $8,743,897; $12,122,491 and $18,729,555, rcspcc1ivcly. 

Properly wilh a cos! of $41,584,062 lrns been pledged us sccurily 
for the notes or the real estate subsidiaries and long·tern1 leases ha\'e 
been assigned as additional collateral. The note agrccn1cnts provide 
that. in the event or dcl)1ult the entire unpaid principal and interest 
become due mid payable. 

The Corporation has a revolving credit and tcrn1 loan agrce1ncnt 
under which 1hc Corporalion and/or GEFCO may borrow up 10 
$50,000,000. The agrcc111cnt provides for revolving credit loans 
through March 15, 1988, convertible at that date or earlier into 
four-year lcrm loans puyablc in equal quuricrly ins1allmcn1s. The 
Corporation pays a conunitn1cnt fee of !h of I O/o per annu111 on the 
unused credil line. Al December 31, 1987 GEFCO hus borrowed 
$15,000,000 under lhis ugrccmcnl. Amounls borrowed by GEFCO 
under this agree1nent are guaranteed by the Corporation. 
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NOTE I: SllAREllOLDERS' E~•l'IT\' 

SllARt-: ACQlJISITIO~S 

The Corporation purchased 653,079, 1,157,478, and l,281,866 
shares of Common Stock in 1987, 1986 and 1985, rcspccti1•ely, lbr 
un aggregate cost of 573,755,079, $1().1,847,873, and $86,243,807. 

On Nol'ember 20, 1985, the Board of Directors authorized the pur
chase of up to 3,000,000 shan.'S of the Corporation's Common Stock 
fro1n tin1e to tilnc depending on 1narkct conditions. As or Dccc1nbcr 
31, 1987 mid Febnmr)' 17, 1988, 1,407,966 and 1,397,466 shares, 
respt.'Cli\'cly, r.!1nain under the current repurchase authorization. 

~'TOCK Ol'TIO~S. STOCK APl'Rt-:CIAl'IOS RIGllTS ASU 
Pt-:Rl-'ORl\IASCt-: SllARt-:.~ 

Under the Corporation's 1973 Stock Option Plan, options were 
granted to ol'ticcrs nnd key c1nployccs lbr the purchase of Conunon 
Stock at JQOO/o or tnorc of fair ntarkct value at date of grant. The 
options arc c.'\crcisablc in instalhucnts beginning one year fro111 date 
of grant and expire not rnorc than 10 years thereafter. No ntorc op~ 
lions tnu~· be granted under this plan. 

Under the Corporation's 1985 Stock Option Plan, options and 
related stock appreciation rights (SARs) may be granted to officers 
and kci· employees for the purchase of Common Stock at 1000/o or 
tnorc or the fair 111arkct value at the date of grant. The options are 
cxccrcisablc in instalhncnts beginning one year fro1n the date of 
grant and expire not n1orc than ten years and one n1onth thereafter. 
Under the plan. an individual ntay exercise any co1nbination of 
stock options and SA Rs as long as the aggregate nun1bcr docs not 
exceed the number of stock options granted to that indil'idual. 
Charges of 53,608,571, 53,2().1,594, and 5605,931 were made against 
1987, 1986, and 1985 earnings, respectil'cly, for tho SARs. 

Activity under the Stock Option Plans is sununarizcd as follo\vs: 

Op1ions Price 
1\vailable Per Share On Options 
For Gran! Date of Grant Outslmuling 

1973 Stock Option Plan: 
Balance at Dl\.'t!1nbcr 31, 1984 .. s 6.56 10 s 23.50 58,264 
E.\crcis1:d ••••••• , •••••••• , • 6.56 to 23.50 (19,565) 
Forfcitt:d •••••••••••••••••• t6.90 !t27) 
Balance ut Dcx"C1nbcr 31, 1985 •• 6.56 to 23.50 38,572 
E.'\crci~'<l •• , •••••••••••• , •• 6.56 to 23.50 (8,450) 
llalm1ce:u Dt.-ce1nber 31, 1986 •• 6.56 to 23.50 30,122 
Excrci~-d ••••••••••••• , •• , • 6.56 to 23.SO (9,432) 
Balant.-cm Dt.-cc1nbcr 3!.1987 •• SI I.SS to S 23.50 20,690 

1985 S1ock Oplion Plan: 
B:ilam:c :.11 Det."C1nbcr 31, 1984 •• 100,CXX> $59.38 t50,<XXl 
Grantt.'<l ••••••••••••• ..... (55,532) 69.00 to 76.38 55,532 
Forrd1cd •••••••••.••• .... 34,033 59.38 to 69.00 (34,033) 
Balance at Dt.-cc111bcr 31, 1985 •• 78,50l 59.38 10 76.38 171,499 
1\uthorizc<l •••••••••••• , •••• 500,<XXl 
Gr:.ullcd ••••••••••••••••••• (280,800) 87.t3 to 98.75 280,800 
E.~crciSl.-<l •••••••••••• , .••• , 59.38 10 76.38 (17,467) 
Forfeited ••••••••••••.••••• t,740 69.00 10 87.13 (l,740) 
Balam .. "C •ll Dt.-ccmbcr 31, 1986 •• 299,.itl 59.38 10 98.75 433,092 
Grantt.-d •••••••••••••• , •.•• (t4,ti00) lOl.56 10 121.25 t4.f'IXl 
ExcrciSl.'tl ••••••••• , •.• , •••• 69.00 to 87.13 (3,t80) 
Forfeited .................. !,too 69.00 to 121.25 (t,tOO) 
Bal:utt."C nt Dt.>t.'C1nhcr 31, 1987 •• 285,9.\t $59.38 to St2t.25 443.4t2 
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Under the Corporation's perronuance share plan, as •lppro\'cd by 
shareholders, U\\'ards or pcrronnance shares n1ay be nuulc to key 
executives to be paid in shares or the Corporation's Conunon Stock 
or cash based on the attuhunent or certain goals. As of Dccen1ber 
31, 1987, 86,311 perfonnance share U\\'ards \Vere outslnnding and 
191,572 shares re1nained nvnilnblc ror future a\\·ards. Pay1nent for 
33, 130 perfonnnnce shares, consisting or 19, l 12 shares of Conunon 
Stock, 9,785 deferred shares and $523,040 in cash was made in 
1987. Payment for 112, 113 perform:mcc shares, consisting or 55,939 
shares of Common Stock, 46,857 deferred shares and 5801,262 in 
cash was made in 1986. Charges or 53,270,678, $4,759,542, and 
56,050,630 were made against 1987, 1986 and 1985 earnings, rcspec
lil'ely, under the plan. A total of 1,027,926 anthorized shares hal'c 
been reserved for stock options, perforn1ance share a\\'ards, and 
stock appreciation rights. 

NOTE J: EARNINGS PER SHARI( 

The cotnputation of earnings per share is based on the \\'Cightcd 
average nun1bcr of conunon shares asstnncd outstnnding of 
16,672,605 in 1987, 17,260,930 in 1986, and 18,429,798 in 1985. 

NOTE K: REINSURANCE 

The Corporation's insurance subsidiaries arc involved in both the 
cession and assu111ption of reinsurance \Vith other con1panies. Reina 
surance treaties arc maintained ror the purpose of insuring excess 
and cntastrophe risks of the subsidiaries and a portion of 111ost risks 
for Resolute Reinsurance Co111pany. The Corporation and its insura 
ancc subsidiaries ren1ain_ liable to the exlcnt the rcinsuring con1~ 
panics are unable to tnect their treaty obligations. A1nounts 
deducted from policy liabilities and premium and loss accounts for 
reinsurance cessions of the property and casualty insuruncc suba 
sidiaries, excluding the effect of reinsurance facilities, arc as rollo\\·s: 

(Ill 1/ro11st1tlflS) 

Policy Liabilities 
Loss and loss ndjusunent expense n>servcs ••• 
Unearned prc1niu1n reserve •.•.••••••••.• 

Prc1nh11ns written ..••••••••••.•.....•.• 
Prc111huns earned .......•.....•..•..•.. 
Loss<tnd lossadjusuncnt expense incurred .• 

Dccc1nbcr 31, 

1987 ~ 

$72,658 s 68,796 
15,983 t8,2SO 

__!2!! t986 

s 28,982 s 48,126 
31,278 45,033 
27,7117 41,892 

1985 

s 37.900 
32,680 
31.928 
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NOTE I.: COMMITMENTS AND CONTINGENCIES 

Rentnl expense for all lenses was $12.0 million in 1987, SI 1.7 million 
in 1986, nnd S9.0 million in 1985. 

1"he Corpor.uion und its subsidiaries have entered into non
canccllablc lclt~cs expiring at various dutcs through 1993 for both 
real cstnte und equipntent, all of \Vhich arc operating leases. The 
future 1nininn11\t rental connnittncnts as of l)ece1nbcr 31, 1987 for 
noncancellablc leases \vhh a rl!ntaining tcnn or nt lc-nst one year arc 
as follows: 

(/ti 1//ot1s1111ds) 

19SS •• , •••••••••••••••••••••• , •• 
1989 •••••••••••••••••••••••••••. 
19')() • ., ••••••••••••••••.•••.•••• 
1991 •••••••••.••••••.••••••••••• 
1992 .•••••••••••••••.••••••••••• 

·rota\ 

s 5,891 
6,228 
5,159 
4,385 
2,.l46 

19')3 • • • • • • • • • • • • • • • • • • • . . • . • • • • • _Ll2! 

s 25.400 

Building. 
Space 

s 2,3$3 
2.777 
2,2$0 
2,243 
1.862 

_Ll2! 
s 12,936 
= 

Equipment 

s 3,5tl8 
3.451 
2,879 
2,142 

484 

s 12,.U>I 
= 

'fhe Corporation is conunitted to guarantee up to $50.0 ntillion of 
GEFCO co1111nercial paper for \\'hich the Corporation receives un 
annual fee of $62,500 J)lus V11 of I O/o on the avcrnge dail)' antount of 
contn1crcial paper outslanding. 1\t Dcccn1bcr 31, 1987, S32.7 1nillion 
of GEFCO conuncn:ial paper \\'US oucstanding. 

In the ordin:.iry course ol' its insur..1ncc operations, the- Corpora· 
tion is afrcctcd by Yarious regulatory, legislative and judicial actions. 
In the opinion of cnanngc111cnr 1 loss to the Corporation 111atcrially in 
excess or ;.unounts pro\'idcd for in its loss reserves as a result or an)' 
such actions is not probable. 

NOTE M: FINANCIAL GUARANTEE BUSINESS 

1"he Corporation's property and casualty insurance sub!i.idiaries arc 
engaged in the direct \\'riling and reinsuring of various financial 
guar.1ntecs. Pren1iu1n revenue is recognized pro rata over the length 
of the guarantee pl!riotl. Loss reserves include csthnatcd cnse basis 
reserves \\'hen there is a defauh, or kno\vlcdge of a potential 
dcl~ntlt, and provisions based on expected ultilnntc loss ratios. 1\ 
su1111nary of the linancial guarantees outstanding is as follows: 

(In 1/tousant!s) 

Dolt:ir vnlnc oC1in:utci:\t guar.lnh.'CS , , •••••• , , ••• , 

Unc:inu:d prc1nit11ns .••.• , •••••• , • , •• , • , ••.•••• 
Los.-; n::scr\'cS •••••.••••• , ••••• ~ •••••.•• , .•••.•• 

Prc1niu1ns earned •••••••••••••• , ..•••••• , .•• ~ •• 
tosses incurn.'tl ••••••••.•••••• , •.•••.••••••••• 

Dt.'Ccmbcr 3 l. 

S92,SOI 

3,1137 
10,265 

s lll0,057 

4,539 
5,858 

s 1,288 s 636 
7,11% 4,850 

In 1986, GEICO rctroccded its obligmions for mnnicipal bond in
surance for a prcntiunt of $13.8 ntillion \\'hich reduced the tunount 
of financiat guarantees outstanding. A1nounts related to reinsuring 
this business tire included in Note K-Reinsurancc. 

NO'm N: BUSINESS SEGMENTS 

GEICO Corporation. through its subsidiaries, is engaged in various 
lines of property and casualty insurance, life insurance, and linan~ 
cial S(!rvices. l-IO\\'ever. until other lht<!s of business expand to a 
significant level, personal lines property and casualty insurance is 
GEICO Corporation's do1ninant business segtnent, pursuant to 
l'inancial Accounting Standards Board Staterucnt No. 14. 
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QUARTt-:RJ,\' lllGlll.IGllTS Ol-" Ol't-:RA1lS<i Rl~l1 1,TS (l1:'\AUUITEll) 

(/11 u1il/lo11~~ <'.\'f."<'l'I per sllt1n.• f'l.'.\·tt/ts) 

Rl'll'l1llC 

Pn.'lniu1ns •••••••••••. , ••••••••••••••••••••••.••••••• , •••••••• 
Nc1 iln'L'Stn1cn1 im.-onu! ......................................... 
t\f\1\i~tcsnnd -oth1;:r ............... ~ ............................ 

1'uhd Rc,·l'ntu.! ••••••••••••••••••••••••••••••••.••••••••••• 

lknetils and 1-:'l"-'ll!'il'S 
Los.~~. life benefits, mu.l loss adjustn1cnt c.xpcnscs •••••••• , •••••••••• 
Opcratingc,xpcnSt.-s •••••••.••• , •••••••••••••..••••••••••.•••••• , 
Pro\'ision fortlividcntls 10 policyholllcrs ........................... 
lnt.:rc.st c.xpcnsc .•••••••••••••••••.••••.••••••••••.•••••••.•••• 
lncon1c lit'.: c~pcnse tbcncfit) •••• , .••••••••. , ••••••••..•••••••• , •• 

·rural lknelils and 1-:,penstis ••••••••••••••••••••••••••••••••• 

01H.•r.1tln1: EundnAs •••••••••••••••••••••••••••••••••••••••••••• 

Rcalizt.'tl 1;ains on invL'Sln1cn1s ••••••••••••••••• , , •••••••• , ••• , •••• 

Nl'l lnconle •••.••••••••••••••••••••••••• , ••••••••••••••••••••• 

Per Share Rt.-sull'\!. 
<>1wr.11inJ: '-'Umin~.; ••••••••••••••••••••••••••••••••••••••••••• 
Ncl inl'tunc •••••••••••••••••••••••••••••••• , •••••••••••• , ••• 
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1987 1986 

Thrl>c 1\.-lonths Erukd l'hn.-c 1\ 10111 hs Ended 

DL~· 31 Sept. 30 ~ 1\·tar. 31 Di.-,:. 31 Sept. 30 ~ ~ 

s 378.1 s 361.).6 s 353.0 s 33~.3 s M3.9 s 331.1 s 315.9 s 303.7 
32.5 32.1 30.7 JI.() 29.S 30.3 28.4 30.0 

--1:! __ 5_.I ----1:!! --..±!! ---2::! --..±!! _.:!d ~ 
.n.t.6 .Ul6.8 ~ ---1!Q:.! ~ 366.2 ~ lJ6.2 

295.7 28.1.3 280.2 272.8 268.4 252.3 2Nl.I 243.5 
70.2 66.7 63.9 66.4 (>J.8 (>().I 56.2 m.s 

2.5 1.S 
2.8 2.S 5.0 6.0 ·t2 4.3 4.6 5.0 

---11 _-2::! ----3J _ill!) ----1!1 --2::! ____!,§ --12 
-2!Q::! ___lgd _.lli1 ---1:!9:3 345.5 331.6 ~ _.lli!:2 

38.2 44.6 37.5 29.9 33.3 34.6 26.I 25.3 
(25.5) ____!&::! ~ ____JB ~ ___!1,Q ---1!:2 ~ 

s 12.7 s 61.0 s 57.0 s 47.2 s 67.3 s 51.6 s 58.0 s 40.9 

s 2.33 $ 2.67 s 2.23 s 1.78 s 1.98 s 2.03 s 1.50 s 1.43 
s .77 s 3.(,5 s 3.40 s 2.81 s 4.00 s 3.02 s 3.34 s 2.31 



ACCOUNTING FOil INCOME TAXES -
STATEMENT NO. 96 

This Statetncnt requires a change rront the "deferred'' n1cthod of 
accounting for deferred taxes to the "liability'' n1c1hod. The "lin· 
bility" 111cthod '''ill result in ndjusuncnt of deferred tax accounts 
reported on the Corporation's balance sheet to reflect the n1os1 
recently enacted tax rates at which the dererred amounts will 
C\'cntually be paid or recovered. It also appears that recognition 
of the "fresh start" benefit for property and casualty cotnpanics 
\Vould be ncccleratcd using the "liability" 1ncthod. 

The Stnten1cnt also includes restrictions on recognizing deferred 
tax debits ns assets or an1oun1s of deferred tax debits \\'hich can 
be offset against dcforred tax liabilities on the balance sheet. The 
creation of thning differences for unearned pre1nhuns and dis
counted reserves uuder the Tax Reform Act or 1986 has increased 
the Corporation's current taxes payable and is generating 
dererred tax debits which arc redncing the dererred tax liabilities 
on the balance sheet. Pursuant to the Statement, these dererred 
tax debits on the balaucc sheet and the corresponding dercrred 
tax credit on the inco1ne state1nent can onl)' be recognized to the 
extent that the debit could be realized as a net operating loss car
rybaek or carryforward from the period that the debit timing 
difference reverses. Consequently, when deferred tax debits arise 
\\'hich cannot be recognized as assets or offset against deferred 
tax liabilities, operating earnings and shareholders' equity \\'Ould 
be reduced. 

Implementation or this Statement is required in 1989, with 
earlier adoption perinitted. Financial state1nents for prior periods 
nuly be restated and the cu1nulative effects for years not restated 
\\'ill be presented as a separate line ite1n in the Statc1ncnt of 
lnconte. 

CONSOLIDATION OF Al.I. MA.IOIUT\'-OWNED 
SllllSIDIAIUES - STATEMENT NO. 9~ 

This State1ncnt, \\'hich a1nends accounting rules governing con
solidated financial statements, requires consolidation or all 
1najority·0\\'1ted subsidiaries unless control is tentporary. Non
conisolidation is no longer allO\\'ed for subsidiaries in industries, 
such as finance and real estate, \\'hich arc substantially different 
front the parent 1s operations. 

The Corporation currently accounts for its invesunent in 
GEFCO, a wholly owned subsidiary, using the equity method. 
This Statement will require consolidation with GEFCO which will 
add substantial antounts of assets and debt to the Corporation's 
cousolidated balance sheet but will have no impact on reported 
earnings or shareholders' equity. 

This Statcntcnt 1nust be adopted for the Corporation 1s finan
cial statements for the year ending December 31, 1988, but appli
cation to interi1n financial statentents in the year of adoption is 
not required. Upon intplententation 1 financial staten1ents for 
prior periods would be restated. 

ACCOUNTING AND REPORTING FOR Cl;RTAIN 
LONG DURATION CONTRACTS AND ··on REALIZED 
GAINS AND LOSSES ON SALE OF INVESTMENTS -
STATEMENT NO. 97 

This Statc1ncnt defines accounting 1nethods for certain long
duration life insurance and annuity products. The required 
accounting for universal life policies and related interest sensitive 
and flexible life and annuity products \vill be the "retrospective 
deposit" method. Since the Corporation already uses this method 
for its structured settlen1cnt annuity reserves, this provision is not 
expected to hnve a significant effect on earnings. 

The Statc1ncnt also requires all insurance con1panics 1 including 
property and casualty companies, to use a one-step statement of 
inconte presentation \\'hereby realized investment gains and losses 
arc reported on a pretax basis \\•ith revenues, investn1ent income 
and expenses in arriving at inco1nc before tax. This presentation 
\\'Ould replace the l\\'O·step statcn1ent of income approach previ
ously required for the insurance industry which presents operat
ing earnings aftertax separately front realized invcsunent gains or 
losses aftertax in arriving at net inconte. 

Implementation or this Statement is required for the Corpora
tion's 1989 financial statentents and restate1nent of prior years' 
financial statentents is required unless not practicable. 

STATEMENT OF CASH FLOWS - STATEMENT NO. 95 

This Statcrnent requires the presentation of a staten1cnt of cash 
nows instead or the statement or changes in financial position. 
Since the Corporation's current staten1cnt of changes in financial 
position is in a cash no,,• forn1at 1 only n1inor ntodifications \\'ill 
be required. 

This Statement is effective for the Corporation's 1988 financial 
statentents and rcstate111ent of prior years' financial statements 
is required. 
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\V. Rl•id Thornpson, chninnan and chicr 
executive officer of the Potontac Electric PO\\'Cr 
Comp:mi• (PEPCO), Washington, D.C., was 
elected a member of the GEICO Corporation's 
Board of Directors in 1987. A graduate of the 
University of North Carolina and Harvard Law 
School, t\.1r. Thornpson hns served on a nurnbcr 
of boards in the financial and retailing indus
tries, including those of the Riggs National 
Corporation, Garfinckcl's, Brooks Brothers and 

t\.·lillcr and Rhodes, Inc. In addition, he is present chairn1an of 
the Federal City Council and a director of the Metropolitan 
\Vashington Board of Trade, the A1ncrican Council for Capital 
Formation and the National Symphony Orchestra. 

Maj. General Norma E. Brown, USAF (Rel.), 
was elected to the GEICO Corporation's Board 
of Directors in 1987. She brings to the board 
over 30 years of leadership experience. The first 
\\'Oman officer to co1n1nand an Air Force \ving, 
Gen. Brown served in the military from 1951 
through 1982. Her primary responsibilities 

J included personnel and 111anpo\\'er jobs at 
all levels. 

In addition, she was appointed by the 
Department of Defense to serve on the Defense Advisory Com
ntiltec on \Vomen in the Services and she served for l\\'O years as 
chairman of the NA TO Personnel Utilization Committee. A 
graduate of Florida Stale University, Gen. Brown has also served 
on the boards of the Uniformed Services Benefit Association and 
the Armed Services YMCA. 

H. Edward Wrapp, former professor of business policy and 
associate dean of ntanagcment progrants at the University of 
Chicago's Graduate School of Business, retired from the GEICO 
Corporation's Board of Directors after ten years of service. 

Dr. \Vrapp brought to the board's audit committee, executive 
con1n1i11ee and hutnan resources con1n1ittce 1nore than 35 years of 
teaching and consulting experience in the areas of business policy, 
corporate strategy and managcntcnt performance. He once \\'rote, 
"An organization is doomed to 1ncdiocrity unless it is guided by 
good general managers in key positions." By promoting that 
theme, Dr. \Vrapp helped GEICO become one of the most 
profitable property and casualty insurance cotnpanies in the 
nation. His expertise and dedication are greatly appreciated. 

Daniel J. Callahan Jr. died February 18, 1988, at the age of 83. 
A retired senior vice president of Riggs National llank, he was 
named a director of GEICO Corporation in 1948 and became an 
honorary director in 1975. 

Alvin E. Kraus died September 2, 1987, al the age of 75. He had 
joined GEICO in 1939, been named a director of GEICO Corpo
ration in 1976 and an honorary director in 1983, and served as 
chairtnan and president of Criterion Insurance Company. 

Richard G. Rosenthal, a member of the GEICO Corporation's 
Board of Directors since 1982, died when his private plane 
crashed in April 1987. He was 45 years old. 
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Committees of the Board 

GEICO Corporation's Board of Directors consisrs of IO n1en1-
bers. Assisting the Board in the n1anagc1nent of its responsibilities 
are five Board Com111ittees. The na1ncs of those serving on the 
Cotnmittees and primary Con1mittee functions are as follo\vs: 

Audit Commiltcc 

Samuel C. Bui ler 1 C/Jairrnan 
Thomas E. Bolger 
Joseph J. Sisco 

John C. Steggles 
W. Reid Thompson 

In addition to rccon1n1cnding the appointn1ent of rhe Corpora
tion's Independent Accountants, the Audit Con11nittee, \vhich is 
con1prised of non-1nanagcn1en1 Directors, n1onitors the Accoun
Lants' audits; rcvic\\'S the audit results \Vith management and the 
Accountants; rcvie,vs the Annual Report on Form 10-K; rcvic,vs 
the Corporarion's internal conrrols and accounting procedures 
\vith the Accountants and the Internal Auditor; and carries out 
actions required under the Foreign Corrupt Practices Act. The 
Internal Auditor reports directly 10 the Audit Committee and 
functions as staff thereto. 

Executive Committee 

Samuel C. Butler, Chairn1an 
Tho1nas E. Bolger 
Louis A. Sin1pson 

Joseph J. Sisco 
\Villian1 B. Snyder 

This Conunittee exercises the po,vers of the Board of Directors 
when the Board is not in session; recomn1ends plans relating to 
the developn1ent of corporate structure; revie,vs proposals regard
ing n1erger or affiliation \\•ith other con1panies; revie,vs proposals 
to enter ne\\' or expanded Jines of business; and analyzes 
corporate practices involving disclosure. 

Finance CornmiUee 

Louis A. Shnpson, Chair111an 
Norn1a E. Bro\vn 
Sa111uel C. Butler 
James E. Cheek 

Thomas G. Pownall 
Joseph J. Sisco 
William B. Snyder 

The Finance Comn1ittee approves broad invesunent policies and 
guidelines and assists the lnvcst111ent Departn1ent in their develop-
111ent; approves and nionilors eligible securities; approves all mar
ketable investments and non-marketable investments in excess of 
$5 tnillion; 111onitors the portfolio 10 perforn1 the fiduciary 

responsibilities of the Board, keeping in mind the makeup of the 
Corporation's liabilities; monitors the investment portfolio and its 
performance relative to comparative standards; authorizes the pur
chase, conversion, transfer and sale of stocks, bonds and of other 
securities \vithin prescribed guidelines; and approves borro,vings by 
the Corporation of up to $50 million. 

lluman Resources Committee 

Thomas E. Bolger, Chairman 
Samuel C. Butler John C. Steggles 
Thomas G. Pownall W. Reid Thompson 

This Co1nmittee revie\\'S programs relating to the development of 
human resources, including personnel and compensation practices, 
education and training programs and the introduction of external 
resources (both the hiring of ne'v associates and retention of consul
tants). It recommends to the Board the compensation of the Chair
man of the Board, Vice Chairman of the Board, Chief Executive 
Officer, President, Executive Vice President and Senior Vice Presi
dents; fixes the compensation of other officers; approves and 
administers compensation programs; maintains responsibility for 
administration of employee benefit plans; approves or recommends 
to the Board amendments to the employee benefit plans; elects all 
officers except the Chairman of the lloard, Vice Chairman of the 
Board, Chief Executive Officer, President, Executive Vice President 
and Senior Vice Presidents; reviews management's organizational 
plans; and approves Directors' compensation. The Committee also 
recommends proposed nominees for election to the Board by the 
shareholders al the Annual Meeting or by the Board to fill an 
existing vacancy. 

Social Responsibility Committee 

Joseph J. Sisco, Chairman 
Norma E. Brown William B. Snyder 
James E. Cheek John C. Steggles 
Louis A. Simpson 

This Committee oversees the fulfillment of social responsibilities to 
shareholders, policyholders, associates and the general public; 
revie\VS the Affirmative Action Program \Vith respect to employment 
and up,vard mobility of females, minorities and disadvantaged 
segments of society; monitors involvement in political action, 
particularly \Vith respect to state legislative affairs; and reviews 
responsibilities to society in the providing of insurance services and 
allocating charitable contributions. 
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William B. Sn)'der 
Clzairnzan and Chief 
Executive Officer 

Eugene J. Me)'ung 
President 

Olza M. Nicel)' 
Executive Vice President 

Senior Vice Presid~nts 
Richard C. Lucas 
Ross D. Pierce 
James E. Reagan 
Louis A. Simpson 
Donald K. Smith,• General Counsel 
W. Alvon Sparks, Jr.• 
Edward H. Utley* 

Alvin Kallman 
Group Vice President 

Vice Presidents 
Martin Adler, Actuary 
August P. Alegi* 
Ralph L. Belford, Ill 
Marion E. Byrd 
Noel A. Chandonnet 
Charles R. Davies• 
Herbert L. De Prenger 
James G. Goss* 
Donald D. Hansen 
James M. Hitt 
James F. Holleran 
Herbert M. Holtzman, Jr. 
Billy N. Joyner* 
Merrill D. Knight, Ill 
Donald D. Messmer 
Robert M. Miller 
William E. Roberts 
Thomas M. Wells,• Controller 
Patrick E. Wilson 

Treasurer 
Charles G. Schara• 

Secretary 
John M. O'Connor• 

William B. Snyder 
Chair111an, President 
and Chief Executive Officer. 

Louis A. Simpson 
Vice Chairtnan and Chairtnan 
of the Finance Co111111ittee of 
the Board of Directors 

•officers of GEICO 
Corporaiion with tillc shown. 

GEICO Indemnity Company 
and Criterion Casualty 
Company 

GEICO General 
Insurance Company 

Government Employees 
Financial Corporation 

Garden State Life 
Insurance Company 
and GEICO Annuity 
and Insurance Company 

GEICO Investment 
Services Company 

William B. Sn)'der 
Chair111an 

Edward H. Utley 
President 

William B. Snyder 
Chair1nan 

James E. Reagan 
Presidelll 

Louis A. Simpson 
Chair111an 

John J. Krieger 
Presidelll and Chief 
Executive Officer 

William B. Snyder 
Chairtnan 

Herbert L. De Prenger 
President 

William B. Snyder 
Chair111an 

Richard A. Olien 
President 
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.. Exhibit 22 
ORGANIZATION 

REIATICNSHIP 
GEICO CORPORATION Parent Corporation 

Goverrurent Employees Insurance Conpany* Wholly ™I'led 
GEICO Facilities Corporation Wholly owned 
Resolute Group, Inc. Wholly =ed 
GEICO Investnent Services Conpany** Wholly owned 
International Ins. Unde:i:writers, Inc. Wholly ™I'led 
GEICO Financial Services, QnbH Wholly owned 

Maryland Ventures, Inc. 
Plaza Resources Corrpany 
GEICO Financial N.V. 

The Top Five Club, Inc. 
GEICO Products, Inc. 
GEICO Prc:perties, Inc. 
GEICO Washington Properties, Inc. 

GOVERNMFNT EMPIDYEES INSURl\NCE COMPANY (GEICO)* 
GEICO Indemnity Co. 
Government Employees Financial Corp. 
GEICO General Insurance Co. 
Garden state Life Insurance Co. 
Insurance Counselors, Inc. 
Plaza Financial Services Co. 

RESOLUTE GROUP, INC. 
Resolute Reinsurance Co. 
Resolute Management Corp. 

GEICO INDEMUTY (formerly Criterion) 
Criterion Casualty Co. 
Criterion Insurance Agency, Inc. 

GARDEN STATE LIFE INSURANCE COMPANY 
GEICO Annuity and Insurance Conpany 

GOVERNMFNT EMPIDYEES FINANCIAL CORP. (GEFCO) 
GEICO Financial Services, Inc. 

GEICO FINANCIAL SERVICES, INC. 
GEICO Financial Services Co. 
GEIBank Industrial Bank 
Travel Resorts International 
TRI Properties, Inc. 
Willow Valley Associates, Ltd. 

PLAZA RESaJRCES COMPANY 
Safe Driver M:>tor Club, Inc. 

GEICO PHILl\N'llfROPIC FCXJNDATICN*** 

*Principal subsidiai:y 

Wholly owned 
Wholly =ed 
Wholly owned 

Wholly owned 
Wholly ™I'led 
Wholly owned 
Wholly =ed 

Wholly =ed 
Wholly owned 
Wholly ™I'led 
Wholly owned 
Wholly ™I'led 
Wholly owned 

Wholly ™I'led 
Wholly owned 

Wholly ™I'led 
Wholly owned 

Wholly =ed 

Wholly =ed 

Wholly =ed 
Wholly owned 
Wholly ™I'led 
Wholly owned 
Wholly =ed 

Wholly =ed 
Non-profit 

INCORPORATED 
Del. 
It!. 
Del. 
Del. 
Del. 
Del. 

Fed. Rep. 
of Genuany 

Del. 
Del. 

Netherlands 
Antilles 

Del. 
It!. 
Del. 
Del. 

It!. 
Co. 
Iowa 
N.J. 
It!. 
Del. 

N.Y. 
N.Y. 

It!. 
Texas 

Del. 

Del. 

It!. 
Co. 
Ca. 
Ca. 
N.C. 

Del. 
Del. 

**Government Se=ities Cash Fund is a separate series of GEICO Investnent 
Series Trust which is an unincorporated business trust organized urn.er 
Massachusetts law. GEICO Qualified Dividend Fund is a separate series of 
GEICO Tax Advantaged Series Trust which is an unincorporated busiooss trust 
organized urn.er Massachusetts law. The Grc:Mth Fund of Washington, Inc. is a 
Maryland corporation. Each of the foregoing Funds is a registered investment 
corrpany urn.er the Investment Company Act of 1940, as rurended. It is the 
Corrq:lanies' opinion that the Trusts and the Funds are independent entities and 
should not be deemed affiliated or controlled entities. GEICO Investnent 
Services ~is the Investnent Manager and/or .Administrator for the Funds. 
***Non-profit corporation organized for eleernosynai:y p.!rpoSes. 



Exhibit 24 

COOSENT OF INDEPENDENT ACCOONTANTS 

We consent to the incorporation by reference in Registration Statement No. 
2-83426 on Form S-8 dated December 30, 1983 and in Registration Statement 
No. 2-68792 on Form S-8 dated March 31, 1983 and in Registration Statement 
No. 2-99661 on Form S-8 dated september 2, 1985 and in Registration Statement 
No. 3-7412 dated August 12, 1986 of our report on the financial statements 
and schedules included in the Annual Report on Form 10-K of GEICO corporation 
for the year ended December 31, 1987. 

Washington, D.C. 
March 30, 1988 

~·;u~ 
ERNST & WHINNEY 
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I ,. I I I I 1111 11 I I ...... ... .., .... llD llD llD ••• •1 m1 
l.C..ldift f1t1I 11 I I I 111 1111 l.tBJll 1.121.!ll 1.111.m mr mr llD mr mr llD 
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S.C.lllllH lll1I 1111 I.Ill I.Ill 1.211 ll.l51 g .. mr mr ml mr llD mr 
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"'""" 111-11r .. II II II I.I II II II 
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s Pti• .... ., 11.m ..... •Jll 41,tu II .... II.I •. I 111 "1 MI II 
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