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BILL/RESOLUTION NO. HB 1428

2001 HOUSE STANDING COMMITTEL MINUTLES

Tape Number Side A SldL B Meter /i
2 X L ) o 7.05-27.07
3 X L - 9.08-15.59
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Committee Clerk Signature /( /,/M/(/g,

Minutes: Chairman R, Berg, Vic&(&hgjl;(-}.’d;r. Rep. M, Ekstrom, Rep. R, Froelich, Rep. G.
Iroseth, Rep. R, Jensen, Rep. N Johnson, Rep. J. Kasper, Rep. M. Kliein, Rep. Koppang,
Rep. D. Lemicux, Rep. B, Pietsch, Rep. D. Raby, Rep. D. Severson, Rep. . Thorpe,

Rep Mike Grosz: Sponsoring bill to define the rating score for insurance companies,

Rep Johngon: How do you police this?

Rep Grosz: They would have to give you two reasons why you are being denied,
Rep Kim Koppelman: Currently you can be denied insurance because of a eredit problem even if
your credit is an unrelated issue, This is a post consumer regulation,

Pt Wards ND Domestic Insurance Co. Opposed with written testimony.,
Rep Froseth: How is potential-to-carn rated?

Ward: 1t's based on performance with credit but lexibility is oftered.

Kent Olson: NDPIA We are mildly opposed,

. Yice-Chairman Keisers We'll close the hearing on HB 1428,
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House Industry, Business and Labor Commitiee
Bill/Resolution Number 13 1428

Hearing Date Feb, 5, 2001

. Rep Keiser: | move a do not puss,

Rep Koppang: 1 second.

13 yea, 0 nay, 2 absent Carrier Rep Froseth




Date: 4 "5“0/

. Roll Call Vote if: |

2001 HOUSE STANDING COMMITTEE ROLL CALL VOTES
/AT

BILL/RESOLUTION NO. Ghot-hrenito-tsp LUlliRakobisticnie,

House _Industry, Business and Labor __ Committee

Subcommittee on
or
Conference Committee

Legislative Council Amendment Number

Action Taken OO Ajjf" PQM
Motion Made By Z?&ZJ —_ Seconded By %Q

Representatives No Representatives
Chairman- Rick Berg Vv, Rep. Jim Kasper
Vice-Chairman George Keiser Rep. Matthew M. Klein
Rep. Mary Ekstorm Rep. Myron Koppang
Rep. Rod Froelich Rep, Doug Lemieux
Rep. Glen Froseth Rep. Bill Pietsch
Rep. Roxanne Jensen v, Rep. Dan Ruby

Rep. Nancy Johnson v ‘Rep. Dale C. Severson
Rep, Elwood Thorpe

Total (Yes) / L% No O

Absent g
Floor Assignment ,%0 %&3&%

If the vote is on an amendment, briefly indicate intent:




REPORT OF STANDING COMMITTEE (410) Module No: HR-21-2434

February 6, 2001 8:03 a.m. Carrier: Froseth
Insert LC:. Title: .

REPORT OF STANDING COMMITTEE
HB 1428: Industry, Business and Labor Committee (Rep. Berg, Chalrman) recommends
DO NOT PASS (13 YEAS, 0 NAYS, 2 ABSENT AND NOT VOTING). HB 1428 was

placed on the Eleventh order on the calendar,

(2) DEBK, (3) COMM Page No, 1 HR21.2434
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Credit-scoring

secrets are soon

to be revealed

By PauL J, LiM

ou lost, scorlng only 850, Your du-

tiful neighbor won, with an 800,

headed for that five-bedroom

manse in the suburbs, Your sister
is right on the cusp, with a 62¢, her loan
application sitting in purgatory awaiting
further review,

'This is the world of credit scoring,
whete a little-known three-digit number
called your “F1CO score” pretty much de-
termines whether you'll get the house of
your dreams or the car of your funtastes,
it's not uniike high school, when SAT
scores separated the most likely to suceeed
from the also-rans, Someone is still kee{r
ing tabs, in a decislon-making process ob-
scured from publie view,

But that’s nbout to change, Before the
end of March, Fair, 1sanc & Co. of San
Rafael, Calif,, creator of the F1€0 credit-
scoring system, and Equifax, a leading
credit bureau, will begin making these
scores—which range from 300 to 900~
avallable at thefr Web sltes for a nominal
fee. Fair, Isaac still won't disclose the pre-
cise methodology by which it determines
the creditworthiness of borrowers, based
on the amount of debt they have out-
standing and thelr history of paying bills,
But even though the scoring process may
seem hard to fathom, knowing your ¥1c0
number {s helpful in figuring out how to
get the best dea) on many types of loans,
That's valuable information because 7
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percent of all mortgage loans nre sorted
on the basis of FICO scores, “Lenders ure
increasingly relying on these scores,” says
Chris Larsen, CEO of online lender E-
Loan, Dependence on eredit scores has
deepened since the F1C0 model was es-
tablished in 1988 as an incrensing num-
ber of Tenders moved tb automated loan
approvals, “Many loan produets, includ-
ing some home-cquity lonns and auto
loans, are based almost entirely on your
F1€0 score,” adds Larsen,

Despite their importance, koo siores
have lurgely been kept secret from con-
sumers, But growing pressure from con.
sumer groups led fo cohgressional hear
ings late last year, and Californin will
require lenders to disclose credit scores
beginning this summer, nlong with on ex-
planation of why scores weren't higher,

By the numbers, The changes couldn’t
have come at a better ine, Even with the
slowing economy, homu sales nre strong.
Rates on 30-year fixed-rate mortgages
have fallen from 8.65 purcent last May to
around 7 percent now, opening up a flood-
gate of refinancing activity, '

Now, armed with your F1¢0 number,
you will be able to review your eredit prac-
tices and begin maklng adjustments to
boost your scores, However, you may be
surprised to find out that some moves may
actually be counterproductive—such us
closing out a lttle-used credit eurd dating
back to college, which shortens your cred-
it history. You will learn that searching
often for the best online mortgages can
have a delaterious effeet on your credit
score, suggesting a hunger for debt that
will unnetve potential lenders,

Must of those lenders will be happy If
your score {s 700 or higher, Even though
you may st qualify for a Joan with a lower
score, it will cost you, E-Loan recently ex-
amined auto loans and found that con-
sumers with scores of 720 or higher could
expect rates of about 7.1 percent, while
those scoring between 680 and 719 were
getting loans at 9 percent, Meanwhile, i
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ou scored 640 to 679, you would have

een churged 10 percent, Anything under
640 and you'd likely be looking at rates
of 11 percent or more, The differences ndd
up. A $20,000 car loan for five years at
11 percent will wind up costing you $5 500
more for the life of the loan thaun if fi-
nanced at 7.1 percent,

But what if your score falls below 680,
the point at which many lenders begin ex-
amining an application more closely, or
below 620, which many lenders consid.
er problematic? What can you do to Im-
prove your score? First, you need to un-
derstand how your score is cateulated:

. Payment history, This is the key deter.

minant of your score: Thirty:five pereent
of the number is basedoN WITET l"lwr',\"?m'\-u‘
o e
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Jpald your bllls on time, Fortunately, most
cofisumers du §0. Sikty percent of bor
rowers scote 700 or higher, which {s con-
sidered good, If not excellent, Meanwhile,
only 13 pereent fall below 600,

Delnt levets, Your total amount of debt,
including balances on eredit cards, car
lonns, and student loans, accounts for the
next 30 percent of your score. “So keep
balances low in general, especially on re-
volving debt,” notes Falr, Isaac general
munager Cherl St John, That's exactly
what Paul Makeds did two years ago. In an
elfort 1o refinance his home mortgage ot
the lowest rate, (he 48-year-old altorney
in Huntinglon Beach, Calif,, cashed In
some stock market winnings and paid off
sbout $46,000 on two oulstanding car

GLUS TRADIOA AY LARY I bdug | OR (il e

loans, He then used another $10,000 to
pay off the balances on four credit cards.
The move ratsed his scare, already in the
7005, by aboul 20 points, his mortgage
broker told him. Though pleased, Makris
says he “was o bit shocked” that erasing his
debts didn't improve his eredit more,
Makris's expetience points out one of
the many quirks in the ¥1CO system,
Makrfs quite naturafly thought he would
gel more credit for eliminating his eard
balances. “Everyone would agree that pay-
ing off revolving debt is a good thing," says
Falr, Isaac spokesman Craig Watts, But all
things being equal, "having a little balunce
on o line of credit {s a little better than no
balance alall," he says, A zesc balanee pro-
vides Jess information to the FICO scoring

model about one's ability to manage debt
than keeping » small balance.

Credit history, How long you have had
eredit counts for 16 percent of the ¥1€o
score. In addition fo keeping eredit card
balanees at zero, many cardholders go the
extrn step nnd close out old accounts.
While financlal planners sny this is o good
move, it could end up loweting your score.
F1C0 seores take into account both the age
of your oldest account and the average age
of all your accounts. By closing ont old
cards, you may inadvertently lower your
score by shortening your eredit history,

Closing old accounts can burt in an-
other way, The FIco mode) rewards cone
sumers who maintain a big cushion he-
tween their outstanding balanees and
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eir credit limits—say, $1,000 owed on a

ard with a $10,000 limit. But close out

an old account with no balance, and you

will alsc reduce the overall amount of

credit available to you, At the very least,

“Don't try to consolidate your accounts

into one or two cards if that pushes you

over the limits on those cards,” rerom-
mends St. John,

New debt. When interest rates are
falling, consumers often shop for lower-
rate cards, While this may reduce your
monthly minimum payments, it might
hurt your score, of which 10 percent is
based upon your application history, Each
time you apply for eredit, the lender pulls
a credil report, Allthis shoppling around’
makes 1 look as if you are hungry to take
on more debt,

“If you look at it from the eredit |s-
suer's poini of view, they don’t want
someone who constantly fjumps (rom
lender to lender,” says Steve Rho -
founder of Myvesta.org, a © P

MONEY MANEUVERS

.................................................... T

s a lender, whom
A would you rather have

as a customer? An un-
employed artist who has no
savings but pays bills on
time? Or an investment
banker earning $600,000 a
year, with a pocket full of
credit eards?

Seetns obvions: the
banker, right? But under the
widely used credit scoring
system, the two applicants
might get surprisingly close
scores, “F1C0 is a very good
measure of what someone's
eredit Jooks like,” says Stan-
ford Kurland, ¢£0 of Coun-
trywide Home Loans in Cal.

Playing the mortga

counseling agencey. “Thev want some-
one who establishes a line of eredit and
keeps it,"

Credit mix. The final 10 percent of your
score is based on how much credit you
have and the types of debt you have in-
curred. Having 100 many accounts—say, a
card from every store in town—could be
harmful o your score.

Now that the scores are hecoming more
widely available, lenders and credit coun-
selors advise getting to know them, Mis-
takes do occur, Perhaps a lender credited
an auto payment to the wrong account, or
your payment got lost in the muail. Tt pays
to recognize these instances and correct
them. *1 run my own score and iy wife's
twice a year every year to put my mind
at ease,” says Jeff Lozerson, a morigage
broker and president of Portfolio Mort-
gage In Lake Forest, Calif. In October,
Lazerson discovered that some credit in-
furmation belonging to his brother,
whuse Social Security number is just two

ge game to win

digits different from his, found its way

into his report. Luckily, it didn't affect his
score because hisbrother also maintains
good credit,

Keep in mind that novall lenders report
to the three credit bureaus, Because some
information may be lacking from a cred.
it report, the F1C0 score you gei through
Equifax may not be the same as the F1Co
scores assoclated with your Experlan or
Trans Union credit reports.

If your lender rejects a loan because

your Trans Unfon FICO score ls, say,

600, but your Lquifax score Is 640, tis¢
that fact to negotiute with the lender.
The bottom line: Take the sume active
role in managing your credit score as you
would with any other financial matter,
like your 401({), for example, “People
are really doing a good job of managing
thelr assets,” says E-Loan's Larsen, “We
think consumers need to think about
their debt the same way. They need to be
opportunistic,” e

include the applicant's {n-
come and savings, and the
size of a down payment,

“If someone with a 620
puts & percent down, then
that score becomes very rel-
evant,” snys David An-
drukonis, ehief credit offl.
cer for Freddle Mac In
McLean, L a, “But if that
borrower puts down 50 per-
cent, the score might not
matter as much.”

Another factor you can
control is the type of loan
you choose, Lenders nre
tougher on borrowers seek-
ing adjustable-rate mort-
gages vather than fixed-rate
loans, because the payrient
on an adjustable could rise
sharply if interest rates
splke, Scores also tend to

abasas, Calif, “But it's by no
means the full pleture.” -,
While some auto loans

are decided almost entirely
on F1CO scores, mortgage
lenders also consider in-
come, nssets, or net worth,
which ¥1C0 doesn't take
into account,

_‘The extra review could
work to your advantage it

our F1CO score isn’t ster-
ing. Land a 720 or better,

o an ecfvou robabily won't - ' low scores yet high incomes,
! Aeed to do much to secure ;v or slzable investment popts:
| ‘mun)m:.,‘q-n.."-,u‘l',‘.‘)i.mn‘u SRR e
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the best avallable Joan rate,
notes Chrls Larsen, chief ex-
ecutlve of the online lender
E-Loan, Drop down to Lu-
tween 620 and 679, and vou
may be asked some ques-.
tions about your Income and
credit history. Be prepared
to discuss late payments or
heavy credit-rard debn,
Those scoring 619 or below
will be red-flagged for seri-
ous inquiry. But people with

R I N
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folios, ma{ stil) find Jenders
courting them, That's even
maore true In a competitive
market, where lenders may
be seeking a specific type of
business or expanding into a
new reglon,

Pinancial profile, At Fred-
dle Mac, which buys mort.
gages from lenders, F1CO
scores are one of many varl
ables that go Into the come

ALYD morigage scorin{g'ﬂ%‘
‘.‘%m, known as Loan o
~ Prospector, Othet factors - ¢

| |

1
|:"|t“.

. oo
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‘position, wPJL, ot

matter more when applying
for a 30-year morigage in+
stead of a 16-year loan, as a
petson bullds up equity
mare slawly w2 langer-
term mortgage. And they arv
more significant when pur-
chasing a new home rather
than refinancing, That's be-
eanse when homeowners re-
finance at lower rates, they

.automatleally reduce thelr

monthly payments, thereby
improving their finanevtl
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The “real-world™ experience sf
using credit informafion

Consumers benefit regardless of incame or race:
It 15 unfortunate that anvone would assume that
low-income or minoriiy consumers manase
credit poorh. A stugy by a major insurance
company shows great similarity in the average
credit score for ail income groups. After much
study, the Nationai Association of Insurance
Commissioners could not find ary studies in the
msurance field that demonstrates the use of
credit history in underariting an insurance risk
has had a disproportionate impact on protected
classes.

Consumers support the use of credit reports:
According to a Harris poll, nearly 70 percent of
the public favors using credit information <o
financially stabie people can pav lower
premiums.

Credit reports are reliable:

Studies by Arthur Andersen and the Insurance
Research Council have found cradit reports are
much more reliable than motor vehicle records.
Arthur Andersen found that only 2 percent of the
15,000 credit reports studied contain disputed
iniormation. Consumers also have a clearly
defined review process o ensure the accuracy of
their credit report.

S0 wrbat’s credit got to do with insurance

underuriting?

It provides an accurate predictor

“What’s
i °
< 1t fairly allocates the cost of Cre lt
coverage based on a consumer’s
claim potential. GOt
= It provides an objective tool I O DO

tor decision-making that does

not discriminate against any With It? »”

protected class members.

< It increases the availability
and affordability of insurance

for consumers.

« 1t allows insurers to underwrite
some consumers who would not
receive coverage using more

traditional underwriting criteria.

A Consumer Benefit

Most people have good credit and this miormation may
be beneficial. Good credit may enable vou io quaiiv jor
lower insurance rates. In some cases it can even ofiset a

less than perfect divwrd-

mwm

of independent Insurers How Property and Casualty
2500 River Road, Des Plaines . 600183286 ; I -

827} 2;?7800 - FAX (847) 207-5064 Insurers Use Credit

Web ste: htip//www.naii.ors
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Setiing the recerd straight:
The use of credit history by property
. Asthe practice of wsing credit information ia

Ay
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- comemown. 2 aamber of state legislators and

L3
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-

- 3 gt en coasamers. However. major

R

Jrwerasce companies and organizations such
Eair. ksaac and Company 2nd Tillinghast-

pwers Perrin bave smdied the issoe and
Zaea to support asing credit history as 2
csng of claim tiling.  The Arizona and
iix iwsarance depanments also have
tensive stadies of their own on the

‘ . Miber decades of nse. insarance
puics: have fownd that using credit

allow consamers to pay less.

Houw are credit bistories used?

To make well-imformed decisions:

Insurers are interested in having available as
manv teols as possible to assist them in making
a 1air and objective undenwriting decision.
Credit history provides a consistent tool to
evaluate nsk that does not discriminate agamnst
any specific group of customers. It actually
results in every customer paving his or her fair
share for insurance.

One of many factors:

Most compantes that use credit information

treat it as just one of several factors in the
undenariting decision. Generally vour credit
rating alone is not likely to keep vou from
getting insurance Of Cause you to pay more for
it, although it can help you get insurance.

To mcrease business:

An NAll survey found that credit histories
helped insurers write more policies. Companies
said that thev are able to accept some customers
because the credit report offsets other
information. One NAll member found that using
credit histories enables it to charge 70 percent of
1ts customers fower premiums than otherwise
would be the case.

What is a credit score?

A credit score provides a numeric assess-
ment of an individual’s credit risk at

a particular point in time. As new informa-
tion is added to the report, the score can
change. The score looks at specific credit
information and assigns a weighted numer-
cal value. It reflects credit payment patterns
and looks at items such as collections,
bankruptcies, outstanding debt, length of
credit history, types of credit in

use and the number of new applications
for credit.

What's not included’

Only credit-related information is used in
determining a score. The Equal Credit
Opportunity Act prohibits the use of race,
religion, gender, marital status and birth-
place in determining a credit score.

What about privacy?

Most insurers only receive the credit score
rather than the complete credit report.
This protects the consumer’s privacy.
Insurers are more interested in how well a
consumer handles their assets rather than
how much money the consumer makes or

who they owe. I
continued on back page

; SRR, the U'S. Congress passed the Fair

At (FCRAY. which permits msurers to

A Strong Link
Several independent studies have proven a strong

connection between credit history and the likelthood of an

individual fifing a clam.

An Objective Tool

Credit information is an objective tool for decision-
making. This tool avoids subjective value judgments
because the information is based solely on credit

related material. .




