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2003 HOUSE STANDING COMMmBB MINUTES 

BILI./R.ESOLUTION NO. 1260 

House Industry, Business and Labor Committee 

□ Conference Committee 

Hearing Date February 3, 2003 

T Nwnber Side A SideB 
1 X 
1 X .,_ __ 

Committee Clerk Si 

Minutes:Chair Kelur: Opened hearing on HB 12 0. 

Meter# 
1563· end 
312·25S7 

r--,, Rep, &RP!Pm•nt Introduced bill and supports with written testimony. 
I . 

L 

Re.g, Kelyr asked if they should eliminate the variable from the score that has teens paying 

higher insurance. Rep. Koppelman did not think so because statistically, teens still have more 

accidents. The correlation is what matters, There is a correlation between poor credit and poorer 

drivers or people that do not pay their premiums on time. There is no correlation between teens 

and bad oredit. The situation has to be directly related to the underwriting. 

Rep, Seyenon: Did the constituents come to you bP,OOuse they had been dropped by an 

insurance company; or has the insurance company left the state? Rep. Koppelman said most 

primarily were new people trying to get insurance. Credit scores are not just bad ratings. Could 

be no use of credit. 

L•m Mulowskl (ND Insurance Dept.): Supports with written testimony. 
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Page2 
House Industry, Business and Labor Committee 
Bill/Resolution Number 1260 
Hearing Date Febnwy 3, 2003 

Bu, Keller: Are there other organizations that do insurance scoring besides Fair, Isaac? 

Maslowski replied that ChoicePoint and Transunion also do, Progressive Insurance could not 

give the Fair Isaac model, so they made up their own and turned it over to the Insurance 

commission, 

Rep, Keller asked what the penalty is for disclosing Fair, Isaac's model. Maslowski did not 

know. 

Ry. Sevenon: Insurance companies usually want to know what the fonnula is or they want 

someone to build a model. Why do they consider it proprietary? Maslowski said the fonnula is 

itself proprietary. But there is a two step process. First they agree to use a fonnula, but they do 

not even see the fonnula. Then the insurance company looks at their clients and the score. But if 

the scores do not correlate with the premiwns, they will ask the companies to document why they 

made their decisions because that is not proprietary. 

Rg, Ekltrom asked if Maslowski knows of other states that are doing this. Maslowski said 

that NCO~ (Nat'l Conferenoo of Insurance Legislators) app-roved a process in Nov of 2002. 30 

states looked at this last year. l O have approved in some form or another. Rep, Ekstrom then 

asked what the penalty is to insurance companies in ND. Maslowski said it would be handled 

like other insurance issues. They hold the licenses. 

Re.p, Kaw asked about misinfonnation. If a credit bureau has misinformation and that is used 

in the credit score, could that affect the report? Is that the issue. Maslowski said that has come 

up, but is not the fundamental issue. In clarification, he said that yes, part of th.e insurance report 

is credit scoring, regardless of accuracy or inaccuracy. 
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House Industry, Business and Labor Committee 
Bill/Resolution Number 1260 
Hearing Date FebtUar)' 3, 2003 

BID• Kelter aslr.ed about medical codes not being used in the fonnula. Rep, Keiser wanted to 

know if it is the departments contention that medical accounts are not a problem in general. 

Maslowski said that that is not the contention, but that some people have medir,,al emergenc,es 

and they may ·unfairly skew the nwnbers. Rep. Keiser asked if medical collection accounts are 

quick. And because of that, many people fall behind on other payments. Would that not lead to 

them having trouble making their premiums? Maslowski said the insurance company knows the 

clients and if the company finds payment problem with a client, they have the right to deal with 

it. 

Joel Gllbertln (Alllance of American Insurers): Cautious support as amended. Written 

testimony with amendments attached. Said other federal laws cover some of the issues. 

Jhgpff PrfgdMJlt (Dakota Fire Insurance): Feels people react because this is a personal 

issue, However, this bill will drive up the costs and make ND restrictive. This will keep other 

insurance companies out and make some leave, Prindiville said there is no way to know future 

costs and that is why they need insurance scoring. 

Rt», Kaw &J~ked if they do business in Minnesota. Prindiville said they do some border 

business, but mostly ND, SD, MT, and ID. 

Rg. Ket,er asked if Prindiville has met with other companies on their willingness to come to 

ND if they would limited by this bill, Prindiville said he has not, but ND weather is the biggest 

restriction. 

Be», Kuper asked Prindiville if he has seen the ID statute on credit rating. He has and said 

there is no fresh score requirementst howevert the renewal process is different. Rep. Kasper then 
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House Industry, Business and Labor Committee 
Bill/Resolution Number 1260 
Hearing Date February 3, 2003 

read the ID statute and asked if it is not like the current bill. Prindiville said the terminology is 

the same and they do not have a problem with it, 

Ron Dayle, (Proares1lve In1urance): Progressive has their own model and has filed their 

credit model with the state, Credit is a predictor of future loss, They just filed a new model in 

January that favors older drivers with no credit history. 

Beg. Kgger asked how many states Progressive covers. Davies said they are in 48 states (not in 

MA or NJ), When asked if other states prohibit, Davies was not sure of how many, but knows 

that many are considering. 

Ba, Kem asked if Progressive has problems with other factors on page 2 other than age? 

(Under ''use of credit infonnation) Davies said that it makes it tougher if they have to change 

models based on age. 

Pat Ward (ND Domeatlc ln1urance Companies): Passed out pamphlets relating to insurance 

scoring. Noted that companies still want to sell insurance and they need the tools to do this. 

Urge the committee to adopt NCOIL in the original form and has draft amendments to move this 

bill to that end, 

BG, Kebe, asked about the limits since NCOIL has limits. Ward responded that although 

NCOIL has limits. it would be nice if all states adopted NCOIL instead of changing per state, 

Re,p, Sevenop asked what impact it would have on ND if we deviated from NCOIL. Ward 

responded that the current companies will adjust. Some may choose to leave. ND is a risky state 

because of weather (i.e. hail~ fire). 
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Bill/Rcsolution Number 1260 
Hearin1 Date February 3, 2003 

Ba- Z,tg-.:: When asking for clarification on the weather, Ward said that population is dense in 

4 cities. If a major storm hits one city, the companies are hurt. Not much business in the rural 

areas. 

Cbllr KtlHr reminded the committee that loss ratios are different from insurance scoring. 

Keiser then asked how scoring has improved the ability to undeiwrite and if we know who is 

benefiting &om the scoring and who is being hurt, Ward replied that scoring is just another tool 

to be more inform~. They can also use credit to write risks they nonnally would not have 

written. Noted there is wso a correlation between those who do not manage credit and those who 

have claims. 

Dgpt, Prbullyllle responded to earlier questions. Said that more insW'ed people receive 

discounts than not. Hopes that if people have a low credit score they will clean their credit up. 

Ba, Kager asked if it is fair to use scoring to increase premiums to those who are more at risk. 

Prindiville said they either give a discount or they don't. They do not mise the premiums. Rep. 

Kasper noted that the methodology is different, but they are finding those who are more at risk 

and they have higher premiums. 

Chalr Ke&er Closed hearing on HB 1260 
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2003 HOUSE STANDING COMMITIEB MINUTES 

BILIJRESOLUTION NO. 1260 

House Industry, Business and Labor Committee 

□ Conterence Committee 

Hearing Date February 11, 2003 

Ta Number Side A SideB 
l X 

Committee Clerk Si 

Meter# 
3039-end 

Minutes: Chair Keuer: Opened discussion on HB l 0. Reminded the committee that there is 

correlation data out there. They have not proven that 16 yr. olds are more likely to have 

accidents, but they can correlate to other factors. 

Rta>t KfUMr: Credit scoring bills are coming up all over the country. CA, TX, MN, IN, and ID 

are looking at prohibiting entirely and it is the duty of the committea to look at the issue. Rep. 

Ka.,per also noted that the input that goes into the algorithms may not be correct. But we do not 

know because we do not know what formulas they use, 

Rep, Ruby: Asked if this will prohibit entirety or just "solely." Rep. Severson replied that he 

sees this as prohibiting from using the credit score as the "sole0 reason to deny insurance. 

Be.», Thor.pe: A friend of his daughter had her insurance double because of credit scoring after a 

divorce. The system is not working correctly and he supports the bill. 

Rep, Kuper: Clarified that they can not use credit scoring for renewal policies. 
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House Industry, Business and Labor Committee 
Bill/Resolution Number 1260 
,iearlng Date February 11, 2003 

Rq. Kelffr: Reminded the committee that you are just spreading risk to the other policy 

holders. 

RID, Ekltroms Likes this bill because you can •t use credit scoring as the sole reason. This gives 

the citizens recourse, 

Rm, Sevenon: This amendment brings the bill back to the NCOIL model, which is what 

opponents asked for if they bill is going to pass. 

Rep. Klein moved to adopt amendments (one from Pat Ward and one the "short0 amendment). 

Rep. Kasper seconded. Voiee vote. Amendments adopted. 

Mm, fnneth: Why do we need this bill. Rep. Kasper noted that this restricts credit scoring 

ittfonnation. 

Be», Boe: Said that his notes from testimony say that the opposition thinks this bill would limit 

the ability to give discounts. Rep. Ruby wanted to know if that is implied testimony. Rep. 

Keiser reminded the committee that one company said they do the underwriting first and then 

they look at the credit rating and give discounts based on the rating. 

Bea, K11mr: Does not see where they can not give a positive credit rating. 

Rep. Severson moved DP as amended. Rep. Zaiser seconded, 

Vote: JJ! Yes j No .0. Absent and not voting Carrier: Severson 
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PROPOSED AMENDMENTS TO HOUSE BILL NO. 1260 

Pago 3, remove lines S, 6 and 7 

Pa,e 3, Uno 23, remove, ''ninety0 and insert "one hundn,d twenty" 

'- ' - -----------~. - . . .. 
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AMENDMENTS TO HB 1260 

Page 2, fine 18, remove •condominium owners, tenants,• 

Page 2, remove fine, 22 through 25 

Paga 2, llne 28, replace •rtaks may' with •rtaks, shall• 

Page 2, tfne 30, remove •age. occupatJon, • 

Page 3, ·une 9, remove •or In the absence of a credit report," 

Page 3, fine 12, after •Consider" insert •an absence of credit lnfonnation or" 

Page 3, lfnes 15 through 18, replace ihe lnabUlty to calculate a score relates to 
Increased rf1k for the Insurer" wfth •such an absence or lnablllty relates to the risk 
for the Insurer.• 

Page 4, Une 16, aflf•r alfof Insert •underwriting or rating• 

Page 5, remove llnea 7 through ~ 2 

Page 5, line 28, replace •must• with •shall• 

Page 5, llne 28, replace •appllcatton• with •appllcanr 

Page 6, Hne 29, replace •confidential• with 1rade secret under chapter 47-25.1 of 
the North Dakota Century Code• 

Page 7, llne 1, after "lnfonnatfon .. Insert •andf 

Page 7, llne 10, after •1ncludes• 1nsert •, but Is not Umlted to,11 

P:~twt 2003\Amtndmentl to HI 1280-lhorW.doo 
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30507,0101 
TIUt,0200 ~1--Adopted by the Industry, Bualne• and Labor l /tJ3 

CcmmlttH ~ , ~ 
February 12, 2003 / 07) ~ 

IIOUSB ! AMENDMENTS TO HOUSE BILL NO. 1260 IIL 

. Page 2, llne 18, remove 11condomlnlum owners, tenants, 11 

Page 2. remove lines 22 through 25 

Page 2, line 27, remove •1. 11 

Page 2. fine 29, replace •a. 11 with "1. • 

Page 2, fine 30, remove •age, occupation,• 

ns1 aru11t111s m n 1260 
Page 3, fine 1, replace "b. 11 with •2. • 

Page 3, fine 4, replace •subaeetion• w1th "section" 

Page 3, remove llnes 5 through 7 

Page 3, fine 8, replace 11d. • with •3, • 

llL 2-13-03 

Page 3. llne 9, remove "or In the absence of a credit report: 

Page 3, line 12,. replace 
11

e. • with "4, • and after •consider• Insert "an absence of credit . Information or• 

Page 3, Hne 14, replace 11(1)11 with •a.• 

Page 3, ffne 15, replace "lhe Inability to• with 'such an absence or Inability relates to the risk for the Insurer.• 

Page 3, remove fine 18 

Page 3, Hne 17, repface 11(2) 11 With "b. • 

Page 3, line 19, replace 11(3) 11 With •0. 11 

Page 3, llne 21, replace "f.11 wfth •s. • 
Page 3, fine .23, replace •nrnety" with •one hundred twenty" 

Page 3, line 25, replace "g." wfth "6. • 

Page 3, fine 28, replace "subsection" with 11sectlon" 

Page 3, line 29, replace "(1 )" with •a ... 

BOUsl MIDII-DiS 10 Bl 1260 
Page 4, Hne 3, replace 11(2t wlth "b." 

Page 4, line 6, replace 11(3)" with "c," 

Page No. 1 

IIL 2-13...03 

30507.0101 

.J· 

G 
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IIOOII ft IJ JI , 10 B 1260 

Page 4. llne 7. replace •paragr(&f)h 1• wfth "eubdfvlalon a• 

Page 4, Hne 8, replace "(a)" with "(1)• 

Pae3, 4, line 1 o, replace "(b)" with •(2)• 

Page 4, fine 14, replace "(o)" with "(3)" 

Page •• line 18, after "for" lnaert "underwriting or rating• 

Page 4, Hne 18, replace "(d)• with "(4)• 

Page 4, Hne 21, replace "h." with '7," 

.Page 4, Hne 2-4, replace "(1t with "a.'' 

Page 4, line 28, replace "(2)• with •b." 

Page 4, tine 28, replace "(3t wfth Ito.• 

Page 4, tine 30, replace "(4)" with 11d.'' 

noun Al'IM'liAJB 'ID D 1260 

Page 5, llne 3, replace "(5,\" with "e." 

Page 5, remove lines 7 through 12 

Page 5, llne 28, replace the second 11appllcatlon 11 with "appllcanr 

IIL 2-13-03 

't,, 
IIJUSB AIIONUIB TO BB 1260 DL 2-13-03 

Page 8, line 29, replace "confldential 11 with •a trade secret under chapter 47-25.1 11 

Renumber accordlngty 

Page No. 2 30507.0101 
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Date: 2/ 1 V03 
Roll Call Vote#: / 

2003 BOUSE STANDING COMMITfEE ROLL CALL VOTES 
BILIJRESOLUTION NO. t'2.~0 

Hou,e INDUSTRY BUSINESS & LABOR. Committee 

D Check hen for Conference Committee 

Legislative Council Amendment Number 

Action Taken DP 0..0 ctJJl:lnd.ui ___________ _ 
Modon Made By _.jj..,UUtt,Qi'i Seconded By .... ® ........... · -=-~---l; ____ _ 

Repmentatfva Yet No Representativet Yee No 
Chairman Keiter V Boe ,I 
Vico-CbairSeverson v' Ekstrom ✓ 
DolCb ✓ Thorpe ✓ 
Fn>eeth ✓ Zaiser J 
J(Jbnson J 
I( • .._.. ✓ 
Klein ✓ 

Nottestad v 
Ruby ✓ 
Tieman ✓ 

Total No 
L .. 

es cv > _ ....... 10 ___ _ 

Floor Assignment 

Absmt 0" - .... ,~--------------·----------
s~ tl)tA))lJll\ 

If the vote is on an amendment, briefly indicate intent: 
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RIPORT OP STANDING COMMln'!I (410) 
Pebrulry 13, 2003 1:12 Lffl, 

Module No: Hfl.21-2131 
Carrter:Severw 

ln11rt LC: 30I07.0101 ntle: .0200 

AIPORT OP STANDING COMIIITTD 
HB 1280: lncluabY, 1ue1.... and Labor COlllfflltt9f (Rep. 1Ca111r. Chalnnan) 

recommends AMINDMEN18 Al FOLLOW8 and when so amended, recommends 
DO PAIi (10 YEAS, 4 NA VS, 0 ABSENT AND NOT VOTING), HB 1260 was placed 
on the Sixth order on the calendar. 

Page 2, llne 18, remove 11condominlum owners, tenants, 11 

Page 2, remove llnes 22 through 25 

Page 2, llne 27, remove •1.• 

Page 2, llne 29, replace 11a. 11 with 111.11 

Page 2, llne 30, remove •age, occupation, 11 

Page 3, llne 1, replace 11b. • with 112. • 

Page 3, Une 4~ replace •sub8ection11 with •sect1on• 

Page 3, remove lines 5 through 7 

Page 3, llne a, replace 11d. • with 113. 11 

Page 3, llne 9, remove •or In the absence of a credit report, 11 

Page 3, line 12, replace •e.• with 114. 11 and after 11Conslder' Insert •an absence of credit 
Information or-

Page 3, Hne 14, replace 11(1)11 with •a! 

Page 3, llne 15, replace ,...e lnablllty to• with •such an absence or Inability relates to th& risk for 
the Insurer.• 

Page 3, remove lfne 16 

Page 3, llne 17, replace 11(2)11 with 11b. 11 

Page 3, llne 19, replace 11(3)11 with •c. • 

Page 3, llne 21, replace llf. • with •s. 11 

Page 3, line 23, replace 11nlnety11 with 11one hundred twenty• 

Page 3, llne 25, replace 11g. 11 with wa. 11 

Page 3, line ?P replace •subsection• with •section• 

Page 3, tine 29, replace 11(1 )11 with •a. 11 

Page 4, line 3, replace 11(2) 11 with 11b. 11 

Page 4, llne e, replace 11(3) 11 with 110. 11 

Page 4, line 7, replace •paragraph 1 • with 11subdlvlsion a11 

Page 4, lfne 8, replace 11(a)" with 11(1)1 

(2) DESI<, (3) COMM Page No. 1 HA·28-2538 

,,, ;; 

'·',,•,,•• 
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RIPORT OP STANDING COIIMffl'II <•10) 
,....,,._, 13, 200I t:12 a.m. 

r') Page 4, line 10, replace 11(b) 11 wfth 11(2)
11 

Page 4, lfne 14, replace 11(0)11 with 11(3)11 

Page 4, fine 18, after llfort Insert •underwriting or rating• 

Page 4, fine 18, replace 11(d)11 with 11(4)11 

Page 4, line 21, replace 11h.11 with •7,• 

Page 4, Hne 24, replace 11(1 )11 with •a.• 

Page 4, llne 26, replace .. (2) 11 wtth 11b, • 

Page 4, Une 28, replace 11(3)11 with •c.• 

Page 4, llne 30, replace 11(4) 11 wtth •d. • 

Page 6, Hne 3, replace 11(6)11 wtth •e. • 

Page 5, remove lines 7 through 12 

ModlM No: HFI-D-21M 
Cenllr: le\ ..... 

lnNl'I LC: 30I07.0101 Thie: .0200 

Page 5, line 28, replace the second •appUcatton• wtth •app11canr 

Page e, line 29, r•ce •confldentiat• with •a trade secret under chapter 47-25.1
11 

Renumber accordingly 

Page No. 2 
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2003 SENATE STANDING COMMnTBB MINUTES 

BILI/RBSOLtmON NO. 1260 

Senate Industry, Business and Labor Committee 

CJ Conference Committee 

Hearing Date 03-17-03 

T Nmnber Side A SideB 
2 xxxxx 

Committee Clerk Si 

Meter# 
1960-4666 

Minutes:Chairman Mutch opened the hearing on HB 1260. All Senators were present. 

,:) HB 1260 relatea to use of credit lnfi>rmation ht personal lnsuranco. 

Tettlnlony In 1apport of RB 1260 

Cbarlea Jolm10n, General Counsel for the North Dakota Insurance Department, introduced the 

bill. See written testimony. 

Repre1entadve Koppelman, District 13. spoke in support as well. See written testimony. 

Senator Match: Is this a model act that is being introduced? 

Rep. Koppelman: I believe it is. National Conference of Insurance Legislators has created a 

model bill and much of that is in this bill with a few minor changes. My constituents have 

unrelated things coming up when trying to get insurance. Credit scores being one of them. 

Senator Krebsbach: What changes were made from the original bill to the engrossed bill now? 

Rep. Koppelman: I tyn not sure what they all were. 

I\ I , 
':·,I 

I 

I 
I 

.J 



r 
1 

Page2 
f Senate Industry, Business and Labor Committee 
I Bill/Resolution Number 1260 I 

Hearing Date 03-~3 
I 

-~ I 
I 

t1 
Seaator Klein: It's intorestina but there is a relation between poor credit and a poor history on 

the amount of claims someone has, There are C8808 like with an older person who has always 

paid cash and doesn't have credit. National companies are coming up with this credit 

infonnation, 

Senator E1peprd: A couple areas that prohibit a negative factor in credit is based on medical 

area? 

Rep. Koppelman: I think that is if you have medical debt that you are trying to pay off. 
! 

Senator E1peprd: Wouldn't this just about get rid of the scoring factor in insurance? Who 
I 

l would do this? 

Rep. Koppelawu The bill prohibits solely using credit in underwriting score. That doesn't 
j 
5 

0 ~liminate consideration of a credit score. Also it is the least onerous way to address the issue. 

Seutor Mutch: Why shouldn't the insurance company be able to decide if they want to 

discontinue doing business for any reason? 

Charltl Johaeon: I think what we are seeing here is a national trend. The decision should be 

based on the consistency of the customet·, not a category or group that they fall into. 

Senator E1peprds In this particular case, couldn't they rate it because of too muoh debt, credit 

score, etc.? 

Charles Johnson: Yes. certainty, There would have to be underwriting guidelines. He then 

proposes amendments. See attached. 

Pat Ward, American Family Insurance, supports bill with amendments. 
' I 

There wa1 no oppotition to the bW. .' 
\ 
\· 

\8 The he1rln1 waa elosed. No aetton was taken. 
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2003 SBNATB STANDING COMMrlTEE MINUTBS 

BILI.IRBSOLUTION NO. 1260 

Senate Industry, Business and Labol' Committee 

□ Conference Committee 

Hearing Date 03-24-03 

T Nwnber Side A SideB 
l xxxxx 

Committee Clerk Si 

Meter# 
3590-end 

Minutes:Chairman Mutch opened the committee discussion on HB 1260. All Senators were 

present, 

HB 1260 relates to use of credit information in personal insurance, 

Senator E1peprd: Cftdit sooting is confusing. You can get a bad credit score because you went 

to buy a new car and they sent it to S different places. This bill says you have to disregard those. 

It also says that you can have no credit score if you have no credit. This bill basically says that 

that can't be the only thing you can use to deny insurance. 

Senator Kl~ha moved a DO PASS. Senator Krebsbach seconded. 

Roll Call Vote: 7 yes. 0 no. 0 absent 

Carner: Senator Kleln 
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Roll Call Vote#:/ 

2003 SENATE STANDING COMMl'JTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. 

Senate /2/tO Committee 

0 Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken h P~s 
Motion Made e;@,~ana,.,1:-ai,,_ ___ Seconded By t<Ylhsbac/4 

Senaton Yet No Senaton Yes 
Senator Mutdl x.. 
Senator Klein X. 
Senator Krebsbach ~ 
Senator N ,., ~7,, ... ,K" 
Senator Heitkamo ,X... 
Senator BVei'Y )( 
Senator: .. I)( , .. 

' 

Total (Yes) -1No-tJJJ.O 

No 

Absent --~Q'.,__ __________ --:-_____ _ 
~,K:lM Floor Assignment 

If the vote is on an amendment. brlefl/ indicate intent: 
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Testimony la Support of H.B. 1260 As Amended 

Good morning .Mr. Chainnan and members of the Industry, Business & 
Labor Committee. I am Joel Gilbertson, an attomey with the Vogel Law 
Firm, with offices in Bismarck and Fargo. I am here on behalf of the 
Alliance of American Insurers. The Alliance is a national association of 
over 340 property and casualty insurance companies of all sizes and 
located throughout the country underwriting all kinds of auto, 
homeowners, professional liability; commercial and other kinds of 
property and casualty insurance. 

First of all, it is important to note that the Alliance has worked with 
NCOIL, NAIC and other entities on the problems of unfair credit scoring 
using discriminatory data that is actuarially unsupported. 

Some opponents of credit scoring in insurance seem to think that the 
practice is unregulated in this state. However, insurer use of credit 
information is already very regulated. The federal Fair Credit Reporting 
Act gave insurers the right to consider credit information and insures that 
applicants and policyholders receive notification and access to 
information where credit information is considered by the insurer. The 
Act covers permissible use, notification to the consumer and dispute 
resolution. 

In addition, the federal Equal Credit Opportunity Act, which insures that 
all consumers are given an equal chance to obtain credit, prohibits 
specific factors from being included in a credit report and credit score. 
Included are one income level, address, ethnicity, religion, age and 
marital statust among other factors. The Insurance Commissioner is able 
to monitor lnsurer practices through market conduct swveys and filing 
approval processes. 

If this bill receives favorable approval, we believe that two amendments 
should be made. The first is that all of subsection 3 on page 3 should be 
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deleted. These ratings could stop those with good credit from getting 
rating discounts they deserve. 

Credit is never the sole factor used in developing a rate. But, all other 
factors being equal, credit may be the factor that determines a discount or 
tier. One of the Alliance member companies provides a discount off the 
base rate for 90% of policyholders due to credit. In fact, many companies 
only discount. We believe the language in subsection c could be 
interpreted to prevent this. Some believe that as other factors are 
considered in the total rate, this language would not prevent using credit 
as the factor that leads to a discount or surcharge. We're not convinced. 

The second change is simply to change the 90 day requirement in 
subsection f to 120 days. Many smaller caniers buy credit scores by 
batch processes. The 90 day requirement, in addition to other concerns, 
would provide sufficient underwriting and processing time, and will add a 
cost burden to sn1aller insurers de_pendent on batch ordering. "Batch 
ordering," simply _put, means that they order a large amount at one time. / 
So, for example, instead of buying scores for all of their business 
renewing over the next 120 days (3 tin1es per year), they would have to 
order four times per year. Frankly, this is not a large amotmt of costs for 
some companies, but for some of the smaller companies, and many of 
them are doir1g business in North Dakota, it is significant. 

The concern, her'"~~ is to work with relatively current infonnation. 120 
days will do that. That certainly is not to say that all companies will 
follow 120 days. Large companies will probably order far more 
frequently. 

This extension simply allows smaller companies, that must spread some 
set fees among fewer policies, a better chance to compete. 

Thanks for your attention and time. I will respond to questions. 
/ 
\ 
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DIMrtct13 
&13FlfltAVtl'U~ 
W.. F-,o, ND !58078-1101 
~ ..... nct.1.141 

NORTH DAKOTA HOUSE 
STATE CAPITOL 

600 EAST BOULEVARD 
BISMARCK, ND 68508-0360 

Testimony on House Bm 1260 

Oood Momin& Mr. Chairman and Memben of the House lnduatry. Buainea and Labor 
Committee. For~ rocord, I am RepreNntative Khn Koppelman and I n,prcila'.lt District 13, 
which CODli8tl of moat of the city of Weet Fqo and a smait 8Ul'fnundina anl ll'el. 

ID the coune of our leailladve dudea, we periodically diacov« iuuee which are of concem to our 
constituents or examplee of how they've beeG harmed, Somedmee, thele stem &om fimdnnental 
unfaimeu or pracdcei1 which clearly need to be modified. For the past few y--, I have heard 
such concerna and inveatipted such complaints with reprd to insurance underwriting which 
reliee heavily or solely upon credit ICOl'e8, 

My coutituenta have reported cuea in which someone who is an excellent insurance risk. based 
upon 1raditional und«writiq criteria, such u claims history and premium payment record, has 
been denied covenp or been uked to pay a much higher premiwn that would normally be 
required. The reuon? A lea than perfect credit score. · 

White it may be true that insurance companies can draw statistical corollaries between «edit 
history and iuunmce risk. I believe that most reasonable people would conclude that it is 
inappropriate to punish an otherwise aood inaurance CW1tomer with a good insurance history, 
10lely or predominantly baaed upon such infomlation. 

I first became concemecl about this issue approximattly lhree years ago and a bill eddresaing it 
wu introduced last aeaion. without succms. Durin8 the interim, however_ I lutve worked with 
Insurance Commiuionw Poolman on the issue and, in cooperation with bis office and with the 
benefit of the research his staff bas conducted. I have introduced the bill before )'OU. 

While it is not our intent ta deoy the insurance industey the use of important information. it is 
clear that there must be limits on the weight placed ou such information and that consumers who 
are aood insurance risks must not be denied coverage or forced to pay exorbitant rate.s only 
because they may have experienced credit challmges or recently applied for credit. 

Mr. Chairman and members of the committee, I urge yom favorable consideration of House Bill 
1260. While I would encourage you to hold )'Our more technical questiow. for the representative 
of the lnsunmce Commissioner's office who will testify, I would he happy to answer any general 
questlons you may have. 
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Pre1ented by: 

Before: 

D•te: 

HOUSE BILL NO. 1280 

Larry Ma1low1kl 
Senior Property and Casua'lty Analyst 
North Dakota Insurance Department 

Industry, Business and Labor Committee 
Representative George Keiser, Chairman 

February 3, 2003 

TESTIMONY 

Mr. Chairman and members of the committee: 

Good morning, my name Is Larry Maslowski. Senior Property and Casualty Analyst with 

the North Dakota Insurance Department. I stand before you today to Introduce House BIii 

No. 1260, 

The use of a consumers credit score based upon their credit report In the underwriting and 

rating of personal llnes Insurance products Is a controversial Issue. In 2002 the 

Department held a hearing to gather input Into the matter. The Industry claims that a 

person's credit score Is a predictor of future loss experience; therefore, a tool for more 

accurate rating and underwriting of a risk. Consumers fall to understand how their credit 

score relates to auto or homeowner claims. Agents have difficulty addressing consume~• 

questions because much of thE' process of using credit scores Is hidden In the process and 

technology used by the company. 

This bill would create a new section to the code to address most of the Issues raised by 

Interested parties over the years. The text of the blll Is primarily based upon a recently 

enacted model act by the National Conference of Insurance Legislatures (NCOIL) with 

some modification by the Department. The most significant change Is directed at how 

companies treat a 11no hit" file and a "thin file", which will be described In rnore detall later. 

1 
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This blll does not prohibit the use of credit scores. It does, however, attempt to provide 

consumer protections In the form of dlsolosure requirements for both appllcatlons and 

adverse decisions, as well as procedural !Imitations for the Industry In certain Instances, 

26,1-25.1 :01 • Scope. The section llmlts the new chapter to the use of credit scores fn 

personal Insurance only, not commercial lnsuranca. This Includes use In private passenger 

automobile, homeowners, motorcycle, mobile horne owners, r.ondomJnfum owners, 

tenants, and noncommercial dwelling fire policies. 

~6. 1-25.1-02 • Definitions. The section sets out the definitions used In this chapter. 

Definition No. 9 for "tier+ Is a Department modification to the NCOIL model. The last part 

of the definition Includes the tiers within a group of affiliated Insurers. This definition would 

treat the placement of a consumer's account In an affltiated company ( sister company) Just 

the same as placement In a different tier within a single company's underwriting or rating 

program. Therefore, companies would need to document and support statlstlcally or 

.... --.___ actuarially the difference In tiers even between sister companies. 

Please note the definition for 11adverse action", definition No. 1, as this Is used often In the 

bill and this testimony. It means "a denial or oonceUatlon of, an Increase tn any charge for, 

or a reduction or other adverse or unfavorable change In the terms of coverage or amount 

of, any Insurance, existing or applied for, In connection wlth the underwriting of personal 

insurance. 11 

26.1-25.1..03 • Use of Credit lnformat:on.,, The section sets out the following activl1ies as 

those that an, prohibited by companies In the use of credit information: 

1. 

2. 

Prl'>hlblts use of Income, gender, address, zip code, ethnic group, religion, 

marital status, age, occupation, or nationality of the consumer as a factor In 

determining an lnsurance/eredlt score. The Department did modify the 

NCOIL model to add 0age" d~ a factor. 

Prohibits a company from denying, canceling, or non-renewing a policy solely 

2 
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3. 

on the basts of an Insurance score without considering other underwriting 

faotors. 

Prohibits a company from basing a consumer's renewal rate solely on the 

basis of an Insurance score without considering other underwriting factors. 

4. Prohibits a cc.impany from making an adverse decision based solely on the 

fact a consumer has no credit report (a no hit) without considering other 

underwriting factors. 

5. Prohibits a company from denying or canceling or nf'Jnrenewlng a policy 

based on the Inability to calculate a score (a thin flle) unless the company 

has flied statlstlcat documentation with the Commissioner and received 

approval to do so, or the company treats the consumer as having neutral 

credit Information, or the company does not use credit Information In its 

process. Note: The NCOIL model com~'>lned the 11no hit" and wthln file .. in this 

section. The Department's modification was to separate the uno hit" Into No. 

4 making a more stringent limitation on the use of uno hits ... 

6. Prohibit a company from taking an adverse action based upon the use of 

credit reports over 90 days old at the time of use. 

7. Prohibits a company from using credit Information If the company has not 

used It within the 36 months prior on the existing account. However: 

a. The consumer or agent may request the company do a credit review 

at renewal but not more often than every 12 months. 

b. 

c. 

The company may order current credit Information on any renewal 

within 36 months If consistent with underwriting guidelines. 

The requirement of a company to obtain current credit Information as 

3 
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8. 

9. 

I ndfoated In subdivision a, Is negated If: 

(1) The company Is approved to treat the consumer In a specific 

manner. 

(2) The consumer Is In the most favorably priced tier of a group 

(unless underwriting guidelines permit). 

(3) The company did not use credit Information on the lnftlal 

applloatlon (unless underwriting guidelines permit). 

(4) The company reevaluates within 36 rnonths based upon other 

underwriting or rating factors and does not use credit 

Information, 

Prohibits a company from using the following as a negative factor In 

Insurance scoring: 

a. Credit Inquiries not initiated by the consumer or inquiries by a 

consumer for their own Information, 

b, Credit Inquiries for Insurance coverage purposes. 

c. Collection accounts basad upon medical Industry codes. 

d. Multiple lender Inquiries from home mortgage Industry within 30 days 

of one another. 

e, Multiple lender Inquiries from automobile lending Industry within 30 

days of one another. 

Prohibit a company from using an Insurance score to determine ellglblllty for 

4 
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a payment plan. Note: The Insurance score Is not the same score a lender 

may get for determining foan ellglblUty and Is not felt to he appropriate here. 

This is a modification to the NCOIL model. The company may use the 

consumer's payment history with the company as a basis for determining 

ellglbllity, 

Companies wlll continue to have the right to underwrite accounts based on other reasons 

or factors within the first 60 days of an appllcatlon. 

21,1-25,1-04 - Dispute Resolutlon and Error Corre,c.ll.mb If a consumer under the 

federal Fair Credit Reporting Act has had errors corrected fn the consumer1s credit report, 

the consumer may request that a company re-underwrite or re-rate the consumers 

account. The company has 30 days to do so. If a policyholder has overpaid, the company 

is required to refund any overpayment made within the last 12 months. 

~-- ae.1-25.1-05 - lnltlal Notification. This section requires that a company (or Its agent) 

dlsctose to the consumer when applying for Insurance that ore( Ht Information will be used 

In the process. A specific statement is provided for companies to use whfch will be deemed 

to comply with the notification requirement If used. 

26,1-25.1:08 • Adverse Action Notification. This section requires that a company that 

takes an adverse action based upon credit Information to: 

1. Give notice In accordance with the federal Fair Credit Reporting Act. 

2. Provide the reasons for the adverse action. Reasons are to be clear and 

specific. This expands the requirement by the Fair Credit Reporting Act 

which says you only need to tt~II someone the adverse action "Is a result of 

something In your credit repoi-,; please rontact the credit bureauH. The new 

requirement that the company list up to four reasons will give the consumer 

some specific reasons to look for and work on when evaluatlng their crE1dlt 

report. 
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21,1 ·Zl,1 :OZ • flllng, This seotlon requires Insurance companies to file the model 

(formula) used to calculate an lnsuranc" score and supporting documentation. The filing 

of the model la confidential. 

20,1 ·2§,1 :08 • lndemnlfis:11100, This section requires Insurance companies to Indemnify. 

defend. and hold harmless agents from llablllty In the use of credit Information, 

21, 1 •25,1 :09 • Sale of Pollqy Term Information by consumer Reporting Agency, This 
sea.tlon prohibits a credit report1ng agency from providing or oelllng Information obtained 

Ir, an Insurance Inquiry. However, this prohibition does not apply to the sharing of 

Information between the credit reporting agency and the Insurance company requesting 

Information about Its own cllents. The prohibition does not apply to Information from a 

claims history or motor vehicle report. 

26,1-25.1 •10 • S9yerablllty, This section llnks the statute to the Fair Credit Reporting Act 

,,.....-----,, In the case of future changes that might make specific sections Invalid. 

·· ..... /' 

28.1-25.1 •11 • Effective Date. This section sets out a future compliance date to allow time 

for industry to make appropriate systems revisions and fllhig to nine months after August 1. 

2003. 
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WHAT EVERY INSURANCE AGENT NEEDS TO KNOW A8OUT 
CREOIT-BASEC INSURANCE SCORES ••• 

Insurance agents have the complex job of being on the front line evel)' 

day with consmners. From dealing with complicated claims. to placing 
a diffkult risk. to reassuring a clidlt after a loss. insurance companies 
rely on the agent community to communicate with policyholdeis. One 
of the more difficult CUIIeDt issues that agents and rustnmers are tr)-ing 
to understand is insurance scoring and use of credit reports. The 
illeiltion of their use may bring to mind questions about p~ agent 
liability and consumer protections. Membe!s of the insmance industry 
recognize the value of providing you with the tix-fs you need to answer 
such questions. We designed this brochr.ne with the producer CXllJllllllDit¥ 
and that goal in mind. It is intended to help you answer questions, and 
communicate the benefits of insurance scoring to }'O:II" custometS. 
Understand. howevei;. that this is a □pidly-changing area in which 
practices V3IY from company to company.. 

DEFINITIONS 

WHA, ARE INSURANCE SCORES ANO WHY 00 ONLY SOME 
COMF' lo.NIES USE THEM? 

Research shows that people with certain patterns of behavior in their 
credit history are more Llcdyto result in losses for- the insurance compaey 
While having a good insurance score does not necessarily mean a policy­
holder is a good driver or more responsible homeowner;. research shows 
thar those individuals generally file fewer and/or less expensive claims. 

It is important to understand that insurance scores are not credit scores 
or credit reports - they are distinctly different.. Insurance scores are 
developed differently and predict a different outcome than credit scores. 
Insurers use a variety of methods to assign scores. In general. though. an 
insurance score is a n~ generally rangfng from 100-900. that 
predicts the future loss of an individual inswance policyholder or 
applicant; a credit score. on the other hand. is also a nmruiei; ranging 
from 300-850. but it predicts the likelihood of future delinquency on 
credit accounts of a credit prospect oc customer: (A credit report is a 
summary,, produced by a credit bureau. of the data they have on file for 
a par.~ consumer:.} Like credit score modds,. insurance score models 
caicu!ate scores based on credit bureau data only: ~ unlike credit 
bureau scores. the insurance score models were cbdoped to predkt 
future insuranc:e losses. with some model,;; examirnng 'U:blal policyholder 

2 ;-,------~ 

(,) 

ffllDl i:IISIDIMP am.-iaes in conjrmc:tiao W8 the 
.esponnmg credit dara cL. that pmcybolde& These sans ae ,ay 

&eqarocymd sewrityc:£fumrelosses. OwsaD. inA••~ 
sarescmsiderpaaemsocaeditmw...,,,,,.pactices ~incidenrs 
gmsally ~ minimal inp:t. 

cvervrompaoymimsinhowand why~UsPiosmanceseoa5-0De 
oc the bmefits« a c, ■ upditM-- ,oarkrq,1ac:e C.rmpaoies that use ad 
informatim find it helps supplement the mmwribDg picture ' ~ 
acnn:ate and precise unde..writiug dccisic■ .s are made. Ibis prmoottsa 
more~ madcet resultn!g in IDlllP affixdable \'ateS. 

PROCESS 
-------l 

WHONtFAIR.~ CHOlCEPOtNT. TRANSUr.:10N.~ 
AND EouJFAX? Howoo THEY DIFFER? 

lnqu:ancr scma5 are lmed m mlir111@tioo fiom CON111w-r ~ R:pOIU 

that insurersocmodde!s get: F-:wn the thn!emajorcredit bureaus: F.quifax. 
Ecp-,iao (&.nucdy"IRW} aod Transl.Jnm. ~ haac provides st-.mstical 
models to a wide may oc clients. maiDly in ;he, fmaocial semces ama. 
irldnding many ck the models csed to ca!culate inswau,:e scm5. 

ClJoidlcmtr;an mbinatiob prtwider-itpawidesmsmnce~ 
withunderwritingaodcJam.,..ui,11..rioo <aYices to assist~- •• ,.,.aes 
in assc-ssi• tginsr~ ~also~ statistw:al modds. 

How 00 YOU GET AN fNSURANCE scORE? 

~an insurerseods an inquirytoUJe cL. the majcll" credit bmeaus.. 
The credit bureau then cooducts ,a process in which specific amit 
report attnnntes aie input into the model that then produces a saire. 

The score is retmoed to the inquiring insurel: An insurer can use the 
score in a variety ck · ·.-ays in its decisim-malcing process. 

CONSUMER CREDIT REPORT INFORMATlON 

USED IN SCORING INCLUDES: 

lp:=·11 
QC _ P. 
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HI.STORY 

('VE BEEN AN AGENT" FOR OVER 20 YEARS ANO HA.VE ONLY 

RECENTLY HEARD ABOUT INSURER US£ OF CREDIT REPORTS, 

CREOIT SCORING OR tNSt.lRANCE SCORWG. WKY H.6S THERE 

BEEN SUCH A HIGH LEVEL OF INTEREST OVER TKE LAST r£.W 
YEARS? ARE fNSURANCE COM~A.NIES USING THEM MOR£? 

Insur..nce companies have learned that insurance scores are an xauate 
predictor of future loss likelihood. CM!r the past few~ new expertise 
has been developed using computer models that pennit analysis of credit 
reports.. To ensure an objective look.at creditiPfurmanon. ,;eve:ai vendors 
aod iDsureis developed mathematical models to identify pnm:tive 
characteristics of loss and then assign weights to these cbamcteristics. 

Independent tests by ins---lrmee companies and a major consulting 6rm 
that compared .insu.'aOCe scores against the claims history of policyhoJders 
found that the scores. do predict the likeiihood of claims. Also. when 
assessing various scoringmodeJs,. insurance companies typi:allyoonducta 
retrospective trial. where they nm 1--yearold to 2-,earold data through the 
tnodels being ev:tluatecl In these studies. the models demonsttate that 
the lowest scoring segments haw: the hi~ loss ratios and the highest 
scoring segments have the lowest loss ratios-

lMPLEMENTATlON 

Ww: DOES E.VE~Y \NSURANCE COMPANY THAT I WORK WITH 

USE. INSURANCE SCORES lN A OlFFERENT WAY? 

Just a!. every company's Wlde.wtitiog guidelines ancl rating tools are 
different. insurers use insurance scores in a variety of ways_ Sotne 
companies only use insutance scores as part of the underwriting 
decision-making process for new policies. Others may use insurance 
scoring for renewal polic:!S and rating. All oompanies that use insurance 
scores. though.. use them as a tool to better evaluate risk. Mare accurate 
ur.derwriting and rating will lead to a more competitive environment.. As 
an agent. you know that the more competitn'e the madcet is. the more 
your customers will bene..fit. 
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THERE IS A LOT' OF CO"fFUSIOM .A80UT TIC EFf.ECT OF 
NUNEROUS INOVtRIES OR ffKrrs•· ON CREDIT REPORTS. 0oA 
LARGE NUMBER OF ~Kr:'S .. AFFECT" AH lNSURAHC£ SCOR£? 

One WB.f JOO. may help your onl••IW-.S .imp:'owe meic SCOftS is tD 

educate them oo the impact« npwits ~ it is _,..a•• "" 
mrke sure JQ• cmmauric:ate to 'JOfJC dimts that 

idea. pattans«aedil.manawement pradi::es. tvbile sia.'gle inci,w,■s 
geoaalJy ~n,jnjm,d impact-

T>-{E F""OLLOW1NG Ol.'TLrN.ES T!-f£ T'<'P£S occ INOu•P.:ES: 

C:OMSUM£A­
IHITJATU) CREDfl' 

tN0ut1'll£S 

NON<:ONSI.IMER­
tNITIA'.l'EO CR£DlT 

INOUdtlCS 

i 
l 

INSUltANCE;! 
IMCKffltlE$j, 

l 

Too many mquirles 
~aft"ectan 
insurance~ jf 
the cnstJl'oet initiares 
er stans them. \\-'bile 
a single l'OllSDJDf'l"­

iniriab'il iJJqUiiy has 
little negatNe effect 
on an insutaDce 

1 

f 

This type<l incpmy 
indudescpromotiooal 
inql.mes. account 
review" inquiries. aud 
aJsn COOSllllltt 

inquiries~ the 
~fflJtt bas 
req1iestedacopy« 
their own report. 
These types <L 
inquiries do not aiTm: 

soxe.multiple 
iI!quirie:;inasbor:t 
period will haYe a 

~impact. There 
l inswaDce SaJreS. 

are some exceptions 1 

wtlmnde. • l I 

lnsm:&nce inqun-s 
geoetaUydold. 
dfect a c,,,d•lll>er°' 
.ability to get a loan.. 
Thie majority «majm' 
aedit. ptoVicbsdo 
not me modelsthat 
evaluar iosiBm•:e 
.ioquities when 
odc:ulatingsoxes. 
~most 
insur~ me moaels 
that do not inclDde 
insm:aoce incp 1i+ies-

I lu example. undermost in:::10 aoce ~ ~ muhiple car. ! 
! dealetship or mortgage inquiries in a short period« time~,: l 
, treated as a single~ So. ro!lb ■ bP"'S am ~ amubd 1 ,- c· -e 

best deal- a sign ~financial respmibmcy-wilhwt 01ipac·~ 

their inslnnceSOJIIS. 
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IMPACT ON AGENTS' 

WHAT .-rAS THE tJSE OF CREDIT REPORT$ ACOED TO MY BUStNESS? 

WHAT~ THE OPERATIONM.. BENEFITS? 

Agents can look at business that might have been previously rejected 
and enter new madtets with the knowlecfF that each risk will be 
more acctll31dy priced. All agents want to write more business-insur­
ance scoring is an acwmtetool that can expaIKi yourbookofbusinessand 
keep it strong. The use of msuranre scores creates operational eff'icierries 
within an agency be.cause it allows quick responses to applications. 

MUL TLPLE COMPANIES. MUL TLPLE SCORES 

WHY DOES THE SAME CUSTOMER GET OtFFERENT SCORES 

FROM DIFFERENT COMPANrES? 

As the use of insurance 5Cote$ becomes more prevalent, more companies 
are intmducingscoring products into the marketplace. At the same time. 
many insurers themselves are using their own e,cperience to ~ 
their own models. 1runk of the insur.mce ~ process as a menu. in 
which each insurance company ca '1 choose from any combination of the 
following: 

PROVlCES 11 S•JILDS 11 
RUNS l,(O0EL.S • 

1 
DELIVL~ 

C~l'r-DAT4 I SCOR(NG AGA!NST SCORES TO "fWE 
MOCELS j CREOlT rlLES L LrtiotAL USER 

TransUnion F.m;Isaac ChoicePoint ChoicePoint 
F.quim ChoicePoint Tr.msUn.icn Tia1JSUnioo 

F.xperian Other-Vendms Other'kndois Other Vendors 
Company-Specific Company-Specific Company-Sped&: 

Models Repott Otdering Report~ 

This competition in the madcetplace is the reason why a customer may 
get different scores &om different insurers.. 

6, 
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F~OERAL FAfR CREDIT REPORTiNG ACT 

WHAT IS TME FAIR CREDIT" REPORTING At:::r? How DOCS rT 
AFF'Ec:t' tNSURANCE. SCORING] 

The &der:al Fair Ciedit Bepcmngkt (ofiien ~ to as the FCP.A). 
enacted ow:I' 30ye&l'S 81).expressf; .Dows amumcr ttp.•ti1c .,.,.-;,,s 

-.:.L. -~:... - Ii: - - L_...L-"-lx • Cc }AV"a&. CP:!W1 ID M IIMll(Jb to ll1SURIS ~ DX:ll'"JSIOCSS· pwposes. 

lbe FCRA. which applies fur both new and miewal brsmess. also 
requires that if iD5lftlS t:ae an adlia:se acthn <n a policy (soch as to 
deny insnrancc-rtrnninatea policy} and that dedsianis baecl in wide 
« in put on omit inli I rcWMD, that fact must he disc L,,sed to the 
policybolder ot applicant. h ~ il1QSt .inclu« the name. 
address. and toll-free telephone number rl the consumer noponmg 
agency that supplied the ittbmatioo to the ~ a DCltice « the 
indmduafs right to dispute any incorrect oc ~ :im-21«'00. and 
must infm:n the policybolder that he may request a fi:ee copy « his 
credit lq,o4 from the consumer Iq,tJl'tli« ~ 1hese discbl:a:e 
requirements are the same as those~ when an iDsum: tab5 an 
adverse action as a ttSUlt of a motor ffllide tq>Ort (MVB) • 

Generally, compliance with FCRA requiRmeDts will be the 
responsibility of the COD.ipilly- llowt:.ci; as business p:amces wry. 
agents may wish. to clarify their ohl9)tions under fue act wilb. each 
companys legal depab.ut:DL 
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INCOME AND OTHER !SSUES 

OoESAPERSON·s INCOME ORAbOFtESS HAVE AN IMPACT' ON 

THEIR INSURANCE SCORE] 

No. Thefullowmgmfoanation~ 'NC1I" usedin~yinsrnance q:memodeJs: 

C:?:IGi?:1 
Li:?] ~7Li:?1,--~ 

~G?:1 

CORRECTING MtSTAKES ON CREDt, REPORTS 

A FEY/ OF MY CUSTOMERS HAVE OISCOVEREO MISTAKES ON 

THEIR CREDlT REPORTS. WKAT • IF ANY'Tl<ING. CAN THEY 00 TO 

MAK£ CKAN.GES TO THEIR CR£01T REPORTS? 

The FCRA gives cunsmners the right to challenge infunnation in their 
credit report they~ to he inaccurate If tbe infonnation is found 
to be maccurate., the crerlit burmu is required to promptly O'Jrrect the 
erroc. Addresses aua ~e munbers of the three major coosumer 
credit repcxting bure-.aus are listed at the end of this brochure-
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L!__MPROVING SCOPES [ 

WHAT CA.-.. MY cusrc>MCRS 00 TI) IMPROVE TH£1R SCOREs? 

An io5tJl3DCe score isa soapshotof youram1w1ds iasuraocr'1skbased 
m infumaatinn in their-ad:~ that rdJeds their- credit payment 
pattems~time.,genmlly-withmoreeq,hasism1etentif'funnatim 
E~ thooghyoa.asansgeot. ~ notaamit~ dlelearea few 
things yo11 can tell your o,stomtts ro impm.e a score 

PA.Yiod..l.$ 
ON TIME 

~ ... U--«XS 
LOW 

KEEPACCOUNTS 
~ 

PAY B<LLS O~l TtME- Delinquffltpay,nents~aJlertions(-anbm,e 
amajornegatiwe impact an an insunoce score. 

Ke::e::P BALANCES LOwonunsecumi~debtlikeae.iit.c:atds. 

High ontsta~ ,{ebt cm affect a,. instmaav:e ~ 

APPL"r FOR AND OPEN NEW CF;Eu!T ACCOLINTSonlyasneeded. 

Customers am impmwe their insurw• e scores ~ time by using 
cmiit responsibqt... It is also a good idea fur alS1Jmers to pemdirally 
obtain a copy~ their credit report fmm the tine majoc~ ~ 
tD check. fer any inaa::ulacies ~ the end of this. brochure fut ID0R 

details. 

,,_ fflSIRIDIQ'.CO~tlifferwisJirrg,,ratcltow<f'-tlteylflillrtdl«k.1,1 
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r GOOD NEWS 

WHAT fS TI-IE G000 NEWS ABOUT INSURER USE OF CREDIT 
RE.PORTS ANO INSURANCE SCORES? 

There is a lot oc good news out there for the majority of your customerc 
- you need to be sure to convey- the following mesages when talking 
about insammce ~ 

1be use of insuiance sans allows insmance companies to give better 
rates to customers who are less likely to ha\'e losses. 

1be use of credit-based insurance scores has allowed more companies 
to offer more products to more people. S-mce insurance scores ba\'e been 
used. competitioo in the auto insurance mamt has increased signifi­
cantly- leading to roore choices for conmmers. 

The Federal FairCreditR.eponingAct (FCRA) (15 U.S.C. 1681 et. seq.) 
provides numerous consumer protections.. These include 

• The right to obtain a free copy of. your credit report if you are 
adretseiy affected (for example. denred c:ovaage} based on mfix­
mation in your credit repott 

• The right to contest any inaccuracie:. in your aedit report and to 
lme .inaccmate infonnation remowed 

The use of msmance scores allows for objective. coosisteDt am aconate 
underwritingandior-pricing.. With the use of insurance 5COn!S, ,;ubjectiv­
ity is minimized as a fomwia is applied that evaluates empirically deliw!d 
data. allowing for an impartial underwriting and/or-pricing decision_ 

1he use of credit-based insurance scoring bas led to ari expansion of 
e¥ifity for insurance There are fewer rejt'ctions fur underwriting 
reasons. because use «. insurance scores has allowed insmers to write 
lllOle business. 
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I F.quifa(~) 

fuacopy-«yiour-report.calll-800-685-IIII_ 
To dispute inli11u#-oa, in )'Olrll!pOlt. write to: 
P.O.&.: 740241 
Atlama. GA 30374 

Ellpierian (wwwexpe,ialt&.DD) 

Rr a copyofJQtJr RpOrt. call I-888-397-3742.. 

ThmsUnion (www:tuc..com) 
Fu-a aipyofyom-iq,mt. all I-800-888-4213. 
If you have a c:opy« yom-RpOtt and wish to discuss it. 
call l-800-916-880()_ 
To dispute infixmatioo in your report. write to: 

P-0.Bac34012 
Fullerton. CA 92831 
(for~tf tlte \"5t& ~ U.S.) 
P.0.&mt2000 
Cbcsttt. PA 19022 
(for~tf.Ucdn-,._J 

C.onsurner Data Jndustty &sPc flliln (CDW (wwwcdiaonlioe.org) 
Qxiaaa COIA. fur informarinn OD thea:aiit 
report dispute ,esnmtion process.. 
Phone 202-408-8011 

CboicePoint(~) 

~ liade Commmioo. (wwwfic.p} 

~,Jj,,ss~af-

.1.~-- -Al - •-c___,.,.n._. _, 
~ III ~ ~ --~ 

American lnswaoce Assoriatim {www. · 

NatiomlA'JPICiarion cEinclepe,rdmt lnswess (www.naii.mg) 

, 11 .---------
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~ you aan asr.,.._aedil! 
Sound finarx:.ial management 1S ITlOle lffiPOltanl 
,oday than ever be4ore &ris. emplojersdl'ld 
€'Vt-fl c€1i phone ~use credit 
.niormaooo. ~ good cre<lit offers 
many Jene."15 • .:.nd ~ a beri.er price from 
some insurance CompcJnleS is one of them 

Insurance SCorl!S ore not the same as credit 
.scores. Although borh scores ~credit 
information. insi.aaoce SC01eS are delleloped by 
using a unique malhemalical fomua 1hat helps 
lnsurers predia ~ ikelihood d irisuralce 
daims being filed 

You can imp«;Ne )a' i'lscRnce'sm,I! and 
credit ~ paying bills OD 1irnl!. Reping l:ialaf.ces 
iow on credit cards. applying band r,ening 
new credit accoun15 ody as needed. 

ll's a good idea to pe'iotE,.4)-· ched your 
credit report lf )'OU 1ind an eror;. report it to 1he 
oeoit ~ ltYJO are~ b- 1151:Atx:e. 
notify !he insurer abed ft n:onect 
:..ic.mation. A smal enor may have itlle or no 
\ri,paa on -yotZSCDle. ft,eseis a signlont 
emir. the insurer mav moose10 re-eua1uate 01 

disregafd the-score and rely on Olher 
underwriting i,b1.a1u1. ( 

Yr:A11 credit report 1:. maintcil led bv ~-· 
Experian~ Trans Urion. Gedit ieports contain 
information that identifies who :you are as well 
as your debts. payment bisaaJ. tax liens, 

l (Otmmlll Nll1II 
Jasmw:1: < :,c Pf • • 
mlmr of aa£t .-..---. .... ii •-i-tb:icdy 

---,-~· apalSOliq ------·-·---- .... ---~ dewlopmg tJ.e.-.. 

/ 

( 

bankruptcies. inquiries for~ credit report and 
accoonts referred to collection agencies. for 
more information about oedit reports and your 
-~ reccrd con:act: 

..>DSDDJff 1hta 1ndmtty Association 
(www..c~~ 

Conlad COIA for ::ifonnation on 1he credit 
!'eport dispute resolution prveess. 
Cal! 202-371-0910 

Equifax (www.equifu.com) 

For a copy of you- repcwt. call 800-685--1111. 

To dispute inbmalion in your report, write to: 

P..O. Box7-40241 
Atlanla, GA 30374 

&paiul~) 

for a copy of yow~ call 888-397-3742 

Tnm Uaiaa ('W'tnUIIC.COm) 

For a copy d ~report.call 800-888-4213. 

If you hawe a copy of you- .report and wish to 
discuss it, c.al 800-916-8800. 

To dispule i. lformalion i, you- report, 'Mite 10: 

C '· Box34012 (For~-----­
..er1Dn,CA92831 _.$ d E!lll.$.) 

P..0. 8olt2000 (For__.aldl 
Chester,~ 19022 --..-J 

Scom WI DIPlffl nu TINE 
y_. is•• - e scon ,rill imJ,mft dw.,ap a 

GNit-..kisa....-,cof 
,.,... imaraDa: mk pidme at: k JMitiallar pomt iD 
time. Yam SCDR maps • _. illfil........, __ ii 
addedw,,_-Se. 

·1 
' l 

So what's aedit got to 
do with insurance? 

[ 
• It is u accurate predictor of · 

future daim flrmg. 

• It lowers costs for the majority 
of consumers. 

• • faldy allocates the cost of 
cow-.e based on a cmuwner"s 
dalm potential 

• ·- •. -- :~ -·~~ -:, -a.-~-

• 1t pmwicles m abjediw.,{b ;-:::.f 
decision-making. . ' . . . . . 

• It laaeases the availablitJ: •nd ~ 
dontability of insurance for 
CCMSlilbet.5. 

• It allows insurers to UD~\ 
some aNISUlllel5 who ~-, 
receift coverage using more 
tnldiliaaal IIIIClennitill& aileria. . 

(IN) N .................... 
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~ow Insurance Scoring 
Benefits Consumers 
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The insurance 
industry wants yo., · 

to he an informed 
consumer 

This ~ is designed to amwn 

many of your questions ttganling 

the use of credit information in 

~011 with aQ.to and 

homeowners insannl--e. This 

practke.. known as insnrance 

scoring,- is oaw very common 

became it not oaly allows many 

consamen to pay less for insurance. 

but helps insarftS write more 

basiness Im..rmce scoring pnnides 

additional information that e{ 
..... 

insalen to Diab more accurate 

muierwriting aad nting decisio~ 

AN ESTAIUSHEI PU@([ 
& early- as 1-die U.S. Conpss p-.1 dw Fait-­
Credit Reporting Act {FCRA). wbic& permits 
insarus to me aeclit illfommioa in ~ 
1UKlawricmg and raling decisioas.. 

{ 
'· 

What is an insurance sc«e! 
An iilsurance score provides an asses..~ of 
your insurance risk at a particul'ar point in time. 
Tf-ie score is devefoped from specific credit 

,tmation that reffects credit rnanagemertt 

,..att~ such as collections, bankruptcies. 
outstanding debt. length of ck>dit history. r,pes 
of aecfit in use and~ number of new 
appfications for aedit. l(eep in mind, insc.srers 
are only interested in how well you handle yooc 
assets rat'.·<?r than how much money you make 
or whom you owe. 

What's not iaduded? 
On'y crecftt-related imomiation is used in 
determining a score.. The Equal Credit 
Opportunity /le. prohibils the. use of race, 
rerigion, gender, marital status and birthplace in 

detennining an insurance seote 

Is fhete a connect!on between finandol 
respoosiblllty-anti insararr.e! 
In addition to actua[ instr-;;.;.,;. ...:,mpany 
experience.. seieral i!':.dependent studies have 
proven a strong cr~mection between an 
indi\lidual's. insu@rl(...,. score and the likefihood 

C"",ga datm. One pl;SSible ~ for this 
e that people • .iflo a.~ financially 

~;e tend fo ad: l/8y l,~ly- in o(her 

areas of their liws and this catei:;l behavior 
leads to fewer acodents- If you are less lib!ly to 
file a claim. you should pay a lower premium. 
An ~ score based on credit informati:,n 

l mo1, UII IEIWHI CIElff IISIOIT AD 
ffilO~ lOSS 
xwal iadepeadmt Sllldies i-w- Jffllftll a SU1111C 
conaectioa between. cndit hiscory aad die 
Jibla.-cl oC m iadmdal filiD& a claim. 

\ 
I 

~ 'SOllle insurance companies develop a 
more complete pictUfe of yoor lilcelihood to file 
a claim and ensure that you pay only your fa; 
share for insurance. 

How one msunmasccwsllSed? 
To make wrll-infotmrd decisions 
lnswet> are interested in making fair and 
oti;ective- decisiooS- about who they want to 
insure and how much to chalge ~ 
consumers. lr.urance scoces provide a 
consistent tool to evaluate risk. 

To provide IDOft data 

.,. 

Most ccmpanies that use insurance saxes treat 
it as just one of several facbs.. Cenesaly. ycu­
insurance score alone is not likely to keeJ> you 
from getting msuraoce. ln fact;. it can help you 
get insurance, often at a lower pric:e.. _ _ _ _ _ . 

To incnae busiueu ~ ===~:' 
An NAll found that inslArD .:_ --
hefps='Mitemore --·:.· . ~~•-
said they are able to _+pjjij.~ · 
because insurance scores offset <fii-4iunF· 
tion such asa ~than l)el'fect_~---: 

~~~~,-. 
Mat's fire "'real WIIOtfr - - · ,. ~c:,--. 

using irmrvnce 5QftS~ 

Coasamen beae& 
mcomeor~ 
Astudybya major insuanceax~~ 
great~in the average -
for all income groups. It afso 

Al OIJ«TM TOOL 
-··-W-KOfft pn,ride -..a wiclt• tj,~ 
tool foe ~ TIie ia& tix 
ilmlaau ~ is bani taWr Gil CIU.. I I I 

~ Tim rool --4,- wlrjaaiw. -­
jadpnnn 

~ people iling in rural. urban and 
Sr:bllbarl areas,all had simifar 5C.OreS.. ~ 
in mind. factors such as income and race 
.ilfe nol used to calculale an insurance score 

tool is designed to e,ramine oe:lit 
..nageme""" paltemS and provides an 

abjec6,,e tool tor~ 
Experience bas 4lOWO that polqhoic:fefs 
1Mth posib,e ~ scores are less likely 
toinrurlossE5. 

lnsunnc:- $COft$ - miable 
The lnsul:ance Resealdl Ccudfoundaeot. 
zeports are much mare reliable than molDr 

"WISlicleli!ICDids. ~Conslmet"Oalaklciusirf 
Associalioc\ bmenr less<> i.ciwi d Oedit 
Buteaus, teJ)QdS 1hal less 1han one peratt 

_,~4.aedit1'!p0rtcbillenges tesut in a 
~ once~inqaily.has been fuly 

kb;!!'!~iled..0 
_. r ~ 

i - - - ~ . !::. . :::=::v,. coaa aw, peylea W WAi-0:_ 
~laep,doecitaid~-~~'~. 
~from 1he use of tis~ ti"· ·· · 
\-=, some cases a:inunesare able to~ 
-~=-b-Jc,wer~rasbecaused1beK­

inanrial respcnsi-,. One NAIi member 

~~. sctmg~~--.. 
JrfflUnS 10 ~dils . . . .;,. ,. 
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Before: 

.. 
Date: 

ENGROSSED HOUSE BILL NO. 1260 

Charles E. Johnson 
General Counael 
North Dakota lnaurance Department 

Senate lndu1try. Bualne11 and Labor Committee 
Senator Duane Mutch, Chairman 

March 17, 2003 

TESTIMONY 

Mr. Chairman and members of the committee: 

Good momlng, my name Is Charles Johnson, General Counsel with the North Dakota 

lnsuranca Department. I appear here today to Introduce Engrossed House BIii No. 1260. 

It has been amended somewhat in the House. I appear here today as a subst!tute for 

Larry Maslowski, our Senior Property and Casualty Analyst, who Is not able to be here. 

The use of a consumers credit score In the underwriting and rating of personal lines 

insurance products is a controversial issue. A credit score Is based on a consumers credit 

report In 2002 the Department held a hearing to gather Input Into the use of credJt scores 

by the Insurance Industry. The Industry claims that a person's credit score Is a predictor 

of future loss experience; therefore, a tool for more accurate rating and underwriting of a 

risk, Consumers fall to understand how their credit score relates to the risk of having an 

auto or homeowner claim. Agents have difficulty addressing consumers' questions 

because much of the process behind the use of credit scores Is hidden. The credit scoring 

afgorlthm fs kept secret by the company. 

This bill would create a new section to the code to address most of the Issues raised by 

Interested parties. The text of the engrossed bill ls based upon a recently enacted model 

by the National Conference of Insurance Legislatures (NCOIL). This bill does not prohibit 

the use of credit scores. It does, however, attempt to provide consumer protections In the 

1 
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form of disclosure requirements relating to applications and adverse Insurance decisions. 

It also provides procedural llmltatlons for the use of credit scores by the Insurance Industry. 

28,1·21,1:01 • ScoRt. The section limits the use of credit scores In personal insurance 

only, not commercial Insurance. Personal Insurance Includes private passenger 
' 

automobile, homaowners, motorcycle, mobile home owners, and noncommercial dwelling 

fire polloles. 

28,1-20,1:02 • Deflnltlooa, The section sets out the definitions used In this chapter. 

Please note the definition for .. adverse action''. definition No. 1, as this Is used often In the 

bill and this testimony. It means, ,.A dental or canceUatlon of, an Increase In any charge 

for, or a reduction or other adverse or unfavorable change In the terms of coverage or 

amount of, any insurance, existing or applied for, In connection with the underwriting of 

personal Insurance." 

28.1-25,1:03 • V•t of Credit lnfonnatlon, The section: 

1. Prohibits use of Income, gender, address, zip code, ethnic group, religion, 

marital status, or natlonallty of the consumer as a factor tn determining an 

Insurance/credit score. 

2. Prohibits a company from denying, canceling, or non-renewtng a policy solely 

on the basis of an Insurance score without considering other underwriting 

factors. 

3. Prohibits a company from making an adverse declslon based solely on the 

fact a consumer does not have a cred!t card account without considering 

other underwriting factors. 

4. Prohibits a company from donying or cancellng or nonrenewing a policy 

based on the Inability to calculate a score (a thin file) or the absence of credit 

Information (a no hit) unless the company has flied statistical documentation 

2 
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r 
with the Commissioner and has received approval to do so, or the company 

treats the consumer as having neutral credit Information, or the company 

does not use credit Information In Its process, 

5. Prohibit a company from taking an adverse action based upon the use of 

credit reports over 120 days old at the time of use. 

6. Requires that a company update Its credit Information at least every 36 

months If It Intends to use credit Information on the existing account. 

However: 

a. The consumer or agent may request that the company do a credit 

review at renewal but not more often than every 12 months. 

b. 

c. 

The company may order current credit Information on any renewal 

within 36 months If it Is consistent with underwriting guidelines. 

The requirement of a company to obtain cur,ent credit Information If 

r~quested to do so by a customer as indicated In subdivision a. Is 

negated If: 

(1) The Commissioner has approved the company•s proposed 

treatment of the consumer. 

(2) The consumer Is already In the most favorably priced rating tier 

(unless underwriting guidelines permit). 

(3) The company did not use credit Information on the lnltJal 

appllcatlon (unless underwriting guldellnes permit). 
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(4) The company reevaluates within 36 months based upon other 

underwriting or rating factor11 and does not use credit 

Information. 

7. Prohibits a cornpany from using the following as a negative factor In 

Insurance scoring: 

a. Credft Inquiries not Initiated by the consumer or Inquiries by a 

cont,umer for their own Information. 

b. Credit Inquiries for Insurance coverage purposes. 

c. Collection accounts based upon medlcal Industry codes. 

d. Multiple lender Inquiries from home mortgage lndus~ry wtthln 30 days 

of one another. 

e. Multiple lender Inquiries from automobile lending Industry within 30 

days of one another. 

Companies will continue to have the right to underwrite accounts and reject an application 

based on reasons or factors other than a credit scoro within the first 60 days of an 

appllcatlon as provided for In Title 26.1. 

26,1-25,1-04 • Dlspute.Resolutlon and Error Correction, If a company uses a credit 

score end If a consumer under the federal Fair Credit Reporting Act has found errors In the 

consumer's credit report and has had those errors corrected, the consumer may request 

that a company re-underwrite or re-rate the consumer's account. The company has 30 

days to do so. If a polloyholder has overpaid, the company Is required to refund any 

overpayment made within the last 12 months. 
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21,1•25,1-05 • lnltlal Notlflc1tlon, This section requires that a company (or Its agent) 

disclose to the consumer when applying for Insurance that oredlt Information wlll be used 

In the prpcese, The blll provides specific language for companies to use which Is deemed 

to comply with the notification requirement If used. 

28,1•25.1:Q& • Adyerse Action Nptlftcauhma This section requires that a company that 

takes an adverse action based upon credit Information must: 

1. Give notice In accordance with the federal Fair Credit Reporting Act. 

2. Provide the reasons for the adverse action. Reasons are to be clear and 

specific. This expands the requirement by the Fair Credit Reporting Act 

which says that the insurance company only need to tell the customer the 

adverse action •1s a result of something In your credit report: please contact 

the credit bureau•. The bill requires that the company 11st up to four reasons 

for the adverse action. This requf rement will give the consumer the speeffic 

reasons to look for and work on when evaluating the credit report, 

20,1-25,1 :OZ - Flllng, This section requires Insurance companies to file the model 

(formula) used to calculate an Insurance score and the supporting documentation. The 

filing of the model Is considered a trade secret. 

28,1 •25,1..08 • Jndem_nlflcatlon; This section requires insurance companies to Indemnify, 

defend, and hold an agent harmless from llabllity resulting from the use of credit 

Information. 

26.1-25 .. 1-09 .. Sale of Polley Term Information by consumer Reporting Agency. This 

section prohibits a credit reporting agency from providing or selling Information obtained 

from an Insurance company In conjunction with a request for a credit report or an Insurance 

credit score. However, this prohibition does not apply to the sharing of Information 

between the credit reporting agency and the Insurance company requesting Information 
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about Its own cUents. The prohibition does not apply to Information from o cf alms hl&tory 
or motor vehicle report, 

Z0,1 ·21, 1·10 • Seyerablllt!. This section Unks the statute to the Fair Credit Reporting Act 
In the case of futurd changes that m~ht make specific sections Invalid. 

Z0,1·20,1•11 • Effectfvt Patt. This section sets out a future compliance date of April 30, 
2004, to allow time for Industry to make appropriate systems revisions. 
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