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2003 HOUSE STANDING COMMITTEE MINUTES

House Industry, Business and Labor Committee

BILL/RESOLUTION NO. 1260

& Conference Committee

bt

Hearing Date February 3, 2003
Tape Number Side A Side B Meter #
1 X 1563- end
1 X 312-2557

Committee Clerk Signature Pimédb(ﬂb R ‘:E\\xiM)

Minutes:Chair Keiser: Opened hearing on HB 1260.

Rep. Koppelman: Introduced bill and supports with written testimony.
Rep, Keiger 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

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

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

Rep. Severson: Did the constituents come to you because 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,

Larry Maslowski (ND Insurance Dept.): Supports with written testimony.
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House Industry, Business and Labor Committee
Bill/Resolution Number 1260

Hearing Date February 3, 2003

Rep. Kelser: 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 modet, so they made up their own and turned it over to the Insurance
commission,

Rep. Kelser asked what the penalty is for disclosing Fair, Isaac’s model. Maslowski did not
know.

Rep. Severson: Insurance companies usually want to know what the formula is or they want
someone to build a model. Why do they consider it proprietary? Maslowski said the formula is
itself proprietary. But there is a two step process. First they agree to use a formula, but they do
not even see the formula. Then the insurance company looks at their clients and the score. But if
the scores do not correlate with the premiums, they will ask the companies to document why they
made their decisions because that is not proprietary.

Rep. Ekstrom asked if Maslowski knows of other states that are doing this. Maslowski said
that NCOIL (Nat’l Conference of Insurance Legislators) approved a process in Nov of 2002, 30
states looked at this last year. 10 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.

Rep. Kasper asked about misinformation, 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 the insurance report

is credit scoring, regardless of accuracy or inacouracy.
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Page 3
House Industry, Business and Labor Committee
Bill/Resolution Number 1260

“#—~  Hearing Date February 3, 2003

Rep. Kelser asked about medical codes not being used in the formula, 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 medical emergencies
and thoy may unfairly skew the numbers. 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 Gllbertson (Alliance of American Insurers): Cautious support as amended. Written
testimony with amendments attached. Said other federal laws cover some of the issues.
/\ Dennis Prindiville (Dakots Fire Insurance): Feels people react because this is a personal i
e issue. However, this bill will drive up the costs and make ND restrictive. This will keep othet

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.

Rep. Kasper asked if they do business in Minnesota. Prindiville said they do some border
business, but mostly ND, SD, MT, and ID.

Rep. Kelser 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,

Rep. Kasper asked Prindivilie if he has seen the [D statute on credit rating. He has and said

there is no fresh score requirements, however, the renewal process is different. Rep. Kasper then
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Page 4 ,
House Industry, Business and Labor Committee f
Bill/Resolution Number 1260

f'\ 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 Davies (Progressive Insurance): 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.

Rep. Kasper 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.
Rep. Kelser asked if Progressive has problems with other factors on page 2 other than age?

e e A AT i T ok

(Under “use of credit information) Davies said that it makes it tougher if they have to change
l/) models based on age.
Pat Ward (ND Domestic Insurance 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.

Rep. Kelser 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.
Rep. Severson 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).

.n Information tuﬁ for nIerofllnlno and
The micrographic imeges on this film are accurate reproductions of records dollvorc:ﬁt::“ Hoczr PRI e mloml o otk v

¢ business. The photographic process mests st
m::;'5?-%?&1’%&-1?1&"%?:«: 1f the m:ehd Ino?‘mx ts less Legible than this Kotfce, it s due to the quality of the

documnt being #1ined. :z C A @,0 *Z‘)/ﬁul M{%ﬁ__ CJ

ator’s Signature




®

Y Y LRI

Page 5
House Industry, Business and Labor Committee f
Bill/Resolution Number 1260 |

m Hearing Date February 3, 2003

Rep. Zalser: 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.

Chair Kelser reminded the committee that loss ratios are different from insurance scoring,
Keiser then asked how scoring has improved the ability to underwrite and if we know who is
benefiting from the scoring and who is being hurt. Ward replied that scoring is just another tool
to be more informed. They can also use credit to write risks they normally would not have

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

have claims,
Dennis Prindiville responded to eartier questions. Said that more insured people receive

AT s e i AT

discounts than not. Hopes that if people have a low credit score they will clean their credit up.
Rep. Kasper 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 ot they don’t. They do not raise 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.
Chair Kelser Closed hearing on HB 1260
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2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. 1260

House Industry, Business and Labor Committee

‘ Q Conterence Committee

Hearing Date February 11, 2003
Tape Number Side A Side B Meter #
1 X 3039-end

Committee Clerk Mﬁﬁ%ﬁ)@k R;gg ,(.1/\_»

Minutes: Chair Kelser: Opened discussion on HB 1260, 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.

Rep. Kasper: 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 committee to look at the issue. Rep.

Kasper 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 entirely or just “solely.” Rep. Severson replied that he
sees this as prohibiting from using the credit score as the “sole” reason to deny insurance.

Rep, Thorpe: A friend of his daughter had her insurance double because of credit scoting after a

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

e i s

Rep. Kasper: Clarified that they can not use credit scoring for renewal policies.
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Page 2 :
House Industry, Business and Labor Committee ;]
Bill/Resolution Number 1260 5
i{earing Date February 11, 2003 |

Rep. Keiser: Reminded the committee that you are just spreading risk to the other policy
holders,

Rep, Ekstrom: Likes this bill because you can't use credit scoring as the sole reason. This gives
the citizens recourse,

Rep. Severson: 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 “short” amendment).
Rep. Kasper seconded. Voice vote. Amendments adopted.

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

information. 3
Rep. 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,
Rep. Ksaper: Does not see where they can not give a positive credit rating.

Rep. Severson moved DP as amended. Rep. Zaiser seconded.
Vote: 10 Yes 4 No 0 Absent and not voting Carrier: Severson
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PROPOSED AMENDMENTS TO HOUSE BILL NO. 1260
Page 3, remove lines 5, 6 and 7

Page 3, line 23, remove “ninety” and insert “one hundred twenty”

o
R A i e i

y
M

B
o
i

AR epA b SIS Tt B RRI AL SR ENAR Y FC A VLY 7 M e R Y R,

The micrographic images on this f{lm are sccurate reproductions of records delivered to Modern Information Systems fol;-iicréflluino and
were #ilmed tn the regular course of business. The photographic process meets stendards of the Amerfcen Natienel Stendards Institute
(NIS1) :o&:reh:val microftim. WNOTICE: 1f the filmed {mego sbove is less Legible than this Notfee, ft {s due to the quality of the
documen g

fimed. MQ_.L J




AMENDMENTS TO HB 1260

Page 2, line 18, remove “condominium owners, tenants,”

Page 2, remove lines 22 through 25

Page 2, line 28, replace “risks may” with “risks, shall”

Page 2, line 30, remove “age, occupation,”

Page 3, line 9, remove “or in the absence of a credit report,”

Page 3, line 12, after “Consider” insert “an absence of credit information or”
Page 3, lines 15 through 16, replace “the inability to calculate a score relates to
;gcr:r;aesl:g L:i;l:.\:or the insurer” with “such an absence or inability relates to the risk
Page 4, line 16, aftar “for" insert “underwriting or rating"

Page 5, remove lines 7 through 12

< , A Page 5, line 28, replace ‘must” with “shall”

| Page 5, line 28, replace “application” with “applicant”

Page 6, line 29, replace “confidential” with “trade secret under chapter 47-25.1 of
the North Dakota Century Code” A

Page 7, line 1, after “Iinformation” insert “and/”
Page 7, line 10, after “includes” insert *, but is not iimited to,”

P:\Choflsnd\Legisiature 2003Amendments fo HB 1260 - shorler.doc
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30507,0101 Adopted by the Industry, Business and Labor r
Titie.0200 Commiion " 2l 2|02
. February 12, 2003 >
lb
BOUSE ' AMENDMENTS TO HOUSE BILLNO. 1260 IBL  2-13-03 z
.Page 2, line 18, remove “"condominium owners, tenants,” {

Page 2, remove lines 22 through 26
Page 2, line 27, remove "1."
Page 2, line 29, replace "a." with "1.”
Page 2, line 30, remove "age, occupation,”
HOUSE AMENDMENTS TO HB 1260 IBL  2-13-03
Page 3, line 1, replace "b." with "2."
Page 3, line 4, replace "subsection” with "section"
Page 3, remove lines 5 through 7
Page 3, line 8, replace "d.” with *3."

Page 3, line 9, remove "or in the absence of a credit report,”

Page 3, line 12, replace "e.” with "4." and after "Consider" Insert "an absence of credit
: information or*

Page 3, line 14, replace *(1)" with "a."

Page 3ﬂne: 15, replace "the inability to” with "such an absence or inability relates to the risk for
e insurer,”

Page 3, remove line 16

Page 3, line 17, replace “(2)" with "b."

Page 3, line 19, replace “(3)" with “c.”

Page 3, line 21, replace "t." with "5."

Page 3, line 23, replace "ninety” with "one hundred twenty”
Page 3, line 25, replace "g." with "6."

Page 3, line 28, replace "subsection” with "section"

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

HOUSE AMENDMENTS TO HB 1260 IBL  2-13-03 i
Page 4, line 3, replace “(2)* with "b." %
Page 4, line 6, raplace *(3)" with *c.” ‘
Page No. 1 30507.0101
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HOUSE AMENDMENTS TO EB 1260 IBL
Page 4, line 7, replace "paragraph 1" with "subdivision a"
Page 4, line 8, replace "(a)" with *(1)"
Pag» 4, line 10, replace "(b)" with *(2)"
Page 4, line 14, replace “(c)" with *(3)"
Page 4, line 18, after “for" insert “underwriting or rating"
Page 4, line 18, replace "(d)" with “(4)"
Page 4, line 21, replace "h." with *7.”

.Page 4, line 24, replace "(1)" with "a."

Page 4, line 26, replace "(2)" with *b."
Page 4, line 28, replace "(3)" with "c.”
Page 4, line 30, replace “(4)" with *d.”
NOUSE AMEMDMENTS TO HB 1260 IBL
Page 5, line 3, replace "(5)" with "e.”
Page 5, remove lines 7 through 12
Page 5, line 28, replace the second "application” with "applicant”

%

BOUSE AMENDMENTS TO HB 1260 IBL

2-13-03 Lo -

2~13-03

2-13-03

Page 6, line 29, replace "confidential” with *a trade secret under chapter 47-25.1"

Renumber accordingly
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2003 HOUSE STANDING COMMITTEE ROLL C
ALL VOTES
BILI/RESOLUTION NO. ) (5 |

House _INDUSTRY BUSINESS & LABOR

Date: 2/ /03
Roll Call Vote #: |

Committee
D Check here for Conference Committee
Legislative Council Amendment Number
ActionTaken P o M&Nigd.
Motion Made By __ MLUYANOT Seconded By 7 UALL
R ta '
épdzen tives Yes go — Representatives Yes | No
Vice-Chair Severson v Ekstrom g
'l?olch V| Thorpe v
’_ Froseth Y’ | Zaiser /.
' ! Kasper v
" NKlein | v
Nottestad v
Ruby v,
Tieman VA
Total  (Yes) l O No L

Absent ,D/

Floor Assignment c% LAY

If the vote is on an amendment, Uriefly indicate intent:
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| REPORT OF STANDING COMMITTEE (410) Module No: HR-28-2536 i
February 13, 2003 9:12 a.m. Carrler: Severson
Ineert LC: 30607.0101  Title: .0200 L
REPORT OF STANDING COMMITTEE

£ HB 1260: lndm, Business and Labor Committee (Rep. Kelser, Chalrman)
. recom s AMENDMENTS AS FOLLOWS and when so amended, recommends
DO PASS (10 YEAS, 4 NAYS, 0 ABSENT AND NOT VOTING). HB 1260 was placed

on the Sixth order on the calendar.

Page 2, line 18, remove “"condominium owners, tenants,*

Page 2, remove lines 22 through 25

Page 2, line 27, remove "1."

Page 2, line 29, replace "a." with "1."

Page 2, line 30, remove “age, occupation,*

Page 3, line 1, replace “b." with "2."

Page 3, line 4, replace "subsection® with "section"

Page 3, remove lines 5 through 7

Page 3, line 8, replace "d." with "3.”

Page 3, line 9, remove "or in the absence of a credit report,”

Page 3, line 12, replace “e." with "4." and after “Conslder" insert "an absence of credit

;’ ) information or"

Page 3, line 14, replace "(1)" with *a.”

Pags 3, til:nel 15, replace “the inability to* with “such an absence or inability relates to the risk for
e Insurer.”

AT o 1T i

Page 3, remove line 16

Page 3, line 17, replace *(2)" with *b."

Page 3, line 19, replace "(3)" with “c."

Page 3, line 21, replace *." with *5."

Page 3, line 23, replace “ninety” with “one hundred twenty"
Page 3, line 26, replace "g." with "6."

! Page 3, line 7¢ replace “subsection” with “section"
| Page 3, fine 29, replace *(1)" with *a."
Page 4, line 3, replace "(2)" with “b.”
e Page 4, line 6, replace *(3)" with "o."
- J Page 4, line 7, replace "paragraph 1" with “subdivision a"

Page 4, line 8, replace "(a)" with “(1)"
(2) DESK, (3) COMM Page No. 1 HR-28-2536
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REPORT OF STANDING COMMITTEE (410) Module No: HR-28-2836
February 13,2003 9:12 a.m. Carrier: Severson
insert LC: 30507.0101 Title: .0200
7Y Pages4, line 10, repiace (b)" with *(2)"
. Page 4, line 14, replace *(c)* with *(3)"
Page 4, line 16, after *for* insert "underwriting or rating"
Page 4, fine 18, replace "(d)" with “(4)"
Page 4, line 21, replace *h.” with *7."
Page 4, line 24, replace "(1)" with "a."
Page 4, line 26, replace "(2)" with "b."
Page 4, line 28, replace “(3)" with “c.”
Page 4, line 30, replace "(4)" with "d."
Page 6, line 3, replace "(5)" with “e."
Page 5, removae lines 7 through 12
Page 5, line 28, replace the second “application” with “applicant”
Page 6, line 29, replace "confidential* with “a trade secret under chapter 47-26.1"
/_\ Renumber accordingly
~

(2) DESK, (3) COMM Page No. 2 HR-26-2530
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2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. 1260
Senate Industry, Business and Labor Committee
Q Conference Committee
Hearing Date 03-17-03

Tape Number Side A Side B Meter #

2 XXXXX 1960-4666

Committee Clerk SM%MLMM

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

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

Testimony in support of HB 1260

Charles Johnson, General Counsel for the North Dakota Insurance Department, introduced the
bill. See written testimony.

Representative Koppelman, District 13, spoke in support as well. See written testimony.,
Senator Mutch: 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 am not sure what they all were.
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Page 2

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

Hearing Date oa-z_fos

Senator Klein: It"s interesting but there is a relation between poor credit and a poor history on
the amount of claims someone has. Thete are cases like with an older person who has always
paid cash and doesn’t have credit. National companies are coming up with this credit
information,

Senator Espegard: 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 ofY.
Senator Espegard: Wouldn't this just about get rid of the scoring factor in insurance? Who
would do this?

Rep. Koppelman: The bill prohibits solely using credit in underwriting score. That doesn’t
eliminate consideration of a credit score. Also it is the least onerous way to address the issue,
Senator Mutch: Why shouldn’t the insurance company be able to decide if they want to
discontinue doing business for any reason?

Charies Johnson: I think what we are seeing hete is a national trend. The decision should be
based on the consistency of the customer, not a category or group that they fall into,

Senator Espegard: In this particular case, couldn’t they rate it because of too much debt, credit
score, etc.?

Charles Johnson: Yes, certainly. There wouid have to be underwriting guidelines, He then
proposes amendments. See attached,

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

There was no opposition to the bill.

The hearing was closed. No action was taken.
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2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO, 1260
Senate Industry, Business and Labor Committee

Q Conference Committee

Hearing Date 03-24-03 ' i
Tape Number Sido A Side B Moter # ’[
1 XXXXX 3590-end -

Committee Clerk Signature MMQM
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 Espegard: Credit scoring is confusing, You can get a bad credit score because you went
to buy a new car and they sent it to 5 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 Klein moved a DO PASS. Senator Krebsbach seconded.

Roll Call Vote: 7 yes. 0 no. 0 absent
Carrier: Senator Klein
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Senator Klein
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Testimony in Support of H.B. 1260 As Amended

Good morning Mr, Chairman and members of the Industry, Business &
Labor Committee. I am Joel Gilbertson, an attorney 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 é“,i
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 unsupportcd.

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.

et e s £ jiate e

In addition, the federal Equal Credit Opportunity Act, which insures that
all consumers are given an equal chance to obtain credit, probibits
specific factors from being included in a credit report and credit score.
Included are one income level, address, ethnicity, religion, age and
marital status, among other factors. Th: Insurance Commissioner is able
to monitor insurer practices through market conduct surveys 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 ¢ 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 carriers 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
cust burden to smaller insurers dependent on batch ordering. “Batch

~~,  ordering,” simply put, means that they order a large amount at one time. J

8o, for example, instead of buying scores for all of their business

renewing over the next 120 days (3 times per year), they would have to
order four times per year. Frankly, this is not a large amount of costs for
some companies, but for some of the smaller companies, and many of
them are doirig business in North Dakota, it is significant.

a2 WO

The concern, here, is to work with relatively current information. 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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NORTH DAKOTA HOUSE

STATE CAPITOL
600 EAST BOULEVARD
BISMARCK, ND 58505-0360
il
513 First Averue NW
Weet Fargo, ND 58078-1101
Idkoppeim @ state.nc\.ue

Testimony on House Bill 1260

Good Moming, Mr. Chairman and Members of the House Industry, Business and Labor

Committee. For your record, | am Representstive Kim Koppelman and I represent District 13,
whick consists of most of the city of West Fargo and & small surrounding rural area.,

;‘ In the course of our legislative duties, we periodically discover issues which are of concem to our

| constituents or examples of how they've been harmed. Sometimes, these stem from fundamental

r unfaimees or practices which clearly need w be modified. For the past few years, I have heard
such concerns and investigated such complaints with regard to insurance underwriting which
relies heavily or solely upon credit scores.

My constituents have reported cases in which someone who is an excellent insurance risk, based
| upon traditional underwriting criteria, such as claims history and premium payment record, has
been denied coverage or been asked to pay a much higher premium that would normally be
required. The reason? A less than perfect credit score. -

While it may be true that insurance companies can draw statistical corollaries between credit
| history and insurance risk, I believe that most reasonable people would conclude that it is
_i inappropriate to punish an otherwise good insurance customer with a good insurance history,
i solely or predominantly based upon such information.

I first became concerned about this issue approximately (hree years ago and a bill addressing it
was introduced last session, without success. During the interim, however, I have worked with
Insurance Commissioner Poolman on the issue and, in cooperation with his office and with the
benefit of the research his staff has conducted, I have introduced the bill before you.

While it is not our intent to deny the insurance industry the use of important information, it is
clear that there must be limits on the weight placed on such information and that consumers who
are good insurance risks must not be denied coverage or forced to pay exorbitant rates only
because they may have experienced credit challenges or recently applied for credit.

/"“‘\»

| Mr. Chairman and members of the committee, I urge your favorable consideration of House Bill
1260. While I would encourage you to hold your more technical questions for the representative
of the Insurance Commissioner's office who will testify, I would be happy to answer any general

questions you may bave,
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HOUSE BILL NO. 1260

Presented by: Larry Maslowski
Senior Property and Casuaity Analyst
North Dakota insurance Department

Before: Industry, Business and Labor Committee
Representative George Keiser, Chalrman
Date: 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. | stand before you today to introduce House Bill

No. 1260,

The use of a consumer’s credit score based upon their credit report in the underwriting and
rating of personal lines insurance products is a controversial issue. In 2002 the
Department held a hearing to gather input into the matter. The iridustry 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 fail to understand how their credit
score relates to auto or homeowner claims. Agents have difficulty addressing consumers’
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 bill is primarily based upon a recently
enacted model act by the National Conference of Insurance Legisiatures (NCOIL) with
some modification by the Department. The most significant change Is directed at how
companies treat a “no hit" file and a “thin file", which will be described in more detall later.
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This bill does not prohibit the use of credit scores. It does, however, attempt to provide
consumer protections in the form of disclosure requirements for both applications and
adverse decisions, as well as procedural limitations for the industry in certain instances.

26.1-25.1-01 - Scope. The section limits the new chapter to the use of credit scores in
personal Insurance only, not commercial insurance. This includes use in private passenger
automobile, homeowners, motorcycle, mobile home owners, condominium owners,
tenants, and noncommercial dwelling fire policies.

26.1-25,1-02 - 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 affillated insurers. This definition would
treat the placement of a consumer's account in an affiliated 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 statistically or
actuarially the difference in tiers even between sister companles.

Please note the definition for “adverse action”, definition No. 1, as this is used often in the
bill and this testimony. It means “a denial or canceiiation 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.”

6.1-25.103 - Use of Credit Information. The section sets out the following activities as
those that ara prohibited by companies in the use of credit information:

1. Prohibits use of iIncome, gender, address, zip code, ethnic group, religion,
marital status, age, occupation, or nationality of the consumer as a factor in
determining an insurance/credit score. The Department did modify the

NCOIL model to add “age” as a factor.

2, Prohibits a company from denying, canceling, or non-renewing a policy solely
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on the basls of an Insurance score without considering other underwriting
factors.

Prohibits a company from basing a consumer's renawal rate solely on the
basis of an insurance score without considering other underwriting factors.

Prohibits a company from making an adverse deacision based solely on the
fact a consumer has no credit report (a no hit) without considering other

underwriting factors.

Prohibits a company from denying or canceling or nonrenewing a policy
based on the inability to calculate a score (a thin file) unless the company
has filed statistical 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 combined the “no hit" and “thin file” in this
section. The Department's modification was to separate the “no hit” into No.
4 making a more stringent limitation on the use of “no hits".

Prohibit a company from taking an adverse action based upon the use of
credit reports over 90 days old at the time of use.

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. The company may order current credit information on any renewal
within 36 months if consistent with underwriting guidelines.

c. The requirement of a company to obtain current credit information as
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indicated in subdivision a, Is negated if:

(1) The company Is approved to treat the consuimer in a specific
manner.

|
(2)  The consumer is in the most favorably priced tier of a group 2
(unless underwriting guidelines permit), ’

H

(3) The company did not use credit information on the initial
application (unless underwriting guidelines permit).

(4) The company reevaluates within 36 inonths based upon other
underwriting or rating factors and does not use credit

information.

N 8. Prohibits a company from using the following as a negative factor in :
insurance scoring:

a.  Credit inquiries not initiated by the consumer or inquires by a
consumer for thelr own information,

b. Credit inquiries for insurance coverage purposes.
c. Collection accounts basad upon medical industry codes.

d. Multiple lender inquirles from horme mortgage industry within 30 days

of one another.

e. Multiple lender inquiries from automobile lending industry within 30
days of one another.

| ‘-") 9. Prohiblt a company from using an insurance score to determine eligibility for

4
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a payment plan. Note: The insurance score is not the same score a lender
may get for determining loan eligibllity 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

eligibility.

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

or factors within the first 60 days of an application.

26.1:25.1-04 - Dispute Resolution and Error Correction, If a consumer under the

federal Fair Credit Reporting Act has had errors corrected in the consumer's credit report,
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 policyholder has overpaid, the company
is required to refund any overpayment made within the last 12 months.

26.1-25.1-05 - Initial Notification. This section requires that a company (or its agent)

disclose to the consumer when applying for insurance that credJit information will be used
inthe process. A specific statementis provided for companies to use which will be deemed

to comply with the notification requirement if used.

25.1-06 - Adv. i tification. 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 tall someone the adverse action “is a result of
something In your credit repoi., please contact the credit bureau". 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 evaliiating their credit

report.
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26.1-26,1-07 - Filing, This section requires insurance companies to file the model
(formula) used to calculate an insurance score and supporting documentation. The filing

of the model is confidential.

26.1-28.1-08 - indemnification, This section requires insurance companies to indemnify,
defend, and hold harmless agents from llabiity in the use of credit information.

B,1-25.1-09 - Sale of Policy Term Information by Consumer Reporting Agency. This
section prohibits a credit reporting agency from providing or gelling information obtained
irr 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 clients. The prohibition does not apply to information from a
claims history or motor vehicle report.

26.1-25.1-10 - Severability, This section links the statute to the Fair Credit Reporting Act
in the case of future changes that might make specific sections invalid.

26.1-25.1-11 - Effective Date. This section sets out a future compliance date to allow time
for industry to make appropriate systems revisions and filing to nine months after August 1,

2003.
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\—-" Larry Maslowskl, our Senior Property and Casualty Analyst, who Is not able to be here.

ENGROSSED HOUSE BILL NO, 1260

M

Presented by: Charles E. Johnson ‘
General Counsel
North Dakota Insurance Department

Before: Senate Industry, Business and Labor Committee
Senator Duane Mutch, Chalrman
Data: March 17, 2003
]
TESTIMONY

Mr. Chalrman and members of the committee:

A e ¢ St o

Good moming, my name is Charles Johnson, General Counsel with the North Dakota
Insurance Department. | appear here today to introduce Engrossed House Bill No. 1260.
TN It has been amended somewhat in the House. | appear here today as a subsitute for

The use of a consumer's credit score in the underwriting and rating of personal lines
insurance products is a controversial issue. A credit score is based on a consumer's credit
report. In 2002 the Department held a hearing to gather input into the use of credit 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 fail to understand how thelr 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

aigorithm is kept secret by the company.

B e T

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 is 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
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form of disclosure requirements relating to applications and adverse insurance decisions.
Italso provides procedural limitations for the use of credit scores by the insurance industry,

26.1-25.1-01 - Scope, The section limits the use of credit scores in personal insurance
only, not commercial Insurance. Personal insurance includes private passenger
automoblie, homeowners, motorcycle, mobile home owners, and noncommercial dwelling

{

fire policies.

26.1-28.1-02 - Definitions. The section sets out the dofinitions 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 denlal or cancellation of, an increase in any charge |

ior, or a reduction or other adverse or unfavorable change in the terms of coverage or j

amount of, any insurance, existing or applied for, in connection with the underwriting of ‘
{

personal Insurance.”

77 264-251-03 - Use of Credit Information. The section:

1. Prohibits use of income, gender, address, zip code, ethnic group, religion,
marital status, or nationality of the consumer as a factor in determining an

insurance/credit score.

2, Prohibits a company from denying, canceling, or non-renewing a policy solely
on the basis of an insurance score without considering other underwriting

factors.

3. Prohibits a company from making an adverse decision based solely on the
fact a consumer does not have a crec't card account without considering

other underwriting factors.

Prohibits a company from denying or canceling or nonrenewing a policy
based on the inabllity to calculate a score (a thin file) or the absence of credit
information (a no hit) unless the company has filed statistical documentation

4.
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with the Commissioner and has recelved 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.

e}

Prohibit a company frqm 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.  The company may order current credit information on any renewal
within 36 months If it is consistent with underwriting guidelines.

c. The requirement of a company to abtain curvent credit information if
requesied 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) Theconsumeris already in the most favorably priced rating tier
(unless underwriting guidelines permit).

(3) The company did not use credit information on the initial
application (unless underwriting guidelines permit).
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(4) The company reevaluates within 36 moiths based upon other
underwriting or rating faclors and does not use credit

information.

7. Prohibits a company from using the following as a negative factor In
insurance scoring:

a.  Credit inquiries not initlated by the consumer or inquiries by a
consumer for their own information.

b. Credit Inquiries for insurance coverage purposes.
c. Collection accounts based upon medical industry codes.

d. Multiple lender inquiries from home mortgage indus'ry within 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 score within the first 60 days of an

application as provided for in Title 26.1.

25.1-04 - _ olution and E orrection, If a company uses a credit

score and 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 policyholder has overpald, the company is required to refund any
overpayment made within the last 12 months.
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26.1-25.1-05 - Initial Notification, This section requires that a company (or its agent)

disclose to the consumer when applying for insurance that credit information will be used
in the process. The bill provides specific language for companies to use which Is deemed
to comply with the notification requirement !f used.

26.1-25.1-06 - Adverse Action Notification, 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 “is a result of something in your credit report; please contact
the credit bureau”. The bill requires that the company list up to four reasons
for the adverse action. This requirement will give the consumer the specific
reasons to look for and work on when evaluating the credit report.

PR

26.1-25.1-07 - Fillng. 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. ;

26.1-25.1-08 - Indemnification. This section requires insurance companies to indemnify,

defend, and hold an agent harmless from liablility resulting from the use of credit
information.

4.25.1-09 - Sale of Policy 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

Q ) between the credit reporting agency and the insurance company requesting information
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about its own clients. The prohibition does not apply to information from a claims history

r or motor vehicle report.
26.1:256.1-10 - Severabllity. This section links the statute to the Fair Credit Reporting Act
in the case of future changes that might make specific sections invalid.
26.1-28.1-11 - Effective Date, 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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