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Representative Lisa Miurkowski, Chair
Representative Andrew Hal cro, Vice Chair
Representati ve Kevin Meyer
Representati ve Pete Kott

Represent ati ve Nor man Rokeberg
Representative Harry Crawford
Representati ve Joe Hayes

VEVMBERS ABSENT
Al l nmenbers present
COW TTEE CALENDAR

CS FOR SENATE BILL NO 220(L&C)
"An Act relating to the scope of practice authorized under a
| icense to practice hairdressing.”

- MOVED CSSB 220(L&C) OQUT OF COW TTEE

HOUSE BI LL NO. 395

"An Act prohibiting discrimnation by credit rating or credit
scoring in insurance rates; and providing for an effective
date."

- HEARD AND HELD
PREVI QUS ACTI ON
BILL: SB 220

SHORT TI TLE: SCOPE OF PRACTI CE OF HAI RDRESSI NG
SPONSOR(S): SENATOR(S) GREEN

Jrn-Date Jr n- Page Acti on

05/ 02/ 01 1435 (S) READ THE FI RST TI ME -
REFERRALS

05/ 02/ 01 1435 (S) L&C

03/ 14/ 02 (S L&C AT 1:30 PM BELTZ 211

03/ 14/ 02 (S) Heard & Held

03/ 14/ 02 (S) M NUTE( L&C)
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03/ 26/ 02 (S) L&C AT 1:30 PM BELTZ 211

03/ 26/ 02 (S) Moved CSSB 220(L&C) CQut of
Comm ttee

03/ 26/ 02 (S M NUTE( L&C)

03/ 27/ 02 2534 (S) L&C RPT CS 4DP SAME TI TLE

03/ 27/ 02 2534 (9 DP: STEVENS, AUSTERMAN,
DAVI S,

03/ 27/ 02 2534 (S) TORGERSON

03/ 27/ 02 2534 (S FN1: ZERQ( CED)

04/ 03/ 02 2609 (S RULES TO CALENDAR 4/ 3/ 02

04/ 03/ 02 2610 (S) READ THE SECOND TI ME

04/ 03/ 02 2611 (S L&C CS ADOPTED UNAN CONSENT

04/ 03/ 02 2611 (S) ADVANCED TO THI RD READI NG
UNAN CONSENT

04/ 03/ 02 2611 (S READ THE THI RD Tl ME CSSB
220( L&O)

04/ 03/ 02 2611 (S) PASSED Y19 N- E1

04/ 03/ 02 2619 (S TRANSM TTED TO (H)

04/ 03/ 02 2619 (S) VERSI ON: CSSB 220( L&C)

04/ 03/ 02 (9 RLS AT 10: 30 AM FAHRENKAMP
203

04/ 03/ 02 (S) M NUTE( RLS)

04/ 04/ 02 2793 (H READ THE FI RST TI ME -
REFERRALS

04/ 04/ 02 2793 (H) L&C

04/ 19/ 02 (H) L&C AT 3:15 PM CAPI TOL 17

Bl LL: HB 395

SHORT TI TLE: | NSURANCE DI SCRI M NATI ON BY CREDI T RATI NG
SPONSOR( S): REPRESENTATI VE( S) CRAWFORD

Jrn-Date Jrn- Page Action

02/ 08/ 02 2183 (H READ THE FI RST TI ME -
REFERRALS

02/ 08/ 02 2183 (H L&C

02/ 08/ 02 2183 (H REFERRED TO LABOR & COWVMERCE

03/ 06/ 02 (H L&C AT 3:15 PM CAPI TOL 17

03/ 06/ 02 (H Heard & Held

03/ 06/ 02 (H M NUTE( L&C)

04/ 19/ 02 (H L&C AT 3:15 PM CAPI TOL 17

W TNESS REG STER

GERALDI NE Mcl NTOSH, St af f
to Senator Lyda G een

Al aska State Legislature
Capi tol Building, Room 125
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Juneau, Al aska 99801
POSI TI ON STATEMENT: Testified on behalf of the sponsor of SB
220, Senator Lyda G een.

CATHERI NE REARDON, Director

D vision of Cccupational Licensing

Departnent of Comrunity & Econom c Devel opnent
PO Box 110806

Juneau, Al aska 99811-0806

PCSI TI ON STATEMENT:

VANNA PETERSQON, Owner

The Hair Loft

236 Lincoln Street, Nunber 105

Sitka, Al aska 99835

POSI TI ON STATEMENT: Testified in support of [CSSB 220(L&C)].

DEBRA RI GDON

3201 Hal i but Poi nt Road, Nunber 5

Sitka, Al aska 99835

POSI TI ON STATEMENT: Testified in support of [CSSB 220(L&C)].

SANDY GUGGENBI CKLER

815 Lake Street

Sitka, Al aska 99835

POSI TI ON STATEMENT: Testified in support of [CSSB 220(L&C)].

STASHEA STRELAW

P. O Box 6013

Sitka, Al aska 99835

POSI TI ON STATEMENT: Testified in support of [CSSB 220(L&C)].

CECI LI A RI DGE

P. 0. Box 6228

Sitka, Al aska 99835

POSI TI ON STATEMENT: Testified in support of [CSSB 220(L&C)].

DAVE D AMATO, Staff

to Representative Harry Crawford

Al aska State Legislature

Capi tol Building, Room 426

Juneau, Al aska 99801

POSI TI ON STATEMENT: Answered questions related to Version L of
HB 395.

DAVI D McCARTER
857 Faultline Drive
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North Pol e, Al aska 99705
POSI TI ON STATEMENT: Rel ated his preference for the Senate Bill
that specified that no credit profiling woul d be done.

DAVI D VALDEZ

658 Fairbanks Street

Fai r banks, Al aska 99709

POSI TI ON STATEMENT: Testified that [Version L] is better than
[the gutted Senate Bill].

TARA DRENNON

PO Box 81294

Fai r banks, Al aska 99708

POSI TI ON STATEMENT: Expressed concern with regard to the |ack
of provisions in HB 395 for the victins of identity theft.

LI Z OFELT

PO Box 750148

Fai r banks, Al aska 99708

POSI TI ON STATEMENT:  Provided comments from her perspective as a
I nsurance agent.

STEVE CONN, Executive Director

Al aska Public Interest Research G oup

PO Box 101093

Anchor age, Al aska 99503

POSI TI ON  STATEMENT: Characterized CSHB 395 [Version L] as a
conprom se.

MARK NEI HAUS

Progressive | nsurance

(No address provided)

POSI TI ON  STATEMENT: Di scussed how Progressive |nsurance uses
credit scoring, and suggested changes to CSHB 395 [Version L].

M KE HAROLD, Northwest Regi onal Manager

Nat i onal Associ ati on of | ndependent Insurers

(No address provi ded)

POSI TI ON STATEMENT: Rel ated his belief that CSHB 395, Version
L, has a nunber of problens.

ELI ZABETH MOCERI, Regi onal Counsel

Al | state I nsurance Conpany

(No address provi ded)

POSI TI ON STATEMENT: Expressed concerns with CSHB 395, Version
L.
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DEE HUBBARD

(No address provi ded)

POSI TI ON STATEMENT: Testified in support of CSHB 395, Version
L.

ACTI ON NARRATI VE

TAPE 02-60, SIDE A
Nunmber 0001

CHAIR LISA MJRKOMNSKI called the House Labor and Commerce
St andi ng Comm ttee neeting to or der at 3: 20 p. m
Representatives Miurkowski, Halcro, Myer, and Crawford were
present at the call to order. Representatives Kott, Rokeberg,
and Hayes arrived as the neeting was in progress.

SB 220- SCOPE OF PRACTI CE OF HAlI RDRESSI NG

CHAI R MJURKOWBKI announced that the first order of business would
be CS FOR SENATE BILL NO. 220(L&C) "An Act relating to the scope
of practice authorized under a license to practice hairdressing”

Nunmber 0075

GERALDI NE  McINTCSH, Staff to Senator Lyda Geen, Alaska State
Legislature, testified on behalf of the sponsor of SB 220,
Senat or Lyda G een. Ms. Mclintosh read the sponsor statenent as
fol |l ows:

Commttee Substitute for Senate Bill 220(L&C) anends
Al aska Statute 08.13[.170(f)], authorizing the Board
of Barbers and Hairdressers to issue a hairdressing

license that includes the tenporary renoval of
superfluous hair on the face and neck and the
application of basic make-up. These services are

typically assumed to be avail able from a hairdresser

The renoval of unwanted hair by neans of hair waxing
and the application of basic nake-up are services that
hai rdressers shoul d be al | oned to practi ce.
Hai rdressers are trained and tested in these areas and
have al ways performed these services. Both waxing and
basi ¢ nake-up are a part of the curriculumrequired to
graduate; by statute, current training required for a
hai rdressing license is 1,650 hours. I ncluded in the
1,650 hours are 15 practical operations of eyebrow
arching and hair renoval by nmeans of waxing, [tweezing
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and the use of depilatories] and 15 basic nmake-up

applications, including [skin analysis, conplete and
corrective nake-up and] the application of false
eyel ashes (12 ACC 09.160). Al t hough the curricul um

requires that they perform these operations during the
i nstructional phase, once they are I|icensed, Al aska
state law prohibits them from performng these
services for their clients.

| respectfully request your support of CSSB 220(L&C)
allowing trained professionals to continue a practice
that they are fully qualified to do.

CHAI R MURKOWBKI surmised that the intention was to include the
practice of the renoval of excessive hair and waxing [under the
hai rdresser's license] since it's included in the training. She
inquired as to why the renoval of excess hair and waxing wasn't
i ncl uded [under the hairdresser's |icense].

VS. McINTOSH related her belief that the board wanted
hairdressers to be prepared if they noved out of state and

wanted to becone |icensed. She said that she was a little
unsure as to why it wasn't included in the |license for
hai r dr essi ng. In further response to Chair Mirkowski, M.

Mclntosh informed the conmittee that this issue cane to |ight
after Senator Geen's office received a petition with 500
signatures from hairdressers and others. It was brought to the
hai rdressers’ attention that they weren't licensed to perform
these services and thus the hairdressers had to discontinue
provi di ng these services. She clarified that hairdressers that
aren't also a |licensed aesthetician can't do waxi ng.

REPRESENTATI VE CRAWFORD asked if this |egislation would harmthe
| i censed aesthetician's industry.

IVB. McI NTOSH deferred to the Division of CQccupati ona
Li censing's representative.

Number 0377

CATHERI NE REARDON, Director, Division of QOccupational Licensing,
Department of Community & Econom c Devel opnent (DCED), answered
that she didn't believe this Ilegislation wuld hurt the
aest heti ci ans. She didn't recall any aestheticians testifying
against this mniml sharing of [services], which she suspected
was because npst aestheticians seem to center their businesses
around facials and other such skin care services. Furt her nore,
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there probably hasn't been opposition to this Dbecause
hai rdressers have al ways believed that they coul d perform waxi ng
servi ces. Ms. Reardon indicated that this came to |ight when
the division sent out a general advisory to a profession in
whi ch the profession is rem nded of the types of things that the
profession can't do, such as that hairdressers can't perform
waxi ng and hair renoval. She didn't envision this as a change
in the distribution of work but rather a legalization of current
practices. She noted that the Board of Barbers and Hairdressers
supports this | egislation.

CHAIR MJURKOWBKI turned to Section 1 of the legislation and

related her wunderstanding that a |icensed barber wouldn't be
abl e to perform any waxing.

M5. REARDON agreed. In further response to Chair Murkowski, M.

Reardon explained that "limted esthetics" refers to "(A
tenporary renoval of superfluous hair on the face or neck,
i ncluding eyebrow arching by use of wax". She said that the
af orenenti oned | anguage would probably include tweezing. She
specified that the nethod of hair renoval [allowed would be
based] on whether it was tenporary renoval. She related her

belief that electrolysis is marketed as permanent hair renoval.
In regard to the new developnments in skin care, M. Reardon
suggested that it mght be worth revisiting the aesthetician
statutes.

Nunber 0818

VANNA  PETERSQN, Owner , The Hai r Loft, testified Vi a
t el econf erence. Ms. Peterson informed the commttee that she
holds a cosnetology license from the State of Kansas and
hai rdressing license fromthe State of Al aska. She pointed out
that for both of those I|icenses, she was required to study
facial procedures, including waxing, skin care, and anatony.
Ms. Peterson related that she should have the right to perform
what she was trained to perform during her education. Ms.

Pet erson noted her support of [CSSB 220(L&C)].
Nunmber 0944

DEBRA RI GDON testified via tel econference. She noted that she
has a [hairdressing] |icense from another state and is currently

working on her license in Alaska. She said she didn't
appreciate having the ability to wax being taken away from
hai rdressers and now having to work to get it back. She

expressed the need to pass [CSSB 220(L&C)] .
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Number 1004

SANDY GUGGENBI CKLER testified via teleconference and inforned
the commttee that she holds a hairdressing |license from Al aska
and anot her state. Ms. (Quggenbi ckl er announced her support of
SB 220.

STASHEA STRELAW testified via tel econference in support of [CSSB
220(L&O) ] .

CECILIA RIDGE testified via tel econference. She echoed earlier
testimony with regard to her education including waxing and
make-up applications. Ms. Ridge stated her support of [CSSB
220(L&O) ] . In response to Chair Mirkowski, M. R dge explained
that the waxing had to be perforned on other students in the
cl ass; the waxing training was extensive, she said.

Number 1160

REPRESENTATI VE HALCRO noved to report CSSB 220(L&C) out of
commttee with individual recomendations and the acconpanying
fiscal note. There being no objection, CSSB 220(L&C) was
reported out of the House Labor and Comrerce Standing Committee.

HB 395- 1 NSURANCE DI SCRI M NATI ON BY CREDI T RATI NG

CHAIR MJURKOWSKI  announced that the next item before the
commttee would be HOUSE BILL NO 395, "An Act prohibiting
discrimnation by credit rating or credit scoring in insurance
rates; and providing for an effective date.”

Number 1208

REPRESENTATI VE HALCRO noved to adopt CSHB 395, Version 22-
LS1425\L, Ford, 4/8/02, as the working docunment. There being no
obj ection, Version L was before the conmttee.

REPRESENTATI VE CRAWORD, testifying as the sponsor of HB 395,
remnded the commttee that this legislation [grew from the
conplaints] of constituents that credit scoring had been used to
unfairly raise their [insurance] rates. The first draft was
patterned after Hawaii's |aw that banned credit scoring. After
the last hearing, he said he worked with the director of the
Division of Insurance, which led to the decision that the
Washi ngton State nodel was better. He explained that the
Washi ngton State nodel allows the insurance industry to continue
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to use credit scoring in ways that are valuable to the conpany
while providing the ability to protect Al askan consuners.
Furthernore, the division doesn't have the information wth
regard to how credit scoring inpacts the consunmer and [Version
L] would allow further study to determne the real inpacts.
Representative Crawford related his belief that credit scoring
i npacts seniors, seasonal workers, people who have gone through
a divorce, first-time vehicle or honmeowners, people with serious
nmedi cal energencies, enployees who have been laid off, nenbers
of certain religions that don't wuse credit, some mnority
groups, and wusers of Bush credit. Representative Crawford
concluded with his belief that [Version L] is a fair conprom se.

Nunmber 1388

DAVE D AVATO, Staff to Representative Harry Crawford, Al aska
State Legislature, informed the committee that the conprom se
[Version L] enconpasses is the one used in Wshington State.
Specifically, the wunderwiting and rate-saving nethods of
insurance are allowed to use credit scoring with the exception
of certain particular facts. He directed the commttee to page
2, line 13, paragraphs (1)-(6) listed under subsection (d).
There are many theories behind the exceptions |listed in
paragraphs (1)-(6), he said. For exanple, Al aska has "Bush
credit" for those people in the Bush who don't use conventiona

credit and thus those people wouldn't be inpacted by an
i nsurance credit score. Furthernore, many of Alaska's seniors
don't use credit scores and sonme religious groups don't use
credit and many mnority groups are denied credit or don't use
credit. The exclusion related to the nunber of credit inquiries
is a reasonabl e exclusion because many people don't have control
over conpanies making credit inquiries. Addi tionally, when one
shops for a car, a home, or insurance, inquiries for the
individual's credit report are generated. The third exclusion
addresses nedical industry codes and that the instance of a
medi cal condition shouldn't be held against the individual who
had good credit prior to the nedical condition. The fourth
exclusion is for the initial purchase of a vehicle or house. |If
a credit history is wused to deny obtaining honeowner's
insurance, it wll hurt Alaska's econony and the attenpts to
help those with bruised credit in entering into first tinme
honebuyer' s situations. The fifth exclusion is a conprom se
that goes to the heart of sonme of the proprietary information

The final exclusion is related to the total line of credit. M.
D Amato explained that the sixth exclusion is based on the
theory that those who can borrow nore wll likely have nore

HOUSE L& C COW TTEE - 9- April 19, 2002



noney and thus the poor wll be disproportionately i npacted.
The remai nder of the CSis as it was [originally] presented.

MR D AMATO directed the conmttee's attention to page 6
[ Section 3] regarding the report the director of the Division of
I nsurance will provide to the |egislature. He expl ai ned that
the inportance of the January 1, 2004, date of the report is
that in July 2004 the Fair Credit Reporting Act is up for
review. The State of Alaska can then determ ne whether it wants
to limt credit scoring in underwiting. Therefore, it would
be helpful for the information requested in the report to be
available at that time as it would provide information wth
regard to the inpact of credit scoring on Alaskans. M. D Amato
related his understanding from M. Lohr that there shouldn't be
a fiscal note if a report is required, although there would be a
fiscal note if a study is required.

MR. D AMATO in response to Representative Kott, explained that
the director of the State of Washington's Division of Insurance

initiated the investigation. Upon the investigation and
receiving testinony, the director nmet with consunmer groups and
i nsurance conpani es. There was a relatively protracted

negoti ati on process whereby this legislation was fleshed out.
Al t hough the conprom se wasn't between Alaska's director of the
Division of Insurance, M. Lohr is in favor of this |egislation.
In that regard, this legislation is a conprom se between what
the division would probably like to see and what the insurance
conpani es agreed to in the State of Wshi ngton.

Nunmber 1838

DAVID MCARTER testified via teleconference. Al t hough M.
McCarter said that he preferred the Senate Bill that specified
that no credit profiling would be done. However, since that's
not going to happen, M. MCarter said that he would put his
support behind [CSHB 395, Version L]. M. MCarter related the
foll owm ng personal experience wth credit scoring. He explained
that his insurance conpany is leaving the state, and therefore

he has to find another insurance conpany. To his horror, he
di scovered that his insurance rates were going to increase quite
significantly because of «credit profiling. M. MCarter
informed the conmittee that his credit scores are all in the
600s, which is considered "A credit.” However, the insurance
conpanies are placing himin the "D' class and penalizing him
for a tail [light ticket. There doesn't seem to be any
protection for the consuner. Furthernore, no one specifies how
his credit score is determ ned. In conclusion, M. MCarter
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said that [Version L] is a bit better, although it doesn't
really solve anything for him The insurance conpanies are
hi nderi ng the econony, he remnarked.

Nunber 2039

DAVID VALDEZ testified via teleconference. He said that
[Version L] is better than [the Senate Bill], which was gutted.
The [Senate Bill, once gutted] appeared to create a preferred

class of drivers at the expense of the working poor, those wth
|l ow credit scores, and people fromthe Bush and mnority groups.
He related his belief that the aforenentioned is wong. Si nce
this can be done arbitrarily and capriciously without a place to
direct a grievance, it's unfair to the consuner.

Number 2105

TARA DRENNON testified via teleconference. Ms. Dr ennon
expressed concern that this legislation has no protections for
consuners |i ke herself who have been a victimof identity theft.

REPRESENTATI VE CRAWORD directed attention to page 2, line 28,
whi ch indicates that those who dispute their rate and prove that
the rate was unfair can have their insurance reissued
retroactively. Representati ve Crawford rel at ed hi s
understanding that if sonmeone's stolen identity resulted in the
i ndi vidual having the thief's bad credit, the individual could
get that [their credit report] corrected and the insurance would
be reissued retroactively.

MR. DRENNON clarified that in her case her social security
nunber and birthday were stolen. Therefore, she has alerted the
credit bureau of this and tried to fight it. She stressed that
she didn't believe she should have to take in paperwork every
time there is the need for insurance in her famly.
Furthernore, those people who may not be aware that soneone has
stolen their identity won't be alerted by the wunderwiter
ei t her.

Nunber 2262

LI Z OFELT testified via tel econference. She noted that she is
an insurance agent. Wth regard to [identity theft], M. Oelt
informed the conmttee that even if an individual can get their
credit report corrected, credit reports are [only] updated on a
quarterly basis. She pointed out that often when people
purchase a new vehicle, the individual's current insurance
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conpany will run a new notor vehicle report, a new credit score,

and a new clainms report. |If adverse credit appears, the conpany
wWill re-rate the individual's prem um Al t hough there can be
corrections and credits, the problem isn't solved. Ms. OFelt

inforned the committee that she turns away clients weekly
because of their credit and [claim |o0oss scores. She said when
she recently becane involved with insurance she couldn't believe
this was how people were rated.

CHAIR MURKOWEKI related her understanding that M. Ovelt would
pull up an individual's credit history, which specifies their
score.

TAPE 02-60, SIDE B

M5. OFELT clarified that based on an individual's driver's
| i cense nunber, birth date, and nane a letter score is provided
through [a credit reporting bureau systen. All  the mjor
i nsurance conpanies place individuals with a credit score of A
B, and Cin the preferred rate bracket and the others are placed
in a high risk bracket. At her particular conpany, she can't
wite a honmeowner's insurance policy for those with a credit
score below a C. However, on auto insurance she can wite
i nsurance for those with credit scores as low as an F. In
further response to Chair Miurkowski, M. Oelt said that the
|l etter credit score provides no indication with regard to why

the letter was assigned. The letter specifies an 800 nunber
that can be given to the client to obtain a free copy of their
credit report. However, that doesn't help the individual whose
i nsurance conpany drops the individual or re-rates the
i ndividual's policy, or won' t wite insurance for t he
i ndividual. Furthernore, the individual won't be reinbursed and

the [coverage] won't be retroactive for the insurance, although
it my be retroactive on the individual's credit score.

Nunmber 2249

STEVE CONN, Executive Director, Alaska Public Interest Research
Goup (AKPIRG, testified via tel econference. M. Conn related
his belief that [Version L] could address sone of the procedural
problens that have been nentioned. This |legislation does
represent a conpromse in that the original legislation in both
the House and the Senate sought to ban the wuse of credit
scoring. As a conpromse, this legislation allows the use of
credit scoring and confidentiality of the proprietary device,
except being provided to the [director] of the D vision of
| nsurance who evaluates the device in the context of rate
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i ncreases or decreases. In the latter conprom se over the
proprietary device, consuners can't exam ne the device.
However, the legislation does provide basic information to a
consuner who has been turned down for insurance. The denial of
insurance can't be based solely on the credit score, rather
there have to be other substantive factors as well which are
communi cated to the consuner. Under this legislation and the
Fair Credit Reporting Act the consunmer is in a better position

in regard to addressing the underlying cause, than before. He
noted that the absence of credit and nedical energencies are
subjects that are not to be used in determining the insurability
of an individual. Al though it's unfortunate that this
| egislation doesn't speak to identity theft and donestic
relations, the legislation is a conpronmse that satisfied the
i nsurance industry and the consuners in the State of Washi ngton

M. Conn indicated that this legislation is better than nothing.
He nentioned the hope that the insurance industry wll approach
the Congress and nake the ability to repair a credit record,
under the Fair Credit Reporting Act, in a tinely and efficient
manner nore readily available to consuners. Such would function
as a device to inprove credit scores.

Nunber 2040
MARK NEI HAUS, Progressi ve | nsur ance, testified Vi a
t el econf erence. He informed the conmmttee that Progressive

Insurance is the fourth largest autonobile insurer in the
country and the fifth largest in Al aska. Progressi ve | nsurance
uses credit [scoring] as part of its rating process in 45 of the
48 states in which it does business. Credit [scoring] has been

used in Alaska for the past four years. Detailed data
justifying the [use of credit scoring] was filed with the Al aska
Di vision of |nsurance. After a rigorous review, the division

determned that [Progressive lInsurance's credit scoring] was
predictive of |oss and proper to be used. He pointed out that
the Fair Credit Reporting Act allows the use of credit [scoring]
in the underwiting of insurance and it's becomng the norm
"Credit is an independent and powerful predictor of loss,” he
sai d. M. Neihaus referred to a bar chart in the commttee
packet entitled, "Credit is a Powerful Predictor”". He explained
that the chart shows that grouping credits illustrates that
those folks wth below average credit have a nuch higher
tendency for | oss. Also individuals wth no credit record at
all have an extrenely poor |oss history. However, he pointed
out that those wth no credit history, "no hits," amount to
| ess than 5 percent of Progressive Insurance's total policies.
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MR. NEIHAUS explained that as a result of offering credit
[scoring] in Al aska, Progressive Insurance has about 10,000

policies in force. In about two-thirds of those policies, the
consuner received a lower rate as a result of the use of credit
[ scoring]. M. Neihaus explained that credit [scoring] is an

el ectronic process that pulls raw data from credit providers.
Progressive Insurance uses its own algorithm to calculate the

rate. Before [performng a credit check], the consuner's
permssion to do so is obtained. The agents don't see the
credit data or score. In the event a policy holder receives an

adverse action notice, the notice contains an 800 phone nunber
and the customer can obtain a free copy of the credit report.
Upon request, the customer is given an 800 phone nunber that can
be called to obtain a report specifying the reasons for [the
credit score]. M. Neihaus specified that Progressive I|Insurance
doesn't consider any itenms in dispute with a credit vendor,
whi ch he believes to be the case with the majority of insurance
conpanies using credit [scoring]. If an item is in dispute,
Progressive Insurance wll change the premum retroactively.
M. Neihaus inforned the commttee that Progressive |nsurance
confirms the premum at the point of sale, there are no up-rates
after the fact, no one is canceled or denied based on credit

[ scoring]. He noted that the «credit report i ncl udes
bankruptcies, judgnents, tax liens, information on |oans, and
credit limts, balances, and inquiries. The credit report

doesn't include the individual's gender, race, incone, wealth
and savings. M. Neihaus reiterated the belief that credit is a
powerful predictor of loss and allows the insurance conpany the
ability to offer lower rates to those who are less likely to
have clains. The nmgjority of consuners are benefiting from the
use of credit [scoring].

Nunmber 1887

MR. NEIHAUS turned to [Version L] and directed attention to page
1, lines 9-10, which says, "The notice nust state the
significant factors of the credit history or insurance score
that resulted in the adverse action.” He reiterated that the
af orenenti oned data is already provided to consumers. However,
the significant factors of the credit history report is only
provi ded upon request because of the expense in producing it,
and furthernore only a mnority of people want that detailed

i nformati on. Ther ef or e, \V/ g Nei haus suggested that the
af orenenti oned sentence on page 1, lines 9-10, be anended to
read as follows: "The notice nust state that consuners nay

obtain, on request, a free report containing the significant
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factors of the credit history or insurance score that resulted
in the adverse action.”

MR. NEI HAUS noved on to page 5, lines 14-25. He enphasized that
not allowi ng insurance conpanies to use the nunber of credit

inquiries to calculate a personal i nsurance score would
significantly wundermne the power of credit. That | anguage
woul d effectively [result] in an increase in base rates in order
to offset t hat . Ther ef or e, two-thirds  of Progr essi ve
I nsurance's custoners wll experience higher rates due to the
inability to wuse the nore predictive nodel. M. Nei haus

clarified that Progressive |Insurance doesn't wuse insurance
inquiries, consuner inquiries, pronotional inquiries, or account
review inquiries and those are typically not used by insurers.
Furthernore, the credit score providers will typically aggregate
any inquiries for the same item within a 30-day period. M.
Nei haus turned to paragraph (4) on page 5 and said that he
wasn't sure why the initial purchase or finance of a vehicle or
house woul dn't be included [during a credit check]. Frankly, he
said he wasn't sure how one would determne that it was the
initial finance or purchase of a vehicle. M. Neihaus said that
paragraphs (5) and (6) are predictive and if those can't be
used, then the rates wIll increase for the mjority of
consumners.

MR. NEIHAUS addressed the effective date of the |egislation.
From the process described in this legislation, it's clear that
the filing of data and approval of the data required wll take
sone tine. There is no problemwth filing the data, including
the detailed credit algorithm However, he related his belief
that this wll require a significant anount of tinme for
i npl enment ati on. He estimated that the filing and revi ew process
al one would take six to nine nonths and then the inplenentation
process could begin. A reasonable effective date would be well
into 2003, he said.

Nunber 1544

CHAI R MURKOWBKI turned to the group of people without a credit
hi story. She highlighted Al aska's wunique situation in which
many residents in this state don't operate on the sane cash
econony basis as would those in the [Lower 48]. Chair MirkowsKki

said that she didn't want Alaska's rural residents to be
penal i zed because they aren't part of the credit society that
custoners in other states m ght be.
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MR NEIHAUS related his assunption that the division would
review that data specific to Alaska during a filing. He al so
assunmed that the division wouldn't approve a rate for those with
no credit history that isn't justified by the data. Ther ef or e,
t he process should cover Chair Mirkowski's concern.

CHAIR MJRKOMSKI recalled that M. Neihaus had identified
specific credit inquiries that Progressive Insurance doesn't
take into account. She asked if M. Neihaus had any suggestion
as to how to narrow credit inquiries.

MR. NEIHAUS reiterated that Progressive |Insurance doesn't count
consuner credit inquiries against the individual. Furt her nore

he didn't believe any conpany he knew of that did either. He
said that it would be acceptable to specify that consunmer credit
inquiries can't be considered in a [credit score]. An exclusion
for insurance inquiries, pronotional inquiries, and account
review inquiries wiuld al so be acceptabl e, he said.

Nunber 1346

REPRESENTATI VE CRAWORD asked if Progressive Insurance wites
insurance in the State of Wshington under this credit scoring
| aw.

MR,  NEIHAUS answered that Progressive Insurance does wite
insurance in the State of Washington. However, he clarified
that the credit scoring |aw hasn't yet taken effect in the State
of Washi ngt on.

REPRESENTATI VE CRAWORD turned to M. Nei haus' conmment
suggesting the deletion of the exclusion for the nunber of
credit inquiries. He inforned the committee that he has a
nunmber of rental properties for which he has a nunber of
nor t gages. After shopping around quite a bit, he refinanced a
nunber of those properties. However, during that process his
credit scores were lowered significantly and at the end of the
process he wasn't able to obtain the sane low interest rate due
to the nunerous credit inquiries. He pointed out that the only
change in his credit from the beginning of this process to the
end was the nunber of credit inquiries. Representative Crawford
said he didn't see how the nunber of credit inquiries could be a

good predictor for |oss. In his case, all his honme insurance
policies increased by 25 percent, although he has never had a
claim on his autonobile or hone insurance. Representati ve

Crawford related his belief that this legislation is a good
conprom se.
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MR. NEIHAUS pointed out that an individual's <credit score
changes over tine. Furthernore, the credit score is utilized
for new business and upon renewal after two years. He
reiterated his earlier testinony that data supports the notion
that those with nore credit inquiries experience nore |osses.

Number 1127

M KE HAROLD, Northwest Regional Manager, National Association of
| ndependent Insurers (NAIIl), testified via tel econference. The
Nati onal Association of Independent Insurers s a property
casualty trade association of which its nenbers wite well over
50 percent of the narketplace in Al aska. M. Harold echoed M.
Nei haus' testinony with regard to the correlation between credit
information and loss ratios. The nore the wuse of credit
information is dimnished, the nore people w thout |osses wll
pay for those who do. Therefore, there is an issue of fairness.
He related that a policy holder should pay a premum that is
commensurate with the risk the policy holder represents. The
conpani es report that by using credit information they are able
to wite nore business, renew nore policies, and accept nore new
business due to the confidence that the rate being offered is
appropriate. Furthernore, the insurance conpanies are nore able
to nore aggressively and conpetently wite in all markets.
Furthernore, the majority of the policy holders do receive |ower
rates.

MR. HAROLD infornmed the conmttee that he was very involved in
the conpromse on this in the State of Washington. At the tine
of the credit scoring legislation in the State of Wshington,

the state had a denocratic |egislature, gover nor, and
denocratically elected insurance conm ssioner and attorney
general . The comm ssioner introduced the legislation after
di scussing the issue with the National Association of Insurance
Comm ssioners (NAIC) in Decenber. The governor as well as the
attorney general supported the legislation. And wth a
"friendly" legislature, it was apparent that sonething would

pass in the State of Washi ngton, he said. The bill before the
commttee today [Version L] appeared in the Washington
| egislature three to five days before a vote had to be taken.
By specifying the types of factors that can't be considered in

[credit scoring], it was virtually inpossible for insurers and
vendors to be able to price the inpact on consuners and [know
how well] the nodel would predict [risk]. He enphasi zed that

this commttee should wunderstand that the legislators and
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i nsurance conm ssioner in the State of Wshington supported
| egi sl ati on wi thout knowi ng its inpact.

Number 0893

MR. HARCLD related his belief that [Version L] has a nunber of
pr obl ens. This legislation will have the unintended result of
maki ng i nsurance | ess avai l abl e and wil | dilute t he
ef fecti veness of using insurance scores to determ ne risk, which
will ultimately reduce conpetition, he said. Furthernmore, this
l egislation will deny the policy holders the discounts they
deserve. As an exanple of the unintended consequences M.

Harold turned to the exclusion of "credit history or an
i nsurance score based on collection accounts identified with a
medi cal industry code". He pointed out that people respond to
medical and financial crisis in different manners. For
i nstance, one individual my do as nuch as possible to shuffle
their finances so that they can pay a nedical bill while another
i ndividual may sinply not pay the bill. Therefore, under the
af orenenti oned |anguage, the individual attenpting to pay the
medical bill would actually be punished while the individual
sinply not paying the bill wuld have [the lack of paynent]
stricken from their record and would actually Dbenefit.
Furthernore, this has a negative inpact on snaller conpanies.
He expl ained that Progressive Insurance has a very sophisticated
rating structure wth tiers and various nenber conpanies.
However, a snaller conpany mght rely on credit information at
the underwiting stage and mght not want to use it at the
rating stage or renewal stage. The nore restrictions there are
with regard to the conpany being able to judge the risks that
enter the conpany, the nore the conpany wll be negatively
I npact ed. Wthout a proper assessnment when the insurance is
first witten, the smaller conpany doesn't have the option to
nove the client into different tiers. Utimtely, the result of
this would be to dilute the conpetitiveness in the insurance
mar ket pl ace.

Nunber 0688

ELI ZABETH MOCERI, Regional Counsel, Allstate |nsurance Conpany,
testified via tel econference. Ms. Moceri noted her support of
the comments and concerns of M. Neihaus and M. Harold. She

informed the commttee that she did quite a bit of work on the
State of Washington's legislation. Therefore, she felt the need
to dispel the notion that the legislation was conprom sed with a
lot of work from the insurance industry. Ms. Moceri inforned
the conmttee that Allstate was given less than 24 hours to
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provide comments on the inpact of the State of Wshington's
conprom se | egislation. She related that Allstate has great
concern with regard to the inpact of Washington's |egislation on
the Washington policy holders. Credit scores are predictable
and when the predictability of credit is diluted, the ability to
provide a conpetitive rate to policy holders is |lost.

Currently, Al l state wuses credit [ scoring] in Alaska for
underwriting. The conpany has the goal of using credit scoring
in rating as well. However, the conpany doesn't want to share

what it considers to be proprietary information, such as the
conpany's algorithm wth conpetitors [via the requirenent to
file it wwth the division]. Wth regard to the [exclusions] in
Version L, M. Moceri echoed M. Neihaus' conments that [wth
the exclusions] the insurance conpany |loses the ability to be
conpetitive. Losing the ability to be conpetitive results in
the reduction of the availability of an insurance product and
the inability to provide a conpetitive rate. Ms. Moceri
mentioned that Allstate is one of the largest insurers in
Al aska. Al'l state accounts for 28 percent of the autonobile
mar ket and 20 percent of the honmeowner's narket.

REPRESENTATI VE CRAWORD asked if M. Mceri heard Ms. Oelt's
testinmony regarding the fact that as an insurance agent she
can't [wite a honmeowner's policy for people with a score bel ow
q.

M5. MOCERI said it's inportant to note that nortgage conpanies
use credit information differently. I nsurance conpani es use
credit information to develop an insurance score and elenents
that are predictive of insurance |osses are reviewed. Ms.
Moceri said she wasn't famliar with the letter scores, Allstate
pl aces policy holders into tiers. A rate is calculated based
on the tiering and other factors. She said that nmany conpani es,
like Allstate, wuse <credit in wunderwiting because of the
difficulties related to guaranteeing the confidentiality of the

conpany's algorithm If the confidentiality of the algorithm
was guaranteed, then consuners could be taken in wth an
accurate rate. In further response to Representative Crawford,
Ms. Mocer i acknow edged that [Version L] does nmake any
information to the director <confidential, which [Allstate]
supports. She explained that Allstate performed its own study
based on its own policy holders fromwhich its own scoring nodel
was devel oped. This scoring nodel allows Allstate to provide

| ower rates to nore people, she said. Due to the nbney spent on
the nodel, Allstate hasn't wanted to nmake its nodel available to
its conpetitors. "If a carrier can not use credit in rating,
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they use it in underwiting and that's when ... you see people
bei ng turned away, " she expl ai ned.

Nunber 0211

REPRESENTATI VE CRAWFORD recalled M. Lohr's testinony that there
has never been a filing for a lower rate due to credit scoring.
Yet, all those testifying for the insurance industry today have
di scussed lower rates for those wth good credit scores.
However, he said he has [heard] no evidence of people having
| ower rates.

M5. MOCERI surm sed that this is an allocation of premum  Sone
of the filings are revenue neutral because of the pricing with
the appropriate risk. She expressed the need to be m ndful that
at the sane tinme this discussion is occurring, there is a
hardening  of the insurance mar ket . In response to
Representative Kott, Ms. Mocer i said that the State of
Washi ngton's | egislation was passed and signed by the governor
on April 4th. Washington's legislation has two effective dates.
The effective date related to underwiting is in January and the
effective date related to rating is at the end of June 2003

Wth regard to conpliance, M. Myceri noted that it takes
tremendous resources to create a new algorithm which would be
necessary in order to conply with the statute.

TAPE 02-61, SIDE A

VS. MOCERI comented that many conpanies are probably
determ ning whet her they have the nobney and resources to create
a new algorithm Furthernore, it's challenging to neet the
mar ket . She explained that on average it takes six to nine
nonths for the departnment's review once the departnment receives
a conpany's filing. All state is concerned that by the tinme the

filing is filed with the state, there will be an effective date
wi thout any action by the state. She enphasized that every
conpany is going to have to submt a new filing, which will have

to be revi ewed.

Nunmber 0097

REPRESENTATI VE KOTT asked if M. Moceri anticipates that the
risk will be passed along to all the insurees and subsequently
rates will increase for a certain percentage of the insurees.

M5. MOCERI infornmed the commttee that [Allstate] showed that
rates would increase, on average, 30 percent under the State of
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Washi ngton's original |egislation. Under the current Washington

| egislation, a new rate filing will be required and because of
the lack of predictive value the folks currently receiving
di scounts will, under the |egislation, subsidize those causing

t he nost | osses.

REPRESENTATI VE KOTT asked Ms. Moceri if she could coment on
what happened with the rates of any other state with a neasure
simlar to that in the State of Washi ngton

M5. MOCERI said she wasn't aware of any other state that has

i nplenented legislation simlar to that in the State of
Washington. In Hawaii there is essentially a ban on [the use of
credit scoring] and Hawaii has the 13th highest rates in the
uU. S Because Hawaii is very |limted in regard to the factors

that can be used, there are sone subsidies built into the rate
plan. Unfortunately, that nmeans that the majority of the policy
hol ders who don't cause nost of the insurance |osses pay for the
policy holders who do cause insurance | osses.

Nunmber 0303

REPRESENTATI VE CRAWFORD asked if Ms. Moceri was aware that this
bill doesn't preclude the wuse of credit rating, it only
restricts its use.

M5. MOCERI reiterated that when all the predictive elenments |[of
credit scoring] are elimnated, then the ability to use credit
in rating is elimnated. She echoed M. Neihaus' comments on
this matter. In the State of Washington the exclusions were
added without no ability to review the total inpact.

Number 0474

DEE HUBBARD testified via tel econference. Ms. Hubbard inforned
the commttee that she found out about credit scoring two-and-a-
half years ago and decided to approach her representative,
Representative Crawford. Ms. Hubbard said that she I|iked
Version L and has hel ped work on it. Ms. Hubbard rel ated that
due to deaths in her famly and the need to fly outside of
Al aska on energencies, her credit [history] has |arge spikes.
She didn't think it was appropriate to be penalized for those
t hi ngs when she attenpted to obtain insurance. M. Hubbard said
that she would |ike to see the House bill nove forward and that
she didn't like the Senate's version.
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CHAIR MURKOWSKI determned that M. M chael Lessneier, Lobbyi st
for State Farm lnsurance, and M. Bob Lohr, D rector, Division
of Insurance, would be able to testify at a later tine.

[ HB 395 was hel d. ]

ADJ QURNIVENT

There being no further business before the commttee, the House
Labor and Commerce Standing Conmittee neeting was adjourned at
5:10 p.m
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