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ACTI ON NARRATI VE

TAPE 03-19, SIDE A

SB 95-72- HOUR NOTI CE CF TEACHER STRI KE

CHAIR CON BUNDE called the Senate Labor and Commerce Standing
Commttee neeting to order at 2:05 p.m Al nenbers were
present. He announced SB 95 to be up for consideration.
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MS. JACQUELI NE TUPQU, staff to Senator G een, sponsor of SB 95,
was present to answer questions.

SENATOR DAVI S of fered Amendnent 1.
CHAI R BUNDE obj ected for the purpose of discussion.

SENATOR DAVIS told nenbers Anendnent 1 was prepared by the
Nat i onal Education Associ ation of Al aska (NEAA).

V. TUPQU comented that she received an opinion from
| egi sl ati ve counsel regarding problens with the wording in the
amendnent .

CHAIR BUNDE noted that was aware of a problem defining a “lock
out.” He said while the commttee was waiting for clarification,
Superi ntendent of Kodiak Island Borough School District, Betty
Walters, wanted to comment.

V. BETTY WALTERS, Superi nt endent , Kodiak Island School
District, said the Kodiak District 1is involved in |abor
relations right now and is hoping for a settlenent. However,
this legislation would help the district if it goes through
nmedi ation and doesn't conme up wth an agreement. It would
provide 72-hours notice to parents and conmunity nenbers who
provide child care and school admnistrators to prepare for
school w thout "those valued certificated staff nenbers.”

CHAI R BUNDE asked if she had seen a copy of Amendnent 1 and she
i ndi cated she hadn't. He said he would get her a copy and woul d
| ook forward to her comments.

MR,  MARK TORGERSQON, Departnent of Labor, was present on
tel econference to answer questions.

SENATOR FRENCH noted that Anmendnent 1 said [a district] could
not begin unilateral action against its enployees, including but
not limted to a | ock out.

SENATOR SEEKI NS said he had never heard of a |ock out before and
asked if there has been one.

CHAIR BUNDE replied that there has not, nor has there been a

precipitous strike by teachers for which the 72-hour notice
woul d have been needed.
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SENATOR STEVENS said he was trying to nmake sense of Anendnent 1
because the whol e purpose of the bill seens to be child safety
and he doesn't see how a | ockout would be a safety issue.

SENATOR DAVI S said she only offered the anendnment because it was
before them and hadn't been discussed. She did not hear any
approval for it and wasn't prepared to defend it, so she
wi t hdrew her notion.

SENATOR SEEKINS noved to pass SB 95, Version A from conmttee
with individual recomendations and its zero fiscal note.

A roll call vote was taken. SENATORS STEVENS, DAVIS, SEEKINS
FRENCH and BUNDE voted yea, therefore it noved fromcomittee.

CSHB 118( RES) am TRANSPORTATI ON OF COWVVERCI AL FI SH

CHAIR BUNDE announced CSHB 118(RES)am to be up for
consi derati on.

REPRESENTATI VE PAUL SEATON, sponsor, explained that this neasure
corrects a situation that allows only process servers to hire
tenders and pick up fish on the fishing grounds. This bill wll
allow fishermen to consolidate their catches, fill out their
required paperwork so that the necessary docunentation is
avai l able for ADF&S and run that consolidated catch on a
fishing vessel into the processor. It wuld also allow a
fisherman or group of fishernmen to hire a tender, transfer their
fish to that tender, have the fish ticket made out, and have
that transported to town for delivery.

He explained that a nunber of processors have rolled back the
nunber of tenders they hire. That is problematic for the
fi shermen because, according to statute, they nust be at the

dock at the time of delivery. This bill is limted in its
application to the sale of three species: salnon, herring and
Pacific cod. It was anmended to say that all incidental legally

caught fish could also be delivered by the tender. Fishernmen and
processors support this bill

SENATOR SEEKI NS noved to adopt SCS CSHB 118(L&C), Version B, as
a wor ki ng docunent. There were no objections.

CHAI R BUNDE explained that the commttee substitute (CS) also
addresses another issue that has been before this commttee
about obtaining social security nunbers [on fishing |licenses] to
be used for child support enforcenent. He asked if a fishernman
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Wi thout a permt gave his fish to sonmeone wth a permt for
transport that m ght create an enforcenment problem

REPRESENTATI VE SEATON replied it would not be anynore of a

problem than it is using the current system This bill requires
all paper work to be filled out and that requires all supporting
docunents and identification. This bill does not [|oosen the
regulations. In fact, it wll provide ADF& wth better

i nf ormati on.

SENATOR STEVENS said the Salnon Task Force saw it as a useful
tool. He asked Representative Seaton if the fish ticket 1is
i ssued when the fish are weighed as they go into the transporter
or whether the fish ticket is witten when the fish are
delivered to the processor.

REPRESENTATI VE SEATON replied that a fish ticket is issued when
the fish are transferred from the fishernen to the transporter.
However, sone flexibility needs to be provided since sone
tenders will have certified scales. The person functioning as a
fisherman and a transporter has to have a fish ticket
corresponding to the amount of fish onboard. The weight has to
be estimated, if nothing else, and the accurate weight 1is
recorded when the fish is delivered to the processor.

CHAIR BUNDE asked if two boats conmbined a catch of dog and red
sal non and the transporter put all the red sal non on one ticket
and the dog salnmon on another, which would anobunt to a
significant difference in noney, how that would be regulated or
whet her the fishermen would just have to trust each other.

MR DOUG MEECUM Director, D vision of Commercial Fisheries,
ADF&G, said the bill doesn't really address private contractual
arrangenents between transporters and fishernmen. The existing
fish ticket system contains colums to record the anpbunt of each
species and the price that was paid.

He said the division supports the bill and that it addresses a
priority of the Salnmon Task Force. It mght reduce costs to
fishermen and lead to inprovenents in quality. He said [ADF&G
may place limts on where it will issue these pernmts, one being

Bristol Bay because of a prohibition against having fish onboard
when a fishing vessel has gear on board.

CHAIR BUNDE said the commttee would hold the bill for another
heari ng.
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SB 13- 1 NSURANCE DI SCRI M NATI ON BY CREDI T RATI NG

CHAI R BUNDE announced SB 13 to be up for consideration and said
the commttee would begin its education on credit scoring this
week.

MS. ANNETTE SKIBINSKI, staff to Senator Cowdery, said SB 13 was
sponsored by Senator Cowdery and Senator Elton. She gave the
foll ow ng synopsis of the neasure.

Common sense tells us there's no rational |ink between
a person's credit and how they wll drive or the
chances that their house will burn down, but it is

common sense to use our driving record or how close
our hone is to a fire hydrant, what the honme is built
out of, how old it is. Credit scoring is really a
sinple issue...

The way credit scoring works is it punishes sone. It
puni shes those people who get laid off when a conpany
downsi zes and don't immediately find another job at
the sanme inconme level. It punishes people who have had
medi cal problenms and have nedical bills, people who
have been wvictinms of identity theft, one of the
| argest growing crines in our country. Someone who has
a burglary to their honme - how that can be predicted,
| have no idea. O people who have absence of credit.
Those are just a few of the scenarios that could |ead
to and do lead to sonebody having higher insurance
prem uns and rates...

Credit scoring operates unfairly. It's discrimnatory
and has little oversight. It treats certain groups of
Al askans worse than others and increases the nunber of
uni nsured notorists on the road. W have nandatory
insurance laws in the state and it is not a choice for
an individual to drive w thout insurance...

CHAI R BUNDE expressed concern about the possibility that the
Legislature mght nake it too difficult to wite insurance in
Al aska and when the choi ce goes down, the price goes up.

M5. SKIBINSKI responded that is a valid concern but she said
credit scoring has been banned in other states and their rates
are not higher. She noted that people were able to obtain
i nsurance at reasonable rates before credit scoring canme into

pl ay.
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MR. HOMWARD DORSEY, a Kenai resident, agreed with M. Skibinski
and said he started a business four years ago and has seen his
premuns for conpany liability and auto insurance go up,
partially because of his credit history, which hasn't always
been that great as a new conpany. He said the consuner needs to
understand how credit scoring is used and not just take an
i nsurance conpany’s word for it.

CHAI R BUNDE asked M. Dorsey if he thought his insurance rates
increased primarily because of credit scoring.

MR. DORSEY said he hadn't checked with other water treatnent
conpani es but the rates of a conpany he works with had gone up a
little bit.

SENATOR CONDERY asked if anyone ever indicated to him that he
got a better rate because of credit scoring.

MR. DORSEY said no. His rates go up each year and he hadn't had
an accident in years. He thought the increase had to do wth
inflation and credit scoring. Wen asked about their credit
scoring policies, insurance conpanies refuse to disclose them

CHAI R BUNDE asked if he had shopped around for other insurance.

MR. DORSEY said he has |ooked but the nunber of conpanies is
limted for his type of insurance. Typically, the first quote he
gets is the | owest one, then the rate goes up upon renewal .

CHAIR BUNDE jested, "That couldn't be bait and swtch, could
it?"

SENATOR CONDERY said he found out |ast year that the nunber of
hits on a person’'s credit record by other agencies worked
agai nst that person’s credit score.

MR. MARK NI EHAUS, General Manager, Progressive |Insurance, said
Progressive is the third largest witer of auto insurance in the
country and has about 17,000 policyholders in the state.
Progressive has successfully been using credit as an el enment of
its rates in Alaska for about six years. There has been a whole
raft of independent analysis of the wuse of credit and its
correlation with |osses. Progressive is required to provide the
Division of Insurance wth detailed data justifying its use of
credit and Progressive nmnust answer all of the division's
guestions. Progressive nust prove that credit scoring 1is
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predictive of loss and that it does not have a disparate inpact
on certain groups of individuals.

He explained that in addition to filing all of its actuarial
data, Progressive files its actual credit nodels. Since that
information is public, the division wll provide it to anyone
who wants to see it. The division wll show the nine elenents in
it that are easily understood. He offered to give nenbers the
detailed algorithm He explained that Progressive doesn't use it
to refuse to insure a consuner or to non-renew or cancel anyone.
Progressive doesn't consider anything that is being disputed by
a consuner in a credit-reporting agency. Progressive also
doesn't consider nedical or business debts. Progressive inforns
consuners that it is going to use this information and provides
its custoners with an opportunity to get a free copy of their
credit reports. On request, Progressive also gives consuners a
report that shows the reasons their credit was |ess than perfect
and gives direction on how their credit score can be inproved.

He said Progressive is also pioneering a credit assistance
system that isn't in use in Alaska yet. It consists of a toll
free nunber that accesses a personalized report on a person's
credit score for each of the variables conpared to the average
of the conplete population in the state and provides reasonabl e
exceptions based on extraordinary life events, |ike catastrophic
injuries, death of a spouse, business |oss, etc.

MR. NI EHAUS said the division prepared an anal ysis of conplaints
on this issue and only five conplaints that dealt with credit
were received. None of those conplaints was deened justified by
the division. He said the Alaska division did a credit study,
Wi th privacy caveats, to |ook at what market soneone got placed
in with the best estimate of credit and the one thing that
junped out of that report was that older folks, in general, get
placed in the nore preferred markets. Their data shows that
ol der consuners, in general, have better credit scores. Banning
the use of credit would force themto raise rates on a majority
of their policyholders and disproportionately disadvantage ol der
Al askans as a result.

He summarized that the reasons Progressive opposes SB 13 is that
it would force Progressive to raise rates on two-thirds of its
custoners (11, 000 policyhol ders) Good drivers would be forced to
subsidize drivers nore likely to have accidents. The Fair Credit
Reporting Act specifically allows conpanies to use credit and
woul d supersede this particular law. This would create an uneven
playing field. Conpanies |ike Progressive who have independent
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agents would not be able to conpete with outside conpanies that
send direct-mail solicitations who would be allowed to use
credit information. 27 other states have enacted legislation to
ban the use of credit and none of those resulted in a ban,
al t hough sone states did restrict its use somewhat.

He told nenbers that |ast year many people worked late into the
session to address sone of the specific issues that were raised.
The National Conference of Insurance Association developed a

nodel bill to address many of the issues, i.e. the information
that can get used, a resolution and a verification process. He
recommended that the Legislature ook at that particular bill as

a place to start on this issue for a better solution than an
outright ban.

CHAI R BUNDE asked M. Dorsey if he was a customer of Progressive
| nsurance and he indicated that he was.

CHAI R BUNDE asked him if he had asked Progressive about credit
scoring information and how it is used and whet her he was denied
a response.

MR. DORSEY replied that he had not received that information and
wasn't aware that he coul d.

TAPE 03-19, SIDE B

CHAIR BUNDE asked M. N ehaus how a custoner could get that
i nformation.

MR NEHAUS replied that custoners can get that information
today by adverse action notice that is provided wth their
policies when they receive them The adverse action notice is a
one- page docunent that says if their credit was |ess than
perfect, they could call a toll-free nunber and get a free copy
of their credit reports and are free to make disputes with the
credit vendor. Any disputed itenms wuld be renoved from
consideration in their credit score.

CHAIR BUNDE asked if M. Dorsey would have been notified if his
i nsurance had i ncreased based on a credit score.

MR. N EHAUS replied he would get an adverse action notice and

woul d have to call the toll-free nunber to request his credit
i nformation.
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CHAIR BUNDE asked if an out-of-state conpany that did a nail
order business here would have to conmply wth Al aska |[|aw
regardi ng credit scoring.

MR. N EHAUS responded that the Fair Credit Reporting Act
specifically allows the use of credit in underwiting and that
i ncl udes pre-screening people. So, out-of-state conpanies could
choose to send a nmail offering of insurance only to those people
with good credit. That |aw would supersede Alaska law on this
i ssue.

CHAI R BUNDE asked the Director of the Division of Insurance if
it is true that Alaska law would only affect conpanies wth
agents who are residents of Alaska and that mail order
busi nesses coul d avoid this |aw

M5. LINDA HALL, Director, Division of Insurance, replied that
she is not an expert in this area and there are severa
conflicting legal opinions on the issue. She thought the
commttee is talking about two different issues. Wat M.
Ni ehaus is saying in regard to national conpanies is that they
are pre-screening, not selling insurance, as opposed to an
i ndependent agent who may disclose that he or she wll use
credit scoring when a custonmer walks into an office and nekes
appl i cation.

She explained that national conpanies pre-screen by taking a
conpany list from soneplace, Ilike Northwest MIleage card
hol ders, whose pre-screened nanes are sonetines solicited by a
conpany based in New York for auto insurance. They are able to
do that on a federal |evel

SENATOR STEVENS asked M. N ehaus to address the issue of
identity theft.

MR. N EHAUS said a person can notify a credit vendor if the
person is aware of the theft. The credit vendor wll then put a
red flag on that file and notify the conmpany that sonme data is
not valid. If the person is unaware their identity was stolen,
the only way they would becone aware is through the process of
adverse action or they could call Progressive to get information
that soneone else was using their credit inappropriately. They
woul d dispute those itenms and anything disputed would not be
consi der ed.

SENATOR FRENCH comrented to M. N ehaus that it seened he was
saying bad credit equals high risk and asked how that |ogic
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could fairly apply to sonmeone who suddenly |lost a job or who has
j ust gone through a divorce.

MR. N EHAUS replied that Progressive has a credit system that

will make adjustnments for those kinds of extraordinary life
events. In general, those events affect «credit, but not
necessarily permanently. Credit is a snapshot in tinme and can
change. |If sonmeone is going through a divorce and a spouse
damages their credit, they can contact the credit vendor to
dispute those itens. If sonmeone loses a job, that person’s

credit wouldn't necessarily deteriorate because inconme is not
considered in a credit report.

SENATOR FRENCH countered that often a person who loses a job
| oses the ability to nmake paynents. He thought it was conpletely
unfair. A newy divorced person who is |looking for a new place
to live, dealing with children, etcetera, is not going to have a
| ot of energy to devote to hunting down the reason her insurance
rate went up, even if it's just a snmall anount.

SENATOR SEEKI NS asked how many states currently prohibit the use
of credit scoring.

MR. N EHAUS replied that Al aska prohibits credit bureau rating,
which is not defined in the statute. That statutory provision is
about 30 years old. It is a matter of sone litigation right now.
Hawaii and California do not allow it by regulation.

SENATOR SEEKINS asked if Progressive wites insurance in those
two states.

MR. NIEHAUS replied it does.

SENATOR SEEKI NS asked how Progressive determnes rates in those
states.

MR. N EHAUS replied Progressive doesn’'t use credit and, as a
result, customers who have better credit are paying nore (about
two-thirds of customers) and the other third is paying |less than
t hey ot herw se woul d.

SENATOR SEEKI NS asked what vari ables are used to deternine rates
in those states.

MR NEHAUS replied that all states, including Al aska, use

credit as only one conponent of setting a rate. Oher factors
include age, sex, nmarital status, type of vehicle and its
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limts, locale and driving record, anong other things. Hawaili
has chosen by statute to not allow insurers to use age as a

factor. He said, "In Hawaii, a 16-year old pays the sane rate as
a 45-year old. Unfortunately, that neans the 45-year old is
paying nore for insurance to subsidize the 16-year old
driver....”

SENATOR SEEKINS asked what variable Progressive uses on its
scoring.

MR N EHAUS replied that he would provide the list, but it
basically consists of delinquencies, ratio of balances to total
avai l abl e credit, and charge-offs, anong other things.

SENATOR SEEKINS questioned his statement that two-thirds of
custoners would pay lower rates by wusing the nethod of
i ncreasing the rates on the other third.

MR. NI EHAUS reply was indiscernible.

SENATOR SEEKI NS asked M. Niehaus to provide an actuarial basis
for that.

CHAI R BUNDE asked himto provide the conmttee with a conparison
of a basic policy in Hawaii versus one in Al aska.

SENATOR COWNDERY asked how nmany credit conpanies Progressive
works with to give scores.

MR. N EHAUS answered that Progressive works with one prinmary
vendor and al so has a backup vendor in case the primary vendor’s
conputer system goes down or in case it couldn’t access that
i nformation for other reasons.

SENATOR COWDERY asked how he addressed four different credit
scores fromfour different conpanies.

MR. NI EHAUS responded that Progressive doesn't use credit scores
from those conpanies. They get just the raw data on bal ances and
other things from the vendors. Progressive has its own credit
scoring algorithm for each of provider that it creates fromthat
raw dat a.

SENATOR COWNDERY said a |ot of people spend an average of $2,000
per nonth on a particular credit card even though they have a
higher limt, but the average nonthly figure is the one that's
used for their credibility.
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MR. N EHAUS replied that Progressive |ooks at credit over a
period of tine and a person wouldn't be penalized if the bal ance
was very high and is now very low. He noted, "It's a snapshot at
a point in tinme."

SENATOR COWDERY asked if Progressive |ooks at the bank card

limt and asked if cards with no limts are bad, |ike American
Expr ess.
MR. N EHAUS said Progressive looks at limts and cards with no

[imts are not included.

SENATOR COADERY comrented that he didn't see how they could use
any form of credit scoring to figure out when a person is going
to have a theft of sonething and that's what they have insurance
for.

SENATOR DAVIS asked if M. N ehaus considers credit scoring to
be race neutral.

MR NEHAUS replied that Progressive doesn’'t gather data on
race, but it does use zip codes and the division has | ooked at
that issue as part of its study. The study found that
policyholders in the lower income zip codes and in higher
mnority zip codes had a greater proportion of individuals
qualify for a |ower rate when credit scoring was used.

SENATOR DAVI S said a study by the federal departnent involved in
ur ban devel opnent showed that 27 percent of Caucasians show up
as bad credit risks, as opposed to 37percent of Hi spanics and
about 48 percent of African-Anericans.

MR. NI EHAUS responded that he is aware of that study and that
the Alaska study was specific to Alaska. He hadn't |ooked at
that data on a nationwi de basis, but that is sonmething the
division could review when the conpanies file their data,
because they are submtting it by zip code.

MR. BERNY BI RNBAUM said he provided the commttee with witten
comments and that he would comment at a | ater neeting.

MR. STEVE CLEARY, Executive Director, AKPIRG supported SB 13. H
noted that M. N ehaus said good drivers would subsidize bad
drivers if credit scores are not wused, but he believes the
reverse would be true. Right now it seens that good drivers wth
bad credit are subsidizing others because their credit is being
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unfairly used against them for their insurance rates. He thought
the exceptions, |ike divorce and losing a job, are nore of the
rule. He stated the credit and insurance industries use many
different types of credit scoring and, as a consuner, he didn't
know how they were figuring out his insurance rates.

MR. DON KOCH, retired state enployee, said he worked for the
Division of Insurance for 27.5 years and currently has a snall
firm that exam nes insurance conpanies. He was on the initia
working group that considered credit history for the National
Associ ation of |nsurance Conm ssioners (NAIC). He explained that
there are several uses for credit history and credit scoring.

Not every conmpany that uses credit history is credit

scoring. Sonme, for exanple, wll take a credit history
and then take conponents of that credit history and
determne whether they like the risk or not. It
strikes me that that's a bit inconsistent, but

nevertheless that is the case. Those conpanies that
are using credit scoring generally have sone
algorithns that you can't get to very readily.

My particular preference is that this bill go forward.
| happen to agree with the idea of a ban. However, |
think if you don't go with a conplete ban, there are
other things that should be considered. Certainly, one
of themis if you do allow sone form of use of credit
history, credit scoring with whatever limtations you
place on it, you need, absolutely, the ability of the
Division of Insurance to be able to go in and | ook at
everything wi thout any consideration for whether the
data is considered proprietary or whether that data is
in third-party hands; and if they can't do that or if
the conpany won't allow it, then they can't use it. |
think it should be as sinple as that....

MR. KOCH noted that the bill is very broad and runs the danger
of inpacting lines of business that probably ought not to be
banned. He counseled them to put this legislation in the Unfair
Trade Practices Act, AS 21.36, rather than in the rate section

AS 21.39. The advantage would be that AS 21.39 reaches not only
rates and unfair discrimnations that occur there, but it also
reaches the underwiting, which is not dealt with in the other
section.

CHAI R BUNDE asked who might enploy him to exam ne an insurance
conpany.
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MR, KOCH replied state governnment and that currently he has
contracts with several states, but he doesn't have any with the
State of Al aska.

M5. MARIE DARLIN, AARP-Capital Gty Task Force, supported SB 13,
because a lot of nenbers had insurance go up and hadn't been
able to find out why. They know now that it could be from the
absence of using credit. Her own car insurance had gone up $90
for six nmonths and she has had no tickets or accidents and
hadn't filed any clains ever. People who have tried to get
information from the insurance conpanies have had very little
| uck.

CHAIR BUNDE asked if she knew of any nenbers who had been
notified that their rates were going up because of credit.

M5. DARLIN said she didn't personally, but their state office
had a | ot of contacts fromseniors on this issue.

MR. M CHAEL LESSMEIER, State Farm Insurance, said he didn't
think it was a fair assunption to say that insurance rates are
goi ng up because of credit. The reality is, particularly in the
aut onobi l e insurance market in the state of Al aska over the |ast
nunber of years, the insurance market has been a very poor one.
Losses have been significant. State Farm the largest auto
insurer in Al aska, has lost mllions of dollars.

CHAIR BUNDE asked if it is State Farmis policy to notify
custoners of an adverse credit report that affected rates.

MR. LESSMEIER replied that it's conplicated because State Farm
does not use credit scoring in Alaska for purposes of setting
rates. The only tinme they use it is at the initial application
for auto insurance; State Farm doesn’'t use it at all for hone
i nsurance. In those cases, if there is an adverse credit inpact,
the custonmer is given information about what that is. State Farm
has a brochure that explains it in detail

He said they spent a great deal of tinme on this |egislation |ast
session and worked hard to conme up with a conprom se that woul d
address the sponsor's concerns - with nedical bills, insurance
inquiries, etc. Since then, in Novenber, the National Conference
on Insurance Comr ssioners cane up wth a nodel piece of
| egi slation that is being considered by 13 other states.
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He urged them not to ban the use of this tool that insurance
conpanies use differently. It is a highly conpetitive market and
the insurance industry is one of the nobst regulated in Al aska.
He also noted that the Division of |nsurance approves every
insurance rate that is set in this state. It already has the
power to address any unfair discrimnation or inpact. It has
found that the nunber of conplaints about the use of credit has
been five, but the nunmber of conplaints it found where it has
been m sused is zero. State Farm had used it with their clients
for around three years and has had very few conpl aints.

SENATOR COWNDERY agreed that he nade a handshake agreenent | ast

year that he wouldn't change the bill in conference conmttee
but at the very next neeting the insurance industry wanted to
change it. That's why he pulled the bill |ast year.

CHAI R BUNDE adj ourned the nmeeting at 3:30 p.m
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