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advise its customer and to furthermore advise its customer o f how to obtain corrective action. 
Any information that is inaccurate, incomplete or unverifiable must be deleted.

The fifth error is the attempt to categorize those the author o f this statement claims to be 
unfairly discriminated against. One must remember that credit based scoring is merely one 
factor used among marty. It is used differently by different insurers. Those who are good risks 
will continue to be rewarded by the market, so long as the market is allowed to function freely.
I f  the market is allowed to function freely, those who are poor risks will pay a premium 
commensurate with that risk, a premium which is approved in advance by the Division o f 
Insurance.

It is difficult to respond specifically to anecdotal claims o f unfairness without knowing 
the details o f  each situation in question. But we do know that the generalizations contained in 
the Sponsor Statement are not accurate. We do not believe it accurate to claim that any minority 
is unfairly discriminated against by the use o f credit based scoring. To make such a claim is to 
also claim that any such minority does not responsibly manage their credit, a claim we believe is 
not supported. Nor is it accurate to claim that credit based scoring favors the wealthy. Credit 
based scoring does not consider income, but rather whether one responsibly manages his or her 
credit. Many lower income people do responsibly manage their credit and thus would not be 
adversely affected by credit based scoring.

We do not believe the implication that people without a credit history usually pay 25% 
more simply because o f credit based scoring is accurate. Credit based scoring is typically used in 
connection with other factors to determine an appropriate rate. While this tool is used differently 
by different insurers, we are unaware o f  any support for such a blanket statement such as this.
We likewise are not aware o f any support for the implication that small business owners pay 40% 
more simply because o f credit based scoring.

The sixth error we wish to respond to is the argument that Hawaii insurance premiums 
are among the lowest in the nation, somehow because Hawaii does not allow the use o f  credit 
history. We believe the decreases in Hawaii automobile insurance rates are due to significant 
reform of the Hawaii no fault law and to repeal o f the lake-all-comers law, which helped restore 
competition to the marketplace. None o f these decreases had anything to do with lack o f  credit 
use.

We know o f no logical connect: on between the level o f insurance premiums consumers 
pay as a whole and credit based scoring. Insurance p emiums are determined by the frequency o f 
loss and the severity o f loss. Credit based scoring has no effect on either. It simply provides 
insurers with one more tool to use to more fairly allocate the cost o f insurance to those with the 
higher levels o f risk. Conversely, those with lower levels o f  risk pay less.
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The seventh error we wish to respond to is the claim that the “insurance industry wants to 
utilize this easy method to raise rates.” We again are not aware o f  any logical basis for this 
statement. We have a significant share o f both the Alaska automobile and homeowner markets. 
We are not utilizing credit based scoring to raise rates. To our knowledge, no insurer has utilized 
credit based scoring to support a claim for across the board rate increases. Even if  an insurer 
tried to make such a claim, we doubt if  any regulator would approve it.

The final claim we wish to respond to is the claim that credit based scoring will make it 
more difficult and expensive for consumers to obtain insurance. That certainly has not been our 
experience nor has it been the experience o f our policyholders. It is hard for us to understand 
how a tool that has proven to be an accurate predictor o f risk and a tool that accordingly will 
allow insurers to more fairly allocate the cost o f that risk will make it either m ore difficult or 
expensive for consumers to obtain insurance. The goal o f a more fair allocation o f the cost o f 
risk is a goal that is in the best interests o f all o f our policy holders. This tool will help us 
achieve that goal.

As you consider this legislation, we hope you will keep in mind the fact that as set forth 
above, the insurance industry is already heavily regulated. Any rate changes already must be 
approved in advance by the Division o f Insurance. It is already an unfair trade practice to 
unfairly discriminate. Clearly, there are adequate tools already in place to prevent an insurer 
from somehow misusing credit based scoring, which is the real concern o f  the sponsor.

We do not believe the intent o f the sponsor is to prevent a more fair allocation o f the cost 
o f risk. Yet the effect o f this legislation is to do just that. We strongly believe this to be contrary 
to the interests o f  our policyholders as well as to the vast majority o f  Alaska consumers.

We thank you for your interest in this legislation. Pleaso let us know should you have 
any questions relating to this issue.

Sincerely,

LESSMEIER & W INTERS

By:
Michael L. Lessmeier

cc: Members of Senate Labor and Commerce Committee
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Via Fax: 907-465-3872

March 5,2002

The Honorable Ben Stevens 
State Capitol, Room 119 
Juneau, AK 97801-1182

Dear Senator Ben Stevens:

ChoicePoint opposes Senate Bill 320 which if enacted would prohibit the use of credit 
information for insurance underwriting. ChoicePoint opposes the restriction on the use of credit 
because consumers and insurers benefit when insurance companies make infonned underwriting 
decisions based on a consumer’s complete characteristics. Senate BUI 320 is bad for consumers 
and insurers and jeopardizes the insurance savings consumers enjoy.

Credit scores are used by insurers as a predictive tool in the insurance underwriting and pricing 
process and are tied directly Vo a consumer’s behavior, not a classification. A credit score is 
purely an analytical, non-biased assessment of historical financial information about a consumer 
without regard to race, income, or gender. The use of credit information in die insurance 
underwriting process is governed and expressly allowed by the federal Fair Credit Reporting Act 
(FCRA). The FCRA provides important consumer protections by requiring Insurers to notify 
their customer any time an adverse action is taken based on a credit report Also, consumers may 
review their credit reports and challenge any information they believe is in error.

The use of a consumer’s credit history, along with other predictive factors such as driving and 
claims history, in the underwriting process benefits the consumer by providing lower insurance 
rates. By not basing the underwriting decision solely on credit information and using a 
consumer’s complete characteristics, the insurance company’s ability to properly assess future 
risk and avoid possible loss makss lower insurance rates possible for most consumers. The use of 
credit information also helps some consumers who might have less than perfect driving records 
receive lower insurance rates, makes insurance available to some consumers who might 
otherwise be uninsured, and increases the availability of insurance in the broad market. More 
than 90 percent of the population have good credit histories. The use of credit reports by 
insurance companies gives this 90 percent of the population a better chance to find insurance.

Study after study bears out the fact that the b.etter a person is at handling his or her finances, the 
better that person is at handling his or her insurance. The following studies show a strong 
correlation between credit histories and insurance risks:
• The Tillinghast-Towers Perrin firm studied data from nine home and auto insurance 

companies to determine if there is any relationship between credit scores and loss ratios. In 
eight companies, Tilllnghast determined that the s was a 99% chance of a relationship, and 
in the ninth company, it established a 92% probability of a link.

• A survey conducted by the National Association of Independent Insurers (NAII) found that 
companies that use credit reports for underwriting assessment report that automobile 
insurance claims ore <S0% higher for drivers with poor credit rating. Insurance companies
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• The Arizona Department o f Insurance collected information that insurers used to ju s tify their
use o f credit reports as a predictor o f loss. The Department then turned the information over 
to an independent actuarial consultant The consultant verified that the use o f credit reports is 
a valid and sound underwriting tool.

The use o f credit information in insurance underwriting decisions is an important benefit to 
consumers and insurers alike. By restricting its use, you are diminishing the insurance industry’s 
ab ility to effectively identify risk and write insurance, determine appropriate premiums fo r 
insurance coverage, and affecting the insurance industry’s ability to offer lower insurance rates to 
consumers, your constituents. ChoicePoint hopes that this underwriting tool is not taken away 
from consumers and insurers.

Thank you fo r your time and consideration o f ChoicePoint views on this issue.

Sincerely,

fohn B. W ilson
Assistant Vice President -  Modeling and Analytics
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N a t i o n a l  A s s o c i a t i o n  o f  P r o f e s s i o n a l  A l l s t a t e  A g e n t s
Toll Free: 877- 627-2248 Fax: 877-621 -1786 www.napaausa.org 

42015 Ford Road #261 • Canton, MI 48187-3669
Representative Lisa Murkowski 
Alaska House o f Representatives 
State Capitol— Room 408 
Juneau, AK 99801

April 19, 2002

Dear Representative Murkowski,

The National Association o f Professional Allstate Agents (NAPAA) has studied the issue o f “ credit scoring,” or 
“ insurance scoring,” and because Allstate was one of the earliest users o f credit scoring algorithms to underwrite and 
rate insurance policies, Allstate insurance agents have the most experience dealing with this system and its adverse 
effect on our customers. Our conclusions based on this unique experience are:

It is a secret methodology, not subject to examination by Insurance Commissioners, which affects the 
premium and/or acceptance o f insurance applicants and existing customers.

Credit scoring appeared when insurance companies were denied the ability to overtly Redline geographical 
areas and certain minority groups. Credit scoring is a new method of Redlining meant to replace the old 
method. It is Redlining by economic class.

Particularly affected are minorities, low-income groups, senior citizens and others who rarely, or never, 
make use o f credit. Other affected people are those who have divorced, the death o f a spouse, large medical 
bills or even those who check their own credit regularly to be sure the information is accurate.

• The insurance/credit score is a moving target - Today one may have a “score” o f 4, next month a score o f 2. 
The consumer just has to hope they get lucky when they apply, because they are stuck with whatever the 
score happens to be at that time, with no possibility o f improvement, for the life o f the policy.

Credit scoring allows a company to take rate increases at their sole discretion b/ merely adjusting their 
never examined and secret algorithm by changing the weighting o f certain values.

Credit scoring for insurance is not socially acceptable violating values that Americans hold dear. The American way 
is to be measured on those things that are directly relevant to the subject: Tickets, accidents, vehicle usage etc. for 
auto insurance and condition o f premises, past losses and upkeep for property insurance. Credit scoring for 
insurance purposes is Redlining; Economic Redlining. NAPAA strongly opposes Redlining, thus we have no choice 
but to oppose credit scoring.

Insurance commissioners, in various states, are conducting hearings to better understand how the use of credit 
impacts the insurance consumer. Our members, captive Allstate agents, wish to participate and contribute at these 
meetings since they are closest to the consumer and see how implementation o f credit directly affects their clients. 
However, they have been discouraged to do so under threat o f retaliation by Allstate. I f an agent’s presence at these 
hearings were made requested we would make eveiy effort to assure the presence o f a NAPAA representative.

It has come to our attention that the Alaska Independent Insurance Agents & Brokers have visited the capitol and 
expressed their opposition to HB 395. They do not represent the Allstate agents in Alaska. We represent the 52 
agents o f Allstate in Alaska and have done so since 1989. The AIIAB, according to their website, represencs 55 
independent agencies (some may have appointments from Allstate) and 43 associate members in Alaska. „<■, r
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Our Support o f HB 395

Subject: O u r  S u p p o rt of HB 395
Date: M on, 22 A pr 2002 13:32:37 -0700 

F rom : "NAPAA" <HQ@napaausa.org>
To: "Drew Scalzi" <Representative_Drew_Scalzi@legis.state.ak.us>,

"Eldon Mulder" <Representative_Eldon_Muldcr@legis.state.ak.us>,
"Beverly Masek" <Representative_Beverly_Masek@legis.st?te.ak.us>,
"Beth Kertula" <Representative_Beth_Kerttula@legis.state.aK.us>,
"Ethan Berkowitc" <Representative_Ethan_Berkowitz@legis.state.ak.us>,
"Harry Crawford" <Representative_Harry_Crawl'ord@legis.state.ak.us>,
"Joe Hayes" <Representative_Joe_Hayes@I .state.ak.us>,
"Richard Foster" <Represen‘ative_Richard_i oster@ legis.state.ak.us>

D e a r  R e p r e s e n t a t i v e ,

T h e  N a t i o n a l  A s s o c i a t i o n  o f  P r o f e s s i o n a l  A l l s t a t e  A g e n t s  ( N A P A A )  h a s  s t u d i e d  
t h e  i s s u e  o f  " c r e d i t  s c o r i n g , "  o r  " i n s u r a n c e  s c o r i n g , "  a n d  b e c a u s e  A l l s t a t e  

w a s  o n e  o f  t h e  e a r l i e s t  u s e r s  o f  c r e d i t  s c o r i n g  a l g o r i t h m s  t o  u n d e r w r i t e  a n d  

r a t e  i n s u r a n c e  p o l i c i e s ,  A l l s t a t e  i n s u r a n c e  a g e n t s  h a v e  t h e  m o s t  e x p e r i e n c e  

d e a l i n g  w i t h  t h i s  s y s t e m  a n d  i t s  a d v e r s e  e f f e c t  o n  o u r  c u s t o m e r s .  O u r  

c o n c l u s i o n s  b a s e d  o n  t h i s  u n i q u e  e x p e r i e n c e  a r e :

1 .  I t  i s  a  s e c r e t  m e t h o d o l o g y ,  n o t  s u b j e c t  t o  e x a m i n a t i o n  b y  I n s u r a n c e  

C o m m i s s i o n e r s ,  w h i c h  a f f e c t s  t h e  p r e m i u m  a n d / o r  a c c e p t a n c e  o f  i n s u r a n c e  

a p p l i c a  . t s  a n d  e x i s t i n g  c u s t o m e r s .

2 .  C r e d i t  s c o r i n g  a p p e a r e d  w h e n  i n s u r a n c e  c o m p a n i e s  w e r e  d e n i e d  t h e  a b i l i t y

t o  o v e r t l y  R e d l i n e  g e o g r a p h i c a l  a r e a s  a n d  c e r t a i n  m i n o r i t y  g r o u p s .

3 .  C r e d i t  s c o r i n g  i s  a  n e w  m e t h o d  o f  R e d l i n i n g  m e a n t  t o  r e p l a c e  t h e  o l d

m e t h o d .

4 .  P a r t i c u l a r l y  a f f e c t e d  a r e  m i n o r i t i e s ,  l o w - i n c o m e  g r o u p s ,  s e n i o r  c i t i z e n s  

a n d  o t h e r s  w h o  r a r e l y ,  o r  n e v e r ,  m a k e  u s e  o f  c r e d i t .  O t h e r  a f f e c t e d  p e o p l e  

a r e  t h o s e  w h o  h a v e  h a d  d i v o r c e s ,  t h e  d e a t h  o f  a  s p o u s e ,  l a r g e  m e d i c a l  b i l l s  

o r  e v e n  t h o s e  w h o  c h e c k  t h e i r  o w n  c r e d i t  r e g u l a r l y  t o  b e  s u r e  t h e  

i n f o r m a t i o n  i s  a c c u r a t e .

5 .  T h e  i n s u r a n c e / c r e d i t  s c o r e  i s  a  m o v i n g  t a r g e t  -  T o d a y  o n e  m a y  h a v e  a  

" s c o r e "  o f  4 ,  n e x t  m o n t h  a  s c o r e  o f  2 .  T h e  c o n s u m e r  j u s t  h a s  t o  h o p e  t h e y  

g e t  l u c k y  w h e n  t h e y  a p p l y ,  b e c a u s e  t h e y  a r e  s t u c k  w i t h  w h a t e v e r  t h e  s c o r e  

h a p p e n s  t o  b e  a t  t h a t  t i m e ,  w i t h  n o  p o s s i b i l i t y  o f  i m p r o v e m e n t ,  f o r  t h e  l i f e  

o f  t h e  p o l i c y .6 . C r e d i t  s c o r i n g  a l l o w s  a n  i n s u r a n c e  c o m p a n y  t o  t a k e  r a t e  i n c r e a s e s  a t  

t h e i r  s o l e  d i s c r e t i o n  b y  m e r e l y  a d j u s t i n g  t h e i r  n e v e r  e x a m i n e d  a n d  s e c r e t  

a l g o r i t h m  b y  c h a n g i n g  t h e  w e i g h t i n g  o f  c e r t a i n  v a l u e s .

C r e d i t  s c o r i n g  f o r  i n s u r a n c e  i s  n o t  s o c i a l l y  a c c e p t a b l e .  I t  v i o l a t e s  t h e  

v a l u e s  A m e r i c a n s  h o l d  d e a r .  T h e  A m e r i c a n  w a y  i s  t o  b e  j u d g e d  o n  t h e s e  t h i n g s  

t h a t  a r e  d i r e c t l y  r e l e v a n t  t o  t h e  s u b j e c t :  T i c k e t s ,  a c c i d e n t s ,  v e h i c l e  u s a g e  

e t c .  f o r  a u t o  i n s u r a n c e  a n d  c o n d i t i o n  o f  p r e m i s e s ,  p a s t  l o s s e s  a n d  u p k e e p  

e t c .  f o r  p r o p e r t y  i n s u r a n c e .  C r e d i t  s c o r i n g  f o r  i n s u r a n c e  p u r p o s e s  i s  

R e d l i n i n g .  N A P A A  s t r o n g l y  o p p o s e s  R e d l i n i n g ,  t h u s  w e  h a v e  n o  c h o i c e  b u t  t o  

o p p o s e  c r e d i t  s c o r i n g .

I n s u r a n c e  c o m m i s s i o n e r s ,  i n  v a r i o u s  s t a t e s ,  a r e  c o n d u c t i n g  h e a r i n g s  t o  

b e t t e r  u n d e r s t a n d  h o w  t h e  u s e  o f  c r e d i t  i m p a c t s  t h e  i n s u r a n c e  c o n s u m e r .  

C a p t i v e  A l l s t a t e  a g e n t s  w i s h  t o  p a r t i c i p a t e  a n d  c o n t r i b u t e  a t  t h e s e  m e e t i n g s  

s i n c e  t h e y  a r e  c l o s e s t  t o  t h e  c o n s u m e r  a n d  s e e  f i r s t h a n d  h o w  i m p l e m e n t a t i o n  

o f  c r e d i t  d i r e c t l y  a f f e c t s  t h e  c u s t o m e r .  H o w e v e r ,  t h e y  h a v e  b e e n
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d i s c o u r a g e d  t o  d o  s o  u n d e r  t h r e a t  o f  r e t a l i a t i o n  b y  A l l s t a t e .  I f  a n  a g e n t ' s  

p r e s e n c e  a t  t h e s e  h e a r i n g s  w e r e  r e q u e s t e d  o r  r e q u i r e d ,  w e  w o u l d  m a k e  e v e r y  

e f f o r t  t o  a s s u r e  t h e  p r e s e n c e  o f  a  N A P A A  r e p r e s e n t a t i v e .

S i n c e r e l y ,

R o n  M a t h i s o n  

N A P A A

D i r e c t o r  o f  A g e n t  A i a i r s  

8 7 7 - 6 2 7 - 2 2 4 8

2 o f 2 4/30/2002 9:54 PM



North Star Examinations, Inc.
I n s u r a n c e  R e g u l a t o r y  C o n s u l t a n t s  a n d  E x a m i n e r s  

P. 0 . Box 210643 
Auke Bay, Alaska 99821-0643 

Phone (907)789-9497 
☆  Fax: (907) 789-1287

*  Email dkoch@alaska.com
ik

*

April 18,2002

Honorable Kim Elton 
Senator,
Alaska State Senate 

Juneau, AK 99811

Re: Credit History and Credit Scoring in Insurance

Dear Senator Elton

I read in the paper yesterday that you have proposed legislation to prohibit the use of 
credit history and credit scoring in the State o f Alaska for underwriting and selection of 
personal automobile insurance and homeowners insurance. I support your efforts to do 
so and would like to offer some observations that may be of interest.

By way of background, I am a retired state employee (as of 3/31/97), having worked at 
the Alaska Division of Insurance for more than 27 years as its Chief of Market 
Surveillance. I was responsible for rate review, form review and market conduct 
examinations. I also spent considerable time working with legislators and staff on a 
variety o f insurance issues. Currently I continue to reside in Juneau and operate a small 
consulting firm  that provides market conduct examination services for state insurance 
departments. I have no Alaska contracts. States currently using my services include 
Delaware, New Mexico and North Dakota. For these states I establish examination 
processes, develop state specific handbooks on how to perform such examinations, train 
examiners, supervise and conduct examinations. My views do not reflect those of the 
states for whom I provide services, they are my own.

In 1995 when credit history was first being used by insurers in peisonal automobile 
insurance, The National Association of Insurance Commissioners appointed a working 
group to look into the issue and ultimately develop a white paper as a guide for states 
considering what to do about the issue. I chaired the initial working group but after 
several meetings asked Maryland to assume the chair since I was somewhat over­
committed at the time. I continued to remain active with the working group. I can recall 
one meeting in Northbrook Illinois that was o f particular interest. W e had about a dozen
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regulators from a number o f states meet with an insurer to gain an understanding why 
they felt the credit history should be an underwriting consideration. Our group was 
comprised of a good cross section of expertise including actuaries, economists, and 
examiners.

The company data presented suggested that there was a considerable correlation between 
the propensity for loss and credit history. There were several problems for which we 
could not elicit satisfactory answers and essentially these remain unchanged today. They 
are:

1. The data was based on the Company’s customer database and since that had 
spent considerable time, effort and money to develop the system, they did not 
want another company to copy their data and use it as their own. They felt 
that such action, which is fairly commonplace, would place them at a 
competi.ive disadvantage. We were not able to look at the underlying data or 
supporting calculations. The data would appear to be more supportive o f rate 
differentials rather than selection differentials.

2. In our attempts to understand how poor credit could tie into increased 
likelihood of loss only one person made an analytical observation that made 
some sense. He said that the intended form of credit scoring was in a sense a 
quantification of responsibility. It would appear that poor credit history is a 
reflection of responsibility and attitude that according to the presenters carried 
over into how a person drives an automobile or does things that might reduce 
an insurers exposure to loss. This tie was not demonstrated, it was theorized.

3. The insurer at that point had not developed the process to the point that 
duplication for factors already considered in other underwriting considerations 
could be avoided.

4. Fiscal emergencies were not factored out of the process. Someone with a 
longstanding good credit history who has an expensive medical emergency 
that temporarily revises the persons payment history would not receive special 
consideration even though the underlying attitude to paying on their 
commitments was unchanged. A similar issue arises in a depressed economy 
when layoffs occur. Being unable to continue to meet obligations is not the 
same as being unwilling to meet them and credit scoring does not make the 
distinction.

Many insurers these days are trying to outsource functions or parts o f functions to 
independent vendors. They do this in part because it is difficult for the regulator to 
achieve a comprehensive view of the company’s operations. They also do it for 
perceived gains from savings on expenses. The savings often come from reduced 
management oversight o f the outsourced function.

During the past few years, I have been involved in the examination of eight m ajor auto 
and homeowners insurers, six of those directly and the other two as a supervisor. Some 
do not use credit history, some do not use credit scoring. Some use credit only for 
placement in a rating tier. Some use credit only on new business. I believe that the
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system as I have seen it is inherently flawed and are unfairly discriminatory. Insurance is 
by its nature discriminatory and that is not unreasonable. Unfair discrimination is quite 
another story. Some examples of why I think Credit History and Credit Scoring is unfair 
are:

1 . If credit history and credit scoring is intended to reflect responsibility then it is 
unfair because that connection has not been established and no efficient 
method has been established to identify exceptions.

2. Most insurers use credit scoring only at the initial underwriting and that is to 
determine into which rating tier the person should be written. That is unfair 
since attitudes can change, credit history can change, and no opportunity is 
provided to assure that the selection criteria and measurement has remained 
unchanged. If a person’s score improves is he/she locked into the tier that 
resulted from the initial review? This might arguably be a conflict with the 
federal Fair Credit Reporting Act that contains a limit on how long the 
information in a credit report can be used.

3. The fact that scoring information is secret is unfair. If  the information 
developed on a person and how it is used is secret, how is anyone to know that 
it has been properly used? It makes the Insurance Director’s jo b  to oversee a 
fair insurance marketplace very difficult if not impossible to achieve.

4. The nature o f the scoring is that a large transaction such as the purchase of a 
house has a negative influence on the credit score thus presenting the buyer 
with problems when he/she attempts to insure the house. I t’s a sort of “Catch 
22” kind of effect which comes up frequently in complaints. A contact with 
other state insurance departments concerning their complaints on credit 
history and credit scoring might prove enlightening.

At this juncture, my own preference is for an outright ban on the use o f credit history and 
credit scoring for personal lines automobile insurance and homeowners insurance. If the 
legislature wishes to proceed with some form o f limitation, I would urge caution because 
that would tend to give a flawed program sanction. Better not to act or to assure that the 
Director o f Insurance has adequate rulemaking authority to provide for protection of the 
public. I would also urge caution about the structure of a ban because there are insurance 
lines of business where credit history review is appropriate, for example some of the 
commercial financial products and possibly fidelity and surety products.

I am sorry that my late awareness of this as a legislative issue in Alaska and my 
somewhat bizarre travel schedule prevents me from providing more direct input. I will 
be on travel status for the next three weeks but can be reached at my cell phone (907) 
321-4084.

Very truly yours,

Donald P. Koch, CIE 
President

Page 3



Sent By: NAPAA; 8776211786; Apr-19-02 3:25PM; Page 1/1

National Association of Professional Allstate Agents
Toll Free: 877'627-2248 Fax:877-621-1786 www.napaausa.org

42015 fo rd  Road #261 • Canton, M l 48187-3669
Representative Lisa Murkowski 
Alaska House o f  Representatives 
State Capitol— Room 408 
Juneau, AK. 99801

April 19, 2002 j
l

Dear Representative Murkowski,1 s'
The National Association o f  Professional Allstate Agents (NAPAA) has studied the issue o f “credit scoring,” or 
“insurance scoring," and because Allstate was one o f  the earliest users o f credit scoring algorithms to underwrite and 
rate insurance policies, Allstate insurance agents have the most experience dealing with this system and its adverse 
effect on our customers. Our conclusions based on this unique experience are:

• It is a  secret methodology, not subject to examination by Insurance Commissioners, which affects the 
premium and/or rcce^tance o f insurance applicants and existing customers.

• Credit scoring appealed when insurance companies were denied the ability to overtly Redline geographical 
areas and certain minority groups. Credit scoring is a new method o f Redlining meant to replace the old 
method. It is Redlining by economic class.

• Particularly affected are minorities, iow-income groups, senior citizens and others who rarely, or never, 
make use o f  credit. Cither affee'ed people arc those who have divorced, the death o f a spouse, large medical
bills o r even those who check their own credit regularly to be sure the information is accurate.

<
• The insurance/credit (score is a moving target - Toda" one may have a “score” o f  4, next month a score o f  2. 

The consumer just hjjs to hope they get lucky when they apply, because they are stuck with whatever the 
score happens to be at that time, with no possibility o f improvement, for the life o f  the policy.

• Credit scoring allows a  company to take rate increases at their sole discretion by merely adjusting their 
never examined and Secret algorithm by changing the weighting o f  certain values.

Credit scoring for insurance is not socially acceptable violating values that Americans hold dear. The American way 
is to be measured on those thijigs that are directly relevant to the subject Tickets, accidents, vehicle usage etc. for 
auto insurance and condition 4>f premises, past losses and upkeep for property insurance. Credit scoring for 
insurance purposes is Redlining; Economic Redlining. NAPAA strongly opposes Redlining, thus we have no choice
but to oppose credit scoring. ;

//
Insurance commissioners, In various stater, are conducting hearings to better understand how the use o f  credit 
impacts the insurance consumer. O ur members, captive Allstate agents, wish to participate and contribute at these 
meetings since they are closest to the consumer and 3ee how implementation o f  credit directly affccte their clients. 
However, they have been discouraged to do so under threat o f  retaliation by Allstate. I f  an agent’s presence at these 
hearings were made requested we would mnke every effort to assure the presence o f  u NAPAA representative.

it has come to our attention tjiat the Alaska Independent Insurance Agents & Brokers have visited the capitol und 
expressed their oppostion to  HB 395. They do not represent the Allstate agents in Alaska. We represent the 52 
agents o f  Allstate in Alaska ajid have done so since 1989. The AIIAB, according to their website, represents 55 
indpendent agencies (some mjay have appointments from Allstate) and 43 associate members in Alaska.

Director o f  Agent Affairs |
li
i

http://www.napaausa.org
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A A .R P  Alaska

Maroh 2,2002

Honorable I x Murkowski, Chair 
House Labor and Commerce Committee 
Alaska Capitol Room 408 
Juneau, AK 99801

RE: HB 395 (Crawford)-Support

Dear Chair Murkowski:

On behalf of the 112,000 AARF members in Alaska, we urge you and your colleagues on the House and Labor 
Commerce Committee to support HB 395, authored by Representative Harry Crawford, a member of your 
committee.

HB395 addresses problems arising from insurance companies using “credit scores” to set rates for individuals.

As you know, retirees are the group least likely to use credit cards and to have debt. Five factors are \ rimarily used 
for credit scoring:

• payment history • recent credit history
• amount of debt • types of credit
• credit account hi story

If an individual docs not use credit regularly, s/he may face a negative discriminatory score on the credit report

We understand the industry’s interest in using tools that may help them identify poor risks, but we do not believe 
older individuals who do not use credit should be forced to pay higher insurance premiums simply because they are 
reluctant to build up debt.

AARP Alaska recommends an “AYE” vote on HB 395.

Should you have any questions about our position, please feel free to contact Marie Darlin (586-3637), Coordinator 
of the AARP Capitol City Task Force; Patrick Luby (907-762-3314), AARP Legislative Representative; or me 
(907-245-5259).

Thank you ftr your consideration.

Sincerely,

Marguerite Stetson - Executive Council Member for Advocacy

Co: Representative! Andrew Halcro
Representative Pete Knott 
Representative Kevin Meyer 
Representative Norman Rokeberg 
Representative Joe Hayes 
Representative Harry Crawford

AUeka State Office |  3801 “C" Street, Suite 1420 |  Anchorage, AK 93503 |  Phone: 907-3*1-2277 | Fax: 907-341-2270 f  www.Mrp.org

http://www.Mrp.org


Is this good credit?
From 1997 to 2001 the total annual o f credit increased 76 percent.

Federal Reserve Statistical Release

Morgan Stanley Dean Witter & Co.
o personal bankruptcies will continue to rise through the third quarter o f 

2002 (will peak at 450,000) 
o this is a 29% increase from the third quarter o f 2001 
o the number o f bankruptcies follows roughly the same path as 

unemployment

Between 1990 and the end o f 1996, aggregate credit card debt more than doubled 
Consumer Federation of America

2001 -  Average credit card debt rose from $879 to $2746 in two years 
Nellie Mae

2001 - The number o f young people filing for bankruptcy increased by 50% in the 
past ten years.

USA Today

2001 -  The overall bankruptcy rate increased 40% in the past ten years.
USA Today

In the second quarter o f 2001, the percentage o f delinquent credit card payments 
rose to 5 percent from 4.3 percent. Card write-offs increased to 6.4 percent from 
5.6 percent.

Newsweek

Bankruptcy filings are now on track to surpass the record-breaking year o f  1998 
when 1,442,549 new cases were filed.

Administrative Office of the US Courts

The number o f Americans seeking credit counseling and entering debf 
management programs has risen sharply over the last ten years. In 1998 NFCC 
assisted over 1.4 million Americans, about 504,000 o f these consumers who 
carried a debt o f  $2.3 billion.

Consumer Federation of America

The percentage o f 33-35 year-olds who are more than 60 days late on credit 
payments jum ped by more than a third from 1992-1998; for 45-54 the jum p was 
almost two-thirds

"D> owning in Debt" Gary Belsky
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Relationship of Three Credit Characteristics to 
Automobile Insurance Loss Ratios

Relationship of Loss Ratio to Number of Credit Lines 

60+ Days Delinquent in Last 24 Months
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Relationship of Three Credit Characteristics to 
Homeowners Insurance Loss Ratios

Relationship of Loss Ratio to Number of Collections

Relationship of Loss Ratio to Number of Credit Lines 

60+ Days Delinquent in Last 24 Months
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Homeowners Insurance

Score Range



Zip Code Combined Z ip Code Combined
Credit, Ranges 21217 Tota ls 21210 Tota ls

*

576-600 31.4% 7.6 %
601-625 12.8 8.7
626-650 10.8 6
651-675 10 10.9
676-700
701-725
726-750
751-775
776-800
801-825
826-850 2.8 2.2
851-875 0.6 3.3
876-900 0.4 3.3
901-925 0.6 0
926-950 0.6 1.1
951-975 0.6 0.5
U I Z ------- Q2 _____ JLfi% 1 1

C o m p a r i s o n  o f  C r e d i t  S c o r e  b y  P e r c e n t a g e

The median credit range for 21217 is 626-650 and 701-725 for 21210. 
The mode credit range for 21217 is 601-625 and 701-725 for 21210.



C o m p a r i s o n  o f  P r e m i u m  b y  P o p u l a t i o n  C o m p o s i t i o n
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No credit history? It may raise your 
insurance
By P e te r Lewis
Seattle Times consumer-affairs reporter

In the war of words over "credit scoring" —  
a contentious practice used by insurance 
companies to set rates for drivers and 
homeowners based on their credit history 
—  there is at least one point of agreement 
among advocates and opponents:

Those without credit histories cannot enjoy 
the system's "benefits," meaning they pay 
as much as 25 percent more for 
insurance.

Comparing the number of adult Americans 
counted in the 2000 Census with the 
number of active-credit files maintained by 
major credit-reporting agencies, there 
appear to be between 4 million and 19 
million Americans who are 18 and older 
without credit histories.

State insurance commissioner Mike 
Kreidler wants to curb credit scoring.

E-mail this article 

Print this article 

Search-web.gtchive
: Critics of the credit industry say most of those are immigrants, older people, 

those who are culturally uncomfortable or distrustful of credit, certain religious 
groups or those too poor to qualify.

At its core, credit scoring is based on the belief there is a strong, statistical 
correlation between personal financial responsibility and the likelihood that 
someone will get into an accident or otherwise file a claim to recover losses.

As a result, the system works against people who cannot prove through 
records kept by credit agencies that they have managed their money 
responsibly.

The consequences of an absence of credit came to light in Yakima, where 
many Hispanics live, at a public hearing in October hosted by Washington 
state insurance commissioner Mike Kreidler.

Testifying on the subject was an insurance-agency owner, David Hargreaves 
of Yakima-based Argus Insurance. In a subsequent interview, Hargreaves said 
some Hispanics were forced to spend more on expensive policies because 
they lacked credit histories.

l o f 4 12/26/2001 10:59 At
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It's happened about a dozen times in the past year, he said, mostly in the last 
quarter, indicating the credit-scoring trend is on the upswing. "The biggest 
problem we have relative to the Hispanic population is that, culturally, they by 
and large pay cash and do not have an established credit history," Hargreaves 
said.

"Even though their 'credit' may be perfectly good, they pay in cash. By virtue of 
that, when we order a credit score, we get a 'no hit' or it shows 'no credit.' And 
depending on the various insurance companies, if they solely use credit 
scoring, then it's a negative, and they get placed in a more 'surcharged' 
market," he said.

Depending on the particular insurance company's policy, the resulting 
difference will cost clients without credit histories from 10 to 25 percent more 
for auto insurance, Hargreaves said.

Kreidler, the insurance commissioner, recounted the impact on Hispanics, 
among other groups, in a presentation for state lawmakers in November. He 
used the occasion to announce his intent to introduce legislation in the 
upcoming legislative session to curb the practice, which has become 
widespread in the industry.

Kreidler, who fears credit scoring could increase the number of uninsured 
motorists, wants to ban it as the sole criterion to cancel, nonrenew or deny /  
coverage. He also wants to cap at 20 percent the premium differential tied to ^  
credit scoring.

Kreidler acted after listening to scores of consumers at four public hearings 
last fall. Some consumers questioned the reliability of the underlying data ir. 
credit reports, and the potentially discriminating impact of credit scoring on 
divorced people, those with sudden, staggering medical expenses and victims 
of identity theft.

Even agents are frustrated

Credit scoring is an evolving technology that assigns a point value to attributes 
such as payment history, outstanding debt and the number and types of 
accounts. No two models are alike, and different companies can give more or 
less weight to the overall value of credit history vs. more traditional measures, 
such as driving history, accident records and claims.

Representatives of the insurance industry maintain that credit scoring is an 
objective, effective tool to place consumers into the appropriate risk 
categories. They further assert it permits companies to write more policies and 
to charge lower premiums for many consumers.

But because the companies do not spell out how they arrive at scores (they 
consider it intellectual property), some insurance agents have become 
frustrated trying to explain to customers decisions that neither agent nor 
customer fully understands. Also worrisome, agents say, is the move by some 
companies to cut underwriting costs by downgrading or ignoring traditional 
yardsticks.

Even the system's advocates acknowledge that consumers with no credit 
history become instant losers. "We're not penalizing anybody. But they (people 
without credit history) won't get a reward for having good credit," said Michael 
Harrold, northwest regional manager of the National Association of 
Independent Insurers, an industry trade group with more than 690 members 
who write $98 billion in premiums annually.

Discrimination seen

2 o f 4 12/26/2001 10:59 Af
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Among those apparently not getting a reward are members of certain ethnic 
and religious groups, including Hispanics, Asians, strictly observant Muslims 
and older Americans who lived through the Depression and do not believe in 
credit.

"Most immigrant communities have some kind of mechanism where people 
pool their money with each other to have capital to begin whatever projects 
they need," said KaYing Yang, executive director of Searac, a Seattle-based 
advocacy group for the Southeast Asian community. "I believe the Korean 
name is 'kae.'

"The question about credit is a serious one," Yang said. "People don't want to 
have debt in the cultures I'm aware of. At the end of the year, before the new 
year, they pay off debt." This is particularly common in the 
Vietnamese-American community, she said, "to start the new year fresh."

Then there are observant Muslims. The Koran outlaws the paying of interest. 
"To make money on money without working for it is not allowed," said Jamil 
Abdul Razaak, spokesman for Seattle's Idriss Mosque. There are many 
Muslims who overlook the prohibition ->ut of necessity, he said. But some strict 
followers of the Koran could interpret ownership of a credit card as a violation, 
even if they do not allow finance charges to accrue, Razaak said.

Others have an aversion to credit because of their life experience. Bruce 
Reeves, lobbyist for the Senior Citizens Lobby, an Olympia-based advocacy 
group, said that many older people who went through the Depression "have a 
pretty jaundiced feeling about who we trust to do business with, and how we 
handle our money. A number of people don't have credit cards."

Birny Birnbaum, a former assistant insurance commissioner in Texas who now 
works as a consultant, maintains that credit scoring discriminates against the 
poor, who generally have a harder time qualifying for credit.

Pete McCorkell, a former vice president for Fair, Isaac, a California-based 
company that has developed some of the most heavily used credit-sccring 
models, acknowledged that poor people and minorities are turned down for 
credit more often than others. But he maintained such outcomes are based on 
sound data and represent an accurate assessment of the risks they pose.

Mike Trevino, a spokesman for Allstate Insurance, said his company insures 
customers without credit histories, but they pay more. They are charged more 
because data show that such customers "perform worse" than the average 
Allstate customer. In other words their "loss costs" tend to be 12 percent to 25 

l percent more than average.

! Still, Trevino acknowledged that, intuitively, it feels funny to charge customers 
! more for the absence of certain characteristics rather than for things they 

actually did, like piling up debt or having too many accidents.1 Andy Schoenholtz, a professor at Georgetown University who has studied 
international immigration, said many immigrant groups "have no idea what the 
U.S. credit system is." They often come from places with no formal financial 
structures or where such institutions were reserved for the wealthy or business 
interests.

£V* r ,/v'
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That does not mean that such people are not credit-worthy, Schoenholtz said. 
He says he believes that financial institutions need to figure out nontraditional 
ways of tracking the saving, spending and regular payments made by those in 
immigrant communities.

It's only smart business to do so, the professor added, because otherwise the 
financial institutions and insurance companies "are missing a market for
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themselves."

Peter Lewis can be reached at 206-464-2217 or pie wis @sea ttletimer :om.
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R emember passbooks? Those 
little books where a bank teller 
would enter your deposits and 

withdrawals, usually for a savings ac­
count? Those were the days before 
technology ruled the banking indus­
try-before online transactions, automated 
teller machines and loan-by-phone.

Most banks have virtually banned such 
antiquated notions, forcing passbook- 
generation customers to adapt. But 
things are a little different in Alaska.

i d

B y  M e l i s s a  C a m p b e l l

“We still have customers who want 
to use a passbook. We even tried to 
get rid of (the books),1’ said Craig Dahl, 
Alaska Pacific Bank president “And we 
accommodate those people.”

Anchorage is generally seen as the 
state’s banking center, but there is a 
handful of Alaskan-owned banks out­
side the big city that are thriving. 
Talk to those in charge of these non- 
Anchorage-based community banks 
and you’ll hear a familiar phrase as

Alaska Business Monthly

to why they are successful in light of 
huge national organizations taking over 
or merging with their competition.

“We offer that hometown customer 
service,” said Michelle Bunch, assis­
tant vice president of commercial bank­
ing for the Fairbanks-based Mount 
McKinley Mutual Savings Bank. “It’s 
like going to your hairdresser-we can 
call you by name.”

As in most hometowns, it’s not un­
usual to run into the bank president
• January 2002www.akbizmag.coni •

T h e s e  A l a s k a n - o w n e d  o r g a n i z a t i o n s  a r e  

f i n d i n g  t h e i r  n i c h e  i n  l o c i l i z e d  s e r v i c e .
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.'r,s ketmg and communications, the system 
is ide^  for companies looking for a 

|  backup data circuit, a secure private 
link to rertote locations, orreliable high­
speed daih-services where landline 
options don’t  exist —

'•It’s a totally different ball game,” 
v she said of the technology being used 

by the Red Cross, remote school dis­
tricts and military installations. “Even 
in a total blackout-no power, no 
phones, no data lines-Tachyon’s satel­
lite keeps humming to branch offices 
and the Internet”

Putting it All Together
In a world of ISDNs, IPs, ATMs and 
more, the ability to understand what 
systems work best for businesses and 
how to manage them is becoming even 
more important Companies like Com- 
pucon, a technology life-cycle services 
company and CFG, an information out­
sourcing technology company, help 
companies decide what is right for them.

“We do everything from A to Z with

|  ager, Compucon. “Everything 
advising a company how 10 leverage a 
technology that’s available to dispos­
ing of an asset at the end of its life ” 

In 2002, Bunker expects to see 
changes in the way businesses leverage 
new technologies. “Obviously the econ­
omy has some impact,” he said. “While 
it will probably mitigate the demand 
for sexy new technologies for tech­
nologies’ sake, it also will increase the 
demand for technologies that impact 
the bottom line.”

In the new year, Bunker said he sees 
companies continuing to evaluate wire­
less technologies, and the merging of 
voice and data networks. “It’s the Holy 
Grail,” he says of the technologies that 
are being designed to combine the 
two traditional systems.

Beth Dolan, managing director, 
Northwest region, CTG, says she is 
seeing a shift in how companies think 
as well. “Inform ation technology 
clients are now having to understand 
the business strategy so that they can 
utilize technology that will enable the

business to be more effective,” she said.
“One of the challenges we see facing 

businesses is how their data is managed 
and how it is communicated through 
the organization,” she continued. “Of­
ten, a business may have a data line that 
has four or five providers; we may man­
age their network, but someone else 
manages the communication lines.”

Dolan says that CTG is considering 
partnering with a telecommunications 
company to expand the company’s 
depth of expertise, though it is pre­
mature to discuss which company is 
in negotiations.

As the world continues to discover 
new technologies and improve existing 
ones, Alaskans will continue to adapt 
to the changing times. Just as its peo­
ple have learned how to cover the great 
distances between them, so will those 
who manage its communications. □
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•at the market or to see the board pres­
ident at a school function. The banks’ 
decision-makers are accessible, they 
say, and are at the very least a phone 
call away from their customers.

“When people have a question, 
they’re not calling Outside or even to 
Anchorage,” said Eric Bjella, vice pres- 
id en t of m a r­
keting for the 
Ketchikan-based 
First Bank. “Peo­
ple in Anchorage 
don’t have a clue 
about the fishing 
or timber indus­
tries. We do. Our 
knowledge of the 
c o m m u n ity ’s 
economy and its 
people is integral 
to what we do.”

Bank records also are stored locally, 
helping decision-inakers-and cus- 
tomers-get quick access to whatever 
they need to do business.

“People appreciate getting answers 
fast,” Bjella said. “That may not seem 
like a big deal right now, but get a tax

audit You’ll need your records right 
now, and they are right here.”

Banking on Alaska
L ike the rest of the nation, Alaska 

has seen its share of banks come 
and go. According to the state Di­
vision of Banking, Securities and 
Corporations, in 1980-during the 
height of Alaska’s economy-there 
were nine state-chartered banks, five 
national banks and six savings and 
loan operations. In the last two 
decades, some have closed, others 
have merged and new banks have 
opened, leaving Alaska now with 
four state-chartered commercial 
banks and four national banks.

The state also has one federal sav­
ings bank, Alaska Pacific Bank, that 
emerged from a savings and loan. It 
started in 1935 as Alaska Federal Sav­
ings and Loan, offering only savings 
accounts and home loans. Banking 
regulations changed in the late 1970s, 
allowing savings and loans to also of­
fer checking accounts. The savings 
and loan followed suit, Dahl said. 
Throughout die next decade, the bank

held low-interest loans and got into 
the commercial banking business. Dur­
ing the economic bust of the 1980s, 
Alaska Federal was die only savings and 
loan in Alaska to survive, Dahl said.

New regulations allowed the bank 
in the early 1990s to restructure and 
change to a full-service bank, offering 
all the services banks do. Board mem­
bers then changed the name to Alaska 
Federal Savings Bank. In 1999, the bank 
went public on the New York Stock 
Exchange-the only locally owned bank 
to do so-and changed its name to Alaska 
Pacific Bank.

Alaska Pacific, based injuneau, now 
has seven branches throughout the 
Southeast and holds assets of about $149 
million. While assets have grown since 
the bank went on the public market, 
the number of branches was recently 
cut by two. Offices in W rangell 
and Juneau were not m eeting ex­
pectations and were closed in October, 
Dahl said.

“It was an emotional decision, espe­
cially in Wrangell,” he said. “We were the 
smallest of three (banks) in a commu­
nity that barely justifies two. We didn’t

Go First Class!
You can count on the friendly, local folks at 
First Bank to take care of you with First Class 
Service - personal service, best rates*, lowest fees* 
Alaskan to Alaskan. And remember... skip the next stage!

processing.

F I R S T  B A N K
Mombar FDIC8 0 0 -4 7 8 -6 1  01 C ra ig  i*<aP S i t k a ^ 1" 9

W W W .firstbankak.com J u n ea u  W ra n g e ll
ta f
(Ouo >CUt«G If HOC*

•Based on recent deposit account rate and lee comparisons between commercial banks operating in Soulhoast Alaska.

W a r n i n g  L i t e s
o f A laska, Inc .

Marie Wilson. President

Warning Lites of Alaska depends 
on Ribelin Lowell for commercial 
Insurance.

How can we help your business? 
Call us.

561-1250 • 800-478-1251 InAK
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Learn the Tricks 
of the

Trade.
APU's MBA in Global Finance 

program offers the latest 
in theory and practical 

applications of portfolio 
management. Through 
internships, extensive 

classroom study, 
team projects, case studies 
and exclusive access to our 
trading room, FactSet and 

Bloomberg Terminals, 
you'll graduate with all 
the tricks of the trade.

Call Admissions at 
564-8248 or 1-800-252-7528 

or access www.alaskapacific.edu 
to learn more.

ALASKA PACIFIC
U N I V E R S I T Y  

We mean Business.

S

A l a s k a

M E E T  C H A R L E S !

Charles Beif̂ T." advertisinĝ  account 
manager for Alaska .... .Business

A n c h o r a g e  O f f i c e  

( 9 0 7 ) .  2 7 6 - 4 3 7 3

Where to go when you need to know.

see the economic 
viability there.”

Residents in 
those areas still 
have a locally 
owned bank to 
tu rn  to . F irs t 
Bank, based in 
Ketchikan, has 
eight branches, 
including full- 
service opera­
tions in Wrangell andjuneau. The only 
Alaskan-owned, independent com­
mercial bank based in Southeast, First 
Bank holds assets of about $284 mil­
lion and has been operating since 1924.

Interior Alaskans also have a cou­
ple of local choices. Mount McKinley 
Mutual Savings Bank is based in Fair­
banks and began operations in 1965 
primarily as a mortgage lender. Hold­
ing about $ 166 million in assets, Mount 
McKinley has two branches in Fair­
banks and one in North Pole.

The newest state-chartered bank, De­
nali State, began operations in 1986, 
when Alaska’s economy was decimated 
as oil prices plummeted. Local sup­
port helped the bank survive and then 
grow to the current $160 million in as­
sets, said Gary Roth, bank president. 
D enali State Bank now has two 
branches-in Fairbanks and in Tok-and 
has 75 employees.

Battling the Stagecoach
F or years in he community bank­

ing business, one of the biggest com­
petitors was locally owned. What 
became the National Bank of Alaska 
opened in Skagway in 1916 with 
$50,000 in capital. At the end of 80 
years of operations, NBA touted more 
than $2 billion in assets and served 
Alaskans with 53 branch locations in 
29 communities across the state.

That ended last year when Wells 
Fargo bought NBA. Customers may 
not have noticed the changeover un­
til this summer, as the Wells Fargo 
stagecoach visited towns around the 
state, and the red and black signs went 
up, ending the rein of one of Alaska’s 
own trersures.

Some Alaskans are not happy and 
are turning to their community banks.

“We’ve had people come in and plunk 
down money and say, ‘We want to be

with a local bank,’” said First Bank’s 
Bjella. “Bigger is not always better.

“Larger companies have their own 
way of doing things that Alaskans 
may not like,” he added. “That may be 
where the smaller banks can step in and 
say we’re used to servicing you the way 
you’re used to.”

Richard Strutz, president of Wells 
Fargo Bank Alaska, acknowledges that 
some customers have left his company, 
but said those who remain shouldn’t 
notice any differences in service. The 
sam e p eop le  w ork in the same 
branches, and many of the decisions 
are still made locally.

“The signs certainly are different, 
but we have streamlined the products 
offered,” he said. “The technology is 
more sophisticated, allowing us to know 
better what our customers want.”

But Dahl said he has seen firsthand 
that policy decisions at national banks 
headquartered Outside may not always 
reflect local needs. He was president of 
the state’s original bank, the Juneau- 
based B.M. Behrends, when the Cleve­
land, Ohio-based Key Bcnk absorbed 
it in 1989. Dahl stayed with Key as a 
regional manager for three years, leav­
ing in part because he felt as if he had 
little voice in policy decisions that would 
affect customers in his area. He believes 
the same will happen with Wells Fargo.

“What will happen is what used to 
be a local decision will turn to a re­
gional, then a national, decision,” Dahl 
said. “People want to see the person 
who makes the decisions, not be layers 
away from that person.”

Strutz assures customers that won’t 
be the case, however. During the merger 
deal, NBA worked to ensure local loan 
decisions remained in Alaska.

“Wells Fargo is set up in regions and 
Alaska is a separate region,” he said. 
“There are some things we can’t change, 
like some software for example, that’s 
for the bank. We wanted all loan deci­
sions made in Alaska; this was impor­
tant to our customers.”

But other customers want to keep 
their money in Alaska, said PJ. Hill, as­
sociate professor of money and bank­
ing at the U n iv ersity  of A la^ca 
Anchorage. Now the former National 
Bank of Alaska is an Outsider.

“Local banks will survive like the 
Arctic Roadrunner survives in the
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‘‘People: appreciate ; 
V getting answers fast; 
That may not seem like 

a big deal right now, r 
but get a tax audit v 1 

You’ll need your ,/  
records right now, and 
they are right here.”

-Eric Bjella
Vice President/Marketing 
First Bank (Ketchikan)
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FLEET S A L E S

1950 Gambell Street 
Fleet Sales: 431 Unga Street

Anchorage Alaska 99501 (907) 276-5300 
Call: (907) 793-8244 Or email: Fleetmstr@aol.com
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First Bank's Ketchikan Branch

Online for Growth
F rom teenagers to grandmas, people 

around the globe are doing their 
banking at home. Online transactions 
are becoming more popular as Inter­
net technology becomes more secure 
and easy to operate.

Keeping up with the ever-changing 
technology is one of the challenges fac­
ing locally owned banks. They are mak­
ing it happen, though sometimes a bit 
slower than the Outside banks.

First Bank premiered e-banking last 
spring, waiting until managers felt they 
could offer the best, safest product for 
customers. Bjella said that about 8 
percent of the bank’s depositors had 
enrolled in online banking.

“We’ve had a wonderful response,” 
he said. “As the comfort level grows, 
more will sign up.”

All locally owned banks currently 
offer a host of online banking services 
and a full range of banking and loan 
options. For a fee, customers at many 
banks can transfer money to pay their 
bills—a great way to save time, stamps 
and checks. Who knows, it may even 
entice the passbook generation to join 
the ranks of the Palm Piloters. □

www.akbizmag.com • Alaska Business Monthly • January 2002

hamburger market,” Hill said. “We like 
the locally owned. It’s a good market­
ing ploy. But I think they will have to 
get more sophisticated. They will have 
problems with computer instruments and 
the programs available to a large bank.”

A T S
your all cargo air 
carrier serving 68 
villages in western 
Alaska with regularly 
scheduled service

BIG OR SMALL 
WE HAUL IT ALL

A T S  A N C H O R A G E

907-562-2227 
1 8 8 8 -2 8 3 -2 2 2 7  

w w w . a t s a k .  c o m

mailto:Fleetmstr@aol.com
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Fax #907-4654565

TO; David D’Amato

As discussed, 1 have attached a customer’s polioy I printed out Policy renewed today. 
Because her current earner went to a one-payment plan, without any warning, she was 
unable to pay the premium in full.

As noted, she has no accidents, no violations and has prior insurance. She drives to work, 
has one vehicle. She does not own a home, but rents. Her premium went up $452.40 
more per six months based on her insurance score. We have never had a payment 
problem with her.

I have a customer, male, in his 50’s, good income, married, owns home, has a DWI, 
which normally, at one time, would have prevented him from being rated with a Preferred 
Market He qualified for Progressive’s Preferred Market to. feet, with a SR 22 fifing he 
was only paying a M e more than he had been paying with iris current carrier, who was 
not doing scoring at the time. As a new customer he never would have qualified with any 
of our markets. In fact he had had a prior DWI with an accident 5 A  years earlier. That 
was when we found out just how ridiculous this program wus.

It’s interesting that people who think they have great credit, soon find out that may not be 
so if they arc shopping for insurance. If you have too many credit cards, or too high a 
balance, but have never had a late payment, you can still haw a problem with getting a 
good rate on your insurance, both home and auto. That mases absolutely no sense.

Loss ratios are supposed to drop with this program. So far).' have not seen that happen, in 
fact those ratios appear to be going up.

We are lead to believe that credit scores do not discriminate, and that there is a correlation 
between the scores and whether an Insured will likely file a claim. Be we 6ee 
discrimination all the time. The computer program, which scores you cares not that you 
recently went through a divorce, or death o f a spouse, or a major illness. It doesn’t care if 
you didn’t pay a credit card bill because the electricity bill is due and you’re short this 
month. A single parent trying to raise a child or maybe 2 or 3 children will find himself or 
herself paying more for their insurance than a married couple. What makes it a feet that a 
single parent will have more claims?

We are asking customers to pay more in insurance premiums when many are already 
struggling.

I’m not naive, I know people don’t pay their bills on time for all kinds o f reasons, but the 
only ones making a killing on this program are the mqjor credit bureaus, who are doing 
the scores, and getting paid well for it too.



Then we find out that those same credit bureaus are selling marketing lists containing 
information regarding insurance consumers. That came oul in a Property and Casualty 
newsletter, dated January 18,2001, Copy of that is attached We provide these people 
with information, ie . social security numbers, date of birth, license numbers, addresses 
that they normally would not have. Now we are giving crcclit bureaus information on 
children when we order driving records, that they would never had until that child gained 
majority.

When a computer, not your agent, now determines whether you qualify for insurance, o r 
denies you coverage with a carrier, and the agent, or foe company, so we’re told, can’t tell 
them why, only refer them to a phone number where you then get recycled, can’t speak 
with a human or left holding waiting for someone to talk with you, then something is 
Wrong.

I strongly support any effort to limit insurance scoring and believe the Division of 
Insurance needs to weigh in on this discussion. I know many people in this field who 
have foe same aversion to what is happening in foe insurance industry. Wc don’t want to 
lose foe markets wc have in this State, and I think many people worry about that 
happening, but neither do we want insurance scoring to be foe whole basis for detaining 
a rate. No matter what a carrier says, it happens. If a person is denied coverage with a 
carrier and all information is positive as tar as having no losses or violation, you can 
almost bet the insurance score is foe reason.

I hope with this bill that some common sense can be achieved and foe consumer comes 
out ahead.

Thanks.

C L ^
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Term 02/27/2002 To 08/27/2002

Additional Other Interests
Remarks
Auto

Application Term: 02/27/2002 To 08/27/2002 
Credits and Surcharges

Mailing Address; S H n R W ^  ANCHORAGE, AK 99503

Medical payments: Limit 10,000 (17.00)
Uninsured motorist combined single limit: Limit 300,000 (59.00)
Collision: 500 D e d l (179.00)
Comprehensive: 100 Dcd 1 (86.00)
Value: New, Purchased 08/1996, Cost N ew  14,600, Symbol G
Rating Information: Territory 0001
M ileage:, Annual Miles 7,500
Additional Vehicle Info: N o anti-theft
Usage: Commute, 3 Miles One Way, 5 Dayii
Engine: Basic Performance______
Garage Address: UlM'ii'ii'i'iH y 1 h II11! i i ' 1 AK 99503
Credit; Pasfllve restraint 40.000% (0.00)
Loss payee: NATIONAL BANK OF ALASKA NATIONAL

Address: P  O BOX 107004. ANCHORAGE, AK 99510 
M erest Rank: 1

#0001: 10/20/1948, Female.. Single
License: AK, 10/01/1964 LicenseDate
Vehicle Driven Most: Agency #  00011996 FORD ESCORT 
Occupation: TYPESETTER

Line o f  business: Payor Code: Insured
Line o f  business: PP0197, 04/39, - AMENDMENT OF POLICY PROVISIONS -

ALASKA; PP0371,01/98, - LIMITED ATTORNEY FEE COVERAGE - AK; PP0001.06/94, - 
PERSONAL AUTO POLICY

Line o f  business: 844,10/99, • UNINSURED/UNDITUNSURED MOTORISTS - AK

Applicant
*w a88B B 89B B B

Co-Applicant 
Additional Other Interests T*e r

Drivers

Remarks



02/27/02 WED 17:17 @004

' C o m p l y  C f - l k  M a r k e t  S J c i n d z r d ,  b u i  p / e r y i m r i  / «

l i n e  U ) i ' l k  l~ (y  p y ^ o - r  R e  r .

Here is ihe quotation you requested. In addition to the superior ■value you rece ive, you also have the option of numerous 
payment plans. For ftill information about these plans, see below. This quotation Is provided without cost or obligation. 
It is not a contract or binder of coverage. If you arc interested in furtlter information, contact the SAFECO agent listed 
on this quote.

Agent:
*e&SBBB8SS8BmBmsr&aqt

T d # : (907)£P38& i Agent#: f f l H g  
A lt#: (907fe8H«flfiP Producer:
Fas #i ( 9 0 7 ^ H B g
Small: m O SSSSSsm ^ ^SSSB Sm as

[P ro p o sa l prepared f o r :  

ttm&B&veSBBBmR
Anchorage, AK 99503 
Home TeW: (90T^tSaatf

Date Prepared: 02/27/2002

VdiH Year/Make/M odd Vwilde ID Number
1) 1996 FORD ESCORT LX 

DlKouoit'SurcinrBeK PaSSR.

Bodyttyle Omi Territory Symbol/Cost 
Otlier 2 0 5 ^ 1 ^ -^ 0 0 1  14

Utork. 1 pcia4t

c o v e r a g e s COVERAGE LIMITS PREMIUM
M FORD

pb«nblne>d Stegta Limits Liability $300,000EsOoumact
$368.20

Madtlcal Payjutnts EePawn $38.20

Unbtrare4 Moteriart* $300,000/5300,000Eb fnooKA Aca&m $88.00

Untiunrad M etvrlits Frdt>ony D onage 5100.000E* Acodtst $17.30

C an p n h ca itv e livLciiDedvaSUl S 148.40

ColHden $500ACV LwiPedUfSiUe $317.80

Tawing and Labor Yes $3.80

Lots of U»« $30PffDljr $23.70

Yvur 6 month premium for each car is: $1,007.40

Your total 6 s o u th  prom] cm Is: $1,007.40

Payment Options: Monthly Checkless —  
Monthly by Check - - -
Bucfect........................
F u l l .............................

.......... $167.90 (1 month down payment and No Service Charge)

.......... $337.80 (2 monthi down payment + $2.00 Service Charge)

.......... $505.70 (3 months down payment + $2.00 Service Charge)

.......... $1,007.40 (Total Premium)

f\Jo a c o id z n ls

Afo \J  10  l a J - i  o p S

p r  i o r  1 p s u .v 'C t r v c e - P»*e 1 of 1

R & n i s
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This variable is the denominator in the calculation of leverage ratio discussed previously. It is the 
sum o f credit limits for all revolving-rype trade lines on the report for a given individual.

8. Revolving Accouni Limits

Revolving
Limits

Earned
Premium

Incurred
Loss

Loss
Ratio

Relai
Loss

SO S 41.5 S 39.4 95% 1.25
SI -SJ00 • 9.8 8.6 88 1.15
501-1000 13.0 12.5 96 1.26

1001-1500 12.0 10.3 86 1.13
1501-2000 (1.2 10.8 96 1.26
2001-2500 10.0 8.1 81 1.06
2501-3500 18.8 15.3 81 1.07
3501-5000 26.0 20.6 79 1.04
5001-7500 36.2 28.2 78 1.02
7501-10 K 31.4 24.5 78 1.02
10 -15  K 50.8 34.8 69 0.90
15 -20 K 37.7 24.0 64 0.83
20 -25 K 27.6 19.0 69 0.91
25-30K 18.7 12.9 69 0.91
30 -40 K 22.0 13.5 61 0.80
40 -  SO K 10.9 7.3 67 0.88
50 K 16.4 10.7 65 0 85

Correlation coefficient for this regression is (0.78), using midpoints o f the lim it ranges. The first 
conclusion that could be drawn is that this correlation only duplicates the one already discussed in the 
leverage ratio section. This will be addressed in the multivariate section. Another conclusion that has been 
drawn is that this variable is directly correlated lo personal income, and use o f revolving limits in any 
underwriting or rating program is discriminatory towards lower income individuals (disparate impact). This 
may or may not be true; the data does not contain income information. It would be erroneous however, to 
assume that all people wilh low revolving limits ore also low-incomc. Many people choose not to use 
credit; others may have substantial income but low revolving limits due to the fact that they cannot obtain 
such credit lines based on their past b ill payment performance.

Many olhcr individual variables were reviewed from the credit file. Some exhibited correlation lo 
loss ratio at various significance levels, olhers had no such correlation. Those displayed thus far, however, 
show a systematic predictive power that requires explanation and understanding.

Causality

Explanation o f these correlations, for the most part, cannot be found in the data assembled for this 
research. I would be remiss, however, i f  I did nor at least attempt to set down those arguments which could 
be made suggesting reasonable causal links netween an individual's bill paying history and expected loss 
experience for insured losses under a private passenger auto Insurance policy.

Before listing such arguments, it is first appropriate to review the Actuarial Standards of Practice 
tt 12. entitled "Concerning Risk Classification". The relevant section is 3.2, which states the following:

5.2 Causality - Risk classification systems provide a framework o f Informnlion which can be
used to understand and project future costs. I f  a cause-and-effect relationship can be



established, this lends lo boost confidence that such informulion is useful In projecting future 
costs, and may produce some.stability of results.

However, in financial security systems, il is often impossible ur impractical lo prove 
statistically any postulated causc-and-cffccl relationship. Causality cannot, therefore, be 
made a requirement for risk classification systems.

Often, the term "causality" is not used in a rigorous sense o f cause and effect, hut in a 
general sense, implying the esislence o f a plausible relationship between the characteristics 
o f a elnss and the hazard for which financinl security is provided. For example, living in a 
river valley would not by itself cuusc a flood insurance claim, but it does bear a reasonable 
relationship lo the hazard insured against, and thus would lie a reasonable basis fur 
classification.

Risk classification characteristics should be neither obscure nor irrelevant lo the protection 
provided, but they need not exhibit a cause-and-cffcct relationship.

Clearly, the operative word in this Standard of Practice is irrelevant, as the historical datn in question is not 
obscure. Therefore, arguments must be put forth which, despite being speculative, nrc reasonable 
statements that 3 reasonable person would find relevant.

Why would nn individual who has current or past difficulties with meeting financinl obligations be 
expected to have nbovc-avcrage costs 10 an auto insurer? Since there is an administrative expense 
associated with the processing of insurance premiums and related transactions, il con be argued that 
subsequent lapses in the individual's payment history is a direct cost to the insurer. This cost would fall 
unJer the category of expenses, however. The locus here is loss costs.

MiihitcnaiiCi!
The argument has already been made, and often, that auto insurers' underwriting practices arc 

created for risk selection, and one characteristic that is viewed as favorable for selection is described in 
various quarters as "stability" or "responsibility". Few, however, could give an objective definition o f how- 
one could measure such a characteristic, but historically many customer characteristics have been u'hized as 
an assumed proxy lor this nebulous attribute, such as home ownership, marital status, number o f v i' -ks. 
coverage and limits selected, etc. Il is entirely possible that a person's current and historical manag.:.-,cnl 
o f debt IS another indicator that could be utilized to identify this quality. I f  a person manages their financial 
affairs responsibly such that debts are paid on lime, they may also take the same approach to the 
maintenance o f other aspects o f their lives, including their automobile. A vehicle kept in good working 
order and condition is less likely to be involved in an accident than one that is not. all oilier ihings being 
equal. Such an individual may also lake greater care in operating that vehicle.

Mur tile Huzortl
The CI’CU textbook "Personal Insurance" defines morale hazard in the following way:

Morale hazard is a condition that exists when a person is less careful btcuusc of the 
existence of insurance. Morale hazard docs not involve nn Intent to cause or exaggerate a 
loss. Instead, the insured becomes careless about potcnllul losses because insurance is 
available. Leaving the keys in an unlocked car or allowing fire hazards In remain 
uncorrcctcd arc examples of morale hazard. Morale hazard results in additional losses that 
drive up the cost of Insurance because o f injuries and damage that could have been 
prevented."

The previous discussion o f responsibility could lead to the argument that individuals who arc careless in the 
management o f finances also present a morale hazard in the area o f automobile insurance.



Claims Consciousness
An insurer's loss experience measures dollars o f loss which are paid on claims lhai are filed. The 

number of claims filed is less than ihe number o f accidents that actually occur. Consider two risks that are 
identical in all ways (from an insurer's perspective) except for Ihe fad that one manages their financial 
affairs much belter than the other does. The risk who has a troubled financial history ond condition is much 
more likely to be in debt and to o larger degree: the need for capital lo satisfy financial obligations has a 
bearing on decisions made in many areas of his/her life. Suppose for example, that these two risks are both 
involved in an auto accident, involving no injuries, but causing property damage lo their own vehicles 
which is some nominal amount (say, SI00) wore than the deductible. The risk whose financial condition is 
more sound has a disincentive to file the claim. It may impact his/her rales at Ihe next renewal; the time and 
effort involved may not be even worth the compensation obtained. The risk with the poorer record of 
financial management has a greater incentive to file Ihe claim and obtain the compensation, as it has greater 
value to that individual.

Fraud: Increased Sever Hies
Continuing with these same two risks, consider now the situation in which the damage to property 

was much greater than the deductible; the vehicles each sustained damage measuring in the thousands o f 
dollars. I f  an auto repair technician suggested a relatively easy way o f recouping the deductible for the 
insured, or the benefits o f padding the repair costs, the individual under the greater financial pressure would 
be more susceptible lo acquiesce. This does nol, however, imply that risks with poor bill-paying histories 
have any less integrity than other risks. Some people would never commit fraud on any level; others would 
do so with no need for provocation or encouragement; still others could be convinced to do so only under 
the proper conditions. This argument only implies that any individual who could be induced to participate 
in this level o f fraud would be more likely lo do so i f  they were under financial pressure from other sources.

Fraud. Increased Frequencies
The presence o f severe financial pressure could also produce claims that would not have existed 

otherwise. There is some segment o f the population that either docs or could view the insurance mechanism 
as a financial opportunity. Fraudulent claims in the form o f staged accidents, phantom claimants, phantom 
vehicles or arson are a way that an individual can extract funds from Ihe insurance mechanism. Once again, 
this argument does not imply anything about Ihe integrity o f a risk with poor bill-paying history. Whit it 
does asscn is that an individual with severe financial pressure could look to all possible sources o f funds lo 
alleviate that pressure. Therefore, any individual who was capable o f committing this type o f fraud is more 
likely lo do so given the existence o f that financial pressure compared to Ihe absence o f it.

Stress
The assumption is made here that Individuals who are under financial pressure from debt exist 

under a greater level o f stress than average. This stress could exist from the associated worries over future 
impact o f financial condition. Individuals under such stress may be less focused on proper operation o f a 
motor vehicle and make them more susceptible to accidents resulting from chance occurrences or 
distraction. It would be useful I f  there were some other condition which could produce this same level of 
stress, for which loss data was available, to strengthen the argument. A few currently coded customer 
characteristics could be considered candidates. One such variable is number o f children under Ihe age o f 
16. One must first make the assumption that risks with three or more children under'.he age o f 16 have a 
higher level of stress than average. Whether or not one agrees with that probably depends on whether or 
not they arc a parent! In any case, ihe loss ratio for such risks reviewed in a 1993 research study was over 
20 points higher than average. Another possible variable candidate could be self-employed risks. The 
added responsibilities and worries o f a small business owner could imply that their level o f stress is higher 
than average. From that same 1993 study, self-employed risks had a loss ratio which was roughly 15% 
higher than average.

It is important to make note that this list is not suggested as u menu from which to select the one 
coned answer. It is likely that the impact on losses o f financial management history is a cumulative impact 
of some or all o f these situations, as well as others not listed here.
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surprising, given lhai 2 or (lie 3 criteria Tor Group A arc maintained for many years on the credit file 
(derogatory public records and collections).

Group B was not as stable over lime, significant portions oflhq population migrated in both 
directions. O f Ihe original Group B in 1993,67% were still in Ihe group 12 momhs later, and 36% 48 
months later. At that time, 31% had moved to D, 12% to group C, and 21% lo A.

Group C was the least stable. Since this group is defined by better thin average characteristics, it 
is not surprising that as those characteristics continue to improve, much o f the distribution migrates to 
Group 0. Only 30% o f the group still had the Group C characteristics 12 months later, and only 11% at 48 
months. 63% o f Ihe entire group migrated to Group D in four years. This is not surprising due to the fact 
that one o f the differences between C and D is age o f oldest trade line; for those risks that did not qualify'as 
D, time con be the c „y factor necessary to cause a migration over the subsequent 3 year period. (Agoin, 
refer to the Appendix for exact Group definitions.)

Group D, the best performing group, showed the most stability. Risks with the best credit profiles 
arc more likely to maintain those profiles over lime. O f the 23.248 policies in this group, 87% still met the 
criteria for D 12 months later, and 71% met those criteria 48 months liter.

This data was not collected on the original auto cohon, so the above data is for homeowners only.
It docs provide some indication about the necessity o f updating the review o f credit profile for the purpose 
o f rating and/or underwriting.

Implications and O the r Related Issues

The impact o f credit history on expected loss performance is a major factor influencing whether or 
not this variable should be utilized in the rating o f personal lines insurance premiums. There are, however, 
many other relevant issues that must be considered.

The credit history contains a large amount o f data. The impact on loss performance has been 
measured in this study as i f  arising from a single variable, which is one particular accumulation o f the credit 
data. There is o f course an enormously large number o f ways in which Ihe data con be combined for this 
purpose o f measurement. When the variables are inspected, individually, one finds that there are some that 
are historic, and cannot change until they arc purged from the record (i.e., derogatory public records, 
collection records, inquiries and delinquent payments). Others contain information about current 
conditions, such os account status, current balances and limits, and overdue amounts. The method o f 
combination o f these variables will determine where Ihe model falls in the responsiveness versus stability 
spectrum. This study has shown that both types have strong influences on loss performance. How they are 
combined is currently on open field for individual insurers’ discretion. This study utilized a mutually 
exclusive profiling technique; scoring models can and do utilize a large number o f variables, giving numeric 
weights to each individual characteristic which arc then added to obtain a total. Either method can be 
accomplished using a wide range o f variable counts.

An imponont gap in this study is ihe impact of credit history on loss performance for customers 
who have been insured with the same compony for a number of years. Recall that the data was assembled 
from new policies written in a give policy year, and the subsequent threc-year loss experience. This data 
cannot show i f  long-term customers who have similar credit characteristics are expected to have the same 
differences in loss performance. The creation o f a rating factor based on credit history can affect renewal 
customers as well os new customers, yet there is currently no data publicly available to my knowledge that 
shows such relationships. Without such data, il would be speculative at best to assume that the relationships 
hold true regardless o f tenure. Studies have shown that long-tenured customers produce for belter loss 
experience than new customers. Opinions vary as to whether this is due more or less to two (or more) 
dominant factors which can cause such improvement; I) the fact that longer term customers have more 
experience in operating a motor vehicle or maintaining a home, and 2) that the underwriting function of a



given company w ill selectively non-rencw poor performing risks, which could not he identified accurately 
in the underwriting process when Ihe policies were originally written. The research done with this data has 
shown ihat longcr-lenured customers tend lo have belter credit profiles than newer customers. This is one 
variable, policy tenure, Ihat could be both distribulionally and less performance-linked to credit history.

The question as to how often the credit history needs to be reevaluated is also o f concern.
Although the motility information obovc indicates that there is n fair nmount o f stability over time for credit 
conditions, there is still significant change that occurs within such distributions. Each revaluation will 
cause the creation o f on additional inquiry record on the file. Although such inquiries should not be utilized 
for evaluation, there is no guarantee dial all financial institutions and other users o f credit data w ill ignore 
their existence. When .< jch a revaluation occurs, there is also the question os to which risks should 
experience premium adjustment. Is there reasonable justification lor an individual risk lo experience an 
Increase in premium solely due to a change In a variable within the c rd lt  file? A different type o f database 
construction technique would be required to answer such a question.

From an actuarial standpoint, questions arise concerning the nature o f the variable. The lileratur 
is replete with admonitions concerning the use o f variables that are, or can be, under the control o f the 
insured. Although Ihe historic variables are not under the control o f the insured, certainly those that 
measure current conditions arc. Worth considering, however, is the argument that such control is not nearly 
as relevant as other rating factors that are not utilized for this reason. An individual who has a poor history 
o f timely bill payment, and is under a considerable debt load is already experiencing detrimental effects 
from these conditions. Such conditions arc causing economic penalties in the form or monthly interest 
payment, or debt service, and can also result in higher Interest rates charged for credit lines, installment 
loons and mnngagc loans. There already exists a financial disincentive to maintain financial management 
habits Ihat produce these conditions. W ill a dilfcrence in auto or homeowners insurance premiums cause a 
change in such habits, where these other economic disincentives have not? It is like1-' in my opinion, that 
the magnitude o f the premium difference would not be as large as the sum o f all othc, financial 
consequences o f such a credit profile in most cases. This may mitigate the concern over the control the risk 
appears to have over the data contained in the credit file.

Another area n f concern that is related to variable control is data accuracy. Repons as to the 
accuracy of credit history data vary widely depending upon the source. Credit bureau sources quote data 
accuracy values in Ihe 99% to 100% range. Some consumer groups have quoted this number lo be as low 
as 30% to <10%. This discrepancy is due to the way in which errors arc measured. One could obtain the 
first result if cnors were considered lo exist only in cases where a) an adverse decision was made for a 
financial transaction, b) the customer inquired as to the credit data, c) discovered an cnor. d) contacted the 
creditor to correct the error, and e) the financial Institution reversed the decision based on that correction. 
Dividing the number o f such events by the entire credit warehouse would produce a very high level of 
accuracy. To produce the second, much lower values, one could simply count every possible crTor within 
the file, including seemingly irrelevant errors such as sired name misspellings, and divide this count by the 
total number of records. Neither is a very good measure o f data accuracy. For all parties concerned to get 
o true understanding o f accuracy, a good method o f measurement must be established. In any case, the 
utilization of credit history for rating requires the insurance industry lo assist its customers by informing 
them o f the method for resolving true inaccuracies on record, and taking those corrections into account 
through revaluation.

An outstanding Issue that w ill likely remain outstanding is causality. Although arguments wetc pul 
forward earlier in this paper which attempted to link financial management responsibility and future 
expected loss levels, such arguments are unsupported, even i f  reasonable, speculation. The arguments of 
causality are generalized; in fact the difference between one rale level and another charged lo a given 
individual could be different due to only one particular varioble within the credit file. That individual may 
ask Tor an argument o f causality pertaining only to ihe one characteristic that separates him or her from the 
next lower talc. Such questions may never be answered with statistical causality, even i f  the entire credit 
file (however that is aggregated) can be demonstrated lo be causal in a way that goes beyond the 
mathematical correlations.
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The issue of acceptance o f credit history data in personal lines insurance has more obstacles than 
mere causality. The social and regulatory acceptance o f such data in Ihe rating o f personal lines insurance 
may be restricted for other reasons. Arguments have already been made that indicate that some groups 
consider its use invasive, and that credit-based rating is a breach o f privacy, regardless o f its strength as a 
tool lo reduce rate subsidies between risks. The auto line ofbusiness has considered past driving record to 
be a key factor in underwriting and rating. One key characteristic o f prior accidents is negligence, i.e., 
whether the accident was the fault o f the insured or not. It is natural for some people to immediately apply 
this concept lo credit history as well. Credit files contain information about derogatory events that an 
individual may feel are perfectly explainable. Such explanations ore commonplace in Ihe area o f rr tngage 
finsncing, where an event is not considered i f  there is a suitable explanation for its existence in some cases. 
The key difference, however, is that the use o f this data for rating or underwriting is not done for Ihe 
purpose o f credit worthiness. It is not done for the purposes ofjudging character, lifestyle, integrity or 
financial soundness. The purpose is to segregate risks by different levels o f expected losses only, a point 
which may be difficult to communicate.

It may be easier lo obtain regulatory acceptance comparted to social acceptance with regard to the 
use o f credit history as a rating tool. The NAIC White Paper on the use of credit in underwriting, referred 
to earlier, makes several specific statements which indicate their deference to rating, rather than 
underwriting. The use o f credit in rating requires the filing o f a rating plan with supporting documentation, 
it permits inspection o f content by both regulators and consumers. Such filing gives a regulatory body the 
evidence required to give valid statistical response to constituents who may call to inquire or register a 
complaint.

The data reviewed in this study produced clear evidence o f a strong correlation between credit 
history and future loss performance. The understanding o f this relationship, and its acceptance, have grown 
rapidly over the last few years. This understanding has come primarily in the form o f scoring model results. 
Hopefully, this paper will serve as a starting point in an effort to place more derailed information from 
credit history, other than scoring models, and the relationship such data has lo personal lines losses, in a 
public forum. This effort is necessary in order to promote greater understanding o f the driving forces 
behind this relationship, and can only serve to improve the quality o r discussion during future debates on 
the ways in which it w ill be utilized.
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Monaghan Wins Ratemaking Prize
James E. Monaghan, ACAS, MAAA, won the 2000 Ratemaking 
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Regulators wary of rates based on 
third-party data.
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What do hurricanes and consumer credit reports have in common?

The answer is that information from both is being processed by independent firms which are selling predictions to 
insurers for use in their underwriting and rate-request decisions regarding homeowner and auto coverages.

And both are at the center of a debate over disclosure of the data and methodologies of these firms.

•  As their services are used to justify large insurer rate requests, as well as controversial practices such as
withdrawals from coastal markets and the use of consumer credit in underwriting, firms specializing in offering both 
catastrophe models and products which "score" a consumer's risk of loss based on credit history are increasingly 
coming under scrutiny.

But when state regulate s have sought the basis for these underwriting and rate positions, and are directed to these 
third parties, they have run into a brick wall, with the firms citing the proprietary nature of(cont. ori p.25) their data 
sets and analytical processes. The issue is part of a broader debate over what industry data and methodology is 
proprietary and what isn't.

"There has been an increasing trend on the part of the industry to claim that all sorts of things are proprietary, market 
sensitive and the like," said Bradford Connor, director of market regulation with the Missouri insurance department.

"We are all getting it. It is a rationale being presented to all regulators," Mr. Connor said, adding concerns are rising 
that insurers are simply trying to evade sensitive issues.

The National Association of Insurance Commissioners has groups appointed to look at the validity of both 
catastrophe modeling and the use of consumer credit reports in underwriting. At the NAIC's fall meeting in 
Philadelphia, Mr. Connor noted that both groups are grappling with the same issue of disclosure of proprietary 
third-party data.

"It’s big issue," said Larry Kibbee, vice president for public affairs with the Schaumburg, lll.-based Alliance of 
American Insurers. After seeing it come up in several areas in Philadelphia, Mr. Kibbee said he intends to raise the 
issue with several Alliance committees to begin to develop their own position on it.

"There needs to be at least an exploratory conversation held with perhaps the NAIC leadership, or the committee and 
working group chairs," Mr. Kibbee said. "Otherw'se we'll continue to butt heads" when regulators seek information 
which insurers and their service-providers consicer proprietary, he added.

Insurers' use of proprietary third-party catastrophe modeling data has preoccupied regulators in Florida, New York 
and elsewhere. In California, the validity of proprietary earthquake modeling is being debated.
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Mike Walters, a principal at Tillinghast/Towers Perrin in Parsippany, N.J., said he believes all parties in the issue are 
not so far apart. With sufficient guarantees that proprietary techniques would not be made public, insurance 
department staff could make on-site audits and due-diligence investigations of modelers' data and methodology, 
thereby assessing the models for the public without disclosing modelers' trade secrets, he said.

He acknowledged that the public-policy aspects of the issue are difficult because "rates are probably going to go up 
as a result of these models" as the catastrophic loss experience of the recent past is incorporated.

(Tillinghast has developed its own proprietary catastrophe model and Mr. Walters is a member of the firm's 
catastrophe projection team.).

The modelers have a vested interest in full disclosure to regulators because "if they are not satisfied, they will not 
approve the model," Mr. Walters said.

The current models "are not rocket science," he said, using mostly public data and capitalizing on the ability of 
computers to run rapid applications on large data sets.

"With the right combination of people and several million dollars you can construct one of them. This is not the 
Rosetta Stone," he said.

Nonetheless, those who have already developed models "are not going to give away our competitive advantage 
easily," he said.

But Selwyn Whitehead, president of the Oakland, Calif.-based Economic Empowerment Foundation, said she does 
not think that allowing insurance regulators to privately assess the models is sufficient. (EEF has intervened on 
behalf of California consumers in several insurer rate increase requests which use proprietary modeling.).

Earthquake models "use brand new untested technologies based on the worst-case scenario," and consumers are 
being asked to pay annual premiums derived from such untested and dire predictions, Ms. Whitehead said.

Noting that modelers themselves have acknowledged a 50 percent error factor for earthquake predictions, while in 
some cases experts have indicated that predicting temblors is not scientifically possible, "as things stand now it is like 
using a crystal ball," she said.

Relying on her insurance department to assess the complicated modeling techniques would frighten her, being akin 
to when "someone who has plumbing experience is about to engage in brain surgery," Ms. Whitehead said.

She said that a solution would be for regulators to commission their own model as a standard against which others 
could be measured. Barring this, a disinterested, neuTal and knowledgeable third party could be called on to verify 
the models, she said, suggesting that the NAIC might fill this role.

Christopher Roe, a counsel with the American Insurance Association in Washington, said the AIA has not addressed 
the issue in general terms but does believe insurers should not be precluded from using third-party models and 
services.

But in Texas, regulators may do just that. They have raised the prospect of banning the use of a proprietary credit 
scoring product marketed by San Rafael, Calif.-based Fair, Isaac & Co. if sufficient information isn't disclosed to them 
by the company.

Fair, Isaac's credit scoring products are widely used by personal lines insurers for underwriting purposes.

"If Fair, Isaac is unwilling to provide the relevant information necessary to test this relationship (of credit to loss 
experience) and if insurers have no other support for the use of these guidelines, then the insurers could be 
prohibited from using these credit history algorithms as underwriting guidelines in Texas," wrote Texas Associate 
Commissioner Birny Birnbaum in an Aug. 11 letter requesting detailed information from Fair, Isaac on its data and 
methodologies.

(Fair, Isaac declined to disclose the requested data. Texas has reiterated its request in a subsequent letter.).

In response to questions submitted to the company, Fair, Isaac issued a written response stating it is unable to turn
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its data over to regulators because "we work with data supplied by our partners and have agreements in place to 
protect the confidentiality of the data.".

The statement said Fair, Isaac is committed to helping insurance regulators understand its products "but, for 
competitive reasons, (we) need to stop shy of laying out exact statistical formulas.".

Mr. Birnbaum told the National Underwriter that whatever the proprietary concerns of a third-party entity which is not 
regulated by the Texas insurance department, Texas law requires insurers to justify their underwriting practices as 
they relate to the risk.

Dozens, if not hundreds, of companies use the Fair, Isaac product in Texas, but "we have no idea if it is fair or not; 
we have no idea how it is even being applied," he said.

He said if Fair, Isaac does not respond to Texas' second request for data, "our laws are pretty clear.".

In general, "I think the issue is going to become more and more important," he said, citing the trend towards 
traditional insurance data agents linking up with third-party data services firms to offer specific insurance information 
products.

"There are statistical databases that insurers are coming to rely on more and more which are outside any regulatory 
authority," he said.

Without oversight of or access to these databases, regulators may be in danger of being left out of an insurer data 
revolution, which is used in the very underwriting process they are expected to oversee, he said, adding: "It is 
definitely an issue that should be of concern.".
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Philip Morris' Pro- 
Death Study Was 
Landmark

by Wayne Grytting

After decades o f  sticking their heads in the sand about the 
hazards o f  tobacco, Philip M orris has found a new tactic -- 
promoting the benefits to society o f  prem ature deaths from 
smoking. A study produced for them by Arthur D. Little, one o f  
the "foremost management consulting firms," found the early 
deaths o f  smokers has "positive effects" for society that more 
than counteract the medical costs o f  treating smoking induced 
cancer, etc.

This path-breaking research was limited to smoking in 
Czechoslovakia. It found that in 1999, despite health care costs 
for dying smokers, the government still had a net gain o f  $147.1 
million from smoking. From these figures, the American Legacy 
Foundation calculated the Czech government saved $1,227 per 
dead smoker. That's a pretty good return, as Philip Morris 
proudly informed government leaders in the Czech Republic.

Philip Morris has since come in for a flood o f criticism and has 
publicly apologized for the conclusions, which is too bad, 
because the report makes fascinating reading. It is, as the 
authors state, "the results o f  the exercise o f  our best professional 
judgement." (Imagine w hat w e'd get i f  they were having an o ff 
day).

W hat makes the study such a  model o f  American scholarship is 
the care taken to leave no stones unturned. Not only did the 
A rthur D. Little researchers find out precisely how much early 
deaths save on health care expenses, housing for the elderly, 
social security and pensions (something we all wanted to know), 
they also uncovered savings from prem ature deaths in areas we 
non-experts would never dream to look.

nnp ://www. monitor, net/momror/u i u / a/pnmpmorrisaeam. nimi m /vz
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Who would think to look at the effect o f  smoking deaths on 
unemployment? These authors did, and they found that 
"replacing those w ho die early... leads to savings in social 
benefits paid to the unemployed and in costs o f  re-training." A 
wonderful gift to society by smokers.

But it gets even better. The researchers, with obvious relish, 
note that w hen a  smoker dies prematurely, the savings to the 
state for that year "is only one part o f  the positive effect."
There's more to come. You need to look at all the other years the 
smoker would have lived had she or he not smoked, because, w e 
are told, "the savings will therefore influence the public finance 
balance o f  smoking in future years(!)" It's a gift that keeps on 
giving.

Lest you think that Philip M orris is alone in recognizing the 
benefits to society o f  early deaths, know that they are in good 
company. Four years ago, the state o f  A labam a arrived at 
similar conclusions in a report by their Attorney General that 
escaped public notice. This story was covered, as far as I know, 
only by die Opelika-Auburn News.

Alabam a Attorney General Bill Pryor found that "smoking- 
related health costs are not excessive, because smokers die 
young." This breathtaking conclusion was the result o f  an entire 
89-page report (with footnotes, I'm told). The A labam a study 
apparently was ju s t the tip o f  the iceberg, because it pointed to 
even more studies that "show taxpayers actually save money in 
costs for nursing homes, insurance, pensions, and Social 
Security benefits because smokers die earlier than non- 
smokers."

For those o f  you inclined to think that reasoning in Alabama 
takes its own course, know  that State Farm Insurance followed 
the same line in a study defending Sports Utility Vehicles. Their 
researchers reported: "Sport utility vehicles may actually save 
insurers money in a few accidents, by killing people who might 
otherwise have survived with serious injuries. Severe injuries 
tend to produce larger settlements than deaths." Sounds like 
pubFc thanks are ow ed to SUV makers, too.

Obviously, great m inds work in the same circles. 
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It was unfortunate Philip M orris has had to suffer such bad 
publicity. The company, famous for its slogan "today's teenager 
is tomorrow's potential regular customer," has been working 
hard to spruce up its image. This past year it spent $100 million 
on charity alone. O f course, it spent $150 million telling people 
about their charitable giving, but this 3-to-2 ratio is actually 
quite good for an American corporation.

The Philip M orris report is no isolated travesty o f  reason. The 
language o f  the s t i . ’y, with all o f  its "objectivity," 
"quantification," "demographic data," and "statistical analysis," 
would be at home in any university or corporation. It's the same 
brand o f  impersonal, machine-like reasoning. This is our culture 
speaking.

We can become so abstract, so disconnected, we cease to live on 
the planet. We all can. That's why I suggest the executives who 
brought us the Marlboro M an quit apologizing. Take your case 
to the people. Be aggressive. Reach out to the families o f  dying 
smokers. Get to know their names, their friends, their family 
stories. Then explain to them the "positive effects" o f  their 
approaching fates. Bring lots o f  charts. Lots.

Comments? Send a letter io  the editor.

Albion M onito r A ugu st 13, 2001  (h ttp ://w w w .m onitor.net/m onitor) 

All R ights Reserved.

C ontact rights@ m onitor.net fo r perm ission to  use in any form at.

nup://www.moniior.nei/monnor/u i u /a/pnnipm om saeain.nim j J/J/UZ

http://www.monitor.net/monitor
mailto:rights@monitor.net
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6 March 2002

Comments of the Alaska Public Interest Research Group and U.S. Public 
Interest Research Group (U.S. PIRG) before Alaska House Labor and 

Commerce Committee 
in sugport of proposed Alaska legislation. HB395, 

to ban the use of credit scores for insurance decisions
by Edmund Mierzwinski, Consumer Program Director ed@ nirg .org  and Steve Conn, 

Executive Director of Alaska Public Interest Research Group, AkPirg@Akpirg.org

Thank you fo r  the opportunity to present the views o f  A laska Public Interest Research G roup  and 
U .S . Public Interest Research G roup (U .S . P IR G ), public interest advocacy organizations, on the 
important issue o f  the growing trend o f  insurance companies to re ly on credit scoring in 
underwriting, and particularly, non-renewal decisions and the proposed H B 395 .

Summary

Based not on ly on the significant numbers o f  errors in credit reports and, concomitantly, 
resulting errors in credit scores, but also on the tremendous importance society places on the 
availability o f  fairly-priced insurance, U .S . P IR G  recommends that credit scoring should be 
prohibited as an insurance rating factor as a matter o f  public policy. This goal w ould be achieved 
by enactment o f  the proposed bill H B 395 .

Consumers should not be denied the right to insure a house or a car on the basis, in whole 
or in part, of a credit score. In addition, the practice o f  using suspect credit scores as a basis fo r  
non-renewal o f  a customer who has neither failed to make a premium payment, n o r bounced a 
check made in payment o f  a premium, nor filed excessive o r unsubstantiated claims, is 
particularly outrageous.

(1) Credit Scores Are Based On Error-Ridden Credit Reports

As you may know , the state P IR G s have conducted a series o f  research reports on the accuracy 
o f  consumer credit reports.

The results c f  ou r studies are troubling. O u r most recent report, the 1998 study Mistakes Do 
Happen / htlp:/Avww.pirg.org/reporta'consumer/mistakes/index.him], found that 29% of credit 
reports surveyed contained errors serious enough to cause the denial of credit, insurance,

U .S .  P u b l i c  I n t e r e s t  R e s e a r c h  G r o u p ,  2 1 8  D  S t  S E ,  W a s h i n g t o n ,  D C  2 0 0 0 3
P h o n e  2 0 2 * 5 4 6 - 9 7 0 7  F a x  2 0 2 ’ 5 4 6 - 2 4 6 1  w w w .p l r g . o r g / c o n s u m e r
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employment or other benefits. Consumws Union, publishers of Consumer Reports Magazine, 
has had similar findings in its studies. In addition, our discussions with attorneys representing 
consumers in litigation against consumer reporting agencies (credit bureaus) lead us to believe 
that our methodology is conservative and that error rates in credit reports may in fact be 
significantly higher.

A credit score (“bureau score”), as used in insurance decision-making, is merely a mathematical 
summary derived from a narrative credit report. If the credit report contains missing information, 
or falsely derogatory information, the consumer’s score will be deflated.

For consumers at either end of a bell curve, with either very bad or very good credit, the errors 
may not matter. For consumers on the margin, however, errors resulting in a decreased credit 
score can result either in credit or insurance denial, or with the increased use o f risk-based 
pricing models, significantly higher (sub-prime) credit or insurance premium (high-risk rating 
pool) costs.

(21 Credit Bureaus and Credit Scoring Companies Are Not Adequately Transparent to 
Consumers for Error Correction or Regulators for Evaluation

Problems with inaccurate credit reports and scores are exacerbated by the well-documented 
intransigence of the credit bureaus toward consumers attempting to resolve credit report error 
disputes. The so-called Big Three credit bureaus -- Experian, Traus Union and Equifax — are all 
operating under Federal Trade Commission consent decrees that resulted in a combined $2.5 
million in civil penalties in a 1999 FTC action for failure to, among other things, provide enough 
staff to answer the phone. The bureaus’ incessant use of brain-numbing, voice-mail-jails drives 
consumers, already driven to frustration by the bureaus’ ineptitude and failure to fix errors, into a 
frenzy.

Worse, however, is the growing use of credit scores derived from these mistake-ridden reports, 
The Big Three purchase much of their credit scoring software from the market leader, California- 
based Fair Isaac company, which has a well-deserved reputation for an unacceptable level of 
secrecy that has prevented independent review of its algorithms.

Fair Isaac’s refusal to provide details of its methods extends to rejecting requests by insurance 
regulators for adequate information to review credit scoring decision-making. [See 
correspondence between former Texas Associate Insurance Commissioner Bimy Bimbaum and 
Fair Isaac in Appendix to “Credit Reports and Insurance Underwriting,” National Association of 
Insurance Commissioners (NAIC), 1997,]

Recently, under pressure from a new California credit scoring disclosure law and the threat of 
even broader federal legislation, Fair Isaac has begun to provide credit scores to consumers, for a 
fee, with limited explanations of its methodology1. For years, o f course, before an unprecedented 
coalition of realtors and consumer advocates pushed that crucial California legislation to

1 Sec detailed testimony o f Edmund Mierzwinski, U.S. PIRG, before Congress, September 2001, on the need (o 
make credit scores part o f credit reports and provided free upon consumer request. 
<lmp.7/www.housc.gov/financlalservices/92l00loc.htm>

U .S .  P u b l i c  I n t e r e s t  R e s e a r c h  G r o u p ,  2 1 8  D  S t  S E ,  W a s h i n g t o n ,  D C  2 0 0 0 3
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passage, Fair Isaac had patronizingly argued that consumers weren’t smart enough to understand 
credit scores. The reality, o f course, is that the only thing consumers wouldn’t be able to 
understand is how the credit bureaus and credit scoring companies could make so many 
mistakes.

The difficulty both consumers and insurance regulators have in dealing with credit bureaus and 
Fair Isaacs cannot be understated as a problem that magnifies the already-significant problems 
caused by errors in credit reports.

(3) Using Credit Scores In Insurance Decisions Or As an Insurance Rating Factor Is Bad 
Public Policy

We believe that the well-documented inaccuracy in credit reports and the lack of adequate 
external review of either the scoring models or the industry-funded studies purporting to 
substantiate their use in insurance decision-making are all adequate reasons for Alaska to reject 
the use of credit scoring in insurance decision-making.

Consumers should not be denied the right to insure a house or a car on the basis, in whole 
or in part, of a credit score. In addition, the practice of using suspect credit scores as a basis for 
non-renewal of a customer who has neither failed to make a premium payment, nor bounced a 
check made in payment of a premium, nor filed excessive or unsubstantiated claims, is 
particularly outrageous.

U .S .  P u b l i c  I n t e r e s t  R e s e a r c h  G r o u p ,  2 1 8  D  S t  S E ,  W a s h i n g t o n ,  D C  2 0 0 0 3
P h o n e  2 0 2 - 5 4 6 - 9 7 0 7  F a x  2 0 2 - 5 4 6 - 2 4 6 1  w w w .p i r g . o r g / c o n s u m e r _____
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A l a s k a  P u b l i c  I n t e r e s t  R e s e a r c h  G r o u p
P.O. Box 10109 j  j 507 E Stoat, suft* atj I pi 907.27S.366i

Aochorsff®, AK 95510 I Anchorage AK 99501 ! f, 907.a78.9300

. U . S .  P I R G
6 March 2002 t

O m m ents of the Alaska Public Interest Research Group and U.S. Public 
Interest Research Group (U.S. PIRG) before Alaska Senate Labor and

Commerce Committee

L m m rn t qf.Brgpfttffl Aiaghfljagaifttfeffi £ B § g & 2 t  
tz J m J te jw s L s is M  g c g r s U k  i a a i a B S t d g s f e i o a g

by Edmund Mlejxwinski, Container Program Director ed@ nire.org and Steve Conn, 
Executive Director of Alaska Public Interest Research Group, AkPirg@Akpirg.org

Thank you for the opportunity to present the views of Alaska Public Interest Research Group and 
Lf.S. Public Interest Research Group (U.S. PIRG). public interest advocacy organizations, on the 
important issue of the growing trend of insurance companies to rely on credit scoring in 
underwriting, and particulariy, non-renewal decisions and the proposed CSSB320.

S i i m m m

Based not only on the significant numbers of errors in credit report# and, concomitantly, 
resulting errors in credit scores, but also on the tremendous IraporUi.ce society places on the 
availability of fairly-priced insurance, U.S. PIRG recommends that credit scoring should be 
prohibited as an insurance rating fector as e matter of public policy. This goal would be achieved 
by enactment of the proposed bill CSSB320.

Consumers should not be denied the right to Insure a house or a car on the basis, in whole 
or in part, of a credit score. In addition, the practice of using sujpctf credit scores as a basis for 
non-renewal of a customer who has neither failed to make a premium payment, nor bounced a 
check made in payment of a premium, nor filed excessive or unsubstantiated claims, is 
particularly outrageous.

Discussion

£1) Credit Scores Are Based On Error-Riddcr. Credit Reports

As you may know, the state PIRGs have conducted a series of research reports on the accuracy 
of consumer credit reports.

U .S .  P u b l i c  I n t e r e s t  R e s e a r c h  G r o u p ,  2 1 8  D  S t  S E ,  W a s h i n g t o n ,  D C  2 0 0 0 3
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, The results of our studies are troubling, Our most reecur report, the 199B study Mistakes Do Happen [http '/Avww.ptrg.org/reports/consumer/mistakes/index.htm], found that 29% of credit 
reports surveyed contained errors serious enough to cause the denial of credit, insurance, 
employment or other benefits, Consumers Union, publishers of Consumer Reports Magazine, 
has had similar findings in its studies. In addition, our discussions with attorneys representing 
consumers in litigation against consumer reporting agenda (credit bureaus) lead us to believe 
that our methodology is conservative and that error rates in credit reports may in feet be 
significantly higher.

A credit score ("bureau score"), as used in insurance decision-making, is merely a mathematical 
summary derived from a narrative credit report. If the credit report contains missing information, 
or falsely derogatory information, the consumer's score will be deflated.

For consumers at cither end of a bell curve, with either very bad or very good credit, the errors 
may not matter. For consumers on the margin, however, errors resulting in a decreased credit 
score can result cither in credit or insurance denial, or with the increased use of risk-based 
pricing models significantly higher (sub-prims) credit or insurance premium (high-risk rating 
pool) costs.

M t t  M w  CPMBialff .ArcmAfrflwfrfr Iiannpft'Tat.tff 
C m u m * n  f t c t o r  N  a r  f o s g t e L f g r  M n a f r m

Problems with inaccurate credit reports and Bcores are exacerbated by the well-documented 
intransigence of the credit bureaus toward consumers attempting to resolve credit report error 
disputes. The so-called Big Three credit bureaus -  Expcrian, Trans Union and Equifex -  are all 
operating under Federal Trade Commission consent decrees that resulted in a combined $2.5 
million in civil pennhios in a 1999 FTC action for failure to, among other things, provide enough 
staff to answer the phone. The bureaus' incessant use of brnin-numbing, voico-mail-jails drives 
consumers, already driven to frustration by the bureaus' ineptitude and failure to fix errors, into a 
frenzy,

Worse, however, is the growing use of credit scores derived from these mistake-ridden reports. 
The Big Three purchase much of their credit scoring software from the market leader, California- 
based Fair Isaac company, which has a well-deserved reputation for an unacceptable level of 
secrecy that has prevented independent review of its algorithms.

Fair Isaac’s refbsal to provide details of its methods extends to rejecting requests by insurance 
regulators for adequate information to review credit scoring decision-making. [Sen 
correspondence between former Texas Associate Insurance Commissioner Bimyllimbaum and 
Fair iBaac in Appendix to "Credit Reports and Insurance Underwriting," National Association of 
Insurance Commissioners (NAIC), 1997.]

Recently, under pressure from a new California credit scoring disclosure law ar.d the threat of 
even broader federal legislation, Fair Isaac has begun to provide credit scores to consumers, for a

U .S .  P u b l i c  I n t e r a c t  R e s e a r c h  G r o u p ,  2 1 8  D  S t  S S ,  v M w h ln g t o n ,  D C  2 0 0 0 3
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fee, "with limited explanations of its methodology1. For years, of course, before an unprecedented 
coalition of realtors and consumer advocates pushed that crucial California legislation to 
passage, Fair Isaac had patronmogly argued that consumers weren’t smart enough to understand 
credit scoreB. The reality, of course, is that the only thing consumers wouldn’t be able to 
understand is how the credit bureaus and credit Bcoring companies could make so many 
mistakes.

The difficulty both consumers and insurance regulator# have jn dealing with credit bureaus and 
Fair Isaacs cannot be understated as a problem that magnifies the already-significant problems 
caused by errors in credit reports,

($) Using Credit Scorn ta L.»urance Decisions Qr As M.towrftHCC.Rlting JflrtflLfr-EM 
Pcblic Policy

We believe that the well-documented inaccuracy in credit reports and the lack of adequate 
external review of either the Bcoring models or the industry-funded studies purporting to 
substantiate their use in insurance decision-making are all adequate reasons for Alaska to reject 
the use of credit scoring in insuranoe decision-making.

Consumers should act be denied the right to insure a house or a car on the basis, in whole 
or in part, or s credit wore. In addition, the practice of using suspect credit scores as a basis for 
non-renewal of a customer who has neither failed to make a premium payment, nor bounced a 
check made m payment of a premium, nor filed excessive or unsubstantiated claims, is 
particularly outrageous.

1 See 44*11*4 testimony of Edmund MteTzwinskl, U.S. PIRG, befbro congress. September 2001, on tho need to 
make credit scores part o f credit rcpom and provided free upon consumer request,

U .S .  P u b l i c  I n t e r e s t  R e s e a r c h  G r o u p ,  2 1 8  D  S t  S E ,  W a s h i n g t o n .  D C  2 0 8 0 3
P h o n e  2 0 2 - 5 4 8 - 0 7 0 7  F a x  2 0 2 » 5 4 8 - 2 4 8 1  w w w .p l r f l . o r g / c o n s u m o r
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The Reliability of Consumer Reports1

•  T h e re  are ap p ro x im a te ly  2 0 0  m i ll io n  A m e rican s w ho have cred it reports .
•  C on sum e r repo rting  agenc ies p ro v id e  2  m i ll io n  c red it reports e v e iy  s ing le  day.
•  2  b i l l io n  p ieces o f  in fo rm a t io n  a re  updated m on th ly  in c red it file s .

The M arketplace

The con sum er repo rting  indu stry  rece ive s and p rov id e s vast am ounts o f  in fo rm a tio n  used by 
consum ers to  bu y  cars, re fin an ce  hom es, ob ta in  c o lle g e  loan s , open cred it cards to  - . la rg e  vacations 
o r  b u y  b irth d ay  presents , o r  f u l f i l l  o th e r con sum er needs. M uch  o f  the in fo rm a tio n  p rov id ed  b y  
con sum er rep o rtin g  agencies accounts f o r  w hat F T C  C om m iss io n  C ha irm an  T im  M u ris  recen tly  
c a lle d  “ the m ira c le  o f  instant c red it.”  C h a irm an  M u ris  a ls o  noted that th is “ m irac le  is o n ly  p oss ib le  
because o f  o u r c red it rep o rtin g  sy stem .” 2

C on sum e r repo rts  are tested fo r  re lia b ili ty  in  the m arke tp lace  tw o m illio n  tim es eve ry  s in g le  d ay  by 
tens o f  thousands o f  len de rs and o th e r businesses, in c lud in g  banks, re ta ile rs , ca r dea le rs , lan d lo rd s , 
em p lo ye rs  and  in su rance com pan ies . T he  h ig h ly  com pe titiv e  nature o f  the consum er repo rting  
indu stry  is such that businesses w i l l  q u ic k ly  abandon  any consum er repo rting  agency that has 
inaccurate f ile s . R e lia n c e  on  inaccu ra te  repo rts  o fte n  resu lts in  increased losses.

The Law

Consumer Reporting Agencies

The fe d e ra l F a ir  C red it R ep o rt in g  A c t (F C R A ) ,  15 U .S .C . § 1681 etseq. and the M a ry la n d  state 
c red it rep o rting  law , M d . C om m . L aw  § 1 4 -1 2 0 1  etseq. , h e a v ily  regu la te  the con sum er repo rting  
industry . C on sum e r rep o rtin g  agenc ies are requ ired  to  m ain ta in  reasonab le  p rocedu res to  assure 
m ax im um  po ss ib le  accuracy . C on sum ers  have a righ t to  dispute in fo rm a tion  on  th e ir c red it reports 
w ith  con sum er rep o rtin g  agenc ies and the law s requ ire  d ispute re so lu tio n  in  no t m o re  than  3 0  days 
(4 5  days in  ce rta in  c ircum stances ).4 I f  a  d ispute cannot be v e r ifie d  then the in fo rm a tio n  m ust be 
rem oved  in  the c on sum e r’ s fa v o r .5

1 Founded in 1906, the C onsum er D ata  Industry  A ssociation (CDIA), formerly know n as A ssociated C redit Bureaus, is 
the international trade association that represents m ore than 400 consum er data com panies. C D IA  m em bers represent 
the nation’s leading institutions in credit reporting, m ortgage reporting, check verification, fraud prevention, risk 
m anagem ent, em ploym ent reporting, tenant screening and collection services.
2 O ctober 4, 2001, before the Privacy 2001 conference in C leveland, Ohio.
3 15 U .S.C. §  1681e(b), M d. Com. Law  §  14-1205(b).
4 15 U .S.C . §  1681i, M d. Com. L aw  §  14-1208. The m ajority o f  reinvestigations are com pleted in five days or less and
80%  are resolved in ten days o r  less (see below ).



U SE O F C R E D IT  DA TA  IN  T H E  IN SU R A N C E IN D U STRY

M a rc h  2,4. 2 0 0 2

T h e  A la s k a  In d e p e n d e n t In s u ra n c e  A g en ts  &  B r o k e r s  is a  p ro fe s s io n a l trade 
a s so c ia t io n  rep resen ting independent business p e op le  th roughou t A laska . O u r m em bers 
b r in g  a  un ique perspective to the issue o f  u s in g  c red it data in  the insu rance industry . W e  
w o rk  w ith  o u r insu rance com pany pa rtn e rs w h ile  rep resen ting  the interests o f  o u r  c lien ts . 
B e c a u se  w e dea l w ith  the A la s k an  cons m e r  o n  a d a ily  basis, w e a re  p a rt ic u la r ly  
sen s itiv e  to  the needs and conce rns o f  < on sum ers . W e  be lieve the best con sum er 
p ro te c tio n  is a hea lthy , com petitive  in su rance m arketp lace .

T h e  use o f  c red it sco ring  in  both the un d e rw ritin g  and p ric in g  o f  insu rance p roducts is a 
h ig h ly  c om p le x  issue. O n  one hand , m os t agents s tron g ly  support to o ls  that fo s te r 
enhanced  com petition  and the fa ir  and  accu ra te  p ric in g  o f  risk . A t the sam e tim e , 
h ow ev e r, the increased use o f  c red it b y  in su re rs  has fo rc ed  us a l l to cons ide r the m anner 
in  w h ic h  c red it sco ring  is used in  the m a rke tp la c e  and to eva lua te  w hether changes need 
to  be im p lem en ted .

F o r  m an y  yea rs , c red it data has been u t i liz e d  b y  the fin an c ia l se rv ices industry . L end e rs , 
f o r  e x am p le , use such in fo rm a t io n  to  eva lu a te  lo a n  app lica tion s , de te rm ine 
c red itw o rth in ess , and p red ict the lik e lih o o d  o f  d e fa u lt and de linquency . T h ey  m easu re 
the p o ten tia l b o rrow ers  against m illio n s  o f  o th e r s im ila r ly  situated ind iv idua ls . S im ila r ly , 
the in su rance industry uses c red it data to p red ic t fu tu re  losses and c la im  costs and to 
d e te rm in e  prices in  a m o re  accurate m anner. M an y  studies have show n  that an 
in d iv id u a l’ s c red it h is to ry  is an accurate p re d ic to r o f  po ten tia l f o r  fu tu re loss . In  1 9 9 6  a 
s tudy  b y  T illin g h a s t-T ow e rs -P e rr in  o f  n ine  p e rso n a l insu rance com pan ies , conc lu ded  that 
the re la t io n sh ip  between cred it scores and lo s s  ra tio s  ranged from  9 2 %  to 9 9 % . In  1 9 9 9 , 
the V irg in ia  B u re au  o f  In su rance reached the c on c lu s io n  that there appears to be concrete 
d a ta  ind ica ting  that a c o rre la tion  ex ists be tw een c red it sco res and losses. T hus , in su re rs 
h a ve  begun  to  use cred it based sco ring  w ith  o th e r trad ition a l fac to rs to de te rm ine w ho to 
in su re  and  w hat p rice  to charge. W h y  w o u ld  it be rea sonab le  f o r  one segm en t o f  the 
f in a n c ia l se i v ices industry to use c red it da ta  and  not a l lo w  the insu rance indu stry  to 
u t i l iz e  the sam e cred it data to m atch the p ric e  o f  th e ir p roducts w ith  the expec ted  cost o f  
th o se  p roducts?

T h e re  rem a in , h ow ever, add itiona l conce rn s : 1 ) the use o f  c red it data as the e x c lu s ive  
c r ite r ia  in  insu rance unde rw riting  o r  the in f le x ib le  use o f  c red it data, 2 )  the la c k  o f  ab ility  
f o r  re g u la to rs  to re v iew  the p rop , i ; t a iy  c red it a lg o rithm s o r  fo rm u la s  as in su re r filin g s  
can  b e com e pub lic  in fo rm a tio n  fox com pe tito rs  to  re v iew , 3 )  c red it in fo rm a t io n  m ay  be 
inaccu ra te  and  4 )  la c k  o f  d isc lo su res to  con sum ers that c red it in fo rm a tio n  is ob ta ined  and 
its u t i liz a t io n  in  insu rance underw riting  o r  ra ting .



A  con sum er repo rting  agency that v io la te s  any p ro v is io n  o f  e ith e r c red it rep o rting  law  is  sub jec t to 
p riva te  righ ts o f  ac tion , en fo rcem en t by the F T C ,7 the M a ry la n d ’ s a tto rney  g en e ra l,8 and the 
C om m is s io n e r o f  F in an c ia l R eg u la t io n .9

Data Furnishers

In  ad d ition  to  the accu racy standards set by the F C R A  on  consum er rep o rtin g  agenc ies since 
data fu rn ish e rs  a lso  have accu racy  standards to  w h ich  they m ust adhere as estab lished  b y  the 
am endm ents to  the F C R A . D a ta  fu rn ish e rs a re  p roh ib ited  from  fu rn ish in g  data they k n ow  is 
inaccurate and  they have an  a ffirm a tiv e  du ty to  c o n e c t and update in fo rm a t io n .10 Fu rn ish e rs  
are lia b le  to  consum ers i f  th ey con tinue to  re p o rt data kn ow n  to  be inaccu ra te .11

Industry Practices

The re  have been a  num ber o f  to o ls  put in  p lace  and re fin ed  o v e r the yea rs to  p rom o te  accu racy  o f  
con sum er reports . In  1 9 9 9 , A C B  ro lle d  ou t the M e tro  2  fo rm a t. T h is  fo rm a t is used b y  thousands 
o f  da ta fu rn ish e rs  and con sum er repo rt users. A  standard repo rting  fo rm a t reduces e rro rs  b y  
c reating  a u n ifo rm  and un ive rsa l m e thod  o f  data sharing .

In  1 9 9 2 , A C B  w ent liv e  w ith  the A u tom ated  D ispu te  V e rific a t io n  System  (A C D V ) .  T h is  system , 
upgraded in  1 9 9 5 , reduces the bu rden  on  consum ers w ho dispute item s on  th e ir c red it repo rts  since 
they need o n ly  d ispute an item  w ith  one consum er repo rting  agency. T he  A C D V  is an  e lec tron ic  
m essag ing system  that a llow s  consum er repo rting  agencies to  com m un ica te  w ith those com pan ies 
that fu rn ish  data to  a  consum er repo rting  agency. In  a con tinua tion  o f  the quest f o r  inn ova tion , 
A C B , its m em bers , and m a jo r  lenders are cu rren tly  be ta testing the next gene ra tion  o f  te ch n o log y  
fo r  au tom ated  consum er d ispute ve rifica tion .

An im po rtan t p o in t to  con s id e r in  d iscussion  the accu racy o f  consum er repo rts  is th is -  w hat does 
one con s id e r to  be an inaccu racy? The inaccu racy that m atters m os t is one  that w ou ld  re fle c t on  a 
con sum e r’ s ab ility  to  ob ta in  credit. C on s id e r the consum er Jonathon  Q . P u b lic . M r. P u b lic ’ s nam e 
m igh t appea r on  som e c red it cards as John  w h ile  on  o th e r cards o r  c red it, h is nam e m igh t appea r as 
J. Q . P u b lic  o r  Jona thon  P u b lic . M r. P u b lic  m igh t fe e l the d isc repanc ies a re  e rro rs , bu t irre spec tive  
o f  h is conce rn s the d iffe re n t nam es w i l l not inh ib it M r. P u b lic  in his desire  to ob ta in  c red it. T he 
same h o ld s  true f o r  M a rth a  D o e  w ho m ight liv e  at 123 S. M a in e  S tree t, bu t it m igh t sh ow  up on  
som e c red it in fo rm a tio n  as 123 S. M a in , o r  123 M a in e  South . T he bo ttom  lin e  is that n o t a ll 
inaccu rac ies are inaccu rac ies that re fle c t on  o n e ’ s ab ility  to  ob ta in  credit.

3 15 U .S.C . §  16811(a)(5), Md. Com. Law  §  14-1208(a)(2).
6 15 U .S.C. §  168ln-p , Md. Com. Law  § 14-1213.
7 15 U .S.C . §  168ls(a).
8 15 U .S.C. §  1681s(c).
9 Md. Com. L aw  § 14-1218.
10 §  1681S-2
11 §  1681 s-2(b). See also, N elson  v. Chase M anhattan M ortgage Corp., No. 00-15946 (U .S.C.A . 9°' Cir., M arch 1, 
2002).

1 9 70 ,
1 9 97

a lso



W h i le  a con sum er m igh t f in d  an inaccurate p iece  o f  in fo rm a tio n  o n  his o r  h e r rep o rt, w he th e r it has 
an im pact on  the c red it ap p lic a tion  o r  no t, th e re  are sp ec ific  standards, som e indu stry  and  som e 
le g a l, to  re so lv e  those inaccu rac ies in  a  q u ic k  and  e ffic ie n t m anner. In  add ition  to  the above - 
m en tioned  M e tro  2  fo rm a t and A C D V  system , the F C R A  requ ire s con sum er d ispute 
re in ves tig a tion s to  be com p le ted , in  m os t cases, in  3 0  days o r  less. T h e  re a lity  is tha t the m a jo r ity  
o f  re in ves tig a tion s are c om p le ted  in fiv e  days o r  le ss and 8 0 %  are  re so lv e d  in  ten  days o r  less.

National Association of Insurance Commissioners (NAIC)
W hite Paper on Accuracy

G iven  the o fte n  m issta ted d e fin ition  o f  an in accu racy , there  is lit t le  sc ien tific  data in  the 
m a rke tp la ce  today and on e  m ust tu rn  to indu stry  p ractices and independent sou rces. T h e  1 9 9 7  
N A IC  W h ite  P a p e r “ C red it R ep o rts  and In su ran ce  U nd e rw ritin g ”  c ited  the FT C . W h i le  the W h ite  
P ap e r stated that “ . . .v a r io u s  stud ies have ind ica ted  d if fe re n t re su lts o f  the accu racy o f  c red it 
re p o rts ,”  it w ent on  to  state that “ [a ] rep resen ta tive  o f  the F T C , speak ing  to regu la to rs  o n  O c tob e r 
2 6 , 1 9 9 5 , stated that the F T C  is o n ly  ab le  to  estim ate the accu racy o f  c red it rep o rts  based  upon  the 
v o lu m e  o f  com p la in ts  it rece ives. T he num be r o f  com p la in ts  has been decreasing , thus the F T C  
assum es that the accu racy o f  c red it re p o rt in fo rm a t io n  is im p ro v in g .”  S in ce  the F T C  s t a f f  
com m en ts p receded the 1 9 9 7  am endm ents to  the F C R A  (add in g  lia b i lity  f o r  data fu rn ish e rs , am ong  
o th e r im p ro vem en ts ) and the M e tro  2  fo rm a t , C D IA  can p resum e that the accu racy  o f  c red it rep o rt 
in fo rm a tio n , assum ed by F T C  s t a f f  to  h ave  im p ro v ed  in  1 9 9 5 , has im p roved  even  m o re  since the 
end o f  the last century.

Conclusion

C on sum e r rep o rtin g  agencies are re spon s ib le  f o r  the accurate hand ling  o f  b i l lio n s  o f  p ieces o f  data 
e v e ry  m on th  and the accu racy o f  the repo rts  th ey  p roduce is tested in  the m arke tp lace  e v e ry  s ing le  
day. T h ro ugh  a com b ina tion  o f  le g a l m andates and indu stry -lead  in itia tives , the con sum er repo rting  
agency p iod uce s accurate con sum er repo rts and e xp ed it io u s ly  com p le tes re in ves tig a tion s in  those 
instances w here  accu racy is questioned .



Alasifr. independent Insurance Agents & Brokers
Position Paper on Use of Credit Data in the Insurance Industry
Page 2 of 2.

A  f in a l p o in t that causes g reat conce rn  f o r  o u r A la s k an  m em bers is that a  to ta l b an  on  the 
use o f  c red it data w i l l lik e ly  have un in tended consequences and cause m o re  ha rm  than 
good . O ne  re a son  f o r  th is is the F e d e ra l F a ir  C red it R ep o rt in g  A ct. T h e  F C R A  g ives 
in su re rs  the p ow e r to p resc reen  a g roup  o f  p o ten tia l insu reds by u t iliz in g  c red it repo rts 
and  c red it data and any e f fo r t  b y  'h e  states to  re s tric t that ab ility , is p reem p ted  b y  fe d e ra l 
law . C om pan ie s  that u tilize  d irect so lic ita tio n  m ethods and p rescreen con sum er reco rd s 
w i l l e s sen tia lly  be un a ffe c ted  b y  state attem pts to  ban the use o f  c red it, bu t independen t 
agency com pan ies (w h ich  a re  used by o u r A la s k an  m em bers fo r  th e ir c lien ts ) w i l l be 
p reven ted  f r o m  using this p ow e r fu l to o l. T h is  w o u ld  create an uneven p la y in g  f ie ld  f o r  
lo c a l independen t agents and w ou ld  do lit t le  to  address the concerns that fu e l the desire  to 
enact such re fo rm s . T hus A H A B  opposed  a l l e f fo r ts  to to ta lly  ban the use o f  c red it o r  to  
re g u la te  its use in  an o v e r ly  re s tric tiv e  m anner.

W e  w o u ld  s t r o n g ly  u rg e  th e  A la s k a  L e g is la tu re  to op p o se  b i lls , w h ich  se e k  to b an  
th e  use  o f  c r e d i t  d a ta  in th e  u n d e rw r i t in g  an d  p r ic in g  o f  in su ra n c e  p ro d u c ts . T h is  is 
a c om p le x  issue , w h ich  canno t be g iven  com p rehen sive  re v iew  in the sh o rt tim e 
rem a in in g  in  ± e  leg is la t iv e  session . W e  w ou ld  urge that the O regon  m od e l be g iven  
con s id e ra tio n  w he re in  a ta sk  fo rc e  rep resen ting  the va ried  po in ts o f  v iew  be convened  to 
re v iew , d e lib e ra te  and reach  consensus to  fin d  an  equ itab le so ’ u tion that w i l l fo s te r  a 
h ea lth y , com pe tit iv e  insu rance m arke tp lace  w h ile  p rotecting  the in terest o f  the consum er.
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A L A S K A  S T A T E  L E G I S L A T U R E
R ep. Lesil M c G u ire , C h a ir  StatC Capito1, R° ° m ‘ 16
Sen. Robin Taylor, V ice-C hair Juneau, A K  99801-1182
Sen. Lyda G reen (907> 465‘5446 fax: 465 ’6592
Sen. G eorgianna Lincoln I I Interim
Rep. Jeannette Jam es 716 W . 4 Ave. Suite 430
Rep. Joe Hayes A nchorage, A K  99501

* ------ (907) 269-0250fax: 269-0249

Administrative Regulation 
Review Committee

Rep resen ta tive  L is a  M u rk ow sk i, C h a ir 
Mouse L a b o r  and C om m erce  C om j 
State C ap ito l, R o o m  4 0 8  
Juneau, A la s k a  9 9 8 0 1 -1 1 8 2

Feb ru a ry  2 0 , 2 0 0 2

D ea r Repres'

P lease  accept th is le tte r and-erfc losed docum ents as a request fo r  the L a b o r and C om m erce  
C om m ittee  to hea r H B  3 9 9 , a B i l l  to A nnu l D epa rtm en t o f  C om m un ity  and E con om ic  
D eve lo pm en t R egu la tion s , 12 A A C  2 1 .9 9 0 , parag raph 7 and 12 A A C  3 9 .9 9 2 (b )  A s adopted 
0 1 /1 9 /0 2  fo r  R eg is te r 1 61 , A p r i l, 2 0 0 2 .

These regu la tion s are a c le a r con trad ic tion  o f  A la s k a  Statutes A S  0 8 .4 0 .2 7 0 , A S  0 8 .4 0 .4 9 0  and 
A S  0 8 .1 8 .1 7 1  as the re la te  to the term  “ U n ifo rm  M echan ica l C od e .”

O n b e h a lf  o f  the C om m ittee , a m a jo r ity  o f  w h ich  vo ted  to in troduce this b i l l ,  I  re sp ec tfu lly  
request schedu lin g  o f  H B  3 9 9  in the H ouse  L a b o r and C om m erce  C om m ittee  at y o u r ea rlie s t 
conven ience . T h an k  you  in advance fo r  y o u r tim e and conside ra tion . I f  y o u  have an y  questions 
p lease do no t hesitate to c a ll.
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CS FOR HOUSE BILL NO. 3 9 9 (  )

IN  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

T W E N T Y -S E C O N D  L E G IS L A T U R E  - S E C O N D  S E S S IO N

BY

O ffered :
R eferred :

S p o n so rs ): HOUSE R U LES C O M M IT T E E  BY R E Q U E ST  OF T H E  A D M IN IST R A T IV E  R E G U L A TIO N  
R E V IE W  C O M M IT T E E

A BILL  

FOR AN ACT ENTITLED  

"An Act annulling certain regulations adopted by the Department o f Community and 

Economic Development relating to the mechanical code that applies to certain 

construction contractors and mechanical administrators; and providing for an effective 

date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Secf:on 1. T he u n cod ified  law  o f  the S tate o f  A la s k a  is am ended  b y  add ing  a new  section  
to  read :

A N N U L M E N T  O F  R E G U L A T IO N S . T he fo l lo w in g  regu la tion s  adopted b y  the 
D epa rtm en t o f  C om m un ity  and E con om ic  D eve lo pm en t es tab lish in g  the m echan ica l code that 
app lie s to ce rta in  con struc tion  con trac to rs and m echan ica l adm in is tra to rs  a re  an nu lled : 12 
A A C  2 1 .9 9 0 (7 )  and 12 A A C  3 9 .9 9 2 (b ) .

* Sec . 2 . T h is  A ct takes e ffe c t im m ed ia te ly  under A S  0 1 .1 0 .0 7 0 (c ) .

-1- C SIIB  399( )
New T e x t  U n d e r l in e d  [DELETED TEXT BRACKETED]
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Changes to Mechanical Code Regulations Related to 
Construction Contractors & Mechanical Administrators

Category: Adopted Regulations - Text or Summary of Text Department: Community' &
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Publish Date: 01/03/2002 Location: Statewide
Region: Statewide

Body of Notice:
O R D E R  C E R T IF Y IN G  T H E  C H A N G E S  T O  R E G U L A T IO N S  O F  T H E  D E P A R T M E N T  O F  
C O M M U N IT Y  A N D  E C O N O M IC  D E V E L O P M E N T .

The D epa rtm en t o f  C om m un ity  and E conom ic  D eve lo pm en t adopted regu la tion s dea ling  w ith  the 
m echan ica l code re la ted  to construction con trac to rs and m echan ica l adm in istra to rs on N o v em b e r 2 7 ,
2001  unde r the au th o rity  o f  A S  0 8 .1 8 .1 7 1 , A S  0 8 .4 0 .2 3 0 , A S  0 8 .4 0 .2 4 0 , A S  0 8 .4 0 .2 7 0 , A S  0 8 .4 0 .4 9 0 , 
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inc lud ing  n o tice  unde r A S  4 4 .6 2 .1 9 0  and 4 4 .6 2 .2 0 0  and oppo rtu n ity  fo r  pub lic  com m ent un de r A S  
4 4 .6 2 .2 1 0 .

T h is ac tion  is n o t expected to requ ire an increased app rop ria tion .

On the re co rd , in  con s id e ring  pub lic  com m ents, the D epa rtm en t o f  C om m un ity  and E con om ic  
D eve lo pm en t pa id  spec ia l attention to the cost to p riva te  pe rsons o f  the re g u la to ry  action be ing  taken .

The reg u la tio n  changes described in this o rd e r take e ffe c t on  January 19, 2 0 0 2  as p rov ided  in A S  
4 4 .6 2 .1 8 0 .
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Reference 3 (cont.)

Register [[?) , 2002 PRO FESSIO N A L R EG U LA TIO N S

C H A P T E R  21 . C O N S T R U C T IO N  C O N T R A C T O R S .

12 A A C  2 1 .9 9 0  is amended b y  adding a new  pa rag raph  to read:

1

( 7 )  “ U n ifo rm  M echan ica l C od e ”  has the m ean ing g iven  in  12 A A C  3 9 .9 9 2 (b ) . 

(E f f .  7 /2 /7 7 , R eg is te r 6 2 ; am I / I 1̂ / SOQ ̂  . R eg is te r _

A u th o rity : A S  4 4 .3 3 .0 2 0

C H A P T E R  3 9 . M E C H A N IC A L  A D M IN IS T R A T O R S .

12 A A C  3 9 .9 9 2  is amended and a new  subsection  is added to read :

12 A A C  3 9 .9 9 2 . D E F IN IT IO N S ,  ( a }  In  th is chapter,

(b )  In  th is chapter and in A S 0 8 .4 0 .2 7 (m A S  0 8 .4 0 .4 9 0 ,3 i id |A S  0 8 .1 8 .1 7 l i " U n i fo rmA jj L )

M echan ica l C od e ”  m eans the m echan ica l code adop ted  b y  the D epa rtm en t o f  P u b lic  S a fe ty  under

13 A A C  5 0 .0 2 3 ^QBd-includcG the In te rn a tion a l M e c han i c a l ( E f f .  7 /7 /9 4 , R eg is te r 1 31 ; am  

1 1 /2 6 /9 4 , R eg is te r 1 32 ; am  ) / / 2 0 0 ^  . R eg is te r j j g l  )

Authority: AS 08.40.230 AS 08.40.240 AS 44.33.020

1



Reference 2

In this chapter,

(1) "builder" m eans general contractor;

(2) "cash deposit" m eans a cash deposit or other negotiable security  filed w ith  the 
com m issioner in lieu  o f  a surety bond under AS 08.18.071(b);

(3) "com m issioner," unless the text reads otherw ise, m eans the com m issioner o f  the 
D epartm ent o f  C om m unity  and Econom ic D evelopm ent;

(4) "contractor" m eans a person  who, in the pursuit o f  an independent business, undertakes or 
offers to perform , o r claim s to have the capacity to perform , or subm its a bid for a p ro ject to 
construct, alter, repair, m ove, or dem olish a building, highw ay, road, railroad , o r any  type o f  
fixed structure, includ ing  excavation  and site developm ent and erection o f  scaffo lding; 
"contractor" includes a general contractor, builder, m echanical contractor, specialty  contractor, 
and subcontractor;

(5) "departm ent" m eans the D epartm ent o f  Com m unity and Econom ic D evelopm ent, unless 
the contex t indicates otherw ise;

(6) "general contractor" m eans a contractor w hose business operations require the use o f  m ore 
than three trades or the use o f  m echanical o r specialty contractors and subcontractors w ho are 
under the supervision  o f  the contractor;

(7) "m echanical contractor" m eans a contractor w hose business operations involve p lum bing , 
pipe fitting, sheet m etal, heating, air conditioning, ventilating, or sp rink ler and dry chem ical fire 
p rotection  trades in order to install or m odify m echanical p iping and system s, dev ices, fix tures, 
and equipm ent or o ther m echanical m aterials subject to the fo llow ing codes as published  by the 
International A ssociation  o f  P lum bing and M echanical O fficials or the International C onference 
o f  B uilding O fficials:

(A) U niform  P lum bing  Code;

(B) U niform  Sw im m ing  Pool, Spa, and H ot Tub Code;

(C) U niform  Solar Energy  Code; and

(D) U niform  M echanical Code;

(8) "residential contractor" m eans a general contractor w hose business and operation  involve 
undertaking the construction  or alteration  o f  a privately-ow ned residential structure o f  one to 
four units that is used or intended to be used as a hum an dw elling;

Sec. 08.18.171. Definitions.



(9) "specialty  contractor" m eans a contractor, o ther than a m echanical con tractor, w hose 
business operations require the use o f  not m ore than three trades;

(10) "trade" m eans a skill used in the field o f  construction, as defined by regulation  by the 
departm ent.

***SE C TIO N  08.18.180 - 08.18.350 [Repealed, Sec. 1 ch 100 SLA 1968],

R epealed  or R enum bered 

Sec. 08.40.230. C ategories o f  licenses.

The departm ent m ay adopt regulations establishing categories o f  m echanical adm inistrators, 
qualifications for those categories, and the content o f  exam inations for applican ts for each 
category.

Sec. 08.40.240. R egulations.

The departm ent shall adopt regulations under AS 44.62 (A dm inistrative P rocedure A ct) relating  
to the exam ination  and licensing o f  m echanical adm inistrators and the estab lish ing  o f  the 
continued com petency o f  licensees fo r license renew al and reinstatem ent.

Sec. 08.40 .270. E xam ination  o f  applicant.

(a) Each applican t shall be exam ined to determ ine the applicant's

(1) ab ility  to understand plans, design specifications, and engineering  term s com m only  used in 
the m echanical field;

(2) know ledge o f  m echanical installations and piping;

(3) fam iliarity  w ith  the requirem ents o f  the Uniform  Plum bing C ode, U niform  Sw im m ing 
Pool, Spa, and H ot Tub C ode, U niform  Solar Energy Code, and the U niform  M echanical Code 
curren tly  in effect in the state;

(4) [R epealed, Sec. 37 ch 101 SLA 1994].

(5) personal skill and ability.

(b) I f  an applicant for a license subm its p ro o f satisfactory to the departm ent that the applicant 
is licensed as a m echanical adm inistrator or the equivalent by another state or territory, m eets 
qualifications established by the departm ent under AS 08.40.230 , and has passed an exam ination  
equivalen t to the test adm inistered  under (a) o f  this section, the departm ent shall w aive all o f  the 
exam ination  required under (a) o f  this section.

Reference 2 fcont.)



Reference 2 (cont.)

Sec. 08.40.490. Definitions.

In AS 08.40.210 - 08.40.490,

(1) "department" means the Department o f Community and Economic Development except 
where the context otherwise requires;

(2) "manufacture" means fabrication or completion o f a product or mechanical apparatus 
exclusive o f  its completion or installation at a job site;

(3) "mechanical administrator" means a person who is responsible for

(A) installing or modifying mechanical piping and systems, devices, fixtures, equipment, or 
other mechanical materials subject to the Uniform Plumbing Code, Uniform Swimming Pool, 
Spa, and Hot Tub Code, Uniform Solar Energy Code, and the Uniform Mechanical Code as 
published by the International Association of Plumbing and Mechanical Officials and the 
International Conference o f Building Officials; or

(B) certifying that an installation or modification described in (A) o f this paragraph complies 
with the applicable codes;

(4) "mechanical piping" includes piping fixtures, devices, and equipment;

(5) "utility" means every public, cooperative, or other corporation, company, individual, or 
association o f individuals, their lessees, trustees, or receivers appointed by a court, that owns, 
operates, manages, or controls a plant or system for

(A) furnishing, by generation, transmission, or distribution, electrical service, fuel gas service, 
district heating, sewage disposal, or domestic water service to the public for compensation;

(B) furnishing telecommunications service to the public for compensation.



B u i ld in g  D ep artm en t.  She had  a q u e s t i o n  f o r  O c c u p a t io n a l  
L ic e n s in g .  She s a i d  t h a t  i n  F e b ru a ry  2001, t h e  ICBO had  o f f e r e d  
an o v e rv iew  o f  th e  I n t e r n a t i o n a l  M ech an ica l  Code, and t h a t  t h e r e  
were a d m i n i s t r a t o r s  a t  t h a t  t im e  who w an ted  to  b e  l i c e n s e d  u n d e r  
t h a t .  She s a i d  she  was t o l d  by th e  O c c u p a t io n a l  L ic e n s in g  
D epartm ent t h a t  a p e r s o n  c o u ld  n o t  be c e r t i f i e d  u n d e r  a code 
u n t i l  i t  was a d o p te d .  "So," sh e  s a i d  " w e 'r e  k in d  o f  i n  a C atch  
22 h e r e . "  P eo p le  d id  n o t  w ant t o  ta k e  t h e  t e s t s  and pay  f o r  
them i f  th e y  c o u l d n ' t  g e t  c e r t i f i e d ,  sh e  s a i d .

Number 0107

MS. REARDON r e p l i e d  t h a t  l a s t  F e b ru a ry ,  t h e  code  change had  n o t  
been  a d o p te d ,  and c o n t in u in g  e d u c a t io n  r e g u l a t i o n s  r e q u i r e  t h a t  
an a p p l i c a n t  h av e  c o n t iu n u in g  e d u c a t io n  i n  t h e  code t h a t  i s  i n  
e f f e c t ,  w hich  was th e  U niform  Code. The d e p a r tm e n t  had  no way 
o f  knowing i n  F e b ru a ry  t h a t  t h e  s t a t e  r e g u l a t i o n  change would go 
th ro u g h ,  so  d i d  n o t  w ar4- to  ap p ro v e  c o n t in u i n g  e d u c a t io n  t h a t  
m igh t t u r n  o u t  n o t  t o  have b een  on th e  a p p r o p r i a t e  t o p i c .

MS. RONNING s a i d  she  had  r e c e iv e d  s e v e r a l  c a l l s  from  p e o p le  who 
want to  renew  t h e i r  l i c e n s e s ,  and a sk ed  i f  sh e  o f f e r e d  a c l a s s  
n e x t  week, w ould  i t  be a c c e p te d ?

MS. REARDON a sk e d  Ms. Ronning t o  c o n t a c t  h e r  o f f i c e .  "Now t h a t  
we know t h a t  th e  code i s ,  i n  f a c t ,  c h a n g in g ,  " she  s a i d ,  she  
would s e e  how r a p i d l y  th e y  c o u ld  a p p ro v e  th e  c o n t in u in g  
e d u c a t io n  c o u r s e s  i n  th e  I n t e r n a t i o n a l  Code.

MS. RONNING em phas ized , "The t r a i n i n g  i s  o u t  t h e r e ;  t h e  p rob lem  
i s  g e t t i n g  y o u r  o f f i c e  t o  a c c e p t  i t . "
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MS. REARDSON s a i d  sh e  would c a l l  Ms. Ronning t o  s e e  w hat c o u ld  
be done.

Number 0132

REPRESENTATIVE JAMES s a i d  h e r  b ig  c o n c e rn  was t h a t ,  "We have 
r e g u l a t i o n s  t h a t  have  b een  w r i t t e n  and a r e  g o in g  i n t o  e f f e c t  on 
th e  f i f t e e n t h  o f  S ep tem ber, and we have s t a t u t o r y  c o n f l i c t .  In  
th e  s t a t u t e  i t  s a y s  t h a t  th e  UMC w i l l  be  u s e d  f o r  m e ch an ica l  
e n g in e e r s ,  and t h a t ' s  e x a c t l y  t h e  p ro b lem  t h a t  C a th e r in e  Reardon 
h as  i n d i c a t e d . " She a s s e r t e d  t h a t  t h e  new r e g u l a t i o n s  have 
o v e r r id d e n  s t a t u t e s ,  w hich i s  a  l e g i s l a t i v e  p r e r o g a t i v e .

CHAIR McGUIRE s a i d  t h a t  sh e  a g re e d  w i th  r e p r e s e n t a t i v e  James 
t h a t ,  "T ha t i s  t h e  p ro b lem  we have  b een  t r y i n g  to  g e t  a t . "  She 
n o te d  t h a t  Ms. R eardon  i s  i n  a s i t u a t i o n  w here  th e y  h av e  to  
a l t e r  t h e i r  r e g u l a t i o n s  to  be  a b l e  t o  a c c e p t  new s t a n d a r d s ,  b u t ,  
" U n t i l  y o u 'v e  a d o p te d  y o u r  r e g s  w hich s h o u l d n ' t  be  g o in g  i n t o  
e f f e c t  u n t i l  S ep tem ber 15, n o t  o n ly  can  she  n o t  do i t ,  b u t  t h e r e  
i s  some q u e s t i o n  a b o u t  w h e th e r  o r  n o t  sh e  even  h a s  th e  a u t h o r i t y  
to  u n d e r  s t a t u t e . "

Number 0139

MR. POWELL s a i d  he  c o u ld  r e sp o n d  to  p a r t  o f  t h a t ,  b u t  would l i k e  
to  d e f e r  t h e  r e s t  t o  th e  D epartm en t o f  Law. He s a i d  t h e r e  i s  a 
c o n f l i c t  t h a t  h a s  e x i s t e d  f o r  a number o f  y e a r s  t h a t  h a s  n e v e r  
been  r e o l v e d ,  and  t h a t  i s  i f  you r e a d  th e  e n t i r e  s t a t u t e ,  i t  
s a y s ,  "U niform  M ech an ica l  Code a s  p u b l i s h e d  by ICBO and IATMO." 
The ICBO no lo n g e r  p a r t i c i p a t e s  i n  t h a t  p u b l i c a t i o n ,  so  t h a t  in
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i t s e l f  i s  a c o n f l i c t  . . . "  He r e i t e r a t e d  t h a t  t h e  F i r e  M a r s h a l 's  
o f f i c e  v a s  f o l lo w in g  th e  [ le g a l ]m a d v ic e  t h a t  t h e  p ro b lem  would 
be  t a k e n  c a r e  o f  in  a "c lean u p "  change once i t  was d e te rm in e d  
which code w ould be a d o p te d .  At t h a t  t im e ,  o t h e r  r e l a t e d  
r e f e r e n c e s  w ould be  changed to  m atch o r  to  h a rm o n iz e .

Number 0152

MR. STARK s a i d  he th o u g h t  i t  would be h e l p f u l  t o  have th e  
s t a t u t e s  c l a r i f i e d .  " I t  i s  n o t  c l e a r  w hich  co d es  a p p l y , " he 
s a i d .  For exam ple , u n d e r  th e  e x a m in a t io n  o f  a p p l i c a n t s  t h a t  Ms. 
R e a r d o n 's  o f f i c e  s u p e r v i s e s ,  th e y  t a l k  a b o u t  " th e  Uniform  
M ech an ica l Code c u r r e n t l y  i n  e f f e c t  i n  t h e  s t a t e . "  He s a i d  he 
th o u g h t  th e  c o u r t s  m ig h t w e l l  r e a d  t h a t  b r o a d l y  enough to  
in c lu d e  th e  I n t e r n a t i o n a l  M ech an ica l Code. So i t  would be 
h e l p f u l  f o r  t h e  l e g i s l a t u r e  to  c l e a r  t h i s  up , t h a t  and th e  
c o n f l i c t  t o  w hich  Mr. Pow ell had  r e f e r r e d .

MR. STARK added  t h a t  he th o u g h t  i t  would be  h e l p f u l  f o r  ev e ry o n e  
to  u n d e r s ta n d  t h a t  once a m e c h a n ic a l  c o n t r a c t o r  o r  m ec h an ica l  
a d m i n i s t r a t o r  t a k e s  th e  t e s t  and p a s s e s  i t ,  t h a t  p e r s o n  n e v e r  
h as  t o  t a k e  t h e  t e s t  a g a in .  "So two y e a r s  from  now, p e o p le  who 
a r e  l i c e n s e d  a t  th e  end o f  t h i s  month w i l l  n o t  b e  t a k in g  t h a t  
new t e s t  on t h e  I n t e r n a t i o n a l  M ech an ica l C o d e ," h e  e x p la in e d .  
"They w i l l  m e re ly  be r e q u i r e d  to  show c o n t in u i n g  . . . e d u c a t io n  
on th e  e x i s t i n g  code . . . . "

CHAIR McGUIRE i n d i c a t e d  t h a t  sh e  a g re e d  w i th  h i s  s t a t e m e n t  t h a t  
t h e r e  n eed s  t o  be  some c l a r i f i c a t i o n ,  s a y in g  t h a t  i n  th e  
m eantim e, Ms. R eardon i s  " in  e  p i c k l e . "
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T o n y  K n o w le s ,  G o v e r n o r

D e p a r t m e n t  o f  C o m m u n i t y  
a n d  E c o n o m i c  D e v e l o p m e n t

Division of Occupational.Licensing
P.O. Box 110B06, Juneau, AK 99811-0806
Telephone: (907) 465-2534 • Fax: (907) 465-2974 • Text Telephone: (907) 465-5437 
Email: license@ dced.sta te .ak.us • Website: www .dced .sta te .ak.us/occ/

June 7 ,2001

M r, Russ Fosbury 
Code A doption C oordinator 
D epartm ent o f  Public Safety 
D ivision o f  F ire  P rotection 
5700 East Tudor Road 
A nchorage, AK 99507-1225

D ear Mr. Fosberg,

T he follow ing are the D epartm ent o f  C om m unity nnd Econom ic D evelopm ent D iv is io n  o f  O ccupational 
L icensing com m ents on the D epartm ent o f  Public Safety proposed changes to 13 A A C  5 0 .020  and 33 A A C
50.023 regarding the B uild ing C ode and thr. M echanical Code.

T he D eprron cn t o f  P ub lic  Safety proposes to repeal the U niform  B uild ing C ode and  tho U nifo rm  
M echanical Code and to adopt the International Building Code and the In te rnationa l M echan ical Code.
This change would significan tly  im pact the  Division o f  O ccupational L icensing  and  ou r licensed 
M echunical A dm inistrators find R esidential Contractors.

T he proposed change from  the U niform  C odes to the International Codes a p p cam o  conflic t w ith  the 
statutes and regulations adm inistered  by tire D ivision o f  Occupation?] L icensing  govern ing  M echanical 
A dm inistrators and R esidential C ontractors. Even if  the M echanical A d m in is tra to r and the Rcsidcntinl 
Endorsem ent statutes cun be interpreted in  a m anner that does not technically  co n flic t w ith  the  proposed 
DPS regulations, the outcom e w ill be  conflicting policies and public confusion.

The purpose o f  licensing M echanical A dm inistrators as stated in AS 08.40 ,210  is  to, ’’p ro tec t the safety o f
people and property in the state  from  the danger o f  im properly installed o r  m o dified  m echan ical system s by  
providing a procedure to assure (1) die public that persons responsible for m ak in g  m echan ical installations 
in this state are qualified; and (2) that a sufficient num ber o f  persons are so q u a lified .”

T he prim ary qualification that A S 08.40.270 requites M echanical A dm inistrators lo posses is passagu o fn n  
exam ination that must te s t applicant's, "fam iliarity w ith the requirem ents o f  th e ...U n ifo rm  M echanical 
C ode cu n cn tly  in effect in  the Slate." T herefore cunen t M echanical A dm in istrato rs h ave  studied  and been  
tested on the U niform  M echanical C ode and not the International M echanical C ode that D P S  proposes to  
adopt.

Furtherm ore, the continuing education M echanical A dm inistrators are required  to  ob tain  u n d er D ivision 
regulations is training in  the U niform  Codes. All M echanical A dm inistrators m u st ren ew  their licenses by 
A ugust 31, 2001 nnd docum ent 8-16 hours o f  training on specific U niform  C odes. T h is  training will nut 
have fam iliarized them w ith the International Codes.

"Promoting a healthy economy and strong communities"

mailto:license@dced.state.ak.us
http://www.dced.state.ak.us/occ/
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T he other reference to specific codes in the M echanical A dm inistrator statu te  appears A S 08.40.490 that 
defines M echan ical A dm inistrator as b person who is responsible fo r installing  or m odifying items subject 
lo llie U niform  M eclianical Code. These references appear to im ply the  legislature w h s  intending 
M echanical A dm inistrators to be perform ing under the U niform  C ode.

R esidential C ontractors arc required by AS 08.18.025 to hold residential endorsem ents for w hich they nrc 
tested. T h e  D iv ision  tests applicants on the U niform  B uilding C ode and continuing education  relates to (h it

E ndorsem ent E xam s. U nder our contract w ith Experior, it m ay cor.t up  to 32,000 p e r  cxnm  far the  revisions 
necessary lo sw itch  to the International Code. E ight separate exam inations w ould hove to be revised and 
the rev isions w olild take four to six  months to com plete.

A change fro m  the U niform  C ode to lire International C ode w ould also resu lt in  the D iv ision  having to 
revise its o w n  exam ination  and continuing education regulations fo r M echan ical A dm inistrators and 
R esidential E ndorsees. T he D ivision would need to locale providers o f  continuing education  on the 
In ternational C ode and approve their courses.

In  conclusion, the D iv ision  requests iho tihc  D epartm ent o f  Public Safety  delay adoption o f  the 
In ternational C odes until conflicts w ith the M echanical A dm inistrator statu tes can  b e  reso lved  and the 
tronsition can  be m ade in  nn orderly  manner.

T hank  y o u  fo r  consideration  o f  m y comm ents.

Cafran tic  Reardon 
D irector

CC: D eborah  B chr, D epartm ent o f l  ,aw
J e f f  B ush , D epartm ent o f  Comm unity and Econom ic D evelopm ent
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DATE: February 21, 2002 

TO: Alaska Legislators

SUBJ: Controversy Surrounding Mechanical Code Adoption 

Brief History of Political Issues Involved with Building Codes:
In the early 1990's there was a major effort to consolidate all the various codes used In the U.S. 
Into a single package of codes. The federal government, most states, and most national 
professional, construction, and design organizations supported that concept. The goal was to 
produce a family of codes by the year 2000, and that goal was achieved In the 2000 
International family of codes. Before the process was finished, however, the International 
Association of Plumbing and Mechanical Officials (IAPMO), supported by the unions, and the 
National Fire Protection Association (NFPA) pulled out of the process and decided to publish a 
competing family of codes. Unfortunately, the main reasons for pulling out of the code 
consolidation process were organizational control of codes and Income from the sale of 
cbdebooks.

Problems:
There are eight different departments within Alaska State government enforcing building and 
construction codes, in part or In whole. Having an old Mechanical Code reinstated Into the 
Department of Commerce and Economic Development and the Department of Public Safety, 
that Is unrelated and uncoordinated with the new building and fire codes, will create havoc In 
local and state government, as well as in the design and construction community. Mechanical 
administrators and journeymen will be tested to one version of the mechanical code, but the 
local jurisdictions will be enforcing another version of the mechanical code. If the intent of the 
Administrative Regulations Review Committee and other legislative committees is to reflect the 
intent of the laws passed by this legislature, then the proposed House Bills 399, 436, and 437 
and the unnumbered Senate versions need to be revised to reflect the codes that are currently 
adopted by the departments. The bills should be revised so there is no specific designation of a 
proprietary name, version, or publisher, because names, organizations, and standards regularly 
change. There has not been a currently published version of the “Uniform" Building Code since 
1997. The replacement building code is the "International" Building Code. Proposed HB437, 
Section 3, Paragraph (3)(A) changes the reference to a generic building code. The rest of the 
code references in HB399, 436, and 437 should be changed the same way. A  proposed draft 
substitution bill that will do that is attached.

If the underlying issue with the Regulations Review Committee Is state adoption of codes by 
regulation, then the process should be changed. In the mean time, do not make a scapegoat of 
a code Just because It Is opposed by the plumbing and mechanical unions, and IAPMO. These 
groups are only a single, narrow segment of the construction and design Industry. The plumbing 
and mechanical trade unions have a very narrowly focused, vested interest, and many of their 
members are also members of IAPMO, which stands to benefit from adoption of their code. 
These proposed House and Senate bills will lock In one code for eternity and lock out everything 
else. The controversies have little or nothing to do with the technical merits of the codes. The


