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State

Oregon

Pennsylvania

Rhode Island

Existing Rules and Previous Action

. Insurers are prohibited from refusing to “insure, cancel, or nonrenew based solely on an Insured's credit
history or credit score."
« Insurers are prohibited from penalizing an Insured for having no credit history.

. The procedures contain a correction of premiums provisions that requires a refund of back to the last 12
months of coverage,

. An Insurer Is required to have "specific written criteria on how credit Information affects underwriting and
rate determinations,” and certain information must be filed with the Board if requested.

The Oklahoma Department of Insurance website also discusses the rules in place in Oklahoma -
htID://www.oid.6tate.ok.us/AskCarrollFisher/110101CfeditRatesAuto.htm.

In September 2001, the Oklahoma Board for P&C Rales revised its earlier guidelines, and In November
2001, Ihe Insurance commissioner Issued Bulletin No, PC 2001-07 detailing the new rules. The new bulletin
can be downloaded online at htto://www.old.stalc.ok.us/08030tP&Crnvised/112601P&CBulletinPC2Q01-
07.ndf. The revised rules loosen the “rechecking" requirements and provide Insurers with an alternative for
satisfying the filing requirements.

The Oregon Insurance Division adopted a rule addressing insurer use of credit information in December
2002, and the new regulations are to tako effect beginning June 1, 2003. The rules primarily Impose new
requirements concerning the disclosures that must be made to consumers In the event that credit information
is lo be used and after an adverse aclion Is taken. A copy of the new rule can be accessed at
www.cbs.stote.or.us/externall/ins/docs/rules/recent adonl/id25-2002 rule.ndf.

Joel Ario, Oregon's Insurance Administrator, is also Co-Chairman of the NAIC's Credit Scoring Working
Group - along wilh Washington State Commissioner Mike Kreidler

Senate Bill 1456 (2002) was Introduced late during that legislative session. The proposal says that an
Insurer “shall not deny, cancel or refuse to renew personal Insurance due In whole or In part to an insured's
credit history." However, the bill permits the use of credit histories In combination "with other objective
criteria,” but the maximum premium differential based on credit history shall be no more than 20%.

Under Rhode Island law (§86-13.1-20 - 6-13.1-23): A credit report in connection with a consumer's
application for credit, employment, or Insurance cannot be requested unless a consumer Is first Informed that
a credit report may be requested in connection with such application. Whenever credit or Insurance for
personal, family, or household purposes involving a consumer is denied or the charge for such credit or
insurance is increased either wholly or partly because of information contained In a credit report from a credit
bureau, lhe user of the credit report shall advise the consumer against whom 6ucb adverse action has been
taken and supply lhe name and address of lhe credit bureau making Ihe report. Any consumer who
requests disclosure of his or her credit file from a credit bureau shall be entitled to have mailed lo Ihe
consumer a copy of the Information In the files of the credit bureau that pertains to the consumer at the lime
of the consumer's request for disclosure within four working days of such request. The credit bureau may
impose a reasonable charge for said report. The law provides for a disputed crcJit repprt resolution, setting
time limits during which the credit bureau must reinvestigate lhe current status of lhe Information provided
and allow lhe consumer to file brief statements setting forth the nature of the dispute. Whenever a statement
of dispute Is filed, any subsequent consumer report containing the information in question must clearly note
that it Is disputed by the consumer. Following any deletion or correction of Information which Is found to be
inaccurate, (lie credit bureau must furnish a copy of the corrected credit report to the consumer at no charge
and at the request of lire consumer, furnish a copy of the corrected report to any persons specifically

designated by lhe consumer.

The legislature recently adopted HB 8027, which becomes effective at the start of 2003, and the proposal

has become effective without the governor's signature. The legislative intent section of the new law 6tates
that "(sjtudies of Ihe issue have revealed a strong body of evidence which clearly and convincingly shows

that a credit score Is a strong predictor of future loss,” but it also says that "a series of safeguards" and

“reasonable requirements" are necessary.

Recant Legislative or Regulatory Activity

Several bills have been introduced during Ihe 2003 legislative
session, but none has been the subject of any formal commiltee
consideration or vote.

Senate Bill 137 and House Bill 5362 have bean Introduced In lhe
Rhode Island General Assembly, and both bills would Incorporate
Sections 5(H) and 11 of the NCOIL model law to the reform
statute adopted In 2002.


http://www.oid.6tate.ok.us/AskCarrollFisher/110101CfeditRatesAuto.htm
http://www.old.stalc.ok.us/08030tP&Crnvised/112601P&CBulletinPC2Q01-
http://www.cbs.stote.or.us/external/ins/docs/rules/recent

Stalo

South Carolina

South Dakota

Tennessee

Existing Rules and Previous Action

In addition !o other provisions, the new law only permits an Insurer to use insuiunce scoring for rating and
underwriting of homeowners' or auto Insurance if:

. The insurer "demonstrates the predictive nature of their Insurance score to tho Insurance division."

. If requested by an existing customer, an Insurer must “obtain an updated Insurance score for the
consumer." If the score has improved, the insurer must provide whatever rating decrease is
appropriate, but the insurer’s ability to Increase rates based solely on the revised score is limited.

o An Insurer “shall not decline insurance for a new customer based solely on an insurance score, or
absence of insurance score"-and an Insurer shall not cancel, nonrenew, or increase rotes based
solely on the worsening of a consumer's score except under limited circumstances.

The new law also provides a definition for “insurance score" and mandates that “agents shall be held
harmless by insurers for all acts, efforts and disclosures in obtaining an Insurance score on the Insurer’s
behalf." Again, the law takes effect January 1,2003.

SC Code §38-73-740 (Act 181 of 1993) provides: “All Information, Including Investigative and credit reports
used in determining the classification or premium rates of any person applying for automobile Insurance,
must be kept on file by the insurer for at least 3 years from the date the application was made. Upon request
of the applicant, the applicant, lhe contents of the file must be made available for Inspection by the applicant
and copies of the documents must be furnished (to) the applicant if he pays for the cost of reproducing

copies."
Bulletin 98-2 (issued 8/1998) included the following Q&A:

(9) Can any insurer utilize credit reports or credit scores in determining the rate level tier within which to
place an applicant or renewing insured? Yes. State law currently recognizes the use of credit reports
and credit scores in the premium calculation process within §38-73-740. However, if a credit report or
credit score is utilized to determine a risk's classification or premium rate, then ttie credit repoit or credit
score must be retained by the insurer for 3 years from lhe date the application and, upon request and
upon the payment of reasonable copying costs, must be provided to the applicant or renewing insured by
lhe insurer or, through the Insurer, by the 3“*party scoring vendor. Itis Important to note that §38-73-740
imposes a requirement upon insurers not upon 3" party scoring vendors.

[... ] Ifan insurer places an Insured in a higher than the lowest rate level tier available for that
underwriting insurer or available within the group of which that underwriting Insurer is a member as a
result of a credit report or credit score and if the credit report or credit score is detailed as Ihe §38-77-126
disclosure reason for lhe higher rate level tier, then the insured must be given notice of the credit report's
or lhe credit score’s availability pursuant to §38-73-740.

In 2002, the legislature adjourned wilhout any bill being adopted, but the Department of Insurance addressed
the issue by issuing Bulletin Number 2002-04 on May 24, 2002. That bulletin, which is effective on January
1, 2003, can be accessed at fitIn://www.state.8c.us/dol/Bulletin2002-04.0df.

A department hearing on the issue was held March 26, 2002. Almost two dozen companies and the relevant
trade associations were In attendance, and it Is expected Ihe debate will lead to some form of action in the
coming months. A second meeting on the issue was held in mid-May 2002. The department Is weighing its
options at this point, and it is expected that they will either develop and issue a regulation or prepare a
legislative proposal for 2003. The department is thought to hove the authority to issue e regulation or bulletin
in this area, so the first option is perhaps the more likely scenario.

The Tennessee Insurance Department's Review Requirements Checklist stales that credit scoring plans
must be filed will) the department for certain lines of Insurance. For personal auto, farm, dwelling fire, and
homeowners Insurance, lhe checklist states that (1) justification for using credit scoring must be provided; (2)
the credit scoring system cannot be the sole basis for determining rates/tiers; (3) the credit scoring program
must specify the credit reporting company(les) used, (he characteristics used, the points assigned to the
various credit characteristics, and the formula used to obtain lhe final ptint, and (4) Ihe point ranges for

Recent Legislative or Regulatory Activity


http://www.state.8c.us/dol/Bulletin2002-04.odf

State

Texas

Utah

Vermont
Virginia

Washington

Existing Rulos and Previous Action

determining the applicable rates/tiers must be filed. The checklist can be accessed at

hlir>:/lwww.6tale.tn.us/commerce/fspmkt.pdf.
Texas does not have a law that regulates lhe use of credit information for underwriting purposes. However,

the Texas Insurance Code does prohibit discriminatory practices.

During the 2002 session, the legislature passed and the governor signed HB 110. The new law, which
applies only to “motor vehicle related insurance," prohibits the use of “credit Information” In most Instances.
However, credit information is expressly permitted if used to (1) "determine[c] initial underwriting" “if risk
related factors other than credit Information are considered" and (2) provide insureds wilh “a reduction In
rates" or “any other discount similar to [a| reduction of rates..."

On June 17,2002, Coititnis. ioner Gross issued Administrative Letter 2002-6, which requires scoring models
to be filed wilh lhe Bureau of Insurance, Specifically, lhe letter slates the following:'

"It has recently come to lhe attention of the State Corporation Commission Bureau of Insurance that Itis
possible to change the mathematical components/formulae of a credit scoring model used for
calculating rate levels, thereby changing the final rate charged to an Insured. Section 38.2-1906 of the
Code of Virginia requires that all rates and supplementary rate Information be filed prior to their use.

Effective Immediately, any Insurer lhal Intends to use credit scoring models In rating or tiering must file
Ihe mooels prior to their use. Insurers currently using credit scoring models in rating or tiering must file

their models no later than September 1, 2002.

The models will be considered part of the rate filing and will be open to public Inspection according to §
38.2-1907."

House Bill 2544 (2002) was enacted last year, and some of lire statute’s major provisions are outlined below.

. Insurers taking adverse actions (as defined under the net) “based In whole or in part on credit history or

Recent Legislative or Regulatory Activity

Numerous bills addressing the issue have been Introduced, but
little formal action has taken place as of this date.

In addition, n study released from the Bureau of Business
Research at lhe University of Texas found a "statistically
significant” relationship between a person’s credit history and
tendency to Incur losses on an auto Insurance policy. The study
was commissioned by Lt. Governor William Ratliffin June 2002
to examine lhe relationship between credit scores and incurred
losses. The study determined, in general, that "lower credit
scores were associated with larger Incurred losses.” The study
can be found at: www.utexas.edu/depts/bbr/bbr creditstudv.ndf.

Senate Bill 1284 (Chapter 553) was signed Into lav/ hy Governor
Warner on March 24. The new law Is similar to lhe NCOIL model
law end other stale statutes, and some of the elements of lhe
proposal are highlighted below:

The bill applies to motor vehicle insurance and policies
written to insure owner-occupieii buildings or the personal
property of a tenant's residential propeity risk.

The proposal Includes Initial notification, adverse action, and

re-check, and erior correction requirements similar to those

in the NCOIL model law.

. The bill prohibits Lie use of tire following factors for
underwriting, tier placement, or rating purposes-
information identified as disputed by lhe consumer repotting
agency, insurance or non-consumer initiated inquiries,
collection accounts wilh a medical Industry codo, certain
lender inquires made within 30 days on one another, and a
person's total available line of credit.

. 'An insurer may, upon request, provide reasonable
exceptions for an individual whose credit information is
directly and adversely Impacted by a catastrophic event, as
determined by the insurer, including, hut not limited to,
catastrophic iliness or Injury or Ihe death of a spouse or
member of the same household. The Insurer may require
reasonable documentation of lhe cent prior to granting an
exception."

. These provisions would apply to all now policies not later

Ilian January 1,2004, and to all renewal policies not later

ttian April 1, 2004.


http://www.6tale.tn.us/commerce/fspmkt.pdf
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Stale

West Virginia

Wisconsin

Wyoming

Existing Rules and Previous Action

Insurance score shall provide written notice" to thoce affected. Sucli notice “must state the significant
factors ... that resulted In the adverse action."

. Insurers are prohibited from i‘ancellng or nonrenewing personal Insurance based In whole or In part on
credit history or Insurance score.

. Insurers “may use credit history to deny personal Insurance covcinge o; ly In combination with olher
substantive underwriting factors."

. Insurers ore prohibited from denying personal insurance or setting rales based on one’s absence of
credit history, the number of credit Inquiries, and a series of olher factors (based in part on guidelines

developed last year in Connecticut).
. Insurers must file insurance scoring models with the commissioner, and this Information will be kept

confidential.
. The commissioner is required to prepare a report on Ihe use of credit history for the legislature.

On September 6, the Offico of the Insurance Commissioner (OIC) Issued its rules related to enforcement of
the new law. A copy of these rules, which contain a Q&A, can be found online at
www.Insurance.wa.gov/tableofcontents/newrules/2001-11103.Ddf.

West Virginia's statutes provide that no Insurer may decline to issue or terminate a policy of Insurance If the
declination is based solely on adverse credit reports or scores. The citations are §33-6B-3 (j) (1990) for auto

Insurance and 33-17A-6(h) (1990) for properly Insurance.

The Insurance Commission released Informational Letter No. 142 in July 2002. The letter permits lhe use of
credit-related information, lifts the moratorium that had been in place, and outlines the rules that must be
followed when credit Information Is utilized. Sob www.6tate.wv.us/Insurnnce/Info%20142.litm.

In June 1997, he Office of the Commissioner of Insurance (OCI) issued a bulletin entitled “The Use of Credit
Reports In Underwriting Personal Auto and Homeowner's Policies." Tills bulletin can be viewed online at

httD://ocl.wi.oov/bulletin/61697bul.htm.

The bulletin says “insurers should not use credit Information, wtiether they use credit reports or scoring
mechanisms, as the sole reason to refuse an application, cancel a new Insurance policy In Its first 60 days of
coverage, or nonrenew an existing policy." The bull”In also suggests that Insurers could face violations of
the unfair marketing practices statute if they do not implement the following procedures:

(1) Develop written criteria (including quantifiable underwriting standards) on how credit information affects
Ihe underwriting decision.

(2) Disclose to applicants and insureds the items which resulted in the underwriting decision.

(3) Consider information from applicants and Insureds concerning the accuracy of a credit report.

(4) Disclose to consumers that it may/will gather credit information and outline the circumstances when a

credit report will be used. [The bulletin cites other procedures also.]

In 2001, the OCI surveyed aulo and homeowner's insurers in the state to determine how they utilize credit
information in the underwriting and rating process. The results from this inquiry can be found online at
http://oci.wi,qov/creduse.pdf.

Recent Legislative or Regulatory Activity

Senate File 81 (2003) Iras been approved by both the Wyoming
Legislature and was signed Into law on March 3. Tire new law
provides lhe Irrsurancj commissioner with rulemaking authority to
Issue regulations conrerning lhe use of credit scoring In lire
underwriting of personal lines insurance policies. The law
requires that lhe regulations prohibit Ihe use of credit information
as lhe sole basis to underwrite and require that consumers
receive an initial disclosure that credit Information will be used.


http://www.lnsurance.wa.qov/tableofcontents/newrules/2001-11103.Ddf
http://www.6tate.wv.us/lnsurnnce/lnfo%20142.litm
http://oci.wi
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Introduction

In May 2002, at the request of Senator Kim Elton, then Director Bob Lohr agreed that the Division
of Insurance (Division) would undertake a review of the insurance industry’s use of a consumer’s
credit history for underwriting and rating personal lines insurance policies in Alaska.

This report is based on a survey the Division sent to all insurers writing homeowners or personal
auto insurance in Alaska. The purpose of the survey was to give the Division a broad overview of
how credit histoiy impacts the Alaska market and to identify issues that would be reviewed more

closely in market conduct examinations. 1

Summary of Conclusions

Based on the limited data received and evaluated so far, the use of insurance credit scoring in Alaska
appears to have different effects on different groups of Alaskan insurance consumers. The survey
data indicates that rural Alaska policyholders are more likely to be placed in the nonstandard
markets than are urban policyholders. The survey data also suggests that there is a trend for older
consumers to move from the preferred market to the standard market and even nonstandard market
with increasing age. A determination whether the policyholder distribution between preferred,
standard and nonstandard markets is due primarily to credit history or other underwriting and rating
factors is premature. However, the limited data do suggest that unequal effects exist on consumers
with varying income and ethnic characteristics. In the aggregate, consumers that reside in higher
income/high percentage Caucasian zip codes may be less impacted by the use ofthe consumer’s

credit history.

Since insurers have the burden ofjustifying that the use of credit history does not violate Alaska’s
laws, some restriction on the use of credit history would protect the public.

What is insurance credit scoring?

An insurance credit score, sometimes referred to as a credit-based insurance score or insurance
score, is a number developed from a mathematical algorithm or computer model based upon
information taken from a consumer's credit report. This number is used by insurers to assist them in

predicting a consumer's future loss potential.

An insurance credit score is calculated from a complex formula that uses information such as the
number of bankruptcies, judgments or tax liens, the number of late payments, the number of
accounts that are satisfactorily paid, the number of credit related inquiries, and the ratio of debt *o
account limits that appears on a consumer’s credit report.

Insurance companies continually look for ways to reduce their expenses. One of the ways in which
they do this is by reducing their exposure to risk. An insurer can reduce its exposure to risk by either
not writing policies for consumers who present a high risk or by adequately pricing policies for the
exposure level of the consumer. Insurers believe that using a consumer’s credit history helps them
more accurately evaluate risk and determine the right price for the consumer. This beliefis based
upon statistical analyses performed by insurers as well as by agencies that collect credit information.
According to insurers, these statistical analyses show that there is a strong correlation between
insurance risk and a consumer’s credit-related behavior.

1As part ofits study, the Division is also conducting market conduct examinations o f three insurance companies related
to their use of credit scoring. These market conduct examinations arc not yet complete. Because Alaska statutes provide
procedures for the examinee to comment on the examination report before the director adopts it, results from the market

conduct examinations arc not included in this report.

Insurance Credit Scoring in Alaska 1



Issues of concern regarding credit scoring

Leading up to the Division’s review of the use of credit scoring in Alaska, we heard concerns about
credit scoring from consumers, insurance producers (agents and brokers) and the Legislature.

Consumer Issues

Consumers have expressed concern over an insurer’s use of credit history for the following reasons:

1 A cause-and-effect relationship between an individual’'s credit related behavior and propensity
to file insurance claims has not been demonstrated.

2. Access to credit history is considered an invasion of privacy and providing unique identifying
information, such as a social security number potentially exposes the consumer to identity
theft.

Credit reports may contain incorrect information.

Correcting erroneous credit reports can be a long process.

5. Individuals who have exceptional life circumstances that adversely impact their credit (identity

theft, medical-related debts, etc.) are doubly penalized.

6. Consumers who do not use credit may pay more for insurance than if their credit history were
not considered.

7. Lack ofinformation on what constitutes good or bad credit characteristics and the complexity
of the process for calculating an insurance credit score does not allow a consumer to know if he
or she is being treated fairly.

8. Shopping around for insurance may cause the consumer’s credit rating for lending purposes to
be lower if the lender considers the number of inquiries in calculating a credit score.

hw

Producer Issues

Insurance producers have expressed concern over the use of credit history in rating and underwriting
insurance policies for the following reasons:

1 Some insurers do not allow the producer to provide a premium quote if the consumer does not
have a high enough insurance credit score.
2. Limited educational material is available to help the producer explain a very complex issue to a

consumer.
3. Screening applicants for insurance coverage based upon credit history is just another means to

redline2 certain geographical areas or minority groups.
4. Asking for social security numbers and the inability to offer quotes without a credit check may

erode the important relationship between a producer and the consumer.

Legislative Questions

1 Is correlation between credit history and loss potential sufficient support for the industry to be
able to use a consumer’s credit history or should the industry be required to also demonstrate
causality?

Are victims of identity theft further victimized by credit scoring?

3. Does it make sense for a consumer to be able lo qualify for a home loan but not be able to

qualify for homeowner’s insurance coverage?

4. Why do otherwise similarly situated consumers sometimes pay dramatically different

premiums?

5. Ifconsumers and regulators do not know the rules of the insurance credit scoring game, how

can the interests of Alaskans be protected?

N

2Redlining isa term used to mean that a particular group of consumers isexperiencing difficulty in obtaining insurance
coverage. The most restrictive use of the term means that there is literally a linedrawn on amap around a particular
geographic area in which an insurer docs not want to offer coverage.

Insurance Credit Scoring in Alaska 2



6.  Are there Fair Credit Repo, ing Act conflicts?

7. When insurance companies outsource insurance credit scoring are they able to adequately
oversee the practice so that consumer interests are not at risk?

8. Why is it that insurance producers split with insurance companies on the issue of credit
scoring?

9. Can the Division of Insurance ban the use of credit scoring in establishing rates?

10. Can the director of the Division of Insurance use the Division’s rulemaking authority to find
that the use of credit history in the underwriting process is an unfair trade practice?

Existing Regulatory Framework

Rates and Rating Plans

Alaska Statute (AS) 21.39 provides guidelines for acceptable rates and rating plans used in Alaska.
AS 21.39.030 requires that a rate not be excessive, inadequate or unfairly discriminatory. AS
21.39.030 also requires that in making rates, insurers consider past and prospective loss experience,
reasonable underwriting profit and expenses. If risk classifications are used, the insurer must
demonstrate that the standards used for measuring differences in hazards or expenses have a
probable effect on losses or expenses.

AS 21.39.040 requires every insurer to file with the director every rate, rating plan, rating schedule
and rating rule that the insurer proposes to use. Each filing must include support for the proposed
rates and rating plans to demonstrate that the filing meets the standards in AS 21.39.030. The
director has authority to request additional information from the insurer to assist the director in
determining if the filing meets these standards. The director may disapprove a filing unless it
demonstrates that the proposed rates or rating plan are not excessive, inadequate or unfairly
discriminatory. A filing and all supporting information is open to public inspection after the filing
becomes effective.

AS 21.36, the trade practices chapter also would apply to rating plans and, in particular, prohibits
unfair discrimination. Under AS 21.36.090(c):

A person may not make or permit arbitrary or unfair discrimination between insureds or
property having like insuring or risk characteristics, in the premium or rates charged for a
policy or contract of property, casualty, surety, marine, wet marine or transportation
insurance, or in the dividends or other benefits payable on the insurance, or in the selection of
it, or in any other terms and conditions of the insurance.

Beginning in 2002, the Division asked insurers who submit personal lines rate filings that include the
use of credit history in their rating plans to comply with certain new minimum standards.3 These
minimum standards were developed from testimony provided to the legislature during the 2002
legislative session. These minimum standards are:

1 An insurer should not impose a surcharge based on the absence of credit history or inability to
determine the consumer’s credit history.

2. Aninsurer should not use the number of inquiries, medical information, particular type of
credit card, or total line of credit in determining a consumer’s credit score.

3. Ifapolicy is rated using disputed credit history, the insurer should rerate the policy retroactive
to the effective date of the policy if the consumer resolves the dispute under the Fair Credit
Reporting Act process and notifies the insurer that the dispute has been resolved.

Two insurers revised their previously approved auto rating plans to comply with these minimum
standards. One filing from a third insurer is under review by the Division at this time.

3The Division also recommends similar minimum standards with respect to underwriting.
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AS 21.39.090 requires that every insurer, upon written request by the insured, shall furnish to an
insured all pertinent information concerning a rate. Each insurer must also provide a means for a
person aggrieved by the application ofthe rating system an opportunity to be heard. The purpose of
the hearing would be to review the manner in which the rating system has been applied to the
aggrieved person. Under this provision, insureds have a right to know the insurer’s standards for
calculating rates. An insurer that elects to use credit history in calculating a consumer’s insurance
rate or premium needs to provide adequate information to the insured showing how that rate is

calculated.

Underwriting

Underwriting is the process by which an insurer decides whether or not an applicant for insurance
coverage V/ill be issued an insurance policy. Each insurer may develop its own underwriting criteria
for the type ofrisk the insurer wants to write. For example, an insurer may decide that it will not
offer personal auto coverage for consumers who drive imported sports cars. This is an underwriting
decision. Another insurer may decide that it will write consumers who drive imported sports cars,
but will do so by charging these consumers higher rates. The decision to provide coverage for
foreign sports cars is an underwriting decision. Charging the consumer a higher rate, and
determining how much the surcharge will be, is a rating decision.

In some cases there is an overlap between underwriting and rating. This may occur when an insurer
uses insurance credit scoring, as well as other more traditional underwriting and rating factors, as
part o fthe process for determining the placement of the consumer into one of several companies
owned by one insurer, insurer group, or an insurance holding company. An insurer may consider
this an underwriting process primarily because the insurer is using the insurance credit score as an
underwriting criterion that determines the company for which the consumer is qualified. However,
if each company has also filed distinct rates for the risks covered by that company, the underwriting
decision also becomes a rating decision.

For purposes o f this report, underwriting includes the criteria an insurer uses to place an applicant in
one of multiple affiliated insurers. Insurers are not required to file underwriting guidelines with the
Division befoie the guidelines are used. However, the Division does have authority to regulate
underwriting guidelines under AS 21.36.090(c). ”~s noted above, this section states:

A person may not make or permit arbitrary or unfair discrimination between insureds or
property having like insuring or risk characteristics, in the premium or rates charged for a
policy or contract of property, casualty, surety, mai ine, wet marine or transportation
insurance, or in the dividends or other benefits payable on the insurance, or in the selection
of it, or in any other terms and conditions of the insurance, (emphasis added)

‘nunderwriting guideline that is unfairly discriminatory would be regulated as an unfair trade
practice. Ifthe underwriting guideline were determined to violate Alaska laws, the Division would
take administrative action to stop the practice. This procedure is in contrast to the rate filing
procedures that require the Division’s approval before the insurer can use a rate or rating plan.

Confidentiality Issues

Because insurers and third party vendors invest significant amounts of time and money to develop
insurance credit scoring models, many insurers and third party vendors assert proprietary trade secret
status for these models. Under Alaska’s rating laws, information used by an insurer, as support for
its rating plan becomes public information when the filing becomes effective. Several rate filings
submitted to the Division were disapproved when the insurer did not provide adequate support for
the model because they, or the third party vendor, did not want the model to become public.4

4 Insurers and third party vendors have generally expressed a willingness to allow insurance regulators access to their
models, provided the regulators do not disclose the models to the public.
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Unless the scoring models are open to scrutiny, only the insurers or the third party vendors who have
developed the models, and have a vested interest in seeing that insurance credit scoring is used, will
be able to know and analyze how the models are developed and how they impact the insurance
buying public. There will be no studies of these models to independently validate the conclusions
put forth by insurers and the credit industry. For a practice that raises so many concerns,
independent validation ofthe models may be essential.

History of Insurance Credit Scoring in Alaska

The First rate filing proposing to use insurance credit scoring as a rating factor was submitted to the
Division in May 1997 and approved by the Division to take effect in September 1998. A significant
amount of correspondence between the Division and the insurer occurred before the filing was
approved. Six additional insurer groups began using insurance credit scoring as a rating factor in
1999 and 2000. The Division has disapproved five filings proposing to use insurance credit scores
for personal auto and three for homeowners because the insurers were unable or unwilling to provide
adequate justification to support the use of credit history.

The use ofcredit history in underwriting has had a longer history in Alaska. Seven insurer groups
use credit history in underwriting. One insurer group began using credit history in 1989 while others

began using it between 1994 and 2001.
Summary of Credit Scoring Survey

The test of whether the use of credit history in insurance underwriting and rating complies with
Alaska’s insurance laws lies only partially in the theoretical support for how credit history correlates
with loss history provided in rate filings. After a rating plan is in use, the actual market results must
also demonstrate that the rating plan performs generally as predicted. With Alaska’s unique
population characteristics, genuine questions and concerns exist about the impact of credit history on

Alaska’s insurance buying public.

To help the Division assess this impact, all insurers that wrote either personal auto or homeowners
business in Alaska during 2000 and 2001 were asked to complete a survey describing the insurer’s
use ofcredit history. In the survey, the Division told insurers that individual company data would be
treated in accordance with the confidentiality standards in AS 21.06.060. However, insurers were
also notified that the information obtained in the survey would be used to present a report to the
legislature and aggregate data that do not identify individual company practices would be included in
the report. Any information provided in the survey that is also publicly available in approved rate

filings would remain public.

The insurers were asked to provide data related to zip codes, age, marital status, sex and market or
tier. The analysis of the survey data is limited because the survey did not ask for individual
policyholder data nor did it ask for demographics such as income or race, because insurers do not

collect this information.

Because income and race data are not available, the Division used census data by zip code5to
identify both urban and rural zip codes with high and low median household income and various
ethnic compositions to be used as a proxy for income and ethnicity of the policyholders. Data from
all insurers writing business in a particular zip code were combined, whether the insurer uses credit
history as an underwriting tool or as a rating factor so that an individual ii ".urer's policyholder
distribution cannot be determined from the data provided in this report.

Another proxy was needed for a consumer’s credit history since the data received in the survey did
not include individual policyholder data. Each insurer has its own unique way of u”.ig credit history

5The census data were taken from http://www.chonics.com/chomc/buycrs/ncighborhoodprofile.asp?from=buycr
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in its rating plan or underwriting criteria; different insurers use different insurance credit scoring
models and different insurers use different underwriting criteria to classify the risk level oftheir
policyholders. In order to find a common theme that could be used to aggregate the survey data, and
provide the necessary proxy for credit history, the Division focused on three broad categories of risk,
preferred business, standard business and nonstandard business. Preferred business consists ofthose
consumers that are seen to present the least risk to an insurer. Standard business is the average risk,
and nonstandard business consists ofthose consumers the insurer believes have the higher *evcl of

risk.

The preferred business category would generally include policyholders with good credit history,
standard business would generally include policyhold rs with average credit history and nonstandard
business would generally include policyholders with poor credit history. The survey data were split
among these categories based upon each insurer’s own characterization ofthe type of business the

insurer writes.

Because a consumer may be placed in a market based on the consumer’s credit history in
combination with other underwriting or rating factors, the categorization of preferred, standard or
nonstandard market is only a rough approximation for credit history. For example, a consumer may
be in the nonstandard market for reasons other than the consumer’s credit history, while, generally, it
would require good credit history for a consumer to be in the preferred market.

The survey asked for data for all years in which an insurer used credit history in rating or
underwriting. The distributions by year for each insurer were very similar. For sake of efficiency,
only personal auto data for 2001 is included in this report. This also allows the most companies to
be included and minimizes the possibility of identifying individual company data.

Anchorage

Table | contains policyholder distributions for Anchorage. Some of the Anchorage zip codes had
similar median household income and ethnic composition. Those zip codes with similar
demographic characteristics were combined together to add credibility to some of the zip codes in
which there were only a few policies. Two ofthe Anchorage zip codes. 99504 and 99516, had
demographics that differed from the other zip codes, so these zip codes were not combined with any

other zip code.

® Zip code Group A consists of zip codes 99501, 99509, 99510, 99511, 99512, 99513, 99514,

99520 99521 99522 99523 and 99524.
e Zip code Group B consists of zip codes 99502, 99507, 99515 and 99518.

e Zip code Group C consists of zip codes 99503 and 99508.

The data in Table | indicates that the zip code that is predominantly Caucasian and has the highest
income also has the highest percentage of preferred policyholders and the lowest percentage of
nonstandard business. The zip code groups with the lowest median household income and largest
ethnic population have the smallest percentages of preferred policyholders and the largest
percentages of nonstandard business.

TABLE I

Zip Code Median Income % Caucasian Preferred Standard Nonstandard

99516 $101,571 93% 67% 30% 3%
Group B $61,743 -$69,275 S3%-86% 59% 34% 7%
99504 $55,095 80% 57% 35% 8%
Group C $41,048 -$44,082 75% 51% 38% 11%
Group A $39,850 73% 50% 41% 10%
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Fairbanks

Table Il contains data from Fairbanks. Except for Fairbanks zip code 99712, the zip codes are
aggregated in a manner similar to that o f the Anchorage zip codes.

e Zip code Group D consists of zip codes 99706, 99707, 99708, 99709 and 99710.
® Zip code Group E consists ofzip codes 99701 and 99711.

TABLE 1l
Zip Code  Median Income % Caucasian Preferred Standard Nonstandard
99712 $62,613 93% 63% 32% 4%
Group D $53,550 86% 49% 43% 8%
Group E $40,234 76% 50% 41% 9%

Fairbanks shows a similar distribution to that of Anchorage. The zip codes with higher income and a
larger percentage Caucasian population have more preferred policyholders and fewer nonstandard
policyholders than the remaining zip codes.

Figure Il
Fairbanks 2001
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Rural Alaska

Table Il contains data from rural Alaska. The policyholder distributions for rural Alaska are
represented by some of the larger communities in various locations around the state: Dillingham
(99576), Bethel (99559), Barrow(99723), Cordova (99574), Soldotna (99669), Wrangell (99929)

and Craig (99921).
TABLE Ill

Zip Code Median Income % Caucasian Preferred Standard Nonstandard

99576 $53,484 37% 28% 57% 15%
99559 $51,119 32% 34% 49% 16%
99723 $80,257 31% 28% 48% 24%
99574 $72,711 84% 43% 47% 10%
99669 $57,981 94% 57% 37% 6%
99929 $51,879 80% 33% 56% 11%
99921 $53,766 76% 40% 46% 15%

With the exception of Soldotna, rural Alaska generally has higher percentages o f nonstandard
business and lower percentages o f preferred business than either Fairbanks or Anchorage.
Figure 111

For comparison purposes to see how the use o fcredit history may have impacted the overall Alaska
market, the survey also asked for the policyholder distribution for the year prior to the first use of
credit history in either rating or underwriting. Because this is a different year for each insurer, the
data in the following tables is from various years between 1996 and 1999 depending on the year in
which the insurer first used credit history. The reason for combining different years is to minimize
the possibility of identifying individual insurer experience.

The insurers included in Tables IV - VI below are somewhat different from the insurers included in
TABLES |- Ill above. Different groups of insurers are combined because some insurers did not
include data from the earlier years in the survey. Any attempt to compare the distributions in Tables
I - Il with Tables IV - VI must be done with great caution as they do not include the same insurers
or the same policyholders. In addition, other rating and underwriting factors have not remained
static over the years. Therefore, the criteria used to determine if a consumer qualifies as preferred,
standard or nonstandard business varies over the time period from 1996 - 2001 and are not restricted
just to the implementation of credit history as a rating or underwriting factor.
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Anchorage Prior to Use ofCreditHistory

TABLE IV
Zip Code Median Income % Caucasian Preferred Standard Nonstandard
99516 $101,571 93% 65% 30% 5%
Group B $61,743 -$69,275 83%-86% 55% 34% 11%
99504 $55,095 80% 53% 35% 13%
Group C $41,048 -$44,082 75% 49% 34% 17%
Group A $39,850 73% 47% 37% 16%

As is the case with the 2001 data, there is more nonstandard business and less preferred business in
the lower income/ higher ethnic population zip codes. These zip codes also see a shift in the
distribution of preferred and nonstandard business before and after insurers began using credit
history, with a similar but smaller shift of business between markets in the highest income
predominantly Caucasian zip code. Because of the limitations of the data supplied in the survey, no
conclusion can be drawn to definitively conclude that the use of credit history is the reason that
fewer policyholders are classified as nonstandard business in 2001 than before these insurers began

using credit history.

Fairbanks Prior to Use of Credit History

TABLE V
Zip Code Median Income % Caucasian Preferred Standard Nonstandard
99712 $62,613 93% 58% 35% 7%
Group D $53,550 86% 44% 45% 11%
Group E $40,234 76% 46% 40% 14%

The Fairbanks data shows results similar to that of the Anchorage data. Even before insurers began
using credit history for rating or underwriting policyholders, the higher income predominantly
Caucasian zip codes have higher percentages of preferred business than the lower income zip codes
while the lower income/higher percentage ethnic zip codes tend to have more nonstandard business
than the higher income zip codes.

Rural Alaska Prior to Use of Credit History

TABLE VI

Zip Code Median Income % Caucasian Preferred Standard Nonstandard
99576 $53,484 37% 19% 58% 22%
99559 $51,119 32% 19% 52% 29%
oNn723 $80,257 31% 17% 48% 35%
99.74 $72,711 84% 20% 55% 24%
996i9 $57,981 94% 48% 39% 13%
99929 $51,879 80% 12% 70% 18%
99921 $53,766 76% 19% 44% 36%

In spite of the fact that the aggregate data in Tables I -- Ill is not entirely comparable with the

aggregate data in Tables IV - VI, there are similarities in the risk distribution for the year prior to the
implementation of the use of credit history (Tables IV - VI) with the 2001 distributions

(Tables I - 111). In general, higher income/lower minority zip codes have more preferred business
than lower income/ higher minority zip codes, while lower income/higher minority zip codes tend to
have more nonstandard policyholders. However, there are also differences in the distributions
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shown in Tables I - Ill and Tables IV - VI. The largest difference is in the nonstandard market
where a smaller percentage of business is classified as nonstandard in 2001. The question that
cannot be answered from the survey data is the extent to which the smaller percentage of
policyholders that are classified as nonstandard business in 2001 than before the use of credit history
is due to the use ofcredit history or to other factors.

This data does not conclusively demonstrate that using a consumer’s credit history allows more
individuals to be classified as preferred or standard. The data does appear to indicate that the use of
aconsumer’s credit history is causing some shifts in market distribution between preferred, standard

and nonstandard business.

Whether these results are due entirely to the use of credit history or some other underwriting/rating
factor cannot be determined from the data received from this survey. Some additional factors that
may be contributing to this shift in market distribution are:

1) All ofthese insurers varied their other underwriting and rating criteria between the time they
first started using credit and 2001. Therefore, the distributions may well reflect other changes
in the insurers operations in addition to credit history.

2) The data in the tables above does not account for the possibility that some consumers may not
have received an offer of coverage, at least in part because ofthe consumer’s credit history.
These consumers may either be leaving the voluntary market to obtain coverage in the assigned
risk plan,6 moving to the few remaining insurers that do not use credit history or going without

insurance.
3) The data in Tables I - Il is from a different group of insurers than the data in Tables IV - VI.

Insurers have stated that when they use credit history they are able to write more business and renew
policies that they might otherwise non-renew. To test this claim, the change in the number of
policyholders written between 1999 and 2C )1 by insurers that use credit history was calculated from
information provided in the survey. In the aggregate, for those insnrers whose data is included in the
tables above, the number of policyholders increased by approximately 8% from 1999 to 2001.
However, several of the insurers are writing less business in 2001 than they did in 1999. Individual
company results ranged from a decrease of 20% to an increase of 67% in the amount of business

written over this time period.

Additional study with more detailed data would be needed to draw more definitive conclusions.
Because the apparent redistribution of policyholders between preferred, standard and nonstandard
markets occurs during a time period in which insurers are using credit history, the changes in
classification of business between preferred, standard and nonstandard business may be due, at least
in part, to the use of credit history. However, the data collected in the survey is not adequate to
clearly determine the extent to which these changes are the result of the use of credit history.

To evaluate the effect of the uses ofcredit history on age, the survey data was again aggregated into
three groups of preferred, standard and nonstandard business. The 2001 distribution of
policyholders by age and risk characteristics, as demonstrated by preferred, standard or nonstandard
classification is shown in Table VII. This data indicates that older consumers are overall less likely
to be placed in a nonstandard market than the youngest consumers. However, there is a trend for
older consumers to move from the preferred market to the standard market and even nonstandard
with increasing age. Whether this trend is due to the individual’s credit history or other rating
factors cannot be determined from the data available in the survey.

OThe personal auto assigned risk pool has been growing annually since 1999 when there were 651 new applicants to the
pool. 1In 2002, the pool received 1,159 new applications.
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TABLE VII

Age Group Preferred Standard Nonstandard
15-20 4% 39% 57%
21-30 15% 57% 29%
31-40 33% 53% 14%
41-50 43% 48% 9%
51-60 43% 50% 7%
61-70 52% 44% 4%
71-80 38% 57% 5%
81-90 19% 75% 6%
91-100 6% 7% 17%

The survey data did not categorize marital status other than by married or single, so the Division was
unable to evaluate the effect that unfavorable credit history resulting from a divorce might have on
underwriting or rating of an insurance policy.

A narrative summary of the responses to the survey is attached as Appendix A.

Appendix B contains a more detailed summary of insurer responses to specific questions. Each
question is followed by a summary ofthe responses to that question. Survey questions that required
the insurer to include an attachment or to include policyholder distributions are left blank in

Appendix B.
Recommendations and Conclusions

Recommendations

1. Is correlation between credit history and loss potential sufficient supportfor the industiy to be
able to use a consumer’s credit history or should the industry be required to also demonstrate

causality?

Correlation alone may not be sufficient support for use of insurance credit scoring with respect to
an insurer’s underwriting and rating practices. This is why with respect to rate filings the
Division has required insurers to establish more than a simple statistical correlation. In addition
to being required to show a strong statistical correlation, insurers have been required to show
fairness and reasonableness in the underlying assumptions and the methodology for determining
a consumer’s insurance credit score. The Division also reviews the manner in which the
insurance credit score is used in the overall rating plan to evaluate possible unfairly
discriminatory impacts. Insurers have been asked tojustify that their use ofa consumer’s credit
history does not unfairly discriminate among urban vs. rural insureds or by age. Further, insurers
must show that any differences among risks (such as insureds with different insurance credit
scores) can be demonstrated to have a probable effect upon losses or expenses. AS 21.30.030(4).

“Causality” might be an appropriate standard depending on how that term is applied. Under the
American Academy of Actuaries (Academy) Actuarial Standard of Practice “Concerning Risk
Classification,”7if “causality” means establishing a “cause-and-cffect” relationship between a
risk classification (in this case, a classification based on an insurance credit score) and loss, it
should not be made a requirement for a risk classification system because “cause-and-effect” is
often impossible or impractical to prove statistically. According to the Academy, “causality” is
appropriate when it is applied in a less rigorous sense, such as when an insurer is required to
establish a plausible or reasonable relationship between characteristics of a classification and
loss. In this regard, risk characteristics should be neither obscure nor irrelevant to the protection

provided.

7American Academy of Actuaries, Actuarial Standards Board, Actuarial Standard of Practice No. 12 “Concerning Risk
Classification” ,October 12, 1989.
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“Causality” also has been described as “the actual or implied behavioral relationship between a
particular rating factor or loss potential.” National Association of Insurance Commissioners
(NAIC), Report ofthe Rates and Rating Procedures Task Force o fthe Automobile Insurance
Subcommittee, November, 1978 at 5-6, as quoted in Hartford Accident and Indemnity co. v.
Insurance Commissioner, 482 A.2d 542, 584 (Pa. 1984). As exemplified in the NAIC report,
“the longer a vehicle is on the road, for example, the more likely it is that the vehicle may be
involved in a random traffic accident; thus, daily and annual total mileage may be viewed a
causal rating factor.”

The use of credit history for underwriting and rating insurance policies is controversial, in part,
because studies that show a strong correlation between credit history and loss experience do not
also establish a cause-and-effect relationship.8 To require insurers to meet the rigorous definition
of causality, that there is a clear and direct cause-and-effect relationship between a person’s
credit history and insurance loss experience would be difficult, if not impossible, to meet. Thus,
requiring a rigorous definition for causality could be tantamount to banning outright the use of
credit history for underwriting and rating purposes.

2. Are victims ofidentity theftfurther victimized by credit scoring?

I f the identity theft results in the consumer receiving a less favorable insurance credit score than
the consumer would have received without the identity theft, and this results in higher insurance
premiums, then the consumer is further victimized by the use ofinsurance credit scoring. A
solution would be to prohibit the insurer from using any disputed credit history that results from
the identity theft and rerating or reunderwriting all policies that may have used the incorrect in
formation.

5. Does it make sensefor a consumer to be able to qualifyfor a home loan but not be able to
qgualifyfor homeowner’s insurance coverage?

It seems counterintuitive that a consumer could qualify for a home loan but not qualify for
homeowners insurance coverage when the reason for the denial is based upon the consumer’s
credit history. The difficulty is that, financial institutions and insurers use different models to
calculate a consumer’s credit score because they want to measure different characteristics of the
consumer. Financial institutions want to know if the consumer will pay back the loan. Insurers
want to know if the consumer will file a claim. Although each model relies on the consumer’s
credit history, the algorithms are not the same. Still, it does appear anomalous. This anomaly
could be addressed by prohibiting an insurer from basing an underwriting decision on credit
information.

4. Why do otherwise similarly situated consumers sometimes pay dramatically different premiums?

One ofAlaska’s rating standards requires that rates not be unfairly discriminatory. Therefore,

otherwise similarly situated consumers that obtain insurance from the same company should pay
the same premium. However, Alaska law does not require that all insurers charge the same rates.
An insurer may choose to offer coverage to different segments of the market. Insurers that write
nonstandard business will generally have higher rates than insurers that write preferred business.

For insurers that use insurance credit scoring, rates may differ among companies because
insurers use different insurance credit scoring models. In addition, each insurer incorporates the
insurance credit score in different ways in their underwriting criteria or rating plans, thus

8American Academy of Actuaries Risk Classification Subcommittee of the Property/Casualty Products, Pricing, and
Market Committee November 15,2002 report on “The Use of Credit History For Personal Lines of Insurance; Report to
the National Association of Insurance Commissioners” p. 6,13 and 18.
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resulting in different premiums. Even though most insurers use credit history in conjunction
with other underwriting and rating factors, the degree to which the final premium is dependent
upon the consumer’s credit history varies from consumer to consumer and from insurer to
insurer. For a consumer who meets all other underwriting criteria for placement in the preferred
tier or company except for the credit history requirement, the consumer’s credit history may have
significant weight for that particular consumer, depending on the insurer. For some consumers,
their credit history may be the only factor that prevents them from receiving the best rate.

Simply because an insurer uses underwriting factors in addition to the consumer’s credit history
does not mean that all factors carry the same weight in determining the final premium.

| f consumers and regulators do not know the rules o fthe creditscoring game, how can the
interests o fAlaskans be protected?

If consumers do not understand how insurance credit scoring works or understand their rights,
then they will not know how to determine if they are being treated fairly.

Many insurers provide educational material to their producers and the insurance buying public.
However, 36% of the insurers responding to the survey do not have educational material, 52% do
not explain the difference between an insurance credit score and a credit report, and 29% do not
tell the consumer what attributes of his or her credit history contributes to an adverse action. An
informed insurance buying public is belter able to protect its interest. Insurers can assist by
doing a betterjob of making the insurance credit scoring process more transparent to the
insurance buying public. This would include making available materials that describe what
criteria from the credit report are used in calculating an insurance credit score, explaining what
types of behavior improve an insurance credit score and the types of behavior that negatively
impact the insurance credit score. This information needs to be specific and based upon the
credit history that served as the basis for the adverse action so that the consumer can apply it to

his or her own situation.

The Division strives to protect Alaska’s consumers by reviewing and analyzing the insurance
credit scoring models used by insurers that propose to use insurance credit scoring in their rating
plans. Some insurers have not provided this information to the Division because the developers
of the insurance credit scoring models, insurers or third party vendors, do not want their models
to become public information. They argue that being forced to disclose their models is a
violation of their intellectual property or trade secret rights. Insurers that In*'e not provided this
information have had their filings disapproved. Making the insurance credit _ -ring models
confidential would continue to allow the Division to mview the models but it would limit the
ability of consumers to get the same information to understand how their rates are determined
and to know that they are being treated fairly. Requiring minimum standards for the models is a
way to help protect the interests of Alaskan consumers.

Inaccurate credit history may result in an insurer assigning a higher rate to a consumer than
would otherwise apply had the correct information been used. Inaccurate credit history may be
due to the presence of inaccurate information as well as the absence of accurate information.
Because correcting inaccurate credit history may sometimes take an extended period of time, one
possible remedy for quickly reversing adverse actions would be for insurers to use credit history
from all three of the major credit bureaus when the adverse action is the result ofa disputed
credit history. If there is a discrepancy between the credit history on file with the different credit
bureaus, the credit history should not be used until the differences are reconciled. This would
help to ensure that accurate information is used since information available from one credit
bureau may differ from that at another credit bureau.

Are there Fair Credit Reporting Act conflicts?
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The Fair Credit Reporting Act does not require insurers to get a consumer’s permission to look at
his or her credit history, but it does require insurers to notify consumers when adverse action is
taken against the consumer and this action is based upon the consumer’s credit history. Some
insurers may not be providing adequate notice to consumers when adverse action is taken due to

the consumer’s credit history.

A representative from the Federal Trade Commission (FTC) addressed the Winter 2002 National
Association of Insurance Commissioners meeting. He said the FTC took a very broad view of
the definition of adverse action. Adverse action would include any action that results in a higher
charge or less coverage to the consumer than if the credit history had been more favorable.9
Simply because an insurer says they are giving a discount to an insured based upon the insured’s
credit history does not mean the insurer is not taking adverse action against the consumer. In
other words, if that discount does not result in the consumer receiving the best possible rate
available from the insurer, but only an intermediate rate, the insurer may still be taking adverse
action if the consumer would have received the best discount had the consumer’s credit history

been more favorable.

7. When insurance companies outsource credit scoring are they able to adequately oversee the
practice so that consumer interests are not at risk?

Whether an insurer uses the services of a third party vendor or develops its own insurance credit
scoring model, the insurer is ultimately responsible for the underwriting and rating systems that
it uses. An insurer who uses a third party vendor may not rely upon the third party to ensure that
the model meets the standards set out in Alaska law. When a consumer disputes credit history
used by an insurer, the insurer sends the consumer to the credit reporting agency to resolve the
dispute. This may be inconsistent with AS 21.39.090 that requires each insurer to provide a
means for the consumer to be heard on the manner in which the rating system has been applied.
One possible way in which the insurer can exercise more control over the practice would be to
not include the use of disputed information, when the consumer can demonstrate that incorrect
information has been used, and not wait until the incorrect information has been corrected by the

credit bureau.

o. Why is it that insurance producers split with insurance companies on the issue ofcredit scoring?

Not all producers agree on the use of credit history, either among themselves or with the insurers
that they represent. Insurance producers are on the front line with consumers. They are placed
in a position of having to explain a very difficult, controversial subject about which they may
have minimal understanding or information to share with their client. As an example, it is the
producer that must explain to a consumer with clean loss history that he or she cannot get the
best available rate because of the consumer’s unfavorable credit history.

At the same time, because the use of credit history is such a wide spread practice, some
producers, particularly those who may only be able to offer coverage with one or two insurers,
have concerns about the availability of these markets if limitations are placed on how an insurer

can rate a policy.
9. Can the Division oflnsurance ban the use ofcredit scoring in establishing rates?

The Division can ban the use of credit scoring in establishing rates if it is found to result in rates
that are inadequate, excessive or unfairly discriminatory. For insurance credit scoring, the most
critical issue is does it result in rates that are unfairly discriminatory. None of the models the
Division has reviewed include income, location, race, religion or disability to calculate an

insurance credit score.

OFederal Trade Commission Stircs-Ball staff opinion letter, March I, 2000.
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No study to date Inadequately answered the question of whether the use of credit history results
in rates that are higfteObr lower, 011 average for a protected class of consumers or for consumers
with lower incomes. In addition, the Alaska survey data does not identify whether the use of
credit history acts in an unfairly discriminatory manner on individual policyholders. The
information obtained in the Alaska survey suggests that it may have an impact, but the extent of
the impact could not be determined from the information received in the survey.

AS 21.39.030(4) allows insurers to group risks by classifications for purposes of determining
rates. The statute states that acceptable standards for measuring variations in hazards are those
that can demonstrate they have a probable effect upon losses.

Based on information gathered to date, the Division cannot make a determination to impose an
outright ban on the use of credit history. WiMiout such a determination, legislative action would
be needed to ban the use of insurance credit scoring in determining rates. Such action should
also consider the implications of a ban related to the use of credit history in underwriting.
Companion statutory changes would be needed in AS 21.36.

Can the director ofthe Division ofInsurance use his rulemaking authority tofind that the use of
credit scoring in the underwritingprocess is an unfair trade practice?

The director might be able to use the Division’s rulemaking authority under AS 21.36.150(d) to
find that the use of credit scoring in the underwriting process is an unfair trade practice.

Conclusion

Based on the limited data received and evaluated so far, insurance credit scoring in Alaska appears

to have different effects on different groups of Alaskan insurance consumers. In the aggregate,
consumers that reside in higher income/high percentage Caucasian zip codes may be less impacted
by the use of the consumer’s credit history. It is premature to determine whether the policyholder
distribution between preferred, standard and nonstandard markets is due primarily to credit history or
to other underw'iting and rating factors. However, the limited data does suggest that unequal effects
exist on consumers with varying income and ethnic characteristics.
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APPENDIX A

SUMMARY OF CREDIT SURVEY RESPONSES BY PERSONAL AUTOMOBILE AND
HOMEOWNERS INSURANCE COMPANIES IN ALASKA

In August 2002, the Alaska Division of Insurance sent a survey entitled ALASKA DIVISION OF
INSURANCE - INVESTIGATION ON THE USE OF CREDIT SCORES, INSURANCE SCORES,
OR CREDIT HISTORY IN INSURANCE RATING AND UNDERWRITING to the 97 companies
that provide personal automobile and homeowners coverage in Alaska. The survey is part of an
effort by the Division to determine how a consumer’s credit history is used in personal insurance.
Companies were asked to respond with a completed survey for each line of business for which a

consumer’s credit history is considered.

To date, 91 companies, 94% of those contacted, have responded. Ofthese 27 were from companies
that no longer write business in Alaska and, therefore, did not complete the survey. This summary is
based on the remaining 64 company responses from active insurers. Because some companies
responded for both automobile and homeowners insurance, a total of 79 survey responses were
evaluated. The Division asked each individual insurer to respond to the survey rather than each
insurer group. Therefore, the number of insurers indicating that they use credit history for rating
purposes differs from the number of filings that have been submitted to the Division. Affiliated
insurance companies, insurers in the same insurer group, frequently submit a combined rate filing.

The following definitions were used in the survey:

Credit score - A number developed from financial information using a statistical model.
This term also includes an insurance score.

Credit information - Financial information such as bankruptcies and tax liens, but no
conversion is made to a numerical score.

Credit history - Credit information and credit scoring

Ofthe 64 active personal auto or homeowners insurers who responded, 37 (58%) obtain a
consumer’s credit history. Ofthese 37 insurers, 22 companies use credit history for underwriting,

10 companies for rating, and 5 companies use it for both. At the time the survey responses were due,
four companies had rate filings which proposed the use of credit history under review with the
Division. Five other insurers indicated that they plan to begin using credit history within the next

twelve months.

Underwriting decisions based on credit history, decisions that determine ifa company will accept a
risk, are made at the time a consumer seeks a premium quotation, at the time the application is
considered for approval, or upon renewal of a policy. Some insurers will not provide a quote to a
consumer who has an unfavorable credit history. Some insurers will base a decision to not renew a
policy on the consumer’s unfavorable credit history in combination with a risk-ielated factor such as
claims history. The definition of unfavorable credit history, which marks an insured as a poor risk,
can vary from insurer to insurer, with some insurers considering only a recent bankruptcy while
other insurers consider an insurance credit score that is based upon an assortment of credit-related

factors.

Rating decisions based on credit history are decisions that determine the price paid for coverage and
are made at the time of application or at renewal. Some insurers automatically reevaluate the

policyholder's credit history at renewal to ensure that the policyholder is placed in the correct market
or tier. Other insurers only use credit history for new business, but will review the consumer's credit
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history at the consumer's request to determine if a lower rate may be charged due to improved credit
history.

Although insurance companies first began using consumer credit information in 1989, credit scoring
was not implemented until 1994. Initially, companies considered the consumer’s history of
bankruptcy or judgments as part of a larger component that might be referred to as financial
responsibility, financial stability, or personal responsibility. Other factors considered in this
component were such things as home ownership, length of time at residence, or length of time with
employer. By 1994 many companies had replaced this component with the numerical insurance
credit score. The majority of companies use credit history for personal auto and homeowners
coverage, but a few companies consider it for other types of personal insurance, such as boat owners,
motorcycle, condominium owners, renters, and farm insurance.

Of the companies using insurance credit scoring, S6% use a third-party vendor to provide their
model. The companies are almost evenly split between the use of Choicepoint (53%) and Fair, Jssac
& Company, Inc. (47%). Many ofthe companies were either unaware of the details of the model
used by their vendor or referred the Division to the vendor for details.

While information regarding the use of credit history was requested for underwriting, rating,
solicitation, and company placement, six companies also disclosed its use in the policy reinstatement
process. Credit history is not used by any of the companies to deny a claim or determine the amount
of a claim payment. Two companies use credit history to determine a consumer’s payment options.

Automobile Insurance

The highly competitive personal automobile insurance market appears to be the area where a
consumer’s credit history is most often considered. Ofthe 54 active automobile insurers who
responded to the survey, 33 companies use credit history. Twenty companies us” it for underwriting,
9 companies for rating, and by 4 companies for both underwriting and rating.

How Personal Auto Insurers Use
Credit History

O Underwriting O Rating O Both O Neither

While there are many insurers that do not use credit history for either rating or underwriting personal
automobile insurance, these insurers comprise only approximately 12% of the market share. The
ability of a consumer to obtain personal automobile coverage from one of these insurers may be

limited.

Based on 2001 liability written premium market share, 66% of the market uses credit history in
underwriting, 13% of the market uses credit history in rating, 9% of the market uses credit history
for both rating and underwriting and 12 % of the market does not use credit history.
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Use of Credit History By
Personal Auto Market Share

12%

Q Underwriting B Rating a Both O Neither

Eight-two percent of these companies write preferred business, 73% write standard, and 61% write
non-standard or high risk. Insurers may provide coverage for these different groups by placing them
in separate affiliated companies, by placing these different types of risk in one company through the
use of tiers, or by using a combination of the two methods. A tier structure is used by 70% of the
companies, but only 33% used this structure prior to the use of credit history. A multiple company
stmcture is used by 73% of the companies and the use of credit history prompted no change in the

use of this structure.

Only 42% of the companies provide guidelines to their producers and underwriters on the use of
insurance credit scores. Generally, those insurers that do not provide guidelines on the use of credit
history use an automated underwriting process and there is minimal review needed by the producer
or underwriter to determine if an applicant will be offered coverage.

Consumer education is undertaken by some companies by providing educational material on the use
of credit information (64%), by providing an explanation of the difference between a credit report
and credit score (42%), or by providing a summary of the Fair Credit Reporting Act (48%). When
questions or disputes arise regarding credit history, consumers are directed to the credit bureau

(64%) or to Choicepoint (17%).
Underwriting

The Division recently has suggested to insurers that want to use credit history in underwriting to
adhere to certain minimum standards. These minimum standards were developed from testimony
provided to the legislature during the 2002 legislative session. The following provides a brief
description of how the market currently addresses these standards.

1. The insurer should obtain the insured's permission to use credit information.

Some insurers notify the consumer that his or her credit history will be used in the underwriting
or rating decision and others do not. The use of credit history is mandatory for 79% of the
companies. Of those companies for which the use of credit history is mandatory, 9% will not
provide a quote without credit history. Ifthe applicant does not want his or her credit history to
be used, 15% of the insurers will use all other relevant information to underwrite the policy and
7% will assign an intermediate tier or rate. The remaining insurers will either attempt to order
the applicant’s credit history anyway or provide a quote but not issue the policy until the credit

history is obtained.
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2. Thepolicy should not be nonrenewed in whole or inpart based on credit information.

Eighteen percent of the insurers use credit history as the sole criteria in underwriting or rating
decisions. The other insurers use credit history in combination with other rating or underwriting

factors.

Some insurers use credit history to retain a policyholder that they might otherwise non-renew
because of loss experience if the insured’s credit history is favorable suggesting that the

likelihood of loss is low.

3 An insurer should not deny coverage in whole or inpart on the absence ofcredit history or the
inability to determine credit history ifthe insurer has received accurate and complete

information.

Ten percent of the companies would not issue a policy if an applicant’s credit history could not
be determined.

4. An insurer should not deny coverage based on the number ofinquiries, medical information,
particular type ofcredit card, or total line ofcredit.

Due to contractual agreements with the vendors, all companies did not submit information
regarding the models used by third party vendors. Because the information was not provided in
the survey and the fact that the Division does not use a prior approval approach with
underwriting factors, we are unable to determine the extent to which insurers may be in

compliance with these standards.

R ating

The Division recently began asking insurers submitting rate filings that propose to use credit history
in the rating plan to adhere to certain minimum standards. These standards were also developed
from testimony before the legislature in the 2002 session. The following provides a brief description
of how the market currently addresses these standards.

1. An insurer should not impose a surcharge based on the absence ofcredit history or inability to
determine the consumer’s credit history.

Although no company reported that a policy would be surcharged due to the absence of
credit history or inability to determine credit history, three companies would not issue a
policy and three companies would assign the worst possible credit score. Four insurers
consider this situation as slightly unfavorable, three assign an average score which is eligible
for all tiers, and one insurer ignores this factor by assigning a tier based on all other factors.

2. An insurershould not use the number o finquiries, medical information, particular type ofcredit
card, or total line ofcredit in determining an insured’ credit score.

Two insurers have revised their rating plans to use an insurance credit-scoring model that
complies with these standards. Another filing is currently under review by the Division.

3. Ifapolicy is rated using disputed credit history, the insurer should re-rate the policy retroactive
to the effective date ofthe policy ifthe consumer resolves the dispute under the Fair Credit
Reporting Actprocess and notifies the insurer that the dispute has been resolved.

When corrected information is received, 10 of the insurers will apply the corrected

information to all affected policies, 6 will apply the corrected information to the current
policy only and 8 will only apply the corrected information if it results in lower rates for the
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insured. Five of the companies will apply the corrected information to the current policy
term plus the prior term.

Homeowners Insurance

Ofthe 30 active homeowners insurers who responded to the survey, 13 (48%) use credit history.
Credit history is used by 12 companies for underwriting and by 1company for rating.

How Homeowners Insurers Use
Credit History

O Underwriting O Rating O Neither

The insurers that do not use credit history for either rating or underwriting comprise approximately
54% of the market share.

Use of Credit History By
Homeowners Market Share

O Underwriting O Rating Q Neither

Ninety-one percent of these companies write preferred business, 91% write standard, and 45% write
nonstandard or high risk. Insurers may provide coverage for these different groups by placing them
in separate affiliated companies, by placing these different types of risk in one company through the
use of tiers, or by using a combination of the two methods. A tier structure is used by 27% of the
companies, but only 18% used this structure prior to using credit history. A multiple company
structure is used by 64% of the companies and the use of credit history prompted no change in the

use of this structure.
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Only 64% of the companies provide guidelines lo their producers and underwriters on the use of
credit scores. Generally, those insurers that do not provide guidelines on the use of credit history use
an automated underwriting process and there is minimal review needed by the producer or
underwriter to determine if an applicant will be offered coverage.

Consumer education is undertaken by some companies by providing educational material on the use
of credit information (73%), by providing an explanation of the difference between a credit report
and a credit score (67%), or by providing a summary of the Fair Credit Reporting Act (45%). When
questions or disputes arise regarding credit history, consumers are directed to the credit bureau
(45%), Choicepoint (27%), or the Division of Insurance (9%).

Underwriting

The Division recently has suggested to insurers that want to use credit history in underwriting to
adhere to certain minimum standards. These standards were developed from testimony before the
legislature in the 2002 session. The following provides a brief description of how the market
currently addresses these standards.

1. The insurer should obtain the insureds permission to use credit information.

The use of credit history is mandatory for all the companies surveyed. Ifan applicant or
insured does not wish to have this information used, 36% of the companies will attempt to

order it anyway.
2. Thepolicy should not be nonrenewed in whole or inpart based on credit information.

Seven percent of the insurers use credit history as the sole criteria in underwriting decisions,
but no insurer uses credit history as the sole criteria in rating decisions. Some insurers use
credit histoiy to retain a policyholder that they might otherwise non-renew because of loss
experience ifthe insured’s credit history is favorable, suggesting that the likelihood for loss

is low.

3. An insurer should not deny coverage in whole or inpart on the absence ofcredit history or the
inability to determine credit history ifthe insurer has received accurate and complete

information.

Nine percent of the companies would not issue a policy if an applicant’s credit history could
not be determined.

4. An insurer should not deny coverage based on the number ofinquiries, medical information,
particular type ofcredit card, or total line ofcredit.

Due to contractual agreements with the vendors, all companies did not submit information
regarding the models used by third party vendors. Because the information was not provided
in the survey and the fact that the Division does not use a prior approval approach with
underwriting factors, we are unable to determine the extent to which insurers may be in
compliance with these standards.

R ating

Based on testimony before the 2002 legislative session, the Division recently began asking
companies submitting rate filings that propose to use credit history in the rating plan to adhere to
certain minimum standards.
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1. An insurer should not impose a surcharge based on the absence ofcredit history or inability to
determine the consumer's credit histoiy.

Although no company reported that a policy would be surcharged due to the absence of
credit history or inability to determine credit history, two companies would place coverage in
an affiliated company. Two insurers will assign an average score which is eligible for all
tiers, one insurer will assign an intermediate rate or tier, and one insurer will assign the best
rate or tier.

2. An insurer should not use the number o finquiries, medical information, particular type ofcredit
card, or total line ofcredit in determining an insured's credit score.

Two filings are currently under review. The insurance scoring model in each of these filings
complies with these standards.

3. Ifapolicy is rated using disputed credit history, the insurer should re-rate thepolicy retroactive
to the effective date oftnepolicy ifthe consumer resolves the dispute under the Fair Credit
Reporting Actprocess and notifies the insurer that the dispute has been resolved.

When corrected information is received 4 of the companies will apply the corrected
information to all affected policies, while 2 insurers will only apply the corrected information
if it results in lower rates for the insured. None of the companies apply the corrected
information to the current policy term only, but one of the companies will apply the
information to the current policy term plus the prior term.
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APPENDIX B

ALASKA DIVISION OF INSURANCE
INVESTIGATION ON THE USE OF CREDIT SCORES, INSURANCE SCORES, OR
CREDIT HISTORY IN INSURANCE RATING AND UNDERWRITING

This survey should be completed for each company and for each line of business that uses a
consumer’s credit history for rating or underwriting insurance products. For example, if a company
uses credit history in both homeowners and personal auto insurance, complete two surveys, one for
homeowners and one for auto.

You may include attachments if you need additional room to respond to the questions in the survey.
All attachments should clearly display the survey question number, line of business and company

name.

Please return completed surveys no later than September 30, 2002.

Line of Business

Company Name

Address

NAIC Group and Company Number
Name of Individual Completing Survey
Title

Signature

Telephone

Fax

E-mail
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Fifty-two of the 79 survey responses are for personal auto business and 27 insurers submitted
responses for homeowners business. The total responses for many of the questions may not
equal the number of insurers who responded to the survey since many questions required that
the insurer provide multiple answers and some insurers did not answer all questions. In
addition, insurers that do not use credit history responded to only the first three questions.
Responses reflect the companies’ practices as of September 30, 2002.

In the following questions, credit score includes an insurance score, i.e., a number that is developed
from financial information using a model. Credit information means the consideration of financial
information, such as bankruptcies, tax liens, etc., that is not converted to a numerical score. Credit
history includes both credit scoring and credit information.

1 Does your company use credit scores in:

Auto

Underwriting 12 Yes 35 No
Rating 15 Yes 32 No
Solicitation 12 Yes 39 No
Company placement 21 Yes 30 No
Homeowners

Underwriting Yes 22 No
Rating Yes 26 No

4
1
Solicitation 1 Yes 25 No
Company placement 4 Yes 22 No

2. Does your company use credit information in:

Auto

Underwriting 6 Yes 45  No
Rating 2 Yes 49 No
Solicitation 0 Yes 51  No
Company placement Yes 49 No
Homeowners

Underwriting Yes 21 No
Rating 0 Yes 27___ No
Solicitation 0 Yes 27 No
Company placement Yes 25 No

Note: If credit history is used as placement criteria in one of multiple affiliated companies, this
would be included in company placement. If credit history is used as eligibility criteria for
placement in a tier within one company, this would be included in rating. Solicitation includes direct
writers and others who mail offers, or use other means to send advertising, to selected consumers

based upon their credit history.

3. a) Ifyou are not currently using credit scoring or credit information, do you plan to begin
using it in the next 12 months?
Yes No

b) If your answer to a) is yes, are you considering its use in underwriting, rating, company
placement, or solicitation and for what lines of business?
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Three auto insurers plan to begin using credit history in underwriting in the next 12
months. Three homeowners insurers have rate filings pending approval from the
Division. One homeowner insurer plans to begin using credit history in underwriting in
the next 12 months.

If you answered yes to any part in questions #1, #2, or #3 continue with the following questions.
Otherwise, sign the survey and return it to the Alaska Division of Insurance.

4. What lines of business use credit scoring or credit information for:

Underwriting: Personal auto, homeowners, boatowners, motorcycle, recreational vehicle,
renter, condo, mobilehome. farm, landlord, residential lire, personal liability

Rating: Personal auto, motorcycle, homeowners

Solicitation: Personal auto, homeowners

Company placement: Personal auto, homeowners, renter
5. What type ofbusiness does your company write?

Auto

27 Preferred

24 Standard

20 Non-standard (high-risk)
Other (please specify)

Homeowners

11 Preferred

11 Standard

5 Non-standard (high-risk)
Other (please specify)

6.  When did you first begin using credit scoring or credit information?

The first use of credit history in Alaska occurred in 1989 with two insurers using credit
information. Insurance credit scoring was first used in 1994. Over the years more
companies have continued to use credit history in underwriting or rating.

7. Isa credit score or credit information used as the soie criteria in decisions affecting a
consumer? (Sole criteria means that ifa consumer’s credit score does not meet a certain
threshold, or the consumer’s credit information does not meet a specified standard, the
consumer will be adversely affected. Other mitigating factors are not taken into consideration.)

Auto

Underwriting 3 Yes 31 No
Rating 2 Yes 29 No
Solicitation 0 Yes 35 No
Company placement 4 Yes 22 No
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Homeowners
Underwriting 4 Yes 10 No
Rating 0 Yes 13 No
0
2

Solicitation Yes 14 No
Company placement Yes 1l No

8.  Ifcredit history is not used as the sole criteria in rating or underwriting decisions, how much
weight is it given? What other factors are considered in addition to credit history?

Auto

Weight Number of Insurers
50% 1

33% 4

1 of 3 factors used in

combination* 1

*The weight is difficult todetermine because the contribution of the credit component
varies from policy to policy.

Examples of other underwriting factors used in conjunction with credit history for auto
coverage:

Prior liability limits

Number of days lapse in coverage

Existence (or non-existence) of prior insurance coverage
Drivers age

Accident and conviction record

Number of miles driven

Type of vehicle (age, make, model)

The insurance limit and deductible selected for purchase
Drivers occupation

Losses

« Driving experience

o [ ] ° O. L]

Homeowners:

For homeowners, none of the respondents estimated the weight given to credit history.
One insurer noted that credit history could be the sole reason to decline an applicant,
but there arc other underwriting standards for which they could also decline an
applicant, such as prior losses, type of construction or property that does not comply
with building codes.

Examples of other underwriting factors used in conjunction with credit history for
homeowners coverage:

* Loss history
e Prior insurance coverage
* Age of home

» Fire protection class
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CREDIT SCORING MODEL

9.  Does your company use a credit-scoring model developed by a third party vendor or is the
model developed in house?

Twelve auto insurers and four homeowners insurers develop their own insurance credit
scoring model. Twenty-three auto insurers and 9 homeowners insurers use a model
developed by a third party vendor. Three insurers develop a proprietary model in
conjunction with a third party vendor.

10. Ifyou use a third party vendor, who developed ihe model used by your company.

Auto

12 ChoicePoint

U Fair, Isaac & Company,Inc.
Homeowners

5 ChoicePoint

4 Fair, Isaac & Company

11.  Ifyou use a third party vendor, identify the specific model.

12, Whether you use an in-house model or a third party vendor model, attach a list of all criteria
that are included in the calculation of the credit score.

The criteria used in an insurance crcdit-scering model vary by the particular model. The
following credit attributes are some typical criteria used:

Number of non-insurance inquiries
Number of derogatory public records such as bankruptcies, judgments or tax liens

Length of time since accounts were established
Age of oldest trade (installment loan or revolving account)

. Number of trades paid on time

. Number of months since most recent charge off (attempt by a creditor to collect)
»  Total number of non-dosed auto loan trades

. Number of months a trade is overdue

* Number of inquiries for transactions initiated by consumer in last 6 months

» Total of balances on accounts

» Length of time accounts have been established

«  Percent of accounts paid as agreed in last 24 months tototal accounts

. Number of accounts opened in the last 12 months

13.  Attach statistical support that demonstrates the relationship of each criteria used in the model
to an insured’s loss experience and that supports its inclusion in the model algorithm.

14.  Attach statistical support that demonstrates the overall validity of the model and that it is an
accurate predictor of loss experience. This support should include multi-variate analysis, or
other appropriate statistical validation, not just loss ratios.
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15.

List any credit information that is not used in the model.

The credit attributes that are not used also vary by the particular model. Some models
do not use the following items (but other models may use these items):

Non-consuiner initiated inquiries

Multiple inquiries in a 30-day period for auto loans or mortgages

Net worth

Disputed items

Items identified as medical

The number or type of accounts

Total balance or limits

UNDERWRITING

16.

17.

18.

Insurance Credit Scoring in Alaska

a) How many years of credit history affect underwriting or rating, either for inclusion in the
credit scoring model or for other uses?
1 year
3 years
7 years
10 years
Other (please specify)

b) Ifthe length of time depends on the type of information, include an explanation.

The number of years of credit history that affects underwriting or rating generally varies
by type of information. Most insurers use ail data that is available from the credit
bureau. This includes adverse public records for 7 years and Chapter 7 bankruptcies for
10 years. Some insurers use inquiry information up to 24 months and others use i* only
for 6 months. Some insurers use only 5 years of credit history while others use 5 years
only for bankruptcy, judgments, liens and foreclosures.

Does your company provide written guidelines to all your underwriters describing when credit
history is to be requested and how it is to be used and evaluated?

Auto
a 14 Yes 17 No

Homeowners
a) 9 Yes 6 No

b) Ifyes, please provide a copy.
c) Ifno, how do you ensure compliance with underwriting guidelines?

Those that do not have written guidelines generally have automated systems that do not
allow for underwriter intervention.

Does your company provide written guidelines to all your producers describing when credit
history is to be requested and how it is to be used and evaluated?

Auto
a) 16 Yes 9 No

Homeowners
a) 14 Yes 5 No

b) Ifyes, please provide a copy.
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c) Ifno, how do you ensure compliance with company requirements?

Those that do not have written guidelines generally have automated systems that do not
allow for producer intervention. Some insurers are direct writers and do not sell
insurance coverage through a producer.

19. a) Do you periodically re-underwrite or re-rate your insureds to determine if there have been
any changes in their credit history that would give them a different rate or place them in a

different company or tier?
Auto 7 Yes 26 No
Homeowners2 Yes 1 No
b) How often do you re-underwrite or re-rate your insureds?

Auto
6 Only at the insured’s request

2____ Only at the producer’s request

2 Automatically at each annual renewal
4 Automatically every two years

0___ Only if credit worsens

0 Only if credit improves

0___ Based on loss experience
Other (please specify)

2 When requested by insured after correction to credit report
3 New business and first three renewals

Homeowners

Only at the producer’s request
" Automatically at each annual renewal
Automatically every two years
Only if credit worsens
Only if credit improves
Based on loss experience
Other (please specify)

1 When requested by insured after correction to credit report
2 New business and first renewal only

0
0
0
0
0
3

20.  Explain how you use credit history in your underwriting process.

Credit history is used in the underwriting process in various ways by different insurers.
The following are some of the ways in which it is used:

» Credit history is combined with traditional underwriting factors. Individuals with
excellent credit history may be placed in a lower priced market than if traditional
underwriting factors were used alone. Individuals with less than excellent credit are
placed in a market based on the traditional underwriting factors, but those with the
poorest credit cannot qualify for the preferred market.
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21.

22.

23.

24.

25.

26.

Insurance Credit Scoring in Alaska

» Credit history is used in conjunction with other factors such as driving record and
prior insurance. Individuals with unsatisfactory credit history are not offered
coverage unless their poor credit is due to extraordinary medical circumstances.

» Credit history is used only for new business company placement. Some insurers may
deny coverage if the consumer’s insurance credit score is below the insurers’
acceptable threshold.

* Some insurers consider only detrimental credit occurrences such as bankruptcy and
foreclosures.

e Some insurers use credit history only when the consumer has had prior non-
catastrophe or non-weather related losses within a certain number of years.

Do you use the same underwriting or rating criteria for your renewal business as for your new
business? Yes No
Describe any differences.

Most insurers do not use the same underwriting or rating criteria for new and renewal
business. Ten auto insurers use the same criteria for new and renewal business but only
one homeowners insurer uses the same criteria. Sixteen auto and 11 homeowners
insurers use different underwriting or rating criteria for new versus renewal business.
This is primarily due to the fact that most insurers use credit history for market
placement only on new business. Other insurers use different new and renewal
underwriting or rating criteria for the following reasons:

» Policies that may otherwise not be renewed may be renewed if ihe insured’s credit

history suggests that the likelihood of loss is low
« When factors other than credit, such as the number of losses, force a re-evaluation of

the risk, the new business and renewal underwriting criteria are the same
» Credit history is not used after the second anniversary

Attach an exhibit showing the number of policyholders, by year since the implementation of
credit history, who received a different rate or different tier placement due to re-evaluation of
credit information or credit score. This exhibit should indicate whether the insured received a
higher rate or a lower rate, the tier or company placement change, and the amount of the rate
change, due to a change in their credit history.

Do you currently use a tier structure?

A tier rating structure is more prevalent among auto insurers than among homeowners
insurers. Twenty-three auto insurers and three homeowners insurers use a tier structure.
Twelve auto insurers and 12 homeowners insurers do not use a tier structure.

Did your company use a tier structure prior to the use of credit information or credit scoring?

Auto insurers that did not use a tier structure prior to the use of credit history were more
likely to use a tier structure after they began using credit history than were homeowners
insurers. Eleven auto insurers used a tier structure prior to using credit history and 25
did not. Only two homeowners insurers used a tier structure prior to using credit history

and 11 did not.

Attach an exhibit describing the tier eligibility criteria prior to the use of credit history and the
current eligibility criteria after the use of credit history. If you made any changes to these
criteria, please give all intermediate criteria and the date on which the revisions took effect.
Attach an exhibit showing the number and distribution of policyholders in each tier by year
since the implementation of credit history. 1f your company used a tier structure prior to the

30



217.

28.

29.

30.

use of credit information or credit scoring, also include a distribution of policyholders by tier
for the year preceding the implementation of credit scores or credit information.

a) Attach an exhibit showing the number and distribution of policyholders by zip code and
tier for each year since the implementation of credit history. If your company used a tier
structure prior to the use of credit information or credit scoring, also include the year
preceding the implementation of credit scores or credit information.

b) Attach similar exhibits for policyholders that were non-renewed and for declinations.

a) Attach an exhibit showing the number and distribution of policyholders by age and tier for
each year since the implementation of credit history. If your company used a tier structure
prior to the use of credit information or credit scoring, also include the year preceding the
implementation of credit scores or credit information.

b) Attach similar exhibits for policyholders that were non-renewed and for declinations.

a) Attach an exhibit showing the number and distribution of policyholders by marital status
and tier for each year since the implementation of credit history. 1f your company used a
tier structure prior to the use of credit information or credit scoring, also include the year
preceding the implementation of credit scores or credit information.

b) Attach similar exhibits for policyholders that were non-renewed and for declinations.

a) Attach an exhibit showing the number and distribution of policyholders by sex and tier for
each year since the implementation of credit history. If your company used a tier structure
prior to the use of credit information or credit scoring, also include the year preceding the
implementation of credit scores or credit information.

b) Attach similar exhibits for policyholders that were non-renewed and for declinations.

MULTIPLE COMPANY STRUCTURE

3L

32.

33.

34.

Do you currently use multiple companies that are preferred, standard and non-standard
(multiple company structure)?

A multiple company structure is used equally by auto and homeowners insurers.
Twenty-four auto insurers use a multiple company structure and 12 do not. Seven
homeowners insurers use a multiple company structure and 8 do not.

Did your companies also use this structure prior to the use of credit information or credit
scoring?

Prior to the use of credit history, 24 auto insurers used a multiple company structure
while 5 homeowners insurers used a multiple company structure.

Attach an exhibit describing the underwriting criteria for each company prior to the use of
credit history and the current criteria including the use of credit history. If you made any
changes to these criteria, please give all intermediate criteria and the date on which the

revisions took effect.

Attach an exhibit showing the number and distribution of policyholders in each company by
year beginning with the year prior to the implementation of the use of credit scoring or credit

information.
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35.

36.

37.

38.

b)

Attach an exhibit showing the number and distribution of policyholders by zip code and
company for each year beginning with the year prior to the implementation of the use of
credit scoring or credit information.

Attach similar exhibits for policyholders that were non-renewed and for declinations.

Attach an exhibit showing the number and distribution of policyholders by age and
company for each year since the implementation of credit histoiy. 1fyour company used a
multiple company structure prior to the use of credit information or credit scoring, also
include the year preceding the implementation of credit scoring or credit information.

Attach similar exhibits for policyholders that were non-renewed and for declinations.

Attach an exhibit showing the number and distribution of policyholders by marital status
and company for each year since the implementation of credit history. 1fyour company
used a multiple company structure prior to the use of credit information or credit scoring,
also include the year preceding the implementation of credit scoring or credit information.

Attach similar exhibits for policyholders that were non-renewed and for declinations.
Attach an exhibit showing the number and distribution of policyholders by sex and
company for each year since the implementation of credit history. 1fyour company used a
multiple company structure prior to the use of credit information or credit scoring, also
include the year preceding the implementation of credit scoring or credit information.

Attach similar exhibits for policyholders that were non-renewed and for declinations.

DISCLOSURE

39.

40.

If adverse action is taken against a consumer because of credit history, how is the consumer
notified of the adverse action?

Auto

7 Verbally by the producer
9 In writing by the producer
0 Verbally by the insurer

29  Inwriting by the insurer

Homeowners

3 Verbally by the producer
6 In writing by the producer
0 Verbally by the insurer

H In writing by the insurer

If adverse action is taken against a consumer because of credit history, how often is the
consumer notified of the adverse action?

Auto
15  Only at policy inception
7 Every renewal
Other (please specify)
12 Whenever the adverse action is taken
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Homeowners

6 Only at policy inception

0 Every renewal
Other (please specify)
6 Whenever the adverse action is taken
1 At declination

41. Adverse action is defined as: (indicate all that apply)

Auto
2 Consumer is non-renewed
15  Consumer is not issued a policy
2 Consumer is cancelled
15 Consumer is not quoted a premium
2 Consumer is provided limited coverage
2____ Consumer is given a surcharge
5  Consumer is not given a discount
15 Consumer is not given the best rate
8  Consumer is not placed in a preferred company
8 Consumer is not placed in a standard company
13 Consumer is not placed in a preferred tier
H Consumer is not placed in a standard tier
Other (please specify)
9 Consumer is placed in a higher rated tier or company due to credit history
Homeowners
2 Consumer is non-renewed

11 Consumer is not issued a policy

Consumer is cancelled

Consumer is not quoted a premium

Consumer is provided limited coverage
Consumer is given a surcharge

Consumer is not given a discount

Consumer is not given the best rate

4 Consumer is not placed in a preferred company
—____Consumer is not placed in a standard company
~__Consumer is not placed in a preferred tier
_Consumer is not placed in a standard tier

"~ Other (please specify)
1 Consumer is placed in a higher rated tier or company due to credit history

42. Ifadverse action is taken against a consumer, are they told what attributes of their credit
history contributed to the adverse action?

Twenty-one auto insurers and 13 homeowners insurers tell the consumer what attributes
of the consumer’s credit history contributed to the adverse action. Twelve auto insurers
and 2 homeowners insurers do not. Most of the insurers indicated that this information

is provided upon request by the insured.

43.  When a consumer receives a premium increase, is the amount of the increase due to credit
history or a change in credit score or credit information disclosed to the consumer?

No insurer discloses to a consumer the amount of a premium increase due to credit
history.
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44.

45.

46.

Does your company provide educational material to your insureds on the use of credit scores or
credit information in insurance rating and underwriting?

Auto

a 21 Yes 14 No
Homeowners

a 8 Yes 5 No

b) Ifyour answer to a) is yes, describe the educational activities you use and attach any
printed material you distribute.

c) Do you explain the difference between a credit report and a credit score?

Auto

14 Yes 19 No
Homeowners

8 Yes 5 No

Do you provide consumers with a summary of the Fair Credit Reporting Act?

Auto

16 Yes 17 No
Homeowners

7 Yes 7 No

Does your company provide information to consumers to assist them in making inquiries or
complaints regarding the use of credit information?

Auto
a) 28 Yes 7 No
b) Ifyes, contact information is provided for:
0 Alaska Division of Insurance
0 Federal Trade Commission
2T Credit Bureau
Other
1Insurance company
7 ChoicePoint
1 Transunion National Disclosure Center
Homeowners
a) 10 Yes 4 No
b) If yes, contact infomiation is provided for:
1 Alaska Division of Insurance
0 Federal Trade Commission
6 Credit Bureau

Other
1 Insurance company
4 ChoicePoint
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INCORRECT INFORMATION

47. a) Describe the procedures used by your company when a consumer notifies you of incorrect
information contained in his or her credit report.

Most insurers direct the consumer to the credit bureau or credit reporting agency.
When the consumer notifies the insurer that incorrect information is corrected the
insurer will calculate a new credit score. Other insurers also inform the consumer of
his or her right to obtain a free copy of the consumer’s credit report.

b) How long do you use credit information that the consumer has indicated is incorrect?

Auto
31 Until corrected following procedures outlined in the Fair Credit Reporting Act.
0 Not used at all, whether or not it has been corrected by the credit reporting
agency.
Other (please specify)
7 Not used until a consumer filed challenge has been resolved
6 Excluded when items are flagged by the credit reporting
agency as disputed
Homeowner
14 Until corrected following procedures outlined in the Fair Credit Reporting Act.
0 Not used at all, whether or not it has been corrected by the credit reporting

agency.
Other (please specify)
4 Not used until a consumer filed challenge has been resolved
2 Excluded when items are flagged by the credit reporting
agency as disputed

48. Does any corrective action, such as re-rating or re-underwriting, apply to the consumer’s in-
force policy only or does it apply to all policies, including previous policies that may have been
issued based on incorrect information?

Auto
6 Current policy only
8 All policies affected by the incorrect information
8 All policies affected by the incorrect information only when the corrected
score results in lower rates
Other (please specify)
5 The current and one prior policy term
7 Not used until a consumer filed challenged has been resolved
2 All policies when the incorrect information has been corrected
Homeowners
0 Current policy only
4 All policies affected by the incorrect information
2 All policies affected by the incorrect information only when the corrected
score results in lower rates
Other (please specify)

1The current and one prior policy term
4 Not used until a consumer filed challenged has been resolved
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GENERAL PROCEDURES
49. What procedures are in place to protect the confidentiality ofa consumer’s credit history?

The primary means that insurers use to protect the confidentiality of a consumer’s credit
history is by obtaining only the insurance credit score through an automated process.
Some insurers make the score available to their producers and underwriters while others
do not. Five insurers indicated they have privacy guidelines, one insurers indicated the
information is kept by management in a locked file, another insurer stores the
information electronically and it is accessible only by password. One insurer indicated an
underwriter might review the consumer’s credit report at the request of the consumer.

50. Who has access to the consumer’s credit history?

Auto
6 Producer (3 have access tocredit information, 3credit score only)
22___Underwriter (10 have accessto credit information, 12 credit score only)
Other (please specify)
5 Employees with access to the policy file
3 Internal systems staff
1Pricing staff
2 No one
3 Limited number of employees for complaint resolution, modeling,
analysis, and programming
2 Agents are given the top four negative reasons, underwriters see
the score and the top 4 negative reasons

Homeowners
5  Producer
12 Underwriter
2 Other (please specify)
2 Agents are given the top four negative reasons, underwriters see

the score and the top 4 negative reasons

51. Is the use of credit information optional? Yes No
Auto
10 Yes 26 No
Homeowners
0 Yes 15 No

52. Ifthe consumer does not want his or her credit information used, but meets all other eligibility
criteria, how will the consumer be treated?

Auto

14 Not issued a policy

0 Non-renewed

0 Cancelled

0 Given the best rate or placed in the best tier

0 Given the worst rate or placed in the worst tier

2 Given some intermediate rate or placed in an intermediate tier

Other (please specify)

3 Given the base rate

4 Given a quote, but the policy will not be issued without
using credit history

Insurance Credit Scoring in Alaska 36



5 Placed in a market based on all other underwriting factors
3 Not given a quote
4 Attempt to order credit

Homeowners

Not issued a policy

Non-renewed

Cancelled

Given the best rate or placed in the best tier

Given the worst rate or placed in the worst tier

Given some intermediate rate or placed in an intermediate tier
Other (please specify)
3 Given a quote, but the policy will not be issued without

using credit history

4 Attempt to order credit

53. Ifa consumer is a “no hit” (the company can find no credit information on the applicant), but
meets all other eligibility criteria, how is the consumer treated?

Auto
3 Not issued a policy
0 Non-renewed
0 Cancelled
3 Given the best rate or placed in the best tier
0 Given the worst rate or placed in the worst tier
9 Given some intermediate rate or placed in an intermediate tier
Other (please specify)
7 Assigned a mathematical weight
1 Offered coverage in another company
5 Placed in a company based on all other underwriting factors
3 Assigned the worst credit score category
3 Assigned an average credit score
Homeowners
0 Not issued a policy

0 Non-renewed
0 Cancelled
Given the best rate or placed in the best tier
Given the worst rate or placed in the worst tier
Given some intermediate rate or placed in an intermediate tier
Other (please specify)
4 Assigned a mathematical weight
3 Placed in a company based on all other underwriting factors
2 Assigned an average credit score

—_

I—"O

54. Ifaconsumer is a “no score” (the company is unable to calculate a credit score for the
consumer), but meets all other eligibility criteria, how is the consumer treated?

Auto

1 Not issued a policy

0 Non-renewed

0 Cancelled

1 Given the best rate or placed in the best tier

0 Given the worst rate or placed in the worst tier

9 Given some intermediate rate or placed in an intermediate tier

Other (please specify)
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7 Assigned a mathematical weight

1 Offered coverage in another company

5 Placed in a company based on all other underwriting factors
3 Assigned the worst credit score category

3 Assigned an average credit score

2 Given the best rate in a standard company

Homeowners

0 Not issued a policy

0 Non-renewed

0 Cancelled

1 Given the best rate or placed in the best tier

0 Given the worst rate or placed in the worst tier

1 Given some intermediate rate or placed in an intermediate tier

Other (please specify)

4 Assigned a mathematical weight

1 Placed in a company based on all other underwriting factors
2 Assigned an average credit score

55.  When a policy is written for multiple insureds, whose credit history is considered in the rating
or underwriting of the policy?

Auto
3 The consumer with the best credit score
0 The consumer with the worst credit score
lj The consumer who is the first named insured
17 The consumer who is the first named applicant
0 All consumers and an average credit score is developed
1 The consumer selected by the insured or applicant
0 The husband’s
0 The wife’s
Other (please specify)
2 First two applicants
3 Spouse when named insured is a no-hit or no-score
2 Person in household most likely to have complete credit history
(usually oldest male driver under 65)
Homeowners
1 The consumer with the best credit score
0 The consumer with the worst credit score
5 The consumer who is the first named insured
5 The consumer who is the first named applicant
0 All consumers and an average credit score is developed
0 The consumer selected by the insured or applicant
0 The husband’s
0 The wife’s

Other (please specify)
2 First two applicants
3 Named insured and spouse

56. Is a consumer’s credit score or credit information used as eligibility criteria for the type of
payment plan offered to an insured?

One auto and one homeowners insurer use credit history to determine eligibility for the
type of payment plan offered to the insured.
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57. Is aconsumer’s credit score or credit information used in the decision to deny a claim?
No insurers use credit history to deny a claim.

58. Is a consumer’s credit score or credit information used to settle a claim for a certain amount?
No insurers use credit history to settle a claim for a specified amount.

59. Describe any other uses that your company makes of credit history.
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Autom obile Insurance Companies

Active companies as of September 30, 2002

Credit Information Used For Underwriting

AlU Insurance Company (AIG)

Allstate Insurance Company

Company

Allstate Indemnity Company

Company

American Home Assurance Company (AIG)

American International Insurance Company (AIG)
Country Casualty Insurance Company

Country Mutual Insurance Company

Country Preferred Insurance Company

Electric Insurance Company

First National Insurance Company of America (SAFECO)
GEICO Casualty Insurance Company

GEICO General Insurance Company

GEICO Indemnity Company

General Insurance Company of America (SAFECO)
Government Employees Insurance Company
Insurance Company o fthe State of Pennsylvania (AIG)
Insurance Co.

National Union Fire Insurance Company of Pittsburgh (AIG)
SAFECO Insurance Company of America

SAFECO Insurance Company of lllinois

State Farm Fire and Casualty Company

State Farm Mutual Auto Insurance Company

United Services Automobile Association

USAA Casualty Insurance Company

USAA General Indemnity Company
Credit Information Used for Rating

American Economy Insurance Company (insurQuest)
American States Insurance Company (insurQuest)
Country Casualty Insurance Company

General Insurance Company of America (insurQuest)
Horace Mann Property & Casualty Insurance Company
Leader Insurance Company

Progressive Casualty Insurance Company
Progressive Northwestern Insurance Company
Progressive Specialty Insurance Company

United Services Automobile Association

USAA Casualty Insurance Company

USAA General Indemnity Company

Worldwide Insurance Company

Insurance Credit Scoring in Alaska

Credit Information Not Used

American Bankers Insurance Company o f Florida

American Family Home Insurance

American Manufacturers Mutual Insurance

American Modem Home Insurance Company
American Premier Insurance Company
American Protection Insurance Company
Arnica Mutual Insurance Company
Cincinnati Insurance Company

Federal Insurance Company

Harlcysvillc Insurance Company

Hartford Accident & Indemnity Company
Hartford Insurance Company o fthe Midwest
Horace Mann Insurance Company

Liberty Mutual Fire Insurance Company
Markcl Insurance Company

Metropolitan Group Propety & Casualty

Northland Casualty Company

Sentry Select Insurance Company

Teachers lasurance Company (Horace Mann)
Vigilant nsurancc Company

Windsor Insurance Company
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Homeowners Insurance Companies

Active companies as of September 30, 2002
Credit Information Used For Underwriting

Allstate Insurance Company

Allstate Indemnity Company

Armed Forces Insurance Exchange

Country Mutual Insurance Company

Electric Insurance Company

First National Insurance Company of America (SAFECO)
General Insurance Company of America (SAFECO)
Nationwide Mutual Fire Insurance Company
SAFECO Insurance Company of America
SAFECO Insurance Company of Illinois

Vesta Insurance Corporation

Credit Information Used for Rating

American International Insurance Company (AIG)

Credit Information Not Used

American Bankers Insurance Company of Florida
American Equity Insurance Company

American Manufacturers Mutual Insurance Company
American Protection Insurance Company

Cincinnati Insurance Company

Empire Fire & Marine Insurance Company

Federal Insurance Company

Hartford Insurance Company of the Midwest
Harleysville Insurance Company

Horace Mann Insurance Company

Liberty Mutual Fire Insurance Company
Metropolitan Group Property & Casualty Insurance Company
Sentry Select Insurance Company

State Farm Fire and Casualty Company

Umialik Insurance Company

United Services Automobile Association

USAA Casualty Insurance Company

Vigilant Insurance Company
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Frank H. Murkowski, Governor

P.O. Box 110805, Juneau, AK 99811-0805
Telephone: (907) 465-2515 « Fax: (907) 465-3422 « Text Telephone: (907) 465-5437
Email: Insurance@dced.state.ak.us » Website: www.dced.state.ak.us/insurance/

May 7, 2003

The Honorable Con Bunde

Chair, Senate Labor & Commerce
Room 506

State Capitol

Juneau, AK 99801-1182

The Honorable Ralph Seekins
Chair, Senate Judiciary
Room 125

State Capitol

Juneau, AK 99801-1182

RE: SB 13- Using Credit History or Credit Scoring For Insurance Purposes

Dear Senators Bunde and Seekins:

During the May 1, 2003, Senate Labor & Commerce hearing on SB 13, the Division
of Insurance was asked to provide additional historical information on rate changes
for personal auto and homeowners business as well as for the overall profitability of

these markets in Alaska.

This information is included on the attached exhibits. Four insurers were selected
to be representative ofthe personal auto and homeowners rate changes. These
insurers were selected because they generally have the largest market shares in
each ofthese lines. For personal auto, the four insurers have approximately 55% of
the market. For homeowners, the selected insurers have approximately 75% of the

market.

Ifyou have any additional questions, please let me know.

p* L

Linda S. Hall
Director

"Promoting a healthy economy and strong communities"


mailto:lnsurance@dced.state.ak.us
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SUMMARY OF PERSONAL AUTO RATE CHANGES IN ALASKA

Company

Allstate Insurance Company

Progressive Insurance Companies

State Farm Mutual Automobile Insurance Company

United Services Automobile Association

‘These changes include the initial use of credit scoring.

Effective Date

11/25/1996
3/8/1999
8/24/2000
2/4/2002
2/24/2003

11/7/1995
9/1/1996
9/25/1998*
6/17/1999
11/30/1999
8/8/2000
4/22/2002
8/30/2002

7/1/1996
9/15/1997
9/15/1998
5/15/2000

8/1/2001

1/1/2003

9/30/1996
1/1/1998
6/30/1999
7/15/2001
03/08/02*
12/7/2002

Change

0.10%
0.00%
8.00%
8.30%
5.40%

-0.70%
2.50%
0.50%

-1.00%
6.50%
7.00%
4.80%
6.00%

4.90%
-2.40%
-9.40%
1.40%
5.90%
18.20%

-9.00%
-9.00%
14.10%
11.50%
0.00%

14.80%



SUMMARY OF HOMEOWNERS RATE CHANGES IN ALASKA

Company Effective Date Change
Allstate Insurance Company 1/22/1996 1.8%
5/18/1998 9.4%
5/22/2000 2.4%
1/21/2002 15.0%
7/22/2002 6.2%
SAFECO Insurance Company of America 10/1/1998 5.4%
10/21/1999 3.6%
7/6/2000 3.0%
8/30/2001 3.0%
3/5/2003 10.0%
State Farm Fire & Casualty Company 11/15/1995 1.8%
8/1/1997 6.6%
1/1/1999 -2.9%
4/15/2000 -0.6%
6/15/2001 -6.4%
6/15/2002 12.3%
United Services Automobile Association 3/1/1997 -5.9%
2/1/2002 15.0%
4/1/2003* 0.2%

‘This change includes the initial use of credit scoring



INSURANCE PROFITABILITY IN ALASKA

Private Passenger Auto

Year
1993
1994
1995
1996
1997
1998
1999
2000
2001

Return on Net Worth

Alaska
13.7%
15.4%

8.2%
20.8%
17.3%
-5.7%

6.2%
-0.5%
-6.0%

Countrywide
14.2%
11.4%
11.6%
12.1%
12.4%
10.1%

7.7%
2.2%
2.0%

Year
1993
1994
1995
1996
1997
1998
1999
2000
2001

Homeowners

Return on Net Worth
Alaska  Countrywide

16.3% 2.5%
15.7% -1.7%
8.5% 3.4%
-27.9% -4.2%
12.4% 12.4%
20.0% 5.4%
10 6% 5.4%
6.3% 3.8%
13.1% -1.2%

These figures are taken from the Report on Profitability by Line by State In 2001
prepared by the National Association of Insurance Commissioners. See the accompanying

Disclaimers for caveats and limitations on the uses of these data.



DISCLAIMERS

NAIC Report on Profitability By Line By State

The NAIC Report on Profitability By Line By State has been appreciated for many years because it provides a
consistent view of the underwriting and investment experiences of the property/casualty insurance industry for
each line of insurance in each state. Because it has been produced for many years, it allows changes in results to
be viewed over time. It is prepared by an objective source, the NAIC, and is carefully viewed for accuracy and
reasonableness. However, the report’s limitations should be clearly understood. The report contains some caveats
regarding the data used in the report, the procedures used to compile the data and the validity of that data for
various uses. These caveats are contained in the introductory and explanatory material in the first section of the

report. Selected caveats are shown or summarized below:

“The report cannot and should not be used to determine whether current rates arc adequate to
cover future costs.” (page 1)

“To the extent possible, the data from the annual statement utilized in the report are adjusted to
approximate figures on a generally accepted accounting principles (GAAP) basis  the GAAP
adjustments made for the profitability report are imperfect approximations.” (page 1)

“It is necessary to emphasize that because of inherent data limitations and the need to apply a ‘one size
fits all” methodology, the profitability report provides only approximations of actual profits earned by line
and by state. Some components of profit in a particular state and line could differ significantly from the

results shown in the report.” (page 2)

“Unrealized capital gains and losses generally are not included in net income under generally accepted
accounting principles and, accordingly, are not included as investment gain in this report.” (page 3)

“Federal taxes are estimated...” (page 4)

The data for all companies in all states are aggregated prior to allocation of that data by line by state. Data
which the companies do not allocate by state and which the report allocates by state from countrywide
aggregates for all companies combined includes: net worth, investment gain, federal taxes, general
expenses, unallocated loss adjustment expenses, other acquisition expenses and the effects of
consolidation of affiliated insurers. (Summary of portions of pages 1-27)

Some general qualifications shown on page 5 of the report are as follows:

“The development of this report is dependent on the accuracy of the information contained in the annual
statements filed by insurers. Although the data used to calculate the statistics contained in this report were
extracted from annual statements filed with the NAIC, the NAIC does not guarantee their accuracy.”

“While the NAIC exercises a great deaf of care in capturing data from annual statements and producing
this report, as with any statistical project of this magnitude, errors can occur. Consequently, the NAIC
makes no representations or warranties with respect to the accuracy of the data and statistics in this

report.”

If you have any questions regarding this report, please contact Thomas E Kindred, Jr. at the NAIC at (816) 783-
8225. Additional copies of this report can be obtained from the NAIC Insurance Products & Services Division at

(816) 783-8300.



SB 13- Credit Scoring
Bill Analysis for Judiciary CS

The bill regulates the use of credit information for personal insurance. It does not
apply to commercial insurance.

Credit scoring is allowed for all aspects of writing new business: underwriting, rate
setting, and the decision whether to insure at all.

An insurer must notify the customer that credit will be used. A sample notice is
provided so insurance companies can be certain of compliance with the law.

An insurer may not use credit information when it's time to re-up a policy-either to
nonrenew or in the underwriting/rate setting process that determines how much a

consumer pays.

Credit cannot stand alone. An insurer must also use other substantive factors in
making decisions. These could include any or all of the traditional categories for
assessing risk (e.g.: accident history, tickets, homeowner's claims, etc.)

Some credit scoring models create a disincentive to good financial management,
duplicate categories used elsewhere in assessing risk (like age), or look at factors
that may be a proxy for race or income. The bill says certain factors can't be
considered when an insurer looks at credit, including:

» Age, marital status, race, religion, zip code

* Medical collections

* Lack of credit

e Particular type of credit card (e.g.: Nordstrom, American Express)
» Total available line of credit

* Age at which credit is established

» Comparison shopping for insurance or home, auto, or boat loans

When use of credit hurts a consumer in the insurance process, the insurer must
provide a clear and specific notice of adverse action explaining the elements that
hurt the consumer's score and notifying the consumer of his/her rights.

The bill outlines a dispute resolution process that protects consumers with errors on
their credit reports, and makes it less likely they'll become uninsured motorists.

Insurance scoring models and the data behind them must be filed with the Division
of Insurance for approval. These are protected as trade secrets.

The Division of Insurance will provide the public with education and a general
description of how the models work.



CS bullet points r

Subject: CS bullet points
Date: Sun, 11 May 2003 12:34:37-0800
From: Jesse Kiehl <jesse_kiehl@]legis.state.ak.us>
To: Brian Hove <Brian_Hove@legis.state.ak.us>

Brian,

The attached bullets contain the highlights of the CS.

One thing that's not in there: in L&C Sen. Seekins asked about models
that rate someone who recently purchased a home or car as a higher risk
than someone who hasn't purchased a home or auto in several years. That

nonsensical element is addressed in the CS, but for brevity's sake |
left it out of the bullets.

For fairness' sake, "Il let you know up front that there are two major
beefs the industry's lobbyists will have with this:
1) They want to use credit at renewal time. We offered to meet them

halfway and let them wuse it for a certain number of renewals or years,

but they won't go there.
2) They want to be able to look at type of credit card (store cards

like Nordy's, Sears are bad, so is AMEX). Neither sponsor will budge on
that.

| checked with Linda Hall, Director of the Division of Insurance. She
would like us to reach agreement with the industry, but she will say the

division is ok with the CS as written.

If you want me to take you through it in detail or answer questions, 1'd
be happy to. Annette will present it for the sponsors on Monday, and
we'll all be there for questions/sparring.
- Jesse
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APR 2 8 2008

FRANK H. MURKOWSKI, GOVERNOR

DEPARTMENT OF PUBLIC SAFETY P.0.BOX 111200

JUNEAU, ALASKA 99811-1200
PHONE: (907) -165-3040
TOLL FREE: 1-800-764-3040

VIOLENT CRIMES COMPENSATION BOARD FAX: (907) 465-2379
April 23, 2003

Dear Senator Seekins:

I am writing this letter, as the chair of the Violent Crimes Compensation Board (VCCB),
in an attempt to make the position of the board known to legislators regarding Senate Bill
22. The board has strong reservations about the passage of this bill. Senate Bill 22
would create an “end-around” for specific individuals by not holding them to the same
standard that all other victims are held to. This is why the VCCB fears the passage of
this bill, because it creates a “special victims’ class”.

It is important to note that the board maintains no particular reservations about the special
classification of minors in this bill. The board recognizes that minors are typically
viewed by government as lacking the capacity to grant consent to most major decisions in
life while still statutorily a minor. The board is also aware of the fact that the juvenile
justice system applies the law differently lo minors based on the anticipated common lack
of maturity and lack of good judgment by minors. Regarding minors; the board will view
them, as it has historically, as their own protected category for the same essential reasons
that the justice system and government in general currently do. However, that line of
thinking does not transcend into adulthood unless dealing with someone who is
developmentally incapacitated or diminished. When an individual is recognized by
government as being an adult, that individual is also recognized by the VCCB as being an

adult.

The Board is very sympathetic to the plight of all victims that come before it.
Concerning sexual assault victims, the Board is ever aware that they arc often pul on trial
instead of those who violate them. At times, sexual assault victims arc subjected to
humiliating questions and implications in front of the general public. This is unfortunate,
yet more importantly, unjust. In turn, there has been a strong movement by support
groups of sexual assault victims to right those wrongs. Senate Bill 22 appears to be an
effort lo overcompcnsate for the injustices that have, at times, been cast upon sexual
assault victims throughout the criminal justice process. However, the Violent Crimes
Compensation Board is not the criminal justice process. The criminal justice process is
an "adversarialprocess” while the violent crimes compensation process is an "advocacy
process”. It bears great importance to observe the distinction between the two entities.

This bill warrants the VCCB mentioning, that neither the current Board nor previous
Board, to include staff members, can recall an instance of a claim being denied on the
grounds that SB22 intends lo negate. The VCCB hears all claims that come before it
with numerous statutory restraints of both a technical and discretionary nature. There is a
vast amount of time and resources invested into each claim that is considered. Those
claims that are denied are typically devoted more time than those approved, just to ensure

& prinled on recycled paper
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that they were justifiable claim denials and to minimize exhausting the VCCB resources
on claims that the Board may overturn at a later date. Ifa claimant feels unjustly denied
a claim, then there exists a process of redress. However, there is no recourse for someone
who is denied a claim based on ineligibility as set forth by statute. Senate Bill 22 would
create an exemption for one specific classification of victim.

As current statute dictates, claimants are still accountable for their own actions regarding
provocation as well as illegal conduct. If Senate Bill 22 were to pass, then it would mean
only some claimants are still accountable for their own actions and illegal conduct while
others get a free pass. It simply is unfair to approve a bill that grants these concessions

unevenly or in a discriminatory manner.

The essence of Senate Bill 22 is based on the belief that a victim of one violent crime
suffers more than any others. Who are we, or anyone else for that matter, to say that the
victim of one violent crime was suffering more or less than the victim of another violent
crime? All individuals process traumas in a manner that is somewhat unique unto
themselves; therefore, there is no guaranteed script to quantify the suffering and

hardships of victims.

From an emotional standpoint this bill would appear to be a shoe-in for approval. It
would also appear to be a politically correct move to approve this bill. Despite this
perception, the Violent Crimes Compensation Board believes that the converse is true.
This may seem lo be a vote for sexual assault victims but in reality it is a vote against all

other victims of violent crimes.
Please consider the following story:

Mike and Amy ventured into a notoriously dangerous part of Anchorage with the intent
to obtain some crack cocaine. Once in that part of town they began drinking until highly
intoxicated. They came across a group of thugs who offered them drugs if they returned
with them to their home. They proceeded with the thugs to their home. Amy became
very belligerent and began calling those thugs numerous names and made threats directly
towards them. Mike and Amy used all the drugs offered to them by the group of thugs
and became even more impaired. Amy continued to insult the thugs and stated that she
would have Mike beat them up. At that point the thugs beat Mike nearly to death and
tortured him. Mike was left for dead near a creek and suffered permanent disfigurement
as well as mild brain damage. Amy was sexually assaulted and then eventually set free.

This story is entirely fictitious as far as the VCCB knows; however, it is an entirely
plausible scenario that undoubtedly has happened before, if not in Alaska. With the
passage of Senate Bill 22 the VCCB would be compelled (forced by SB22), to grant a
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claim to Amy but would be unable to grant Mike a claim because he would still be
ineligible, unlike Amy. This simply would not be fair or logical.

It is unfortunate that the Board must contest any measure that may lend itself to a victim
gaining closure and recovery in a more expedient manner. However, the Board’s
position is entirely necessary to maintain the fair.iess and integrity, throughout the
claims’ evaluation process, to all other victims of all other violent crimes. If this bill
were to pass, it would essentially victimize all other victims of violent crimes that were
not sexual assaults. This would happen by disallowing other victims the same
concessions granted to sexual assault victims because their own victimization, no matter
how heinous, was not of an obvious sexual nature.

The passage of this bill would require the Violent Crimes Compensation Board members
to face a difficult moral question of fair and equitable treatment of people (claimants), all
of whom have suffered far too much prior to requesting the Board’s consideration for
claims. The Violent Crimes Compensation Board requests that you please do not vote to
enact Senate Bill 22.

The Violent Crimes Compensation Board thanks you for your consideration on this
matter.

Respectfully,
/ X usoch.

Gerad G. Godfrey
Chair



A LA SKA STATE LEGISLATURE

SENATOR GRETCHEN GUESS

Memorandum

Date: April 11,2003

To: Senator Ralph Seekins
Chair, Senate Judiciary Comir.ittee

From: Senator Gretchen Guess

Re: Hearing Request

Please consider this a formal request for a hearing of Senate Bill 22, “A// Act limiting thefactors
that may he considered in making a crime victims' compensation award in cases ofsexual

assault or sexual abuse ofa minor."

SB 22 will ensure compensation is not denied based on considerations of provocation, the use of
alcohol or drugs, or the prior social history of the victim. It retains the current language for

compensation criteria for all other crimes.

If you have any questions regarding SB 22 please feel free to contact me or my aide Maridon
Boario at 2435.

Thank you very much for your consideration.

January-May: State Capitol « Juneau, AK 99801-1182 « (907) 465-2435 « Fax (907) 465-6615
June-Deccnibcer: 716 W, 4th Avenue ¢ Anchorage, AK 99501* (907) 269-0120* Fax (907) 269-0122
Senal)i_Greiehen_Cucss(a)lcgis.state.ak.us



A LA SKA STATE LEGISLATURE

SENATOR GRETCHEN GUESS

Sponsor Statement
SB 22

"An act limiting thefactors that may he considered in making a crime victims’compensation
award in cases ofsexual assault or sexual abuse ofa minor.”

When the state established Victims’ Compensation Board over 20 years ago, it ensured the victim’s role
in the crime would be considered, For example, if someone started a bar brawl and was hurt, their case

could be denied by the Victims” Compensation Board.

The unintended consequence of this language was child abuse and sexual assault victims could be denied
funding if the board found them to have contributed lo the circumstances of the crime. For example, a
victim of sexual assault could be denied because they were drinking the night of their sexual assault.

Implying a victim of sexual assault somehow deserved or played a role in being victimized is in direct
opposition to what we believe as a community - a victim of child abuse or sexual assault has not done

anything to bring the crime on him or herself.
Toward fixing this unintended consequence, the language of this bill does the following.

» Ensures compensation is not denied based on considerations of provocation, the use of alcohol or
drugs, or the prior social history of the victim.

» Retains the current language for compensation criteria for all other crimes.

The victim’s compensation board is funded 60 percent by state government and 40 percent by federal
government. The 60 percent from the state government comes from garnishing felon’s permanent fund
dividend checks. Given the nature of the funding mechanism, the fiscal note from the Department of

Public Safety will be zero.

January-May: Slate Capilo! =Juneau. AK 99X01-11X2 =(907)465-2435 =Fax (907)465-6615
June-Deecmber: 716 \V. 4lh Avenue =Anchorage, AK 99501* (907) 269-0120* Fax (907) 269-0122
Senator.Grectclien_Guess@legis.slalc.ak.us


mailto:Grctclien_Guess@legis.slalc.ak.us

A LA SKA STATE LEGISLATURE

SENATOR GRETCHEN GUESS

Sectional Analysis
SB 22

"An act limiting thefactors that may he considered in making a crime victims' compensation
award in cases ofsexual assault or sexual abuse ofa minor. ”

Section L Amends AS 1S.67.080 (Awarding Compensation) (c) by adding language

prohibiting the consideration of provocation, the use of alcohol or drugs, or the

prior social history of the victim, in the case of sexual assault or sexual abuse of
minor.

January-May: Stale Capitol =Juneau, AK 99X01-1182 =(907) 465-2435 =Fax (907) 465-6615

June-Dcccmber: 716 W. 4lh Avenue =Anchorage. AK 99501 =(907) 269-0120* Fax (907) 269-0122
Scnulor_Grctchen_Gucss<ss>lcgis.xtulc.uk.us
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STATE OF ALASKA Fiscal Note Number:

2003 LEGISLATIVE SESSION Bill Version: SB22
( Publish Date:

Revision Date/Time (Note if correction): Dept. Affected: Public Safety
Title An act limiting the factors that may be considered 'BRU Violent Crimes Comp. Board
in making a crime victims' compensation award in Component Violent Crimes Comp. Board
Sponsors Senators Guess
Requester Senate State Affiars Committee Component No. 163
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment
Land &Structures
* * « - . .
Grants & Claims
Miscellaneous
TOTAL OPERATING ’ : - : ) )
CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0
CHANGE IN REVENUES ( ) 0.0 0.0 0.0 0.0 0.0 0.0

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
* *
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)
* *
TOTAL

Estimate of any current year (FY2003) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governors FY 2004 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate pac/e it necessary)
'Indeterminate fiscal note

Phone (907) 465-5525

Prepared by: Susan L. Browne

Division Violent Crimes Compensation Board Date/Time 4/10/03 3:27 PM
Approved by: William Tandeske, Commissioner Date 4/10/2003
Agency Department of Public Safety
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tvkidra W omeki'S Coalition
WORKING TOGETHER TOWARD A BRIGHTER FUTURE

APR 2 1 2003

Senator Ralph Sedans
Room 125

State Capitol

Juneau, AK 99801-1182

April 14, 2003

Senator Seekins,

As the chairperson ofthe Senate Judiciary Committee, 1 would like to take this
opportunity to ask for your support with Senate Bill 22, which is currently being
reviewed by your committee. Thank you for your continued support.

Sincerely,
i A -

Zachary J. Fansler
Legal Advocate, Tundra Women’s Coalition

Post-It* Fax Note 7671 Data pagoe* 4,
From J-r
cyoem ~ c < Juniiru k/owif-« CmilJ
Phono« qo1 PhoHB# £701.shz,?WH
Qu/ faxn <9075V 3. s7s~

x 1537 « 250 6th Avenue e Bethel. Alaska 99559
Business (907) 543—3444 Crisis Line (BOO) 478-7799 mkax (9Q7) $43-3752
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SPONSOR STATEMENT Kegah

Kateha

. Kemiaott

Senate Bill 24 Lde

An Act providing special absentee ballots for voters in remote areas N&c{mén

LTty

o : : _ ae Mndunira

SB 24 offers a voter living in a remote location the opportunity to vole using the 60-day IJn_e\,iiIla@

special advance absentee ballot. In current statute, only voters living, working or Lla'!\f'

traveling outside of the United States are eligible for a 60-day special advance absentee I\/g/m'rml

ballot. However, voters living in extremely remote areas are sometimes disenfranchised I\fI1 lin 3 I
by conditions beyond their control. Distance, terrain and natural conditions have
prevented voters from receiving by-mail ballots or reaching a polling place. SB 24 will

dramatically increase the window of opportunity to vote. Mﬂr ldail |a

Mnin

Voters in urban areas have multiple voting options, including voting in person or at ,\Hm

absentee voting stations at university campuses and airports. However, most voters in Norera

remote areas of the state can only vote by mail. The Division of Elections mails absentee I\hl\llllf(rjg/

ballots approximately 14 to 15 days before each election. If a remote voter’s mail does Nian

not reach them in time, or they cannot reach a post office, they are unable to participate in Rairt r
the election. Polk Inlet

Pat Alie

- - - . -ge - - - mtmm
Voting is the fundamental method citizens utilize to participate in our democracy. The Knm piirc,
o . Bl Ll

health of our democracy rests on the participation of every Alaskan. While some may Y
take that right for granted, there are others who listen in frustration as the election returns Rﬁs.msl\@&

come in over the radio, hindered by factors beyond their control from making their vote g@g,\w

count. aca

Seamue

Severs Mllap

SB 24 assists Alaskan voters in remote areas of the state to exercise their right to vote. gg
The Division of Elections already distributes the 60-day special advanced absentee ballot laknira
to voters outside of the U.S., and the remote voters who would benefit from this hill ore =

uniquely identified within their voter registration system. This legislation will not he Tdilidk

e . . N . Tadira

difficult to implement and will address the concerns of the public interest litigants who Tdich
have filed suit against the state in order to obtain special advance absentee ballots, Lerelice Sings

Iedlnh“dlﬁl(

I respectfully request your consideration and support of SB 24. '_I'I_crsira
ok

\Aic

MavQe

Wiefdl

WHle Rss
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STATE OF ALASKA Fiscal Note Number:
2003 LEGISLATIVE SESSION Bill Version: SB24 *
O Publish Date:
Revision Date/Time (Note if correction): Dept. Affected; 00G
Title "An Act providing special absentee ballots for BRU Elections
voters in remote areas." Component Elections
Sponsor Senator Lincoln, Davis and French
Requester Senate State Affairs Component No. 21
Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous
00 00 00 00 00 00

TOTAL OPERATING
[CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mentai Health

Other (Specify Type-Do not abbreviate)

TOTAL 00 00 00 00 00 00

Estimate of any currentyear (FY2003) cost: 0.0 _
Mark this box (X) if funding for this bill is Included in the Governor's FY 2004 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
Many of the voters affected by this legislation already request an absentee by-mail ballot. This legislation

simply requires the Division to mail thece ballots 60 days prior to an election allowing additional time for
these voters to receive and return their ballot. Consequently, the Division should be able to absorb the
minimal cost of extending this opportunity to voters in remote areas of the State.

Phone 465-5347
Date/Time 3/14/C3 9:19 AM

Date *4/2003

Prepared by: Lauri Allred. Administrative Officer
Division Division of Elections

Approved by: Linda Perez, Administrative Director
Agency Office of the Governor, Administrative Services

(Rovisod 9/2002 OMO) Page lof 1



TAT E O F ALAS KA // Division of Elections

P.O. Box 110017
/ Juneau Alaska 99811-0017

f OFFICE OF THE LT. GOVERNOR / E

SR (

Senate Bill 24
"An Act providing special absentee ballots for voters in remote areas"

Summary Statement by the Division of Elections
Senate State Affairs Committee
March 18, 2003

This bill amends AS 15.20.082(a) to require the Director of Elections to prepare
special absentee ballots for voters who live in a remote area of the state where
distance, terrain, or other natural conditions deny the voter reasonable access lo a

polling place.

The Division of Elections supports SB24.

Supporting Statements:

¢ The Division has already identified these voters because they are permanent
absentee voters (PAVs) who apply for an absentee by-mail ballot.

¢ If this legislation passes, the ballot the Division would prepare for these voters
is its standard Special Advance Absentee Ballot mailed to overseas Alaskan
voters 60 days before a statewide election.

¢ The Division mails regular absentee ballots approximately 14 days before a
statewide election. SB24 would allow these voters to obtain the same advance

absentee ballot privilege afforded many other Alaskan voters.

The Division of Elections appreciates the opportunity to comment on this bill.



Division of Elections

P.O. Box 110017

Juneau, Alaska 99811-0017
OFFICE OF THE LT. GOVERNOR PHONE (907) 465-4611

February 16, 2001

The Honorable Georgianna Lincoln
Senator, Alaska State Legislature
State Capitol, Room 11

Juneau, Alaska 99801

Dear Senator Lincoln:

Thank you for allowing the division to comment on Senate Bill 87. The division
supports your efforts in assisting Alaska voters in remote areas of the state to

exercise their right to vote.

Senate Bill 87 expands the allowable use of the 60-day special advance ballot to
Alaskans in remote locations. This will allow additional time for these voters to

receive their ballot.

Thank you for proposing this legislation. We believe it will have a positive impact
for voters in Alaska's most remote areas.

Sincerely,

Gail Fenumiai
Election Programs Specialist
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STATE OFALASKA &aemers
675 7th Avenue, H3
Fairbanks, AK 99701-4694

OFFICE OF THE LT. GOVERNOR PHONE (907) 451-2835

May 4,2001

The Honorable Georgianna Lincoln
Senator, Alaska State Legislature
State Capitol, Room 11

Juneau, Alaska 99801

Dear Senator Lincoln:

As the Region lll Elections Supervisor, 1 am responsible for voter registration and
election management throughout Interior Alaska and Prince William Sound. Your office
requested information regarding areas in my jurisdiction that would benefit by the

passage of SB 87.

I have over 1,000 voters living in remote areas that have been classified as permanent
absentee voting areas. Some of these voters live In areas such as th9 Kantishna River,
Cosna River. Holltna River, Takahula Lake, Inlakuk Lake. Tolovana Rlve?rChamJaiar’
l.ake. WieiL-ake, Flat. Chlsana. Haalv Lake7andFtheTaregs that do not hllveraflular
mail service. Without regular mail service, these voters have an extremely hard time
exercising their right to vote due to the absentee ballot timeframes established in

Alaska law.

Each election cycle Ireceive requests from voters residing in remote areas to obtain an
absentee ballot eariy because of their limited ability to receive mall. Currently, the
division malls ballots approximately three weeks before each election for regular
absentee voters. Without regular mail service, many of the voters living In remote areas
cannot receive their ballot In time to vote. SB 87 would allow voters living Inthese
remote areas to obtain an advance absentee ballot Just like the advance ballot

privileges afforded to overseas voters.
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TONYKNOWLES. GOVERNOR

OFFICE OF THE LT. GOVERNOR DIVISION OF ELECTIONS

P.0. BOX 110017
JUNEAU. ALASKA 99811-0017
PHONE: (907)465-4611

January 22,2002

The Honorable Georgianna Lincoln
Senator, Alaska State Legislature
Stale Capitol, Room 11

Juneau, Alaska 99801

Dear Senator Lincoln:

After the first hearing of Senate Bill 87 in the Senate State Affairs Committee, questions
arose concerning the term "reasonable.” | would like to provide to you with more
information about permanent absentee voters.

The permanent absentee voters who would benefit from this bill are uniquely identified
within our voter registration system. A voter may only be designated in permanent
absentee status by a regional election supervisor. The conditions under which a voter
may be designated as such are outlined in 6 AAC 25.650. This regulation has been in
place since 1990. The division can assure you that there is no abuse of this system.

Although a voter is designated as a permanent absentee voter, they must complete an
absentee by-mail ballot application prior to receiving any ballot. The designation of
permanent absentee status alerts the regional election supervisors that these voters must
be sent an absentee by-mail application per the schedule set out in 6 AAC 25.650.

Again, thank you for your efforts in promoting this legislation.

.. Sincerely,

Gail Fenumiai
Election Administrative Supervisor
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4 file suit for m ore time on absentee

ballots

Friday, August 23, 2002

By DAN JOLING
THE ASSOCIATED PRESS

ANCHORAGE - A Talkeetna homesteader and three other Alaskans filed
suit Thursday seeking more time to receive and send in absentee ballots.

The public interest lawsuit was filed in Anchorage Superior Court on
behalf of Judy M. Price and three others who said the window of
opportunity for voting absentee is too narrow and that hazardous
conditions prevent rural voters from picking up or mailing in ballots.

"If you're weathered in where you can't travel, you've been
disenfranchised,” said Valdez attorney Tim Cook, the lead attorney on the

case.

The state Division of Elections had no comment on the suit.
Absentee ballots are mailed out about three weeks before the election.

The plaintiffs want the same time allowances as Alaskans who say they
may be out of the country on Election Day. Those voters receive "special
advance absentee ballots™ sent out 60 days ahead of the election.

Cook said the plaintiffs in the past have been unable to obtain and return
a regular absentee ballot within the allotted time frame.

Price lives 20 trail miles from Talkeetna, according to the lawsuit. Two
years ago, according to her affidavit, dangerous freeze-up conditions
prevented her from traveling to the Talkeetna post office to obtain the
ballot until after the November 2000 election. She said it's likely the same

thing could happen this year.

She said that she tried this year to obtain a special advance absentee

ballot but was turned down.

Sen. Georgianna Lincoln, a Rampart Democrat, filed a bill in 2001 to allow
special absentee ballots for rural voters, a bill supported by the Division .
of Elections. The bill died at the end of the session.

Plaintiff Denis Ransy lives 12 trail miles from Talkeetna and said in court

iof2 2/24/2003 5:30 P M
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documents that travel to his homestead can be dangerous until water
bodies are securely frozen. Freezing temperatures usually begin in
mid-October, he said, and on several occasions he has been unable to

obtain his absentee ballot.

Attorneys asked for expedited proceedings so the lawsuit can be decided
in time for the general election on Nov. 5. Cook said that should be

possible.

"From a legal perspective, | don't believe there are any factual issues
involved,"” he said.

The court action will not affect the primary next week.

"Our plaintiffs don't want to upset the process,” Cook said.

All contents ©Copyright 1997-2003 Juneau Empire. Morris Digital Works & Morris Communications Corporation
Contact Us | About Us | Privacy Policy | <SCRIPT LANGUAGE="JavaScrlpt" TYPE="text/Jav Advertising Information

2/24/2003 5:30 PM



Subject: [Fwd: Absentee Voting]
Date: Tue, 24 Sep 2002 14:00:00 -0800
From: Senator Georgianna Lincoln <Senator_Georgianna_Lincoln@legis.state.ak.us>

To: Sara Boario <Sara_Boario@]legis.state.ak.us>

Subject: Absentee Voting
Date: Fri, 20 Sep 2002 15:43:04 -0800
From: "Buck and Charlene Stewart" <bcstewart@ customcpu.com>

To: <senator_georgianna_lincoln@legis.state.ak.us>
CC: "Senator Lyda Green" <Senator_Lyda_Green@legis.state.ak.us>

Dear Senator Lincoln:

My husband and 1 have an ongoing problem each year in regard to getting our
ballots for the November General Election, We have a cabin on Kodiak Island
where we go each year during the latter part of October and the first part
of November. While we are there, we have no mail service. In our
conversations with the Division of Elections, we have learned that, if we
were to be outside the country, we could receive an overseas ballot, but
that, even though overseas ballots are available RIGHT NOW, the Division, by
statute is not allowed to send any to us. We will be going ot Kodiak this
year on October 13th, which 1is before the regular absentee ballots are
mailed and before we can vote in person at any location. We understand that
you have been doing some work on changing the statute (Title 15, Section
15.20.082) and would like you to know that we support your effort in this
direction and hope chat you will soon be successful in bringing about a
change which will all overseas ballots to be sent to any Alaska resident who
is unable to obtain ballots or vote within the present structure.

Would appreciate it very much if you would keep us up to date on this 1issue.

Thank you very much.

Buck and Charlene Stewart
P. 0. Box 1007

Willow, AK 99688

(907) 495-6527

i is*

v

lof 9/25/2002 4:53 PM
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TOLOVANA ROADHOUSE
TOLOVANA, ALASKA
BOX 281
NENANA,ALASKA 99760
PHONE/FAX 907.832.5258
EMAIL- tolovana@ pocketmail.com

Senator Georgiana Lincoln
State Capitol Bldg.
Juneau AK 99801

1/30/01

Dear Senator,

Thank you for attending to the legislation that will allow our family to vote in the fall
elections.

The issue that started the letter to you on this matter was the presidential election this
fall, coupled with a late freeze up. We couldn"t get across the Tolovana to Manley Hot
Springs (our normal polling place) or across the unfrozen lakes and sloughs to
Nenana to vote a question ballot ( I'm not sure if they would have let us vote that way
anyhow}. We know it has happened to our neighbors up the Kantishna in the past.

It is frustrating to listen to the election returns on the radio knowing you weren't able to
participate. By extending the scope of the 60 day overseas absentee ballot many
disenfranchised Alaskans living in the bush will be able to exercise their right to vote.


mailto:tolovana@pocketmail.com

@ Mar. 11 2001 08:56Pf1 PI
FAX NO. < 90703252S9
FROM :- ROUGHJOCDS 1W

Ruth M and Larry E. Coy
P.O. Box 515
Nenana, Alaska 99760

Dear Senator Lincoln,

* We are writing to you in suppoit of Senate Bill 87. We support this bill because of
the fact that Larry chartered a flight in to town to vote on a subject that we
considered important. This charter flight cost us $525.00. Even though what we had
voted on did not pass at least we voted on the subject. Ifthere was a 60 day
window for absentee ballots instead of the 30 days it would be of considerable help

to the bush residents and they would be able to cast their ballots on important
ISsues.

Sincerely,
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An Act providing special absentee ballots for voters in remote areas KI%
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SB 24 offers a voter living in a remote location the opportunity to vote using the 60-day Line Milace
special advance absentee ballot. In current statute, only voters living, working or Lag §ad

traveling outside of the United States are eligible for a 60-day special advance absentee  Nmkonen Lake
ballot. However, voters living in extremely remote areas are sorr limes disenfranchised MreyHj™," &®
by conditions beyond their control. Distance, terrain and natural conditions have

prevented voters from receiving by-mail ballots or reaching a polling place. SB 24 will Medio

dramatically increase the window of opportunity to vote. Milr I”Glﬂ
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Voters in urban areas have multiple voting options, including voting in person or at MJ\GHII%;;

absentee voting stations at university campuses and airports. Plowever, most voters in Nerera

remote areas of the state can only vote by mail. The Division of Elections mails absentee l\hm

ballots approximately 14 to 15 days before each election. If a remote voter’s mail does NLiaid

not reach them in time, or they cannot reach a post office, they are unable' to participate in Pdrt%j«?!r

the election. Palk Inlet

Rart Alice
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Voting is the fundamental method citizens utilize to participate in our democracy. The Rampart

S . Red Dl

health of our democracy rests on the participation of every Alaskan. While some may . _Rby

take that right for granted, there are others who listen in frustration as the election returns Rﬁla’lsl\@ﬁ

come in over the radio, hindered by factors beyond their control from making their vote Skg/\ﬂ/

count. e

Setmue

Seves Mllage

SB 24 assists Alaskan voters in remote areas of the stale to exercise their right to vole. R‘g

The Division of Elections already distributes the 60-day special advanced absentee ballot Triotra

to voters outside of the U.S., and the remote voters who would benefitfrom this bill are T%

uniquely identified within their voter registration system. This legislation will not be Taiitlek

difficult to implement and will address the concerns of the public interest litigants who '[Ia_lellllg

have filed suit against the state in order to obtain special advance absentee ballots. Torekec Sings

Tcﬂlnh“qll_gw(

I respectfully request your consideration and support of SB 24. '_I'I_Lrsira
ia
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Senator Fred Dyson

MEMORANDUM

April 17, 2003

To: Senator Ralph Seekins, Chair
Senate Judiciary Committee

From:  Senator Fred Dyson

RE: Request for Hearing SB 30

I respectfully request a hearing in the Senate Judiciary Committee for SB 30 (Abortion: Informed
Consent; Information). In addition to the attached materials, | would be glad to answer any
questions that may arise, as would my staff, Jason Hoolcy (ext. 3762). Thank you for your

consideration.

During Session (lanuary-May): Alaska Slate Capitol ¢ luneau. ’’aska 99801 e« (800) 342-2199 « (907) 465-2199 « (907) 46S-4S87 iax
During Interim (lune-Dccember): 10928 Eagle River Road « Eagle River, Alaska 9957/ « (907) 694-6683 « (907) (>94-1015 iax
Senalor.Fred.Dyson@Legis.slatc.ak.us * wsvsv.akrepublicans.org


mailto:Senalor.Fred.Dyson@Legis.slatc.ak.us

Senator Fred Dyson

SB 30
SPONSOR STATEMENT

"An Act relating to information and services available to pregnant women and other
persons; and ensuring informed consent before an abortion may be performed, exceptin

cases ofmedicalemergency. "

Since the early 1970’, Alaskan physicians who perform or induce abortions are required, in
regulation, to inform patients “of the medical implications and die possible emotional and physical
sequelae of the procedure” (12 A.A.C. 40.070). SB 30 raises diesc regulations into statute, and
standardizes die information presented to the patients by means of a website maintained by die
Department of Health and Social Sendees. This website will list accurate, objective information diat
explains resources available to a pregnant woman diat may assist her in malting and implementing
her own reproductive decisions. This bill will enable women to make hcaldiy, educated choices
regarding their own individual and private circumstances.

During Sesson (lanuiaiy-Vey): Aaska Side Capitd » luncau, Aagka 99801 » (800) 342-219 » (907) *165-2199 » (907) 465-4S87 iax
During Inenm (lunc-Docomban): 10028 Eege Rvt "ced « Eage Rve, Alaska 99577 « (907) 69-1-6683  (907) 691-10S TAX
Sereior.FodDysonit -ogsdacakus » winvakqubicars.ag



