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DRAFT A Resolution Concerning the Use of Credit Information in Personal
Insurance

Summary

This resolution opposes any state laws or regulations that ban or impose significant limits on the use of
credit information in personal insurance rating and underwriting decisions.

Model Resolution

WHEREAS, insurance is the most important area of economic activity regulated almost entirely at the
state level in the United States and;

WHEREAS, a functioning insurance market depends on the fair, effe ﬁtlye use of data r@nt to risk;

WHEREAS, studies by the Federal Trade Commission, the Te epartment of i; nce and

academic researchers at the University of Pennsylvania and iversity ound that credit
scores correlate strongly with personal insurance claims b ior;

WHEREAS, there is no evidence that the use of cr c @;n ¢ insurance rates unfairly
impacts groups identified by age, race, sex, or an)K er ca rotected by law;

WHEREAS, used properly, credit based i 1n ce Cs@ shou one, among many factors, that an
insurer uses to set an insurance rate

WHEREAS, credit 1nf0rmat10 e J ctor 1nvolved in an insurance rating or
underwriting decision without c erat1

WHEREAS, the prepo détat e 0 1@ id @Eveals that allowing insurers to use credit based
insurance scores in det ng i nce results in lower rates for the majority of consumers and
fairer rates for all;

WHEREAS, any disparate impac stm of the use of credit under the Fair Housing Act should not,
consistent with the McCarran-Her son Act, impair, invalidate or supersede any state law regulating the
use of credit, including the filed rate doctrine under state court decisions;

WHEREAS, the Natiéil%onference of Insurance Legislators (NCOIL) has drafted, approved and
periodically updated a Model Act Regarding the Use of Credit Information in Personal Insurance;

WHEREAS, twenty nine (29) states have adopted the NCOIL model or statutes functionally equivalent
to it.

THEREFORE, BE IT RESOLVED that the American Legislative Exchange Council (ALEC)
commends and endorses the current version of the NCOIL Model Act Regarding the Use of Credit
Information in Personal Insurance attached hereto;



47  BE IT FURTHER RESOLVED that ALEC endorses the reasonable use of credit information in

48  personal insurance rating and underwriting;

49

50 BE IT FURTHER RESOLVED that ALEC opposes any state laws or regulations that ban or impose
51  significant limits on the use of credit information in personal insurance rating and underwriting

52 decisions.
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MODEL ACT REGARDING USE OF CREDIT INFORMATION
IN PERSONAL INSURANCE

Adopted by the Property-Casualty Insurance and Executive Committees on November 22, 2002.
Readopted by the Property-Casualty Insurance Committee on November 17, 2005, and Executive
Committee on November 19, 2005.

Amended on July 12, 2009, to expand on extraordinary life circumstances provisions.
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Section 1. Short Titl \Q OO s\o

This Act may be called the Model Act R@Kdzng Use of Credit Information in Personal Insurance.

The purpose of this Act is g)egulate the use of credit information for personal insurance, so that
consumers are afforde protections with respect to the use of such information.

Section 3. Scope &

This Act applies to personal insurance and not to commercial insurance. For purposes of this Act,
“personal insurance” means private passenger automobile, homeowners, motorcycle, mobile-homeowners
and non-commercial dwelling fire insurance policies [and boat, personal watercraft, snowmobile and
recreational vehicle polices]. Such policies must be individually underwritten for personal, family or
household use. No other type of insurance shall be included as personal insurance for the purpose of this
Act.

Section 2. Purpose

Section 4. Definitions
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For the purposes of this Act, these defined words have the following meaning:

A.

Adverse Action—A denial or cancellation of, an increase in any charge for, or a reduction or other
adverse or unfavorable change in the terms of coverage or amount of, any insurance, existing or
applied for, in connection with the underwriting of personal insurance.

Affiliate—Any company that controls, is controlled by, or is under common control with another
company.

Applicant—An individual who has applied to be covered by a personal insurance policy with an
insurer.

Consumer—An insured whose credit information is used or whose insurance score is calculated
in the underwriting or rating of a personal insurance policy or an applicant for such a policy.

*
Consumer Reporting Agency—Any person which, for monetag%e&s dues, or on a @ra‘cive
nonprofit basis, regularly engages in whole or in part in tg @tl e of assembli %f{& valuating

consumer credit information or other information on co ers for the purpo ishing
consumer reports to third parties. @ 6
Credit Information—Any credit-related inform erlv mac eport, found on a

credit report itself, or provided on an apphc or pe ” Information that is not
credit-related shall not be considered " cre eg d of whether it is contained in
a credit report or in an application, or to ¢ € ar@ance score.

Credit Report—Any written, ora@h nlcatlo information by a consumer
reporting agency bearing on a‘consSumer’s.cre 1t ss, credit standing or credit capacity

which is used or expected t sed ected ole or in part for the purpose of serving as
a factor to determine per; insur re L@ eligibility for coverage, or tier placement.

Insurance Score— %ber 0@\ is\derived from an algorithm, computer application,
model, or othe o @c sst le or in part on credit information for the purposes of
predicting th fure ins e los osure of an individual applicant or insured.

Section 5. Use of Credit Informat&.@

An insurer authorized to do b\@% in [insert State] that uses credit information to underwrite or rate
risks, shall not:

A.

Use an insur; ;g:@ore that is calculated using income, gender, address, zip code, ethnic group,
religion, marital status, or nationality of the consumer as a factor.

Deny, cancel or non-renew a policy of personal insurance solely on the basis of credit
information, without consideration of any other applicable underwriting factor independent of
credit information and not expressly prohibited by Section 5(A).

Drafting Note: This subsection prohibits an insurer from refusing to insure an applicant,
insured, or other individual seeking insurance coverage because the person’s insurance score
fails to meet or exceed a minimum numeric threshold, unless one or more other applicable
underwriting factors independent of credit information are considered.

Base an insured’s renewal rates for personal insurance solely upon credit information, without
consideration of any other applicable factor independent of credit information.
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D. Take an adverse action against a consumer solely because he or she does not have a credit card
account, without consideration of any other applicable factor independent of credit information.

E. Consider an absence of credit information or an inability to calculate an insurance score in
underwriting or rating personal insurance, unless the insurer does one of the following:

1. Treats the consumer as otherwise approved by the Insurance Commissioner/
Supervisor/Director, if the insurer presents information that such an absence or inability

relates to the risk for the insurer.

2. Treats the consumer as if the applicant or insured had neutral credit information, as defined
by the insurer.

3. Excludes the use of credit information as a factor and use (mly other underwntuﬁrlterla

F. Take an adverse action against a consumer based on credit 1 tion, unless a rer obtains
and uses a credit report issued or an insurance score calc@e within 90 days the date the
policy is first written or renewal is issued. @ 6 O

¢'last time that the
calculates the insurance

G. Use credit information unless not later than eve mont@om
insurer obtained current credit information fo insur 1

score or obtains an updated credit report. rdles e re ents of this subsection:

1. At annual renewal, upon the e consumer's agent, the insurer
shall re-underwrite and re the p ased up a current credit report or insurance
score. An insurer neednot recalc e score or obtain the updated credit
report of a consume fre y than 1n a twelve-month period.

2. The insurer sh. @e the.di etlo@btaln current credit information upon any renewal
before the ths, i 1{w h its underwriting guidelines.

3. No in need @n currl s%‘credlt information for an insured, despite the requirements
of subsection (G)(1), if o thhe following applies:

(a) The 1nsurer®@atmg the consumer as otherwise approved by the Commissioner.

(b) The 1ns@ is in the most favorably-priced tier of the insurer, within a group of
affiliated insurers. However, the insurer shall have the discretion to order such
,Q@st, if consistent with its underwriting guidelines.

(c) Credit was not used for underwriting or rating such insured when the policy was
initially written. However, the insurer shall have the discretion to use credit for
underwriting or rating such insured upon renewal, if consistent with its
underwriting guidelines.

(d) The insurer re-evaluates the insured beginning no later than 36 months after
inception and thereafter based upon other underwriting or rating factors, excluding
credit information.

H. Use the following as a negative factor in any insurance scoring methodology or in reviewing
credit information for the purpose of underwriting or rating a policy of personal insurance:
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Credit inquiries not initiated by the consumer or inquiries requested by the consumer for
his or her own credit information.

Inquiries relating to insurance coverage, if so identified on a consumer’s credit report.

Collection accounts with a medical industry code, if so identified on the consumer’s credit
report.

Multiple lender inquiries, if coded by the consumer reporting agency on the consumer’s
credit report as being from the home mortgage industry and made within 30 days of one
another, unless only one inquiry is considered.

Multiple lender inquiries, if coded by the consumer reporting agency on the consumer’s
credit report as being from the automobile lending industry and made within 3 ays of
one another, unless only one inquiry is considered. ¢

Section 6. Extraordinary Life Circumstances

A. Notwithstanding any other law or regulation, an i @ that redit j

written request from an applicant for insurance ge 0 insure
exceptions to the insurer's rates, rating classi p ny
erlen

rules or guidelines for a consumer who h
directly influenced by any of the follo@ Vent

L.

2.

O

ation shall, on

vide reasonable
acement, or underwriting
edit information has been

(\

Catastrophic event, as dec by th@eral % government

Serious illness or 1m@r seri Qnes@]ury to an immediate family member

Death of a sg{i@v\%ﬂd rent @

Dlvorcégr u@\tem—*@ of legally-owed alimony or support payments
Identity theft 5@

Temporary loss @Qoyment for a period of 3 months or more, if it results from
involuntary termindtion

Militw%ment overseas

Other events, as determined by the insurer

B. Ifan applicant or insured submits a request for an exception as set forth in Section 6(A), an
insurer may, in its sole discretion, but is not mandated to:

L.

Require the consumer to provide reasonable written and independently verifiable
documentation of the event.

Require the consumer to demonstrate that the event had direct and meaningful
impact on the consumer’s credit information.

Require such request be made no more than 60 days from the date of the application
for insurance or the policy renewal.



4. Grant an exception despite the consumer not providing the initial request for an
exception in writing.

5. Grant an exception where the consumer asks for consideration of repeated events or
the insurer has considered this event previously.

C. An insurer is not out of compliance with any law or rule relating to underwriting, rating, or rate
filing as a result of granting an exception under this section. Nothing in this section shall be
construed to provide a consumer or other insured with a cause of action that does not exist in the
absence of this section.

D. The insurer shall provide notice to consumers that reasonable exceptions are available and
information about how the consumer may inquire further.

*
E. Within 30 days of the insurer’s receipt of sufficient documenta‘%ne’of an event desc@%
Section 6(A), the insurer shall inform the consumer of th c@ of their requi
reasonable exception. Such communication shall be in v%ing or provided to é@pphcant in the
same medium as the request. 6 O

RN
Section 7. Dispute Resolution and Error Correction ®®' @, @

If it is determined through the dispute resolutlon s set n th al Fair Credit Reporting Act,
15 USC 1681i(a)(5), that the credit informatio curre tinstred correct or incomplete and if the
\{ém

insurer receives notice of such determinatio consuner reporting agency or from the
insured, the insurer shall re-underwrite a rate t ec nsumer 30 days of receiving the notice.
After re-underwriting or re-rating the surer ke any adjustments necessary,
consistent with its underwriting an es. If urer determines that the insured has
overpaid premium, the insurer s 'nsg@le amount of overpayment calculated back to

the shorter of either the last 1 actual policy period.

Section 8. Initial Not'&& QO S\OK

A. If an insurer writing personal in ce uses credit information in underwriting or rating a
consumer, the insurer or its hall disclose, either on the insurance application or at the time
the insurance application j n, that it may obtain credit information in connection with such
application. Such dis¢lo shall be either written or provided to an applicant in the same
medium as the applicatien for insurance. The insurer need not provide the disclosure statement
required under thi@tion to any insured on a renewal policy, if such consumer has previously
been provid@closure statement.

B. Use of the following example disclosure statement constitutes compliance with this section: “In
connection with this application for insurance, we may review your credit report or obtain or use
a credit-based insurance score based on the information contained in that credit report. We may
use a third party in connection with the development of your insurance score.”

Section 9. Adverse Action Notification

If an insurer takes an adverse action based upon credit information, the insurer must meet the notice
requirements of both (A) and (B) of this subsection. Such insurer shall:

A. Provide notification to the consumer that an adverse action has been taken, in accordance with the
requirements of the federal Fair Credit Reporting Act, 15 USC 1681m(a).
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