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The Center for Economic Justice on
Proposed Amendments to WAC Chapter 284-24A
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December 16, 2004

The Center for Economic Justice applauds Commissioner Kreidler for moving forward
with a regulation to require insurers to provide meaningful information to consumers who
are the victims of insurers’ use of consumer credit information.
The insurers’ opposition to your proposed rule is part of a decade-long pattern by insurers
of hiding their credit scoring practices from regulators and the public. We are always
amazed at the bitter resistance of insurers to informing consumers about their use of
credit scoring. Their reaction to this modest and reasonable rule is no exception.
The fact is that current information provided to consumers about insurance credit scoring
provides little assistance to consumers in either understanding how credit scoring is used
or whether there has been an error by the insurer in the process.
Insurers claim time and again that consumer embrace credit scoring and that there are few
complaints from consumers. It is easily shown that these claims are lies. If consumers
are so accepting of credit scoring, why is that not one single insurer advertises its use of
credit scoring? Allstate and Progressive – the most intensive users of consumer credit
information – advertise discounts for safe drivers, but never try to solicit customers by
advertising a discount for a good credit score.
The recent broker fee scandal uncovered by New York Attorney General Spitzer lays
waste to the claim about consumer complaints. Mr. Spitzer found widespread big rigging
in what was supposed to be the most competitive of insurance markets. Despite the
involvement of many insurers, brokers and commercial buyers, there was not one
complaint. Clearly, market conduct abuse can – and does – occur in the absence of
consumer complaints.
The fact is that insurers’ use of credit scoring is still a black box, still inherently unfair
and contrary to the public policy goals for insurance. The reason that insurers continue to
resist disclosure of the models and the factors in those models is that once policy makers
and the public see inside the black box, it becomes obvious that credit scoring has
nothing to do with financial responsibility and everything to do with financial status.
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We won a small battle in Texas in 2003 when the Texas Legislature required insurers to
file their credit scoring models with the Department of Insurance and declared those
models to be public information. I am including a few of the models filed in Texas with
my testimony placed into the public record so the people of Washington State can see
what factors are actually in the model and can see that paying bills on time has far less
importance that economic status.
We urge you to reject the sham arguments by insurers that somehow consumers will not
benefit from learning what information in their credit report caused them to receive a
lower credit score and higher rates. This is the same industry that did not want to let
regulators see credit scoring models for years and only agreed to do so when their use of
credit scoring was threatened. These are the same credit scoring vendors who fought
against allowing consumers to see their own credit scores because it would “confuse” the
consumer – and then turned around and started selling the scores to consumers. When
you hear insurers argue that additional information will confuse or mislead consumers,
you know the insurers are desperate to hide what they are doing. According to insurers,
consumers have no problem understanding the intricate legal nuances of a lengthy
insurance contract, but would somehow encounter brain lock if they knew what
information in their credit history was being used against them. Such arguments should
be summarily dismissed.
We also urge you to reject the argument that the proposed amendments require insurers to
get into “the credit counseling business.” This is truly twisted logic. Somehow it is okay
for an insurer to rely on a consumer’s credit information to underwrite and/or rate the
consumer’s personal lines insurance policies, but to require the insurer to explain how it
used that credit information goes too far? The proposed amendments have nothing to do
with credit counseling and everything to do with insurers taking responsibility for their
decision to use consumer credit information. End of story.
We ask you not to allow insurers to hide behind third party vendors to evade their
responsibility to inform consumers of their (insurers’) use of credit information. Some
insurers have argued that they cannot provide the necessary information to consumers
because they rely on models produced by third party vendors and on third party vendors
to pull the credit information and calculate the insurance scores. It is simply
unacceptable for insurers to use third party vendors to hide activities that the insurer
could not hide if it carried out the same activity itself. The simple fact is that it is insurers
who use the credit information and it is insurers who are responsible for meeting the
requirements of state and federal law regarding the use of consumer credit information in
underwriting insurance. If the third party vendors of scoring models and score
calculations have put insurers into a difficult position to comply with state law, then the
third party vendors need to help the insurers out. This is precisely what scoring model
vendors Fair Isaac and ChoicePoint have done by creating and filing scoring models
tailored to the specific requirements of each state.
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Suggestions for Proposed Rule
We start with section 24A-010 because it contains the most important changes. The
purpose of these changes is to require insurers to provide more meaningful disclosure to
consumers about the specific information in the consumer’s credit report (or absence of
information) that caused the adverse action. We suggest the following changes, noted in
bold underline. The proposed amendment is shown in strikethrough and regular
underline:
WAC 284-24A-010 What must an insurer tell a consumer when it takes an adverse
action?
(1) An insurer must tell a consumer about significant factors that adversely affect the
consumer's credit history or insurance score. As many as four factors may
be needed to explain the adverse action.
(2) An insurer must explain what significant factors led to an adverse action in clear and
simple language. The explanation must provide the consumer the reason(s) that their
credit history has adversely affected their:
(a) Eligibility for insurance;
(b) Terms of coverage, including payment plan eligibility; or
(c) Ability to buy insurance at the lowest premium or rate.
(3) ((An insurer may choose to tell consumers which factors positively affect a
consumer's credit history or insurance score.)) The insurer is responsible for making sure
that the reason(s) an adverse action occurred is written in clear and simple language, even
if the reason(s) is provided to the insurer by a vendor. An insurer shall identify each of
the three categories of adverse action in (2) that occurred. An insurer shall identify
the three most important factors, in descending order of importance, preventing a
consumer from receiving a more favorable insurance score. For purposes of this
disclosure, “important” means the greatest contribution to a less favorable score or
evaluation for the consumer. The factors shall be identified with sufficient
specificity that a consumer can identify the factors on a standard credit report. In
addition, when providing the three most important factors to the consumer, the
insurer shall provide both the value for that factor used by the insurer in calculating
the consumer’s insurance score and the optimal value for the particular factor in
the scoring model used.
Discussion:
Insurers take adverse actions in ways other than denying coverage and/or charging a
higher rate. An adverse action occurs when an insurer fails to offer the most favorable
terms of coverage, including requirements for higher deductibles or lower amounts of
coverage or ineligibility for certain endorsements. An adverse action also occurs when
an insurer denies a consumer the most favorable payment plan option. This is a
particularly critical issue for insurance availability for low income consumers.
Consequently, we suggest adding the third type of adverse action in section 2.
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We believe that insurers need more specific guidance about how to present information to
consumers such that consumers will comprehend the information. Our proposed
language sets out that specific guidance – ability of the consumer to identify the relevant
factor or information on a standard credit report and providing the consumer with the
value of that factor used by insurer compared to the optimal value of the factor in the
scoring model. This is very similar to the approach used by Progressive at one point, as
shown in Attachment 1. And as the examples of models used in Texas show, found in
Attachment 2, each model has an optimal value for each factor used.
We suggest the elimination of proposed new section 24A-011 in favor of our proposed
language for section 24A-10. Insurers should be in the position of providing facts to
consumers and not self-serving spin. Consumers can have no confidence in an insurers’
explanation of how to improve a credit score or in industry-sponsored and paid-for
studies that justify insurers’ use of credit scoring.
We also suggest elimination of proposed new section 24A-012 in favor of our proposed
language for section 24A-10. Our proposed language for 24A-10 provides an affirmative
standard for insurers that will accomplish the intent of proposed 24A-12. Proposed 24A012 is problematic because it does not provide an affirmative standard.
In Section 24A-005, we oppose the deletion of ZIP Code as a demographic factor. Since
insurers do not maintain socio-economic characteristics of consumers in their
policyholder data files, any analysis of the impact of credit scoring on certain geographic
area and protected classes of consumers must find a way to merge socio-economic data to
the insurance data. This is typically done by using the average or median socio-economic
characteristics of a geographic area for the policyholders in that geographic area. For
such an analysis, a smaller the geographic area is better. As a geographic area grows in
size, the similarity or homogeneity of the socio-economic characteristics of the residents
of the area decreases. In addition, with smaller geographic areas, the number of data
points for the analysis grows, which leads to a more robust statistical analysis. The
bottom line is that ZIP Code is clearly needed. In the lending arena, demographic data is
collected and analyzed at the Census Tract level. We suggest the following language:
WAC 284-24A-005 What definitions are important to these rules? "Demographic
factors" means the factors listed below if they are used in an insurer's rates, rating tiers,
rating factors, rating rules or risk classification plan:
_ Age of the insured;
_ Sex of the insured;
_ The rating territory assigned to the property locationinsured's primary home
address for residential property insurance and to the vehicle’s garage location for
personal auto insurance; and
_ The ZIPzip Ccode location of the insured property for residential property insurance
and of the vehicle garage for personal auto insurance.assigned to the insured's primary
home address.
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We also suggest that the multi-variate analysis required of insurers also use geographic
location at the ZIP Code level in addition to or in lieu of using rating territory as the
geographic location factor. Since many or most insurers are already using ZIP Code data
to craft their rating territories, the use of ZIP Code in the required multi-variate analysis
will not only provide a more robust analysis of the relationship of credit scoring to
expected losses but will also demonstrate the reasonableness of rating territories used by
insurers. Consequently, in section 24A-050, we suggest that (a)(ii) and (b)(iv) be
changed to create two separate items – Rating territory and ZIP Code
For example, (a) would change to
(i) ((Credit history;)) Insurance score;
(ii) Rating tTerritory and/or location;
(iii) ZIP Code
(iv) Protection class;
We support the addition of new sections 24A-032 and 24A-033. These new sections do
an excellent job of clarifying the difference between information that is confidential and
information that is public.
Finally, we urge the deletion of the following sentence in question 6 of section 24A-065:
“The law does not restrict use of ratios that determine whether an insured is overextended due to actual debt.”
The use of ratios in scoring models has no relationship to being “over-extended.” The
development of a credit scoring model is a data mining exercise and is not based on any
theory relating credit characteristics to expected losses. This phrase should be eliminated
because it implies some problem of the consumer when none may or is likely to exist.
This phrase inadvertently buys into the insurer strategy of blaming the victim of credit
scoring.
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Qualifications of Birny Birnbaum
Birny Birnbaum is a consulting economist whose work focuses on community
development, economic development and insurance issues. Birny has served as an expert
witness on a variety of economic and actuarial insurance issues in California, New York,
Texas and other states. Birny serves as an economic adviser to and Executive Director
for the Center for Economic Justice, a Texas non-profit organization, whose mission is to
advocate on behalf on low-income consumers on issues of availability, affordability,
accessibility of basic goods and services, such as utilities, credit and insurance. Birny has
authored reports on insurance markets, insurance credit scoring, insurance redlining and
credit insurance abuses for CEJ and other organizations. Birny serves on the NAIC
Consumer Board of Trustees.
Birny has worked on insurance credit scoring issues for 13 years as both an insurance
regulator and consumer advocate. Birny has recently authored a report on insurance
credit scoring for the Ohio Civil Rights Commission and served on the Florida Insurance
Commissioner’s Task Force on Credit Scoring.
Birny served for three years as Associate Commissioner for Policy and Research and the
Chief Economist at the Texas Department of Insurance. At the Department, Birny
provided technical and policy advice to the Commissioner of Insurance and performed
policy research and analysis for the Department on a variety of topics. His particular
areas of insurance expertise include:
•
•
•
•
•
•
•

Homeowners and Automobile Insurance Availability and Affordability
Evaluation of Underwriting and Rating Factors, including Credit Scoring
Data Strategy, Collection and Analysis
Analysis of Insurance Markets and Availability
Review of Rate Filings and Rate Analysis
Loss Prevention/Cost Drivers
Regulatory Policy and Implementation

Prior to coming to the Department, Birny was the Chief Economist at the Office of Public
Insurance Counsel (OPIC), working on a variety of insurance issues. OPIC is a Texas
State agency whose mission is to advocate on behalf of insurance consumers. Prior to
OPIC, Birny was a consulting economist working on community and economic
development projects. Birny also worked as business and financial analyst for the Port
Authority of New York and New Jersey. Birny was educated at Bowdoin College and
the Massachusetts Institute of Technology.
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SAMPLE REPORT

Personal insurance credit inquiry
for John Doe
Page 1 of 2

With your permission, Progressive reviews selected information from your credit history when you request a
quote for insurance. Your rate is based on many factors: the car you drive, where you live, the amount and
type of coverage you select, your driving and claims history, and your payment and credit history.

You

Average

48 Months
16

96 Months
21

4

1

2
0

5
0

88%
70%

35%
56%

Months since your most recent auto loan was made

12 Months

4 Months

Credit inquiries you initiated in the past 25 months

5

4

116

100

Experience you have with managing credit
Months you have managed credit
Age at which you first established credit

Number of times a payment was past due more than 30 days
Current payment status of installment loans and
revolving accounts
Number of loans and accounts with a satisfactory current payment record
Number of credit card accounts currently past due more than 30 days

Use of available credit
Percent of available credit limit currently being used on revolving accounts
Percent of available credit limit currently being used on all open accounts

Insurance Credit Score

Your payment and credit history information was obtained from Experian. More detailed information can
only be obtained by you by calling Experian at 1-888-397-3742. You may order a copy of your credit report
free of charge.
Definitions
Installment loans have fixed terms with regular payments, such as a car loan, home loan, student loan, or
personal loan. Revolving accounts have varying payments depending on the balance of the account. This
includes all major credit cards and cards from department stores.

SAMPLE REPORT

Page 2 of 2

Personal insurance credit inquiry
for John Doe
How your insurance credit score is determined
A lower score is better, as it indicates that you have carefully and consistently managed credit over many
years. Consumers who use credit responsibly are statistically less likely to be involved in auto accidents and
may be eligible for lower rates. To determine your insurance credit score, we subtract points for items that
are better than average and add points for items that are worse than average.
Every consumer starts with the same number of points

100

Items better than average:
First established credit at age 16
12 months since last auto loan was made
Total of all better than average items

-10
-7

Items worse than average:
Managed credit for 48 months
2 loans and accounts that are current
88% of available credit in use
5 credit inquiries in the past 25 months
Total of all worse than average items

18
8
4
3

-17

33

Your insurance credit score =

116

100%
80%
You

60%

Average
116
100

40%
20%
0%

0

25

50

75

100

125

150

175

200

Insurance Credit Scores
Consumers who received a quote from Progressive in the past 6 months had an average insurance credit
score of 100.
Your insurance credit score is 116 and is lower than 44% of consumers who received a quote from
Progressive in the past 6 months, but is higher than the average.

How Insurance Credit Scoring Models Really Work
A Review by TexasWatch of Credit Scoring Models Filed in Texas

Insurance companies claim they possess formulas that draw a cause-and-effect link
between credit scores and driving risk or the likelihood that you will file a claim if hail
damages your roof. Now that these formulas are available for public inspection, and a
quick review raises serious questions about how the criteria can be tied to driving risk.
Many criteria are contradictory, others penalize consumers who are simply using—not
abusing—credit, and none are appropriate predictors of driving skill or risk.
The list below offers some examples of real credit scoring criteria used by some
insurance companies to determine policyholder eligibility and rates for home and auto
insurance. Various insurance companies use these criteria in varying weights and levels
of importance.
Sample Credit Scoring Model Key

+
-

Increases your credit score (favorable)
Decreases your credit score (unfavorable)

Increasing plus or minus signs indicate increasing magnitude

Average number of months all
accounts on file have been open
600 or more months
400 to 599 months
200 to 399 months
0 to 199 months
Number of accounts opened in the
last year
0 (no accounts opened)
1 to 2
3 to 4
5 to 7
8 or more

++
+
--

+++
+
----

You will be penalized until the average
age of the accounts on your credit
report reaches the arbitrary threshold
chosen by your insurer.

Newly opened accounts count against
your insurance credit score—even if
your payments are current. This
criteria penalizes young credit holders,
but also consumers who have recently
moved.

Age of oldest account in months
0 to 24 months
25 to 72 months
73 to 192 months
193 to 312 months
313 to 432 months
433 months or more
Number of consumer initiated
credit inquiries in last 2 years
0 (no inquiries in last 2 years)
1
2
3
4
5
6 or more
Number of credit card accounts
open
0 to 1
2
3
4
5
6 to 9
10 or more
Number of credit card accounts
where balance is 75% or greater
than limit
0
1 to 2
3 to 4
5 or more
Number of months since last
account activity
0 (activity within last month)
1 month
2 months or more

---+

This is a double penalty against new
accounts, but it can also raise rates for
a homeowner who pays off a 30-year
mortgage and closes his or her oldest
account.

++
+++

+++
++
+
----

++
+++
++
----

++
+
--

+
--

Consumers will take a hit every time
they: get cell phone service, rent an
apartment, shop for a mortgage, take
out a car loan, apply for a credit card,
take out a school loan, open a utility
account, etc.

Each different credit scoring model has
a “magic number” for how many credit
cards you should have to lessen your
insurance risk. Two to four credit
cards is optimal in most models. If you
have more or less than the arbitrarily
chosen number, your insurance score
will decrease.

Penalizes people who actually use the
credit extended to them—even if their
accounts are current or paid off every
month.

Penalizes consumers who DON’T use
the credit extended to them. If a
consumer doesn’t make a charge or
make payments, he or she takes a hit on
their auto insurance credit score.

Number of installment loan
accounts
0
1
2 or more

+
--

Number of accounts in good
standing with a balance
0
1
2 or more

+
++

Number of open retail store or sale
finance accounts
0
1
2 or more
Number of open automotive related
accounts
0
1
2 or more
Number of open oil company
accounts
0
1
2 or more
Number of public records (includes
bankruptcies, liens, collections, etc.)
0
1
2
3 or more
Longest delinquency on an account
No delinquencies
30 to 59 days late
60 to 89 days late
90 days or more

+
--

+
--

Installment loans are taken out from a
bank and allow you to take possession
of the property immediately while you
pay back the loan in monthly
installments (car loans for example).
Having an open installment loan can
hurt your credit score.
Clearly this factor can hurt people who
have not paid their accounts as due, but
it can also hurt people who choose not
to carry balances on their accounts.

Insurance companies prefer bank
loans. This criteria penalizes
consumers who open accounts for
furniture sales, department stores or
other personal finance companies.
Penalizes consumers who gain
financing through car dealers, auto
parts stores, tire stores, or other
automotive retailers.

Penalizes consumers who do not have
a gas company credit card.
+
+
Not paying loans as agreed will hurt
your credit score.
+
----

+
----

Not paying loans as agreed will hurt
your credit score.

