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Background

Credit Scoring - House Bill 521

The use of credit scoring in the underwriting and rating of automobile and
homeowners risk has emerged as a major issue in the area of property and
casualty insurance over the past few years. Credit scoring is a rating tool used by
insurers in an attempt to reduce their exposure to risk by (1) not writing policies
for certain consumers; and/or (2) adequately pricing policies based on risk.
Proponents of credit scoring maintain that an individual's credit history is highly
predictive of whether the individual will be involved in an automobile accident or
will sustain damage to the individual's home.  Opponents of credit scoring
maintain that the use of credit scores has an unfairly discriminatory impact on
lower income and minority populations.   According to the filings with the
Administration, approximately forty (40) companies currently use credit in their
rating of automobile policies.

Prior to the passage of House Bill 521 in 2002, Maryland law prohibited
insurers from refusing to underwrite, cancel or nonrenew a private passenger
automobile policy solely on the basis of credit history.  During the 2002 legislative
session, the Maryland General Assembly became one of several state
legislatures to take action on the issue of credit scoring with the enactment of
House Bill 521 (Chapter 580, Acts of 2002) (Exhibit 1).  With respect to
homeowners' insurance, HB 521 prohibits an insurer from using credit history to
refuse to underwrite or rate a risk.  With respect to private passenger motor
vehicle insurance, HB 521 prohibits an insurer from using credit history to refuse
to underwrite a risk or increase a renewal premium and restricts the manner in
which an insurer may use credit history to rate a new policy.  Insurers are
prohibited from considering certain factors for establishing a credit score and
must provide applicants and insureds with certain disclosures.  HB 521 also
requires the Insurance Commissioner to conduct a study on whether the use of
credit scoring in the state has an adverse impact on any demographic group
defined by race or socio-economic status.  It is important to recognize that the
provisions of HB 521 address the many concerns associated with the use of
credit history by insurers.

Credit scoring is a concern to regulators, policymakers and consumers
across the country because there is no obvious connection between a person's
credit history and the likelihood that he or she will incur a loss.  Furthermore,
insurers and rating organizations that develop credit scoring models often
develop their models based on varying criteria, placing greater importance on
certain criteria used to develop a score, which results in a variety of formulas that
may be relied upon by an insurer.  These differences have created controversy,
confusion, and concern for regulators and policymakers who seek to understand
the practice and determine whether a person's credit score is an appropriate
rating factor to be used by insurers.    
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While insurers and credit scoring organizations strongly advocate for the
use of credit history, they are unable to explain in a clear and concise manner
why the use of credit history is a reliable predictor of risk/loss.  Even insurance
producers have expressed concerns with the use of credit history; in part,
because of the failure of insurers to educate the insurance producers on what
has been characterized by insurers as an "essential and important" rating tool.
Furthermore, absent regulatory and/or legislative action, insurers neglected to
inform consumers that they were using credit scoring and what its potential
impact was on obtaining and maintaining affordable insurance.

Maryland is one of several states studying whether the use of credit
scoring by insurers has an adverse impact on certain populations.  There is a
concern, particularly among insurance regulators, legislators and consumers, as
to whether the use of credit scoring by insurers has an adverse impact on
minorities and the poor.  At this time, there are conflicting studies on this issue.
In addition, like Maryland, many of the individual states that have attempted to
study this issue have had to do so with limited information.  Some of the states
that have completed such studies include Virginia, Michigan, Washington, Alaska
and Missouri.

The Virginia Bureau of Insurance -- December 1999

During the 1999 legislative session, the Virginia Senate Commerce
Committee requested the Virginia Bureau of Insurance (“Bureau”) to study the
issue of whether insurers should be permitted to use credit.  As a result of this
request, several insurance surveys were conducted by the Bureau for the
purpose of obtaining input from insurers and insurance producers.  In addition,
the Bureau met with a third party vendor, Fair Isaac, to collect data regarding the
development of credit scoring models used by insurers.

In Virginia, the majority of insurers using credit scoring for underwriting
and rating rely on third-party vendors such as Fair Isaac.  The Bureau met with
Fair Isaac to discuss how factors are developed and weighed in their credit score
models.  Specifically, the Bureau requested information from Fair Isaac to
determine if a correlation existed between credit scores and certain populations,
e.g. income and race.  This information was requested, in part, because of
concerns expressed by the agent community regarding the potential for insurers
to use credit scoring for redlining.  Also, consumer groups expressed concern
that the use of credit scoring might have a disparate impact on "protected
classes", thus creating a barrier to insurance for certain individuals.

Fair Isaac provided the Bureau with average credit scores for certain zip
codes.  The Bureau examined the average credit score versus race and other
demographic factors.  According to the Bureau’s study (Exhibit 2), nothing in their
analysis led the Bureau to conclude that income or race alone is a reliable
predictor of credit scores, thereby making the use of credit scoring an ineffective
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tool for redlining.  At the time of the study, the Bureau reported that in every case
where insurers have proposed to use credit scoring as a rating factor and have
provided sufficient data, the use of credit scoring has been found to be
statistically correlated to loss experience.

However, the Bureau was concerned about the long-term effect that the
use of credit history may have on the market.  Specifically, such use may result
in an increase of nonrenewals, an increase in premium, or refusal to issue
coverage by insurers.  The Bureau has stated that it will continue to monitor
credit-related consumer complaints as well as the number of companies that use
credit scores in underwriting and rating.  If the Bureau identifies or determines
availability problems in the marketplace related to the use of credit history or
credit scoring by insurers, the Bureau will consider appropriate legislation.

The Michigan Report -- December 2002

According to the Michigan Insurance Department, their study (Exhibit 3)
did not reveal any “evidence of bias or illegal impact based upon constitutionality
or statutorily protected criteria such as race or ethnicity, nor is there evidence of
an inappropriate bias based upon geographic location of the insured.”  With
respect to income, the Michigan Department of Insurance did acknowledge that
evidence was submitted to indicate that “persons of relatively lower socio-
economic standing had better insurance credit scores on average than those
of higher socio-economic standing.”  However, in its study the Michigan
Insurance Department states that neither their study, nor any other study at that
time, has concluded that insurance credit scoring has an inappropriate or illegal
disparate impact on low income or minority populations.  The Michigan study
concludes that additional studies on whether “impermissible bias” exists must be
performed by persons without economic interests in the business of insurance in
Michigan or nationally if credit scoring is ever to be fully accepted as a rating
factor.

The Washington Report -- January 2003

In 2002, the Washington State legislature passed legislation (ESHB 2544)
that restricted the use of credit history by insurers.  The legislation also required
the Insurance Commissioner to conduct a study of the effects of credit scoring.
The purpose of the study (Exhibit 4) was to determine whether the use of credit
scoring by insurers has “unequal impacts on specific demographic groups.”  The
authors of the study admit that certain limitations to the study exist; including
variations among insurers as to the type of credit scoring model used, the
population to which it is applied and the role credit scoring has in the
underwriting and ratemaking process.  In addition, the study is based on records
of insurance company customers which would not include information about
those persons who applied for but were refused insurance based on credit
scoring.



4

According to the study, the most significant factor is age.  “Older drivers
have, on average, higher credit scores, lower credit-based rate assignments
and less likelihood of lacking a valid credit score.”  Income is also a significant
factor.  As income rises, credit scores and premium rates improve.  People in the
lowest income categories, which was defined as less than $20,000 per year and
between $20,000 and $35,000 per year, “often experienced higher premiums and
lower credit scores.”  Although ethnicity was found to be significant in some
cases, the data was insufficient to allow broad conclusions to be drawn as there
were only a small number of ethnic minorities in the samples studied.

The Washington Department of Insurance has stated that “it is probable
that credit scoring impacts are not equally distributed across demographic
groups.”  While there were “considerable differences among the models”, these
differences “did not appear to be random variation.”  However, the relationship of
income and ethnicity to credit scores was much less consistent than the
relationship between age and credit scores.  Thus, it is possible that one use of
credit scoring may have a significant impact on ethnic groups while a different
use of credit scoring would not.  The authors of the study specifically state that
that “there is a need for examination of more companies and larger samples of
consumers” in order to definitively address these issues.  As such, “an overall
conclusion that credit scoring generally does or does not have a particular
consistent, quantifiable, unequal negative effect on certain demographic groups
is premature.”

Alaska Division of Insurance --  February 21, 2003

The Alaska Division of Insurance (“Division”) issued a report (Exhibit 5) on
February 21, 2003 regarding a study they conducted on credit scoring.  The
purpose of the study was to determine how the use of credit impacts the
insurance market and to identify issues to be reviewed in market conduct exams.
The study compared the impact of credit-based insurance scoring with census
information by zip code, including demographic variables such as age.  All
insurers writing private passenger automobile or homeowners’ insurance in
Alaska were surveyed by the Division regarding policyholder information before
and after the use of credit scoring.

The Division asked insurers to provide data related to zip codes, age,
marital status, sex, market or rating tier.  In addition, the Division used census
data by zip code to identify areas of high and low income and various ethnic
composition.  It was necessary for the Division to collect certain information from
the census data because insurers do not collect such information.

 The Division found that, on average, after the use of credit scoring more
consumers were placed in a standard or preferred product than before the use of
credit scoring.  This result was consistent even in areas with higher numbers of
ethnic minority and lower income consumers.  For example, three zip codes with
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a higher percentage of non-white and lower income saw the most dramatic
declines in the percentage of policyholders placed in nonstandard -- from 36% to
15%, 22% to 15%, and 29% to 16%.  The results of the study are only a rough
approximation for the use of credit scoring since other factors, such as age,
contribute to whether a consumer is placed in preferred, standard, or non-
standard tier.

The data collected by the Division for Anchorage and Fairbanks revealed
that the zip code that is predominately Caucasian and has the highest income
also has highest percentage of preferred policyholders and the lowest
percentage of non-standard business.  Zip code groups with the lowest median
household income and the largest ethnic population have the smallest
percentage of preferred policyholders and the largest percentage of non-
standard business.  According to the report, the data does seem to indicate that
there is more non-standard business and less preferred business in low
income/minority population zip codes before and after the use of credit history
and scoring.  However, the data also shows that a greater number of
policyholders are eligible for the preferred tier with the use of credit scoring.

The Alaska study concludes that credit scoring has a different impact on
different groups of consumers and unequal effects exist on consumers with
varying income and ethnic characteristics.  However, the study concluded that it
was premature to determine whether the policyholder distribution is due primarily
to the use of credit scoring or other rating factors.  No conclusion can be drawn
to definitively conclude that use of credit scoring is responsible for a shift in
business.  "Additional study with more detailed data would be needed to draw
more definitive conclusions."

The Missouri Report -- January 2004

The most recent study on the use of credit history and its impact on
minority and low-income individuals was completed last month by the Missouri
Department of Insurance (Exhibit 6).  The Missouri study was based on
information from the twenty (20) largest automobile and homeowners insurers in
the state that relied on credit scoring as a significant part of their underwriting
and rating process for the period of 1999 to 2001.

According to the Missouri Department of Insurance, their study reveals
that insurance companies are charging low-income and minority groups in urban
and rural areas of the state higher automobile and homeowners insurance rates.
The study found that residents in the lowest income areas, mainly the inner cities
and rural counties, had average scores that were 12.8 points lower than the
wealthiest zip codes.  However, Missouri Insurance Director Scott Lakin admitted
that there were some limitations to the study.  For example, the study fails to
explain why minorities and low-income populations have low credit scores.
Furthermore, the study does not provide actual differences in premium paid by
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minorities and low-income residents in comparison to other Missouri residents.
The insurance industry is quick to point out that neither race nor income are
known by the insurers or the credit scoring models and that the study failed to
address the risk of loss; that is the loss experience of the particular policyholder.
Director Lakin is hopeful that these limitations will be addressed in a multi-state
study to be conducted later this year.

The NAIC Study

In addition to the studies that have already been conducted, a working
group of the National Association of Insurance Commissioners ("NAIC") has
been considering whether to conduct a study regarding the use of credit scoring.
The credit scoring working group of the NAIC is considering whether a study
assessing the impact of credit scoring on certain populations should be
conducted.  The study has been proposed because there is some evidence that
credit scoring may have a disproportionate impact on certain protected classes.

Based on a report completed by the American Academy of Actuaries
(“Academy”) (Exhibit 7), "disproportionate impact" is an actuarial concept
whereas "disparate impact" is a concept that suggests discriminatory use of
credit history as a rating factor.  The Academy’s report found that none of the
reports they reviewed contained the necessary information it to evaluate whether
credit-related insurance scoring results in a disproportionate impact for certain
populations.  For example, the most detailed analysis available to the Academy
Was based on insurance data and databases that did not contain information
regarding race or income.

A 1999 study conducted by Freddie Mac on consumer credit documented
the unique characteristics of minorities and low-income populations.  That study,
based on a survey of more than 60,000 individuals, concluded that African-
Americans and low-income individuals were more likely to have negative items
on their credit histories in comparison to non-minorities and individuals of higher
income.  However, the purpose of this study was to determine whether the use of
a mortgage applicant’s credit history was appropriate for determining the amount
of debt that the mortgage applicant could assume.  The study did not evaluate
the impact of credit scoring as it relates to insurance risks.

As discussed by the Credit Scoring Working Group at the 2003 NAIC
Winter National Meeting, the working group is proceeding with the development
of best practices for the use of credit scoring; including adverse action, no hit/no
score, scoring model submissions, sole factor and periodic review.  The
proposed best practices will be considered at the 2004 NAIC Spring Meeting
which is scheduled for March 2004.  In addition, the MIA is participating in a sub-
group of the working group to specifically study whether the use of credit scoring
has an adverse impact on certain consumer groups.



7

Consumer Advocates

In his report to the Ohio Civil Rights Commission (“Commission”)(Exhibit
8), Birny Birnbaum, an economist, former insurance regulator with the State of
Texas and leading consumer advocate opposing the use of credit history by
insurers, reported that the use of credit scoring by insurers results in a disparate
impact on poor and minority populations in Ohio.  Mr. Birnbaum’s opinions are
shared by many opposed to the use of credit scoring by insurers for the purpose
of underwriting and rating private passenger automobile and homeowners’
insurance.  The basis of his objections is premised on the belief that credit
scoring is correlated to certain underwriting or rating factors that are prohibited by
law, such as race.  He believes insurers use credit scoring because it allows
insurers to price based on the profitability of the consumer.  “Important consumer
characteristics are related to the income level of the consumer.  Thus, credit
scoring is, for insurers, an easy and quick method of underwriting and rating by
consumer income.”

It is also the opinion of Mr. Birnbaum and others that insurers' use of credit
scoring for underwriting, rating, etc. "very likely" has a disparate impact on poor
and minority populations in Ohio.  Furthermore, insurers' use of credit scoring
makes insurance less available and/or more expensive for poor and minority
populations in Ohio.

Mr. Birnbaum discusses whether the use of credit history/scoring qualifies
as a legitimate underwriting factor based on what he refers to as a “two-prong
test”.  First, does the underwriting guideline violate broad public policy?  And,
second, does it identify a characteristic that is demonstrably and uniquely related
to the risk of loss?  Underwriting standards and guidelines are important for
properly identifying a group of consumers for whom the expected costs of the
transfer of risk are higher or lower.  Rates satisfy the legal standard (to be
adequate, not excessive, and not unfairly discriminatory) if (1) the rate is a sound
estimate of future costs of coverage offered, and (2) consumers of the same
class and essentially the same hazard are offered the same rates.  To date,
studies have failed to provide conclusive evidence as to the correlation of credit
history/scores and loss.  Those studies that suggest such a relationship exists
have been conducted or sponsored by insurers or credit modeling companies
with a financial interest in the issue.

Consumer advocates, including Mr. Birnbaum, have asserted that the use
of credit scoring by insurers:

� Enables insurers to move away from pricing based upon risk to pricing
based on what the market will bear;

� Allows insurers to revolutionize the risk classification process;
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� Increases the number of non-standard drivers;

� Allows insurers to avoid rate regulation because in many states
underwriting guidelines receive no scrutiny; and

� Results in redlining or the avoidance of certain types of customers.

Industry Advocates

Insurers, however, argue that credit scoring does not discriminate nor
does it have a disparate impact on poor and minority populations.  According to
the American Insurance Association ("AIA"), insurers do not consider certain
information in the calculation of an insurance score, including:  income, sources
of income, ethnic group, or nationality.  Insurers do not look at income or race;
nor do they collect such data.  Because these factors are neither collected by an
insurer nor considered in a credit score, there is no unfair discrimination in the
use of credit history by insurers.

Credit information is gathered and entered into a computer program that
generates an insurance score.  Programs look at payment history, collections,
credit utilization and bankruptcies.  People with certain patterns of behavior in
their credit history are more likely to pay higher premiums or may have trouble
obtaining coverage.  Credit scoring is a predictive factor of how often you are
likely to file claims and how expensive those claims will be.

A study completed by the AIA concludes that credit scores are relatively
constant over different income classes.  However, the information relied upon by
industry has not been made available for an independent review.  According to
representatives of insurers, the use of credit scoring benefits consumers by:

� Allowing fairer pricing for consumers;

� Enabling insurers to provide more coverage; and

� Promoting competition in the market.

Maryland, like most states, mandates that rates shall not be excessive,
inadequate, or unfairly discriminatory.  The use of credit scoring by insurers as a
rating factor must meet the same criteria that any other classification rating factor
must meet under Maryland law.  Public policy requires that insurance be
available and affordable to all consumers who are eligible for insurance.  An
insurer meets this standard of availability and affordability when rates charged by
the insurer are based upon objective and uniform classifications which show that
two or more risks with the same characteristics will be charged the same rates
for the applicable classifications and that any rate differentials are justified.
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Insurers argue that credit scoring is among the most reliable and important
of the rating factors used by them.  "If ever there were doubts about the
importance of insurance scores in the accurate underwriting and rating of
automobile insurance, those doubts were erased by the finding of this [Epic]
report."  The "Epic Study " (Exhibit 9) did not directly address issues concerning
the impact of credit scoring on certain populations.  However, according to the
AIA, the EPIC actuarial study did find a “consistently strong relationship between
insurance-based credit scores and future auto losses in all 50 states and
Washington, D.C.”  According to the EPIC actuarial study, credit scoring has
consistently proven to be a strong rating factor for predicting losses in states with
low minority populations as well as states with high minority populations.  The
relationship between credit scores and risk is consistent among states with
relatively high minority populations, such as Maryland, New York, and California,
and states with low minority populations, such as Utah, Idaho and Iowa.

A review of a study entitled Predictiveness of Credit History for Insurance
Loss Ratio Relativities, which was conducted by Fair Isaac in 1999 (Exhibit 10),
provides some insight as to the development of credit scoring models and their
purpose.  As stated in the 1999 Fair Isaac study, the purpose of the study was to
address regulators' concerns and issues on the use of credit history and
insurance bureau scores in underwriting decisions.

For many years, Fair Isaac has been developing scoring models that use
data to improve business decisions.  In the late 1980’s, Fair Isaac introduced
scoring models to the insurance industry.   According to the 1999 Fair Isaac
study, these custom scoring models are developed from an insurer’s data such
as application information, motor vehicle records, loss history, credit data and
other sources of data to statistically predict loss ratios.  The Fair Credit Reporting
Act (FCRA) permits insurers to obtain a list of consumers based upon certain
credit characteristics without the consumers' permission as long as the insurers
provide a firm offer of insurance to the consumers on the list.  Known as
”prescreening”, this activity typically is not subject to oversight by insurance
regulators.

 Later, in the 1990’s, Fair Isaac introduced “insurance business scores”.
As reported in the 1999 Fair Isaac study, these scores are developed by
analyzing very large samples of the major types of auto and home insurance
policies to determine the correlation between information on consumer credit
bureau reports and subsequent insurance loss ratio.  The higher the score, the
lower the risk.  Several insurers licensed in Maryland who use credit scores for
underwriting and rating private passenger auto insurance premiums rely on Fair
Isaac scoring models, including Agency, Safeco Insurance Company of Illinois,
Travelers Indemnity Company, Travelers Indemnity Company of America, and
Travelers Indemnity Company of Illinois.  Fair Isaac has stated in its 1999 study
that “there are no prohibited characteristics, as defined by the ECOA or FHA,
used in insurance bureau scores."  Furthermore, Fair Isaac states that “insurance
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bureau scores provide objective evaluations that can offset underwriters’
personal biases."  According to Fair Isaac, this actually helps to facilitate
consistent underwriting as well as remedy and control discrimination.  Fair Isaac
never intended for credit scores to be used/relied upon solely in underwriting and
opposes such a use.

Upon its own review of Fair Isaac’s credit scoring model, the Maryland
Insurance Administration has not found any prohibited characteristics or factors
related specifically to race or income.  Insurance bureau scores are based on
information obtained from consumer credit reports that insurers get from credit
reporting agencies.  Those agencies are Equifax, Experian and Trans Union.
The information obtained from consumer credit reports that is used in credit
scoring includes late payments, bankruptcies, length of credit history, outstanding
debt, new applications for credit and types of credit in use.  It does not include
information regarding ethnic group, religion, gender, nationality, age or income.

The Maryland Study

     In response to Section 3, Chapter 580, Acts 2002, the Maryland Insurance
Administration (MIA) is required to conduct a study on whether the use of credit
scoring in Maryland has had an adverse impact on any demographic group
defined by race or socio-economic status. In order to conduct this study, the MIA
issued P&C Bulletin 03-171 on November 25, 2003 directing those private
passenger automobile insurers who utilize credit scoring in their rating
methodologies to provide the MIA with certain data broken down by zip code.

A. Credit  Scoring

     Credit scores are numeric scores, which are generated by a computer model.
The model, which varies depending on the company using it, evaluates certain
credit criteria of an individual’s credit history, assigns a weight to each of those
credit criteria and assigns an overall numeric score for that individual. Based on
that score, the insurer determines what rating factor the individual is qualified for
and that factor, in turn, modifies that individual’s insurance premium. Some of the
credit history criteria considered by the models include the following as
examples: bankruptcies, liens, late payments, number of credit cards, balances
on credit cards and or other balances, car loans, credit limits, the ratio between
credit limit and outstanding balance, number of trade lines open in the last twelve
months, thirty-six months, etc. Some of the models will consider all of this
information while some other models may consider only some of this information
as well as other information or criteria. The MIA has reviewed the models being
employed by insurers doing business in the State of Maryland and has been able
to determine that none of the models contain or employ any prohibited credit
factors; nor do they include any criteria that tracks either the race of the individual
or the income of the individual.
                                                          
1 See Exhibit 11
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B. Overview

     Those companies that employ the use of credit in their rating methodologies
for private passenger automobile insurance represent 35.47 % of those insurers
who write private passenger automobile insurance in Maryland. Each of these
insurers was asked to respond to the MIA’s data call.  Of those that responded:

� 21% of the market2 provided data that was included in this study. These
insurers were able to provide the number of policies comparable to the
ChoicePoint Attract MD Standard Auto model score of equal to or greater
than 700 points.

� 13% of the market3 provided data that was not included in the study due to
the format in which it was presented. These insurers were not able to provide
the number of policies comparable to the ChoicePoint model score, but
instead provided number of policies for each credit score range as contained
in that insurer’s filed rating plan. As a result, those insurers’ data could not be
incorporated in this study. The credit score ranges provided by those insurers
vary from as many as twelve (12) rating factors to as few as four (4) rating
factors.

� 0.57%4 of the market failed to respond to the data call.

� One insurer, Allstate Indemnity Company5, which has a market share of 0.9%,
did not report insurance score data. This was due to the fact that the rating
method employed by Allstate Indemnity Company determines which rating
factor an individual qualifies for based on the information contained in the
individual’s credit history as opposed to being used to generate a numeric
score. As an example, an individual could be placed in a different rating factor
depending on the number of “late payments” that may appear in that
individual’s credit history.  A scoring model, however, looks at the number of
late payments that may appear in the individual’s credit history, along with
other credit history information, assign varying degrees of weight to that
information and generate an overall numeric score. Thus, the MIA was unable
to incorporate this information into the current study.

                                                          
2 See Exhibit 12 for a listing of those insurers who provided credit data in this
   format.
3 See Exhibit 12 for a listing of those insurers who provided credit data in this
   format.
4 See Exhibit 12 for a listing of those insurers who failed to respond to the data
   call.
5 See Exhibit 13
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� Two third-party credit vendors, ChoicePoint and Fair Isaac, were sent
correspondence dated November 26, 2003 and asked to contribute to the
study by December 22, 2003. Both responded by correspondence6, dated
December 19, 2003 and December 22, 2003 respectively, that they would not
be able to provide the requested data.

C. Compilation of Data

     The insurers’ zip code data was separated into six designated regions in the
state of Maryland. These regions are as follows: one region consisting of Anne
Arundel, Carroll, and Howard Counties; the second region consisting of Baltimore
City, Baltimore County and Harford County; the third region consisting of the
Eastern Shore counties; the fourth region consisting of Prince George’s and
Montgomery Counties; the fifth region consisting of the Southern Maryland
counties; and the sixth region consisting of the  Western Maryland counties. The
charts7 for the noted regions provide a comparison of the percentage of minority
households and income in relation to high credit scores by certain zip codes.

D. Comparison of the 2003 Credit Scoring Data to the 2002 Baltimore
Metropolitan Credit Exhibit

     The 2002 Baltimore Exhibit8 was based upon credit scoring data provided by
a third party vendor, Choice Point, and was limited to eight (8) zip codes located
within the Baltimore Metropolitan Area.  The credit scores contained in that
Exhibit were developed from a credit scoring model that used credit history
factors which were subsequently prohibited from use by insurers as a result of
House Bill 521 which was passed during the 2002 legislative session. The 2002
Baltimore Exhibit appears to show a correlation exists between minority
population, income and credit score.  Thus, it appears to support the hypothesis
that as the percentage of minority population increases and the percentage of
households with incomes greater than $40,000 decreases, there is a
corresponding decrease in the percentage of population with high credit scores.

     The 2003 data was collected from those insurers who used credit models
developed for them by a third-party vendor, ChoicePoint or Fair Isaac, or who
used a proprietary credit model they developed.   The insurers were requested to
provide data for ninety-six (96) zip codes from six different regions in the state
set out above. It is important to note that the credit score data that was provided
came from credit models that did not employ the prohibited credit history factors.
These prohibited factors preclude an insurer from using a credit model that
considers the following in the generation of a credit score:  factors in a credit
history that occurred more than five (5) years prior to the issuance of a new

                                                          
6 See Exhibit 13
7 See Exhibit 14
8 See Exhibit 15
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policy, the number of credit inquiries found in a credit history and the absence of
a credit history or the inability to determine a credit history.

     In order to determine if the use of credit has an adverse impact based on race
or socio-economic status, it would be necessary to show that the same
correlation which was found in the 2002 Baltimore Exhibit also was found in the
2003 Zip Code Exhibits reflecting the data collected from the various regions of
the state.

Conclusion and Recommendations

The MIA supported the passage of HB 521 as a means to establish
reasonable regulatory oversight of the use of credit history/scoring by insurers
operating in Maryland.  As discussed earlier, HB 521 established important public
policy protections regarding the use of credit history by insurers.  HB 521 is
probably one of the most comprehensive laws in the country regarding the use of
credit history by insurers for underwriting and rating homeowners’ and private
passenger insurance policies.  Many of the concerns raised by insurance
regulators, legislators, consumers, and insurance producers have been
addressed by HB 521.  For example, under HB 521 insurers must (1) disclose to
applicants and insureds that credit history is used by the insurer; (2) review an
insured’s credit history upon renewal at least once every 2 years or, if requested
by the insured, more frequently; and (3) disclose to the applicant at the time of
the issuance of a policy that the insurer is required to review the credit history of
an insured who was adversely impacted by the use of the insured’s credit history
at the initial rating of the policy.  HB 521 specifically prohibits an insurer that rates
a new policy based on the credit history of the applicant from (1) using a factor
that occurred more than 5 years prior to the issuance of the new policy; (2) using
the absence of credit history or the inability to determine the applicant’s credit
history; or (3) the number of credit inquiries about an applicant’s credit history.  In
addition, an insurer is prohibited from canceling, refusing to underwrite, or
refusing to renew or increase the renewal premium based on the credit history of
the insured or applicant, and may not require a particular payment plan based on
the credit score of the insured or applicant.   In addition, Maryland regulations
prohibit an insurer from pulling a credit report due to a person's race, color,
creed, sex, or blindness.

At this time, there is insufficient data to conclusively determine whether
the use of credit scoring by insurers has an adverse impact on low-income or
minority populations.  This is due, in part, to the fact that insurers do not collect
information regarding an applicant's race or income.  Also, no analysis regarding
the correlation between credit scoring and other rating factors exits.  In addition,
neither race nor income is considered in the development of credit scoring
models. Insurers and/or their third party vendors have revised their credit models
to bring them into compliance with the 2002 legislation. Thus, it would be difficult
to determine if legislation or some other factor(s) brought about the differences
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seen when comparing the 2002 Baltimore Exhibit and the 2003 Zip Code
Exhibits.

It should be noted that there are a number of factors that may reduce the
credibility of this 2003 study. For example, in some zip codes there were only a
small number of policies to be included.  Additionally, there were a large
percentage of insurers that could not provide their data in a format which could
be incorporated into this study.  To date, no study has adequately answered the
question of whether the use of credit history/scoring results in rates that are
higher, or lower, on average for a protected class of consumers or for consumers
with lower incomes.

The MIA has neither the data nor the information needed to reach a
definitive conclusion regarding the impact of the use of credit scoring by insurers
on low-income and minority populations.  In addition, resources for a
comprehensive study regarding the use of credit history by insurers are not
currently available to the MIA.  The MIA will continue to monitor the market based
on consumer complaints, market conduct investigations and data collection by zip
code in order to determine if the use of credit history, as permitted under Maryland
law, has an adverse impact on low-income or minority populations.  In addition,
the MIA will be participating in a multi-state study initiated by the Missouri
Department of Insurance to determine the impact of credit scoring on minorities
and low-income populations.

A more thorough and reliable study is recommended before any definitive
conclusions are drawn regarding the use of credit scoring and its impact on
certain populations.  If such a study were to be completed, the MIA believes that
(1) a qualified independent consultant (i.e. not an insurer's group) should conduct
the study; (2) insurers should be required to participate in the study; and (3) a
funding mechanism for costs associated with the study should be established.














