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POSITION:

As compared to 1997 (the year of PIA’s first report on this issue), today most PIA members execute insurance scoring activities for the vast majority of their carriers.  PIA members’ and our review of the marketplace experience with the outcome of these tools is best shared with our carriers, making suggested procedural changes for them to consider where our experience leads us to do so.  These may also provide some direction for DOIs where they are already considering these issues.  However, at their core, PIA comments and recommendations in this area do not legally question or oppose our carriers using and making underwriting decisions and tools.

Since insurance carriers appoint PIA members as independent agents with front-end underwriting authority, we want agents to have access to all the tools that carriers apply to complement their individual underwriting grids and tolerances.  This includes but is not limited to: MVRs, CLUE, insurance scoring and any other underwriting evaluations/tools.

Given that most of our members have up front underwriting and binding authority for PL, agents need to know the underwriting data so that they do not direct unwanted business to a company.  This is more cost-effective to agencies and carriers, and avoids unnecessary disappointments for the client (and lost business for the agents).

How insurers construct their underwriting grids and how well those models conform to the statutory and common law requirements of fair, equitable and nondiscriminatory rate and underwriting treatments are matters of law.  While agents may provide comment and direction on matters of law, these matters remain squarely with the insurers, courts and lawmakers (for the public policy aspects).  

Carriers must use due diligence to see that such procedures do not create legal conflicts for their independent agents. Such conflicts could arise in a single carrier-agent circumstance or the effects/conflicts among the multi-carriers that independent agents represent or  the legal responsibilities that independent agents have to customers.  Because of the legal complications of this issue, PIA strongly supports that agents follow their carriers’ written guidelines.

As appointed agents, PIA members execute these carriers’ underwriting activities at their direction to include the possible contracting with outside vendors selected by our carriers.  Therefore, it is the duty of carriers to assure that these outside third parties are in full compliance with applicable insurance and commercial law and agreement provisions. This duty exists regardless of whether the carrier contracts directly with  third parties to develop and/or facilitate underwriting tools, and/or   they direct their agents to contract with third parties for these purposes. 

PIA has and continues to comment on those broad issues related to insurance scoring.  Our members’ marketplace experience includes first-hand knowledge about the outcomes of using the tool of insurance scoring. Member knowledge gleaned from such experiences  is best shared with our carriers, making suggested procedural changes for them to individually consider and implement.  The sharing of these first-hand experiences by agents may also provide some direction for DOIs considering action.
1.
Carriers need to provide comprehensive documentation to their agents that they (carriers) have properly vetted their method and process for insurance scoring. In addition, the carrier needs to instruct their agents on the manner and methods agents are to use. 

2. 
Carriers will advise their agents of the legal/regulatory sufficiency, modifications or prohibitions that may exist in The Several States on the uses and methods of each carrier’s insurance scoring process.  Agents write PL business in multi-states.  Therefore, each carrier should have an accessible and accurate chart for agents to reference that shows each state’s regulation, if any, of the insurance scoring process

3. All carriers need to accept (as most do) that executing insurance scoring activities at the agent level is NOT an optional choice of the agent.  The ramifications of this business practice and the practical consequences of its process “force” agents to take on this responsibility in order to best serve consumers, their carriers and their own business interests.

4. Carrier agency agreements must provide full and appropriate indemnification provisions for the agent’s activities in these areas in the event of any consumer complaint or legal/compliance action.  

5. Carriers must also use due care to ensure that the vendor licensing agreements which agents are required to sign, with the outside source selected by the carrier to facilitate their insurance scoring, provide:

A. Appropriate provisions that complement the obligations expressed in the agency-carrier agreement, and

B.  Acceptable indemnification for the agent.

6. Carriers must make available to the agent sufficient information allowing the agent to properly explain insurance scoring, and how/where the consumer can  obtain further information that clearly explains the insurance scoring result.  PIA suggests that this consumer information process follow the similar process currently embodied in FCRA.

7. Carriers need to track the effects of their use of insurance scoring, comparing their intended results with   their previous results, and be prepared to make adjustments as needed.  

a. Particularly, carriers should vet their insurance scoring models through ANY underwriting evaluation software already in place or introduced afterwards to see if there might be unwanted compounding affects on adverse underwriting decisions.

b. Carriers should work with outside vendors to make the electronic process of insurance scoring compatible with PIA member systems and practices in the multi-carrier, comparative rate work process.

c. Carriers need to appreciate that there are certain segments of the population  that show up in certain credit-evaluation classes.  Further, these population segments also may be more or less prevalent in certain areas of the country.

i. A good example would be the credit/insurance score for “no credit rating.”  Historically, retired persons, farmers, some religious groups, and immigrant groups   have far less reliance on and use of credit.  Further, these population segments can be dominant in certain regions of the country, such as areas with retirement communities, rural areas, the mid-western/western states, and metro areas.  Carriers need to appreciate this and may need to reassess their scoring methods.

d. Carriers need to ALWAYS be aware of when lenders make changes to any portion of the credit reports, credit worthiness ratings, or recordkeeping.  These changes adopted  by lenders to “their” credit databases CAN have an unintended and profound affect on carriers’ insurance scoring, even though carriers have not changed any of their methods or parameters.

i. As an example, lenders have recently made a critical change to the fundamentals of how a person’s credit worthiness is calculated.  This has resulted in a more conservative credit score that can lead to an adverse insurance score contrary to carriers’ intended method and target results..  This unintended adverse result can also affect re-underwriting reviews of current policyholders even though nothing in the customer’s previous insurance or credit behavior has changed. Rather the adverse insurance underwriting result is due solely to how the lenders calculate the credit worthiness score.

ii. Another example is with small loan/consumer financing operations.  Each inquiry to a person’s credit report MUST be recorded on their credit report per FCRA.  As calls for credit reports increased because of insurance scoring, credit bureaus adopted the practice to code the nature of each call.  Thus lenders know an “insurance score” call and are able to disregard this for their lending decisions.  However, many small loan providers have not updated their methods, relying heavily on a flagging system.  These entities count just pure number of calls on a person’s credit report.  Too many in too short a period of time are viewed as a red flag, thus denying the requested consumer financing arrangement.

iii. A last example is the significant change that mortgage lenders have made to their mortgage decisions.  Using a new more liberalized formula, mortgagors’ goal is to say “YES” more often for home mortgages.  The challenge is that these more liberal lending methods have not been effectively communicated to insurers for them to decide whether they wish to also broaden their insurance scoring tolerances.  The result is lenders are giving more loans to more people, but insurers are not necessarily saying “yes” to these new borrowers from an insurance scoring standpoint.

