
 
  
 
January 24, 2005 
 
The Honorable Jennifer Veiga 
Chair of Senate Business, Labor & Technology Committee 
Colorado Senate, District 31 
200 E. Colfax 
Denver, CO 80203 
 
Sent by email: jennifer.veiga.senate@state.co.us 
 
 
Re:   NAMIC’S OPPOSITION TO SENATE BILL 05-005, CONCERNING A 
PROHIBITION AGAINST THE USE OF CREDIT BASED SCORING 
 
 Thank you for affording NAMIC an opportunity to file these Comments on 
Senate Bill 05-005, Concerning a Prohibition Against the Use of Credit Scoring. NAMIC 
respectfully requests that the Senate Business, Labor and Technology Committee 
consider the following concerns tender by NAMIC on behalf of its 1,350 national 
member companies that underwrite 41 percent of the property/casualty premium written 
in the United States.   
 
 NAMIC offers the following arguments in support of its opposition to the 
prohibition against the use of Credit Scoring as an underwriting tool:   
  

A. The use of Credit Scoring is “reasonable, equitable and beneficial to 
consumers.”  

 
1) Statistical analysis of the validity of Credit Scoring as an underwriting 

tool for predicting the frequency and severity of insurance claims is well 
documented. The data collected from the multitude of independent studies 
conducted on this issue clearly supports the finding that Credit Scoring 
information has a correlation to risk of loss. The recent “Texas Study” confirms 
the fact that Credit Scoring provides information that is relevant and meaningful 
to the evaluation of risk exposure.  

 
Since insurance, by its very nature, is a contractual sharing of risk of loss, 

insurance companies need to utilize all reasonable underwriting tools available to 
thoroughly and accurately evaluate and rates the potential risk of loss presented 
by an applicant. Insurance companies have a contractual duty to their stockholders  
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or policyholders to engage in a systematic process of risk assessment so that the 
company underwrites reasonable risks of loss. Moreover, insurance companies 
also have a contractual duty to the insurance applicant to evaluates their potential 
risk of loss in a manner that provides the insurer with all the information it needs 
to calculate an annual insurance premium that is related to and commensurate 
with that specific applicant’s projected potential risk of loss. Any legislation that 
bans Credit Scoring hinders the insurance carriers ability to comply with its 
contractual duty to the applicant.  

 
2) The use of Credit Scoring has lead to a refinement in and an expansion 

of the rating categories available to a consumer. The consideration of Credit 
Scoring data has provided insurance companies with the information it needs to 
improve the refinement of their rating system, thereby, allowing for greater 
differentiation between potential risks of loss. This has lead to an increase in the 
number of rating categories available to the insurer to utilize in matching 
insurance premium rates to a specific applicant’s risk of loss. Without said 
information, applicants would be grouped into larger, less differentiated rating 
categories, and many applicants would loss the benefit of a fine-tuned rating 
system that more precisely tailors their rate to their specific risk of loss. 

  
3) As a general principle of human nature, individuals want to be 

rewarded for their diligence and effort. Credit Scoring has generally lead to better 
insurance rates for those who take reasonable steps to be "good personal risk 
managers", i.e. by working to improve their credit history, by engaging in 
activities that improve their financial affairs and by proactively assessing their 
personal risk of loss exposure. If Credit Scoring is banned those “good personal 
risk managers” loss the benefit they have earned through their toil and sacrifice.  
Moreover, from a public policy standpoint, society benefits from a system that 
rewards those people who strive to improve themselves. Further, banning the use 
of Credit Scoring removes some of the “personal empowerment” that one derives 
from being able to change his/her insurance score as a result of his/her efforts. 

 
4) As a result of Credit Scoring, the insurance industry can offer a wider 

range of insurance products to the consumer. The ability to accurately assess and 
rate risk of loss affords insurers the opportunity to offer products that would not 
be cost effective if said products were not closely aligned with particular risk of 
loss variables.  

 
  5) Credit Scoring is a "color blind" process that evaluates an applicant 

based upon his/her economic standing, which is an ever-changing variable that 
may be improved by the actions of the individual. The claim that Credit Scoring  
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has a disparate negative affect on some members of the community (The 
Disparate Impact Theory1) is unfounded. If there is any indirect affect on certain  
members of the community, this is an unavoidable consequence of capitalism and 
exists in all forms of business. The very process of trying to differentiate between 
potential risks of loss inextricable involves a form of discrimination. However, 
one must not confuse “invidious discrimination”2, i.e. discrimination based upon 
immutable human characteristics, like age, gender, religion and race, which are 
socially and legally inappropriate, with “risk of loss based discrimination”, which 
has nothing to do with such variables, and is reasonably and equitably related to 
business considerations. 

  
The conceptual difference between “invidious discrimination” and “risk of 

loss based discrimination” is best illustrated by example. When an insurance 
company rates risk of loss in a homeowner's insurance policy, the insurer 
considers a plethora of business related variables, including, but not limited to: 
age of home; location of home in relationship to other homes and the fire 
department; construction materials; condition of the home; and the structural 
composition of the exterior of the home (brick versus wood frame). One would 
generally say that the differentiated rating between a new home and an old home 
is the result of “risk of loss based discrimination”, because the variables relate to 
undeniable risk of loss considerations, i.e. older homes pose a greater insurance 
risk than newer homes. The fact that a certain segment of our community is 
overrepresented in the category of owners of older homes does not change the fact 
that the discrimination is based upon “risk of loss”. Thus, there is no “invidious 
discrimination”. The fact that there may be an overrepresentation of a segment of 
our society in the older homes, which fall into a less favorably rated category is 
just an indirect byproduct of the capitalist system, i.e. economic inequality.  The 
same is true for Credit Scoring. The evidence clearly shows that there is a 
correlation between Credit Scoring and risk of loss exposure, which is a variable 
that needs to be considered by the insurer when rating the applicant. The fact that 
a segment of our society is overrepresented in the less favorable credit rating 
categories does lead to the conclusion that Credit Scoring is associated with 
“invidious discrimination”, it merely leads to the conclusion that capitalistic 
forces are pervasive in the business world. 

 
In conclusion, Credit Scoring as an underwriting tool is appropriate, 

equitable and beneficial to the consumer.  

                                                 
1  Attached at this hotlink is a public policy paper written my NAMIC on Disparate Impact and Credit 
Scoring. http://www.namic.org/protected/04DisparateImpact.pdf 
  
2  “Invidious Discrimination” is a Constitutional Law doctrine that has been used in the area of Civil Rights  
Legislation and Case Law to differentiate between legally acceptable discrimination and unlawful 
discrimination. 
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B. Regulating the use and application of Credit Scoring is a reasonable 
approach to safeguard consumers. 

 
Last year, the Colorado Legislature enacted an NCOIL based Credit 

Scoring Law that clearly articulates restrictions as to the use and application of 
Credit Scoring. Said legislation should be allowed an opportunity to be 
implemented before it is discarded. The fact that the vast majority of states allow  
some form of Credit Scoring speaks volumes as to the validity of Credit Scoring 
as a valuable and appropriate underwriting tool.  

 
NAMIC respectfully requests that the Senate Business, Labor and 

Technology Committee vote against this proposed Credit Scoring Ban.  
 
 

Respectfully, 
 
 
 
Christian John Rataj, Esq. 
NAMIC State Affairs Manager 


