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BACKGROUND AND PURPOSE

Currently, only 5% of the homeownersinsurance market isregulated and the percentage of the unregulated
automobile insurance market is increesng.  Texas consumers pay the highest homeowners insurance
premiums in the country and some consumersare being charged higher premiums for policies that provide
reduced coverage. C.S.S.B. 14 provides for the regulation of resdentid property and commercid and
persona automobile insurance.

Currently, the commissioner of insurance (commissioner) establishes benchmark rates for automobile and
residentia property insurance. However, most homeowners and many automobile ownersare insured by
companies that are not subject to benchmark rate regulation. C.S.S.B. 14 provides for the regulation of
the rates of resdentid property and persona automobile insurers, indudingprevioudy unregulatedinsurers.

Policy forms for automobile insurance are currently promulgated by the commissioner, and al insurers
writing automobile insurance in the state are required to use the promulgated standard forms. Residentia
property insurersmay use either promulgated standards forms or forms of nationd insurersor organizations
that have been approved or adopted by the commissoner. C.S.S.B. 14 regulates policy forms and
endorsements for residentia property and persona automobile insurance under a prior gpprova system.

The use of credit scoring by automobile and resdentia property insurers is currently not regulated and
many insurers use credit scoring to determine whether to write arisk or howtoratearisk. Insurersfor dl
linesof insurance must file their underwriting guiddineswith TDI upon request. C.S.S.B. 14 regulatesthe
use of credit scoring and sets forth requirements for filing underwriting guidelines,

Currently, certain insurers are exempt from the filing of a withdrawd plan, including Lloyd's plans,
reciprocas or interinsurance exchanges, and county mutuas. C.S.S.B. 14 gpplieswithdrawa requirements
to dl insurers, including Lloyd' s plans, reciprocas or interinsurance exchanges and county mutuals.

RULEMAKING AUTHORITY

It is the committee's opinion that rulemaking authority is expresdy granted to the Commissioner of
Insurance in SECTION 1.01 (Article 5.142, Insurance Code), SECTION 2.01 (Article 21.49-2U,
Insurance Code), SECTION 3.07 (Article 5.13-2, Insurance Code), SECTION 3.09 (Article 5.13-2,
Insurance Code), SECTION 3.11 (Artide5.13-2, Insurance Code), SECTION 8.01 (Article 21.49A-1,
InsuranceCode), SECTION 9.31 (Section912.002 and Artide 17.22, Insurance Code), SECTION 9.33
(Article 18.23, Insurance Code), and SECTION 9.34 (Article 19.12, Insurance Code).

ANALYSIS

ARTICLE 1: RATE REQUIREMENTS

Article5.142 Ratesfor Personal Automobile and Residential Property Insurance Coverage
The hill requires an insurer to set rates in accordance with the rating criteria set forth. The bill requires
annud rate filings and sets forth requirements relating to the informeation to be induded in afiling. The hill

gpecifies the conditions under which the Commissoner of Insurance (Commissioner) is authorized to

C.S.SB. 14 78(R) Page1of 6



require additiond rate filings. An insurer is not required to make subsequent annual rate filings, after an
initid filing is gpproved, if the rate to be used is the same asthe rate in effect.

The bill requires the Commissioner not later than the 30th date after the date arate isfiled to gpprove or
disspprovetherate. A rateisconsdered approved and an insurer is authorized to usearate, if it has not
been disapproved withinthe 30-day period, unlessthe rate represents anincrease of 12.5 percent or more
fromthe insurer’ sprior filedand approvedrate. Thebill requiresthe Commissioner to gpprovearatefiling,
if the proposed rate is adequate, not excessive, and not unfarly discriminatory. If an insurer is
noncompliant withpedific rate requirements, thenarate that has not been approved or disapproved within
the 30-day period is considered denied. The hill sets forth provisions relating to a one time 30-day
extensonof the approval or disapprova period and requestsfor additiond information. Thebill authorizes
an insurer, after gpprova of aninitid ratefiling, to use any rate subsequently filed without prior approvd,
if the filed rate does not exceed a previoudy approved rate by a certain percentage.

The bill authorizesthe Commissioner to disapprove arate that does not meet therequirementsof thisarticdle
and setsforthrelated procedures. The bill authorizes an insurer to request binding arbitration or ahearing
after recalving notice of adisgpprova and setsforthrelated procedures. Thehill setsforth the factorsthat
Commissioner is required to consider asthe basis for approval of arate.

The bill requiresinsurersto provide notice to a policyholder, uponrenewd, of arateincreasethat exceeds
10 percent of the amount paid before renewd. The bill provides that each rate filing and any supporting
informationfiled under thisarticdle is public information and must be disclosed, and authorizes certain uses
of filed rate information. Confidentid information remains confidentid. Thebill describestherights of the
public insurance counsd and provides for appeds by an insurer or the public insurance counsdl of orders
issued by the Commissioner under this article. The bill requires the Commissioner to adopt rules as
necessary to implement thisarticle.

This article expires September 1, 2004.
Article 5.143 Exceptionsto Rate Filing and Approval Requirements

The bill requiresaninsurer withamarket share of five percent or morethat acquiresaninterest inaninsurer
withasmdler market share or that splits into smdler entities, to be owned inwhole or inpart by the insurer
with the larger market share, to continue to file rates for all affected entities, as required by the
Commissioner. The bill authorizes the Commissoner to exempt an insurer from certain filing and rate
gpprova requirements, depending on the market share of the insurer. The bill pecifies the requirements
with which an insurer must comply in order to be digible for a reduction in rate filing or rate approval
requirements. The bill aso setsforth an exemption from rate filing and approva requirements for digible
aurpluslinesinsurers. The bill provides standards for rates that are otherwise exempt from regulation.

This article expires September 1, 2004.

ARTICLE 2: UNDERWRITING GUIDELINES & REQUIREMENTS;, USE OF CREDIT
SCORING

Article 21.49-2U Use of Credit Scoring in Certain Personal Lines of Insurance

The aticle gpplies to an insurer that writes personal insurance coverage and uses credit information or
credit reports for the underwriting or rating of that coverage. The hill prohibits certain uses of credit
information by an insurer and specifies the factors that an insurer may not use as negative factorsin any
credit scoring methodology or in reviewing credit information for underwriting or rating. The bill requires
an insurer upon request to provide reasonable exceptions to rates, rating classfications, or underwriting
rules for a consumer whose credit information has been directly influenced by a catastrophic illness or
injury, death of a spouse, child, or parent, or by temporary loss of employment or by identity theft. An
insurer is authorized to grant an exception for an extraordinary event not listed.
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The bill requires an insurer to re-underwrite and re-rate an insured and to credit an insured for any
overpayment, if it is determined through the dispute resolution process that the credit information of an
insured was inaccurate, incomplete, or could not be verified. The bill requires an insurer to discloseto an
goplicant that the gpplicant’s credit report may be used for underwriting or rating and to provide notice
within 30 days to an gpplicant or an insured of an action resulting in an adverse effect based in whole or
in part on information contained in a credit report. The bill requires an insurer that uses credit scores to
underwrite or rate risksto file scoring models or credit scoring processes with the department within 90
days of the effective date of this article. A filing related to credit information is a trade secret and is
confidentid. The bill setsforth provisons requiring the indemnification of agents and prohibiting the sde
of policy term information by consumer reporting agencies.

An insurer that violates this article or a rule adopted under this article commits an unfair practice and is
subject to sanctions. The bill requires the Commissioner to submit a report before January 1, 2005
regarding the use of credit information by insurers. The hill requires the Commissioner to adopt rules as
necessary to implement thisarticle.

Article 21.49-2V Requirements Regar ding Underwriting Guidelines

Thisarticle gpplies only to an insurer that writesa persona automobile insurance, homeowners insurance,
farm and ranch or farm and ranch owners insurance, or a resdentid fire and dlied lines insurance palicy.
The bill provides that each insurer must submit underwriting guiddinesto the Commissioner and the office
of public insurancecounsdl. The bill authorizes the office of public counse to file objections to the use of
a submitted underwriting guideline and authorizes the Commissioner to approve, reject, or choose not to
approve or reject afiled underwriting guiddine. The bill provides that an insurer that proposes a change
inan underwriting guiddine that will result inthe re-underwriting and non-renewal of more than 10 percent
of policyholders must file the proposed change. The bill authorizes an insurer to request that information
provided to the Commissoner or the office of public insurance counsd relaing to underwriting guiddines
be dlassfied as proprietary information. If such a determination is not made, thenthe informationremains
public. The bill authorizes an insurer to use afiled underwriting guideline beginning on the 11th day after
thefiling date, if the guiddineis not rgected on or before the 10th day after filing.

ARTICLE 3: COMMERCIAL AUTOMOBILE INSURANCE

Article5.13-2 Ratesfor General Liability, Commercial Automobile, and Commer cial Property
I nsurance Coverage

The bill applies Article 5.13-2 to commercia automobile insurance. The bill provides that Sections 4, 5,
6, and 7 of Artide 5.13-2 gpply to county mutud insurance companies with respect to commercia
automobile insurance. The hill provides that an insurer that becomes authorized to write persona
automohbile or residentid property insuranceinthis state on or after the effective date of this Act issubject
to Sections 4, 5, 6, and 7 of Article 5.13-2inreaiontorates. Article5.13-2 (Ratesfor Generd Lidhility,
Commerciad Automobile, and Commercia Property Insurance Coverage) expires September 1, 2004.

Article 5.13-2, Section 11 Application to Certain Insurers

The hill provides that an insurer that becomes authorized to write persona automobile or residential
property insurance, on or after the effective date of this Act, is subject to Sections 4, 5, 6, and 7 of this
atide in relation to rates for persona automobile insurance or resdentiad property insurance,
notwithsanding Artide5.13 of the Insurancecode, any other provisionof thisarticle, or any other provison
of the Insurance Code.

Article 5.13-2, Section 12 Residential Property Insurance

The bill provides that rates for residentia property insurance are determined under Section 12, Article
5.13-2. Section 12, Article 5.13-2 expires September 1, 2004. The hill requires the Commissioner to
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adopt rating criteriafor the review of initid ratefilings, not later thanthe fifthday after the effective date of
this Act. The bill requires each insurer authorized to write residential property insurance to file rates,
supporting informeation, and supplementary rating information and any other information required by the
Commissioner by rule.

The hill requires that a filed rate take effect on the 10th day after the date thefiling isreceived. The bill
authorizesaninsurer to decrease arate or to file arequest to increase arate that isineffect and authorizes
the approval of anincreaseto aninadequateor confiscatory rate. Thehill requiresthe department, not later
thanthe 120" day after the filing date, to review aratefilingto ensure compliancewithArtide 5.13-2. The
bill authorizes the Commissoner to disgpprove or further reduce afiled rateif it is excessve.

The hill authorizes rate hearings following the issuance of adisgpprova order and dlows for gppedls or
binding arbitration upon completion of a rate hearing. The hill authorizes the Commissioner to order a
refund to policyholdersafter afind determinationis made, if an insurer is ordered to reduceitsrate in effect
to comply with arating determination.

Article5.13-2, Section 13 Standard Rate I ndex for Personal Automobile Insurance

Thebill specifiesthat Article 5.13-2 governs rate regulation of persond automobile insurance issued by a
county mutud, as prescribed by Section 13. The bill requires the Commissioner to annualy compute and
publisha statewide standard rate index for persond automobile insurance. Thebill setsforth requirements
for computing therateindex. The bill provides an exemption from thefiling requirements of Article 5.13-2
or Article 5.142 for county mutuals with a certain market share that issue persona automobile insurance
policies at nonstandard rates, as defined. The bill authorizes the Commissioner by rule to designate other
types of insurers that have served or are sarving the high-risk, nonstandard market to be governed by
standard rate index provisions.

Article5.13-2, Section 14 Review of Rates

The hill requires the Commissioner to consider any enacted state or federal legidationthat may impact rates
for ligbility coverage included ina policy subject to Artide 5.13-2, inreviewing ratesunder Artide 5.13-2.

Article 5.13-2, Section 15 Notice of Premium Charges

The hill requires notices of rate increases of a specific amount to be sent to residentid property insurance
policyholdersand setsforththe time frame for sending such anctice. The bill authorizesaninsurer to send
the required notice to any resdentid property insurance policyholder, regardless of whether the
policyholder’ s premium amount will increase as aresult of the scheduled rate change. The bill authorizes
the Commissioner by rule to exempt an insurer from the notice requirements for a short-term policy.

ARTICLE 4. RATE REGULATION EFFECTIVE SEPTEMBER 1, 2004

The hill provides for the regulation of rates for persona and commercid automobile, commercid inland
marine, and residentia property insurance under Artide 5.13-2, as effective September 1, 2004. The hill
excludes the FAIR Plan Association from the definition of insurer under Article 5.13-2. The bill gpplies
the provisons of Sections4, 5, 6, and 7 of Article 5.13-2 to LlIoyd's plans, reciproca and interinsurance
exchanges, and county mutud insurance companies with respect to persond and commercid automobile
and resdentia property insurance. For an insurer with less than five percent of the market, the
Commissioner is required to consider insurer and market-specific attributes and to promulgate filing
requirements accordingly.

ARTICLE 5: POLICY FORMS & ENDORSEMENTS

Article 5.145 Policy Forms for Personal Automobile and Residential Property Insurance
Coverage
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The bill providesthat aninsurer isgoverned by the provisons of Section8, Artide 5.13-2, of the Insurance
Coderdaingto policy forms and endorsementsfor personal automobile and residentia property insurance,
notwithstanding any other provision in this code.

ARTICLE 6: WITHDRAWAL REQUIREMENTS

The bill defines affiliate and insurer under withdrawa and restrictionplanprovisons. Thehill adds that an
exemptionfromwithdrawal and restriction plan provisons does not gpply to atransfer of businessfroman
insurer to a company, if the company is subject to rate regulation under Artide 5.142. The hill applies
withdrawal planrequirementsto insurers, rather thanauthorized insurers. Thehill appliesprovisonsrdating
to amoratorium onwithdrawa and restrictionplans to lines of persona automobile insurance, rather than
persond lines of motor vehicle comprehensive.

ARTICLE 7: INSURANCE DISCRIMINATION

The hill provides that a person commits an offense if with crimina negligence the person offersor collects
apremium based on arate that isbecause of race, color, religion, or nationd origin different from another
premium rate offered or used by the personfor the same coverage and the samerisk. An offenseisadate

jail felony.
ARTICLE 8 REVENUE BOND PROGRAM

The bill requiresthe Texas Public Finance Authority to issue public securities, at the request of the Texas
FAIR Plan Association (association), to fund the association and pay costsrelated to the public securities.
The bill provides that the totd amount of public securitiesissuedisnot to exceed $75 million. The bill set
forth provisons relating to the operation of the revenue bond program. The bill provides that the
associdion shdl retain any profits of the association and prohibitsthe profits of the association from being
digtributed to any insurers.

ARTICLE 9: CONFORMING AMENDMENTS; REPEALER
The bill makes conforming changes and repedls the following laws:

(2) Articles5.03-2, 5.03-3, 5.03-4, and 5.03-5, Insurance Code;

(2) Articles 5.26 (h), 5.33A, 5.33C, 5.50, 5.101, and 40.061, Insurance Code;

(3) Section 6, Article 17.25, Insurance Code;

(4) Section 4C, Article 5.73, Insurance Code;

(5) as effective June 1, 2003, Section 912.201, Insurance Code;

(6) as effective June 1, 2003, Sections 941.003(c) and 942.003(c), Insurance Code; and

(7) Artide 5.33B, Insurance Code, as added by Chapter 337, Acts of the 74th Legidature, Regular
Session, 1995.

ARTICLE 10: GENERAL TRANSITION; EFFECTIVE DATE

The bill setsforth a prospective clause. Except as provided otherwise, the Act takes effect on passage or,
if the Act does not receive the necessary vote, the Act takes effect September 1, 2003. Provisions of the
Act that specify an effective date take effect on the date specified inthose provisons. Section 5(j), Article
5.142, Insurance Code takes effect on the first anniversary of the effective date of the Act and expireson
September 1, 2004 in accordance with Article 1 of the Act.

COMPARISON OF ORIGINAL TO SUBSTITUTE

The substitute specifiesthe conditions under whichthe Commissioner is authorized to require additiond rate
filings The subgtitute adds requirementsfor filing a certificate with eech ratefiling. The substitute specifies
that ratefilings are to be made annualy. The substitute removes provisions authorizing the Commissioner
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to smplify rate filing requirements for smdl insurers. The subgtitute removes provisons prohibiting a
territory in araing manua from being smaler than the boundary of acounty. The subgtitute providesthat
Article 5.142 expires September 1, 2004.

The subgtitute specifies that an insurer is not authorized to use a rate that represents an increase of 12.5
percent or more from a prior filed and approved rate without the rate being approved by the
Commissoner. The subgtitute pecifies atime frame for requestsfor additiond information regarding rate
filings by the department. The bill specifiesthat the Commissioner is required to approve arate filing that
is adequate, not excessive, and not unfairly discriminatory. The substitute specifies the conditions under
whichaninsurer may use a subsequently filed rate without prior approva, after aninitid rate filing has been
goproved. The substitute authorizes an insurer to request binding arbitration after receiving a disgpprova
notice and specifies procedures relating to a SOA hearing. The substitute adds provisions relating to the
bass for rate gpproval, use of underwriting guiddinesand rating manuals, effect of insurer noncompliance,
certain uses of filed rate information, burdenof proof, noticeto policyholders, and advisory organizations.
The subdtitute removes withdrawa of gpprova provisonsfor rates. The subgtitute removes provisons
requiring the Commissioner to issue areport under rate filing requirements.

The subdtitute provides for exceptions to rate filing and approva requirements. The subgtitute removes
provisons relating to arate reduction for resdentia property insurance.

The subgtitute adds provisons relating to the examination of underwriting guiddinesby the Commissoner
and dlows insurers to make a request to dassfy underwriting guidelines as confidentid. The subgtitute
modifies the role of the office of the public insurance counsel regarding underwriting guiddines. The
subdtitute removes farm mutua insurance companies from the definition of insurer under underwriting
guiddines. The subgtitute gpecifies the time frame in which changed underwriting guiddines must be filed.

The subdtitute adds provisions relating to the regulation of policy forms and endorsements for persona
automobile and residentid property insurance under Section 8, Article 5.13-2. The substitute adds
provisons regulating rates for persona and commercid automobile, commercid inland marine, and
resdentia property insurance under Article 5.13-2, as effective September 1, 2004. The substitute adds
provisons rdaing to the regulaion of resdentid property insurance rates under Article 5.13-2 until
September 1, 2004.

The subdtitute modifiesthe uses for which credit information is prohibited. The subgtitute adds provisons
relating to the consi derationof multiplelender inquiriesas negative factors. The subgtitute requiresaninsurer
to make exceptions for consumers whose credit information has been affected by anextraordinary event,
rather thanauthorizing appeal s of actions that result inadverse effects based on extraordinary events. The
subdtitute sets forth requirements relating to the correction of errorsthat are determined through dispute
resolution. The subgtitute requiresinsurersto provide notice of actions resulting in an adverse effect based
inwhole or in part on information contained in a credit report. The subdtitute defines aviolation of credit
scoring provisons as unfar practice and removes adminidrative pendties for violations. The subgtitute
requires the commissioner to issue areport regarding the use of credit information and specifies duties of
the department regarding information on the department’ s website.

The subgtitute specifies the requirements for computing the standard rate index uang the benchmark rate.
The subdtitute removes the prior approva requirements for a county mutua insurance company that
increases its aggregate rate by 10% or more and provides that such an insurer must file its rates. The
subdtitute specifies that the provisons relaing to sandard rate indexes gpply to county mutua insurance
companies, rather than to nonstandard markets.

The subdtitute establishes a revenue bond program for the FAIR Plan Association. The substitute

removes provisons relaing to department review from the origind. The subgtitute removes provisons
relating to a property, casudty, and legidative oversght committee.
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