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2009 REPOR’I’ i’() 11IE LEGISLAI1JI{E REGARI)ING THE USE ANJ) IMPACT OF
CREflIT IN P1RSONAL LINES INSt RANCE PREMIUMS PURSUANT TO

ARK. COI)F ANN. § 23-67-415 (Act 1452 of 2003)

INTROflU(’TION

Ark. Code Ann. § 23-674l5 (Act 1452 ol 2003) requires all propcrt and casualty insurance
companies that \%rite certain personal lines insurance products and use consumer credit
intorl3tation to report the cfli2ct of the use of credit infirmalion on premiums not later than March

I ol each ear

In 2004. the Commissioner issued a Bulletin requiring all companies riting personal lines and
using credit to file a report providing the required inflirmation’.

THE ACT

Act 1452 of 2003 (the Act) is commonly referred to as the NCOII.2 Model hieh was developed
to address the use of credit and insurance scoring in personal hues insurance. The Act covers
both the use of credit in determining a consumers premium and the use of credit in
underwriting. I he Act prohibits several types of e ents from being considered when evaluating a
consumer’s credit: affirds mans rights to the consumer4consistent v ith the Federal Fair Credit
Reporting Act (F(’RA): requires a specihc notice to the consumers \ho are applying liir
insurance6and imposes, consistent ith existing law, certain actuarial justifications that must be
met beibre a company may use credit7.

The effi2ct ol’ credit inlbrmation derived from a consumer report is outlined in this report. Credit
derived from a consumer report may he used in underwriting and rating personal lines of
insurance8.To the extent credit information is used, it cannot he the sole factor in determining
whether someone can obtain insurance or the amount to he paid lbr the coverage. The FCRA
determines what constitutes a consumer report and provides safeguards for correcting errors in a
database containing a consumer’s credit, personal. or lifestyle information. Arkansas adds an
additional notice when a consumer applies br insurance or seeks a quote. [his notice informs
the consumer that credit will be used in conjunction with other flictors to determine whether
coerage will be offered and at what price.

flu leti n I 4-200-4. 1 ‘e of Credit In Ibrinalion under Ark. Code Ann 23-67-4 I 5 in I’er’,onal Insurance (attached as 1- hih 8 to
this report)
National Conference of Insurance Legislators
\rL. Code Ann. 2 -67-305 and 411

l
\rk. Code Ann. 23-67-306 and 108
15 US,C. §* 1681 et seq
rk, Code Ann * 23-67-407
\rk. Code Ann. ii 23-67-201 through 212. 305 and Rule 23

8 •s 1681a(d)( I)(
Other tactors considered usually ins ols e past claims history, the specitie property to he insured, the same ot the properly.
driving experience and other factors related to the risk. (redit is simpl one of the many factors considered.



(‘OMPILATION OF’ DATA

I he Act requires the (‘ommissioner to report to the Legislature in the aggregale’°:
(1) Policies written during the preceding year:
(2) Policies that reccied a premium increase due to credit scoring during the preceding \ear:

and
3) Policies that received a premium decrease due to credit scoring during the preceding year.

All insurers using credit as a rating component fur the following lines reported as required by the
Act.

• Prixate Passenger Automobile
• I lorneow ners
• \‘lotorcycle
a N on-commercial Dwelling/Fire
a Non-commercial Farmowners
a Personal Watercraft
• Boat
• Snowmobile
• Recreational Vehicle

In 2008. 250 companies reported premium deriyed from personal lines of insurance. Total
premium for those lines during 2008 exceeded $ I .960.407.118.

Of those:
• 128 insurers writing $l.872,885362 in premium utilized credit in determining the final

premium.
• 1 22 insurers writing over $87.52] .356 in premium did not utilize credit in determining

the final premium.

AGGRECATE TOTALS FOR ALL PERSONAL liNES

During 2008 for all personal lines coerages:
• 3,033,996 policies were written or renewed thai involved the use of credit as one of the

fhctors contributing to the final premium.
• 1,270,789 policies (41.9%) resulted in the premium being DECREASEt).
• 395,617 policies (13.0%) resulted in the premium being INCREASED.
• In the remaining 1,367,590 polices (45.1%), credit was a NEUTRAL FACTOR and (lid

not contribute to or change the linal premium.
• For those policies in which credit played some role in determining the final premium.

those receiving a decrease outnumbered those who received an increase by 3.21 to 1.
• 87% of consumers either receiyed a discount for credit or it had no effect on their

premium.

‘° Ark. Code Ann. 2367-4 15(b)



PRIVVI’E PASSENCER AUTO!1OBILE INSURANCE ANt) (REI)IT

l)uring 2008 br private passenger automobile coverages;
• 2,038,813 policies ere ritten or renewed that inoled the use of credit as one of the

lactors contributing to the linal premium.
• 979,275 policies (48O3%) resulted in the premium being DECREASED.
• 302,666 policies (14.85%) resulted in the premium being INCREASED.
• In the remaining 756,872 polices (37.12%). credit vsas a NEUTRAL FACTOR and did

not contribute In or chance the final premium.
• lor those policies in hich credit played some role in determining the final premium,

those receiving a decrease outnumbered those who recei ed an increase by 3.24 to 1.
• 85.2° of consumers either received a discount br credit or it had no elThct on their

premium.

HoMEOWNERS INSURANCE AND CREDIT

l)uring 2008 lir homeo ners co erages:
• 612,026 policies were written or renewed that involved the use of credit as one of the

factors contributing to the final premium.
• 209,347 policies (33.2%) resulted in the premium being I)ECREASED.
• 63,859 policies ( 10.4%) resulted in the premium being INCREASEI).
• In the remaining 338,820 polices (55.3%). credit was a NEUTRAL FACTOR and did

not contribute to or change the final premium.
• For those policies in which credit played sonic role in determining the final premium.

those receiving a decrease outnumbered those who received an increase by 3.28 to 1.
• 89.6% 01’ consumers either received a discount tbr credit or it had no eflèct on their

premium.

OThER PERSONAL LINES

I)uring 2008, for other personal lines:
• 383,157 policies were written or renewed that involved the use of credit as one of the

factors contributing to the final premium.
• 82,167 policies (21.4%) resulted in the premium being I)ECREASED.
• 29,092 policies (7.6%) resulted in the premium being INCREASEI).
• in the remaining 271,898 polices (71%). credit was a NEUTRAL FACTOR and did not

contribute to or change the final premium.
• For those policies in which credit played some role in determining the final premium.

those receiving a decrease outnumbered those who received an increase by 2.82 to 1.
• 92,4% of consumers either received a discount lbr credit or it had no effect on their

premium.
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SUMMARY

Act 1452 required each insurance company usilw credit as a component in determining an
insured’s premium to report to the (‘ommissioller Acompilalion of these reports indicate a little
more than half of the insurers %riting personal lines insurance utiliie consumer credit. 1 he data
also indicates that 87o of consumers \\hose premium invoked a credit component either
recei\ ed a lo&er premium or their premium as unaflctcd. O erall 41.9% of consumers
receied some decrease in their premium as compared to only 13,0% \\ho recei ed some
increase in their premium.

EXHIBITS

Results br Insurers Using Credit
Results for Insurers Using Credit Other Lines
Impact of Credit All Personal Lines
Impact of Credit — Percent
Credit Use in Pri ate Passenger Auto
Credit Use in I Ionwowners
Changes from 2008 Report (2007 data)
Bulletin I 4—2004

Fhe companies using credit rote 95.5% of the personal
during 2008.

lines premium ‘ olume in Arkansas

I he following are attached as exhibits to this report:
• Lxhihit I:
• Exhibit 2:
• Exhibit 3:
• Ixhibit 4:
• Exhibit 5:
• Exhibit 6:
• [:xhihit7:
• Exhibit 8:



Exhihit 1
Results for Insurers Using Credit

Pris ate

Passenger
Personal lines Uto Ilomeossners Other lotals
Policies ssritten during the

2,038,8j3 612,026 383,157 3.033,996preceding calendar year

1)Ct-’, th,it IC( u d a

letrt dur t I
L dt rt, u iii
prue hr Iend ejr I

Pljcje upon shfth ( iedit
had no r11e t j

Pris ate
Passenger

Effect of Credit Percent Auto Homeowners Other [otals
o [ttet 3 ,1° 54°, 90% 41

4O 34 2” 21 4’ . 4 L°
I total Neutral and

Decrease 89,6% 92,4% 87.0%

Ratio Decrease:Increase 3.24:1 3.28:1 2.82:1 J 3.21:1

Decreases as a percent of I
76.4% 76.6% 73,9%I credit affected the final

subset of policies shere

j
76.3%

[premium
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Exhibit 3
Impact of Credit — All Personal Lines

Effect of Credft ALL Personal Lines
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Exhibit 5
Credit 1. se in Private Passenger Auto

Effect of Credit Private Passenger Auto

Pohues upon
whic Ii (redit had

no ffect
7568 2

I, U l, I
, I is

I0



Po1i I4 Upon
ivl,,ch ( redit had

no eJJeU
8,82O
c a
JU 0

Exhibit 6
Credit Use in Ilffmeowners

Effect of Credit Homeowners
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FIiihit 7
(hanges from 2(307

2008 Data Companies
Using ( redo
Policies

1) edts

I Ifrd

Private
Passenger

Auto

-0.1%

20934

homeowners
- 1.6%

Other
383,157

82,16’

Pri’. ate
Passenger

ittti

2.030,670

2007 I)aia (oinpanies
Lsing (redit

Policies

1) C%e%

No f

Iloincoss iicrs
621.712

Other

363,710

‘ 1 320 14’ 54

1 082 9%3 442.349 16673c f
lotals

3,026,092

9% 3

I 9L047

‘I otalsHomeowners

612,026

Private
Passenger

Auto

2,038,813

Private
Passenger

Auto
-1,857

L
Difference beiss een
sears I)ata (oni panics
t sing C redit
Policies

r

No Lffttt

Difference between
years Data Companies
L sing Credit
Policies

I lomeow ners
-9,686

61,801

-103

Other Totals

19,337 7,903

3,660 31

153 3’44

‘So titect

900

-30J’

Other
5.3%
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Exhibit N

Arkansas insurance Department
1200 eI hird Sti ret

I ttr F(ocL, R 72201 1904
i 9)1 311 2600
I 8U02)f 2 9134

iiki Iluckalier IiIt Pickeus Ia I50I 371 2t
(orer nor ( inussiouci n i4v. .%(aiC.ar i’,Jirui arleec

I )ct,,cinher I , 20u’I

10 I II I IN Nt>. I k-2001

14) \l I I lt’INSI I) I’ROPI RI V .\\I) 4 \St \I I \ INSt RI RS N \ lb )N’ \I \SSO(’I\ I ION
4)1 INSt ‘R.\N( ‘I (4 )MMISSk PsI 1<5. I R.l)l 4 )R( \NI/.\ I 14 INS.
\Nl) 01111 1< IN I I RI SIll) 1’ I< III

I 1<4 )M: .\Rk,\NSAS INSt R.’N( 1 1)1 P\R I \lI N I

St WI ( I I SI )I (‘RI 1)1 I INK )RM,\ I It iN I N1)I 1< ARIx (.‘( II)!. \NN. 2 3”07—3 15 IN fiRSt )N,I
INSII< \N(’I I OR PRI\ \II P.\SSI Md 1< \L’IO. II0\II0k\1 1<5, MOIOR(’Y(i I
SIt )I3II I I I( )SII Nt Ps (‘051511 R( ‘tAt lYs\ III tNt I IRL. NoN ( 0>515111<41
I ‘\RNb )\ NI 1<5. P1 1<54 )N SI, 55.5 II 1<0 1<51- I. 10) SI SM rt\ \1( )BII I.. Rl-( ‘RI-S I I( )N,SI
VI .111(1 I S

1111 ( I lvi 1)511-’ 1)1 (‘I 511)11<15.2>0)4

Srkansas 4. ode Sn notated 2 —{i7—1 I 5 requ res that no I at er than SI arch I ot ear h eai . each I) ‘ill anee ci unpany w ri ii rig aii

personal insurance that uses ci cdi —scoring nllirniat ion shall report to the Insurance t omm I ssioner tor cacti personil insurance
type listed in * 2 3—67— 4() If 9) the number iii’:

1 1> Policies ss ritten during tire preceding y ear:

(2) Policies that receis ed a piemiuiii increase due to credit scoring dunng the preceding year: and

(3) Policies that receised a premium decrease due to credit scoring during the preceding ‘bear.

I his subchapter applies to personal insurance and not to commercial insurance or an other type of insurance. “Personal
insurance means prisate passenger automohi e, homeowners. motorcele, mobile home owners. noncommercial dwelling fire
insurance, noncommercial farm owners, boat. personal ssatercrafl, snowmobile, and recreational sehicle policies. Ifyour
compan does not write any of the lines of’ insurance included in this definition of “personal insurance” nor have any policies in
force and effect cosering said lines at any time during the period cosered by the report, please notif the Propert and (‘asualty
Dis isbn of that fact prior to the March 31 due date Such notification shall he considered meeting the reporting requirements of
the ct.

Information filed with the commissioner under this section by an insurance company shall he treated as proprietar inlbrmation
and is exempt from public disclosure.

Attached to this Bulletin is a suggested lbrni upon which to report the required information, I his forni will he asai able on our
wehsite at a ii g 1 a. I and we can furnish it as an attachment to an email as
well.

Ifyou should have an\ questions. please contact ,\lexa (irissoin or Becky I Iarrington. Property and (‘asualty Dis ision. at (51)1
371—2800 or I a ‘‘ or’\’-,’,k.:, ,, or fax at(501)371—2748.

signed by Mike Pickensl December II. 2004

MIKI. PIC’KE-\S 1)511-
INSt ‘R.\Nt F (‘( )MtsIISSIONI- R
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