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A CONSUMER’S GUIDE TO...
How Insurers Use Credit Information for

Personal Auto and Homeowners Insurance
Many personal auto and homeowners insurance companies look at
consumer credit information to decide:

- Whether to issue or renew an insurance policy
+ How much premium to charge for insurance

This brochure will help you understand how insurance companies use
your credit information and how this business practice affects how much
you

pay for insurance.

1. MAY AN INSURER LOOK AT MY CREDIT INFORMATION WITHOUT MY PERMISSION?

Yes. Both the federal and state Fair Credit Reporting Acts (FCRA) say that an insurer may
look at your credit information without your permission when it reviews your
application/information to decide if it wants to insure you. However, the insurer must tell you
that it may obtain your credit information either when you apply or, if it has not previously
told you, at your policy renewal.

The laws that govern the use of credit information are: the federal Fair Credit Reporting Act,
United States Code, Title 15, Section 1681, et seq.; the state Fair Credit Reporting Act, Maine
Revised Statutes Annotated, Title 10, Chapter 210, and the law entitled, “Use of consumer
reports in insurance underwriting” found in MRS, Title 24-A, Section 2169-B.

Information about the federal law is at www.ftc.gov/.

The Maine laws are at http://www.mainelegislature.org/legis/statutes/10/title10ch209-Bsec0.html
and www.mainelegislature.org/legis/statutes/24-A/title24-Asec2169-B.html.

2. WHY DO INSURERS USE CREDIT INFORMATION?

Many insurers have shown that consumers’ credit histories can predict whether they will or
will not file insurance claims and that this information should affect the premiums that they
charge. Insurers’ loss experience has shown that certain factors of an insured’s credit history
help determine how likely he or she is to have losses and therefore file claims.

3. HOW DO INSURERS USE CREDIT HISTORY?

Insurers use your credit history to underwrite your insurance policy or to rate your
insurance policy.

» Underwriting is a process in which an insurer gathers information to determine whether
to insure you.

In Maine, an insurer may not deny, cancel, or refuse to renew your auto or homeowners
policy based solely on your credit information. In other words, if the insurer would not
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normally deny, cancel, or refuse to renew your policy without the credit information,
then the insurer may not use the credit information against you.

> Rating is a process that determines how much you will pay for insurance.

Many insurers charge higher premiums based on various parts of an individual’s credit
history (see question 6 for more information).

In Maine, an insurer may not base your renewal rates solely on credit information; the
insurer must consider other rating factors that apply to you. For an auto policy these factors
include your claims, vehicles and drivers, coverage and location. For a homeowners policy
the rating factors include the amount of insurance, distance to a fire station, location, and
improvements made to your home.

4. HOW DO I KNOW IF AN INSURER IS USING MY CREDIT INFORMATION?

Ask your insurance agent or insurer if it uses credit information for underwriting or rating. If
credit history is used for underwriting, ask how your history will affect your eligibility for
coverage. If credit history is used for rating, ask how it will affect your insurance premium.
Finally, you should also ask if the agent or insurer checks the credit histories of other people
insured on your policy, such as family members, and how this might affect your policy.

5. IFIDON'T HAVE A CREDIT HISTORY, WILL IT AFFECT MY INSURANCE PREMIUM?

The answer depends on what the insurer is approved to do in Maine. Most insurers will not
penalize you for the absence of a credit score.

Sometimes an insurer will not be able to find a meaningful credit history for you. If you think
you have a credit history but the insurer cannot find it, make sure your agent or insurance
company has your correct name, address, social security number, and birth date and if
you've placed a freeze on your credit, make sure the insurer has been able to access it (see

number 17 below). WHAT KIND OF CREDIT INFORMATION DO INSURERS USE?

Most insurers that use credit information use an "insurance credit score," which is calculated
using information about your credit history. Many insurance credit scoring models weight
recent credit history more heavily than old credit history. The factors used in many scoring
models include:

¢ Public records (such as bankruptcy, collections, foreclosures, liens, and charge-offs)
generally have a negative effect on your insurance.

o Past payment history (the number and frequency of late payments and the days
between due date and late payment date). Late payments tend to have a negative effect
on your score.

¢ Length of credit history (the amount of time you've been in the credit system). A
longer credit history tends to improve your insurance credit score.

e Inquiries for credit (the number of times you've recently applied for new credit,
including mortgage loans, utility accounts, and credit card accounts). Shopping for new
credit tends to have a negative effect on your insurance credit score. In Maine, however,
credit inquiries that you have not initiated, inquiries related to insurance, promotional
inquiries, multiple inquiries related to a single transaction (to compare loan offers for the
purchase of a car or home, for instance), and certain other inquiries generally are not
allowed to be used in calculating an insurance credit score.

¢ Number of open lines of credit (including the number of major credit cards and
department store credit cards). Having too much credit tends to have a negative effect
on your insurance credit score; however, it generally is not a good idea to cancel a credit



account that you have had for a long time. A long credit history may help your score.

¢ Type of credit in use (such as major credit cards, store credit cards, finance company
loans, etc.). Major credit cards may be treated more favorably than other types of
consumer credit, such as store credit cards or loans from a finance company.

e Outstanding debt (how much you owe compared to your available credit). Too much
outstanding debt tends to have a negative effect on your insurance credit score.

Insurance credit scores are not uniform among insurers. Insurers have different views on
which factors are more important based on their experience and business practices. For
example, one insurer might feel that public records are more important than past
payment history. Another insurer might take the opposite view. How much weight an
insurer gives each of the factors determines, to a large extent, your insurance credit score
with that insurer.

6. WHAT IS A GOOD INSURANCE CREDIT SCORE?

There is no single answer to this question. Generally, a good insurance credit score will
translate to lower premiums; however, insurers use different scoring calculations, so your
score is likely to be different from insurer to insurer.

7. ISMY PREMIUM BASED ENTIRELY ON MY INSURANCE CREDIT SCORE?

No. Maine law requires an insurer to consider factors other than credit information in
calculating both auto and homeowners premiums. Your auto insurance premium is based on
factors such as your driving record, the type of car you drive, and where you live. Your
homeowners premium is based on factors such as where you live and the cost to replace your
home. Credit history is only one of a humber of factors insurers use to rate your policy.

8. MUST AN AGENT OR INSURER TELL ME WHAT MY INSURANCE CREDIT SCORE IS?

No. In fact, the agent or company underwriter might not even know your score. Instead, all
your agent or underwriter might know is that your score qualifies you for a particular rate or
company within the group.

Even if you know your insurance credit score, it might not be useful to you. Your insurance
credit score is a “snapshot in time,” and a significant change in your credit activity or a
creditor's report can change your score.

9. IFIDON'T KNOW MY SCORE, AND MY SCORE VARIES FROM INSURER TO INSURER, HOW
WILL I KNOW IF MY CREDIT HISTORY AFFECTS MY INSURANCE PREMIUM?

Ask your insurance agent or insurer. Carefully read any correspondence from your agent or
insurer, especially if it relates to an increase in premium or a denial or cancellation of your
coverage. The Fair Credit Reporting Act requires insurers to notify their customers if they
take "adverse action" because of credit information. The FCRA defines “adverse action” as
denying or canceling coverage, increasing premiums, or changing the terms, coverage, or
amount of coverage in a way that harms the consumer.

Examples of an “adverse action” include:

Canceling, denying, or non-renewing coverage

Giving the consumer a policy that has lower limits or covers fewer risks
Limiting benefits, such as eligibility for dividends

Issuing coverage other than that applied for

Adding a premium surcharge

If your insurer takes an adverse action due to your credit history, it must provide the



specific reason for taking the adverse action, including up to four factors that primarily
influenced the action. The reasons provided must be sufficiently clear and specific so that
you are able to understand why the insurer took the adverse action. Maine law allows the
insurer to use explanations that it receives from the consumer reporting agency. If you do
not understand them, you may ask the insurer to explain the reasons and, if necessary, you
may file a complaint with the Bureau. The insurance company must provide the name,
address, and telephone number of the consumer reporting agency that supplied the credit-
related information. You are also entitled to a free copy of your credit report from the credit
bureau that supplied the credit information.

Federal law says you have a right to a free copy of your credit report if you’ve been denied
credit or insurance, if you are on welfare, unemployed, or if you are a victim of identity
theft.

In addition, Maine law allows you to obtain a copy of your credit reports (not your score)
once each year without charge even if you haven’t been denied credit. The website
www.annualcreditreport.com is the official one-stop site that will provide you with your
reports for free.

If you prefer not to use the website, the Maine Office of Consumer Credit Protection (1-800-
332-8529 or TTY Maine Relay 711) has a form that you can use to request copies of your
credit report from the three major national credit reporting networks. Most consumer
groups suggest you get a copy of your credit report once a year and review it for errors.

10. WHAT CAN I DO IF THERE IS INCORRECT INFORMATION IN MY CREDIT REPORT?

Tell the credit bureau. If you report an error, the credit bureau must investigate the
error and get back to you within 30 days. The credit bureau will contact whoever reported
the information. Credit information is often reported by banks, credit card companies,
collection agencies, or a court clerk. If the investigation shows the information is wrong or
if there is no proof it is true, the credit bureau must correct your credit record.

You can ask the credit bureau to send a notice of the correction to any creditor or insurer
that has checked your file in the past six months. Once the errors are corrected, it isa
good idea to get a new copy of your credit report several months later to make sure the
wrong information has not been reported again. You should also get a copy of yourcredit
report from the other national credit bureaus, which are listed below. If you correctan
error on one report, it will not “fix” incorrect information on the otherreports.

If the information in your credit report is correct, the credit bureau will not change it.
However, the FCRA lets you file a 100-word statement explaining your side of the story, and
the credit bureau must include your statement with your credit information each time it sends
it out. Make sure your insurance company has a copy of your statement, and ask if it will take
your statement into account.

The three national credit bureaus are:

e Equifax (www.credit.equifax.com or 800-685-1111);
e Experian (www.experian.com or 888-397-3742); and
e Trans Union (www.transunion.com or 800-888-4213).

Tell your insurer. Don't wait until the credit bureau investigates the errors to contact your
insurer. Tell your insurer right away and ask if the errors will affect your insurance coverage
or premium. If the errors are big, tell your insurer that you are disputing the information
and ask if they will wait to use your credit information until the errors are corrected. Small
errors may not have much effect on your credit score. However, large errors could make a
significant difference in your premium. If your insurer has taken adverse action against you
and you later have your credit report corrected or submit a statement to the reporting
agency, let the insurer know of the correction or provide the insurer with a copy of the
statement and ask if it will consider reversing the action.
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11. HOW CAN I IMPROVE MY INSURANCE CREDIT SCORE IF I HAVE BEEN ADVERSELY
AFFECTED?

First, find out what factors, or attributes, of your credit history were used to calculate your
insurance credit score. An “attribute” is a piece of your credit history, such as bankruptcy or
late bill payments. Companies that develop insurance credit scores, such as Fair Isaac and
LexisNexis, provide insurers with up to four attributes that have negatively affected your
insurance credit score. See Question 10 above, for more information about this.

Second, make a plan to improve your credit, considering these points:

e Don't try to "quick fix"' your credit overnight. You could end up hurting your score.
For example, your score may go down if you cancel a credit card that you have had
for a long time.

¢ Don't pay someone to “fix” your credit history. Some credit repair firms promise, for
a fee, to get accurate information taken out of your credit report. Accurate
information cannot be deleted from your credit report. Some credit repair firms
promise to “fix” your credit report by challenging information in it. They charge you
a fee to do that. This is something you can do for yourself for free.

¢ Create a plan to improve your credit over time. Pay your bills on time. Pay atleast
the minimum balance due, on time, every month. If you cannot make a payment,

e talk to your creditor. Work to reduce the amount you owe, especially onrevolving
debt like credit cards.

e Limit the number of new credit accounts you apply for. Several applications for
credit in a short time will usually lower your credit score.

e Keep at it. Your credit history will improve over time if you make changes now and
continue to improve. If you manage your credit better, your credit score will
improve over time.

12. WHERE CAN I GO FOR HELP WITH CREDIT PROBLEMS?

If you cannot resolve your credit problems alone, a non-profit credit counseling
organization may be able to help you. Non-profit counseling programs are often operated
by churches, universities, military bases, credit unions, and housing authorities. You can
also check with a local bank or consumer protection office for a list of reputable, low-cost
financial counseling services.

13. WILL MY CREDIT HISTORY HAUNT ME FOREVER?

Probably not. Credit history is just that - history. Once you find out what attributes of your
credit history are affecting your insurance credit score, you can work to improve your
record. If your premiums are high because of your credit history and you have taken steps
to improve your record, you should ask your insurer to re-evaluate your insurance credit
score along with other insurance related factors at renewal. Maine law requires an insurerto
obtain an updated credit report and re-underwrite and re-rate accordingly at policy renewal
when requested by the insured. However, the re-evaluation cannot occur more often than
once every 12 months.



14. DOES USING CREDIT INFORMATION PENALIZE MINORITIES OR LOW-INCOME
CONSUMERS?

We do not know. Statistical studies have not conclusively determined whether insurance
credit scoring disproportionately affects minorities or the poor. Insurance regulators
nationwide are currently examining this issue.

15. WHERE CAN I GET MORE INFORMATION?
» Ask your insurance agent or insurer for information that explains how the insurer uses
credit information.

» Contact the Bureau of Insurance by calling our Consumer Assistance Hotline toll free
at 1-800-300-5000 (in state) or TTY Maine Relay 711 or visit our website at:
www.maine.gov/pfr/insurance.

» If you have a complaint about your credit report, contact the Maine Office of
Consumer Credit Protection at 1-800-332-8529 or TTY Maine Relay 711 or visit their
website at: www.credit.maine.gov. You may also request their guide to “Credit
Reports and Credit Scores” or you can download it by going to the Publications section
of their website.

» Contact the Federal Trade Commission for information about the FCRA or their
consumer brochures on credit. Call 877-382-4357 toll free or visit their website at:

www.ftc.gov.

> LexisNexis offers a service which allows consumers to see, for a fee, the insurance
credit score that would be developed under its scoring model
https://personalreports.lexisnexis.com/

» There are several different models in use by insurers, and the LexisNexis model might
not be the one your insurer is relying upon. You should ask your insurer which model
it uses.

» Fair Isaac (FICO) is a company that provides information to the three credit reporting
agencies. A portion of its website under Credit Education Documents provides free
information about credit scores, how they are determined, what you can do to improve
your score, and what is in a credit score. You can find the free information at:
www.myfico.com.

16.1 PUT A FREEZE ON MY CONSUMER REPORT BECAUSE OF A DATA BREACH. DOES THAT
AFFECT MY INSURANCE?

If you are applying for insurance or shopping for quotes, the freeze will prevent insurers from
having access to your credit information. They therefore won’t be able to develop insurance
credit scores, and this might result in your receiving inaccurate quotes. Each of the consumer
reporting agencies that you contacted to place a freeze should have sent you a code that you
can use to unlock your report temporarily. Since October 1, 2015, Maine law has not allowed
these agencies to charge you for placing, removing, or suspending a freeze for a specific
party or length of time. If you have an insurance policy and it is going to be renewed, Maine
law gives the insurer access to your frozen report without your needing to lift the freeze. If
you receive an adverse action notice or premium increase because of the freeze, you should
contact your agent or insurer about this. For more information, see our Bulletin 406 at this
link: http://www.state.me.us/pfr/insurance/legal/bulletins/pdf/406.pdf.
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17. FINAL POINTS TO REMEMBER

e There is a good chance your current or prospective insurer is looking at your credit.

e Ask your insurance agent or company if your company uses credit information, how it is
used, and whether it affects your rate.

e Get a copy of your credit report from each of the three national credit bureaus and correct
any errors. Tell your insurance agent and company about any errors and tell them your
side of the story.

e Improve your credit history if you have had past credit problems. Ask your agent or
company for the top reasons (factors) that your insurance credit score is low, and work to
improve those pieces of your credit history. If you are paying higher premiums because
of your credit history and your credit history improves, ask your agent what you can do to
improve your insurance credit score.
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