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My name is Jerome Kay. I am a Commissioner on the New York City
Commission on Human Rights.

Mr. Chairman, thank you on behalf of the Commission for this oppor-
tunity to participate in your investigation of auto insurance ratinag and
marketing practices. We feel this investigation is of major importance
and one of the most important undertaken to date by any investigative
body.

The statistical presentation and testimony we offer today is based
on:

1. Reports of the New York Assigned Risk Plan for 1964-1965-1966

2. Annual Reports of The New York State Department of Insurance for 1964-
1965-1966

3. The examination of applications for insurance in the Assigned Risk Plan
for New York City, during the munth of FPebruary, 1968

The problem is that low income and minority group ghetto residents
pay more for and benefit less from automobile insurance, because they
don't have the same insurability as white middle class and non-ghetto
residents. The low income minority groups pay more for insurance because
frequently there are no avenues opé; to them for voluntary acceptance of
their applications, Despite the honest efforts of some sincere brokers,
the constant refusal of agencies and companies to accept this ghetto and
non-white business forces the applicant for insurance to either authorize
the placement of coverage through a high risk (oxcess) company or the
alternative of the Assigned Risk Plan, This has been a practice for a
number of years in New York City., This form of discrimination is very
subtle, sophisticated and accepted., It permits all these practicing it

to deny involvement in it and awareness of it,




The automobile insurance industry has developed a series of proce-
dures to cancel or not renew insurance policies of people living in ghetto
or changing areas (white to black and Puerto Rican), thus forcing the ex-
policyholder to do business in the previously mentioned manner (Assigned
Risk Plan). Many companies start this procedure with the cancellation of
direct accounts with brokers. Many companies had oral contracts with bro-
kers who were permitted to write business based on their judgment and this
was acceptable to the company. Currently, most companies have general
agents who act as buffers between ‘“emselves and the brokers to evade the
responsibility of denying coverage. The mention of a Spanish scunding
name or ghetto addrees is sufficient notice to the agent that the appli-
cation of a given broker is undesirable., This is one of the techniques
used by the companies, with the aid of the agent and sometimes the broker,
to deny standard coverage to minority group members. Another aid to
identifying ethnic background is & cy:ztem of coding on applicationas em-
ployed by same companies - the us: of numbers or letters, or other in-
conspicuous ways of identifying an individual's ethnic background, the
company thus knows the background of the applicant and can arbitrarily
refuse to accept the application without fear of being accused of being
discriminatory.

Another technigue often used by insurance companies or agents, is to
drop the account of a broker who has Negroes and Puerto Ricans for clients,
or who is located in a ghettec area. The company claims the broker's bu-
siness is no longer profitable, that his losses are higher than the earned
premiums, or that they are re-assessing underwriting policy and regroup-
ing, Sometimes a broker failed to notify the company of a clients' acci-
dent. The chances are, in man, cas«s, that the broker has not been noti-

fied by the insured. In other cases some of the cancellations and



terminations are legitimate, however, the policyholders still suffer.
The companies often claim that ghetto residents are poor drivers
and these accidents involve more peocple, because they overcrowd
their cars., An insurance executive who must remain anonymous,
alleges, that because minority group members have limited intelli-
gence and a limited command of language, they are unable to protect
themselves or negotiate when involved in an accident. Further, he
said that insurance companies hesita:2 to take cases to court invol-
ving minority group insurance pitted against a white plaintiff or
defendant, because juries tend to be sympathetic to white persons.

At this point I would like to intrnduce statistics of the pssigned
kisk Plan, taken from the new applicationz submitted for the maﬁth of
February, 1968, in New York City. We examined and recorvdad informa-
tion from 3,688 applications,

This chart shows:

Whites (1098) represent 29,1t
PR&N (2590) represent 70,2%

These figures and percentages constitute the total of the test sample.
Of the 994 applicants whe had pureviously had automebile insurance:
Whites represent 36% ur 401 of 1098

PREN . 22.5% or 593 of 1590

The whites in this szmpling h:< more previous insurance, though their

sampling or gross nunbers we.z smaller,

Of the 2132 accidents and violations recorded of the test series:

Whites had 36% or 769 accidente and violations (70% of all white

applications)
PR&N had  63,.9% or 1367 geridis us -xd violations (48.5% of all
minority group applications)
The whites had moye aceidents and o ~iations per person than the

Puerto Pirans & Nenvroes.
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The whites had more accidents and violations per person than the Puerto

Ricans & Negroes.

In the under 25 and over 65 age categories the:

Accidents Violations
Whites are 403 or 37% of 1098 113 - 28% per/pers 143 - 35% per pers
PR&N " 563 " 228 " 2590 186 - 32¢ " 77 - 14% *

It is important to note that of the smmples taken that this white group

represents 37% of their total as opposed to the 21,3% of the minority

group category.
In the 25 to 64 age categories the:

Accidants Violations
Whites are 692 or 63% of 1098 212 ~ 31% per person 301 -~ 43%
PR &N ® 2036 " 79% of 2590 47¢ ~ 23% " » 618 - 30%

-

Puerto Ricans and Negroes represent §%¢ of this age category, and the per-

- centages conclusively show that they have fewer violations and accidents

in this cateqgory.




CTFAN RISKS
1790 of the 3688 applications examined were applicants between

25 and 6L years of age with driving experience in excess of 3 years
and no aceidents and/or violations,

Whites are 29R of 1098 or 27%
PR & N are 11'92 of 2590 or SAR¥

Puerto Ricans and Negroes represent more than twice as many "clean
risks" as whites in thes Asaigned Risk Plan,
The following is a breakdows: of the numbers of peésons in each

ethnic group and an accounting of their involvement in accidents and

violations.

Accldents & Violations
white 800 of 1098 or 73%
PR & N 1098 of 2590.or 0L2%

Almost twice as many whites were involved in accidents and viciations

than Puerto Ricans snd Negroes,

The following quotes taken from the New York State Department of

Ingrranco Annual Rsports furthar supports the above charts:
1961
"The current risk classirication system discloses fully
3.0 percent of risks insured through the Assigned Risk
Plan with no reatable chruvractaristics which would identify
them a3 being other than a nreferred type of risk, These
are ths risks with adequate driving experience and with
no accident or conviction record and fall in the preferred
risk categery which is given a 10 percent discount from
manual rates, The only characteristic which sets these
individusls apart from others in the voluntary insurance
market is the fact that the Tormer heve been refused
ingurance in the voluntery market, An individusl
aprlicant for automoblle insursnce seldom, if ever, can
learn why the undasruriter has declared him unscceptable,"

1965
"Despite continuing Department efforts, "Clean" assigned

risks ccmprise almost 70 percent of all assigned risks,
About 36 percent of u11 assigned risks represent "Clean"
risks who nave adesquat: driving sxperience and no acci-
dent or conviction reco~’  'hey therefore fall in a
vreferred risk category : .ch receives a 10 nercent
discount from manual rates, IiInderwriting decisions by
insurances companies exclude thesea risks from the
voluntary market, Rstes charged assigned risk by most

# See chart £l in appendix for percentagse of "Clean Riska" per ethnic group



companies are comparables to the rates charged their
voluntary insureds, a consequence of the Department's
insistence.,”
1966

"Although the percentage of "Clean" assigned risks has
declined, this group, despite continuing Department
efforts, still comprises &7 percent of all private
passenger assigned risks, The Department is currently
concentrating on the reported "Clean" risks who have
adequate driving sxperience and noc sccident or conviction
record. These risks fail in the preferred risk category
which receives a3 10 percant discount from manual ratea
yot are excluled from the yoluntary marke? Ly *he unéer
writing decisions of insurance cowpaxies.

This problem has not besn d=:lirod by the Commission but by the very
nature of the complaints received regapding ths unfsir nractices of suto
insuranca industry, These compleints have beern numerousn, indlesiing to
the Commission that an Investigsation wnz wmsussswey.

Presently there iz little recognizabls poilecy, Federsl, Stsatas on
Local, dealing with discrimination [n *the suto insurance arss,

Although the New York State Lepsariment of inaurance formulates state
policy ralative tc sutcmoblile insurznce it has besome apparent that

this apency has nct heretofors viewsl discrimiration as a ssrious problem,
The Steate laws yvezulating the insurancs industry are vast and complex in
scope, tut they dea’ primarily with the establishment of rates, rather
than the nrotecticn of the rishts of thes individual to purchase

insurance or his own wmerits or from whom he chooses, Tn short, the

poor as in all othsr walks of life - pay wore.

The following chart conc usivelv shows that the bulk of the
arplicants ir this test series (3678) are low income pecople, An ethniec

breakdown further accenrntustes this fsct,




white (1098) Puerto Rican & Negro (2590)
Professional 83 - 8« 122 - 5%
Salas 56 - 5% 59 - 2%
Clerical 191 - 11% 258 - 10%
Crafts L7 - 13% 340 - 13%
Operators 103 - 9% 398 - 15%
Service 235 - 21% L70 - 18%
Labor 108 - 104 L3l - 17%
Household 80 - 7% 194 - 7%
Student 50 - L% 11 ~ L%
Imemployed 107 - 10% 316 - 12¢

The evidence of inability of present roliciss to meat the nesds
£ the low incoma and mincrity proupr rnopulation ls seen in the
increasing nunber of complainds that public officimls and agencies
have received from wmembsvas of thaso. srouca, It has already been
noted that variansg Tesisglistiva and sracutive bodias are looking, or
will leok, into this matter, The most influsential public bédy to
have regun &n extensive examinaticn ¢f the automobile insufsnca
industry 1s your Jcouwurittes, gentlemen, It is hoped that from the
evidence pressnted in theas hesrings - nsw legislation and controls
will be Torthcoming.
The New York “labe Auteomobils Assignsd Risk Plan is a good example
£ how the insnrsnce 37stem w ks to the disadvantage of low income
end minority grcups, who have hesn untairly placed ip it,

1. The Plan limlts its nclicyholdars to the minieum covarage under
the provisions of the New YV 1 “tate Insurance Law, which is
10,000 snd £ 20,060 natily Ln. o ond 5,000 provarty dsmages,
Whareas, a atsndacd poiicy of'sprs limitless protection to the

insuread for a very nominal ex:tpra lee,
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2. Medical payments benefits are not available as part of an
Assigned Risk volicy, Whereas, this is not so in & normally
written standard poliecy.

3. Ths uninaured driver clause is not rart of the Assigned Risk
policy, Whereas, the uninsured driver clause is available to
the standard policy,

. Towing services are not asvailsble to the Assigned Risk policy,
but it is available in 3 standsrd policy.

S. In the Assigned Risk Plan, an ap:licant must submit 30% of his
premium at the time of applliceticn and pay the balance in 30 days,
The standard policy applicant can psy his premium quarterly cr

monthly st a cost of .50¢ per menth for bookkseping, If the

Asaigned Risk applicant has limited resources he must then turn to -

loan companies or banks, thus incurripye additional exrvsnse,

Inder a standard rolicy, the marusl rate is a 104 disccunt rate,
it Is available to exverienced rdrivers who have had no accidents, or
violations in his driver's license, The discount is loss if, wvou have
been driving less than 3 vears cor !{ vou heve had accidonfa eand or
viclations. Tn the Assigned Hisk %la» the same policy holds true
with the exception that you are pennlized for the accidents and
violations - surcharges are imposed up to 1004 of the haslc premium,

Premium financing, of & policy i3 expansive because:

1. the broker is entitled to » 110,00 fee for merely filling out a
loan apnrlication for the insured,

2. Premium rinancing has a flat fes of $172,00 for loen pariods of
less than 9 month; and often urder "125%.00.

Tn the Assigned Risk ¥Plan, amats.octils liability insurance is
subject to surcharges for accidents sand violstiona, However, standard

risks are not eernerslly chargaed for acclidents or viclationa except in

e



rare instances or in the cases of flagrant violators,

Motor Vehicle Reports (State) are required on all Assigned Risk
policies and are not required of standard policies, The applicant in
the Assigned Risk almost alweys has his policy and loan contract prior
to the completion of the investigations on the part of the company to
which the applicant is assigned., On receipt of information to the
effect that the insured has additional violations and or accidents
going back beyond 18 montha, they then asks for surcharges, which
often the insured is not in a position to pay. There are no alterna-
tives, you either pay cr the policy is cancelled by the lending
crganizetion {(through the power of ettorney unwittingly authorized by

the insured) and or company. The policyholder after having paid what
cancelled

he thought to be a total premium and then sadded, has to start sgain
from scratch, because cancelled policies are seldom reinstated, -
meaning - new brokers fees &nd nsw loan fees for another poliey.

An imvortant factor overlooked in paying premiums in advance of
the service is that the insurance company is afforded the use of the
unearned premium which is not available in the standard type policy.

Policy cancellations in the Assigned Risk Plan are very high and have

been for the last 5§ years averaged: - Statewide -
Caencellations : Policies Issued

1963 - 105,154 385,149

1964 -~ 107,682 381,776

1965 -~ 105,541 | Lo2, 314

1966 - 113,137 428,515

1967 - 115,873 LSk ,963

Thess cancellations suphasizas ilis need for change in the Assigned

Risk Plan, 4&n obvious effect of these cancellations is the large

number of uninsured automobiles involved in accidents in New York City.




At this point in the investigation it is important not to limit
the number of possible solutions, nor to structure one's thinking in
a particular direction, However, it will be useful to examine a few
ma jor directions for possible solutions to the problem of unfair and
discriminatory practices in the field of automobile insurance.
1l. Regulations of the Insurance Industry to eliminate surcharges and

differentisl rates,

This possible solution requirs. 2 brief explanation. Presently,
the basic ratss one pays one pays Ior auto insurance are calculated
on the basis of the to%tal driving sxparienes, of all inaureds including
those in the Assigned Risk Plan in » given "territory"™ (s.g. Manhattan)
The total number of accidents by persons in‘a territory establishes the
experience from which tha basic ratea are determined. Those policy-
holders having standawi coversge -a; sccording to the rates established
in a territory which masns thev ¢, are penalized for the "assigned
risks" driving experience, This :s unfeir to those with standard
policies, bescauge thae policyholders in the Assigned Risk Plan are,
according to the insurance irndust,y's claim, poorer risks than the
standard policevholdsrs and should 50 kept apart, If they are truly to
be apart, the Assipgned Risk Plan policvholders should not have their
driving expsriences used to Jatermine hasic rates, Furthermore, it
ssems unfair to charge those ‘n the plan additional rates for accidents
and violstions, sincs they are already being penalized by being in the
plan. With the slimination of the Assipgned Risk Plan, and the sur-
charges allowsd by high risk ccmprnies (substandard insurance) the
entire driving population im & give:. territory would be rated on the

basi g of its total driving experiences and thus svsryone would be

treated equally,




There would be objections to this possible solution., Some may
argue that this would not be an incentive for safe driving, it must
be kept in.mind that the accumulation of violations leads to the
suspénsion of & driver!s license. Another possible objection to this
solution is that companies would claim, that rates would have to be
much higher even though present rates are based on a total experience,
To refute this argument it may be argued that income from premiums and
crofits from investments should dztermine the insurance companies!
ahility to withstand underwriting lcsses, A company, for example, may
show an "underwriting loss" of 2 million, bvwt have an investment pro-
rit of $11 million (an actual case for one vesr), Such a company
could af“ord to take a greater lcss ar? gtill malntain a comfortable
nrofit margin,

The Assistant General Counsel to the Senate Sub-zcommittes investi-
gating automobile insurance has noted that the stock companies (not
including the mutusalis) sxpanded tnoeir surpius by $6.3 billion in the -
past twanty years, In contrash, the compani=s expanded their capital
investment by only €705 million--ciie ninth of the amount accumulated
through growth of surplusecs.

As a possible soluticn, the regulation of the insurance industry
to elimineted surcharges and differential rates, presents some very
difficult rroblems for this iuvestigstion, It faces opposition from
the entire sutomobile insuran. s industry insurance companies, Assigned
Risk Plan, the agents, brokers, and the premium lending institutions,
In addition, much of the crr-drivirg public may opnose such a solution
on the basis that thelr insursiicc r2tes might go up.

2. The creation of & Federal or St te agency to undertake the insurance

of policvholders who are overcharged or unable to get standard rates
from the private insurance companies,
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This possible solution would offer a choice to "unwanted"
policyholdersy the federal or state governments could establish an
organization, perhaps a corporation, to undertake this function.

This would eliminate the disadvantages to those who are unfairly
discriminated against, by offering only rates comparable to those
offered in the private market. The state or federal governments would
be able to base their charges on true and unbiased statistics on driving
experience, This would bring a competitive note into the insurance
industry.

Such a proposal would be highly criticized from those elements
- that believe there is a danger in expanding governmental power end
authority, The vested interests of the imsuraice indvstry, would
probably oppose such a move, On the other hand, the insurance companies
may find 2n advantage in state regulation, sinces it would rid them of
the unwanted Assigned Risk rolisyholders becsuse of fear of extended
state and government regulations of the insurance industry,

The need for change in unfair and discriminatory practices in the
automobile insurance industry is based on many complexed factors, and
ultimately the responsibility lies on racism, poveryy and the creation
of ghettoes, Thess may be beyond the formal scope of this investiga-
tion, but these are the ultimate factors that force the ghetto dweller
to pav more for automobile insurance,

Discrimination in the automobile insurance practices is perhaps
not the most important factor underlying ghetto life, nor would erasing
it dbrirg instant relief of ghetto social ills, It is possible, however,
that by removing this instance «f iiscrimination would 1ift one more
burden from the shoulders of minority und low income group members,

The pghetto residents, suffering from disceriminations in employment,

housing, @ducation and being subjected to a whols series of anti-black
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and anti-Puerto Rican attitudes, finds his car an important source of
status, and sometimes his only source of recreation, and in many cases
the only escape from a dreary apartment and nieghborhood. It stands
to reason that the elimination of thls unfair ﬁnd frustrating problem
faced by ghetto residents would be of benefit to them and to soclety
as a whole, |

We respectfully urge this Ccumittee to =zsriously consider thse
need for legislative relief in ttls area, Thank you,
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