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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 retina ane

marketing practices . We feel this investigation is of major importance

and one of the most important undertaken to date by any investigativ e

body .

The statistical presentation and testimony we offer today is base d

on :

1. Reports of the New York Assigned Risk Plan for 1964-1965-196 6

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

1965-196 6

3. The examination of applications for insurance in the Assigned Risk Pla n

for New York City, during the month of February, 196 8

The problem is that low income and minority group ghetto resident s

pay more for and benefit less from automobile insurance, because the y

don't have the same insurability as white middle class and non-ghett o

residents . The low income minority groups pay more for insurance because

frequently there are no avenues open to them for voluntary acceptance o f

their applications . Despite the honest efforts of some sincere brokers ,

the constant refusal of agencies and companies to accept this ghetto an d

non-white business forces the applicant for insurance to either authoriz e

the placement of coverage through a high risk (excess) company or th e

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 i t

to deny involvement in it and awareness of it .
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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 (Assigne d

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 thi s

was acceptable to the company . Currently, most companies have genera l

agents who act as buffers between themselves and the brokers to evade th e

responsibility of denying coverage : The mention of a Spanish sounding

name or ghetto address is sufficient notice to the agent that the appli-

cation of a given broker is undesik°able . This is ore 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 a >yetem of coding on applications em-

ployed by some companies the use 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 arbitraril y

refuse to accept the application without fear of being accused of bein g

discriminatory .

Another technique 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 ghetto area . The company claims the broker's bu-

siness is no longer profitable, that his losses are higher than the earne d

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 mane ce3 sa that the broker has not been noti-

fied by the insured . In other cases some of the cancellations and
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terminations are legitimate, however, the policyholders still suffer .

The companies often claim that ghetto residents are poor drivers

and these accidents involve more people, 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 protec t

themselves or negotiate when involved in an accident . Further, he

said that insurance companies hesitate 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 introduce statistics of the Assir*ned

Risk Plan, taken from the new applications submitted for the month

February, 1968, in New York City . We examined and recorded informa-

tion from 3,688 applications .

This chart shows :

Whites (1098) represent 29 .0 %

PR&N

	

(2590) . represent. 70 .2 %

These figures and percentages constitute the total of the test sample .

Of the 994 applicants who had pLw-iously had automobile insurance :

Whites represent 36%

	

401 of 109 8

FR&N

	

22 .

	

or 593 of 259 0

The whites in thiss1

	

;:' more previous insurance , thoug h their

sampling or gross nuthers we smaller .

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

Whites had 36% or 769 accidents and violations (70% of all white
applications )

PR&N had

	

63 .9% or 136 1 eccidE-{: t, > ; .d violations (48 .5% of al l
minority group applications )

The whites had rot neeiden :s and

	

: t tions per person . thanthe

Puerto Pirans & Negroes .
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The whites had more accidents and violations per person than the Puert o

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 pets
PR a N

	

563 "

	

22% "

	

2590 180 - 32%

	

" 77 - 14%

	

"

	

"

It is im•ortant to note that of the sam•les taken that this white •ro u

represents 37% oftheir total	 as opposed to the 21 .3% of the minority

group category .

In the 25 to 64 age categories the :
Ac :. l events

	

Violations
Whites are 692 or 63% of 1098

	

213 - 31% per person

	

301 - 43 %
PR & N

	

2036

	

79% of 2590

	

47P .., 23% "

	

618 - 30 %

Puerto	 Ricans and_N roes repsseit j1 _ f tha.s a cat ry . anc? the rer-

centages conc3.usively show that tilt' hive fewer violations 	 and accidents

in this categor .
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t FAN RISKS

1790 of the 3688 applications examined were applicants between

25 and 6h years of age with driving experience in excess of 3 year s

end no accidents and/or violations .

Whites are 29 8 of 1098 or 27%
PR & N are 11 , 92 of 2590 or 58%

Puerto Ricans and Negroes represent more than twice as many "clea n

risks" as whites in the Assigned Risk Plan .

The following is a breakdown of the numbers of persons in eac h

ethnic group and an accounting of their involvement in accidents an d

violations .

Accidents & Violations
White 800 of 1098 or 73%
PR ,1e N 1098 of 2590 or 11.2%

Almost twice as many whites were involved in accidents and violation s

than Puerto Ricans and. Negroes .

The following quotes taken from the New York State Department o f

Insurance Annual Reports further supports the above charts :
1961+

"The current risk classification system discloses full y
percent of risks insured through the Assigned Risk

Plan with no ratable characteristics wh=ch would identify
them as being other than a preferred type of risk . Thes e
are the risks with adequate driving experience and with
no accident or conviction record and fall in the preferre d
risk category which is given a 10 percent discount from
manual rate : . The only characteristic which sets thes e
individuals apart from others in the voluntary insuranc e
market is t he fact that the former hove been refuse d
in orang e in the voluntary market . An individua l
applicant for automobile insurance seldom, if ever, ca n
learn why the underwriter has declared him unacceptable . "

196 5
"Despite continuing Department efforts, "Clean" assigned
risks comprise almost 70 percent of all assigned risks .
About 36 percent of all assigned risks represent "Clean "
risks who have adequst: driving experience and no acci-
dent or conviction recore 'hey therefore fall in a
p referred risk category

	

Jch receives a 10 percent
discount from manual rates . ltnderwriting decisions b y
insurance companies exclude these risks from th e
voluntary market . Rates charged assigned risk by mos t

• See chart #1 in appendix for percentages of "Clean Risks" per ethnic group
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companies are comparable to the rates charged thei r
voluntary insureds, a consequence of the Department' s
insistence . "

1966
"Although the percentage of "Clean" assigned risks ha s
declined, this group, despite continuing Departmen t
efforts, still comprises 67 percent of all private
passenger assigned risks . The Department is currently
concentrating on the reported "Clean" risks who hav e
adequate driving experience and no accident or conviction
record . These risks fall in the preferred risk categor y
which receives s 10 percent discount from manual re-te a
yet are excluv' 4d from tie -;oluntary market by the under -
writing decisions of insurance companies . "

This problem has not bean d:abihed by the Commission but by the very

nature of the complaints received regarding the unfair rractiets of aut o

insurance industry. These co plain's, he beer numerous! . I

	

c ap :ing. to

the Commission that an investigati.oa see ssery ,

Presently there is little recognizable policy, Federal, S 5e or

Local, dealing with discrimination

	

the euto insurance arms .

Although the New York State i epar r;eeet of Insurance formulates state

policy relative to s ,tam.11e incur nce it has become apparent tha t

this agency hss n.r.-t heretofore view .. di se mination as a serious problem .

The State laws regulating the insurance industry are vast and complex i n

scope, but they dear, peimarily with the establishment of rates, rather

than the protection of he rights of the individual to purchas e

insurance on his own !nee-Its or from whom he chooses . In short, the

Door as in all other walks of life - pa were

The follow ng chart cone asively shows that the bulk of the

applicants in this teat series (308) are low income people . An ethni c

breakdown further accentuetea this fact .
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White

	

(1098) Puerto Rican t'te Negro

	

(2590 )

Professional 83 -

	

8% 122

	

5%

Sales 56

	

5% 59 -

	

2%

Clerical 191

	

11% 258 - 10%

Crafts 1L7-13% 30-13%

Operators 103

	

9% 398 - 15%

Service 235

	

21% L70-18%

Labor 108

	

10%

,

431 - 17%

Household 8o -

	

77 ; 194 -

	

7%

Student 50 -

	

4 11 - .4%

TTnemployed 107

	

10% 316

	

12%

The evidenc e

of the low income

increasing number

of inability of present policies to meet the needs

end minority group population is seen in the

of oomplaintm thet enblic offlciels and agencie s

have received from membeee of theee

	

has already bee n

noted that veriene

will look, into this

, tive ene erecutive bodies are looking, or

matter . The eest influential public body t o

heve begun 6n exteneive exeminetien of the automobile insurance

industry is yoir Ocerittem, gentlemen . It is hoped that from the

evidence nresented in these heerings - new legislation and control s

will be fortheertr .

The New Yeek late Automobile Assigned Risk Plan is a good example

of how the i.nEea .rce eystem w -ks to the dieadventage of low incom e

and minority ;'reupe, wh e have been unfeirly placed ir it .

1 . The 1'lan limits its e ;'llcyholders to the mLnieum reverege unde r

the provisions of the Ne w t ' 1 ' `'.tote Insurance Law, which i s

r!'10,000 end 2P,C)

	

inn.

	

''5,0r.10 property damages .

Wherene a stendieceq polnnt oft'ers limitleen erotection to th e

inenred for a very nominnl extra fee .
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2. Medical payments benefits are not available as part of a n

Assigned Risk nolicy. Whereas, this is not so in a normally

written standard policy .

3. The uninsured driver clause is not part of the Assigned Ris k

policy . Whereas, the uninsured driver clause is available t o

the standard policy .

b . Towing services are not available to the Assigned Risk policy ,

but it is available in a standard policy .

5 . In the Assigned Risk Plan, an ap=..1_icant must submit 30% of his

premium at the time of appiioatioa and pay the balance in 30 days .

The standard policy applicant can pay his premium quarterly o r

monthly at a cost of .50% per month for bookkeeping. If the

As3ic!ned Risk applicant has limited resources he . must then turn t o

loan companies or banks, thus is xrr ; s • additional ex-Tense .

Under a standard roll v, the n,atas 1 rase is A 10% discount rate ,

it is available to axter raced r` va -, ;, who have had no accidents, or

violations in his driver a s license :, The discount is loss if, you have

been driving less than 3 years or

	

yog a have had accidents and or

violations . Tn the Assigned Fisk ; 3aa the same policy holds true

with the exception that you are penalized for the accidents and

violations - surcharges are Imposed up to 100% of the basic premium .

Premium financing of a policy is expensive because :

1. the broker is entitled to n _10 .00 fee for merely filling out a

loan application for the insured .

2. Premium financing has a flat fee of ft'1 .O0 for loan periods o f

less than 9 months and often u.r 'ar :125 .00 .

Tn the Assigned Risk Plan, aus a !la liability insurance i s

subject to suraharaes for accidents and violations . However, standard

ricks Are not crereraily chars*ed for accidents or violations except in
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rare instances or in the cases of flagrant violators .

Motor Vehicle Reports (State) are required on all Assigned Ris k

policies and are not required of standard policies . The applicant in

the Assigned Risk almost always has his policy and loan contract prio r

to the completion of the investigations on the part of the company t o

which the applicant is assigned . On receipt of information to the

effect that the insured has additional violations and or accident s

going back beyond 18 months, they then asks for surcharges, whic h

often the insured is not in a position to pay . There are no alterna-

tives, you either pay or the policy is cancelled by the lendin g

organization (through the power of attorney unwitting) authorized by

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

he thought to be a total premium and than esaUed, has to start agai n

from scratch, because cancelled policies are seldom reinstated . -

meaning - new brokers fees and new loan fees for another policy .

An important factor overlooked in paying premiums in advance of

the service is that the insurance company is afforded the use of th e

unearned premium which is not available in the standard type policy .

Policy cancellations in the Assigned Risk Plan are very high and hav e

been for the last 5 years averaged : - Statewide -

Cancellations Policies Issued

1963 -

	

10,154 385,14 9

1964 -

	

107,682 381,776

1965 -

	

105,541 402,314

1966 -

	

113,137 428,515

1967 -

	

115,873 454.,983

These cancellations emphasize the need for change in the Assigne d

Risk Plan . An obvious effect of these cancellations is the larg e

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



-10 -

At this point in the investigation it is important not to limi t

the number of possible solutions, nor to structure one's thinking i n

a particular direction . However, it will be useful to examine a fe w

major directions for possible solutions to the problem of unfair and

discriminatory practices in the field of entomobile insurance .

1. Regulations of the Insurance Industry to eliminate surcharges and

differential rates .

This possible solution requir4. : brief explanation . Presently ,

the basic ratan one pays one pays for auto insurance are calculate d

on the basis of the total driving experience, of all insureds including

those in the Assigned Risk Plan in riven "territory" (e .g . Manhattan )

The total number of accidents by persons in a territory establishes th e

experience from which the basic rates are determined . Those policy-

holders having stanaare covers ;c

	

("cording to the rates established

in a territory which

	

is they tee are penalized for the "assigne d

risks" driving experience . This is unfair to those with standard

policies, because the policyholders in the Assigned Risk Plan are ,

according to the insurance ird.ustsy's claim, poorer risks than the

standard policyholders and should be kept apart . If they are truly to

be apart, the Assigned Risk Plan rolicyholders should not have thei r

driving experiences used to cetermine basic rates . Furthermore, it

seems unfair to charge those n the plan additional rates for accidents

and violations, since they are already being penalized by being in the

plan . With the elimination of the Assigned Risk Plan, and the sur-

charges allowed by high risk ceepeeies (substandard insurance) the

entire driving population in a give, territory would be rated on th e

basis of its total driving experiences and thus everyone would he

treated equally .



- 11 -

There would be objections to this possible solution . Some may

argue that this would not be an incentive for safe driving, it mus t

be kept in,mind that the accumulation of violations leads to the

suspension of a driver's license . Another possible objection to thi s

solution is that companies would claim, that rates would have to b e

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

rrofits from investments should determine the insurance companies '

ability to withstand underwriting losses . A company, for example, may

show an "underwriting loss" of '2 million, b.1t have an investment pro-

fit of 'il million (an actual case for one vesr) . Such a company

could af ford to take a greater less and still ma'S.ntaj n a comfortabl e

profit margin .

The Assistant general Counsel to the Senate Sub committee investi-

gating automobile insurance has meted that the stock companies (not

including the mat*. a`' s) expanded t'hei r surplus by $6 .3 billion in the

past twenty years . In contras t ~,e companies expanded their capita l

investment by only 70 million—one ninth ofthe amount accumulated

through growth cif surpluses .

As a possible az .ution, the regulation of the insurance industr y

to eliminated t. :or.°ch goes and differential rates, presents some very

difficult r,r alems for this tevesttgat _on . It faces opposition from

the entire ee Vomobile .insurar,

	

industry insurance companies, Assigned

Risk Plan, the agents, brokers, and the premium lending institutions .

In addition, much of the c>>r-drivtrg public may oppose such a solution

on the basis that their insure, .tes might go up .

2 . The creation of a Federal or St : 4e agency to undertake the insuranc e

of polieyholder :4 who are overcharged or unable to get standard rate s

from the private insurance companies .
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This possible solution would offer a choice to "unwanted "

policyholders ; 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 unfairl y

discriminated against, by offering only rates comparable to thos e

offered in the private market . The state or federal governments woul d

be able to base their charges on true and unbiased statistics on drivin g

experience . This would bring a competitive note into the insurano e

industry .

Such a proposal would be highly criticized from those element s

that believe there is a danger in expanding governmental power an d

authority . The vested interests of the insure :ace indt itry, woul d

probably oppose such a move . On the other hand, the insurance companie s

may find an advantage in state regulation, since it would rid them o f

the unwanted Assigned Risk policyholders because of fear of extende d

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, an d

ultimately the responsibility lies on racism, povertr and the creatio n

of ghettoes . These may be beyond the formal scope of this investiga-

tion, but these are the ultimate factors that force the ghetto dwelle r

to pav more for automobile insurance .

Discrimination in the automobile insurance practices is perhap s

not the most important factor underlying ghetto life, nor would erasin g

it bring Instant relief of ghetto social ills . It is possible, however ,

that by removing this instance

	

iiscrimination would lift one more

burden from the shoulders of minority and low income group members .

The ghetto residents, suffering from discriminations in employment ,

housing„ education and being subjected to a whole series of anti-black
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and anti-Puerto Rican attitudes, finds his car an important source o f

status, and sometimes his only source of recreation, and in many case s

the only escape from a dreary apartment and nieghborhood . Tt stands

to reason that the elimination of this unfair and frustrating proble m

faced by ghetto residents would be of benefit to them and to societ y

as a whole .

We respectfully urge this Committee to seriously consider the

need for legislative relief in t s area . Thank you .
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