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SERVICEMEN’S GRATUITOUS INSURANCE

THURSDAY, JANUARY 25, 1951

UNITED STATES SENATE,
Comarree ox Financr,
Washington, D. C.

The committee met. pursuant to call. at 10 a. m., in Room 312,
Senate Office Building, Senator George (chairman) presldlnn’

Present : Senators Geowe (onnalh. Johnson, Hoey., Kerr, Frear,
Taft, Butler, Brewster, \Lu'tm, and Williams.

Also pl'esent: Mrs. Elizabeth 3. Springer, chief clerk.

The CrairMaN. The committee will please be in order.

The chairman of the committee introduced S. 84 for himself,
Senator Kerr, and Senator ()’Conor. and that is a bill to p1'0v1de
automatic ¥10,000 gratuitous insurance to servicemen killed in line
of duty since June 27, 19 a0, provided theyv are not comparably cov-
ered by national service life insurance or United States Government
life insurance

We also have before the committee three other Senate bills which
provide for a gratuitous indemnity insurance program for active
members of the Armed Forces, as follows: S. 304, introduced by
Senator Lister Hill, S. 506, introduced by Senator Edwin Johuson,
a member of this committee, and S. 654, h\ Senator Langer.

Yesterday the House pa~sed H. R. 1. a bill introduced by Con-
aressman Rankin, which also provides for a gratnitous insurance pro-
gram for active members of the Armed Forces. QOur hearings today

will cover all of the bills mentioned.
The bills will be made ‘L part of the record.
(S. 84, S. 304, S. 506, S. 654, and H. R. 1. ave as follows:)

[8. 84, 22d Conr, 18t ~esw ]

A BILL To provide automatic national serviee hife insurance coverage for certaih persons
in the adtive mihitary or naval sciviee

Be it enacted by the Senate and House of Representatives of the United
States of Amcerica in Congress assembled, That any person in the active military
or naval service, or reporting for such active service under orders of competent
authority, on or after June 27, 1050, and before the expiration of one hundred
and twenty days after the date of enactment of this Act, who, while in such
service, or while reporting under orderx for such service, dies, or has died, in
line of duty, shall be deemed to have applied for and to have been granted
nuational service life insurance in the amount of $10,000 and such insurance
shiall be deemed to be or to have been continued in force to the date of death
of such person: Provided, That the amount of insurance herein granted, when
added to any other insurance in force under the World War Veterans' Act, 1924,
as amended, or the National Service Life Insurance Act of 1940, a~ amended,
shall not in the aggregate exceed $10,000: Provided further, That the insurance
herein granted shall be payable in accordance with the modes of settlement
under options (2), (3), or (4), provided in section 602 (t) of the National
Service Life Insurance Act of 1940, as amended, to the following beneficiaries
and in the order named:

-
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(A) To the w_idow or widower of the insured, if living and while unremarried :

(1_3) If no widow or widower entitled thereto, to the child or children of
the insured, if living, in equal shares;

(C) If no .widow or widower entitled thereto, or child, to the mother or
father of the insured, if living, in equal shares.

[S. 304, 82d Cong., 1st sess ]

A BILL To authorize the payment by the Administrator of Yeterans' Affairs of a gratuitous

indemnity to survivors of members of the .\rmed Forces who die 1in actlve service, and
for other purposes

Be it cnacted by the Senate and House of Represcntatives of the United
States of Amerira in Congress assembled,

PART I—SERVICEMEN'S INDEMNITY

SECTION 1. This part may be cited as the “Servicemen's Indemnity Act of 1951.”

Skc. 2. Except as hereinafter provided, on and after June 27, 1950, any person
in the active service of the Army, Navy. Air, Force, Marine Corps, Coast Guard,
or the Rexerve components thereof, including the National Guard, when called
or ordered to active duty or active training duty for fourteen days or more;
cadets and midshipmen at the United States Military, Naval, and Coast Guard
Academie~: commissioned officers of the Public Health Service while entitled
to full military benefit as provided in section 212 (a) of the Act of July 1, 1944
(HR Ntat. 689), a< amended (42 U. 8. C. 213) ; and commis~ioned officers of the
Coast and Geodetic Survey while a<<igned to duty during a period of war or
an emergency as proclaimed by the President or the Congress on projects for
the Army, Navy, or Air Force in areas outside the continental United States
or in Alaska or in coastal areas of the United States determined by the Depart-
ment of Defense to be of immediate military hazard., shall be automatically
in<ured by the United States, without cost to such person, against death in such
service in the principal amount of $10.000: Protvided, That any person called to
extended active service for a period exceeding thirty days shall continue to be
g0 protected for a period of ninety days after separation or release from such
active service: Prorvided furthrr, That persons in the Reserve components, in-
cludine the National Guard, while engaged in aerial flights in Government-owned
or leased aircraft for any period, with or without pay, as an incident to their
military or naval fraining, shall be deemed to be in the active service for the
purpo~es of this Act.

SEc. 3. Upon certification hy the Secretary of the service department concerned
of the death of any person deemed to have been automatieally insured under this
part, the Administrator of Veterans' Affairs shall cause the indemnity to be
paid as provided in <ection 4 only to the ~urviving spouse, child or children
(inclurling a stepchild, adopted child, or an illegitimate child if the latter was
designitted ns beneficiary by the insured), parent (including a stepparent, parent
by adoption, or person who stood in loco parentis to the insured), brother, or
sister of the insured. The insured <h:all have the right to designate the hene-
ficiary or heneficiaries of the indemnity within the classes herein provided; to
de~ignate the proportion of the principal amount to be paid to each; and to
change the beneficiary or beneficiaries without the consent thereof but only within
the classes herein provided. If the designated beneficiary or beneficiaries do
not survive the insured, or if none has been designated, the Administrator shall
make payment of the indemnity to the first eligible class of beneficiaries according
to the nrder set forth above, and in equal shares if the class is composed of
more than one person.

Any installments not paid to a bheneficiarv during such beneficiary’s lifetime
shall be paid to the named contingent beneficiary, if any; otherwise, to the
beneficiary or beneficiaries within the permitted class next entitled to priority.

Srce. 4. The indemnity shall be payable in equal monthly installments of one
hundred and twenty in number with interest at the rate of 214 per centum per
annum.

Ske 5. The automatic indemnity coverage authorized hy section 2 shall apply
to any person in the active service of the named Armed Forces who, upon death
in such active service, or within ninety days after separation or release from
guch active service as prescribed in section 2, is insured against such death under
a contract of national service life insurance or United States Government life



SERVICEMEN'S GRATUITOUS INSURANCE 3

Insurance, but only with respect to a principal amount of indemnity equal
to the difference between the amount of insurance in force at the time of death
and $10,000. Any person in active service, who is insured under a permanent
plan of national service life insurance or United States Government life insur-
ance, may elect to surrender such contract for its cash value. In any such case
the person, upon application in writing made within ninety days after separation
from active service, may be granted, without medical examination, permanent
plan insurance on the same plan not in excess of the amount surrendered for
cash, or may reinstate such surrendered insurance upon paynient of the required
reserve and the premium for the current month, Waiver of premiums under the
National Service Life Insurance Act of 1940, as amended, shall not be denied in
any case in which it is shown to the satisfaction of the Administrator that total
disability of the applicant commenced prior to the date of his application.

Sec. 6. The Administrator of Veteruns' Affairs i~ authorized to promulgate
such rules and regulations, not inconsistent with the provisions of this part,
a8 are necessary or appropriate to carry out its purposes,

Sec. 7. There is hereby authorized to be appropriated, out of any money in
the Treasury not otherwise appropriated, such sums a~ may he necessary to
carry out the provision< of this part, to he known as the =erviceiuen’s indem-
nity appropriation, for the pay ment of liabilities under this part.

SEc. 8. Any person guilty of mutiny, treason, spving, or desertion, or who,
because of conscientious objections refuses to perform s=ervices in the land or
naval forces of the United States or refuses to wear the uniformn of ~uch force,
~shall forfeit all rights to an indemnity under thi~ Act: Provided, That this pro-
vision shall not apply to any per-on who i~ thereafter restored to active duty.
No indemnity shall be payable for death inflicted ax a lawful punishment for
crime or for military or naval offense, except when inflicted by an enemy of the
United States.

Sec. 9. The provisions of Public Law Numbered 262, Seventv-fourth Congress,
approved Aungust 12, 1935 (49 Stat. 607), and titles II and III of Public Law
Numbered 844, Seventy-fourth Congress, approved June 29, 1936 (49 Stat. 2031),
insofar as they are applicable, shall apply to the provisions of this part: Provided,
That assignments of all or any part of the beneficiary's interest may Le made by a
heneficiary to a widow, widower, child, futher, mother, hrother, or sister of the
insured, when all other persons within the permitted classes join in the
assignment.

PART JI—RESTRICTIONS 0N ISSUANCE OF UNITLy STATES GOVERNMENT LIFE INsSUR-
ANCE AND NATIONAL SERVICE LIFE INSURANCE

Sec. 10. The National Service Life Insurance Act of 1940, as amended, is
hereby amended by adding the following new sections:

“Src. 619. On and after the date of enactinent of the Insurance Act of 1451,
except as otherwise provided 1n section 11 thereof, and section 5 of the Service-
men’s Indemnity Act of 1951 and section 620 hereof, no national service life
insurance or United States Government life insurance shall he granted to any
person under the provisions of the National Service Life Insurance Act of 1040,
as amended, or the World War Veterans Act, 1924, as amended, nor shall any
(zovernment life insurance or national service life in~urance, on which the United
States is authorized by law to pay the premium, be issued or granted to any
person under any provision of law: Provided, That the foregoing shall not be
construed ‘to prohibit the granting or issuing of national service life insurance
or United States Government life insurance in cases in which acceptable appli-
cations accompanied by proper and valid remittances or authorizations for the
payment of premiums have, prior to the date of approval of the Insurance Act
of 1951, heen received hy the Veterans’ Administration, or which have, prior to
said date, been placed in the mails properly directly to the Veterans’ Admin-
istration, or been delivered to an authorized representative of any of the
uniformed services.

“SEC. 620. Any person who is released from active service under other than
dishonorable conditions on or after the date of enactment of the Insurance Act
of 1951, and is found by the Administrator to be suffering from a disability or
disabilities for which compensation would be payable if 10 per centum or more
in degree which renders such person unin<itrable at standard rates for ordinary
life insurance, according to recognized underwriting requirements of nongov-
enmental insurers, shall, upon application in writing made within one year from
the date of release from active service and payment of premiums as provided in
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this Act, be granted insurance by the United States against the death of such
person occurring while such insurance is in force. Insurance granted under the
provisions of this section shall be on a nonparticipating hasis and all premiums
and other collections therefor and premiums and other collections hereafter
received on nonparticipating insurance issued under other provisions of this
Act, as amended, shall be credited directly to a revolving fund in the Treasury
of the United States, and any payments on such insurance <hall be made dirvectly
from such fund. Appropriations to such fund are hereby authorized. Except
as herein provided, the other provisions of this Act shall be for application to
such insurance: Provided, That waiver of premiums under section 602 (n) shall
not he denied under this subsection on the ground that total service-connected
disability commenced prior to the eflective date of such insurance.”

SEc. 11. Nothing contained in this Act shall be construed to affect any rights
under insurance contracts issued on or prior to the date of this enactment,

SEc. 12. This part may be cited as the "Insurance Act of 1951.”

[S. 506, 82d Cong., 1st sess.]

A BILYL Teo authorize the payment by the Administrator of Veterans' Affair~ of a gratuitous
indemnity to survivors of members of the Armed Forces who die 1n active service, and
for other purpo~es

Be it enacted by the Senate and House of Represcntatives of the United States
of Amcrica wm Congress assembled,

T'ART I— SERVICEMEN'S INDEMNITY

SecrioN 1. This part may be cited as the “Servicemen's Indemnity Act of
1951,

NeCe 2, Except as hereinafter provided., on and after June 27, 1950, any person
in the active service of the Army, Navy, Air Force, Marine Corps, Coast Guard,
or the Rexerve comwponents thereof, including the National Guard, when called
or ordered to active duty or active training duty for fourteen da)s or more:
cadets and midshipmen at the United States Military, Naval, and Coast Guard
Academies: commissioned officers of the Public Health Service while entitled
te full military benefits as provided in section 212 (a) of the Act of July 1, 1944
(5N Stat, 689), as amended (42 U. S . 213) ; and comnnssioned officers of the
Coust and Geodetic Survey while assigned to duty during a period of war or an
emercency i~ proclaimed by the President or the Congress on projects for the
Army. Navy, or Air Force in area~ outside the continental United States or in
Alaska or in coastal areas of the United States determined by the Department
of Defense to be of immediate military hazard, shall be automatically insured
by the United States, without cost to such person, against death in such service
in the principal amount of 10,000 : Pracided, That any person called to extended
active service for a period exceeding thirty days shall continue to be so protected
for a period of nipety days after separation or release from such active service :
Provided further, That persons in the Reserve components, including the Na-
tional Guard, while engaged in aerial flights in Government owned or leased air-
craft for any period. with or without pay, as an incident to their military or navil
training, shall be deemed to be in the active service for the purposes of this Act.

Skec. 3. Upon certification by the Secretary ot the service department eoncernec
of the death of any person deemed to have been automatically insured under this
part, the Administrator of Veterans’ Affairs shall cause the indemnity to be
paid as provided in section 4 only to the surviving spouse, child, or c¢hildren
(including a stepchild, adopted child, or an illegitimate child if the latter was
designated as beneficiary by the insured), parent (including a stepparent, parent
by adoption, or person who stood in loco parentis to the insured), brother, or
sister of the insured. The insured shall have the right to designate the benefi-
ciary or beneficiaries of the indemnity within the classes herein provided; to
designate the proportion of the principal amount to be paid to each; and to
chancge the beneficiary or beneficiaries without the consent thereof but only
within the classes herein provided. If the designated beneficiary or beneficiaries
do not survive the insured, or if none has been designated, the Administrator
shall make payment of the indemnity to the first eligible class of beneficiaries
according to the order set forth above, and in equal shares if the class is
composed of more than one person,
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Any installments not paid to a beneficiary during such beneficiary’s lifetime
shall be paid to the named contingent beneficiary, if any; otherwise, to the
beneficiary or beneficiaries within the permitted class next entitled to priority.

SEC, 4. The indemnity shall be payable in equal monthly installments of one
hundred and twenty in number with interest at the rate of 24 per centum
per annum.

Sec. 5 The automatic indemnity coverage authorized by section 2 shall apply
to any person in the active service of the named Armed Forees who, upon death
in such active service, or within ninety days after separation or release from such
active service as prescribed in section 2, is insured against such death under a
contract of national service life insurance or United States Government life
insurance, but only with respect to a principal amount of indemnity equal to
the difference between the amount of insurance in force at the time of death
and $10.000. Any person in active service, who i~ insured under a permanent
plan of national service life insurance or United States Government life insur-
ance, may elect to surrender such contract for i1ts cash value. In any such
case the person, upon application in writing made within ninety days after
separation from active service, may be cranted without medical examination,
permanent plan insurance on the same plan not in exces~ of the amount sur-
rendered for cash, or may reinstate such surrendered insurance upon payment
of the required reserve and the premium for the current month., Waiver of
premiwns under the National Service Life Insurance Act of 1940, as amended,
shall not be denied in any case in which it is shown to the satisfaction of the
Administrator that total disability of the applicant commenced prior to the date
of his application.

SECc. 6 The Administrator of Veteraus' Affairx ix authorized to promulgate
such rules and regulations, not inconsistent with the provisions of this part, as are
necessary or appropriate to carry out ifts purposes

SEC. 7. There is hereby authonrzed to be appropriated. out of any money in
the Treasury not otherwise appropriated, such sums as may be necessary to carry
out the provisions of this part, fo he known as the ~ervicemen’s indemnity appro-
priation, for the payment of liabilities under this part,

SEC. 8 Any person cuilty of mutiny, trea<on, spying, or desertion, or who,
because of conscientions objections refuses to perform services in the land or
naval forces of the United States or refuses to wear the uniform of such force,
shall forfeit all rights to an indemnity under this Act: Provided, That this pro-
vixion shall not apply to any person who is thereafter restored to active duty.
No indemnity shall be payable for death inflicted as a lawful punishment for
crime or for military or naval oftense, except when inflicted by an enemy of the
United States.

Sec. 9. The provisions of Public Law Numbered 262. Seventy-fourth Congress,
approved Aucust 12, 1935 (49 Stat. 607}, and titles II and III of Public Law
Numbered 844, Seventy-fourth Congress, approved June 29, 1936 (49 Stat. 2031),
insofar as they are applicable, shall apply to the provisions of this part: Pro-
vided, That assignments of all or any part of the beneficiary’s interest may be
made by a beneficiary to a widow, widower, child, father. mother, brother, or
sister of the insured, when all other persons within the permitted classes join

in the assignment.

PART II—RESTRICTIONS ON ISSUANCE OF UNITED STATES GOVERNMENT LIFE
INSURANCE AND NATIONAL SERVICE LIFE INSURANCE

SEC. 10. The National Service Life Insurance Act of 1940, as amended, is hereby
amended by adding the following new sections:

“SEc. 619. On and after the date of enactment of the Insurance Act of 1951,
except as otherwise provided in section 11 thereof, and section 5 of the Service-
men's Indemnity Act of 1951 and section 620 hereof, no national service life in-
surance or United States Government life insurance shall be granted to any per-
son under the provisions of the National Service Life Insurance Act of 1940, as
amended, or the World War Veterans Act, 1924, as amended, nor shall any Gov-
ernment life insurance or national service life insurance, on which the United
States is authorized by law to pay the premium, be issued or granted to any per-
son under any provision of law: Provided, That the foregoing shall not be con-
strued to prohibit the granting or issuing of national service life insurance or
United States Government life insurance in cases in which acceptable applications
accompanied by proper and valid remittances or authorizations for the payment
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of premiums have, prior to the date of approval of the Insurance Act of 1951, been
received by the Veterans' Administration, or which have, prior to said date, been
placed in the mails properly directed to the Veterans’ Administration, or been
delivered to an authorized representative of any of the uniformed services.

“REC 6200 Any person who is released from active service under other than
dishonorable conditions on or after the date of enactment of the Insurance Act
of 1951, and is found by the Administrator to be suffering from a disability or
disabilities for which compensation would be payable if 10 per centum or more
in degree which renders such person uninsurable at standard rates for ordinary
Ihife insurance, according to recognized underwriting requirements of non-
governmental insurers, shall, upon application in writing made within one year
from the date of release from active service and payment of premiums as pro-
vided in this Act, be granted insurance by the United States against the death
of such person occurrinz while such insurance is in force. Insurance granted
under the provisions of this section shall be on a nonparticipating basis and all
premiums and other collections therefor and premiums and other collections here-
after received on nonparticipating insurance issued under other provisions of this
Act, a< amended, shall be credited directly to a revolving fund in the Treasury
of the United States, and any paymertts on such insurance shall be made directly
from such fund. Appropriations to such fund are hereby authorized. Except
a< herein provided, the other provisions of this Act shall be for application to such
insurance: Provided, That waiver of premiums under section 602 (n) shall not
be denied under this subsection on the ground that total service-connected dis-
ability commenced prior to the effective date of such insurance,”

Src 11, Nothing contained in this Act shall be construed to affect any rights
under insurance contracts issued on or prior to the date of this enactment,

sec. 12, This part may be cited as the “Insurance Act of 1951".

[S. 654, 82d Cong, 1st se<s.]

A BILL To authorize the payment of a gratuitous indemnity to survivors of members of the
Armed Forces who die in active service, to amend the National Service Life Insurance
Act of 1940, and for other purposes

Be it enacted by the Senate and House of Representatiics of the United States
of America in Congress asxembled,

PART I—SERVICEMEN'S INDEMNITY

SecrtioNx 1. Thix part may be cited a« the “Servicemen’s Indemnity Act of 19517

Sec. 2. Except as hereinafter provided, on and after June 27, 1950, any person
in the active service of the Army, Navy, Air Force, Marine Corps, Coast Guard, or
the Reserve components thereof, including the National Guard, when called or
ordered to active duty or active training duty for fourteen days or more; cadets
and mid<hipmen at the United States Military, Naval, and Coast Guard Acad-
emies; commissioned officers of the Public Health Service while entitled to full
military benefits as provided in section 212 (a) of the Act of July 1, 1944 (58 Stat.
659, a~ amended (42 U. & C. 213) ; and commissioned officers of the Coast and
Geodetic Survey while assigned to duty during a period of war or an eunergency
as proclaimed by the President or the Congress on projects for the Army, Navy,
or Air Force in areas ouf~ide the continental United States or in Alaska or in
coaxtal areas of the United States determined by the Department of Defen-e to be
of immediate military hazard, shall be automatically insured by the United Ntates,
without cost to such person, against death in such service in the principal amount
of $10,000: Pyorided, That any person called to extended active service for a
period exceeding thirty days shall continue to be so protected for a period of
ninety days after separation or release from such active service: Prorided
further, That persons in the Reserve components, including the National Guard,
while engaged in aerial flights in Government-owned or leased aircraft for any
period, with or without pay, as an incident to their military or naval training,
shall be deemed to be in the active service for the purposes of this Act.

SEc. 3. Upon certification by the Secretary of the service department concerned
of the death of any person deemed to have been automatically insured under this
part, the Administrator of Veterans’ Affairs shall cause the indemnity to be
paid as provided in section 4 only to the surviving spouse, child, or children
(including a step-child, adopted child, or an illegitimate child if the latter was
designated as beneficiary by the insured}, parent (including a step-parent, parent
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by adoption, or person who stood in loco parentis to the insured), brother, or
sister of the insured. The insured shuall have the right to designate the bene-
fieiary or beneficiaries of the indemnity within the classes herein provided; to
designate the proportion of the principal amount to be paid to each; and to
change the beneficiary or beneficiaries without the consent thereof but only
within the classes herein provided. If the designated beneficiary or beneficiaries
do not survive the insured, or if none has been designated, the Administrator
shall make payment of the indemnity to the first eligible class of beneficiaries
according to the order set forth avove, and 10 equal shaves 1f the class 15 ¢com-
posed of more than one person.

Any mstallments not paid to a beneficiary during such beneficiary’s lifetime
shall be paid to the named contingent beneficiary, if any; otherwise, to the bene-
ficiary or beneficiaries within the permitted class next entitled to priority.

SEC. 4. The indemnity shall be payable in equal monthly installments of one
hundred and twenty in number with interest at the rate of 214 per centum per
annum.

SEC, 5. The automatic indemnity coverage authorized by section 2 shall apply
to any person in the active ~ervice of the named Armed Forces who, upon death
in such active service, or within ninety da)s after =eparation or release from
such active service as prescribed in sectieon 2, is insured against such death under
a contract of national service life insurance or United States Government life
insurance, but only with respect to a principal amount of indemnity equal to
the difference between the amount of insurance in force at the time of death and
$10,000. Any person in active service, who i« insured under a permanent plan
of national service life insurance or United States Government life insurance,
may elect to surrender such contract for its cash value. In any such case the
person, upon application in writing made within ninety days after separation
from active service, may be granted, without medical examination, permanent
plan insurance on the same plan not in excess of the amount surrendered for
eash, or may reinstate <such surrvendered msurance upon payment of the required
reserve and the premium for the current month. Waiver of premiums under the
National Service Life Insurance Act of 1940, as amended, shall not be denied
in any case in which it ix shown to the =atisfaction of the Administrator that
total disability of the applicant commenced prior to the date of his application.

Sie 6 {a) Except as provided in this <ecthion and notwithstanding the time
limitation< contammed in <ection 2, the auntomatic indemnity coverage authorized
by section 2 shall apply in the case of any person whoese death while in the
active service of the named Armed Forces occurred after December 6. 1941,
and prior to September 3. 1945, and who—

(1) i~ survived, on the date of enactment of this Act, by a dependent
parent;

(2) was not insured or deemed to be insured against such death under
a contract of national service life insurance or United States Government
life insnrance

(b) Upon certification by the Secretary of the service department concerned
of the death of any person deemed to have heen automatically insared under
this section, the Administrator of Veterans' Affiairs <hall cause the indemnity
to be paid only to the dependent parent of ~uch person, or if there is more than
one dependent parent surviving, to the dependent parents in equal shares.

(¢) The amount of the indemnity pay:able under this ~ection shall be reduced
in each case by an amount equal to the total amount of the premiums~ which
would have been payable if the person had applied for and been granted five-
year-level-term insurance in the amount of $10,000 under the National Rervice
Life Insurance Act of 1940 at the time of his enfry into active service, The
amount of the indemnity, so reduced, shall be payable in the manner provided
in section 4, hut no interest shall accrue with respect to such indemnity prior
to the date of the payment of the first installment of such indemnity

SeEc 7. The Administrator of Veterans' Affairs i~ authorized to promulcate
such rules and regulations, not inconsistent with the provisions of this part,
as are necessary or appropriate to carry out its purposes.

SEC, K. There is hereby authorized to be appropriated, out of any money in the
Treasury not otherwise appropriated, such sums as may be necessary to carry
out the provisions of this part, to be known as the cervicemen's indemnity
appropriation, for the payment of liabilities under this part.

SEC. 9. Any person guilty of mutiny, treason, spying, or desertion. or who,
because of conscientious objections refuses to perform services in the land or
naval forces of the United States or refuses to wear the uniform of such force,
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shall forfeit all rights to the indemnity under this Act: Prorvided, That this pro.
vision shall not apply to any person who is thereafter restored to active duty,
No indemnity shall be payable for death inflicted as a lawful punishment for
crime or for military or naval offense, except when inflicted by an enemy of the
United States,

Sec. 10, The provisions of Public Law Nuimnbered 262, Seventy-fourth Congress,
approved Auwust 12, 1935 (49 Stat. 607), and titles Il and IIT of Public Law
Numbered S44, Seventy-fourth Congress, approved June 29, 1936 (49 Stat. 2031),
insofar as they are applicable, shall apply to the provisions of this part: Prorided,
That assignments ot all or any palt of the beneficiary’s interest may be made
by a beneficiary to a widow, widower, child, father, mother, brother, or sister
of the insured, when all other persons within the permitted classes join in the
ias~ignment,

Part I1—REs1rICTIONS ON IssUANCE OF UXNITED STA1Fs GOVERNMENT LIFE
INSURANCE AND NATIONAL SERVICE LIFE INSURANCE

SeC. 11, The National Service Life Insuriance Act of 1940, a~ amended, is hereby
amended by adding the following hew sections:

“Sec, 618, On and after the date of enactment of the Insurance Aet of 1951,
except as otherwise provided in ~ection 12 thereof, and section 5 of the Service-
men's Indemnity Act of 1951 and sections 620 and 621 hereof, no national service
Life insurance or United States Government hfe insurance shall he granted to
any person under the provisions of the National Service Life Insurance Act
of 1940, a~ amended, or the World War Veterans Act, 1924, a~ amended, nor shall
any Government Iife insurance or national service life insutance, on which the
United States i~ authorized by law to pay the premium, be issued or granted
to any person under any provision of law: Prorided, That the foregoing shall
not bhe construed to prohibit the granting or issuing of national service life
insurance or United States Governnient life insurance in ciases in which acceptable
applications accompanied by proper and valid remittances or authorizations for
the payment of premiums have, prior to the date of approval of the Insurance
Act of 1951, been received by the Veteran~' Admimstration, or which have, prior
to said date, been placed in the mails properly directly to the Veterans' Admin-
istration, or been delivered to an authorized representative of any of the uni-
formed services.

“SEC. 620. Any person who is released from active service under other than
di<honorable conditions on or after the date of enactment of the Insurance Act
of 1951, and is found by the Administrator to be ~uffering from a disability for
which compensation would be payable if 10 per centum or more 1n degree which
renders such person umnsurable at standard rates for ordinary life insurance,
according to recognized underwriting requirements of nongovernmental insurers,
shatl, upon application in writing made within one year from the date of release
from active service and payment of premiums as provided in this Act, be granted
insurance by the United States against the death of such person occurring while
such insurance ix in force, Insurance granted under the provisions of this section
shall be on a nonparticipating basis and all premiums and other collections
therefor and premiums and other collectinns hereafter recerved on nonpartici-
pating insurance issued under other provision< of this Act, as amended, shall
be credited directly to a revolving fund in the Treasury of the United States,
and any payments on such insurance shall be made directly from such fund,
Appropriations to such fund are hereby authorized. Except as herein provided,
the other provisions of this Act shall be for application to such insurance:
Providad, That waiver of premiums under section 602 (n) shall not be denied
under this subsection on the ground that total service-connected disability com-
menced prior to the effective date of such insurance,

“Nro. 621. Any person who is released from active service under other than
dishonorable conditions on or after the date of enactment of the Insurance Act
of 1951 shall be granted insurance by the United States against the death of such
person occurring while such insurance is in force, upon application therefor in
writing (made within 120 days from the date of release from active service)
and upon payment of premiums as provided in this Act and furnishing of evi-
dence satisfactory to the Administrator showing such person to be in good health
at the time of such application. In any such case, the Administrator shall not
deny, for purposes of this Act, that the applicant is in good health because of
any dixability resulting from or aggravated by active service, unless such dis-
ability is one for which compensation would be payable if ten per centum or



SERVICEMEN'S GRATUITOUS INSURANCE 9

more in degree and which renders such persons uninsurable at standard rates
for ordinary life insurance, according to recognized underwriting requirements
of nongoverninental insurers.”

Skc. 12 Nothing contained in this Act shall be construed to affect any rights
under insurance contracts issued on or prior to the date of this epactment

Sre 13, This part may be cited as the “Insurance Act of 1951.7

U~rtoy (CALENDAR NoO. T
(I R, 1, 82d Cong., 1st ses~]
[Report Neo. 6]

A BILL To authorize the payment by the Admimstrator of Veterans' Affiors of a gratuitous
imdemmity to s vivers of members ol the Armod Forces who e an active senviee, and
tor other pul oosos

Be it enacted by the Senate and House of Repreoscntatives of the Unided States
of America tn Congress assembled,

I’ART I—SERVICEMEN'S INDFAMNITY

Sect1on 1. This part may be cited as the "Servicemen’s Indemnity Act of 1951.7

Sre. 20 Except as heremnafter provided, on and after June 27, 1950, any person
in the active service of the Army, Navy, Air Force, Marine Corps, Coast Guard, or
the Reserve components thereof, includine the National Guard, when called or
ordered to active duty or active training quty for fourteen days or more. cadets
and midshipmen at the United States Military, Naval, and Coast Gunard Acad-
emies ; commissioned officers of the PPublic Health Service while entitled to fun
military benefits a~ provided in section 212 ta) of the et of July 1, 1944 (58
Stat. 689), u~ amended (42 U 8 C 213) : and commissioned officers of the Coast
and Geodetic Survey while asxigned to duty during a period of war er an emer-
gency as proclaimed by the President or the Congress on projects for the Army,
Navy, or Air Force in areas outside the continental Umted States or in Alaska or
in coastal areas of the United States determined by the Depiartment of Dofense
to be of immediate military hazard, shall be antomatieally insured by the United
States, without cost to such person, against death in such service 1n the prineip:l
amount of $10,000: ’rovided, That any person called to extend active ~ervice tor
a period exceeding thirty days shall contimue to be ~o protected for a period of
ninety days after separation or release from such active service : frovided furthes,
That persons in the Reserve components, including the National Guard, while
engiaged in aerial flights in Government owned or leased aireraft for any period,
with or without pay. as an incident to their military or naval training, shall he
deemed to be in the active service for the purposes of this Act: ind prorided
further, That for the purposes of this part, any person, who, on or after June 27,
1950, was or shall be provisionally vnccepted and directed or ordered to 1eport to
u place for final acceptance or for cntry upon active duty in the wmilttary or narval
serrice and who died or shall die as the result of disalmhity incurred whtle en route
to such place, or any registiant under the Sclectire Service et of 1948, as
amended, who on or after June 2%, 1950, in response to an order to icport for
inducmm.mm the \rmecd Foreos and who, after reporting to a local draft board,
died or dics ax the result of disabiltty incwrred whide en route from such draft
bourd to a designated induction station shall be decmed to hare died in actice
serrice,

NEe 3. Upon certification by the Recretary of the service department concerned
of the death of any per-on deemed to have been automatically insured under this
part, the Administriator of Veterans' Affairs shall cause the indemnity to be paid
ax provided 1n section 4 only to the surviving spouse, child or children (including
a stepchild, adopted child, or an illegitimate child if the latter was designated
as beneficiary by the insured), parent (including a stepparent, parent by adop-
tion, or person who stood in loco parentis to the insured), brother, or ~ister
of thg insured. The insured shall have the right to designate the beneficiary or
beneficiaries of the indemnity within the classes herein provided: to designate
the proportion of the principal amount to be paid to each; and to change the
beneficiary or beneficiaries without the consent thereof but ouly within the
classes herein provided., If the designated beneficiary or beneficiaries do not
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survive the insured, or if none has been designated, the Administrator shall make
payment of the indemnity to the first eligible class of beneticiaries according to
the order set forth above, and in equal shares if the class is composed of more
than one person

Any installments of an indemnity not paid to a beneficiary during such bene-
ficiary's lifetime ~hill be paid to the named contingent beneficiary, if any ; other-
wise, to the beneficiary or beneficiaries within the permitted class next entitled to
priority.

Sre 4 The indemmnity shall be payable in equal monthly installments of one
hundred and twenty in number with interest at the rate of 234 per centum per
annuin,

SEC. . The automatic indemnity coverage authorized hy section 2 shall apply
to any person in the active service of the named Armed Forces who, upon death
in such active service, or within ninety days after separation or release from
such active service as prescribed in section 2, is insured against such death under
a contract of national service life insurance or United States Government life
insurance, but only with respect to 2 principal amount of indemnity equal to the
difference between the amount of insurance in force at the time of death and
$10,000. Any person in active service, who is insured under a permanent plan of
national service life insurance or United Rtates Government life insurance, may
elect to surrender such contract for its cash value. In any such case the persons,
upon application 1in writing made within ninety days after separation from
active service, may be cranted, without medical examination, permianent plan
insurance on the same plan not in excess of the amount surrendered for cash, or
may reinstate such surrendered insurance upon payment of the required reserve
and the premium for the current mounth. Any porson in the active service having
United Stutes Gorernment Life insyrance or national scrvice Ufe insurance on
the five-pcar level premaom tarm plan, the term of wlich capires while such per-
Son 1y i active service after the date of this enactment, shall, upon application
made within ninecty days aftcr separation from service, paynmient of premiuwms
and cridence of good hcalth satisfactory to the Administrator, be granted an
cquiralont amount of wmsurance on the firt e~year level premium term plan at the
premuvon rate for his then attained age.  Waiver of preminms under the National
Service Life In~urance Act of 1940, n< amended, shall not be denied in any cise
of isSuc or reinstatcment of ingurance on a premanent plan under this section
in which 1t is ~hown to the <ati~faction of the Administrator that total disability
of the applicant commenced prior to the date of his application.

SEc, 6, The Administrator of Veterans' Affairs ix authorized to promulgate
such rules and regnlations, not inconsistent with the provisions of this part, as
are necessi ¥ or appropriate to carny out its purposes.

SLe. 7. There i~ hereby authorized to be appropriated, out of any money in
the Treasury not otherwise appropriated, such sums as may be necessary to carry
out the provisions of thix part, to be known a~ the servicemen’s indemnity appro-
priation, for the payment of liabilities under this part.

Srre S OAny person guilty of mutiny, treason, spying, or desertion, or who, be-
canse of conscrentions obiections refuses to perform services in the land or naval
forces of the United States or refu-es to weuar the uniform of such force, shall
forfeit all right< to an indemnity under this Act: Provided, That this provision
shall not apply to any person who is therealter restorved to active duty. No
indemmnity shall be payable for death inflicted a~ a lawful punmishinent for crime
or for military or naval offense, except when inflicted by an enemy of the United
States.

Sgc. 9 The provisions of Public Law Numbered 262, Seventy-fourth Congress,
approved August 12, 1935 (49 Stat. 607), as amended, and titles J1 and II1 of
Public Law Numbered 844, Seventy-fourth Congress, approved June 29, 1036
(49 Stat. 2031), a¢s amendced, insofar as they are applicable, shall apply to the
provixions of this part : Provided, That assignments of all or any part of the bene-
ficiary's interest may be made by a beneficiary to a widow, widower, child, father,
mother, brother, or sister of the insured, when all other persons within the per-
mitted classes join in the assignment.

PART II-—RESTRICTIONS ON ISS8UANCE OF UNITED STATES GOVERNMENT LIFE
INSURANCE AND NATIONAL SERVICE LIFE INSURANCEL

Sec. 10. The National Service Life Insurance Act of 1940, as amended, is
hereby amended by adding the following new sections:

«Qrc. 619. On and after the date of enactment of the Insurance Act of 1951,
except as otherwise provided in section 11 thereof, and section 5 of the Service-
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men’'s Indemnity Act of 1951 and section 620 hereof, no national service Life insur-
ance or United States Governinent life insurance shall be granted to any person
under the provisions of the National Service Life Insurance Act of 194), as
amended, or the World War Veterans Act, 1924, as amended, nor shall any Gov-
ernment life insurance or national service life insurance, on which the United
States 1s authorized by law to pay the premiuni, be issued or granted to any per-
son under any provision of law: Proiwded, That the foregoing sirall not be con-
strued to prohibit the grantinz or issuing of national service life insurance or
United States Government life insurance in cases 1 which acceptable applica-
tions accompanied by proper and valid remittances or authorizations for the
payment of premiums have, prior to the date of approval of the Insurance Act
of 1951, been received by the Veteran<' Administration, or which have, prior to
said date, been placed in the mails properiy direethr directcd to the Veterans
Administration, or been delivered to an authorized representative of any of the
uniformed services,

“Sece. 620 Any person who is released from active service under other than
dishonorible conditions on or after the date of enactment of the Insurance Act of
1951, and i~ found by the Administrator to be suffering trom a di~ability or dis-
abilities for which compensation wounld he pasable if 10 per centum or more in
degree which renders such persons uninsurable at staundard rates for ordinary life
insurance, according to recognized underwriting requirements of nongovern-
mental insurers, shall, upon application in wiitine made within one year from
the date of release frem aetive sepviee and payment of premiunis as provided 1n
this Act, be granted insurance by the United States acuainst the death of such
person occurring while such insurance i~ in force. Insurance grianted under the
provisions of this section shall be on a nonparticipatine hasis and all premiums
and other collections tbherefor and premiums and other collections hereafter
received on nonparticipating insurance i~ssued under other provisions of thix Act,
s alended, shall be ¢redited directiy to a revolving fund in the Treasury of the
United States, and any paynents on such insu ance ~hall be made directly from
such fund. Appropriations to such fund are hereby authorized. Except ax
herein provided, the other provisions of thix Act shall be for appliciation to such
insurance: Provided, That waiver of preununis under section 602 (n) shall not
be denied under this subsection on the ground that total service-connected dis-
ability commenced prior to the effective date of suc¢h insurance.”

Sec. 11. Nothing contained 1n port I or part IT of this Act shall be construed
to affeet cancel oy restiict any rizhits under insurance contracts issueil on o1 prior
to the date of thix enactiment,

Sec. 12, This part may be cited as the “Insurance Act of 1951"

The Cramarax. I would like to put into the record a report—
which I have not had the opportunity to fully read and digest—from
the Veterans' Administration. This report deals with S. 304, Eighty-
second Congress.

Also a report from the Federal Security Agency, to which is at-
tached a report made to that agency by the Bureau of the Budget,
dealing with S. 304 and 8. 506, identical bills as they are described
by the Federal Security Agency, and I would like to have this go into
the record in this matter.

Also a report from the Bureau of the Budget. I understand there
1s a budget representative lere, if we desire to ask any questions.
That will go into the record. That is dealing specifically with S. 304
and 8. 506,  Also we have a report by the Secretary of Defense, stating
that the Department. of the Navy has been designated to express the
views of the Department of Detfense on bill H. R. 1. I understand
also that there is a representative of the Department of Defense, or
at least of the Navy, present, and we may desire to ask him some
(uestions. This statement is furnished to the committee at the request
of the committee itself, because the committee desired to have the
views of the various departments.

Also a report to the Secretary of Commerce from the Director,
Coast and Geodetic Survey on H. R. 1, enclosing a letter from the
Bureau of the Budget.
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(The reports referred to are as follows:)
JANUARY 18, 1951.
Hon. WALTER F. GEORGE,
Chairman, Commitice on Finance,
United States Renate, Washington 25, D. C.

DEAR SENATOR GEORGE: This is with further reference to your request of
January 13, 1951, for a report on 8. 304, Eighty-second Congress, entitled “A bill
to authorize the payment by the Administrator of Veterans’ Affair< of a gra-
tuitous indemnity to survivors of members of the Armed Forces who die in active
gservice, ahd for other purposes™

The principal purposes of 8, 304 are ax follow ;

1. To provide automatie, gratuitous, life indemnity protection in the maximum
amount of $10.000 for all persons who on or after June 27, 1950, were in the
active service of the Armed Forces, or within 90 days after separation or release
from =uch active service. The indemnity protection in the case of any person
insured under a contract of national service life insurance or United States
Government life insurance would be limited to a prmeipal amount of immdemnity
equal to the difference between the amount of ~uch insurance in force at the time
of death and £10000 The indemnity would be payable in 120 equal monthly
installments at the rate of §3.29 per thousand.

2. To provide indemnity protection far certain groups not eligible to apply for
national service life insurance under existing law, including cadets and midship-
men at the <ervice academies; and person~ in the Reserve components, including
the National Guard, while engaged in aerial flights in Government-owned or
leased aircraft for any perigd of time. or while engaged in active duty ov active
training duty for certain periods less than 31 days. The right to apply for
national service life insurance is limited presently to those ordered to active
service for more than 30 days,

3 To prohibit the future issue of national service life insurance or United
States Government life insurance except to those who are rendered uninsurable
as the result of service-connected disabijlity, and, in certain caves, to those who
surrender their permanent plan insurance after entry into active service.

4. To authorize those in active service having permanent plans of national
service life insurance or United States Government life insurance to surrender
such insurance for its ecash value and to reinstate such insurance or to apply
for an equal amount of such insurance on the same plan upoh application made
within 90 day< after separation from active service,

5 To authorize the granting of nonparticipating life insurance to any person
who i~ released from active service. under other than dishonorable conditions,
on or after the date of enactment of the bill, and who is found by the Administra-
tor of Veterans' Affairs to be suffering from a disability or disabilities for which
compensation would be payable if 10 percent or more in degree which renders
such person uninsurable at standard rates for ordinary life insurance, according
to recognized underwriting requirements of nongovernmental insurers. Written
application and payment of premium would have to be made within 1 year
from date of relea<e from active service,

No doubt, enactment of the bill would provide automatic, gratuitous, life
indemnity protection for all persons embraced by the bill and it would eliminate
a great amount of administrative work which otherwise would be required
under the National Service Life Insurance Act of 1940, as amended, if that pro-
gram i~ continued. The proposed plan would guarantee maXimum ($10,000)
protection to all, which is favored by many as being a great improvement over
the pre<ent «ystem under which many servicemen do not apply for any insurance
and. in many instances, for less than the maximum protection. The manpower
savings which eventually would result from enactment of the bill, particularly
in the event of an all-out emergency, would be very desirable,

The following comments are furnished the committee with the view to inviting
attention to certain provisions of the bill which require clarification or which
are of such nature as to suggest the advisability of careful consideration in the
light ot experience and legi<lative history. Such comments are not intended
to indicate any judgment or recommendation on my part on the basic purpose
of the bill to provide an indemnity systemm as a substitute for the present systeimn
of Government insurance.

Tnder the provisions of section 2 of the bill the indemnity would eover persons
ordered to active duty or active training duty for periods of less than 31 days
in the Armed Forces and in the Reserve components thereof, including the
National Guard. Persons in such groups would be included while engaged in
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aerial flights for any period of time if the flight is incident to their military
or naval training. Under the provisions of the National Service Life Insurance
Act, members of the Armed Forces and Reserve components, including the
National Guard, are not eligible to purchase such insurance unless they are
ocrdered to active duty 1n the land or navil forces of the United States for a
period of not less than 31 days  Also, cadets and midshipmen at the various
academies have not been considered as being in the active military or naval
service for the purpose of purchasing national service life insurance, except
during the period of World Wur II. which was terminated for thix purpose on
December 31, 1946, Under existing law cadets and midshipmen and their depend-
ents a1 e entitled to compensation for service-connected disability or death  Gen-
erally speaking, the other groups mentioned above are entitled to such compensa-
tron for disability or death due to disease if ordered to active dufy in excess of
30 days, and for injury were ordered to active duty for training or inactive duty
training for any period of time

The provi~ions of section 2 of the bill could be construed ax providing an
indeminity to all persons while in the active service for any period of time,
other than the National Guard, and provide an indemnity to persons in the
ANational Guard only when cialled or ordered to active duty or active training
duty tor 14 days or more. On the other hand, it could also be construed with
respect to all persons in the named services, including the National Guard, as
providing an indemnity only for thowe called o1 ordered to active duty or active
fraining duty for 14 day~ or more, other than those engaged in aerial flights
in Government-owned or leased aircraft. If the I4+day linmtation is intended
to apply only to the National Guard, 1t is suggested that such intent could be
clarified by <rriking the comma after the words “*National Guard” in line 9,
pige 1 of the bill.

Section 3 provides that the indemnity shall be paid by the Administrator of
Veterans' Affairs “upon certification by the Secretary of the service department
concerned of the death of any person deemed to have heen automatically insared
under this part.” As it i~ not clear whether it is intended that such official shall
also certify as to the death of persons within the 90-day period after separation,
it is suggested that the committee may wish to clarify this aspect.

The indemnity would be payable only to the surviving spouse, child or children
{including a stepchild. adopted child, or illegitimate child if the latter was desig-
nated as beneficiary by the insured), parent (including a stepparent, parent by
adoption, or person who stood in loco parentis to the insured). brother. or sister
of the insured. It is noted that there 1~ no requirement a< to the length of time
or when the relationship of one <tanding in loco parentis must have existed.
Under the provisions of the National Service Life Insurance Act, relationship
of parent in such cases must have existed for not less than 1 year prior to entry
of the “child” into active service. Such requirements have been deemed neces-
sary to assure bona fide relationships and to prevent possible trafficking in the
lives of serviceinen,

It should be noted that an individual may have more than two parents, as
that term is defined by the bill, all of whom might share the indemnity at the
same time Thus, adoptive parents who reared a child from infancey would have
to share the Government's bounty equally with the natural parents who aban-
doned the child or with parents who stood in loco parentis for any period how-
ever short. Under the National Service Life Insurance Act, insurance ix payable
only to the parent or parents who last bore that relationship to the insured unless
some other parent is designated as beneficiary by the insured. (Gratuitous insur-
ance under the mentioned act is payable to a parent only if dependenf at the
time of death of the insured, and is not payable in any case to a brother or sister.
In fact, this provision is a radical departure from all of the existing veterans’
laws authorizing gratuitous benefits, insefar as it includes as direct beneficiaries
nondependent parents and the new group of brothers and sisters, without regard
to dependency.

It is suggested that the provisions pertaining to payments not paid to a bene-
ficiary during his lifetime would be clarified by inserting the words “of an
indemnity” after the word “installments” in line 22, page 3 of the bill.

Section 4 provides that the indemnity shall be payable in equal monthly install-
ments of 120 in number with interest at the rate of 214 percent per annum. In
other words, the indemnity would be payable for 10 years at the monthly rate of
$9.29 per 1,000. Experience has proven that a provision limiting payments for

78663—351 2
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a fixed number of months is difficult to maintain because of the resulting hardship
to those who would be cut off from the income, especially those who would be 1more
depeundent upon that income in their declining yvears., When the termination of
the 240 installments of insurance payable occurred with respect to dependent
parents of deceased veterans of World War I, the Congress saw fit to increase
their monthly rates of death compensation. It was to overcome this result that
provision wias made for the life income guarantee for persons in the older age
brackets under the original National Service Life Insurance Act. Under the
National Service Life lnsurance Act interest 1> at the rate of 3 percent per
annum us contrasted with the interest rate of 213 percent per annum uuder the
bill. This reduction in the interest rate will create a reduced benefit in com-
parison with payments made over a similar period of time under contracts of
national service life insurance. Under the National Service Life Insurance Act,
a~ amended, insurance may be payable in a lump sum, in installments of from 30
to 240 months, or under certain life annuity settlements,

The provision~ of section 5 make clear that the maximum indemnity will not
be payable in addition to any Government insurance in forve at the time of death,
However, it is provided that in case a person is also insured under a contract
ot Government insurance, a principal amount of indemnity equal to the difference
between the amount of such insurance and £10,000 would be payable. Therefore,
in order to take full advantage of the maximum free indemnity, persons in the
active service having nationat service life insurance or United States Government
life insurance will be required te take certain ~teps to terminate their coverage
under such insurance. In tlus regard the bill provides that persons having perm:-
nent plans of such insurance may surrender it for its caxh value and upon applica-
tion within 90 days after separation from active service reinstate the same or be
oranted new nsurance on the same plan in an equal amount, without medical
examination It would appear that this provision is included to protect the
intere<t of tho<e who <urrender for c¢ash by exempting them from the provision
in the National Service Life Insurance Act (sec. 602 (c¢) (2)) that insurance
~urrendered for cash may not be reinstated nor may ~uch person be granted new
insurance in an amount in excess of the difference hetween the amount of the
insurnnee surrendered and $£10,000. No provision i~ contained in the bill with
respect to preserving or reviving any rights under i-year level premium term
contracts is-ued prior to January 1, 1948, in cases where the term period may
expire during the active service of the insured. However, such term policyholders
nmay renew their insurance prior to expiration of the terni, or they may convert
to a permanent plan while in the active service, lap-~e the same, and then reinstate
such insurance atter separation from service, upon a showing of good health.

Nectron 5 oalso provides that waiver of premiums under the National Nervice
Life In~urance Aet of 1940, as amended, ~hall not be denied in any case in which
it i~ shown to the satisfaction of the Administrator that total disability of the
appheant commenced prior to the date of his application. It i~ assumed that
this provision has reference only to the insurance authorized under section
o, although the Lroad language might be construed to have general applica-
tion to all insurance under the mentioned act. It is believed that limiting
Linguage to expres~ the intent would be desirable,

The provisions with respect to reinstatement or issue of new insurance with-
cut medical examination and waiver of premiuin for total disability which com-
menced prior to the application for insurance will impair the integrity of the
national service life insurance fund. Suach additional hability will arise in
those ¢i~ex in which the pre-existing disuability is not traceable to the eXtra
Ihazard of military service. To aveid impairing the fund, the bill should be
amended. It has been my consistent policy to recommend unfavorable con-
~iderution of proposals to impait the national service life insurance fund for
the benefit of special groups. It is suggested that the committee may wish to
consider amending this provision so as to place those risks which are unin-
surable under the good health provisions of the National Service Life Insur-
ance Act in the same category as the nonparticipating insurance proposed to
be granted under section 10 of the bill.

The provisions concerning waiver of premiums, as contained in sections 5 and
10 of the bill, with respect to findings of total disability are not identical, al-
though the reason for such difference is not clear.

The indemnity would be payable generally regardless of the cause of death
unless inflicted as lawful punishment for crime or for military or naval offense,
except when inflicted by an enemy of the United States. All rights to an in-
demnity would be forfeited by any person guilty of mutiny, treason, spying, or
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desertion, or who, because of conscientious objections refuses to perform services
in the land or naval forces of the United’ States or refuses to weuar the uniform
of such force. The proviso in section 8 could be construed as exempting an
individual from forfeiture for subsequent offenses if restored to active duty
after the first offense specified. If such effect is not intended, it i~ suggested
that any possibility of such construction could be aveided if the proviso were
amended to read: “Prorvidcd, That restoration to active duty after commmission
of any such offense ~hall 1e~tore all rights to an indemnity under this part.”

Section 9 of the bill would make the provisions of Public, Nos. 262 and 844,
Seventy-fourth Congress<, applicable to the indemnity provisions, Among other
things, these acts would exempt the indemmity from taxation and claims of
creditors; provide for the payment of benefits to minors and incompetents with
or without guardians and regulate the recogmtion and fees of attornevs and
agents, As both Public, No. 262 and Public, No 844 have been amended, it is
suggested that the words “a< amended, * should be added before the words “and
titles I1" in line 2, page 6. and betore the words “insofar as” in line 4, page 6.

Soction 9 also provides that assignments of all or any part of the beneficiary’s
interest may be made by a heneficiary to a widow, widower, child, father, mother,
hrother or sister of the insured. when all other persons within the pernntted
classes join in the assignment, 'The National Service Life Insurance Act provides
that assignments of all.or anv part of the beneficiary’s interest 1n insurance
may be nrade only by a designated beneficiary to certain clas<es when the desig-
nated contingent beneficiary., if any, joins 1in the assivnment and on the farther
condition that the assignment is delivered to the Veterans' Administration before
any payments of the msurance shall have bheen made to the beneficiary. The
administration of the a~signment proyision of the bill without conditions ~immilar
to those contained in the N:utional Service Life Insurance Act would be extienlely
difficult because it would be necessary to contact relatives whose whereabouts
and identity may not be known, and would result in considerable controversy
and delay in certain ciases,

Part II (sec 10) of the hill wounld prohibit issue of United State~ Government
life insurance or n:iational service life insurance to any person after its enact-
nent except former insureds under the mentioned permanent plans of insurance
surrendered for caxli and except those released from active service under other
than dishonorable conditions who are found by the Administrator to be ~uffering
from a dicability or disablitiex for which compensation wonld be payvable if
10 per centum or more in degree and which renders such per<ons uninsurable at
standard rates for ordinary life insarance, In such latter ca~es applications must
be made within one yvear from the date of release from netive service and payment
of the required prenuunss  Such insurance would be issued on a nonparticipating
ba<is and all premiums~ and other collections therefor and premiums and other
collections hereafter received on nonparticipating insurance i~sued nnder other
provisions of the National Service Life Insurance Act of 1940, ax amended,
would be credited directly to a revolving fund in the Treasury of the Unired
Stiates and any payments on such insurance would be made duectly from sach
fund. It is elear that a disability or disabilities for winch compensation would
be payable if 10 per centum or more 1n degree would include those which are
presunmgptively as well as those which are directly service-incurred, many of which
are not the direct result of the performance of milhitary duty. This is in contrastg
withh a provision in the National Service Life Insurance Act with respect to
thi< type of insurance which requires that the disability be the dirveet result
of the performance of mlitary duty. It is suggested that the word “directly”
in line 10 of page 7, should be “directed”

Section 11 specifically provides that nothing contained in the bhill <hall he
construed to affect any rights under insurance contracts issued on or prior to
the date of its enactment. Thi~ wonld include the right to reinstate or convert
any insurance issued prior to the enactment of the bill. As under existing Iaw,
such rights under H-year level premium term insurance, including any right of
renewal, wonld have to be asserted before the expiration of the term period.
It is suggested that for clarification the words “cancel or restrict” should be
substituted for the word “affect’ 'in this section.

As the bill provides that part T may be cited as the “Servicemen’s Indemnity
Act of 1951 and part II as the “Insurance Act of 1951, the words “this Act”
as used in section 11 could be construed as applying to part II only. If intended
to relate to both parts, it is suggested that the words “part I or part II” be
inserted before the words “in this Act” in line 16, page 8.
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To avoid possible misunderstanding, attention is invited to the fact that
administrative savings within the Veterans’ Administration cannot be expected
until a considerable period of time has elapsed after enactment of the bill,
Underwriting activities required by the provisions of the National Service Life
Insurance Act would be materially curtailed. However, many persons in service
and those entering who have term policies wounld convert their term insurance
and subsequently surrender such insurance for cash. This will, of course, entail
the processing of an unknown number of cash surrender applications and making
the necessary refunds. It will also entail the processing of an unknown number
of applications for conversion, issuing policies, and subsequently processing cash
surrender applications. There will also be an unknown amount of administrative
expense and manpower involved in reissuing and remstating this insurance at
time of diccharge, as well as the adjudication of many disability claims«. Further-
more, those persons in active service who do not convert and surrender their
insurance for cash will very likely discontinue their existing Government life
insurance in order to take advantage of the indemnity payment. Adminis-
tratively this will entail the discontinuance of allotments, eclosing out of pre-
mium record cards, and refunding of any unearned premiums,

The granting of insurance under the proposed section 620 to be added to the
National Service Life Insurance Act will impose unique problems involving the
determination as to whether the serviceman's disability is such that compensa-
tion would be payable if 10 per centum or more in degree, and whether the
veteran 1= uninsurable. There are no existing “standard rates for ordinary life
insurance, according to recognized underwriting requirements of nongovern-
mental insurers,” which have been adopted by all private insurers, Accordingly,
strict compliance with this requirement would be impossible, In view of this,
it is <uvecested that the committee may desire to revise this language of the bill
to refer instead to the standards which have been established by the Admin-
istrator for qualifying under the good health provisions of the National Service
Life Inwurance Act, and the regulations issued pursuant thereto.

Because of the many unknown factors, the Veterans' Administration is unable
to estimate the cost of the bill, if enacted. DMoreover, for the same reasons, it
may be noted that the Veterans’ Administration would be unable to estimate
the future cost of the national service life insurance program if continued on
the present basis,

With respect to a similar report on a bill (H. R. 1, 82d Cong.), identical to
S. 304 here under consideration, the Bureau of the Budget advised that there
would be no objection to the submission of the report to the Congress, and it
invited attention to the recommendations contained in the President's budget
messace of January 15, 1951, for the enactment of legislation embracing the
principles involved in the bill.

Sincerely yours,
Carr R. Gray, Jr,, Adminigtrator,

FEDERAL SECURITY AGENCY,
Washington, Januwary 24, 1951,
Hon. WAaALTER IF. (:EORGE,
Chairman, Committee on Finance,
United States Scnate, Washwngton, D, (.

DeEAR MR. CHAIRMAYN ¢ Thix is in response to yvour letters of January 22, 1951,
requesting a report on 8. 304 and S. 506, identical bills to authorize the payment
by the Admini~trator of Veterans' Affairs of a gratuitous indemnity to survivors
of members of the Armed FForces who die in active service, and for other pur-

0ses.

P The objective of S. 304 and 8. 506 is to substitute a program of noncontributory
life insurance applicable to all members of the Armed Forces of the United States
in “active service” in place of the existing provisions of law relating to national
service life insurance and United States Government life insurance. Under
these bills, no national-service life insurance or United States Government life
insurance would be granted in the future with one exception. Insurance would
continue to be available, under the National Service Life Insurance Act of 1940
(as amended by sec. 10 of the bills), o any veteran who is released from active
service and who has a disability for which compensation would be payable if 10
percent or more in degree and which makes him uninsurable bj: private
companies at standard rates, but only if the veteran applies for the insurance
within a year of his release from active service and pays the required premiums.
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S. 304 and S. 506 would provide automatic and noncontributory life insurance,
in the amount of $10,000, for all members of the Armed Forces who die in active
service or, if they were called to extended active service for more than 30 days,
who die within 90 days after separation or release from active service. Where
the veteran holds national-service life insurance or United States Government
life insurance of less than $10,000, this noncontributory insurance would apply
only to the difference between the amount of such national service or Govern-
ment insurance and $10,000.

This Agency has no comments to offer on the substance of these bills, since
we assurme that other agencies who are in a better position than we to discuss
such matters will direct their attention to the rather basic gquestions involved in
substituting this gratuitous insurance for the existing national-service life insur-
ance and United States Government life insurance. We have, instead, confined
our comments to matters with which this Agency is peculiarly concerned.

The gratunitous insurance protection provided by the bills would be extended
to “commissioned officers of the Public Health Service while entitled to full
military benefits as provided in section 212 (a) of the act of July 1, 1944 (58 Stat.
689), as amended (42 U. S. C 213).” Should your committee decide to make only
this limited extension of the bills' provisions so far as the Public Health Service
officers are concerned (for reasons given below, we trust the extension will not be
s0 limited). I should like to suggest that the statutory reference be changed
from “section 212 (a) of the act of July 1, 1944 (58 Stat. 689), as amended (42
U. 8. C. 213),” to “section 212 of the Public Health Service (42 U. S. C. 213).”
Subsection (a) of section 212 of that act merely defines what is meant by “full
military benefits” and “limited military benefits.,”’ The conditions under which
commissioned officers of the Public Health Service may be entitled to such bene-
fits are stated elsewhere in that section. In addition, the portion of the act in
which section 212 appears has a short title and I believe the use of that title would
be more meaningful to persons reading the bills.

Under section 212 of the ’ublic Health Service Act, commissioned officers of the
Public Health Service are entitled to full military benefits (1) with respect to
active service performed while detailed for duty with the Army, Navy, or Coast
Guard; (2) with respect to active service outside the continental limits of the
United States or in Alaska in time of war; and (3) with respect to active service
performed while the Service is part of the military forces of the United States
pursuant to Executive order of the President.

Since July 29, 1945, the commissioned corps of the Public Health Service has,
under Executive Order 9575, been a military service and a branch of the land
and naval forces of the United States; consequently, 8. 30+ and S. 506 in their
present form would cover all active-duty members of such corps at the present
time and for so-long as that Executive order remains in effect. However, should
the Executive order be rescinded at some future date, only a small portion of
the active-duty officers would then be covered under the present provisions of
the bills. Members of the Army, Navy, Air Force, Marine Corps, or Coast Guard
would, on the other hand, continune to get this protection while in active service
regardless of what the military or world conditions might be at that time, We
do not believe that this discrimination is justified.

The Public Health Service regards benefits such as those offered under the
gratuitous indemnity bills as essentially a matter of pay and allowances. They
were also so regarded by the Hook Commission in its comprehensive study which
resulted in the Career Compensation Act of 1949. The gratuitous-indemnity
plan recommended by the Hook ComImission, consequently, included commis-
sioned officers of the Public Health Service without any limitation depending on
their entitlement to “full military benefits.” (See, e. g., title ¥V of H. R. 2553,
81st Cong.) Commissioned officers of the Public Health Service are appointed,
promoted, paid, and retired under legislation which is substantially the same
as that governing Army officers. A limitation in the proposed coverage for
the Public Health Service commissioned officers would amount to a reduction
in over-all pay and allowances since they would have to purchase commercial
insurance at considerable personal expense when not entitled to full military
benefits in order to obtain the protection for survivors afforded to members of
other services without cost.

While coverage presently given in the bills under consideration is similar
to that provided under existing law, it should be noted that national-service
life insurance provides a benefit which, when once obtained, no longer depends
on active service. Under the gratuifous-indemnity plan the gratuity provided
would be limited primarily to members on active duty and is, therefore, in the
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nature of an active-duty benefit rather than a veterans' benefit even though
the bills designate the Veterans’ Administration ax the paying agent. Further
support for this view of the gratuitous indemnity 1s given by the fact that pay-
ment of the benefits is authorized upon a determination that the person was on
active duty at the timme of death. Whether or not there was any casual relation-
ship between such active duty and the death is of no sigmficance For this
reason it 1~ believed that this gratuitous-insurance protection should be extended
te Public Health Service officers without qualification or limitation, on the same
basix a~ are other perquisites relating to active-duty pa)y, allowances, or
retirement,

Since the commencement of World War II the commissioned corps of the
Public Health Service has been specifically vranted many ot the benefits which
are cenerally applicable to the other military =ervices More recently the
leciskative trend hax been toward uniformity in the benefits extended to mein-
bers of all the uniformed services, Consequently, to place any limifation on the
coverace provided for the Public Health Service commis~ioned officers under
the bills while not placing any such hmitation on members of the Army, Nuavy,
Air Force, Marine Corps, or Coa~t Guard would cons<titute.a reversal of the
current trend toward uniformity of treatment amoeng the uniformed services

We ~hould al~o like to call your attention to the admimstrative problem that
would be created, and some of the inequities which ~ome Public Health Service
commis~ioned officers would ~uffer, if the present limitatiou~ were to remain in
the billx  In time of peace. Public Health Service officer~ who are detalled to
the Army. Navy, or Coast Guard would be eligible for this ¢ratuity., These de-
tails are usunally limited to a period of 2 to 3 yeur~ and are made primarily
without the consent of the officers involved. Granting the protection atforded
by ¥ A4 and ¥ 506 to these officers nierely on the basi~ of assitnment would
dizeriminate against other officers of the Public Health Service commissioned
corp~ who wonld be denied ~uch protection Thix i~ especially true since pay-
ment of benefits under the hillx 1~ not dependent upon any connection between
the xervice activities and the cause of death. Any such resalt would create a
serious morale problem within a closely knit commissioned corps insofar as it
would create an over-all pay differential in the monetary benefits to which such
officer would be entitled.

In view of the above considerations, we urze that the insurance protection
afforded by the bili~ to commi~~ioned officers of the Public Health Seriice not
be dependent upon their entitlement to full military benefit~, but that instead it
be extended to all such officers while in active service

Section 7 of the Federal Emplovees’ (Compen-ation Act, as amended, already
regquires an election by beneficiarie~s between benefit~ pavable under that act
on account of the death of an individual and “any payments or benefits (other
than the proceeds of anv insurance poliey)” pavable under any other Federal
statvre,  We de not believe that the beneficiaries of a Publi« Health Service
officer should be entitled to benefits under 8 304 or 8. 506 and under the Fed-
eral Emplovees’ Compensation Aet at the ~ame time, and- <ection 7 of the
latter would probably be construed to prevent <uch a duplication. It mizht be
desirable. however. to preclude any other interpretation of that section by mak-
ing it clear that the indemnity provided by = 304 and =, 506 i~ not to be re-
garded as “the proceeds of any insurance policy.” The desirahility of thisx change
wonld not, of course, be affected by vour action on our recommendation made
above.

In connection with the problem of the in-uranece protection to be afforded
members of the uniformed <ervices during and after active service, we feel we
should call yvour artention to the existence of provision~ affecting veterans in the
old-age and ~urvivors insurance program and to recommendations of this Agency
which would further affect servicemen and veterans.

Under the Rocial Kecurity Act Amendments of 19750, veterans of World War 11
hove in faet., acqgnired coveracze under the old-age and survivors insurance
program for their period of military ~ervice during World War IT throngh
retroactive wage credits for that service, These credits are not, however, given
for military service after Julv 24, 19047 Consequently, members of the Armed
Foree< will get no credits under the old-age and ~urvivor- insurance progralu
for their service Jduring the Korean conflict or any other future service which
may be required in view of the world condition«.

The Federal Security Agency has recommended for many years that old-age
and «<nrvivor< insurance be extended to members of the Armed Forces. Such
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an extension of coverage would make available to servicemen the valuable
benefits of old-age and survivors insurance, which include retirement benefits
for the serviceman and his dependents at age 65, monthly benefits to the widow
and children or the dependent parents of a deceased serviceman, and a lump-sum
death payment in each case. It would be particularly valuable for the short-term
serviceman who does not qualify for benefits under the service retirement
programs, and arrangements could be made to prevent duplication in case the
serviceman should remain in the service long enough to qualify under a service
retirement program.

S. 304 and 8. 506 are identical with H, R. 1 as introduced in the House. In
accordance with established procedure, we submitted to the Bureau of the Budget
our proposed report on the House bill which was in substance the same as this
report. I am enclosing herewith a copy of a letter, dated January 16, 1951, from
Mr. Jones, Assistant Director, Legislative Reference, Burean of the Budget,
replying to your request for clearance of our proposed report on the House bill.

Sincerely yours, )
/S/ JorN L. THURSTON,
Acting Administrator.

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D. C., Junuwary 16, 1951,
Hon. Oscar R. Ewing,
Administrator, Federal Security Agency, Washington, D. C.

My Dear Mr. EwINg: This is in reply to Mr. Thurston's letter of January 8,
1951, enclosing four copies of a proposed report to the chairman of the House
Committee on Veterans’ Affairs on H. R. 1 and H. R. 3, bills to authorize pay-
ment by the Administrator of Veterans’ Affairs of a gratuitous indemnity to
survivors of members of Armed Forces who die in active service, and for other
purposes.

H. R. 1 and H. R. 3 would extend gratuitous indemnity protection to the
commissioned corps of the Public Health Service only under the requirements
set forth in section 212 of the Public Health Service Act for providing full
military benefits. Under these requirements, full military benefits would be
extended to officers of this corps (1) with respect to active service performed
while detailed for duty with the Ariny, Navy, or Coast Guard; (2) with respect
to active service outside the continental limits of the United States or in Alaska
in time of war; and (3) with respect to active service performed while the
service is part of the milirary forces of the United States pursuant to Executive
order of the President. Since Executive Order 9575 now classifies the commis-
sioned corps of the Public Health Service as a military service, all officers of
this corps on active duty would be covered under the gratuitous indemnity pro-
tection of H. R. 1 or H. R. 3, if enacted, s¢ long as that Executive order remains
in effect.

Your report recommends that H. R. 1 and H. R. 3 be revised to extend their
benefits to all commissioned-officers of the Public Health Service on active duty
without regard to the conditions set forth in section 212 of the Public Health
Service Act governing the provision of full military benefits to officers of this
corps. This would mean that, if, at some future time, Executive Order 9575,
which classifies this corps as a military service, should be rescinded, gratuity
Indemnity protection would nevertheless still be provided all officers in this
corps on active duty. It is the view of the Bureau of the Budget that this
would constitute a basic change in the principles underlying section 212 of the
Public Health Service Act and, as such, should not be considered in the countext
of H. R. 1 or H. R. 3. Moreover, since Executive Order 9575 remains in effect,
it would seem unnecessary to consider such a basic change at this time.

Your attention is also called to the fact that certain of the individuals eligible
for survivor protection under H. R. 1 or H. R. 3 would also be eligible for sur-
vivor protection under the terms of the Federal Employees’ Compensation Act,
1916, as amended. Section 7 of this act provides that any individual entitled
to receive gratuitous benefits under the Federal Employees’ Compensation Act
shall elect whether to receive such benefits or those provided under other pro-
visions of law. There appears to be some doubt that the benefits provided by
H. R. 1 and H. R. 3 would be covered by section 7. The Bureau of the Budget is,
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ther(_efo.re. recommending that the language in H. R. 1 and H. R. 3 be clarified
to elupmate any possibility of duplicate benefits in this respect.

_ Whlle there 1s no objection to the submission of your report to the cominittee,
1t_ is rquested that a copy of this letter be transmitted therewith for the com-
m!ttee‘s information. A copy of the Bureau of the Budget's report to the com-
mittee is enclosed.

Yery truly yours,
RoOGER W. JOXNES,
Assistant Director, Legislative Refierence.

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D. C., January 2.5, 1951,
Hon. YWALTER F. GEORGE,
Chairman, Comnittee on Finance.
United States Senate, Washington, D. C.

My DEAR ScNATOR GEORGE : This letter i< in reply to a verhal request from your
staff for the views of the Bureau of the Budget concerning 8 304 and N, 506,
bills “to authorize the payvment by the Administrator of Veterans’ Affairs of a
gratuitous indemnity to survivors of members of the Armed Forces who die in
active service, and for other purposes.” This report is also generally applicable
to M. R. 1 which passed the House of Representatives yvesterday, the purpose of
which i~ identical with that of 8. 304 and =, 506, Views are also expressed on
S. &4, a bill “to provide automatic national service life insurance coverage for
certain persons in the active military or naval service.”

Part I of 8. 304 and 8. 506 provides for an indemnity of $10,000 in the event
of death during active service or within 90 days after separation from such service
for personnpel of the Armed Forces. The indemnity would be payable to certain
specified classes of beneficiaries in accordance with a designation by the service-
man or, failing such designation, in a sequence provided in the bill, in 120 equal
monthly installinents, with interest computed at the rate of 214 percent per
apnum. The indemnity would be reduced by the amount of national service life
insurance or Government life insurance in force at the time of death. Provision
is included granting certain reinstatement rights to individuals who surrender
during periods of active service any national service or Government life insur-
ance other than term insurance. The indemnity provisions would apply in all
eases of active service on and after June 27, 1950. H. R. 1, as passed by the
Houre, differs from N, 304 and X. 506 in that it would in addition enable any
person in active service having United States Government life insurance or na-
tional service life insurance on the 5-year level premium term plan, the term
of which expires while he is in active service after the date of enactment of
the bill. to be granted the privilege of acquiring an equivalent amount of term
insurance on his release from service.

Part 11 of these bills would terminate the issuance of mational service life
insurance or Government life insurance contracts upon the effective date of
this legislation. It provides for a special insurance system open to any person
who i~ releaved from active service under other than dishonorable conditions
and who is suffering from a service-connected disability which renders him un-
insurable at standard rates according to recognized underwriting requiretnents
of nongovernmental insurers. Application is to be mude within a year from
the date of discharge. This insurance, on a nonparticipating basis, is to be
generally subject to the provisions of the Nitional Service Life Imsurance Act
of 1940, as amended. Premiums and other collections are to be deposited and
covered into the Treasury to the credit of a separate revolving fund and any
payments on such insurance are to be made directly from the fund. Appropria-
tions to the fund would be authorized.

In their general outlines and objectives, these bills would effectuate the recom-
mendations for immediate revision of the servicemen’s insurance systen which
were proposed in the President’s budget message of January 15. Advantages
of an indemnity system which make it preferable to continuance of a voluntary
jnsurance system, such as the present one, are:

(@) An indemnity would provide a uniform and equitable minimum of
protection for dependents of all servicemen, which is not achieved by the
present insurance system;
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{0) An indemnity would eliminate virtually all the present costly ad-
ministration required for payroll deductions and other record keeping under
the present insuraunce system ; and

(r) An indemnity would fill a gap that might otherwise occur for some
survivors of servicemen if the present voluntary insurance were dropped and
no specinl substitutes were provided

S. 304, S, 506, and H. R. 1 all fulfill the first fwo objectives identified above.
The importance of reducing administrative expense and consetving manpower
now and in the foreseeable future i~ emphasized both by the greatly increased
insurance workloads resulting from rapid Armed Forees expansion and by the
manpower problems directly resulting from defense requirement~  Although the
Yeterans' Administration is expanding its staft to handle the increased insarance
workloads as expeditiously ax possible, some backlog is inevitable and every
worker absorhed by national service life insurance work is. of cowmrse, unayv.ail-
able for defense activities. All these fuctors were taken into cons<ideration by
the President in the formulation of the recommendations in his budget message
referred to above,

There are. however, some points with respect to the current bills which I
should like to call to your aftention,

(«y Payment of the gratuity in 120 monthly installments in many cases
would leave a4 gap between the termination of the payments and the age at
which the survivor would begin to receive income under other plans of sur-
vivor protection. This gap would be only partially filled by the continued
receipt of veterans’ compensation benefit~  Thus the third objective set
forth above would 1n many instances not be fulfilled by these bills. More
adequate protection could be made available through the provision for some
flexibility in the settlement provisions <o that the indemmty could be paid
on a baxis more consistent with the needs of the beneficiary. Such flexi-
bility could be provided by permitting the beneficiary to choose the 10-year
income, income to age 63, or life income.

(b)) These bills incorporate by reference various procedural and ad-
ministrative aspects of the National Service Life Insurance Act of 1940, as
amended, which have been the subject of concern both to the Congress and
the Executive Branch of the Government. In particular, the bill« fail to
require use of modern mortality tables for premium rates and hife-income
settlements. Further the bills would continue interest at 3 percent rather
than specify the 21, percent rate used in =ection 4, which is more nearly the
average interest rate on Government obligations.

(¢) The billx provide for a 90 day “‘grace” period after separation from
the Armed Forces during which time the former servicemnan would continue
to receive gratuitous protection. It would appear that this period i~ longer
than necessary to permit the serviceman to nake such arrangements as he
wished with regard to providing protection to his survivors through com-
mercial insurance, In view of the fact that this unnecessarily extended
period of Govermment liability would increase the co~t of the bill at no ap-
parent benetit to the Government, we suggest a shorter period of postservice
protection, .

(d) Certain individuals who would be eligible for survivor protection
under these bills are now eligible for survivor protection under the terms of
the Federal Employees’ Compensation Act, 1916, ax amended. Section 7 of
that act provides~ that any individual entitled to receive benefit<s umder the
Federal Employees’ Compensation Act <hall elect whether to receive such
benetits or those availuble gratuitously under other provisions of law, Lan-
guage changes necessity to assure avoidance of dual benefits are recom-
mended.

The prospective cost of this legislation depends upon such factors a~ the size
of the Armed Forces and more particularly the number of casualties which may
occur. Some indication of the comparative cost, however, is provided by a
comparison of the estimated cost of national service life insurance from 1940
to 1949, with the estimated cost of these bills over the same period of time had
they been in effect. The basic data are from the seventh intermediate report
of the Hou~e Committee on expenditures in the Executive Departments (H. Re-
port No, 2761, 81st Cong.), the Veterans' Administration, and the Armed Forces.



22 SERVICEMEN'S GRATUITOUS INSURANCE

Actual or estimated cost, in billions

8.304, 8 Ilggig{nnity
. 304, 8. ation
Item NSLI | 56 H.'R. 1| plus or minns
NSLI
Deathelaims. . __ o eenns $3.8 $4.4 +4$0.6
Premium waivers and aviation cadet premiums._ .. ________. -1 0 -1
Extra interest (0.8 pereent, .o e .3 0 -.3
Subtotal direct benefit pavments_ ____ ..ol 42 44 +.2
Administrative oSS . e ———— ) .1 -—.8
Total 0ost . _ e 4.9 45 -4

We believe that the comparative cost of the indemnity and the insurance is
reflected with substantial accuracy by the above data, and that the savings
reflected for the indemnity system represent the reasonable minimum which
would have occurred.

In our initial testimony before the House Veterans' Affairs Committee, we
estimated that savings might total $0.8 billion as compared with the $0.4 billion
indicated above. The range in estimates is attributable to a difference in
allocating two elements of cost which we feel should be considered by the
Congress,

(a) The elimination from national service life insurance costs of $0.1
billion in interest included in our earlier estimate, which subsequent analysis
ha< indicated to be a questionable charge: and

(b) The inclusion in H. R. 3 .costs of an allowance of $0.3 billion for
30,000 Philippine Army claims at $10,000 each. Thix represents a maximum
allowance for these gratuitous claims, which are included in national service
life insurance death claim costs at $5,000 each, the amount actually paid.

You will note that while death claim benefit payments under these bills would
have been $0.6 billion greater, the total estimated cost under any of these
measures would have been $0.4 billion less due primarily to reduction in admin-
istrative costs. This reduction would have resulted in part from the simpler
administrative problem in handling in-service cases, and in part from the reduc-
tion in the postservice insurance program.

In addition to reflecting lower costs under the indemnity approach. the estimate
also indicates that about 98 percent of the total costs of 8. 304, 8. 506, or H. R. 1
would be represented by death-claim payments, as compared with about 78
percent under national service life insurance. The $0.6 billion in additional
death benefits which would have been paid out under indemnity legislation
would have gone to the survivors of servicemen without insurance, to the sur-
vivors of servicemen with less than $10,000 insurance, or to the survivors of
servicemen who were determined by the Veterans’ Administration to have died
as a result of normal hazards. In other words, not only would the cost of
these bills have been less but they would have provided survivor benefits to
many thousands of beneficiaries who did not have national service life insurance
protection at all, and to many thousands of others they would have provided
more benefits than were available under national service life insurance. In
those cases where more than $10,000 was paid to the beneficiary under national
service life insurance because of the obsolete mortality tables used, the bills
would limit the benefits paid to $10,000. This assurance of universal survivor
protection in the amount of $10,000 which is given by S. 304, & 506, and H. R. 1
appears to us to be desirable, and would result in greater equity to all.

S. 84 would provide gratuitous national service life insurance protection in the
amount of $10.000 to persons dying in line of duty or reporting for <ervice in
the Armed Forces during a period commencing June 27, 1950, and ending 120
day< after the enactment of the bill. While the bil! bas in common with S, 304,
S. 506, and H. R. 1 the desirable objective of providing universal protection
retroactively since June 27, 1950, future coverage would be provided through
optional national service life insurance, which results in only partial survivor
protection. <. 304, 8. 506, and H. R. 1, on the other hand, provide continuous
universal coverage under an indemnity system. Furthermore, even the retro-
active protection provided under 8. 84 would be achieved through the use of the
administratively cumbersome pational service life insurance system, with
resultant additional cost and workioad. Feor these reasons S. 84 cannot be
considered in accord with the program of the President.
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Subject to your further consideration of the suggestions concerning (a) the
optional settlement provisions, (d) continuance of outmoded mortality tables
and a subsidized interest rate in the postservice insurance system for disabled
veterans, (¢) the 90-day grace period, and (d) dual coverage under the Federal
Employees’ Compensation Act, we wish to advise you that the general approach
embodied in S. 304, S. 506, and H. R. 1 is sound and in accord with the program of
the President.

Sincerely yours,
ELMER B. StaATSs, Assistant Director.

JANUARY 25, 1951,
Senator WALTER F. GEORGE,
Chairman of the Committce on Finance,
United States Senale,

DeAR MR. CHAIRMAX : The Departinent of the Navy has been designated by the
Secretary of Defense to express the views of the Department of Defense on
the bills, H. R. 1 and H R. 3, to authorize the payment by the Administrator
of Veteran~' Affairs of a gratuitous indemnity to survivors of mewmbers of the
Armed Forces who die in active <erviev. and for other purposes.

Sections 2 and 3 of the hilis provide that a nniform death indemnity of $10,000
will be paid to designated clas<e~ of benefit 1aries of -ervicemen who die in
active service. The beneficiaries may bhe the spou-e, parent, child, brother, or
sister. The indemnity will be paid to such of the heneficiarie~ and in -uch
proportions as the serviceman may designate. In the event he fails to designate
any beneficiary, the indemnity will be paid to a ~urviving ~pouse, child, puarent,
or brother or sister, in that order. No ~howing of dependency is required to
entitle a person to the indemnity.

Under the subject bills. a widow would receive $£11,14% over a 10-year period.
Under a $10,000 national service life insurance contract a widow now receives
$11,532 over a similar period. In the cour~e of a 5 year term, a man pays approxi-
mately $120 for a term national-service contract. These hills deprive the hene-
ficiaries of protection in the amount of %35t and give to servicemen a sum
of about $2 per month by way of a premium which he does not have to pay.
If the annuity option of a national service life insurance is taken a< the basis
of payment, the discounted present value of a national-service policy in the
amount of $10,000 is £12.573.60 for a widow 35 years of age. If she lives her
normal life expectancy, payments to her will total over ~20,000. The loss of
protection to such widow of the serviceman will approximate $9,000 if either
of these bills is enacted.

The Department of Defense believes that any reduction of the protection now
afforded the dependents of servicemen is unwise. The maximum amount of
Government insurance available to the serviceman was fixed at $10,000 by the
War Risk Act of October 6, 1917 (40 Stat. 4093). After a period of 33 years,
during which the cost of living ha< more than doubled, the suin of $10.000 appar-
ently is still considered adequate. Because of the rapid ri<e in the cost of
living, every serviceman who has an insurance contract of a few year<' duration
now finds that his dependents or beneficiaries are not protected to the extent
he had intended when he purchased the insurance.

It is believed that any new insurance act or amendments to previous acts
should—

(a) Make available an amount of insurance of at least $20,000 which
would give truly adeguate protection to the dependent beneficiaries of service
personnel :

(b) Provide for a periodic review and change of this amount should the
cost of living index vary in exces< of specified limits; .

(¢) Provide for chan<ing the principal amount of existing policies at the
option of the holder when the amount of in<urance availiible is changed.

Provisions such as these which could be included in an insurance act are not
appropriate in gratuitons indemnity bills such a«- H. R. 1 and H. R. 3. Any
mortality benefit to which the serviceman does not contribute and to which
nondependents as well a< dependenis are entitled would be prohibitively costly
to the Government if it adequately provided for the families «f deceased service-
men. The protection afforded dependents by the indemnity could be increased
without increasing the cost to the Government by requiring recipients of the
indemnity to be actually dependent on the serviceman. If the bills were so
amended and enacted, a number of servicemen without dependents would com-
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plain of discrimination, and many nondependent relatives of such servicemen
would probably insist for reasons sufficient to themselves that they were
entitled to the gratuity in the same degree as dependents. TFor these reasons
it i~ not practicable to base entitlement to the gratuity on the degree of de-
pendency. The only feasible way to adequately protect the dependents of service-
men i~ to require =ervicemen with dependents to contribute part or all of the
cost uf the additional protection they need because of the size and circumstances
of their famuly.

Heretofore, United States Government and national ~ervice lite insurance have
been vehicles whereby a serviceman has contributed to pait of the cost of pro-
viding protection for his family., The Governinent, recognizing its responsibility
to as~ume some part of the cost of life insurance for servivemen because of the
extra hazards fo which a serviceman is subject at all times, but especially in
war, has also contributed to the cost of the insurance, H. R. 1 and H. R. 3 are
now proposed as adequate substitutes for the present contribution of the Gov-
ernment to United States Government and national service life insurance pro-
LIams,

H. R. 1 and H. R. 3 are not believed to be adequate substitutes for national
service life insurance. Servicemen with families necessarily will have to sup-
plement the reduced, inadeguate protection afforded by the indemnity with
commercial insurance if such insurance i~ available. It is reported that life-
insurance companies are about to limit their liability on new life-insurance con-
tracts to $5.000 for officers and 82.500 for enlisted men who die ax the result of
combat injuries., In any event, the cost of the extra hazards of service and
commercial brokerage costs will be assumed by the serviceman on active duty.
The Department of Defense considers the imposition of such an additional finan-
cial burden on the serviceman who is also the head of a family to be contrary
to his interest-,

The Department of Defense favors a gratuity such as the 6 months’ death

gratuity to compensate in some measure the next of kin for the death of their
husband, father, son, or brother, and to alleviate temporarily the financial hard-
ship which may result when the breadwinner dies and his dependents are obliged
to carry on without him. Such a gratuity need not be =0 costly that the Govern-
ment mus<t deny the ~erviceman its help through providine him low-¢ost insurance
protection according to his needs and the needs of his family, The Department
does not favor a gratuity such as that proposed in H. R. 1 and H R. 3 whereby the
Governinent di~« higes it< obligation to help protect the families of servicemen
by granting a gratuity which often will be inadequate, and simultaneouxly takes
away the opportunity for himi to purchase adequate insurance protection at a
reaxoun:able co~t, assuming additional commercial insurance is available at any
Irice.
: Not only do H. R. 1 and H. R. 3 fail to adequately protect dependents, but they
eliminate a means whereby a serviceman may provide finaneial protection for
himself. JMany servicemen have ¢reated a substantial savines fund represented
by the cash value of their Jow cost, permanent plan Government insurance. 1t
is believed that the creation of such cash reserves contributes to the healthy
morale of our fighting forces and fosters self-reliance and self-confidence, quali-
ties which are necessary for survival on the battlefield and in civilian life. In
relieving the servicem:an of the cost of providing such financial protection for his
dependents us the bills afford, the bills also deprive him of an opportunity to
achieve some degree of financial independence,

The necessary equitable, saving provisions of sections 5 and 11 of the bills which
pre~erve most of the rights of present holder« of national service and Government
insurance contracts will tend to continue national service life insurance for many
vears. Section 10 of the bill<, which adds a new =ection 620 to the National Life
Insurance Act, would permit a «erviceman separated from active service with
a disability of 10 percent or more, makiing him uninsuruable at ~tandard com-
mercial rates, to apply for national service life insurance. This provision will
tend to perpetuate national service life insurance. The new section 620 would
also -et up a revolving fund separate and dixtinet from the national service life
insurance fund. further complicating the administration of the Federal insurance
program for a long time.

The continuation of national service life insurance for many years for many
persons, and its perpetuation for others, will result in the continuance of a large
part of the present expense incident to the administration of the United States
Government and National Service Life Insurance Acts. Superimposed on this
existing administrative expense will be additional costs incident to the admin-
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istration of the indemnity. In addition, the mortality costs of all servicemen
who die on active service will be borne by the Government. It is difficult to
perceive how enactment of this bill will result 1n any savings to the Government.
An analysis of the cost of nationual service life insurance seems to indicate that
savings to the Government could readily be accomplished by amending the
National Service Life Insurance Act.

From the date of enactiment of the National Service Life Insurance Act on
October 8, 1940, to December 1, 1949, the Government has paid out of appro-
priated funds, mortality benefits under national service contracts in an amount
of approximately x3.45G.000,000, Dwming this period the administrative cost
to the Government has been no higher than $700,000,000. The total cost to the
Government has been approximately $4,156G.000,000. Had the gratuitous indem-
nity been paid during this period as provided in H. R. 1 and H. R. 3, the cost
to the Government would have been $4,380,000,000. Assuming there would be
no administrative expense in connection with the gratuitous indemnity, the Gov-
ernment would have paid £230,000,000 more than was actually paid under the
provisions of the National Life Insurance Act, including all administrative
expense. This estimate i~ based on e<stimates made by the Veterans' Admin-
istration. The Comptroller General estimates that had the indemnity program
been in effect during the subject period a saving of $587,000,000 would have
resulted. In considering these estimates it should be remembered that all
deceased persops who mizhit have been covered under an indemnity program
were not insured for $10.000 and, conversely, that many insured veterans who
have died after separation from the service would not have been covered under
the indemnity program.

It is well known that the premiums paid for national service life insurance
are less than those paid for commercial insurance. Nevertheless, a national
service dividend approximating $2.500,000,00) has been declared, and it is
understood that a second dividend of £1,000,000,000 is coutemnplated. These
dividends accrued because the National Nervice Life Insurance Act prescribed
that the national service hife insurance fund into which premiums were paid
should only bear the mortality cost resulting from deaths not the result of the
extra hazards of the ~ervice, and because the act prescribed the use of obsolete
mortality tables. In -ome cases a servicelman paid a net amount of $90 for a
S-vear term contract of insurance in the principal amount of $10.000. léarly,
the provisions of the Nutional Service Life Insurance Act are unrealistic if
the net cost to the insured of a term contract for insurance in the amount of
$10,000 1s onty £1.50 per month. Because of such unrealistic provisions of the
National Service Life Insurance Act, the cost to the Government has been high.
Hence, it 18 now proposed to abolish Government insurance and substitute for
it an even more expensive gratuitous indemnity plan even though benefits to
survivors are considerably reduced.

In lien of the subject bill the Department of Defense reconmimends that the
National Service Life Insurance Act be amended or a new insurance act be
drafted so that the Government would bear only the mortality and disability
costs in excess of the costs that would be incurred under up-to-dite mortality
experience tables, plus a fixed administrative expense for each policy in force,
Ordinary mortality and di~ability co~ts should not be borne by the Government,
even though the cause of death 1s traceable to active service. If the present
act had so provided during the 9 years it has been effective, a large part of the
$3,800,000,000 dividend would not have accrued, the mortality costs paid from
appropriated funds would have been substantially less, and the cost to the
Government of national service life insurance would have been greatly decreased,

Other principles which the Department of Defense believes should be em-
bodied in any amendment to the National Service Life Insurance Act, or in
drafting a new insurance act, are as follows:

(a) Premiums on insurance should be paid by deductions from pay, in
the case of persons entitled to receive basic or other pay, and should be
computed on proper, accurate, and up-to-date mortality tables.

(b) All persons entitled to receive basic pay, except reservists ordered
to active or training duty for 30 days or less, should be eligible to purchase
Insurance. Midshipmen and cadets at the service academies should also
be eligible. All persons eligible should be granted automatic insurance upon
entry, to continue in force unless and until canceled in writing by the in-
sured. This procedure would eliminate the controversy which sometimes
occurs under existing law as to whether a decedent had applied for insur-
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ance, yet would not work an injustice upon individuals in whose life no one

has an insurable interest.

(c¢) Conversion and payment options should remain as under existing law;
however, calculations should be based on proper, accurate, and up-to-date
mortality tables,

(d) Interest paid on funds invested should bear a close relationship to the
open-market interest rate prevailing at the time of investment.

(¢) Policies of insurance now in effect, being contract=s with the Govern-
ment, should not be affected by any new insurance program.

These principles were set forth in the letter of the Secretary of Defense to
you dated July 31, 1950, and were restated by Rear Adm., ¥, W. McMahon,
United States Navy, at a hearing before the Subcommittee on Insurance of the
House Committee on Veterans’ Affairs on November 30, 1950.

Enactment of either H. R. 1 or H. R. 3 will result in less protection for depend-
ents of servicemen than is presently available under the National Service Life
Insurance Act. Such protection as the bills would afford is inadequate in view
of present living costs. The serviceman who wishes to adequately protect his
family will be forced to buy commercial insurance, if it is available, and to pay
the additional premium imposed because of the extra risk incident to the hazards
of combat or of the service. He will be deprived of the opportunity to achieve
some degree of financial independence through low cost, permanent Government
insurance., Large and often undeserved sums of money will be paid to non-
dependent relatives of servicemen who die without surviving dependents. The
indemnity will be direct charge on the Government bearing no relation to the
needs of the eligible classes of recipients. There will be little inclination ever
to increase the amount of such an indiseriminate grant regardless of rising living
costs and the needs of true dependents. Considerable (overnment insurance
will continue to be granted to uninsurables with the resuit that the indemnity
program will but augment the administrative and mortality costs now incurred
under the United States Government and National Service Life Insurance Acts.
Lastly, the prineciples which the Department of Defense believes to be sound and
properly includable in an insurance act will not be given effect.

If it be assumed that all servicemen desire and need the protection afforded
their beneficiaries by these bills, the bills might be said to be worth a maximum
$4 per month to each serviceman. That would be about the net premium he
would have to pay for term insurance in the amount of $10,000 under a realistic
Government insurance act. If the serviceman has no one to whom he wishes to
leave an estate, the bills will be worth nothing to him.

The bhills appear to be contrary to the interests of the serviceman, his depend-
ents, and the Government. Accordingly, the Department of the Navy, on behalf
of the Department of Defense, opposes enactment of H. R 1 and H. R. 3.

In the event that either H. R. 1 or H. R. 3 is considered sufficiently meritorious
to warrant enactment by the Congress, the Department of Defense recommends
that they be amended in order to achieve some degree of consonance with the
principles advocated by the Department of Defense and in order to cure the
following deficiencies:

(1) The first proviso of section 2 grants a 90-day extension of coverage
after separation or release from active service to those who are “called to
extended active service for a period exceeding 30 days.” Regular personnel
are not “‘called to extended active service,” and probably would not be granted
the 90-day extension of coverage under this proviso. It is believed that
Regular personnel, as well as Reservists, should be allowed a period of grace
after separation or retirement from active service during which they may
purchase commercial insurance prior to the lapse of the gratuitous indemnity.

(2) No flexibility in the manner of payment of the indemnity is provided
for in the bills. A payment period of 10 years may result in monthly pay-
ments which are too small to cover urgent expenses of a more or less transient
nature, or are too large if the circumstances of the deceased serviceman's
family are such that a small monthly payment over a long period of time is
desired. It is believed that more flexibility in the manner of payment of
the indemnity should be provided even though an increase in the cost of
administration would result.

(3) The heirs or beneficiaries of some of the personnel insured under the
bills are also eligible to receive under certain circumstances the death benefits
provided by section 10 of the Federal Employees Compensation Act of
September 7, 1916 (39 Stat. 744, as amended, 5 U. 8. C. 760). The bene-
ficiaries of Public Health Service officers, and, in time of peace, the bene-
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ficiaries of members of the Reserve components are among those eligible to
receive such death benefits (act of July 1, 1944 (58 Stat. 712, as amended,
5 U. 8. C. 760b) ; act of July 13, 1939 (53 Stat. 1042, as amended, 5 U. 8. C,
797) ; act of June 25, 1938 (52 Stat. 1181, as amended, 31 U. 8. C. 355¢) ).
The benefit provided by the Federal Employees Compensation Act varies from
45 percent of pay and allowuances, payable to a widow with no child; to 75
percent, payable to a widow with three children ; or, in any case, a maximum
payment of $325 per month. There appears to be little need to grant bene-
ficiaries eligible to this benefit the additional $10,000 gratuitous indemnity.

(4) Part 11, section 10, amends the National Service Life Insurance Act by
adding a new section 1Y to the act. The new section prohibits the making of
new contracts of national service or Government life insurance after enact-
ment of the bill. The act of June 29, 1948 (62 Stat. 1109, 35 U. 8 C. 802f)
provides that holders of term contracts of national service life insurance
issued before January 1, 1948, may renew such contracts for a term ot ) years.
Section 10 would, in effect, repeal the act of June 29, 1948, and all persons
whose term contracts of national service life insurance expire after the date
of enactment of this section could not renew their term contract~ as now
provided by the act of June 29, 1948. There will be a number of holders of
term contracts whose terms will expire on the day of enactment of either of
these bills On that day, the right to renew such term contracts under the
act of June 29, 1945, may be lost, The holders of these expired, nonrenewable
term contracts may not be able to avail themselves of the election to convert
term contracts to permanent contracts as provided in sections 5 of the bills.
Other holders of term contracts will have from 1 day to 5 years after the day
of enactment of either of thiese billx to convert their term contracts to perma-
nent contracts for the purpose of continuing their right to national service
insurance. It is believed that all present holders of term contracts should
be given a reasonable period of time 1n which to decide whether or not they
will convert their term insurance to permanent insurance in order to preserve
their right to national service life insurance., Because the right to renew
term contracts is statutory, not contractual, it probably would not be saved
by section 11,

(5) For a number of years the serviceman has had an opportunity to pur-
chase low-cost insurance at any time while he wa<n the service. A number
of servicemen have felt that the purchase of low-cost national service life
insurance was not a matter of urgency, and they have neglected to take
advantage of the opportunity to do so. They have had no reason to believe
that this opportunity might suddenly be denied them as will be done if
section 10 is enacted and is effective on the date of enactment. It is believed
that all persons presently eligible for national service life insurance should
be given a further opportunity to purchase such insurance after being put
on notice that the privilege of purchasing a national service contract is to be
replaced by the grant of a noncontractual gratuity.

These five deficiencies may be cured by the proposed amendments enclosed
herewith. The Department of Defense recommends that these amendments be
made to H. R. 1 or H. R, 3 if the Congress sees fit to enact either measure into law.

This report has been coordinated within the Department of Defense pursuant
to the procedures prescribed by the Secretary of Defense,

This report was submitted to the Bureau of the Budget. The Bureau of the
Budget advised that this report was not in accordance with the program of the
President in a letter dated January 23, 1951, to the Secretary of Defense which
is quoted in full below:

“MY DEAR MR. SECRETARY : This is in reply to a letter under date of January 18,
received January 22 and signed by the Under Secretary of the Navy, transmitting
2 proposed report to the House Committee on Veterans' Affairs by the Navy
Department, on behalf of the Department of Defense, with respect to H. R. 1 and
H. R. 3, bills authorizing gratuitous indemnities to survivors of members of the
Armed Forces who die in active service.

“Because H. R. 1 will come up for House action tomorrow, January 24, and the
same bill, together with related Senate bills, is scheduled for hearing before the
Senate Finance Committee on Thursday, January 25, it has not been possible,
within the short time available, to discuss this proposed report with you in detail.
This office believes, however, that the proposed report contains several substantial
errors of fact and a number of internal inconsistencies which lead to incorrect
conclusions,

+
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“Furthermore, in view of the specific recommendation for legislation on this
subject which the President made in his budget message on January 15, it is clear
that enactment of insurance legislation of the kind recommended in your pro-
posed report would not be in accord with the program of the President.

“While there would be no objection to the presentation of whatever report you
deem appropriate, it is requested that you advise the commitltee that the enact-
ment of insurance legislation of the type proposed in your report would not be
in accord with the program of the President.

*“I am enclosing a copy of our recent report to the House Committee on Veterans’
Affairs stating that, subject to the consideration of certain suggested revisions,
H. R. 1 would be in accord with the President’s program.

“Sincerely yours,
“F, J. LawTton, Durcctor.”

Since this report was originally prepared, the House of Representatives has
passed H. R. 1 with amendments.
Sincerely yours,
JoHN F. FLOBERG,
Assistant Scerctary of the Navy for A,

AMeExDMENTS TO H. R. 1 anp H. RR. 3 RECOMMENDED BY THE DEPARTMENT OF
DEFENSE

(Amendments are keyed to H. R. 1}

The numbers of the amendments correspond to the deficiencies listed in the
letter of the Navy Department to the chairman of the Senate Committee on
Finance dated January 23, 1951,

1. Amend lines 14 through 18 of page 2, section 2, so as to read as follows: “to
such person, acainst death in active service and against death during a period
of ninety dayvs after separiation, release, or retirement from active service in the
principal amount of $10,000: Provided, That any such person who was called or
ordered to active duty or active duty for traimng, for a period of less than
thirty days ~hall not continue to be insured against death durime the ninety-day
period after separation or release from active seivice: Provuded™

2. Amend ~ection 4 to read as follows:

“SEC. 4. The indemnity shall be payable in equal monthly installments of from
thirty-«ix to two hundred and forty in number, in multiples of twelve, with
interest at the rate of 21, per centum per annum. Unless the insured elects
some other period of payment, the indemnity <hall be paid to the designated
beneficiary or beneficiaries in one hundred and twenty equal monthly install-
ment<. The first beneficiary may elect to receive payment over a longer period
of time than that elected by the insured, or if no such election is mwade by the
insured, in excess of one hundred and twenty months, If the period elected
requires payment to any one beneficiary of monthly installments of less than
$10, the amount payable to such beneficiary shall be paid in such maximum
number of monthly installments as are a multiple of twelve as will provide a
monthly installment of not less than $10. If the present value of the amount
payable at the time any person initially becomes entitled to payment thereof is
not sufficient to pay at least twelve monthly installments of not less than $10
each, such amount =hall be payable in one sum.”

3. Page 3, line 20, At the end of the first paragraph of section 3 add provisos
as follows: “Prorided, That an insured under the provisions of this Aect who
is also entitled to the benefits of section 10 of the Act of September 7, 1916 (39
Stat. 74H), as amended (5 U. 8. C. 760) shall elect which benefits his heirs or
beneficiaries shall receive and such election may be changed at any time while
the insured ix on active service: Provided furthcr, That if the insured fails to
make such election, his heirs or beneficiaries shall receive benefits under the
Act of September 7, 1916 (39 Stat. 744), as amended (5 U. 8. C. 760): And
provided further, That for purposes of this Act a designation of beneficiary or
beneficiaries of the indemnity shall be deemed an election of the benefits of this
Act.”
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4. Amend section 10 as follows:

(a) Page 7,line 2. Insert (1) after “prohibit”

(b) Page 7, line 11. At the end of sentence, change the period to a comma and
add the words: “or (2) the renewal at the expiration of the term period of any
national service life insurance policy which was issued on a five-year level
premium plan before January 1, 1948, and which has not been exchanged or
converted to a permanent plan of insurance, provided that such renewal shall
be as level preminm term insurance for an additional period of three years at
the premium rate for the then attained age and ~hall be without medical examina-
tion: _lnd provided furiher, That the required premiums are tendered prior to
the expiration of the first term period.”

5. (u) Further amend section 10 of the hill ax follows:

Page 6, lines 15 and 16. Delete all after “619” in line 15 and the words, “In-
surance Act of 14517, in line 16, Capitalize the initial “e” in the word “except”
in line 106.

(D) After section 11, add a new section as follows:

“Src. 12, The amendments made by this part shall take effect on the first day
of the third month following the month in which this Ac¢t is enacted.”

JANUARY 22, 1951,
Memorandum
To: The Secretary of Commerce.
From : Director, Coast and Geodetic Survey.
Subject: H. R. 1.

This is in reply to your request for the views of the Coast and Geodetic Survey
with respect to H. R, 1. a bill 1o authorize the payment by the Administrator of
Veterans' Affairs of a gratuitous indewmwnity to survivors of members of the Armed
Forces who die in active service, and for other purposes

The Couast and Geodetic Survey agrees with the underlying principle of the
bill that the Government has a responsibility for indemnification for loss of life
or disability suffered by members of the uniformed services while on active duty.
Because of the small number of Coast and Geodetic Sursvey officers who will be
affected by the bill, we do not believe that we a1e in a position to make recom-
mendation regarding the plan best suited to meet thix responsibility.

This bill provides a gratuitous indemnity to all members of the uniformed
services while in active service except that commissioned officers of the Coast
and Geodetic Survey and of the Public Health Service are covered only under
certain limiting conditions. These limitations, ax regards Coast and Geodetic
Survey personnel, present difficult problems of administration and constitute
an 1nequity in the case of officers who, because of their value elsewhere, do not
happen to be assigned to duty to the specific areas mentioned.

The bill 1s in accord with the recommendations of the Hook Commission as
regards gratuitous indemnity except for the definition of persons in service as set
forth in section 2. The Department has previously endorsed the findings of the
Hook Commission that in<surance, retirement, and other benefits should be con-
sidered a part of the total emolument of members of the uniformed services.
The Commission's report included recomimnendations as to basic pay, allowances,
retirement, and severance pay, as well as a gratuitous plan of insurance for all
active duty personnel in the uniformed services including Coast and Deodetic Sur-
vey officers without limitation. The Career Compensation Act of 1949 was a
result of this study and provides uniform pay, allowances, and disability retire-
ment for all services. The limitation imposed in section 2 of the bill has the net
effect of a reduction in pay. Furthermore, the person =0 excluded will be forced
to buy commercial insurance to provide his dependents the same protection that
is given to others free of charge.

Coast and Geodetic Survey officers are commissioned, paid. and retired under
the same or similar legislation as that for the Navy. It is believed that the uni-
formity of emoluments should he continued into the insurance program.

At the time he accepts his commission, a Coast and Geodetic Survey officer
voluntarily becomes 1 member of a corps from which the President, under the act
of May 22, 1917, at his discretion and without the officer's consent, may transfer
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him to the Army, Navy, Marine Corps, or Air Force in time of war or national
emerzency.

Coast and Geodetic Survey officers lose insurability with commercial companies
by rea~on of their occupation when

(a) Ordered to duty in foreign countries.

{b) Ordered to duty which requires flights in a capacity other than regular
fare-paying passengers in ~cheduled commercial airplanes.

(¢) By virtue of the fact that they are subject to tiansfer to the Armed
Forces, some insurance companies classify oar officers as members of those
forees or under orders for induction.

Approximately 5 percent of the corps has been or is now on foreign duty, Ad-
ditional assienments of thi< type will probably be made in the near future.

Operations in Alaska have been eapanded 1 recent years at the request of the
Defense Department. The only available transportation in most of Alaska s
the bush plane. Consequently, a large munber of our officers are required to
make flights which render them uninsurable except at high rates.  Nor does this
work entitle them to flight pay.

Furthermore, there is no provision of law, except under special conditions,
wliich offers any continuing benefits to the dependents of deceased Coast and
Geodetic Survey officers. The gratuity proposed in thix bill 15 a survivor benefit
which <should acerue to the dependents of all whiformed service personnel without
limitation because of rank or as<ignment of the person mn service.

For these reasons it is recommended that the definition of persons in service be
rewritten to conform with the language of the Career Compensation Act and
include all members of all umiformed xervices while on active dutyv. and that the
term “Armed Forces” be changed to read “uniformed services” wherever it
appears in the bill. ;

If we can be of further assistance, please cill upon us.

R F. A. Stvops,
Rear Admiral, United States Coast und Geodetre Survey, Dwector.

ExEcU1IvE UFFICE OF THE PRESIDENT,
Bureav oF THE BUDGET,
Januwary 17, 1951.
The honorable the SECRETARY OF ("OMMERCE

My DeAR MR, SECRETARY : Thix ix in reply to Mr., Davis’ letter of January 15,
1951, enclosing four copies of a proposed report to the chairman of the House
Committee on Veterans' Affair~ on H. R. 1 and H. R. 3, bills to authorize payment
by the Administrator of Veterans' Affairs of a gratuitous indemnity to survivors
of memberx of Armed Forces who die in active service, and for other purposes

H. R. 1 and 3 would extend gratuitous indemnity protection to the Coast and
Geodetic Survey employees under the same conditions s national service life
insurance protection is extended hy the provisions of section 2 of Public Law 786,
Seventy-seventh Congress. While it is true that Public Law 786 provides
eligibility only during “the period of the present war,” World War II has not
been terminated for purposes of this law, Commissioned officers of the Coast and
Geodetic Survey are therefore eligible for national service life insurance, and
would be eligible for indemnity protection under H. R, 1 or 3 if serving outside
the continental United States in .Alaska, or (under some circumstances) in the
coastal waters of the United States,

Your report recommends that H. R. 1 and 3 be revised to extend their benefits to
Coast and Geodetic Survey emplovees under any and all circumstances. This
would mean that an agency which under ordinary circumstances has been con-
sidered a civilian azency would be for the purposes of these billx be classified as a
military agency. It is the view of the Bureau of the Budget that this would
represent a basic change in the status of the Coast and Geodetic Survey and
therefore ~hould not be considered in the context of H. R. 1 or 3. Moreover,
~ince World War II has not been terminated for the purposes of Public Law 786,
Seventy-seventh Congress, it would seem unnecessary to consider such a basie
change at this time,

Your attention is also called to the fact that certain of the Coast and Geodetic
Survey employees eligible for survivor protection under H. R. 1 or 3, would also
be eligible for survivor protection under the terms of the Federal Employees'
Compensation Act, 1916, ax amended. Section T of this aet provides that any
individual entitled to receive gratuitous benefits under the Federal Employees’
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Compensation Aet shall elect whether to receive such henefits or those provided
under other provisions of luw. There appears to be some doubt that the benefits
provided by H R. 1 and 2 would be covered by section 7. The Bureau ol the
Dudget is, therefore, recommending that the language in H R 1 and 3 be
clarified to eliminate any pos~ibility of duphicate henetits in this 1espect

While there is no objection to the submix~ion of your report to the comniiftee, it
ix requested that a copy of this letrer he transiitted therewith for the committee -
information,

Very truly yours,
DoxarLp B MacPHAIL.
deting Assistant Director, Legislative Reference,

The CHamrmax. We have two Members of the House of Repre-
sentatives present, Mr. Elliott and Mr. Davis. Mr. Elliott. do you
desire to be heard at this time?

Mr. Evriorr. 1 do. Mr. Chatnman,

The Cratraan. We shall be glad to give you that privilege. ~o yvou
can return to your shop.

Mr. Erviorr. Thank you. very much.

STATEMENT OF HON. CARL ELLIOTT, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF ALABAMA

Mr. Chairman, I am appearing here before your committee thi-
morning to discuss the obligation of the United States to provide
imsurance or indemnity pavinents to the dependents of persons who
die 1n the armed services of the United States. In the hght of the
present emergency conditions. and particularly the Korean War, the
consideration by this Congress of legislation providing an equitable
wnd uniform form of protection to the dependents of per=onnel now
actively engaged in the service of the country is of paramount im-
portance.

It is to discuss the type of protection which should be afforded and
which would, in my opinion. equitably carry out the Government’s
obligation to its service personnel that I appear before you this
morning,

During the last war. the Government provided a form of life
msurance known as national service life insurance, under an act which
Lecame law in Qctober of 1940. During World War I, the insurance
program avatlable was known as United States Government life
msurance. These programs generally contemplated the payment by
the member of the service of a premium designed to cover the normal
risk of death, as distinguished from death attributable to the hazards
of war. Thus, in order to be protected against death from war causes,
the serviceman was required to buy a policy covering his normal risks.

Also, these programs were designed to allow continuance of this
insurance after service and for the life of the person insured.

During the Eightyv-first Congress, the Committee on Veterans’
Affairs, of which committee I was and am a member, made an exten-
sive study of the existing insurance programs. Open hearings were
lield, studies were made of prior hearings and recommendations om
the subject, including the recommendations of certain members of
the armed services made over the last decade and the rather extensive
hearings before the Hardy committee of the Expenditures Cominit-
tee of the House.

Also, testimony was received from the four major veterans' organi-
zations, as well as from the Veterans® Administration, the service
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departments, representatives of commercial life insurance compa-
nies, and of the Association of Life Underwriters. The extent of
these hearings, the statements and recommendations of the witnesses,
and a wealth of statistical data, are available in the legislative lis-
tory of the bill H. R. 9911, which bill, providing for a gratuitous in-
demnit v for all members of the armed services and the reserves thereof,
including the National Guard, was reported out unaniniously by the
Veterans' Affairs Committee and passed the House unanimmously.
However, time did not permit its consideration by the Senate.

That bill, which is similar in all respects to the bills 8. 304 and S.
506, presently pending before this committee, has been reintroduced
in the House a~ H. R. 1 and on yesterday passed the House by a vote
of 390 to 0.

I will not attempt to set out in detail this morning the many factors
which led the committee to the inescapable conclusion that an entirely
new type of approach to this problem of insurance was required.

However, I must ~tate that such conclusion was reached only after
a clear showing that the present program was inequitable, lacked -
formity, was unduly costly to the United States, from a financial
standpoint as well as from a consumption of manpower standpoint.

The record shows that 1 person out of every 9 combat casualties
had no insurance at all and of these carrying such insurance, the
average coverage was only $7,000, from Pear]l Harbor Day to VJ-day.

The Ciramraax. One out of how many?

Mr. Eruiort. One out of nine.

The Cuatryax. One out of nine had no insurance?

Mr. Evruiorr. That is right.

Senator Kerr. Did you say 1 out of 9 had none?

Mr. Erviorr. That is right.

The Cuarryan. One out of nine carried none, and the average
amount carried was $7,000; is that right?

Mr. Erviorr. $7,000; that is right.

The CHaRMAN. All right, proceed. :

Mr. Evviorr. I might say 1n that connection, that during World
War IL. I think the services made every effort that could reasonably
be made to sell in every person in the services a policy of national
service life insurance, and, try as hard as they might, only in Decem-
ber of 1945 were they able to reach the point of having sold at that
particular time about 95 percent of the people in the services a policy
on this insurance.

Tt was estimated before our committee that in 1943 about 7,000 man-
years were expended by the Armed Forces in trying to sell this insur-
ance, and in administering the sales made, taking applications, makimg
allotments, and handling those and transmitting them to the Vet-
erans’ Administration, and in 1944, I believe, the figure was about
8,000 man-years of time were expended in doing the same thing.

The record further shows that during the last war approximately
89 percent of those who died were declared to be extra-hazard deaths.
Those deaths, of course, were paid not out of the national service life
insurance fund, but, rather, out of appropriations made from the
Treasury.

This means that, notwithstanding the deceased persons had been
paying premiums into the insurance fund, the Government stepped 1
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and, with the exception of a minute amount attributable to the rexerve
on such policies, paid the total amount of the face of the policy.

Actually this was, I contend, in effect, a gratuitous system such as is
proposed by H. R. 1, S. 304, and 8. 506.

A clear example of this type of coverage i~ indicated by the effect of
the present program at the Naval Academy. '

Uinder the present program each midshipman is covered with a
$10,000 policy on which the Government pays the premium.

During a 3-year period the Government paid some $550,000 into the
insurance fund for premiums for these cadets. During this same
period two deaths occurred which resulted in the payment of $20,000
in claims. but these deaths were determined to be from the extra haz-
ards of : ervice,

Thus, the Government bore the cost of the face value of these two
policies directly from an appropriation and received no credit for any
of the premiums contributed.

Also, the hearing~ brought out the serious manpower problem
involved in the operation of these programs. It was pointed ou that
considerable manpower in the service agencies was required to well
this iusurance and to handle the details of its operation within the
service departments. There was brought out. too, the tremendous
workload of the Veterans’ Administration in servicing such a pro-
gram ; the detail necessary for each individual covered by the program.

In fact, the Assistant Administrator for Insurance testified before
the Hardy committee that the manpower load and requirements were
so great that, in his opinion, such a program would, in all probability,
be completely unworkable during any future war or serious emer-
gency. I may state that the estimates received by the committee from
all sources indicated that the Administration costs of the present pro-
gram approxunate $100,000,000 per year.

Is it any wonder, in the light of facts like these, that the Bureau
of the Budget and the General Accounting Office estimated, as they
did, that the Government could have given an mmdemmty ot $10.000
to the dependents of all the servicemen who lost their lives in World
War IT and still have saved, had H. R. 1 or S. 304 been in effect, over
the period from October 1940 through June 30, 1949, a net sum of
about $587.000,000 for the Treasury.

One of the principal defects, it secms to me. or the principal defect
of the present NSLI system was, in the first place, the vast amount of
manpower, both in the services and Veterans’ Administration,
required to operate the <ystem, and those requirements come, Mr.
Chairman. at a tinme like this. when manpower 1s at a premium, and the
latest figures show that we have in this country today some 62,500,000
people employed. .

As we enter this great emergency where we are faced with a short-
age of manpower, and if we continue the NSLI system, which will
require undoubtedly many thousands of people additionally to op-
erale botly in the services and in the Veterans’ Admimstration, it will
be a pinch on our manpower at a time when we can little afford it.

Now in the field of costs, as I say, the cost of the present system
has been variously estimated, but I believe to enact H. R. 1, or S. 304
or S. 506, a bill of that nature, would result certainly in a saving to the
Government of a figure in the neighborhood of $50,000,000 a year.



34 SERVICEMEN 8 GRA1IUITOUS INSURANCE

Another defect in the present svstem 1~ the fact that under it we
would never be able to obtain universal coverage. Now these bills [
am ~peaking about provide universal, automatic coverage of every
person who comes into the Armed Forces, and such a law will elimi-
nate the very great majority of the paper work that is now necessary
to be done. 1t will have the effect of providing this indemnity to
the dependents of the boys who were killed but, for one reason or
another, never brought themselves around to purchasing this
Imsurance.

Senator ConNarny. Would it cover—I suppose it would, of course—
a man who was not actually killed in combat but years afterward
died from the effects of his wounds’ Will thev be covered?

Mr. Evviorr. Yes: if they are totally disabled from service-con-
nected catuses the premium will be waived. If less than total and
uninsurable from commercial companies the veteran niay purchase
NSLI

Senator CoxxaLLy. I assumed they would be,

Mr. Evuiorr. These bills only cover the period of time that the
man is 1n the service plus an additional 3 months, or in the event he
develops, as the result of his service, a service-connected disapility
so that he cannot obtain insurance from commercial companies at
standard rates, then he is entitled to continue his insurance under the
national service life insurance system.

Senator ConxnaLLy. Without payment of premiums, of course?

Mr. Erviorr. Without payment of premiuwms, if he is totally dis-
abled.

Senator BrewsTEr. But otherwise he pays the standard rate. So
he gets Insurance at what it would have cost if he was not disabled.

Mr. Erviorr. He pays the rate provided by the national service
life insurance system ; yes, sir.

The Cmamraax, And he is covered from the time he is called by
the draft board.

Mr. Evviorr. Yes; the bill passed in the House covers the time he
actually leaves his draft boar({) to report to the induction station, and
In the case of a reserve, from the time that he leaves his home to report
to a station to begin his duties. The bill which we passed is also
retroactive to June 27, 1950, the beginning of the Korean War, and
wonld, therefore, cover those killed in that incident who were not
covered by national service life insurance.

The Criamraran, Congressman, let me ask you, Was the bill debated
on the floor ot the House yesterday ?

Mr. Evvtorr. It was; yes, sir.

The CHairdaraN. Pretty thoroughly debated ?

Mr. Eruiort. Yes, sir.

The CrarrmMan. The reason I asked you, we can get the Record
and go through it and see what we can get out of it.

Senator MarTin. May I ask a question ?

The C'1taIrMAN. Yes.

Senator MartiN. Does it cover those that lost their lives in going to
camps of induction? . _

Mr. Ervrorr. Such as the Pennsylvania train wreck, for example?

sSenator MarTIN. Yes.

Mr. Evvtorr. It does, yes, sir; and also the Tennessee National
Guard wreck at Myrtle Beach, S. C.
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I think that is all I have. Thank you.
The CramrmaN. Thank you very much, Congressman.

Congressman Dayvis, do you wish to make a statement ?
Mr. Davis. Yes. '

STATEMENT OF HON. GLENN R. DAVIS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF WISCONSIN

Mr. Davis. I do not have any prepared statement, Mr. Chairman.

I have had the honor of sharing work on the subcommittee over in
the Veterans’ Affairs Comnmittee in the House with the gentleman from
Alabama and three other members,

I think the history of this particular legislation does not start with
our committee; it goes back to the Hardy subcommittee of the Com-
mittee on Expenditures in the House, which looked into this matter
of GI insurance quite thoroughly in the Eighty-first Congress, and
they developed much of the factual information with which our sub-
committee started at the time we held hearings which evolved this bill,
H. R. 1, which passed the House yesterday, after quite thorough
debate, by a vote of 390 to nothing.

This represents a completely new approach, and I think it should
be understood from the start that this is not a continuation of insur-
ance. This is an indemnity program as contrasted to the premium-
paying type of insurance, and I think that is one of the chief ad-
vantages of it.

ﬂ.ThiS bill does not affect the national service life insurance now in
effect.

Perhaps there had been some statements outside of Congress that
would lead one to believe that the national service life insurance now
in effect was being scuttled, that there is some kind of breach of faith
on the part of the Government of the United States. That is not true.

The sacredness of every existing contract is protected, and for the
men who leave the services, if they are in good physical condition,
there would be a continuation of the national service life insurance
program, under what we commonly refer to as H, the letter H insur-
ance, to a man who is a substandard risk.

All he needs to show 1s that he could not get insurance from the
regular commercial companies at the standard rate and he would then
be eligible to take the Government insurance at the standard regular
rate.

Senator Kerr. Would it be up to him to make the showing?

Mr, Davis. Yes; as it is at the present time.

Senator Kerr. He has to take the initiative; he has to seek the insur-
ance and make the showing?

Mr. Davis. I think that would be true. I do not anticipate any
difficulty in making that showing, as is the case at the 2present time.

Senator Kerr, And it would be limited to 3 months

Mr. Davis. Yes; that 1s true.

Senator ConnaLLy. He does not have to make that showing if it
happens within 3 months. He might show it at some later time, might
not he?

Mr. Davis. That is right. There was a specific amendment put in
this bill to make it plain that if at a later time he could show a service-
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connected disability preventing him from getting the regular insur-
ance, he would then be entitled to the Government insurance,
_Senator TaPr. Are the benefits gprovided different from those pro-
vided under the present insurance
Mr. Davis. Only because there has been a correction of the interest
rate. The present interest rate is rather high. This is lowered to

what is considered to be the average Government-paying rate of
interest.

It 15 on the basis of 214 percent.

?enz%tor TarT. And the survivors are the same as under the present
policy?

Mr. Davis. Except at the time of adjustment the total number of
dollars would be somewhat less, because of the adjustment on interest.
But that is to make it realistic instead of artificial, as under the
present system.

There is one change under this bill. The beneficiaries would have
120 payments spread over a 10-year period. There would be no lump-
sum payment, and no alternative type of payment,

That was put in, first of all, because of the social policy against the
Jlump-sum payment, and, secondly, it would do away with a great
deal of the paper work, and that is one of the major objectives in this
bill, to get away from the tremendous administrative overhead that
you have under the national service life insurance.

Then if I am to summarize my views, I am enthusiastically in
favor of this particular bill. First of all, it would provide adequate
coverage, which national service life insurance did not do and could
not do. This covers every man who goes into the uniform of his
country, automatically.

You have'all had experiences in your offices—I know we have over
on our side at least—of the many cases where papers have been lost,
where the man was in a combat area and the insurance papers were
lost, and then it has been a pretty tough thing, plus the great delay
that has developed in taking care of the beneficiaries in a case of that
kind.

And to that administrative difficulty is added the number of men
who did not feel the responsibility of taking care of their beneficiaries.
They simply did not take out any insurance.

That put the Government, for instance, in this position: They said
to the man, “You can apply for this insurance and the Government
will give it to you, but actually all that is covered by it is your normal
civilian risk, If it is an extra-hazard risk that develops and you lose
your life in action, that money does not come out of the insurance pay-
ments, the Government will pay that to you anyway.”

So that man who took out an insurance policy which actually cov-
ered only normal risk got the benefit of a $10,000 payment directly
out of the Treasury of the United States.

The other man who did not take out any insurance at all and he lost
his life, he got nothing.

Under this indemnity program all of them would get that amount
of insurance. Their beneficiaries would be protected whether they
felt that responsibility as individuals or not.

Mr. Elliott mentioned the tremendous overhead and I would like
to correct the record on that, if I might. I think the Hardy subcom-
mittee report showed there were 7,000 man-years for 1944 and 8,000
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for 1945, which were the peak years. That is when the manpower
was the greatest. Those man-years were in the armed services alone.
We were not able to get the figures as to how many man-years were
used up in the Veterans’ Administration.

That situation prompted Mr. Breining, who is the Assistant Ad-
ministrator for Insurance in the Veterans’ Administration, to testify
before the Hardy subcommittee that he would consider that it would
be unsatisfactory to attempt to continue national service life insur-
ance in a time of future mobilization, because of the critical manpower
situation that would develop from it.

Senator Tarr. Let me ask you this: Under the present insurance
system the man has a certain amount deducted from his pay and the
Government contributes also part of the premium, doesn’t it?

Mr. Davis. I don’t know that there is any direct contribution by
the Government for the premium, I don’t believe so. The premium
goes into the trust fund. but only the so-called normal death pay-
ments are made out of the trust fund.

If a man loses his life as a result of his military duties, that money
comes directly out of the Treasury of the United States.

Senator Tarr. Where did this set-up come by which they rebate
the cash payments?

Mr. Davis. That came out of the surplus of the trust fund.

Senator TarFr. It did not all come from it, because we appropria-
ted quite a bit . The Government had to appropriate money to make
up some of that because, as I remember the study of it, the Govern-
ment had not contributed its proper share.

Mr. Davis. I do not think that is quite the proper statement of it,
Senator.

The CHARMAN. Let us settle that right now.

Mr. Breining, actually what happened was, these insurance refunds
were pald out of the trust fund, were they not?

Mr. BreiNiNGg. Yes, sir. The fund had gotten all the Govern-
ment contributed, the extra hazards in military and naval service,
and administrative expenses. I think probably the Senator from
Ohio has reference to an appropriation that we got. which covered
an accumulation of payments for which we did not have money at
the time.

Senator Tarr. Why did the Government owe the money and why
did it pay it ?

Mr. Il)?)REINING. Because in the original act the Government under-
took to pay up all costs due to extra hazards in the military and naval
services.

Senator Tarr. You mean they agreed to pay into the trust fund
stuch a sum ?

Mr. Brerning. They agreed to make the trust fund whole for any
losses occasioned by the extra hazards in the military and naval
services.

Senator Tarr. The Government pays those direct.

Mr. BreiNING. Noj it does not. The fund pays all the payments
* on all types of insurance except the so-called H insurance, and a small
amount of certain other liabilities, which I only mention so as to be
exactly correct. Payments were made first through the national serv-
ice lif% insurance fund and then the fund was made whole by the
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Government appropriating the money covering the extra hazards
1n the military and naval services?

The Crarman. The Government reimbursed the fund for the
extra hazardous cases’

Mr. Breixiveg. Yes,

Senator Tarr. In effect, then. they contributed to this fund the
premium required by the extra hazard.

Mr. BreiNing. You might say the Government 1elnsured the fund
for the extra hazards in the military and naval services. For the men
bearing the expenses of the normal hazard, it was charged to the fund
for normal hazards because our experience showed those charges ap-
proximated that which was expended on the insurance experience out-
side of the military and naval services.

Senator BrewsTeR., These dividends resulted from (1) the Govern-
ment assuming the admini~trative costs, and (2) the reimbursement,
which, to the extent that the payments resulted from these extra
hazards-, decreased the cost of normal mmsurance.

Mr. Breixing. Well, the Government, in the original contract, has
also agreed to pay all the money for expenses and extra hazards.

Senator BrewsTer. I understand that.

Mr. BreiNixe. The original premium was established on the basis
of the American experience table of mortality. No provision was
made therein to cover the actual losses in military and naval services.

Senator BrewsTeEr. But you had no experience to cover your esti-
mate of the savings you would make as a result of the Government
assumption of the extra hazards.

Mr. Brerxing. No.

Senator BrewsTer. To the extent that came into the picture, that
resulted in these savings.

Mr. Bremxixg. I don't think you can say it resulted in the savings,
because the original premium did not contemplate covering those
losses. the orlﬂruml premium was predicated on the American ¢ experl-
ence table.

Senator BrewstEr. Which did not include war hazard.

Mr. Brerxixg. Which did not include war hazard.

Senator BREwsTER. So that to the extent war hazards entered in,
that was a saving to the fund.

Mr. BreiNixG. If you want to say it that way, but the fund never
had hability for war hazard, and since it did not have the liability,
I don’t think it is a savings.

Senator Brewster. I don’t care what you call it, but that was how
you were able to accumulate the dividends.

Mr. Breiving. No.

The CuammaN. The dividends were accumulated on the premiums
actually paid.

Mr. BrEINiNGg. Yes, sir,

The CuarraanN. And out of this fund disbursements were made
which the Government itself should have made under the original
act.

Nenator BrewsTeR. It is all a matter of semantics, I think.

Mr. Breining. Noj; I do not think so. I think it 1s quite different.

Senator BrewsTer. I am not intimating that any advantage has been
taken. or anything of that kind. I think you carried out precisely
what you were ca.l%ed upon to carry out. I was simply trying to find
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out how $2,000,000,000 was available from this fund, and it is pretty
clear how $2,000,000,000 was available out of this fund. It is not any
reflection on anybody.

Mr. BrerNiNnG. The reason I tried to make it clear is because I think
there has been great misunderstanding, much misinformation spread
throughout the country in that regard, in emphasizing certain per-
centages of war hazard, and that sort of thing, and that certainly had
nothing to do with it.

Senator Tarr. It isa fact then. isn’t it, that the \merican experience
table payments proved to be excessive?

Mr. BreiNixg. The mortality contemplated in the American ex-
perience tuble of mortality was much greater than was actually the
experience for the nonmilitary hazards, because of the great improve-
ment in mortality over that period.

Senator TarT. Most of these people are still alive.

Mr. Brernina. Yes, sir: those persons are alive, and therefore, since
they had paid for the nonmilitary risk more than was necessary, the
mortality saving was returned to them, the same as in any mutual com-
pany. The reason that the American experience table of mortality
which reflects a high rate of mortality was used was because in the
1918-19 period, due to the flu epidemic, the mortality experience ran
a little bit above the American experience table of mortality, and as
previous wars had usually been attended with epidemics, we could
not foresee that this war would be free of them, and an adequate
premium was charged to cover it.

Senator Tarr. It seems to me to pay out $2,000,000,000 was an
outrage. I could not see why it could not have been added to the
insurance, I could not see why it could not have been credited against
premiums. I just could not understand the theory of law in providing
for that. It is not illegal. but it seems to me I would want to come
here and ask Congress whether it should be done.

Mr. Breining. The original act provided specifically that it be done.

Senator Tart. Nobody who helped pass that act ever thought that,
you were going to distribute $2,000,000,000 in cash in 1950.

Mr. Breining. The $2,000,000,000 does seem to be a large sum.

Senator Tarr. It is a large sum, it does not only seeimn to be a large
sum. It actually increased the inflation in the U'nited States, at
exactly the wrong time.

Mr. Breixixg. It seems large, but when you consider that is an
accumulation over a period of years, and if you take the sum that
the insurance companies paid out annually, I do not think you could
‘consider it to be quite so large.

Senator Tarr. I think the Veterans’ Administration is to be con-
demned for not having come to Congress and put the whole thing up to
them before they announced there was going to be such a dividend.
I think it is the most unwise and unjustified performance on the part
of the Veterans’ Administration that I know of.

Mr. BreininG. I would like to make this further point, if I may.

The CumairmMax. Youmay dosonow. Weare going to call you next,
anyway.

Mr. Brerning. First, it was in the law, and the Supreme Court in
the Lynch and Wilner decisions said the Congress did not have the
right or power to abrogate contracts, so what could the Congress have
done to prevent us from payving the $2,000,000,000¢
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Senator Tarr. You might have come and given us a chance to say
what Congress would have done.

Mr. BREINING. Certainly it was announced in the paper many, many
months, and it was given widespread information before we ever
attempted it.

Senator BrRewsTER. I happened to be runnming a political campaign
at that time. There were certain implications which were a trifle
unfortunate. Senator Taft happened to be the subject of those im-
plications. so I can understand how he was concerned. However, all
1~ vwell that ends well.

Mr. Breixixe. I can assure you it was entirely coincidental.

Senator Brewster. I think the law was clear enouch, but if the
Congre~s had a little more to do with the consummation as well as
with the initiation. I think it would have been much happier from
the standpoint of the general situation.

But it turned out all right.

Myr. Brerxive. I am qmte sure no matter what time we paid it some
per-on would have found that it was an unpropitious time.

Senator Martix. Has vour committee, Congressman, given any at-
tention, In order to save personnel here in the National Capital, to
the 01(1 line insurance companies carryving all of this insurance?

Mr. Davis. You mean the existing national service life insurance
policv?

Nenator MarTiN. Yes.

Mr. Davis. That was inquired into from the representative of the
commercial companies who did appear before the committee. and the
representative there made the statement that he did not feel that these
companies were in a position to take over the existing Government
policies.

Senator BRewsTER. In the report of the House, on page 6, at the
top of the page, 1s this sentence:

The Bureau of the DBudget al-o suggested that a comprehensive study be
‘undertaken to consider the possibilities of integration of the present veterans’
compens=ation program into the social-security systeni.

Are vou, or sonteone else, going to discuss that? Is there someone
to discuss that problem here?

Mr. Davis. I do not intend to, and I do not feel competent to.

Senator BrewsTer. May I ask the chairman, do you know whether
anvone else is zoing to address themselves to that ?

The CHAIRMAX. No I do not know. The Social Security Agency

made a report on this bill , but, as I understand it, they are asking that
the doctors in the Health Service be included.

Senator BREwsTER. I might say that is something which has always
greatly interested me, because as we get nearer and » nearer to a univer-
sal pension system it is more 11111)01ta11t that the veterans’ program be
integrated.

I think the two things should be considered very carefully together.

The Cramrrax. I don't think the bill raises it now in its present
form.

Mr. Davis. We did not give too much consideration to it because we
felt it was beyond the ]llIl‘SdlCUOn of our committee, and we felt we
had the present problem to deal with and we would get ourselves
tangled up in a complex problem and would not reach the objective in
this ]eglslatlon
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Senator Brewster. Is someone from the Budget Bureau going to
testify ¢

The Ciramkarax. Will the representative of the Budget Bureau who
is present please submit for the record a statement clarifying this

oint.
Senator BrRewsTtER. Thank you, Mr. Chairman.

(The statement referred to follows:)

NUPPLEMENTARY NI AVIEMENT 0N BRI LALIONSHIP OF OLD-AGE AND SURVIVORS
INSURANCE 10 SERVICEMEN 8§ INDpDEMMNIIY LEGISLATION

In the budget message for 1952 the Pre<ident recommended th:it in legislation
directed particularly to the problems of servicemen and then dependents we
shonld provide only for those <pecial and unigque needs which arise divectly from
military service and that many of their other needs can best be met through
general programs serving the whole population,

S. S04, SO 506, or I R, 1 would provide financial protection in case of death
during milit:iry service and would assure post-rervice eligibility for lite in~urance
protection for those disabled 1n service These are needs which arvise directly
from military scervice. We believe these bills would afford protection on & uni-
form hasis to the dependents of all servicemen and, with amendments previously
sugeesied, would be consistent with a ~ound long-range program lor servicemen's
and veterans’ henefits

In that long-range programn, consideriation should be given to the role of the
recently improved systent of old-age and survivors msurance, Veterans' insur-
ance wiiv adopted during World War T when no general system existed to provide
adequate bhenefits to dependents. The special insurance approach was again
adopted 1n World War 11 partly in recognition of the fact that our social security
system then offered protection to only a limited number of servicemen. Since
World War IL our sociil secarity ~sy~tem has been expanded until today about 80
percent of all workers are covered under old-age and sarvivors insurance, and
benefit rates have been greatly increased.

As a resuit, most veterans will eventually qualify for these substantial benefits.
But comparatively few will have attained instred status when they enter the
Armed Forces. A considerable part of the needs of their dependents for economic
protection could be met by establishing s~urvivorship protection for all persons
in the active military service and by crediting periods of active military service
as covered employment under old-age and survivors insurance. Under such a
plan (1) servicemen would auntomatically have survivorship protection under
old-age and survivors insurance from the moinent they enter service, and it
wolild remain in force as long as they are in service: and (2} time spent in
military service would be counted as covered employment for old-age and
survivors insurance, so that the veteran going into civilian employment would
not have to make a fresh start to qualify for protection,

Coverage under old-age and survivors insurance would have the following
advantages over the national service life insurance system :

1. It would provide to all servicetnen and veterans a basic protection that
is responsive to needs: that is, the amount of benefits would itcrease with the
number of dependents.

2. It would prevent the loss of social security coverage or eventual reduction
of old-age and survivors insurance retirement benefits that some veterans might
suffer by reason of their military service.

3. It would relieve the Government of the burden of continuing a specialized
and costly program for veterans following their discharge, except for the
limited number to whom the Government has a clear obligation because of their
loss of insurability.

4. It would establish a clear and simple method for determining the amount
of the Government’s annual payment for servicemen’s protection.

5. It would materially reduce and simplify the administrative burden on the
Armed Forces, and the costs in money and manpower would be at a minimum,

In summary, we have suggested that the problem of financial protection for
flependents of servicemen may be dealt with in two separate stages. As an
immediate measure, in our report on the pending bills we have recommended
the enactment of indemnity legislation now in order to meet immedigte needs.

In addition, we have suggested that the Congress consider the extension of
old-age and survivors insurance coverage to members of the Armed Forces. In



———

42 SERVICEMEN'S GRATUITOUS INSURANCE

advancing this suggestion, we recognize that in preparing a specific and detailed
proposal to carry it out it will be necessary to make a comprehensive analysis
of the relationships between the various survivor-benefit programs. ‘Chis analy sis
should include both the adequacy of benefits available and their aggregate impact
upon the Federal budget and the national econoimny.

The Ciraranay. All right, you may continue, Mr. Davis.

Mr. Davis. The third advantage, in addition to giving adequate
coverage and getting rid of the tremendous administrative overhead,
would be a net saving to the taxpayers of this country. That may
seem a little strange, that you could save the money to the Govern-
ment by giving something to the men in the Armed Forces rather than
having them pay premiums for it, and yet that is the actual situation,
That 1~ true partially because of the fact that the Government is
already paying out for those who suffer as a result of extra-hazardous
cases under the present program.

The second major reason for it would be the tremendous saving in
overhead that there would be in this indemnity plan.  As Mr. Elhott
mentioned, the Budget testified there would have been an approximate
saving of $600,000,000, or actually a net saving of $58%7,000,000, had
this indemnity program been in effect instead of the national service
Iife insurance. That is from 1940, when the NSLI was started, up
until the present time. When you take that into consideration and
project. that into the mobilization period that we are entering into
now 1t begins to amount to a great item to the taxpayers of this coun-
try. We would save the amount of the cost under the present pro-
gram and get into a program that will represent a greater saving.

If T am not getting too much of the committee’s time here, there is
one other subject I would like to cover. There was one amendment
that came up vesterday that I would like to speak about very briefly.
That was offered on the floor yesterday, and it is something that one
of the senior members of the Veteran-' Committee suggested that the
Senate probably would take care of here. I hope that member is very
much wrong.

That amendment would give to the men in the armed services, after
they are covered under this proposed indemnity program, the right,
after theyv are discharged from the service, to get Government life
insurance, national-service life insurance.

That, it seems to me, practically takes away the big benefit of this
measure. The chief objective here is to save some money, to get rid of
some red tape, to get rid of some adninistrative overhead. If you
adopt that amendment, that objective is lost and you simply are impos-
ing one system of indemnity on top of a system of premium-paying
insurance.

My feeling on that is, where you have the man who comes out of
service with his risk decreased, his insurance decreased, if he 1s
entitled to a Government insurance, and this bill would give it to him,
he could continue to carry Government insurance, but when he comes
out able-bodied he is a good insurance risk by commercial companies,
and I cannot see any more reason why that man should come to the
Government for subsidized insurance, insurance for which the Govern-
ment pays the entire administrative cost, than it would be for him to
ask the Government to set up a commissary and sell him his food and
clothing, his automobile, and the other necessities and conveniences of
his life, and have the Government pay the administrative cost on that,
too.
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The Cuairaan. That amendment was approved?

Mr. Davis. That amendment was defeated. with only 14 votes in
favor of it in the Hou<e. and I hope the Senate will concur in the good
judgment of the House on that particular amendment. -

That is all I have to submit to the committee.

The Crramraran. Thank you very much. Congressman Davis. The
committee wishes to thank you for vour very excellent statement.

Mr, Davis. I thank you for the opportunity to appear. sir.

The CrararaN. I have a letter from Congressman Evins, of Ten-
nessee, which will be in-erted in the record at this point.

(The letter referred to follows:)

HoOUSE oF REPRESENTATIVES,
Washmgton, D. C., January 25, 1951.
Hon. WALTER F. GEORGE,
Chairman, Scnate Finance Committee,
Washington, D. C.

DeaAr SExA10R GEORGE : In connection with the Senate consideration of the bill
H. R. 1—to provide gratuitous indemnity insurance to all men called mmto the
service—which was passed by the House on vesterday. I am pleased to submnit
this statement in support ot the measure for the consuderation ot your conunittee.
This legislation is most meritorions and, 1n view of the continuing Korean <itua-
tion, 1t 1s ot 2real nnportance that eariv actuen be talken hereon

As a member of the Conmmnittee on Veterans' Affairs of the Hounse, T feel that
the bill could he improyed by the inclusion of a simple amendment to as<ure that
honorably discharged veterans of the present war be pernntted to apply for and
cn the same basi~ acquire veterans' msuraive a< has been the case 1or veterans
ol World War I and World War II. In other words, present benefits and the
right to obtain veterans’ insnrance should, in my opinion, be continued for futute
veterans. This amendment, should the same be added in the Senate, will, 1in my
opinion, greatly improve the legislation and protect and gunarantee to future vet-
erans the right to obtain veterany' insurance to provide for the future financial
security of their families. By the denial of thi~ right, the new bill represents a
retrenchiment and abrideement or cut-liiek on existing veterans' benelits I feel
and the veterans feel and our veterans' organizations, I am suare, feel that there
should be no abridgenent in this particular and that the same right to acquire
veterans' insurance should be preserved for future veterans a< that provided for
veterans of World War I and World War II. Simple justice and equity demands
no less,

I hope the committers may adopt such an amendment which, unfortunat ly, was
not considered in the committee of the House at the time of initial con~tderation
of this legislation.

Very sincerely yours.
JoE L. Evixs,

Member of Congress,

The Cuamraran. Mr. Birdsall i1s listed here from the Veterans

Administration. . _
Mr. Bmpsarr. Mr. Chairman, Mr. Breining will take over the testi-

mony on these bills.
The Cuamrman. Both of you may come around here; and. if you

have someone else, bring him around with you.

STATEMENT OF HAROLD W. BREINING, ASSISTANT ADMINISTRA-
TOR FOR INSURANCE, ACCOMPANIED BY FRANK M. GERARDI,
ASSISTANT TO MR. BREINING, AND MRS. R. D. PECK, ACTUARY,

VETERANS’ ADMINISTRATION

The CHamrman. Mr. Breining, do you wish someone to speak for
yoll(li? You spoke to me before the hearing started about having a
cold. :
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Mr. Brervixe. If you wish us to read an analysis of the bill, we
will be ¢lad to do it.

The Chamaax. Well, we would like to have an analysis of the bill,
and you may call on anyone of your staff here to do that, if you
wish to.

Mr. BreiNiNe. We will go along and read the bill first, and then
answer any questions that you have of anv of us,

The Cramkyan. You certainly will be asked some questions as we
go along.  You might make an explanatory statement as we go along,
>0 we will get what this bill actually covers.

My, Breiziza. I will ask Mr. Gerardi to analyze the bill for you.

STATEMENT OF FRANK M. GERARDI, ASSISTANT TO MR. BREINING,
VETERANS’ ADMINISTRATION

The Ciamrarax. Will vou please identify vourself

Mr. Geraror. Frank M., Gerardi.

The CrzamaraN. AAnd you are assistant to Mr. Breining ?

Mr. GerarpI. Yes.

The Crairarax. All right.

Mr. Gerakor. This bill will provide a serviceman’s indemnity up
to a maximum of $10.000, which-would be in the nature of automatic
insurance for veterans, as we call them, for a serviceman who died
in the Armed IFForces on or after June 27, 1950, and within 90 days
after the date of the passage of this act.

Mr. BREINING. Noj 90 days after leaving the service.

Mr. GErsrDI. Ninety days after leaving the service; yes.

There is no cost to the insured. The benefit is provided for persons
who enter the active service, without regard to the length of time
that they may be ordered into the active service, except that National
Guard men to be eligible would have to be ordered into the service
for a period of 14 days or more.

The Crisirmax, Well now, does this cover all that come into the
service, regardless of whether they have national-service life insur-
ance !

Mr. Gerakor. Yes, The benefit would cover those who may have
national-service life insurance at this time; but, 1f they hold any
national-service life insurance or, I might add, United States Gov-
ernment life, the amount of the indemnity would be the difference
between the amount of insurance which they hold, the face amount of
insurance which they hold, and $10,000. In other words, the maxi-
mun indemnity would be $10,000, but it might be considerably less,
of cour-e.

The Cramaran, It might be reduced by any United States insurance
that he has?

Mr. GERARDL Yes.

The Ciiaikaran. That is what T was getting at.

Mr. Gerarpr. That is right.

The CrzaikMax. Then, if the man who went into the service went
into the combat area with $10,000 insurance, he would not really get
any automatic indemnity; would he? . .

Mr. Gerarbr. He would not get it if he elects to continue the insur-
ance. but he has a choice.

The CuairmaN. He has a choice?
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Mr. Gerarpr. He has a choice. Ile mav, of conrse, discontinue the
insurance which he is carrying. and he would then be covered by this
indemnity.

Senator Burrer. What shape would his policy be in if he dropped
the regular insurance in order to take the indemnity /

Mr. Grrakor. The provisions of the law are these. that if it is a
permanent plan policy which has a cash value, then he may surrender
it I it s a term policy, of course it has no cash value, it would
merelv be in the nature of a lapse of that policy.

Senator Burnik. If he comes out of service and the indemnity
agreement that we propose here lapsed, after 90 day~, then in what
slmpe 1~ he for insurance /

My, Geraror. The provision of the law then, Senator, is that he

may reapply for the same type of insurance whicli he had.

Mr, Brervive. Not after 90 days.

Mr. GeErarDL. Not after 90 days.

Mr. Breixing. That 1= what the Senator asked.

Mr. GeErarpI. You mean after the 90-day period?

Senator BurLer. Yes.

Mr. Gerarpr After the 90-day period. of course he can’t purchase,
but there 1s a period followimg the termination of service when he
may repurchase this insurance,

Mr. Breixiae. As I under-tand it, i the bill as it passed the House
vesterday, H. R. 1, it pernitted not only those holdine permanent
policies but term policies to come i within the Y0 days.  Iowever.
the term policvholders had to make a showine of good health. The
permanent plan policy holders did not have to make a showi ing of good
health, they might even be totally disabled.

As far as the permanent plan is concerned, that greatly impairs
the interests of the other policvholders, because you get into low,
substandard risks, and yvou would be having the other polic; \']l()]delb

carrying the burden of the sub~tandard risks. It seems that would
be an inequity a- between the two groups, and certainly 1t would be
against the interests of the policyholders who paid their premiums.
After the 90-day period, if a person has a service-connected disability,
or a disability which would be service-connected, if it was 10 percent,
and there was a showing it was a substandard risk according to the
msurance criteria, that the) could get nonparticipating 1nbumnce,
which would not have anything to do with the fund, and the act as it
is worded I think is unworkable because you have no standards appli-
cable to all policies.

However, it could be arranged to make it apply to our standards.

The Cirararan. All 1'1011t you may proceed with an analysis of
the bill.

Mr., Grraror. The provision of the law 15 to the effect that the
serviceman may designate a beneficiary for the indemnity. and it is
restricted to classes.

The Crramraran. Just as in the case of insurance?

My, Geraror No, sir. It runs from wife through children, par-
ents, and brothers and sisters, but as a gratuity it differs from the
payments made by the Government of (Tlatltllltleb in that it would
idemnify a nondependent parent and also a brother and sister who
may not be dependent upon the serviceman.

T8663—51
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~ Ithink you might say that the principal of indemnity does visual-
1ze, or embrace the idea of ~ome damage or loss and, therefore, 1t is
omewhat out of harmony with that prineiple.

The indemmnity i~ payvable in 120 installment~, and without lump-sum
benefit-. without option~ of any kind, and with interest at 21, per-
cent. Now the effect of that provi~ion ix to reduce the benefit pavable
under this law as compared with that payable under the exi-ting law,
The provision which restricts pavments to 120 equal monthly install-
ments 1~ different from that which we now employ in that these per-
son~ are able to secure a life income settlement from the Government,
which does give them a better sen-e of security than this bill would
provide.

Mr. Breixixe. Might T <ay under the original War Risk ¢t pay-
ment~ were made 1 240 monthly in~tallments. In 1938 most of the
installment~ ran out, and the parent~, who were always the major
beneficiaries having reached a somewhat advanced ~tage in life. the
Congre~~ felt 1t iIncumbent upon it-elf to increa~e the pension that
wa~ payable. to make up for the los-e- that they suffered through the
termination of this limited number of in-tallments. It wa- for that
rea~on that the life annuities were placed in the National Service Life
In~urance Act.

Now when thev were placed 1 there we recognized that they did
constitute a liberal policy. but it wu~ to encourage the per-ons to ac-
cept life annuities. It was in the original act, in order to get public
acceptance. that they were made very generous, and of cour<e taking
away that life annuity makes a very substantial reduction in the bene-
fits payvable. It runs in many cases from 25 to 30 percent, especially
when you take into consideration the reduction in interest rate from 3
percent to 21, percent. .

I think that was the question that the Senator asked, and that 13
the rea-on I wanted to an~wer it correctly.

Mr. GErarpL. Section o of the bill 1~ one which deals with the ques-
tion that the Senator a~ked. and if. in etfect. provides that the service-
man holdine permanent plan in~urance at the time of the pa-<age of
this bill may surrender that insurance for the purpose of securing
the coverage provided by this bill, and 1t also provides that he may,
within 90 davs after separation from the service, reapply for this in-
surance which he had surrendered without medical examination.

He may secure a new policy on that bas<is, or he may reinsrate the
old policy, provided he may not reinstate a term policy which expired
during the service. . ‘

Mr. Brerxixe. May T say there, I think that was changed in H. R,
1 a~ it passed the House ~o a- to permit a showing on a showing of
good health for the term policyholder to apply for new insurance.

Mr. Geraror. He may apply for new iInsurance or for reinstate-
ment. .

Mr. BreEINING. Yes, or for reinstatement.

The Cuam>y.ax. For new term insurance?

Mr. BreINING. Yes.

The CuHAIRMAN. In other words, he can apply for the same type of
policy that was canceled. _ _ .

Mr. BReINING. Yes, that expired or lapsed during the service,

The CHaIRMAN. Within the 90-day period.
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Mr. Breixixe. But a term policvholder has to make a showing of
good health. The person who surrendered his permanent policy does
not have to make such a showing,

As a matter of fact. he may be totally disabled. That i~ the thing
that impairs the fund greatly. pernutting the disabled Iives, either
totally disabled or partly disabled live- coming back into the fund and
making the other policyholdei~ bear the extra mortality which vou
may expect from that class of per-on-.

NSenator BurrLer. You say if he applies for insurance within the 90-
day period /

Mr. BreiNiNG. Yes.

Senator BuTrer. After he is detached from the service ?

Mr. BrReiNING. Yes,

Senator BuTLEr. To whom does he apply. Who writes the policy ?

Mr. Breining. The Veterans' Administration under the National
Service Life Insurance Act.

Mr. Gerarpi. Now I think it might not be amiss to remark in pass-
ing—and Mr. Breining has explained the effect on the fund and the
eftect on the other policy holders—but I think ~o much has been ~aid
about thi~ manpower provision that I think we should con<ider the
effect of that provi-ion. that i~ the right to ~urrender existine in-ur-
ance to secure the indemmnity coverage. and just what the probabilities
are, I would <ay. of those men who are in the -ituation of holding
insurance at the time this bill passe-.

Now thete are a great many of them in the Service. and if they
have term Insurance there would be a vreat inducement to convert that
insurance. The reason why that would be to their advantaoe i~ that
they may secure it later on regardle~< of their health. without exam-
mation. they may secure it if they have already become totally dis-
abled, with the result that they may secure this new policy without
the payment of any premium.

That is also true of this term insurance. although it is not likely to
occur because of the examination requirement.

Now out of that twisting with thi- <ituation, T think we are going
to receive applications for conversion- from these nien. we are going
to receive discontinuances of their term insurance allotments, if thev
have one, we are going to have them reestablishing a new allotment at
the conversion rate. and then we are going to have them, in order to
secure the benefit of this indemnity coverage, terminating that con-
version allotment.

The sole purpose of my making this <tatement iz to clear away
some of the smoke az to this manpower proposition and to let it be
sald. in this very modest way. that there is going to be some man-
power requirements under this bill.

Mr. Breixixg. There are administrative difficulties. too. But the
amendment to the act. which permits them to take out term insurance,
may deter the person who iz converting for 1 month from preserving
his right of reinstatement. since, as I understand the act, it only per-
mits those who surrender for cash the converted insurance the right
to come back without physical examination. But undoubtedly there
will be quite an administrative burden in connection with these dis-
continuances.

Mr. Gerarp1. There are some intervening sections here, Senator,
which I do not think require any comment. That is the one dealing
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with the power of the Adnministrator to regulate: the appropriation
which is created, that is the serviceman’s indemnity appropriation.
There i< a forfeiture provision which I <hould not omit to ~ay would
preclude the payment of the indemmnity to an individual who i~ guilty
of a military offense and perhaps mayv be executed for it, desertion,
treason, spying and so forth.

It is quite similar to the existing forfeiture provision.

And there is alo a provision which permitx a beneficiary to make
an a~ssignment of the indemnity to another person within the permit-
ted class of heneficiaries. There i~ some question a- to its practica-
bility as presently written. because it requires all persons n the classes
to join. and. as you may well understand. we may not be able to find
all of them.

So that the idea of an a~signment may not work out. because we are
unable to find these people.

Senator BurLer. The bad-order discharge does not have any in-
demmnity, does it?

Mr. GERarDI. Yes, ~ir. He is covered if he dies in the service from
any cause whatsoever excluding forfeitures—let us say if he 1s killed
while committing an armed robbery. he is covered.

Mr. Breixixe. I think what the Sengtor means is this 90-day in-
terim, ~ince he is speaking of a bad-conduct discharge. You mean
after discharge and within the %0-day period !

Senator Burrer. Yes. He does not have the 90-day period that
the others have! '

Mr. Geraror I think <o. I do not recall that there i any limita-
tion on his right.

My, Breixi~c. There is no limitation.  The forfeiture provision 1s
the only one that takes away this M)-day coverage. ,

Mr. GErarpI. Section 620 provides as to any person released under
other than dishonorable conditions, and who have a compensable dis-
abihity

Mr Breixise. That is for eligibility for this other in<urance. but
on separation from the service and a 90-day period following there-
after the only one would be the forfeiture provision, which would be
desertion, or something of that character. _

Mr. GERarpi. Now T had reached the point on this section 620. and
it permits any man who is discharged under other than dishonorable
conditions to secure nonparticipating Government msurance provided
he is uninsurable, that is to say, provided he is unable to secure insur-
ance from private sources. . . o

The test given there is that according to recognized underwriting
requirements of nongovernmental insurers. We believe that this pro-
vision is impractical, becau-e if the Administrator sought to regulate

according to his conception of what recognized underwriting practices
are. he would find there is no uniformity on that point. _
The various companies have their own standards. at least to a certain
extent, and we would then be faced with having to justiiy a regula-
tion to a man whom we refused to underwrite. who could simply say,
“Well. I tried to get this insurance but this company turned me
down.” . _ _
Mr. Breixineg. I do not mean to interrupt you. but I think that s

susceptible of amendment so as to keep the principle and make it
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workable. .\« written it is not workable, in our opinion. but it can be
amended to be workable.

Senator JoHNs0N. .\re vou proposing an amendment ?

Mr. Breixize. We could suggest one.

Senator Jorxsox. Wouldn't yon bring one up /

Mr. Brerxixe. I think in our letter to the chairman of the House
committee we did suggest an amendment, and we can supply that to
yolu.

‘The Ciranorax, All right. Mr. Breinine. will vou do that ?

Mr. Brervixe. Simply to make the good health standard- of na-
tional ~ervice life insurance the tet.

Mr. Grearon I think. Nenator. that completes an analyvsis of that
bill, unie-s there are any que-tion-< on it.

The Crsirarax. Are there any questions that anv member of the
committec wishes to ask at this time of Mr. Breining or his assi~tant
bere who 1s appearing and who iIs giving us this analyvsis? If there
are no questions, Mr. Breining, you might bring up thi~ amendment,
or put it in a separate memorandum and let us have it.

Mr. BreiNvina, Yes, sir _

{ The amendment referrved to follows:)

Amend section 10 of the bill to delete from the proposed new ~ection (20 of the
National Service Life Insnrance Act of 1140, ax amended, the following language:
“at standard rates for ordinary life insurance, according to recognized under-
writing requirenient~ of nonzovernmental insmers.” and substitute therefor the
following : “according to the srandards es~titbhished by the Administrator for
qu.ilifying under the good health j1ovisions of the Nutional Service Life Insur-
ance Act of 194), as amended,”

The Crairaran. The committee will probably want to a<k vou to
come back at ~ome ~ub~equent time <o as to aid u- when we are finally
ready to pas~ upon the bill.

Mr. Drrinive. I <hall be alwavs available. Senator.

The Cramarax, My, Birdsall, i~ there anything you wish to add?

Mr. Bikosavn, No, Mr. Chairman.  We will be ready to extend any
assi~stance whatsoever to the committee. and we will work with Mr.
Breining in accordance with his de~ive~ and the committee’s desires.

The Crianorax. Thank you very much.

My, Eckert of the General Accounting Ollice.

STATEMENT OF CHARLES E. ECKERT, LEGISLATIVE ATTORNEY,"
ACCOMPANIED BY LLOYD NELSON AND CHARLES CHRISTOVITCH,
SYSTEMS ACCOUNTANTS, GENERAL ACCOUNTING OFFICE

The Crratryax, Mr. Eckert, we will be glad to hear from vou on
this bill or any phase of it which you may wi~li to di~cu--.

Mr. Eckirr. The General Accounting Office has been concerned for
some time with certain problems inherent in the existing life-in~urance
programs. .\ far back a- June of 1949 certain objectionable feature-
in the operation of such program-~ were brought to the attention of
the Congre~~. I refer -pecifically to a report of the Comptroller Gen-
eral to the Congress of June 2} 1949, concerning the payment of
dividend~ to aviation cadets and a report of July 15, 1949, bringing
to the attention of the Congress certain features of the program
deemed objectionable by the General Accounting Oflice such as the
use of outmoded mortality tables, the subsidization by the United
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States of certain parts of the program as a result of such things as
excessive interest factors, and undisclosed annuity differential in
the pavment of life incomes.  Whether steps should be taken to correct
these deficiencies by amendment of the present program or whether a
new program of coverage might better be instituted as i~ provided in
S, A04, 80 5060 and Ho R. 10 presently before this committee, is, of
course, a policy matter for decision by the Congre~s and on which the
General Accounting Office has no occasion to take a position.

During the last sesxsion of Congress the Committee on Veterans’
Affairs of the House advised the General Accounting Office of the
contemplated study to be made by that committee of a general insur-
ance program to protect members of the Armed Forces and veterans
of <uch forces, and requested thar the committee be presented with a
ceneral outline of plan- which the General Accounting Oflice hbelieved
~hould be contained in any future insurance program. By letter of
July 25, 1950, the Comptroller General expressed the view that any
sneh program should be designed to provide for (1) adequate and
uniform protection of dependent~ of -ervice personnel, (2) appro-
priate contributions by the participants, (3) minimum consumption
of manpower for operation, particularly in time of national emer-
gency, and (4) reasonable and equitable administration of the policy
laid down by the Congeress to di~charge the obligation of the United
States to service personnel and their dependent<. In this letter, spe-
cific areas wherein the National Service Life Insurance Act was con-
sidered deficient were noted as follows:

(1) The payment by the Veteran~’ Administration of 2 dividend to
aviation cadets in those instances and for those periods during which
the premiums on their insurance were paid by the Government.

(2) The use of an outmoded annuity table for the calculation of
monthly annuity payvment- resulting In some Instances of setting
aside approximately 15 percent more than the face amount of the
Insurance.

(3) The pavment from appropriated money- to the fund of amounts
representing loss of interest earning~ due to delay in making trans-
fer~ from the national service life m-nrance appropriation to the
National Service Life Insurance Fund of amonnts due from the ap-
propriation by reason of deaths attributable to the extra hazard of
military or naval service.

(4) The investment of the fund by the Treasury Department in
3 percent interect-hearing obligations whereas the average interest
rate for general oblications of the United State- is approximately
2 percent.

(5) The requirement that military personnel purchase normal
coverage to entitle them to extra-hazard coverage resulting i a set-up
where adequate protection is not provided for dependents in many
instances,

(6) The lack of sufficient manpower to operate the program as it
is now constituted in the event of a future conflict or emergency.

Qubsequent to the <ubmission of thi~ report members of the staff
of the General Accounting Office were privileged to meet with the
staff of the Veteran-' Affairs Committee and other interested parties
to consider various programs that had been proposed. These pro-
po-als> were numerous but generally were divided into three cate-
cories : One providing for group insurance for active-service personnel
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and mutual msurance for veterans of such <ervice: one providing for
the amendment of the present NSLI Act: and one providing for
oratultous hife-indemnity pavients., '

In considering these various propo-als the General Accounting Of-
fice observed that the proposed amendment of the National Service
Life Insurance .\ct would withoul question constitute a major and
constructive change of existing law. However. even with such amend-
ments the National Service Life In~urance Act would not represent
a program containing the basic elements deemed required. it would
not msure adequate or uniform protection of dependents of ~ervice
personnel and would not reduce in any appreciable manner the -eri-
ous problem of paper work and administration and the resultant con-
sumption of manpower in the Veterans’ Admim-tration or in the
Department of Defen-c and other agencies,

It was ob-erved that the bills providing for eroup insurance during
active ~ervice and mutual insurance for veterans of such service al-o
would constitute a major imiprovement over existing law and would
~cem to be preferable to the amendment of the present National
Service Life Insurance Act as otherwi~e propo~ed. It wa- noted that
the adoption of such a program would remedy a seriou~ defect in the
present program by insuring automatic and uniform coverage of all
service personnel and by reducing to a minimum the paper work and
administrative details with respect to such per-onnel while in the
service and covered by group insurance. However. it was~ noted that
the mutual program contained therein de~igned to cover veterans of
the service for life, while operated on a -elf-supporting basis, would
keep the Federal Government in a mutual insurance business similar
to mational service life insurance with its attendant administrative
problems and manpower requirements.

It was observed that the hill~ providing for a gratuitous indemnity
to survivors of members of the Armed Forces who die in the active
service would eliminate the majority of the defects apparent in the
present program and in the programs otherwise proposed. Such a
program would provide adequate and uniform protection for de-
pendents of service personnel; would be applicable only during pe-
riods of active service; would entail a nunimum con~umption ot
ninpower for operation; and would substantially eliminaie the cost
of administrative expenses.

Thereafter extensive hearings were held by a subcommittee of the
Commitiee on Veterans' Atfainrs and as a resunlt of <uch hearings the
committee reported out unanimously the bill H. R. 9911 which pro-
vided for a gratuitous indemnity of $10,000 to the beneficiaries of all
members of the services who die in the active service, This bill
pas-ed the House unanimously in the Eight v-first Congress, was rein-
troduced in this Congress as H. R. 1, and now has= been passed again
by that body unanimously. In a report dated January 10. 1951, to
the chairman. Committee on Veterans' Affair<. on thi~ bill 1t was
pointed out that the enactment thereof would eliminate the majority
of the defects apparent in the existing insurance programs and would
contain the basic objectives which the Comptroller General felt should
be contained in any such program. It was stated further that sub-
stantial savings in manpower and in the expenditure of Federal funds
would unquestionably be accomplished by the enactment of the bill.
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The major operational or manpower savings which would be achieved
thereunder would include—
~ (1) The elimination of the need for establishing military and
m-urance allotments in the Department of Defense for all future
entrants into the Armed Forces;

(2) The probability that a majority of the present members
of the Armed Forces will discontinue their insurance allotments
thereby making it unnecessary to maintain a vast number of
allotment accounts now maintaimed in the Department of Defense;

(3) The elimination of the transmission from the Department
of Defense to the Veterans’ .\dministration of a great number of
monthly incurance allotment advices; (4) the elimination of the
need for a mountain of paper work in the form of applications,
nmedical examinations and certificates, et cetera.

(o) the elimination of the need for underwriting work in the
Veterans® .\dministration for personnel in the services: and

(6) the elimination of the need for establishing and maintain-
ing individual premium record accounts in the Veterans™ Adminis-
tration for each insurance allotment and pohicy.

It was stated further that while the General \Accounting Office was
not 1n a position to estimate future costs arising through the adop-
tion of a program as contemplated by the bills. and consequently wa~
unable to e~timate the extent of the fiscal <avings which would accrue
to the United Ntates as a re<ult thereof had such a program been n
effect during the period from October S, 1440, to June 30, 1949, the
cost to the Government would have been reduced by approximately
KOHST.000,000,  The<e comments are, of course, equally applicable to
the bills S, 304 and S. 506, which are identieal to H. R. 1.

The Comptroller General has asked me to mmform the committee
that he is in accord with the principles which would be attained by
the adoption of a program such as is provided by S. 304, 8. 506, and
H. R. 1. If one of these measures 1« not enacted there will remain
an urgent need for legislation to correct the deficiencies previously
referred to a< being present in the exi<ting program.

I would like to express my appreciation to the committee for their
indulgence. and Mr. Nelson. Mr. Christovitch, and my<elf will be
glad to answer any questions which you may have,

The Cramyax. Are there any questions?  TIf not. we thank you
for coming over.

Senator Mawrrix. Mr., Chairman, I would like to suggest this: I
think the committee ought to have some information on whether or
not this bill 1s fair to the man who remains in the <ervice, and whether
or not it covers the defects that we now know exist. It wonld seem
to me that some of these representatives of the veterans’ organizations
could give us that information.

The Crmairaan. I think so. Senator.

Senator Martix. Tt seems to me that is the thing we need above
evervthing el<e right now.

The Ciravryay., We will have the representatives of the various
service organizations this afternoon. We seem to he down now to
some of the service organizations. Mr. Stevens is the first witness.

Mr. Kexyepy. Mr. Chairman., I am not Mr. Stevens. My name is
Miles Kennedy. legislative dircetor of the .American Legion. With
vour permission, Mr. Chairman, and gentlemen of the committee, I
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would like to offer as our one and only witness Mr. Charles W. Ste-
vens, who is the assistant rehabilitation director of the American Le-
gion. Mr. Stevens is a veteran of World War I and ever since his
separation from the service has been continuously employed on in-
surance programs and veterans’ problems, initially with the Govern-
ment and for the last 22 years additionally with the American Legion.
He is very conversant with the bills before you. and with your per-
mission, I would respectfully ask that he be allowed to testify on
behalf of our national organization at this time.
The CaalryaN., We will be very glad to hear him.

STATEMENT OF CHARLES W. STEVENS, ASSISTANT DIRECTOR,
NATIONAL REHABILITATION COMMISSION, THE AMERICAN
LEGION

Mr. Stevexs. Mr. Chairman, and gentlemen of the committee, the
American Legion appreciates this opportunity to present its views on
the question of providing automatic national service life insurance
coverage for certain persons in the active military or naval service
as proposed in S. 84 which was mtroduced Junuary 8, 1951, by Sena-
tor George for himself, and Senators Kerr and O’Conor.

Before proceeding with my brief discussion of this bill, I want to
offer for the committee’s consideration certain amendments which
the American Legion believes warranted following careful study of
the measure.

It is noted that placement of the word “who” in line 7, page 1,
would possibly permit misinterpretation of intent. It is recom-
mended, therefore, that on page 1. line 7, the word “who™ and the
comma following be stricken and that on page 1, line 5, the word “who”
followed by a comma be inserted between the comma following the
word “authority” and before the word *“‘on.”

Rather than payvment of the insurance proceeds under options pro-
posed in the bill, it is believed an alternative plan of settlement would
offer an equitable basis for assuring satisfaction of the interest of
each potential beneficiary. Consequently, it is recommended that that
part of the second proviso on page 2, lines 7 to 11, be amended so as
to read:

That the insurance herein granted -<hall be payable in 240 equal monthly

installments, with interest at 3 percent jer annum, to the tollowing bene-
ficiaries nnd in the order named.

This would entail striking the present language.
_ In this manner of settlement, $55.10 monthly would be payable in
installments over 20 years. This would appear preferable for pay-
ment of this amount for the 20 years, when awarded concurrently with
death compensation, would provide a fairly adequate income at a
time when most needed. For example, it would enable a widow to
meet her responsibilities better over the years while children are in
her care through their school years when expenses are greatest.
The privilege of obtaining settlements under options (2), (3), or
(4) of section 602 (t) of the National Service Life Insurance Act of
1940 would permit a selection of installment payments whereby the
msurance proceeds could be awarded in varying amounts and in pe-
riods of from 36 months to the entire lifetime of a first beneficiary.
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The selection by the first beneficiary might be such that the intere-c
of other potential beneficiaries could be affected adversely.

This iz my analyvsis of other features of this bill:

The national service life insurance granted would be in the aggregate
amount of £10.000. For persons having United States Government
or national service life insurance. automatic coverage would equal the
difference in the amount of such insurance and £10.000.

The automatic coverage would be extended for a limited time only,
that 1s, on and after June 27, 1950, until 120 days after date of ap-
proval of the proposed enactment.

It would be granted only in the event of a death in line of duty in the
specified period.

Persons so protected must be in active military or naval service. o1
be reporting for active service under competent orders, when death
occurs.

This automatic national service life insurance would be deemed to
be in force as of the date of the death in line of duty, without applica-
tion and without premium payment by the insured.

This insurance would be paid to this limited class of beneficiaries in
the following order: Widow or widower, if living, while unremarried :
if none, child or children, if living, in equal shares; if none, mother
or father, if living, in equal shares.

Provisions of the National Service Life Insurance Act of 1940, as
amended, and rules and regulations promulgated thereunder, will
apply when not inconsistent with this proposed enactment, as the
automatic insurance 1s granted under that act.

The interest item in the amendment which the American Legion
proposes 1s occasioned by the fact that the 510,000 would become pay-
able at the death of the insured while this benefit would be awarded in
monthly installments over a 20-vear period. It is considered a reason-
able interest rate and is the one used in calculating other installment
payvments under the act.

This proposal for automatic insurance coverage for a limited period
1s similar to a pattern adopted by the Congress during World War I
and World War IT to afford protection to persons whose deaths in
active service in line of duty occurred before they were able to obtain
msurance on a premium-paying basis.

Continuance of the automatic protection for 120 days after approval
of this enactment would provide a reasonable time during which
members of the Armed Forces could arrange to obtain national service
life insurance by application,

The American Legion is convinced that the provisions of this pro-
posal are reasonable and just and sincerely hopes that the bill will be
enacted 1nto law.

s concerns the Senate bills. 8. 304 introduced January 11, 1931,
by Senator Hill, and 3. 506 introduced January 16, 1951, by Senator
Johnson of Colorado, and the bill. H. R. 1, introduced January 3.
1951, in the Hou-e¢ of Representatives by Mr. Rankin and reported
with amendments by the House Committee on Veterans’® .\ ffairs Janu-
ary 17, 1951, which passed the House vesterday. it is incumbent upon
nie to advise this committee that my appearance as a witness for the
American Legion today is solely for the purpose of testifying in sup-

rort of enactment of S. 84. It 1s understood that H. R. 1 has not yet

n referred to this committee.
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S. 84 1s 11 accord with mandates issued in October 1950, by the
thirty-second annual national convention of the American Legion and
in November 1950, by the national executive committee. The bills,
which propose a life indemnity payment for death- of members of the
Armed IForces. are not.

It 1s our feeling that too much reliance iz being placed upon the
thought that all the ills of the Government’s insurance programs can
be solved by enactment of legizlation as proposed in S. 304, 5. 306,
and H. R. 1.

The American Legion believed that there would be the fullest con-
sideration given by Members of the Senate and House of any pro-
posals which might result in radical changes in the protection offered
persons in active military or naval service and veterans for nearly 34
years.

The organization asks that this committee give the vital subject
of protection of members of the Armed Forces and veterans the most
serlous consideration.

The American Legion strongly favors and urges immediate enact-
ment of legislation which will grant national =ervice life insurance
automatically for the period proposed by S. 84 in the cases of per-
sons dying in active service who carried le~s than the aggregate amount
of insurance they could have obtained had they realized the nature
of the'military and naval operations in which they were to be engaged.

The American Legion has studied carefully various proposals. made
in the past year. relating to insurance protection prospectively for
members of the Armed Forces and veterans of such forces.

The American Legion’s insurance advisory board, national rehabili-
tation commission, and national executive committee, in meetings held
in Washington and Indianapolis in October and November 1950,
thoughtfully considered the subject. The American Legion intends
to continue this study. A preliminary series of five area rehabilita-
tion conferences embracing the continental United States is now being
held. A national rehabilitation conference, which will be attended
by several hundred Legionnaires from all over the country. is to be
held in Washington February 26 to March 1, 1951. The insurance
advisory board will meet during this conference, continuing its de-
Iiberations with a view to making a further report to the full national
rehabilitation commission on March 2. The American Legion thinks
1t 1s absolutelv necessary to obtain the consensus of members skilled
in veterans’ affairs relating to the proposals.

Presently the announced policy of the American Legion is con-
tained in the folowing resolution which was approved by the national
executive committee meeting at Indianapolis November 17 to 19, 1950:

Support (1) maintenance of the national service and United States Govern-
ment life-insurance programs: (2) preservation of the contracts granted there-
under and the trust funds established therefor: (3) continuance of right of
personnel of the Armed Forces and veterans to obtain national service life insur-
ance; and (4) continuation of administration of these programs by the Veterans'
Administration.

Accordingly, we strongly recommend the prompt enactment of 3. 84
and further study of S. 304, 5. 506, and H. R. 1.

Senator Martrx. Mr. Chairman.

The CrarryaN. Senator Martin.
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Scnator MarTiN. You are not then in a position to advise the com-
mittee a~ to whether or not this bill, H. R. 1, as proposed, would be
fair to the men that are now in the service, and after they would be
di~charged from the service, whether it would be fair to them!?

Mr. Stevens. Men who have never carried insurance before, Sena-
tor Martin, would be automatically granted, upon entrance into active
service or under certain other mrcumat imces. a $10,000 life 1n(lemm{v,
in the aggregate, which would be payable to a specified class of bene-
ficiarie~. There would no longer be prospectively, for person- who
had no m-urance by virtue of earlier -ervice, the right to contract
for insurance for which thev would pay premiuns.

There i~ ~ome question as to whether the economie~ will be effected
which we believe were planned to arise as the result of the life-indem-
nity enactment. Certainly there will ~till be administrative costs.
There will be no premium contribution. the entire indemmity will be
paid from appropriations made by the Congres-.

The American Legion i~ interested in economy.  We have 3,000,000
members of the .\ merican Legion and 1,000,000 members of the Ameri-

can Legion \uxiliary, all ta\pa\ ers.  We want economy 1n Govern-
ment. but cert tainly we hope there will be no economy effected at the
expen-e of veterans. or at the expense of their beneficiaries,

We do know thix, that the proposal i itended, as was commented
on by earlier witnessex, to effecet economies. In the bill which 1s
coming to the committee. H. R. 1. so there would be a 214 percent
interest paid in caleulating the monthly 1nstallments. Tuo and a
quarter percent is lesxs than is paid on the savings bonds.  That 1s.
about 2.9 percent; 3 percent is the amount that is paid now under
the NSLI \Act. Under the United States (overnment insarance pro-
gram the interest wax 315 percent. The American Legion people who
have considered thix do not think that a 3 percent interest is an un-
reasonable intere~t. That 21/ percent interest will reduce the amount
of the annuity paud to the beneﬁmarv It is only paid over 10 years.
This is an economy effected at the expense of the serviceman's
beneficiary.

We have originally recommended that payment be made over a
period of 20 vears. We think 20 years is a good span in which to
make the p'tymenh Installment pavment over 20 vyears is the
national service life insurance payment provision which the American
Legion proposes in 8. &+, This 20-vear payment, covering a longer
term. would complement the death compen~ation whicl “would be
pavable for the service-connected deaths,

Senator MArTIN, As to these other bills. the Legion, with the excep-
tion of S. 84, is not in a position to advise one way or the other as
to their enactment?

Mr. Stovexs. We have no mandate to expres- ourselves on the
enactment of the other bills, sir.

Senator MarTIN. How do you feel personally about it, because you
have had a great deal of experience in this field

Mr. StevENs. Sir, I would like to say my appearance must be as a
witness for the American Legion, and I mu-t testify in accord with

mandates is<ued by our governing bodies, the national conventions,
and the national executive committee. I am not privileged to express
my personal views.
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Senator BurLer. In other words, we will get no real expression
from the American Legion until they have their meetings, around
May 1?

l\gr. SteveENns. I might say, sir, as I mentioned in my statement,
the American Legion policy has been enunciated by the national
executive committee, which met in Indianapolis November 17 to 19,
and that is to continue the programs as they are now provided.
The amendment to the War Risk Insurance .Act of October 6, 1917,
provided for insurance protection for members of the Armed Forces
while in service and for conversion subsequent to service, so that
veterans could continue their insurance protection during their
civilian life. The National Service Life Insurance Act, which was
approved on QOctober 8, 1940, made a similar provision, and our man-
date, which directs our testimony now, is to support the continuation
of the United States Government and national service ]ife imnsurance
programs. We had sincerely hoped the studies in Congress would
be extensive, so that we could later inform the Congress of the result
of the Legion's explorations of the subject.

Senator MARTIN. I have been very much impressed with your testi-
mony, and particularly to the reference that we are all interested
in economy, that the 3,000,000 Legionnaires are taxpayers. Probably
some of the 3,000,000 are not Federal taxpayers, but this is the thing,
Mr. Chairman, I think we ought to all realize, that whether a man
1s a taxpayer or is not a taxpayer, he is interested in the solvency of
America. We can win this physical war and we can lose our indi-
vidual liberty.

If the dollar becomes so devalued that it does not have the value
to exchange for goods, we could lose our individual freedom. I
think that is a matter that we have all got to keep in mind in the study
of all these programs.

Mr. Stevens. Certainly, sir, the American Legion membership is a
selective membership of persons who had domestic and foreign service
in the Armed Forces, either in the First or the Second World War,
and we have shown our interest in the country, and certainly the
organization has shown its continued interest.

Senator MARTIN. No question about that.

The CirarrmanN. No question about that, Mr. Stevens.

Suppose we recess until 2 o’clock. That would give us plenty of
time to see what is going on on the floor and be back. The other
witnesses will be back at 2 o’clock this afternoon, and we will resume
the hearings.

(Whereupon, at 12 o’clock noon, the committee recessed until 2 p. m.
of the same day.)

AFTERNOON SESSION

(Th;a committee reconvened at 2 p. m. upon the expiration of the
recess.

The Caamrnan, The committee will please come to order. I am
sorry the other members of the committee are not yet on hand, but we
will have to proceed now in order to finish our schedule this after-
noon. I believe we had Mr. Stevens last. Next on our list of witnesses
1s Mr. Charles E. Foster of the Disabled American Veterans. Will
you come around, sir, and be seated ¢
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Mr, Foster. Mr. Chairman. I am the assistant legislative director
for the Disabled American Veteran~. Qur organization has two con-
cerns with the insurance program: first. that it provide adequate pro-
tection for men in the service and. second. that it provide adequate
protection for men who are disabled while in the service.

I am not going to testify in support of this legislation. I have
with me a man who is ver v well qualified. having had 30 years of exper-
jience in service work. I would like now to introduce Mr. Cicero F.
Hogan. who iz our national director of claims.

The Crarryrax, Mr. Hogan, the committee will be very glad to hear
vou.and I can assure you your testimony will be read. it w i1l be entered
in the record.

STATEMENT OF CICERO F. HOGAN, NATIONAL DIRECTOR FOR
CLAIMS, ACCOMPANIED BY CHARLES E. FOSTER, ASSISTANT
LEGISLATIVE DIRECTOR, AND FRANCIS M. SULLIVAN, NATIONAL
LEGISLATIVE DIRECTOR, DISABLED AMERICAN VETERANS

The CratryaN. Let me ask you a few preliminary questions. Have
you analyzed this bill as it passed the House

Mr. Hocax. Yes. sir.

The Ciatrayrax. Let me ask vou if this brief explanation which is
found in the committee report 1= correct. They say this—this is their
analysis and 1t 18 found on page 2 of the committee report [reading]:

1. On and after June 27, 1950, each person in the Armed Forces is insured
avainst death in the amount of $10,000 without cost to the person.

Mr. Hocax. That 1s correct.

The Cirarryax. That is to say, he has this indemnity of $10,000.

Mr. Hocax. That is correct.

The Cuararax [reading] :

2. Protection covers period of active service and periods following call or order
to active service or final induction and, in most cases, 90 day~ after separation
from service,

I take it that is correct, is it not?

Mr. Hocax. Correct, sir.

The Ciratrarax [reading]:

3. If person i~ disabled in service to such an extent as to make him uninsurable
at ~standard commercial rates, he may obtain nonparticipating national service
life in~urance after separation from service, and where the disability is total,
waiver of premiums may be granted.

I think that is correct.

Mr. Hocax. Correct, sir.

The CHAIRMAN [reading]:

4. Bars generally future entrants to United States Government life insurance
and the national service life insurance programs, after enactment of tins act.

Mr. Hocax. That is for future entrants. In other words, it sells
no more insurance.

The CrairyaN. It bars generally future entrants.

Mr. Hueax. Yes, sir.

The Cizaigyax. I wanted to be certain that is the correct analysis
of the bill.

Mr. Hocax. That i1s correct.
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The Craryax. It continues:

But any person in the active service having one of these policie~ may continue
it in force or if he has surrendered a permauent plan poliey for eaxh, he may
reinstate it to be granted a new policy on the same plan and in the sane amount
without a showing of good health.

Mr. Hogax. That is correct.

The Cramraran. Those are the two real exceptions. Future entrants
generally are barred. But these are exceptions.

Mr., Hocax. Yes, sir.

The Criamraran. The analysis proceeds to state:

5 Beneficiaries lmited to members of immediate family.

6. Maximum indemnity paid in monthly instalhients of $92 90 each over 10-year
eriod.

: 7. Indemmnity is exenipt from the claim of creditors and from taxation.

The fourth one was the one that gives me some consuderable con-
cern. I wanted to know if this iv a correct analysi~. Of course. 1
assume 1t is, but T wish to know that it i~ from the other witnesses,
so I will not repeat these questions. If this is a correct analyvsi~ and
we start on that basis I think then we will be better able to understand
the testimony that 1s presented.

I want to ask this. Suppose a per-on does not leave the service at
all, Suppose he remains in the service for 10 or 15 yvears. What about
him?

Mr. Hoca~N. My estimation is insurance would cease after 90 days
or after the termination of a war, 90 days after the termination of
a war. Isthat not so?

Mr. Foster. No. He still remains in service.

The Cuairarax. Yes. He remains in service continuousiyv. Say he
goes in now 1n this fighting and he spends I do not know how many
months in the combat area; but he does not leave the service at all.
He remains continuously in the service.

Mr. Foster. It would remain in force,

Mr. Hocax. His imsurance continues until he leaves the service.

The Caatramax. His insurance continues until he leaves the service,

without the payment of anything!

Mr. Hea N, That 1s right.

The CrHarMaN. All right. I hope the representatives of the other
organizations, if they take any exception to that, when they come to
the stand will please indicate it. because I think it is an important
feature here. We will be glad to hear you, Mr. Hogan.

Mr. Hogan. Mr. Chairman, as Mr. Foster said, my name is Cicero F.
Hogan and I am national director of claims for the Disabled Ameri-
can Veterans. In this cdipacity I head the rehabilitation service of
our organization, and direct the activities of our national service
officers who are located in all of the regional and district offices of
the Veterans' Administration. The Disabled American Veterans, as
the members of this committee are aware. is first and foremost a service
organization. We are primarily interested in. and are organized to
render aid and assistance to America’s wartime disabled veterans and
their dependents. Through our rehabilitation or service set-up, we
council and assist the disabled veteran in the preparation and de-
velopment of any valid claim, and our service ix so organized that we
are able to and do represent the claimant veteran or his dependents
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at the local or regional office level on through the district- and central-
office levels, including appellate hearings where required.

We mention all this only to indicate, for the record, that the DAV,
because of its specialization in service work and its daily and direct
contact with veteran claimants for almost 30 years, 1~ eminentty quali-
fied to speak on matters affecting America’'s wartime disabled. e
appreciate the opportunity given us today to testify and express our
opinion on =everal bills amending or changing present veterans' in-
surance laws.

It is my understanding that the committee has under consideration
the bills S. 84 S. 304, S. 506 and H. R. 1. I heard mention today
also of S. 654. The latter, H. R. 1. passed the House of Representa-
tives vesterday by a unanimous vote of 390 to 0.

Three of these bills, 5. 304, 5. 506 and H. R. 1, are quite similar and
might be considered as companion bills. S. 84 differs from them in
that 1t would amend the present NSLI act so as to provide automatic
coverage for all persons in the militarv ~ervice on or after June 27,
1950, under certain conditions. S. 304, S. 506 and H. R. 1, which will
be referred to hereafter as the gratuitous indemnity bills for purposes
of brevity, would provide an indemnity without cost to the insured,
and protection to the designated beneficiary or beneficiaries of all
members of the \rmed Forces in service on or after June 27, 1950.

These bills would further provide a form of Government in-urance
to those veterans separated from the service. under conditions other
than dishonorable, and who by virtue of their service are uninsurable
at standard rate< for ordinary life insurance, according to recognized
underwriting requirements of commereial insurance companies. In
the event the veteran is suffering from a total service-connected di--
ability. the gratuitous insurance would remain in force.

The Disabled American Veterans has devoted considerable study
and research to the proposals contained in the bills pending before
this committee, and we have reached the inescapable conclusion that
the gratuitous indemnity proposals have manifold benefits to the
servicemen. the disabled veteran. and the United States (Government.
We therefore strongly endorse and recommend to the members of this
committee that they favorably consider and report the bill H. R. 1 as
passed by the House of Representatives.

It may seem paradoxical that a bill can be beneficial to the service-
man. the disabled veteran, and to the Government at one and the same
time. However. an analysis of the gratuitous indemnity proposals
shows this to be factual. To further clarify this statement it might be
well to enumerate the salient points of the gratuitous indemnity bills.

Advantages to the service man or woman’ are outstanding:

1. On or after June 27, 1950, any person provisionally accepted or
ordered to report for induction and dies as a result of disability
ineurred while en route to report. would be automatically indemnified
in the amount of $10.000. This means that the Government accepts
its responsibility over the lives of those persons being called into serv-
ice and who are under Government control—even ﬁlough they have
not vet been and may not be accepted for military service,

2. All men in the Armed Forces on or after June 27, 1950, and for
90 days following separation would be. as a matter of law, covered in
the amount of $10,000. Perhaps the most difficult and trying task we
service officers had to perform during and after the war was to tell an
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elderly couple whose son was killed in action or a young mother whose
child was born after the father left for overseas, never to return, that
their son or husband failed to take out any in~urance. Records indi-
cate one out of nine battle casualtie« in World War II never carried
insurance. We of the DAYV hexitate to scold or eriticize the 18-year-
old lad who “didn’t want no insurance”—and it is way too late to
berate the older man who died a hero at Guadalcanal or on the Omaha
Beach that he should have thought more of his loved ones. On the
other hand, we are grateful to those commanding officers who forced
their men to sign up for the full amount of insurance though they had
no real authority to doso. Some 23 percent of the men now in service
are not insured—and that includes a lot of the lad- in Korea.

Advantages to the disabled veteran:

The DAV is especially interested in the provisions affecting the
disabled veteran. This bill contains a provision permitting the con-
tinuance of the insurance where the veteran is found to be totally and
permanently disabled. It further permits the granting of insurance
to a veteran with a service-connected disability and who 1s uninsurable
at standard rates for ordinary life insurance.

Advantages to the Government:

1. The Armed Forces would save untold thousands of man-hours
bv not having the responsibility of selling Government insurance to
all new recruits.

9. The Armed Forces would save many thousands of man-hours as
a result of not having to process allotments of recruits who buy
insurance.

3. The Veterans’ Administration would save hundreds of millions
of dollars annually in the administration of a gratuitous insurance
program as contrasted with the present program. It has been esti-
mated by the Comptroller General that had this program been in
effect during 194049, the administrative cost to the Government would
have been reduced by approximately $587.000,000.

4. The beneficiaries of men killed or who die in the service would
all be treated equally. The inequities inherent in the present system
can best be explained by referring to the second paragraph on page 4
of the House Report No. 6 which accompanies H. R. 1, Eighty-second
Congress.

Mr. Chairman, vou have already referred to that report.

A Government official responsible for the administration and proper
functioning of the Government insurance program for veterans has
stated before congressional committees that In an emergency the
present insurance program would be inoperable because of the unaval_l-
ability of manpower. If for no other reason, this one fact makes it
imperative that the Congress adopt a_gratuitous form of insurance
with its resulting savings in dollars and time. The emergency 1s here
now and has been since June 27, 1950. We are now in a period of
mobilization with additional thousands of men being called into the
service every day. _

It might be asked if the gratuitous proposal does not take from
the veteran his right since World War I to participate following
separation from service in a Government insurance program which
is cheaper than insurance offered by commercial companies. We do

78663—51—5
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not think so. Under the gratuitous proposal the veteran separated
from service with a rating of total service-connected disability, con-
tinues to be covered gratuitously. The veteran separated from service
and uninsurable according to commercial standards can apply for and
be granted a nonparticipating form of Government insurance upon
payment of a premium. We do not believe that the responsibility
of the United States goes beyond this.

The gratuitous indemnity proposal is in accord with the program
of the P’resident according to testimony offered by the Bureau of the
Budget before the House Veterans' Affairs Committee. The pro-
posa? was supported by the Comptroller General of the United States
and by the Armed Forces. It is endorsed by three of the four major
veterans’ organizations and also by many independent witnesses repre-
sentin% various phases of the insurance industry. We urge the mem-
bers of this committee to favorably and expeditiously report H. R. 1
as passed by the House of Representatives. Delay in the enactment
of this important legislation is daily working an undue hardship on
the survivors of many men who have been killed in combat in Korea
as well as the survivors of the Pennsylvania and Tennessee National
Guardsmen who were killed last summer while in Federal service.

We of the DAV urge that the committee favorably report H. R. 1 at
an early date. And again I thank you, Mr. Chairman.

The Crarraan. We thank you very much. Are there any questions
of the witness?

The Crairman. If not, we wish to thank you very much.

Mr. Hocan. Thank you.

The Caarrman. Our next witness is Mr. Omar B. Ketchum of the
Veterans of Foreign Wars. Will you come around, please, Mr. Ket-
chum, and you may be seated if you wish.

STATEMENT OF OMAR B. KETCHUM, LEGISLATIVE DIRECTOR,
VETERANS OF FOREIGN WARS OF THE UNITED STATES

Mr. Keromum. Mr. Chairman and members of the committee, my
name is Omar B. Ketchum and I am the legislative director for the
Veterans of Foreign Wars of the United States. I wish to make a

reliminary statement, after which I will present to the committee
Klr. Robert L. Ashworth, who is our insurance expert and who will
present a prepared statement to the committee.

In presenting Mr. Ashworth, I would like to say that he is a vet-
eran of World War II who was badly wounded in the north African
campaign and permanently disabled. He accepted employment with
our organization upon his release from Walter Reed Hospital and
has applied himself to problems dealing with servicemen and particu-
larly insurance, since 1943.

The CrrairmaN. We will be very glad to hear Mr. Ashworth.

Mr. KercauMm. Mr. Chairman, the Veterans of Foreign Wars 1s
in full accord with the action of the House of Representatives in ap-

roving the bill identified as H. R. 1 and companion bills now present

efore this committee which have been introduced by Senators Hill
and Johnson. The bills introduced by Senators Hill and Johnson do
not have, of course, a few of the amendments that were made to H. R.
1 at the time that bill was reported out of the House Committee on
Veterans’ Affairs. Other than that they are identical bills.
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The Veterans of Foreign Wars have carefully considered this whole
problem of insurance from the time of the earliest hearings by the
Hardy subcommittee of the House Committee on Expenditures in
the Executive Departments. We followed those hearings carefully,
and we followed the study of the committee staff of the Subcommittee
on Veterans’ Affeirs, the hearings of a subcommittee of the Commit-
tee on Veterans’ Affairs; and the Veterans of Foreign Wars came to
the conclusion that the gratuitous-indemnity proposal is a sound ap-
proach to the problem of protecting active-service personnel. Many
reasons have been cited before this committee already as to what this
new form of insurance would accomplish in the way of saving admin-
istrative costs and manpower,

We urge this committee to carefully consider the two bills intro-
duced by Senators Johnson and Hill and H. R. 1, which eventually
will come to this committee. I do not know whether it has been
referred or not, as the House action was just taken yesterday after-
noon.

The Cuamrman. It will probably come over this afternoon.

Mr. Kercaum. Mr. Chairman, just a word about the bill which
was sgonsored by you and two other members of the Senate and
identified as S. 84. We have no objection to the bill, and we are in
complete accord with the purpose of the bill. Yet, at the same time,
the same provision largely in your bill is also incorporated as a retro-
active feature in H. R. 1. We would like to point out, therefore, to
the committee that we think it would be much better to deal with the
full problem in H. R. 1 and the companion bills before the committee
rather than adopt S. 84, which we would call piecemeal legislation
dealing with the over-all problem. But we want to assure you we are
in accord with the purpose and objective of S. 84. However, we would
rather see the matters handled in H. R. 1 generally than in piecemeal
legislation.

Senator BurLer. Would it be necessary to amend H. R. 1 so as to
incorporate the substance of S. 84 ¢

Mr. Kercuum. Well, I think the principal purpose of S. 84, Mr.
Senator, is really in the retroactive features of H. R. 1 along with
some other amendments to national-service life insurance. Of course,
I think we can all agree, if we are going to adopt a gratuitous-indem-
nity approach, then only those amendments that are essential and
necessary should be made to national-service life insurance, and that
1s why we suggested rather than considering S. 84 that you consider
the over-all problem which is contained in H. R. 1.

The CrHairMaN. Mr. Ketchum, this matter has been under consid-
eration by the veterans’ organizations for quite a while; has it not?

Mr. Kercuum. For a long, long period of time, Senator. I might
say as background to our own consideration, at our last national con-
vention, which was held in August 1950, the question of insurance
come up. At that time a study just began in the House of Repre-
sentatives. Qur national encampment decided wisely to submit the
problem to a special committee of our national rehabilitation service
and too, authorized that committee to go along with these studies to
carefully determine what the policy of the organization should be.
A special committee was appointed from our rehabilitation service
which Mr. Ashworth will describe to you later in detail. The com-
mittee was headed by a man whom I think is one of the most competent

— ——
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men 1in the United States with respect to veterans’ insurance, Col.
George E. Ijams, who far 27 years was one of the top assistants to
the Administrator of Veterans’ A ffairs,

The CrAIRMAN. We all know him.

Mr. Kercrom. He was chairman of that special committee. 1
think we can assure you, Mr. Chairman, that we have given the most
careful consideration to this problem and to this particular proposi-
tion. and that we come before you today with no reservation in our
support of the gratuitous-indemnity principle.

There 1s only one item in connection with that bill which Mr. Ash-
worth will present where we think maybe something should be done.
It 1s a question he will go into, and I will mention it now briefly, be-
cause he will go into it in more detail,

There 1s a question as to whether the increased age that the service-
man will incur by reason of his service when it becomes necessary for
him to purchase commercial life insurance, as to whether that is a
penalty that will be inflicted on him by reason of his service.

May we state the problem in this way: Under the new law which
1s proposed, a man now goes into the service. He receives gratuitous-
indemnity coverage, an(% he does not pay any premiums and perhaps
he is not insured otherwise. Let us say he goes in at age 18 and re-
mains for a period of 3 or 4 years, and then he comes out and, within a
period of 90 days, of course that insurance ends. Now, it is up to
him to purchase commercial insurance if he is insurable. He has
increased his age, we will say, 2, 3, 4, 5 years—whatever length of his
cervice will be. and naturally the rate of commercial insurance will
be higher at that increased age than at the time he went into service.

There is a question of some inequity involved which Mr. Ashworth
intends to cover more fully., The answer may be that, since he has
received that gratuitious indemnity during his service, there may be
no inequity, even though he has to pay for the commercial insurance
at a slightly higher rate because of his increased age. That mayv be
the answer; still, there is the possibility of an inequity as the result
of that increased age during the period of service.,

With those remarks. I will be available for questions. I would
like now to present Robert L. Ashworth.

The Cuammax. The committee will be glad to hear him.

STATEMENT OF ROBERT L. ASHWORTH, INSURANCE CLAIMS CON-
SULTANT, NATIONAL REHABILITATION SERVICE, VETERANS OF
FOREIGN WARS OF THE UNITED STATES

Mr. AsaworTH. Mr. Chairman and members of the committee, as
this is the first time that I have appeared before this committee, I
would like to say that I am speaking on behalf of the national rehabili-
tation service of the Veterans of Foreign Wars of the United States
and in accordance with national encampment policy. We appreciate
the opportunity afforded us to testify today on this important and
pressing subject. . .

In a sense it may be said that the Veterans of Foreign Wars has
been abreast of the subject of life and disability insurance for the
Armed Forces since the first program was initiated in October 1917.
More recently, subsequent to World War IL, we have kept under scru-
tiny the reports of studies made by various groups and by the Con-
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gress, including the Hook report, the Hoover task-force report, and
the report of the Honorable Porter Hardy, Jr., chairman of the sub-
committee of the House Committee on Expenditures in the Executive
Departments. As the result of these studies and reports, it seemed to
us all too apparent that the Congress would be called upon to devise
some new system of insurance protection for the members of our
Armed Forces.

With this in view, the Veterans of Foreign Wars at our last national
encampment, held in Chicago, August 1950, authorized the appoint-
ment of a special insurance committee to go into this subject thor-
oughly and to recommend Veterans of Foreign Wars policy 1n accord-
ance therewith. The committee was promptly appointed, with Col.
George E. Ijams, director of our national rehabilitation service, as
chairman. Colonel Ijams was a member of the War Department’s
first detail set up in World War I to carry the war-risk insurance pro-
gram to the troops in the field in this country and those already over-
seas. This carried him to the trenches in 1917, where he handled the
insurance of many members of the famous First Division, and others.
Upon leaving the service, Colonel Ijams became associated with the
Veterans’ Administration and for approximately 27 years served
first as Assistant Director and Director of the Veterans’ Bureau, and
later as Assistant Administrator of Veterans’ Affairs. During con-
siderable of this time, the insurance program administered by the
Veterans’ Administration in one phase or another was under his
jurisdiction.

A second member of this special insurance committee is Mr. J. Rob-
ert Conroy. Mr. Conroy served throughout World War I with the
Twenty-sixth Division. He became personally acquainted with war-
risk insurance in 1917, while serving in France. Mr. Conroy is an
attorney at law and a member of the bar of the District of Columbia.
He has devoted much of his time to the study of life insurance in its
various aspects.

The third member of the Veterans of Foreign Wars’ special insur-
ance committee is your witness, who happens to be a veteran of World
War IT and who first became acquainted with national service life
msurance when assigned to the Fifth Engineers in January 1941.
In brief, each member of this committee is a former GI. Each can
speak from the personal experience of having been insured, and ex-
perience with the multitude of ramifications and details that sur-
rounds the underwriting and adjudication of United States Govern-
ment life and national service life insurance.

It was upon the basis of this joint experience, including advice
from other reliable sources and reference to the various available
reports on the subject, that our national rehabilitation service felt
the urgent need of a new approach to the problem of adequate insur-
ance or indemmnification protection to the members of the Armed
Forces, a so-called fourth insurance program. There are various rea-
sons why we feel that a new program is urgent. The most important
of these is the well-established fact that the national service life
Insurance program was entirely too cumbersome in time of war. The
administrative and other costs are shown to have been excessive; and
at the same time, by reason of technicalities, insurance principles, and
other factors, such a program has failed to provide complete uniform
coverage, The classic example, the one cited several times before the
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House. was that of servicemen A, B, and C. A found it convenient to
carry a S10,000 national service life insurance policy; B carried
=5.000, and C carried none. The three were killed by the same shell.
A’s beneficiary became entitled to benefits under the $10,000 policy,
and B's beneficiary on the 5,000 policy. In each case the benefits were
paid out of public tax funds. C had no insurance, and his dependents
received nothing.

In approaching a fourth program. it has been our view that certain
fundamentals should be taken into consideration. These are:

1. To provide protection for the dependents of those who lost their
lives in response to the call to arms,

2. To protect those who lost their insurability while in service and
cannot buy insurance on the open market at a normal rate of pre-
miun.

3. To protect the present policyholders of United States Govern-
ment life and national service life insurance who wish to retamn
their contracts: and

1. To as<ist those who have been deprived of a lower insurable age
by reason of their time spent in service,

The problem would be easier if we were discussing an original pro-
gram on this subject. One of the main obstacles in the way of a new
program, at this time, is the difficulty in blending existing programs
with a new one, so that the equities shall be well balanced from the
three major standpoints, the service person, his dependents, and the
Government; and that, insofar as practicable, none shall feel they
have been overlooked or short-changed.

Having reached this point, I should like to state that our special
Insurance committee has carefully studied the provisions of S. 84, S.
304, S, 506, and the amended version of H. R. 1, passed by the House
vesterday without a dissenting vote—390 to 0.

While the provisions of S. 84 have retroactive gratuitous features.
it 1s felt that the provisions of S. 304 or S. 506 more clearly cover
the entire problem confronting us at the present time. Therefore,
S. 84 would be piecemeal legislation and would not serve as the answer
to the program that we have in mind for protection of the future
entrants into the Armed Forces.

The provisions of S. 304 and S. 506 now under consideration by
this committee appear to be similar. The Veterans of Foreign Wars
consistently supported H. R. 1, as amended and as passed by the House
Januaryv 24, 1951. H. R. 1 was a companion to these two Senate
bills. The Veterans of Foreign Wars can wholeheartedly support
either S. 304 or S. 506 with the amendments contained in H. R. 1
as passed by the House yesterday.

However, the consideration given H. R. 1 by the Committee on
Veterans’ Affairs does not include our fourth point, which to our
way of thinking is extremely important. Among the strongest ob-
jections to a new insurance program is the fact that the orthodox sys-
tem of insuring members of the Armed Forces eventually would
taper off to where the Government no longer would be in the life-
insurance business. In the views of some, this is letting the veteran
down. It is our view that the present system should be gradually cur-
tailed. but not too abruptly. We feel this way—the more the Gov-
ernment must spend to maintain subsidized life-insurance programs,
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the less there will be available for fundamental benefits, such as com-
pensation, pension, hospitalization.

Instead of leaving the able-bodied ex-service person to rely en-
tirely upon his own resources in obtaining life insurance on the open
market during the period immediately following discharge from
service, 1n the fourth point, we recommended a salient provision under
which the Government would assist the veteran in availing himself
of ordinary commercial insurance.

This feature was included in our testimony before the subcommittee
of the Committee on Veterans’ Affairs. ~Although it is realized
that probably the proposed formula was complicated and was not
readily understood, the intent was to devise some sort of formula
whereby the serviceman could be compensated for the loss of his lower
insurable age by reason of his time spent in service.

In other words, a person enlisting at the of 18 who spends 5 years
in the Armed Forces, has been penalized approximately $2.15 per
thousand per year on purchasing an ordinary life contract upon his
discharge. Projecting this over the life expectancy of the person at
age 23, using the United States Total Population Mortality Table, this
service person would have suffered a financial loss of approximately
$96.75 per thousand. or $483.75 on $5,000 or, if you please, $967.50 on
a $10,000 policy.

You may readily glean from this example that there is a factor to
be considered on the loss of insurable age.

The purpose of this recommendation is to make available to the
veteran a nominal sum with which to go out on the open market and
obtain commercial life insurance. The cost to the Government would
be comparatively small while the availability of a sum to the indi-
vidual would be an incentive or encouragement for him to protect
himself by acquiring a reasonable amount of life insurance.

In conclusion we again thank you, Mr. Chairman and the members
of vour committee, for extending to us the courtesy of hearing our
testimony today. We feel sure that either S. 304 or S. 506, including
the amendments as indicated previously, together with our recommen-
dation. will meet with the approval of all concerned.

The CHAIRMAN, Any questions by the committee members?

Senator BurLer. Mr. Chairman.

The CHAIRMAN. Senator Butler.

Senator BuTLEr. I wonder if Mr. Ashworth could tell us in a few
words exactly what he proposes under his point 4. Mr. Ashworth,
how would you make your allowance?

Myr. AsawortH. Through some sort of formula. In our testimony
before the Committee on Veterans’ Affairs we attempted to have a
formula laid out whereby it would give credit for the length of service
with the monetary payment being handled by the Veterans’ Admin-
istration. .

Senator BuTLer. Your point is, in other words, that the insurance
that the veteran would be getting in commercial channels was going
to cost him more than it would have had he taken this insurance out
at the age he went into the service. Isthatit?

Mr, AsawortH. That is right.

Senator BurLer. And you want to compensate him for that?

Mr. AsaworrH. That is right.
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Senator BrrLer. What T want to know is just how you are going to
compensate him.

Mr. Asuwortir. Well! to cite an example, let u~ take the GI bill.
You have a situation where the Government will guarantee up to a
certain maximum on the purchase of a house. This formula i of the
same ldea. The Government now under the GI bill grants up to 5160
on the interest factor alone. This could be worked on some set formula
whereby the servicemen would enter imto a contract and this amount
of money would be guaranteed to the insurance company to take care
of the difference in premium.

Mr. Kercuauar, Senator. I will agree that the point we have raised
is a complicated one.

Senator Brrrer. Would it not require a lot of manpower?

Mr. Kercuova. Welll I do not think so. 1f a simple formula could
be found but there could be, of course. utilization of manpower. I
sald in my preliminary statement that the answer to the question we
have raised there may be that owing to the fact that this serviceman
had had the gratuitous, free coverage during the period of vears that
he was In service. perhaps he shonld not feel. maybe, that he is being
penalized because of the increased age at which he takes out the com-
mercial Insurance.

Now, 1f we could only persuade these men under this program to
take out a nominal amount of commercial insurance at the time they
enter the service, say. ordinary life insurance. then they would be
covered after they come out from under the indemnity insurance.

The Caamarax, They could protect their age premium in that way.

Mr. Kercaoa. That is right.

The CrHamraax. And since they have a gratuitous indemnity it
would be pretty difficult to say we are going to pay that other man
who wants insurance. Now. what about the fellow who does not want
insurance’

Mr. Kercuta., Well, there. too. you have a problem.

The CramrMAaX. Yes. That has arisen under the GI bill.

Mr. Kercurrar. That is correct, Senator. and we ourselves have
made the point of the man that does not want to take adv antage.

The Cmairyan. It looks like the better way 1s to say there is a
gratuitous indemnity there. and if he 1s out of the Army within a
reasonable number of vears, a relatively short period. he will have
lost something, it is true. if he then wants insurance. But he has
had the pr otection while he was in.

Mr. Kercauoym. That is right.

The CrstRMAN. So. I think vou had better not press that point.

Mr. Kercaun. I was just going to say that if it appears to the
committee and Congress as bemrr devious and complicated and diffi-
cult of administration. celtamlv we are not going to make an issue
of it. We thought, however, that since some people are raising that
question, that we should present it to vou.

The Cuamrax. That is right, and you have presented it.

Mr. Kercuvar. By doing that you will have all the pros and cons.

Senator Burrer. The details of administration yvou speak of are in
the House hearings, Mr. Ashworth, are they not?

Mr. Asaworri. That is right. There is one other factor on the
indemnification I would like o bring out. and that 1s the fact that
during the period of active service the serviceman is not required to
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pay any premium. If he is incurance-minded, he may purchase insur-
ance and use the premiums that he did not have to pay to purchase
insurance on the outside.

Mr. Kercitvar. Yes; to protect himself.

Mr. AsuwortH. That is, to protect himself over and above the
indemnity.

The CizairmanN. Yes. Under this bill he is not protected beyond
the indemnity, is he?

Mr. AsaworTH. Not after 90 days after discharge.

Mr. KercauM. Unless he becomes uninsurable.

The CramrMaN. Yes, he is protected if he becomes uninsurable and
if he wants to reinstate, and even if he had only the ordinary World
War I term insurance he is not placed in a worse position.

Mr. Kercauy. That is correct as to all of those who previously held
policies under USGLI or NSLI even though they had lapsed policies;
they would still have the privilege of making new application.

The CaHamryMAN. Any other questions by members of the committee ?

We thank you very much. QOur next witness will be Mr. Wilson.
M1h Wilson, will you come forward, and you may be seated if you
wish.

STATEMENT OF RUFUS H. WILSON, ASSISTANT SERVICE DIRECTOR
OF AMVETS

Mr. WiLsoN. Mr. Chairman, our national commander was to have
been here today but a death occurred in his family and he has asked
me to appear in his stead.

The Caairman. We will be glad to hear you, sir.

Mr. WiLsoN. My name is Rufus H. Wilson, and I am the assistant,
service director of AMVETS.

AMVETS appreciates the opportunity of appearing before this
committee today in order that we might present our views on Senate
bill 84, Senate bill 304, and Senate bill 506, as well as the House of
Representatives companion bill, H. R. 1. It is a matter of paramount
importance, we believe, for the Congress to make a definite determina-
tion as to what our policy on insurance protection is going to be for
our future servicemen and for our future veterans. Naturally,
AMVETS are very much concerned with the over-all aspects of the
entire Government insurance programs as they pertain to veterans
and we are very glad to see this committee hold these hearings.

At its last national convention in Cleveland in September 1950 the
question of insurance for our servicemen and future veterans was
extensively investigated by AMVETS. Our national service commit-
tee unanimously recommended to the delegates of the convention that
the proposals outlined in what is now S. 304 be enacted into legislation
without delay. As a result of the recommendations of our service
committee, the delegates unanimously passed a resolution in which
proposals very similar to those outlined in S. 304 and S. 506 were
adopted. Thus we appear here today in endorsement of that proposed
legislation.

est we be misunderstood, AMVETS wish to make it clear that we
do not oppose S. 84; however, we feel that this bill does not nearly fill
the need and is merely stop-gap legislation and is a single remedy to a

\
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situation that will occur again and again as future national emergen-
c1es become existent.

In proposing any such marked departure from the Government life
insurance program, we feel it necessary that we give reasons as to why
we are in endorsement. This committee is aware of the fact that the
Hook Commission, which was set up to study means of more efficiently
running the Defense Establishment, made a proposal that $10,000
gratultous insurance be given every serviceman on the date e entered
service, It was stated by the Hook Commission that such a program
would eliminate much of the confusion necessarily incident to the ad-
ministering of a giant insurance program. It was also stated by the
Hook Commission that such an approach would be extremely less
costly than the present Government insurance programs. In addi-
tion to the Hook Commission, the House Committee on Expenditures
in the Executive Departments conducted an extensive research survey
into the Government insurance program and one of the recommenda-
tions they made was that the £10.000 indemnity approach be pursued.

Just last summer, the House Veterans Affairs Committee, which had
been studying this problem for a considerable length of time, passed a
resolution setting up machinery whereby the staff of that committee
might explore extensively into the entire Government program during
the congressional recess. .\s a result of that exploration to which all
interested bodies were invited to express their views, a bill was intro-
duced into the House, substantially the same as what is now S. 304
and S. 506, now pending before this committee, Extensive hearings
were held before the House Veterans Affairs Committee and when the
matter finally came to a vote before that group. the opinion of the body
was unanimous that the gratuitous proposal wa- a sound and justifi-
able approach to the servicemen's and future veterans’ insurance prob-
Jems. Subsequent to House Veterans Affairs Committee approval, the
House unanimously passed a bill almost identical to H. R. 1 and S.
30+ and S. 506. It therefore appears to this organization that this
matter has received quite extensive consideration and it has been the
consensus of opinion of governmental agencies charged with the re-
sponsibility of investigating the Government isurance program that
the present approach which we advocate is the one most likely to
succeed.

It has been repeatedly brought out in testimony before the agencies
mentioned that a continuation of national service life insurance would
result in a chaotic condition i the event of a future war or a future
national emergency. Mr. Harold W. Breiming, the Assistant Admin-
istrator for Insurance of the VA, has testified before the House Vet-
erans’ Affairs Committee and before the Porter Hardy Subcommittee
on Expenditures in the Executive Departments in the Ilouse of Repre-
sentatives, that it was his opinion that the NSLI program would be
impossible to administer during time of national emergency. We
think it self-evident that in such time of emergency when our entire
economy must be mobilized that it would be practically impossible
to obtain the necessary manpower to carry on the present program.
Quite to the contrary, it would take a minimum of manpower to
administer the proposal we advocate. The gratuitous approach to
this insurance problem would be very simple to administer and for
that reason alone. if no other existed, we believe that S. 304 or S. 506
should become law.
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There are many other reasons why the present NSLI program is
not adequate for future needs. There is no universal coverage under
that law for all servicemen. The administrative cost of the pro-
visions of national service life insurance is so excessive that, in our
opinion, if allowed to continue, it will in the final analysis result in
adverse action on the present Government compensation and pension
veteran programs.

In addition to the over-all problems posed by a continuation of
NSLI, there is, of course, another matter which must receive the
serious consideration of the Congress. This Nation is now embarking
on a total mobilization program. We plan on an Army of approxi-
wately 314 million men. We plan a universal military training pro-
gram to last for a considerable length of time. These two events can
only again and again bring more people into the veteran class. We
think it 1s time for the Congress to determine what its obligations
to its servicemen in the field of insurance are. We think Congress
must make a determination as to whether or not it owes an inexpensive
type insurance to veterans of the Armed Forces simply because the
have worn the uniform of their country in time of war or peace. e
in AMVETS think not. It is our feeling that the basic purpose of
any Government insurance program for servicemen is to insure them
against the extra hazards of war, due to the fact that commercial
policies cannot be obtained at normal premium-paying rates while
men are in the uniform of their country. We think that upon the
expiration of a term of service by an individual that the Government
owes only an obligation to him to insure him in the event he has lost
his insurability as a result of service-connected disability. At the
present time we have about 20,000,000 veterans in our Nation. These
men with their families compose approximately one-third of the total
population of the United States.

It is impossible to suppose that the Congress must continually make
special concessions to them by virtue of their sole common denomi-
nator of being ex-servicemen. The 20,000,000 figure quoted is only a
preliminary %gure because if mobilization continues, if UMT is
enacted and extended, the 20,000,000 could easily swell to 10,000,000,
and if the present program is allowed to continue, the Nation is going
tobe in an unenvia%le position of having contracts with a considerable
portion of the population of the entire country which cannot be
broken. In that event, even though administrative costs may have
skyrocketed more, even though the ¥rogram becomes impossible to
administer, it would not be possible for the Con%ress to unilaterally
break the existing contractual rights which would be present. We
think this is a serious matter; and we think the only way it can be
corlljlec{{ed is by the adoption into workable legislation of S. 304, S. 506,
or H. R. 1.

It has been argued that veterans of World War I and IT will lose
their rights to future insurance if these proposals are accepted by the
Congress. A perusal of the bill will show this not to be the fact. No
rights accruing to servicemen or veterans by virtue of their prior con-
tracts will be affected. All rights of reinstatement will continue to
be intact and all rights to new insurance for World War II veterans
will be available for 90 days after discharge. We sincerely feel that
if the presant program is allowed to continue it will, in the final
analysis, adversely affect the pension and compensation programs.
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When this Nation becomes aware of the enormous amount of money
S})ent between 1940 and 1950 for the administration of NSLI, we feel
that public opinion will be aroused to such an extent that it could have
no effect but an adverse one to veterans’ benefits. That fact alone, too,
warrants the serious consideration of this group of S. 304 and H. R. 1.

AMVETS wish to assure you that our organization will never
deviate from its established policy of advocating the best this Nation
has to offer for its servicemen. We shall also never deviate from our
policy of urging benefits for those who are bereaved as the result of
military service of loved ones. But we think the time has come when
we must speak out and state to the people of this Nation that we are
not interested in being a special-interest group. to the extent which
advocation of continuation of NSLI would make us, giving us the
right to wreck the economy of our Nation. By virtue of such a posi-
tion we cannot justifiably advocate the continuation of programs
which might adversely affect our posterity.

AMVETS sincerely urge the Senate Finance Committee to give
approval to the proposal enhanced in S. 304, S. 506, and H. R. 1, as
passed yesterday by the House of Representatives. We are convinced
that it 1s a good bill. It provides a universal coverage for all service-
men. It is infinitely more simple to administer than the present Gov-
ernment insurance program, which cannot be properly administered
in time of emergency. The present program is a costly item being
tacked on to the cost of veterans’ benefits which we belleve will even-
tually affect the compensation and pension programs. This new
approach does not affect the present rights acerued under United
States Government life insurance or NSLI policies. All men disabled
by reason of service to their country will be able to go into the national
service program in the event they are unable to obtain commercial
insurance coverage at normal premium-paying rates upon their dis-
charge. All men are protected for a reasonable length of time after
the expiration of service, in order that they may enter into commer-
cial contracts if they so desire.

Our endorsement of this bill is the result of long study. It is the
result of our belief that the Hook Commission, the House of Repre-
senatives Committee on Expenditures in the Executive Departments,
and the House Veterans' Affairs Committee were right in advocating
the indemnity proposal. It is our considered opinion that these gov-
ernmental agencies and the three veterans’ organizations—Veterans
of Foreign Wars, Disabled American Veterans, and AMVETS—
who support this bill, cannot be far wrong in advocating such a pro-
posal. We therefore respectfully urge that this Senate Finance Com-
mittee see fit to report out a bill embodying all of the ideas advanced
here today. We are convinced that a service will be done to our
Nation if this is accomplished and we are also convinced that the
obligations we owe to our servicemen and future veterans will be
carried out.
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Thank you very much for allowing the opportunity of appear-
ing before you.

The CHAIRMAN. Are there any questions by members of the com-
mittee{ Thank you very much for your appearance, sir. We appre-
ciate your coming here. Our next witness is Major General Walsh.
Will you come up in front here, General Walsh, and proceed ¢

STATEMENT OF MAJ. GEN. ELLARD A. WALSH, RETIRED, PRESI-
DENT, ACCOMPANIED BY VERNON B. VADEN, HEADQUARTERS
STAFF, NATIONAL GUARD ASSOCIATION OF THE UNITED STATES

General WarLsea. Mr. Chairman, I am accompanied by Mr. Vernon
B. Vaden, of our headquarters staff, and we have a very brief state-
ment to make. I represent the National Guard Association of the
United States.

The Cualryax. We will be very glad to hear you, sir.

General WarsH. Mr. Chairman and gentlemen of the committee,
I am indeed grateful of the opportunity to appear before your com-
mittee on a matter of such vital importance to the National Guard as
S. 84, S. 304, and S. 506. ,

T understand that S. 84 is a bill to provide automatic national service
life insurance coverage for any person in the active military or naval
service, or reporting for such active service, on and after June 27, 1950,
until 120 dayvs after date of enactment of the act. This bill, if enacted
into law. will have the effect of providing for the beneficiaries of those
servicemen who, through circumstances beyond their control, were
unable to have applied for and been granted national service life in-
surance before their untimely death.

The unfortunate experience of the National Guard Twenty-eighth
Division in losing so many of their fine young men in the rail dis-
aster of last fall reveals the necessity of this legislation and we urge
its passage at the earliest practicable date.

In my examination of S. 30+ and S. 506 I find the two bills to be
identical. This legislation recognizes the hazardous occupation of
the soldier and citizen soldier and provides a gratuitous indemnity to
his survivors in the event of his death while on active duty. The leg-
1slation is most acceptable to the National Guard and the National
Guard Association recommends its enactment into law.

You will note, Mr. Chairman and gentlemen, that we have made no
reference to H. R. 1. We were, of course, aware of the bill and its
principles and of the retroactive feature but since the bill was not be-
fore this committee at that time we have made no mention of it and
confined our position merely to the Senate file.

The Cramraman. Yes, we understand that. We appreciate your ap-
pearance, sir. Are there any questions, Senator Butler ?

Senator BurLer. No.

The CratrMAN. Thank you very much,

General Warsn. Thank you.

The CrairamaN. Our next witness is Vice Adm. H. G. Hamlet,
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STATEMENT OF VICE ADM. H. G. HAMLET, UNITED STATES COAST
GUARD, RETIRED, PRESIDENT, ACCOMPANIED BY CAPT. F. 0.
WILLENBUCHER, UNITED STATES NAVY, RETIRED, LEGAL
COUNSEL AND VICE PRESIDENT; AND COMMANDER HAROLD B.
CORWIN, UNITED STATES NAVY, RETIRED, ASSISTANT LEGAL
COUNSEL, RETIRED OFFICERS ASSOCIATION, INC.

Admiral Hamuer. Mr. Chairman, I have taken the liberty of bring-
ing along with me the two ofticers who were most responsible for the
study made in this report.

The Craraax. That is all right, sir. You may proceed, and these
gentlemen may remain with vou. You might 1dentify them for the
record.

Admiral Hasyrer. They are Capt F. O. Willenbucher, United States
Navy. retired. legal counsel for the Retired Officers Association and
vice president, and Commander Harold B. Corwin, United States
Navy, retived. assistant legal counsel.

The CrHARdM AN, Proceed, sir.

Admiral Hasxeer. I am Vice Adm. Harry G. Hamlet, United States
Coast Guard, retired. president of the Retired Officers As-ociation,
composed of over 19,000 members. all of whom are retired or active
commissioned officers and warrant officers. Regular and Re<erve, male
and female, of the Army, Navy, \ir Force, Marine Corps, Coast
Guard. Coast and Geodetic Survey. and Public Health Service.

Mr. Chairman and members of the committee, the Retired Officers
Association 1s deeply interested in any proposed legislation to im-
prove insurance benefit~ provided by our Government for members
of the armed services of this country. The general interest and con-
cern with the matter 1s to improve the attainment of a high degree of
national defense. Improved insurance benefits of a more equitable
nature affect national defen<e in the enhanced morale of service person-
nel and their families. Specific interest of the Retired Officers Asso-
ciation in legislation concerning Government insurance lies in the
fact that its members are subject to recall to active duty in national
emergency or war. The Retired Officers Association had for some
time pursued the general subject of Government Insurance, pensions,
and other service benefits administered by the Veterans’ Administra-
tion. It was therefore pleased with the recommendation of the Hook
Commission which studied and made recommendations concerning
pay and allied matters. Among the recommendations which were
made by the Hook Commission was that a direct gratuity be provided
in lieu of national service life insurance. This recommendation was
not included in the Career Compensation Act. Our association was
therefore pleased when the problem of Government life insurance
laws and their administration was made the subject of investigation
and study by a special committee, commonly known as the Hardy
Committee. _

The association followed with great interest the hearings before
this subcommittee of the Committee on Expenditures in the Execu-
tive Departments of the House of Representatives held in May of
1950, and the report made by the full committee, H. R. No. 2761 of
July 31, 1950. Our association has studied and considered the above-
mentioned printed hearings and committee report, together with the



SERVICEMEN'S GRATUITOUS INSURANCE 75

findings and recommendations made in the report. It was therefore
pleased to note the introduction in August of bills in the Congress
containing proposals to provide automatic gratuitous indemnity to
survivors of members of the Armed Forces who die in action, and the
other corollary provisions of the bills affecting present holders of
Government and national service life in-urance policies.

The Retired Officers Association heartily advocates and supports
the general principles of an automatic gratuitous indemmity to sur-
vivors of all servicemen who die on active duty. The above-mentioned
hearings indicated that in many respects the exi~ting national service
life insurance provided for servicenien was not satisfactory for various
reasons, Among the-e reasons are (1) the failure to provide uniform
and equal protection in the form of mcome for dependents of de-
ceased service personnel: (2) the many inequities which have re-ulted
for causes and reasons often beyvond the control of the -ervicemen or
the administering agencies: and (3) the inevitable deterioration in
morale in the services themselves resulting from such inequities 1s
highly detrimental to efficient national defen-e or to the conduct of
war.

Further reasons for classifying the existing ~ervice insurance laws
a~ unsatisfactory are the apparently excessive cost and the complicated
administration, and the unavailability of manpower to administer
such laws in time of emergency. It is needless to attempt to search
for all of the causes of these unsati~factory conditions, whether they
resulted from the attitude of the serviceman himself. his indifference,
his personal disbelief in imsurance or lack of desire to have its cost
deducted from his pay, or whether 1t resulted from administrative
failure in certain areas or localities or services. 'The fact that the
result was not satisfactory i~ the main point.

Our association believes the bill H. R. 1, as introduced in the Eighty-
second Congress and as reported out with amendments on January 17,
to be a distincet improvement over the now existing laws providing in-
surance for servicemen. It embodies provisions giving uniform cover-
age from the time of induction to a reasonable time after separation
from the service and continuance in force during a period of total
permanent disability after separation, an opportunity to continue or
renew such indemnity 1f otherwise uninsurable. and revised provi-
stons particularly applicable to retired officers who are returned to
active duty, against impairment of any benefits extended under present
Government or national service life insurance with possible benefits
under the gratuitous indemnity provisions.

It seems obvious that such an insurance program as is proposed in
the bill would be more workable and equitable than the present
method of offering and providing insurance for servicemen and there
15 strong evidence that it would be less costly to them and to the
general taxpayer. It is firmly believed that the new principles of
%ratmtous indemnity will improve the morale of both the Regular
IYorces and the large numbers now being taken and about to be taken
mto the various civilian components of the Armed Forces. A major
administrative probl_em will be: solved ar}d the services of important
numbers of people in the military services will be saved for more
Important phases of training for defense.

It is the opinion of the Retired Officers Association that the bill
H.R.1as reported with amendments on January 17, 1951, is a more
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complete and satisfactory form for a serviceman’s indemnity act than
the bills S. 804 or S. 506. Our association therefore recommends
such prompt action on this matter as will permit of sound consideration
of the new insurance principles involved. It is sure that this com-
mittee is equally aware of tﬁe importance of finding a final solution
to the problem at as early a date as possible. In view of this situation
it is our opinion that early enactment of a serviceman’s indemnity act,
in its entirety would obviate the necessity of considering or enacting
the bill S. 84 which apparently is designed merely as a stopgap for
persons in active service until a more comprehensive and complete
program can be agreed upon.

In conclusion I wish to thank the committee for affording this op-
portunity to the Retired Officers Association to submit its views on
this important subject.

The %IIAIRMAN. We thank you very much, Admiral. Are there
any questions, Senator Butler?

Senator BuTLer. No.

The CuairmMaN, If there are no questions, we thank you and we
appreciate your appearance, sir.

Admiral Hamrer. It is a pleasure to come, sir, thank you.

The Crairmax. Mr. Ralph R. Lounsbury is our next witness, Will
you come up, sir, and be seated if you wish. Is anyone appearing
with you?

Mr. LounsBury. No, sir.

The Cuarrman. All right, proceed.

STATEMENT OF RALPH R. LOUNSBURY, CHAIRMAN OF THE JOINT
NATIONAL SERVICE LIFE INSURANCE COMMITTEE OF THE
AMERICAN LIFE CONVENTION OF CHICAGO, AND THE LIFE IN-
SURANCE ASSOCIATION OF AMERICA OF NEW YORK, ASSOCIA-
TIONS OF LEGAL RESERVE LIFE INSURANCE COMPANIES

My, Lounseury. Mr. Chairman, my name is Ralph R. Lounsbury.
I am president of the Bankers National Life Insurance Co., Mont-
clair, N. J., but I appear here as chairman of the Joint National Serv-
ice Life Insurance Committee of the American Life Convention of
Chicago, and the Life Insurance Association of America of New York,
associations of leghl reserve life insurance companies.

The American Life Convention and the Life Insurance Association
of America have a combined membership of 226 life insurance com-
panies representing approximately 96 percent of the legal reserve life
insurance in force in the United States. The Joint Committee on
National Service Life Insurance of these organizations was appointed
for the purpose of studyin% the criticisms of national service life
insurance and the remedial legislation that has been proposed. The
membership of the committee 1s comprised of company officials, some
of whom are actuaries.

The life insurance companies are eager to cooperate with your com-
mittee in your consideration of the proposals before you. We stand
ready to furnish you with any assistance that is within our power to
provide. And we deeply appreciate the opportunity given us to ap-
pear before you in connection with this very important subject.

/
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We wish to make it abundantly clear that the life insurance com-
panies fully recognize the need for a Government program which will
provide a measure of protection to the dependents of servicemen while
on active duty in the Armed Forces of our country in time of war, or
who lose their normal insurabiljty while in such service. The life
insurance companies commonly issue complete coverage on servicemen
during peacetime and even in wartime are in a position to offer insur-
ance on a part of the risk, that is, the normal hazards as distinguished
from the abnormal hazards of service in time of war. When the pros-
pects of abnormal hazards of war become too great the private com-
panies cannot issue new insurance to include these hazards without
charging premium rates which are so high that few servicemen could
afford to buy the protection. It is obvious that when the Government
undertakes to insure these hazardous risks at rates based on normal
hazards, the excess mortality cost is borne by the taxpayers, as we
believe it should be. To the extent that the Government insures the
normal hazards Government furnishes coverage which 1s readily
available from private insurers. We recognize however that during
the period of active service while the Nation is at war or in a national
emergency. it is not practical to limit the Government coverage to
death resulting from only the abnormal hazards.

The conclusions of our committee which I am about to present to
your committee have had the approval of the governing bodies of
both organizations. In commenting on the proposals under consider-
ation, we would like to call attention to our firm conviction that to
the extent practicable the Government should not duplicate facilities
or compete with private insurers in those areas of coverage which can
be serviced by private insurance companies.

On S. 84: Tﬁe life insurance companies have not taken a position
with respect to this bill, but the national service life imsurance com-
mittee of the two life insurance company associations has reviewed it
and believes that the principle of providing automatic coverage for
men 1n active service or reporting for such active service on or after
June 27, 1950, and during a reasonable period after the enactment of
the bill, is sound and would assure that no serviceman would be de-
prived of coverage because of failure to make timely application, It
1s assumed that the automatic coverage provided by the bill would
expire 120 days after the date of enactment of the act and that death
thereafter would not be covered, unless the serviceman had applied
for national service life insurance and had otherwise met the require-
ments of the National Service Life Insurance Act. In this connection
the words, “while in such service” appearing in line 7 of the bill
might be subject to a broader interpretation than is intended so as to
grant protection even beyond the period specified in the bill.

There is some question in our minds as to whether the bill contem-
plates that the period of automatic coverage will terminate if and
when the serviceman actually applies for national service life insur-
ance, or whether in the event of such an application the resulting
national service life insurance would be effective immediately, or
whether it would become effective when the automatic protection
expires. Since it appears that the automatic protection will be granted
without premium charge, the simplest solution would be to issue any
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national service life insurance applied for with an effective date to
coincide with the expiration of 120 days after the date of enactment
of the act.

S. 304 and S. 506, providing for gratuitous indemnity : The idea of
granting a uniform gratuitous indemnity to those in active service
has provoked much discussion among insurance people. Some argu-
ments in favor of such a proposal are quite persuasive. It is gen-
erally believed that the elimination of premium payments would
result in a substantial reduction in administrative costs. The sim-
plicity of the proposal has prompted many to contend that the ad-
ministrative costs would be limited to the expense of drawing checks
on the Treasury.

Others point out, however, that even under the gratuitous indemnity
proposal there would still be administrative costs both in the respon-
sible administrative agency and in the Armed Forces. For example,
keeping a record of original beneficiary designations and subsequent
changes, determination of eligibility when claims are incurred and
other correspondence would not be eliminated. On the other hand,
the keeping of records by the Armed Forces would be substantially
reduced. But even in this area it should be recognized that there
would be some paper work and certainly manpower hours would be
consumed 1n explaining the terms and provisions of the indemnity and
helping servicemen to file beneficiary designations. Taking every-
thing 1mto consideration, the gratuitous indemnity proposal would
satisfy any demand for uniform benefits about which we shall com-
ment latter, and would probably produce substantial reductions in
administrative costs that would be some offset to the increased total
benefits that a uniform indemnity would create.

If T may interpolate here for a moment, I heard Mr. Breining
quoted a good many times on this subject of being unable to carry
national service life insurance through another emergency. I suspect,
through many conversations I have had with him, that he is being a
little misquoted and misinterpreted, and I suggest you may consult
with Mr. Breining as to what he meant by the statements quoted.

The Cramman. Thank you.

Mr. Lounseury. Those who have misgivings in reference to the
gratuitous indemnity proposals point out that it would not be con-
tractual and hence over a period of years might lack stability. Any
tendency toward frequent changes in benefits might tend to create
inequities among those who die at different periods under the in-
demnity proposal and additional inequities between those under the
indemnity proposal and those already having contractual benefits of
USGLI and NSLI. It is also contended that the plan would super-
impose another system of Government benefits on top of social secu-
rity, survivors’ compensation, USGLI, and NSLI, and new incon-
sistencies might be introduced. Survivor compensation payments,
which are also gratuitous, are not continued if the widow remarries,
are only paid to children under age 21 and to father or mother, only
if they are dependent. These limitations are more restrictive than
is contemplated under the proposed gratuitous indemnity proposal,
which provides that the gratuity payments will be made to bene-
ficiaries designated within a class. For example, under S. 304 and
S. 506, parents and brothers and sisters may be designated to re-
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celve payments even though not dependents. A remarried widow,
or a child over age 21, would be entitled to receive death gratuity
payments, but would be disqualified to receive survivorship compen-
sation benefits. There is also concern in some quarters that the adop-
tion of the gratuitous indemnity would not preclude the addition, at
some future date, of still another insurance system, thus further com-
plicating the over-all system of benefits.

There is not complete agreement on the question of uniform bene-
fits, although in time of war when a large percentage of the death
benefits are paid out of general revenues, many observers find it diffi-
cult to defend the present system which leaves the amount of the
benefit in the event of death dependent upon a previous decision of
the serviceman himself. Those who oppose the involuntary method
inherent in the gratuitous indemnity approach point out that other
gratuities paid by the Government on account of death in active service
are not uniform, that every serviceman does not need the maximum
life insurance coverage available, and that the original aim of na-
tional service life insurance was not to provide an indemnity in every
case, but rather to offer the serviceman an opportunity to protect his
dependents and his insurability while in the service to an extent de-
termined by himself, up to a maximum of $10.000,

The opponents of the gratuitous indemnity proposal fear that once
established it would be difficult to carry out the proposed termination
of gratuitous benefits at the end of a war when mass demobilization
is in process. Even if the intention to terminate gratuitous benefits
were adhered to, there might be a strong temptation to amend the law
to provide that every veteran has the right to take a policy under the
National Service Life Insurance Act whether his insurability had been
impaired by his service or not. The pending bills provide that a
holder of a United States Government life insurance or national serv-
ice life insurance policy may obtain the gratuitous indemnity coverage
by dropping his policy and later reinstating it following release from
active service. This right conceivably might arouse protests from in-
surable servicemen who never held a USLGI or NSLI policy and
hence were denied the right to take out'a Government policy when
they retired from active service. This inconsistency in treatment
might be urged as a basis for liberalizing the law so as to permit all
servicemen to take out a Government policy upon release from service.
If this should happen, the Government will fail to discontinue the
load of administrative costs attendant upon the wholesale right of
veterans to continue Government insurance. The end result of tam-
pering with the termination provision can only be surmised. The
members of your committee are in a better position to judge these
possibilities than we are. _ _

Senate bills 304 and 506 have also been examined by our committee
from the technical standpoint and we offer the followin observ?,tions :

(a) Section 5 of each bill sets forth the right of a serviceman
insured under national service life insurance or United States Govern-
ment life insurance to surrender his policy and after separation from
active service apply for reinstatement thereof. This privilege is
restricted, however, to policies issued under a permanent plan. Many
servicemen may not wish to abandon their national service life insur-
ance term policies if they are not assured that they may reinstate them
following separation from active service. To preserve the privileges

-
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granted under section 5 they could nevertheless convert their term
policies to permanent-plan policies. Since they could obtain the
benefit of section 5 through this indirect method, it would seem advis-
able to expand section 5 so as to permit the reinstatement of a lapsed
term policy following separation from active service,

H. R. 1 which was reported with amendments on January 17, 1951,
by the Committee on Veterans’ Affairs of the House includes a pro-
vision which permits reinstatement of a national service life insurance
or United States Government life term policy, the term of which
expires while the ,serviceman is in active service, but evidence of
imsurability must be furnished. We doubt whether this amendment
squarely meets the question we have raised since the reinstatement
privilege is conditioned upon the furnishing of evidence of good
health satisfactory to the administrator, and seems limited to the
situation where the term policy expires during active service. A
veteran who dropped his term insurance and later became uninsurable
would be deprived of reinstating his term policy. In such an event,
he would only have the right to have nonparticipating Government
insurance issued to him. This might mean the loss of disability waiver
of premium benefits for both service-connected and nonconnected total
and permanent disability. His rights would be restricted to those
contained in H. R. 1. %pon release from service in noninsurable
condition, the veteran would only be entitled to nonparticipating
Government insurance with disability coverage only for service-
connected disability. These inconsistencies in treatment between par-
manent and term policyholders emphasize the difficulties attending an
integration of existing systems with the proposed gratuitous in-
demnity.

() A serviceman who surrendered a permanent-plan policy of
national service life insurance or United States Government life
insurance can upon application in writing within 90 days after separa-
tion from active service (1) be granted a new policy on the same plan
or (2) have the original policy reinstated without medical examination
upon payment of the required reserve and the premium for the current,
month. To make clear the terms on which these transactions would be
carried out, it should be specified that in the case of (1) the new policy
granted would be at a premium rate for the attained age, whereas in the
case of (2) the original policy reinstated would be at a premium rate
for the age at issue of the original policy.

(¢) Section 10 provides that a serviceman who upon release from
active service is found to be suffering from a disability or disabilities
for which compensation would be payable if 10 percent or more in
degree, which renders such person uninsurable at standard rates for
orgirnary life insurance according to the underwriting practices of
nongovernmental insurers, shall be granted nonparticipating insur-
ance provided application is made within 1 year from the date of re-
lease from active service., H. R. 1 as amended contains the same
right except there is no requirement that the application be made
within 1 year from the date of release from active service. The 1-year
requirement in S. 304 and S. 506 may create hardship, for example,
where due to mental disability application is not ﬁledp within the re-
quired period.
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On the other hand the unlimited provision of ¥H. R. 1 as amended
would open the door to applications for such nonparticipating insur-
ance for years after release from active service. Since the life insur-
ance companies firmly believe that the privilege granted in section
10 should apply only when the serviceman is unable to obtain standard
insurance from private companies, we feel that there should be some
time limit on the right to exercise the privilege. The test should be
whether at the time of release from service the serviceman can obtain
a standard policy from a private company. H. R. 1 as now worded
would seem to grant Government life insurance whenever a service-
connected disability and noninsurability is established, even though
following release from service the veteran obtained or was able to
obtain standard insurance from a private company.

Recommendation with respect to rights upon discharge from serv-
ice: While the insurance companies are of more than one mind on
some aspects of the proposed legislation, there is complete unanimity
on one point in connection with Government life insurance or gratui-
tous indemnity. We firmly believe that the Government should not
provide life insurance coverage for a discharged serviceman whose
physieal 1msurability has not been impaired while in service. "

Senator ConNarLLy. Is that because vou represent the insurance
companies and do not want that competition?

Mr. LounseBury. Well, Senator, I really think that the Govern-
ment ought not be in competition with private business where pri-
vate business is able to furnish service on a good basis, competitive
basis.

Senator CoxxarLy. All right. I thought that was your answer-

Mr. Lounseory. Private insurance companies are in a position to
meet all of the insurance requirements of these men. Government
insurance for these veterans can only be justified as a device for grant-
ing a subsidy in the cost of his life insurance. We offer no opinion
as to the desirability of granting financial recognition to veterans.
But we submit that 1t is abundantly clear that the granting of such
recognition should not involve the establishment of a huge Gov-
ernment life insurance business. with the excessive administrative
costs being paid out of public funds.

The studies that have been made with respect to national service
life insurance prove beyond question that the present right to take out
Government insurance upon discharge from service has produced
many problems and has benefited only a small percentage of the vet-
erans. The tremendous reduction in national service life insurance 1
force following World War II suggests that most veterans feel, as
we do, that their insurance needs can be better served by private
companies. The persons now covered by NSLI include an estimated
million and a half men now in service, and the veterans who are unin-
surable as well as those who chose voluntarily to continue national
service life insurance protection. With respect to this latter group,
no small measure of the result can be attributed to the efforts of the
life insurance agents throughout the country who did everything they
could to encourage veterans to continue their national service life in-
surance coverage. Without this voluntary service on the part of the
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agents the insurance in force today would undoubtedly be substan-
tially less.

Notwithstanding the generous subsidies involved in the national
service life-insurance Sy <tem, the vast majority of veterans have dis-
continued their national life insurance. And it seems obvious to us
that if the cost of administration of a Government mutual life insur-
ance system were borne by the policyholders a veteran would be ill-
advised to choose Government coverage in plefelence to private life
Insurance with its greatly superior service. A Government insurance
system offering insurance to insurable veterans duplicates and com-
petes with private life insurance. From the standpoint of the Gov-
ernment. it multiplies and projects into the future the high adminis-
trative costs which have been s¢ amply established by the recent
studies. It defeats the primary objective of reducing the adminis-
trative expenses now being borne by the taxpayer, w 1thout benefitting
any large proportion of the veterans who have been dischar ged from
service,

We recognize with respect to these veterans who have become im-
paired physically while in service and have thereby lost their normal
in~urability. that it is the duty of the Governnient to permit them to
apply for and obtain insurance without penalty for the impairment
mcurred. Any excess mortality arising in this group should be paid
for out of general revenues. But with respect to the other veteran-,
we str onfr]\ urge that under any plan adopted the Government
function cease when they leave service. The adoption ot such a rec-
ommendation would be a long step toward simplifying one of the
most difficult problems now before your committee, the maintenance
of equity between existing national service life-insurance policy-
holders and future pohcyholdels If msurable veterans, upon dis-
charge from service, buy private insurance instead of taking out Gov-
ernment insurance, the problem of equity will be limited almost
entirely to the rights of men who are in active service.

Any objective studv of the USGLI and NSLI systems will demon-
strate that many of the present difliculties have resulted from the
(Government covering insurable risks after discharge. The time has
come when this unnecessary Government activity should be discon-
tinued. This recommendation applies regardless of whether national
service life insurance 1s continued or whether the gratuity indemnity
proposal pending before your committee is adopted.

As presented, S. 304, S. 506, and H. R. 1 provide for a discontinuance
of the gratuity eh01t1\ after the cessation of active service and contain
no provision giving the veteran the right to replace the gratuity with
Government life insurance unless he is uninsurable or had such insur-
ance previously. This makes the bills conform to the principle which
we endorse as indicated herein. YWe emphasize the principle of no con-
tinuation of the gratuity, or insuarnce in lieu thereof, after service
terminates for those who leave the service with their 1nsur‘1b1]1ty unim-
paired by such service because an amendment may be offered to add
such a privilege. The life insurance companies wish to be on record
as opposing any such amendment.

The Cuairman. Are there any questions by members of the com-
mittee? If not, we thank you very much, sir.

Mr. LounsBury. Thank you, gentlemen.
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The CratrMAaN. Mr. Gordon McKinney, come forward, please, and
you may be seated if you wish.

STATEMENT OF GORDON McKINNEY, ACTUARY OF THE NATIONAL
ASSOCIATION OF LIFE UNDERWRITERS

The CramrMan. Mr. McKinney, you are appearing in behalf 6f the
National Association of Life Underwriters?

Mr. McKin~ey. I am, sir.

The CHARMAN. You may proceed.

Mr. McKinNey. My name is Gordon McKinney and I am actuary
of the National Association of Life Underwriters. I have been very
vitally interested in this subject for some time. As a matter of fact,
I was the only witness outside of the Government agencies called to
appear before the Government Operations Committee last year.

s I stated, I am appearing on behalf of the National Association
of Life Underwriters, a Nation-wide professional association of life
insurance field men, with more than 54,000 members.

Our association would like to express its appreciation to your com-
mittee for the promptness with which you are holding hearings on
this bill and also to thank you for the privilege of appearing.

As life-insurance agents, general agents, and managers. our mem-
bers have been very closely associated with national service life insur-
ance. In 1945 we cooperated with the Veterans’ Administration and
held more than 400 seminars throughout the United States to famil-
iarize our members with the rights of returning veterans. Since then
our members have been responsible for reinstating and converting
billions of dollars of NSLI and, in addition, have assisted widows and
dependents of servicemen, who defended us with their lives, in obtain-
ing their benefits under NSLI. We feel our members are well quali-
fied to comment on NSLI in action.

Proper approach: One of the greatest temptations which faces any
group when commenting on proposed or existing legislation is the
temptation to advocate their own selfish interest. From our members’
viewpoint it is hard to determine whether NSLI has been good or bad.
True, they have reinstated and converted tremendous amounts of
NSLI at the sacrifice of a sale and for no remuneration. One the other
hand, this service has created untold good will, developed many per-
manent clients, and has led to many preferred leads and prospects.

We would assure you that this testimony will be based on estab-
lished facts. We realize that our democratic way of life is facing
an all-out struggle for survival. The surest way for the free world to
lose that challenge is for various countries or for groups within one
country to press solely for their own advantage. On a subject so
vital to our servicemen and veterans the only proper approach is,
What is the Government’s obligation to our servicemen and veterans
and how best can that obligation be met in the interest of those serv-
lcemen, veterans, and the country as a whole?

Before considering the above bills it would seem wise to present,
as a background, a summary of existing survivor benefits for service-
men. We would refer you to material developed by the Bureau of
the Budget (see House Committee Print No. 299, pp. 20-26). A
copy of this material is attached hereto. Under the heading “Exist-
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ing programs providing economic protection to survivors of service-
men,” it summarizes the benefits under military death gratuities,
veterans’ compensation benefits, NSLI, and old-age and survivors
insurance. The commuted value of these benefits at the date of death
of the servicemen is shown below.

Commuted value

at date of deaih

of gservicemen

For widow age 28, no childdven____________ __ ______ ____ ________ $40, 150-%486, 300
For widow age 28, 1 child,aged____________ e 56, bd0- 62, 000
For widow age 28, 3 children, ages 1,5, and T ____ 73, 850- 80, 000
For dependent mother age 60____ _ __ e __ 26, 450~ 32, 000
For dependent father age 65, and mother age 60 __________ 36, 550— 42, 700

These figures are significant. They are indicative of the benefits
now available to survivors of servicemen.

Facts about NSLI: The Eroblem facing your committee is a simple
one to express, Should NSLI be replaced by a gratuitous indemnity
program? In this connection, we would like to summarize some of
the pertinent facts developed before various committees of the House
last year.

1. NSLI was in effect a gratuitous program. Notwithstanding the
fact that NSLI charged premiums, paid dividends, and generally
copied the approach of commercial-insurance companies, its results
were more gratuitous than insurance protection. In the years 1940
to 1945, 418,776 of the 470433 total death claims—i. e., 89 percent
of the death claims—were held traceable to extra hazard and were
paid for by the Government, not the NSLI fund. In spite of this,
NSLI did not provide uniform coverage. Ten percent of the casualties
were not covered and their dependents received no benefits. Only
56 percent of those owning NSLI had the full $10,000 of protection.

2. NSLI was discriminatory. World War IT proved that officers
could afford NSLI and that many enlisted men could not. A samipling
of four casualty lists showed 22 percent of the GI’s and 7 percent of
the officers without NSLI. The officers in practically all cases had
$10,000 and the GI’s had an average of $5,900. That is, NSLI by
being dependent on willingness and ability to pay, in fact discrimi-
nated against the GI’s even though all war claims were paid as a gift
from the Treasury.

3. NSLI and veterans. Only 1 in 6 veterans retained their NSLI
in 1949. The startling development, however, was that, in the words
of Mr. Breining, of the Veterans’ Administration, only those in the
more affluent class retained their NSLI. In other words, the execu-
tive and professional group kept NSLI while those in the lower-income
brackets, who needed this cheap protection, retained a woefully small
amount. In effect, therefore, the tremendous cost to the taxpayer of
extending NSLI has benefited the better-income groups and not a cross
section o%the veterans as a whole.

4. Aviation cadets. The aviation cadet story is an interesting side-
light. Congress, feeling that aviation training was a dangerous oc-
cupation, passed a special act granting all aviation cadets $10,000
NgLI, the premium to be paid by the Government. However, if a
cadet died in training, his claim was quite properly held to be due to
an extra hazard cause and was paid for by the Government. In turn,
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when the NSLI dividends fell due, the dividends were held payable to
the cadets. In brief, the Government paid the premiums, the Gov-
ernment paid the claims, and the cadets received the dividends. Tt
is interesting to note that if the cadets had been granted a gratuitous
indemnity of $10,000, the Government could have saved 40 percent
of its cost.

5. Administrative expenses. Based on work completed by the Bu-
reau of the Budget, an estimate of the administrative expenses in-
volved in NSLI was obtained for the first time since the law was
enacted. This estimate indicated more than $80,000,000 of expenses
in various Government agencies for fiscal year 1950. This estimate
did not include all governmental costs. Some of the expenses ex-
cluded were the costs of the Army and Navy. These were placed at
around $4,000,000, involving 11,000 personnel. If I might correct the
Congressman’s statement this morning to the committee, I believe
that he said 7,000 or 8,000 servicemen were involved in 1945—actually,
going back over the hearings before the Government Operations Sub-
committee, that figure was for the Armed Forces and not for the
Navy, and in the Navy’s testimony, they said their personnel would
correspond proportionately to the Army. Applying that approach
Mr. John Q. Public indicated that the 11,000 servicemen involved
in 1945 thought that $25,000,000 was going into the war effort while
actually 1t was going into national service life insurance. The 11,000
personnel in the services were involved in the national service life
Insurance, the equal of a division of troops. Considering the whole
gicture, we concur with the statement of the Government Operations

ubcommittee which indicated that the administrative expenses in
fiscal 1950 were at least double the $£5,000,000 figure appearing in
the Federal budget.

6. Manpower and administrative difficulties. Personally, we agree
with Mr. Breining’s statement when, on May 27, 1950, he emphasized
the tremendous administrative problems faced by the Veterans’ .Ad-
ministration. Over a 5-year period, the Veterans’ Administration
found itself handling over $121,000,000,000 of NSLI. This volume
of business was more than four times the size of the largest life in-
surance company at that time. This workload was piled on the Vet-
erans’ Administration during a period when there was a shortage of
manpower (particularly 1alualiﬁed manpower), supplies, space, and
many other essentials. NALU’s compliments go to Mr. Breining
and the Veterans’ Administration for the enormous job they handled.
The surprising fact is that they did as well as they did. In view of
these circumstances. however, we must take Mr. Breining’s statement
seriously. He stated that from an administrative—i. e., manpower,
supplies, etc.—viewpoint, NSLI could not meet another emergency.

And on that point, Senators, if I might digress, the last witness
raised some question as to whether Mr. Breining meant that statement
or not. I just happen to have with me some extracts of hearings on
May 25, 1950, and if you would like them filed, I would be glad to
submit them. They speak for themselves.

The Crairman. Yes, you may file it for the record.

Mr. McKin~xey. Thank you.
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(The extracts referred to are as follows:)

ExTrAcTs FrROM HEARINGS BEFORE THE COMMITTEE 0N EXPENDITURES, SUBCOM
MITTEE ON GOVERNMENT QPERATIONS, THURSDAY, MATY 23, 1950

Mr. Harny. Mr. Breining, we are proceeding toward the close of these hearings,
I wonder if you have any specific suggestions concerning any legislative changes
which may be needed to bring about real efficiency either with respect to this
program or with respect to any future program,

Mr. BreINING. I would not be in a position to make any observations on that
because I have not discussed it with the Administrator, first, and second, it is
the Administrator’s policy to not make recommendations to the Congress in
connection with legislation.

Mr. Harny. I take it from that then that he is pretty well satisfied and you
are pretty well satisfied with the authority you already have under the act and
You do not think that any changes are needed?

Mr. BrEINING. I do not think, if the present system of insurance is to be
continued, that there needs to be any changes.

Mr. Harpy. Of course you are aware, Mr. Breining, that as the chief adminis-
trative officer in the Government of the national service life insurance program
you are in a better position to see the deficiencies in legislation than any other
person. I think you recognize that?

Mr. BreINING. I thought so before I came before the committee,

Mr. Haroy. T am asking you for an expression on specific deficiencies which
you have observed in legislation.

Mr. BrErNiNG. Personally?

Mr. HarpY. That is right.

Mr. BreiNiNg. Mr. Chairman, if I understand you correctly, I would have to
have a little time to rather explore the subject. But to think out loud right now,
necessarily I have thought a great deal of this. I have thought of alternate
systems. I recognize that whether it is a billion dollars or whether it is $800.-
000.000 that it is going to cost in the next 10 years, or $600,000,000 or $400.-
000,000, it is a lot of money. In any event. without regard to the accuracy of
the Administrator's figures that have been submitted, it is a costly program
administratively. I think there is no question about that,

In time of emergency I think the manpower to operate an insurance system,
projecting in the future, would probably not be available. I am thinking of an
insurance system of this character. I base that on the difficulties that we had
in connection with the operation of the insurance program during the last war.
Many of our difficulties, even up to today, were due to lack of personnel, space,
and equipment.

Mr. Harpr. Now you are talking about lack of personnel.

Mr. Brer~TSG. I am thinking now in terms of emergency. During the period
of emergency when manpower was of the essence almost to the successful
prosecution of any effort I do not think that the present type of system could be
operated any more satisfactorily than it was during the last emergency, and I
doubt if as satisfactorily because probably the next emergency that we get into,
and God forbid it, it will require greater mobilization of manpower.

Therefore, you get around to the proposition of, should there be a free insur-
ance system, assuming that we conclude that contributory system such as we
have now is not practical during a period of emergency? Whether you call it
insurance—and unfortunately insurance is a word that is much misused—
pensions, all compensation, anything in the nature of a gratuity partakes of the
substance of & pension.

We have presently on our statute books a provision for the payment to
dependents of persons dying in the Armed Forces in line of duty which you could
denominate insurance if you wanted to broaden the word but which I think is
really a gratuity, and it has been so held by the courts although I am not thirk-
ing of it in legal terms.

Now. if you have an administrative system which provides for adjudication
of the rights of a beneficiary to a gratuity, from the United States in the event of
the death of a person upon whom they are dependent, why have another system to
pay another gratuity? If the pensions are inadequate, then your pensions shounld
be altered. If vou believe there should be some extra settlement at the time of
death. similar to what is generally known in the insurance business as a clean-up
policy, then you might through your system of pensions make a pa¥yment of a
certain sum immediately upon death: maybe for the ensuing 5 months larger
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payments than you would ordinarily make in the ordinary pension system and
thereafter revert to the regular pension payments.

Mr, Harpy. You are thinking in terms of a system which might be employed
in the event of another war?

Mr. BREINING. Yes, sir; that is what T am thinking in terms of.

Mr. Harpy. You are thinking that in the event we have another war we would
not be able to use the present NSLI legislation?

Mr. BREINING. I think from a manpower standpoint it would not be satisfac-
tory. (Mr. Breining explained the difficnlty ¢f obtaining manpower in World
War I1.) I cannot see a better situation in the next war.

Mr. Harpy. You think it is likely to be worse?

Mr. BREINING. It is likely to be worse and I do not think we ought to repeat
the experience that we had in this last war.

Mr. Bur~sIDE. In the light of this statement you have just made, and 1 think
it is a very good picture of what is liable to happen, would it not have been much
better for all parties concerned, and certainly much better for this one-ninth
that was not covered, if we had had automatic insurance coverage for every per-
son in the service and taken the fund out for the coverage for everyone and then
we would not have had this one-ninth of people (without insurance). the worst
risks, the ones you have had the most trouble with, their families, and so forth.
Would it not have been better to have had uniform coverage for everyone?

Mr. BrReiNINGg. I think if you are going to give a gratuity it is wasteful admin-
istratively to have several systems. I think if you are gaoing to have a gratuity,
let us give it as a pension or compensation or whatever you want to call it. Let
us have one qualification for it. X.et us have one adjudication for it and not
have the situation, assuming that we did have free insurance during the last
war, where you would have a system set up for the adjudication of pension
claims, another set-up for the adjudication of $10,000 free insurance, and then
you would have another one where vou give 6 months’ pay to the person. You
have really three, what I would call, gratuities.

It would seem to me that the thing administratively to do is to determine
what you want as a matter of policy, what you want to give, and parcel them
all in one and have just one administrative set-up to dispense that gratuity.

Mr. Burnsipe. Could we not have the same insurance system that we had and
cover everyone?

Mr. BreixinGg. I do not think so because the present one is contributory.

Mr. BurnsipE. Could we not have everyone contribute and set it up the same
way?

Mr. Breixixe. I doubt it. I doubt whether even the Congress could compel
4 man to enter into such a contract as we have now. They could certainly re-
duce the man’s pay by $6 or $8 and say, “We are going to give you $10,000 insur-
ance.”

Mr. HArpY. We might increase his pay enough to take care of it.

Mr. Breix1nG. I do not think it should be paid as a consideration on the part of
the man for the contract. If it is going to be given, it ought to be given.

Mr. BoLtoN. It could be worked that way. actually give them the insurance.

Mr. Breixixg. There is no question about it. I would not call it insurance.
I would not have this thing. I would just simply ask, what does Congress want
to do for these beneficiaries? What does Congress want to do for the man him-
self if he is disabled” And give it to them in one package. I would have one
administrative organization.

Mr. BoLtoN. Would that be your recommendation in case we had to do it?

Myr. BrEINING. That would be my personal opinion.

Mr. Harpy. It would be a whole lot less costly than trying to pursue it through
this other machinery anyway?

Mr. BreINING. Yes: it would save the cost of the various administrative
set-ups.

Mr. Harpy. Aside from your manpower problem?

Mr. BREINING. Yes.

Mr. Dorsey. Is there not another advantage, Mr. Breining? Under the present
law each policy holder has a contract and not even the Congress or anyone else
can violate that contract; it is gnaranteed. However, if it were on a gratuitous
basis, the Congress could from time to time revise what they would give either
upward or downward under certain circumstances, and the decision of the Admin-
istrator could be final. Is that correct?

Mr. Brerxing. I think from a legal standpoint, to which I think the counsel
was addressing himself, undoubtedly if it were in the form of a gratuity Congress



388 SERVICEMEN'S GRATUITOUS INSURANCE

could do anything it wished with it. Congress would then maintain complete
control at all times over the situation, and from a legal standpoint I think it
would be absolutely sound.

As a matter of fact, in the so-called economy bill of 1933 that very thing was
done, and although the repeal of war-risk insurance was challenged in the courts,
and the Supreme Court in the Lynch-Wilmer decision did set aside the legislation,
there w:us no challenge, no question that Congress as far as the gratuity is con-
cerned can give it or withdraw it.

Mr. HarpY. You made some mention awhile ago about thix discussion of yours
being related to a future emergency in which we might find ourselves, Do you
feel that we need a peacetime insurance program for men in the military? Com-
mercial companies write policies without any war-risk clauses.

Mr. BreIxing. I really think this is a matter of policy. It is whether or not
the Congress wants to have an insurance program or whether they want to give
a gratuity.

Mr. HarpYy. Do you see any real need for it? I am not trying to get a policy
expression from you on it. DMy question is this: If the commercial insurance
companies provide policies without war-risk clauses. what could be the essential
justification for a governmental insurance program?

Mr. BreiNina. I think that personally it is much more effective if Congress
would give any gratuities directly rather than through any secondary instru-
mentality so that Congress could maintain complete control of them and avoid
any contractual relationship,

Mr. Harpy. Except with respect to persons who may have lost insurability
because of war service, is it not true that the only other factor that has any
considerable merit would be the factor of reduced premiuin?

Mr. BreINING. Of course the real reduction in premium there would simply
represent itself in the administrative cost that the Government would be bearing.

Mr. Hagpy. That is exactly my point. If the Government bears administrative
cost, it would reflect itself in reduced cost to the insured. Is that about not the
only factor?

Mr. BreiNING. That is about the only factor I can see.

Mr. BoLton., Do you think the Government should continue maintaining the
administrative cost in peacetime?

Mr. BReiNING. As to policies outstanding I think that is a contractual obliga-
tion of the Goverment which it cannot avoid. Now as to any future policies, of
course Congress can lay down any equitable principles which it so desires.

Mr. BorToN. I notice most of the information directed te the payment you are
making to these veterans mentions a dividend. Now has there ever been any
statement made to these veterans how these dividends were accumulated? I
mean it in this way: Apparently these dividends resulted from a subsidy by the
Government.

Mr. BreiNIxG. I would not say that those dividends in any way represent a
subsidy although I might have persons take other views.

Mr. Borton. They were not dividends in the normal sense of dividends of life-
insurance companies.

Mr. BreINiNG. I think they were exactly dividends in the normal sense in that
they were surplus.

Mr. BorroN. Do you mean to tell me that you regard these dividends in the
same sense in which commercial life-insurance companies regard their dividends?
In other words, do you think they come from the same source?

Mr. BREINING. Yes, exactly.

Mr. BoLToN. Now the commercial life-insurance companies of course maintain
their own administrative costs; is that correct?

Mr. BreIiniNg. That is true. .

Mr. BoLton. They meet all obligations with reference to their insurance policies
in case of death; is that correct?

Mr, BrEINING. That is true.

Mr. BoLToN. The Government guarantees a return of 3 percent on the invest-
ment? ’

Mr. BREINING. Yes.

Mr. BoLron. Notwithstanding all these Government benefits—I put them bene-
fits—and add to that the payment of the administrative costs, you regard these
dividends in the same sense as dividends by an ordinary life-insurance company ?

Mr, BreiniNG. Yes, but I think you have to consider that the Government does
bear the administrative expenses, I think it is unfajr to the insurance compa-
nies to compare our dividends with theirs for that.: reason.

Mr. Borro~. That is exactly the point I am making.
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Mr. BreiNiNG. They are both dividends but I do not think it is fair to the
insurance companies to compare this insurance with their insurance.

Mr. BoLtoN. That is just the very point I am making.

Mr. BREINING. Because of the fact that the (Government does pay administra-
tive costs. They are still dividends but they are not comparable to that extent.

Mr. BorroN. That is just the point. For instance, back in my territory at least
there seems to be a feeling that the insurance companies are overcharging because
the policyholders are not receiving the same returns that the insured do under
Government insurance. Now you are calling these dividends and the impression
back home is that they are dividends. Now do you think it is fair to the com-
wercial insurance companies to allow that impression to exist?

Mr. BReINING. The Veterans’ Administration has never given any information
out that would foster such an idea.

Mr. BoLtoN, Do you not think it is fair in justice to the commercial life-
insurance companies to give a brief résumé to these policyholders where this
money comes from and how you obtained these dividends?

Mr. BReINING. I think that to give such a résumé is unnecessary and if we gave
it in language that we would have to give it in to protect ourselves, I doubt if
they would understand it.

Mr. BoLrox. The only thing I wanted to point out is that certainly from the
standpoint of efficiency, as brought out here in our study, it would show to my
mind that the old-line companies necessarily operate more efficiently than the
Government could possibly operate. Because of the fact that these dividends
seem to be so large in comparison with dividends from the old-line companies,
the reverse impression is getting back to the policyholders.

Mr. BrExnNING. I think it is an unfair impression to create in the public mind
that the companies do operate so much more efficiently than the Veterans’ Ad-
ministration. I think we are operating efficiently,

Mr. BortoN. Just as efficiently ?

Mr. BrReNING. I think so under the circumstances.

Mr, BorroN. You disagree with the Hoover Commission?

Mr, BrREINING. I certainly do. I do not think the Hoover Commission is factu-
ally sound and certain of its observations regarding relative efficiency,

Mr. BorLTon, If I recall, it takes only 1 man to 1,800 policies to handle 1,800
policies, whereas the Government takes 1 man for every 300 or 400,

Mr. BreiNING. They took our force on that and they excluded, as far as I can
figure on that, all their agency persons and branch office personnel, and also
they did not take into account the fact that we receive six remittances against
about two that they receive a year, or the other operations. I think, generally
speaking, that the insurance companies operate efficiently and effectively and I
have a high regard for those companies but I think that to compare the Veterans’
Administration during the time when we were still in a period of emergency and
project that into the present tirue when we have gotten out of that emergency
to a very great extent, I think is unfair to the Veterans’ Administration.

Mr. HaroY. I think I might make this observation which I believe would be
founded on as good a basis as that which was presented to this committee in
support of the belief that there should be greater centralization of this Govern-
ment, that in here and in our system of government is an efficiency or lack of
efficiency by comparison with commercial operation. Competition itself forces
efficiency in commercial operation Whgeh is totally missing from any govern-
mental agency. You do not compete with anybody. So that regardless of the
caliber of people that we have, our system does not lend itself to automatic im-
provement in efficiency, and the extent of eficiency which we achieve is based on
the initiative of the people that we have in there who put forth intensive efforts.
T think we have done considerably in some agencies of the Government but, God
knows, we have a lot to do yet to get on the basis of efficiency which we ought to
have. I say that without, at least at present, pointing a finger at any individual.

Mr, BreINING. Mr. Chairman, I did not intend to relate any stigmatizing of
the Government life-insurance program to this committee. I did intend to
relate it to the widespread dissemination of certain information which at best
is stale and it is being published currently in newspapers about this 4 1o 1,
and all of that. In any event, if it were true in 1948, which I do not think
is fair or accurate, we have come so far since then that it is not now true.

(Editorial comment: Earlier testimony indicated that in 1949 one person
handled 452 policies as compared with 386 in 1948).

Mr. HarpY. That you have made a lot of improvement I cannot question,
but I am forced to the observation that based on the testimony which we re-
-eeived this morning in questioning you, Mr. Breining, in your inability to pro-
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vide any figures and your professed ignorance of any breakdown of cost, that
such a situation would ravely exist in a commercial organization operated for
profit. I think that most of the companies know where their costs are.

Now you may have extenuating circumstances, but the fact that actually
you do not know what your costs are, you do not have them for your own bene-
fit in bringing about improvements, in itself is indicative of a situation which
is conducive to inefficiency.

Mr. Dorsry. If you had an accounting system vou could find out those costs.
Is it not the usual practice in business that when an execntive wants to know
what an item costs the accounting department comes up with?

Mr. BReINING. I would not say that. I do not know of any insurance com-
pany that maintains what I would call a cost accounting system,

Mr. BorroN. They know their over-all costs?

Mr. BeeIvinG. Yes.

Mr, BoLToN. You do not; do you?

Mr., BrREINING. No, simply because of the type of our organization. If the
insurance orgunization were by itself, certainly we could give the sane costs
as privite insurance could.

Mr. Bor1oN. You do not know what it costs. You have no way of comparipg
your costs with the cost of commercial life insurance.

Mr. BREINING. No.

Mr. BoLroN. How can you say You are more efficient?

Mr. BREINING. I did not say we were more efficient.

Mr. BorLToN. I do not want te put myself in the position of criticizing anyone
in your department. I think you are doing as well as you can under the cir-
cumstances. hemmed in by regulations.

Mr. Harpy. I do not believe that.

Mr. Bortox. Well, I will retract that myself. I mean I am notf here to criti-
cize vour department or what any individual is doing, or place any stigma
on any individual or group of individuals. Personally, I think the Congress
i probably more responsible for the situation than anybody else. I think they
are more to be criticized than anybody else for the situation that you have to
contend with, any legislation certainly should be itnroduced and passed to take
care of many of these conditions,

However, from my personal opinion, I might reserve that for the moment.

Mr. McKINNEY. 7. Gratuitous indemnity would have cost less.—
A summary of the facts developed with respect to NSLI would be in-
complete without a reference to its cost. Based on various testimony
developed by such reputable Government agencies as the Bureau of
the Budget and the General Accounting Office, it is apparent that a
law, similar to S. 304 and S. 506, in effect from 1940 to 1949, instead of
the NSLI Act, would have protected all servicemen uniformly and
would have saved the Government many millions of dollars.

NALU’S VIEWS ON 8. 304 AND S. 506

In brief, NALU is very cognizant of the defects of the present law,
its lack of uniform coverage, its discrimination against Gl’s, its wast-
age of manpower and the difficulties which it encounters in time of
an emergency. We cannot avoid the current world situation. With-
out world war IIT being declared, we are already in another national
emergency. NSLI canot meet another emergency. We would feel
much happier if NSLI was already amended to the gratuitous
approach.

b e note that a number of committee have studied NSLI since 1945.
The first was the Penzole committee, headed Colonel Penzole of the
Marine Corps. The second was the Hook Commission, which was
a civilian group. The Hoover Commission touched on NSLI. Last
year the subject was covered, in & month hearing, by the Committee on
Expenditures and a 7-day hearing by the Committee on Veterans’
Affairs. Ineach case, the basic recommendation was that NSLI should
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be replaced by a gratuitous indemmity which finding was again con-
firmed by the Commnnttee on Veterans” Affairs and by the Houwe of
Representatives by their approval of H. R. 1. It is further noted that
President Truman gave his endorsement in his budget mes~age this
year. '

NALU concurs with the findines of the above groups. We have
followed all these hearines and studies with great carve. It 15 our
conviction that the gratuitous approach is the only one which will re-
move the present objections to NSLI and at the <ame tine conserve
the Nation's manpower and fiscal co~t.

Thus brings us to a consideration of various aspects of S, 504 and S,
206, In this connection, it 1s recognized that these bills correspond to
H. R. 1 and assume that the technical amendments incorporated in
H. R. 1 will be added to these bills.  We will therefore deal with the
more general problems,

1. Disabled roterans—Any bill must treat disabled veterans fairly,
S, 304 and 5,506 do this. Thev would provide such veterans with non-
participating NSLI at the current rate of premiums, The preniums
will be credited to the Treasury. The Treasury will pay all claims.
It will be recognized that. in view of the fact that veterans eligible
for this imsurance will be substandard risks, the cost of claims to the
Government will exceed the premiums collected.  This i< as it should
be. It 1salso right and proper that the premiums required from such
veterans will be ~lightly less than the cost of such insurance from com-
mercial companies,

2. Healthy veterans—QOne of the objections we have heard to the
gratuitous bill 1s that it would not permit healthy veterans to retain
a Government-subsidized insurance program on leaving the service.
Two World Wars have proven that the average healthy veteran is not
mmpressed by the offer of even a highly subsidized program. As
stated, only one in w1x veterans retained their NSLI policies in 1949.

Not more than 1 in 12 or 15 took advantage of the attractive perma-
nent plans offered by converting their NSLI term contracts. This
result 1s even more noteworthy when vou remember the campaigns so
ably conducted by the Veterans’ Admimstration and the fact that
NALU instructed their members and the life-insurance companies
instructed their agents that it was their job to encourage and help
veterans reinstate and convert their NSLI policies. It seems impor-
tant to restate that this result was obtained on a highly subsidized,
scheme, which provided $10.000 of protection at a cost much lower
than veterans could buy protection from commercial companies. In
this connection, we would refer to Mr. Breining’s statement, “Those
who retained NSLI were generallv in the more affiuent group.” Such
veterans were those who could afford to buy their own protection and
not the men who need the protection the most.

If NSLI is continued for healthy veterans—in view of the above—
it seems obvious that such policies should be made to stand on their
own feet. In other words, it would seem undemocratic to ask the
general taxpayer to continue to subsidize the.a.dministmtive expenses,
the mortalitv, and the interest on such polictes. As such, the new
plan would have no competitive advantage over commercial insurance.
Insurance agents would no longer feel duty-bound to explain the sav-
ings of buving NSLIT to their clients. The veteran would no longer
buy NSLI due to his personal financial advantage.
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There might be some justification for the Government to give the
present generous subsidies to a veterans’ NSLI program if the program
benefited all veterans. As indicated, this is not the case, In view
of thi~. we feel such a subsidy or such an extended insurance program
15 undemocratic and not justified,

Lf 1 might digress off the record, please

The Citarryran. Off the record.

(Discnussion off the record.)

Mr. McKix~NEY. 3. Rights of vetcrans called back into service —
This brings us to the problem of the veteran who now owns NSLI and
who 1s called back into the services or of servicemen who already own
NSLL It is NALU’s view, as it is the view of all persons either for
or against the gratuitous program, that the rights of such men must be
fully protected. 8. 304 and S. 506 do this.

When a_veteran is called back into the services, he will have two
option-. - He can retain his NSLI, in which case the $10,000 gratnity
provided by the proposed bill will be reduced by the amount of NSLI
owned. In such cases, the veteran would retain all his rights under
NSLI but would, of course, forfeit some or all of the gratuituos pro-
tection while in the service.

The other alternative would be for the serviceman or veteran to
take the cash surrender value of their NSLI policy and thus make
himself entitled to the full $10,000 gratuity. Tf this option is chosen,
such former NSLI policyholders on leaving the services may reinstate
their NSLI by taking a new policy at their attained age or by refund-
ing the cash value received plus any increase in the reserve required
and continue the former policy at its original age of issue with no
increase 1n the premiums. In both cases, the veteran or the service-
man now owning NSLI would retain all rights thereunder.

In this connection, we have heard it stated that, if a veteran or serv-
iceman surrenders his NSLT and picks it up at his attained age on leav-
mg the services, the increase in the premium would be prohibitive.
In our opinion, such statements are not based on fact.

Servicemen are presently being called into service for 21 months,
the current recommendation is to Increase this period to 27 months.
The following schedule assumes that servicemen will remain in service

3 years and shows the resultant increase in premiums.

Inercase in NSLI prenuum per 81,000 corresponding to a 3-year inerease in age

Present Present Piesent

Ty pe of plan Spe 20 oue 30 aze 40
5-year YOIl e e ———- $0 11 $1 35 $1.§3I
Ordinamy e e e . 9§ } ;j: g%
20-payment e L ai.. ?fz M au
2)-vear endowInent . e e LW

For example, in age 20 the increase in the 5-year term principal
for a $10,000 policy because of the fact he moved from 20-23 would

be $1.10 per year.
The CaamrMan. On a thousand?
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Mr. McKinnEeY. On $10,000.

The Crnamrmax. On the whole $10,000.

Mr. McKin~Ey. That is right, it only moves up 11 cents a thousand.

Now, let us go to the highest fizure, the one that comes in at 40
and increases to 43. The premium increases for the ordinary life
plan $2.84 or on $10,000, $28.40. We do not feel that that is pro-
hibitive.

Now, in connection with the Veterans of Foreign Wars, if I might
digress with a suggestion, you know, it would be wonderful, really
wonderful to our life insurance agents if the Government gave service-
men a grant to cover their age increase when they came out. Qur men
could take advantage of it. Well, frankly, we do not want it and we
think i1t would be bad—bad for the serviceman and it would be bad
for our own agents. It would be a temptation which we do not want
any part of. In addition, we think it would add to the administration

problem.
COMPARATIVE COST OF NSLI AND GRATUITOUS INDEMNITY

The Comptroller General has estimated that had the gratuitous ap-

roach been 1 effect from 1940 to 1949 the co~t to the Government
would have been reduced by approximately $587,000,000. You have
heard 1t stated repeatedly that 1t is cheaper to give this protection to
servicemen than to charge them for it. This statement—on the sur-
face—seems contradictory and might be briefly explained.

1. Administrative expenses: .\s a first example let us consider the
administration involved under NSLI. During the last 10-year per-
10od the Veterans’ Administration had to set up 26,000,000 individual
files. Each file involved a monthly accounting of premiums to say
nothing of the individual correspondence files. And in the premium
accounting records there would have to be recorded every month in
which a premium was paid. If the gratuity indemnity approach had
been in effect it would have been unnecessary to keep these premium
files, for there would be no premiums to pay. The correspondence
files would have been nil. The Armed Forces, when a man came in,
would say, “Who is your beneficiary ?” and it would be put in the file
and there wouldn’t be any more. Any changes in beneficiary could be
recorded in the Armed Forces and there would be any file in VA.
In other words, the only time when it would be necessary to set up a
file in the VA would be when a claim occurred. In all there would
have been approximately 438,000 such claims. The monthly account-
Ing of premium receipts would have been eliminated. The obvious
savings in manpower and expense involved in eliminating 26,000,000
records 1s apparent.

2. Comparison during war: What would happen in a war period?
From 1940 to 1945 89 percent of all claims paid by the NSLI fund
were held to be extra hazard claims and were paid for by the Gov-
ernment. In effect, therefore, the expense of maintaining the indi-
vidual files referred to in the above paragraph was for the purpose of
¥aying only 11 percent of the claims which arose during World War

Twenty-six million individual records are a lot of records to keep

78663—51——7
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to pay approximately 50,000 claims. There is no doubt that the $587,-
000,000 savings would proportionately represent a considerable under-
statement of the savings which would be involved during the war
period.

3. Comparison in peace: In our opinion the savings would extend
into the peace period as well. In 1948, 10,281 NSLI policies termi-
nated by death. Of these only 8,882 were non-extra-hazard deaths,
Under 3. 304 there would have been no policies on the lives of healthy
veterans. In 1949 two-thirds of all policies in force were on the lives
of veterans. In other words the claims which the Government would
have paid—in addition to the extra-hazard claims they would pay
in any case—would have been approximately 3,000. Ten thousand
dollars time 3,000 claims amount to %30,000,000. The administrative
expenses in 1949 alone were at least $90,000,000 (the expense for 1943
are not at hand). When the interest and other subsidies are added
it becomes apparent that even in peacetime it i~ cheaper for the Gov-
ernment to give than to charge for this protection,

NALU = VIEWS ON ». S4

We have purposely avoided commenting on S. 54 up to this point as
every point covered m this bill i~ included in and. in our opinion,
provided for on as good or better a basis in 3. 304 and 5. 506.

S. 84 would automatically extend $10,000 of NSLI to all men dying
in the services in line of duty =ince June 27, 1950, This would cover
the Ohio train wreck cases and the uninsured deaths in Xorea. How-
ever, by the terms of the bill. 120 days after the bill becomes law, the
same situation will commence all over again.

More important, however, S. 34 represents piecemeal legislation
which would only be justified if NSLI was retained as the permanent
solution. The Veterans' Affairs Committee in December 1950 con-
<idered various possible amendments to the NSLI Act in order to
make it work. They discarded that approach. They discovered that
the items not corrected were more important than those corrected.
An amended NSLI would in no way guarantee uniform coverage for
all servicemen. Ten percent of servicemen still will be unprotected.
As indicated, the aviation cadet and administrative cost problem-
would by no means be solved. Most important, the amendments do
not overcome the manpower and administrative problems in both
peace and war. Mr. Briening’s statement would apply equally before
or after such amendments. From a manpower and administrative
viewpoint. NSLI cannot meet another emergency.

Conclusion : In conclusion, no other group, day in and day out.
spend theiwr entire efforts encouraging people to save their money
and become self-reliant as consistently as the life insurance agents ot
America. Naturally, we. therefore, are as keenly Interested as any
other group in preserving the American way of life. We pride our-
celves that our Government meets its obligations. We believe our
country has been built to its high position based on our free enterpri-c
system and the fact that Government has only trespassed on business
where private initiative could not meet the challenge.
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In the case of USGLI and NSLI, the Government entered the field
of private enterprise solely because commercial insurance companies
could not endanger the savings of their millions of policyholders for
whom they act as trustees. These Government programs met an
existing need—the need to give servicemen protection against the
unforecastable hazards of war and the necd to guarantee veterans
the right to retain their insurable interests at the termination of
hostilities.

Unfortunately, these programs have proved very costly to the coun-
try. In spite of the fact that they were more gratuitous than insur-
ance programs, they failed to provide protection for all servicemen.
In particular, they failed to provide uniform coverage for even those
taking advantage of the protection. When this is coupled with the
manpower involved in such a program in both peace and war, when
it 1s associated with the mevitable administrative costs, it is not sur-
prising that your committee is considering how the NSLI Act should
be amended.

What is the answer? NALU's long-term opinion has been that
NSLI should be replaced by a gratuitous indemnity. This opinion
aoes back to 1940, when the present law was enacted. QOur recent
studies have only tended to crystalize this opinion.

If the Government is giving a gratuity—the gratuity should be
given to all on an equal basis. S. 304 and 8. 506 do this. The Govern-
ment should also protect the serviceman against his loss of insurability
on the termination of service. This is provided for in S. 304 and
S. 506. It has been proven, based on the experience of two world
wars, that veterans are not inclined, as a group, to take advantage of
even a highly subsidized extended insurance scheme and that those
who do take advantage are in the more affluent group. Under these
circumstances, it seems undemocratic to provide a permanent insur-
ance program for the few who avail themselves of it. This low partici-
pation by veterans would seem to indicate their preference for insur-
ance from commercial companies.

The gratuitous indemnity approach also gets the Government out
of the life insurance business. It limits the Government's problems
to their proper field. The elimination of premium payments should
we well received by servicemen. If vou have sons who are servicemen,
you can appreciate their financial problems. It is our duty to help
{)1191(111 solve those problems and, at the same time, reduce the taxpayer’s

urden,



Niustrations of monetary benefils available to survivors of servicemen deceased from service-connecled causes

Benefit program

Agency ad-
mimstering

Conditions of benefit

IMustrative case examples !

Widow age 28, no
children

Widow age 28, 1 child
age o

Widow age 28, 3
children ages_1, 5,
and 7

Dependent mother
age Al

Dependent father
age 65 and, mother
age K0

A RATES OF REMNEFITR
PROMIDED

1 Milhitary death gra-
tuity.

2 Veterans' compensa-
tion henefits

{a) Wadow ______

(") Chrldren_.._.

() Parents 1. ___

3. N.ational serviee hife
msuranee

f Old-age and survi-
A Ors INsurance $

(@) Widow._____

Nepart-
ment of
Nelense

Lump-<um e¢ash  benefit,
payable only 1 per death

Monthly payments:

Lifetime income of $78 a
month (lerminates on
remarriage)  starting
on application

Income until ape 18, $30
a month for fir<t child
and %25 a month for
each additional child 3

Lafetime income, if de-
dependent, of $35 a
month for 1 parent or
$60 for 2

Insurance up to $10,000 face
value with various settle-
ment options &

Monthly payments depend-
INg on g\ crage wages and
years of coverage, ete

Income while there are
children under 1&;
then stops, nhfe-time
income begins again
at age 65 (terminates
on remarriage).

$450 to $6,600 cash___

75 o month until
death at age 76,

$39 n month until
death of widow.

$46.50 n month starts
at age 65 and con-
tmuesuntil death

£150 to $6,600 cash__.

$75 a month until
death at age 76,

$30 a2 month for 13
vears

$39 a month until
death of widow

$46 50 @ month for 13
years, then stops,
resumes aguin at
age 65 and con-

!

" tinues until death,

$£450 to $6,600 cush_._

$75 2 month until
death at age 76

$80t a month for 11
yveurs, $55 4 tmonth
for 2 years more,
430 1 month for 4
years mote, then
stops

(2 .

$39 a month until
death of widow

.....................

$46 50 a month for 17
years, then stops,
resumes apgain at
age 65 and con-
tinues unti! death

$450 to $6,600 cash ..

$35 a month until
death at age 81

$6% 10 g month unt:l
death

$450 to 36,600 cash

.

LX)

*)

$60 a month for 12
yedars, and $35 a
month for an ad-
ditional 12 vears.

$68 10 a month until
death of mother
ulter 21 years

(3.

GONVHASNI SAOLIALVED S.NIWIADITAYTS



(o) Children.....

(¢c) Parents._._._

............

Total beneflts_.

Hee footnotes at end of table, p. 98,

| Income until reaches 18;

maximum of $150 for
all children and
widow.

Income at age 65, but only
if insured had no widow or
children and if parents
were receiving at least ¥
their support from de-
c;oased.

$46.50 a month for 13
Vears.

$103.50 8 month for
11 years, $77.50 a
month for 2 years
more; $46.50 a
month for 4 years
wmore. then stops.

$46.50 & month starts
at age 65 and con-
tinuesuntildeath.

*

$46.50 a monthsta rt
ing immediately
increases after §
years to $93 a
month and con-
tinues for 12 years;
then at death of
first parent de-
clines to $46.50 a
month and con-

tinues for add:-
tienal 12 years
until death of
survivor,

$450 to $6,600 cash
plus $114 a month
until age 65, then
inereased to
$160.50 for rest of
life ($75 a month
would terminate
on remarriage).

$450 to $6,600 cash
plus $237 a month
for first 13 years;
then declines to
$114a month until
widow reaches age
685, and increases
again to $160.50 a
month for rest of
life ($121 50 a
month would ter-
minate upon re-
marnage first 13
ears and after 65,
76 8 month 1n
interim years).

$450 to $6,600 cash
plus $344 a month
for first 11 years;
then declines to
$203 a month for 2
ears more, and to
237 & month for
the next 4 years,
and finally to $114
8 month until
widow reaches age
65; then increases
to $160.50 a month
for rest of Ife
($121.50 & month
would terminate
upon Tremarriage
first 17 years and
after 65, $76 a
moenth in interim
years).

$450 to $6,600 cash
plus $103.10 a
month until age
65, then ncreases
to $149 60 for rest
of lIife (monthly
payments all ter-
minate on remar-
riage).

$450 to $6,600 cash-

plus $174.60 a
month for first 5
years; then in-
creases to $221.10
8 month until
first death, and
finally declines to
$140 60 a month
until b . sur-
vIvo
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Ilustrations of monetary benefits available to survivors of servicemen deceased from service-connecled causes—Continued

Illustrative case examples !
Agencyad- .
Beneflt program mi Conditions of benefit r
inistering Wi . Widow age 28 3 Dependent father
idow age 28, no | Widow age 28, 1 child ) , Dependent mother p d th
children 8ge 5 ;gl(}d;en ages 1, 5, age (0 :gg ﬁ)g and mother
R. PRESENT VALURE OF
RENEFITS PROVIDED 1/
1. Mti:lilttary death gra- [ .. .o ool $450to $6,600____. .. $450 to $6,600__.____. $450 to $6,600. .______| $450 to $6,600___ .. ... $450 to $6,600.
y.
2. Veterans’ compensa~ |__.._ .| oo oo ... $24,500_ ... ______ $28,500. . . ______. $38,700_. . _________. $6,500_ . ___________.. $10,200.
tion benefits.
3. National service life |.._______ . .| . _ ... $12,800_ . __.___. $12,800 _ ... ..._.. $12,800. . ........ $13,300. . . ..........| $13,300.
insurance.
4. Old-age and sorvi- | oo | eeeman $2,400. oo $14,700. . oo $24,000. . __..__.. $6,200 . eeeeeae. $12,600.
vors insurance,
Totall present |. .. oo.ooo|io o $40,150 to $46,300. ___| $56,450 to $62,600.___| $73,850 to $80,000._..| 526,450 to $32,600_...| $36,550 to $42,700.
value.

! Examples assume mortality according to 1937 Standard Annunty Mortality Table, but do not discount for remarriape of widcws (since it is assumced that the need for benefit
is reduced or eliminated by remarriapge) nor for deaths (which occur at very low rate) among children

1 Indieates column is not applicable
$ May be paid until age 21 if attending school; also paid beyond 18 if unable to support self because of permanent montal or physieal disability w hile munor

are paid even if mother remarries,
+ Benefits may be paid to dependent parents whether or not there are a widow or children receiving VA compensation henefits  Benefits are subject to income limitations (usually

$80 & month for the 1 parent and $135 for 2),
§ Illustrations assume maximum poliey {$10,000) with settlement option selected ealling for hietime inecome starting immmediately, with 120 installments certain (in case of death

of first beneficiary before payment of 120 jnstallments, balance 1s paid to second beneficiary or to estate)

¢ Illustrations assume serviceman had worked in covered employment for 8 years, out of the 8, since he became 21, with average monthly wage of $240.

7 These figures represent the current lump sum or present value of the future benefits discounted at 2% percent nterest. In other words, these are the total amounts whieh it
would cost at the death of serviceman to buy the future incomes for his family shown in part A of the table, under the assumptions used,

LY

Children’s benefits

86

TONVHASNI SAOLINLVED S NAWIDIAYAS



SERVICEMEXN'S GRATUITOUS INSURANCE 99

Finally, NALU wishes to offer your committee its wholehearted
assistance in helping you draft revisions to the present law. In mak-
ing this offer, we would emphasize that in view of present world
conditions, time is of the essence. Every day that NSLI is continued,
between 2,500 and 3,000 more men are inducted into the Army a_nd
each new man inducted into the Army adds to the administrative
burden which we will all have to meet when we get rid of this pro-
gram. It pyramids the cost. We would urge the early enactment of
this legislation into law.

The CHAIRMAN. Are there any questions?

Senator CoxxaLLy. Can you explain in about five words, or a dozen,
maybe, why it is that the old-line insurance companies favor the
gratuitous plan?

Mr. McKin~Ngy. I could not speak for the old-line companies. As
I would like to make clear, Mr. Lounsbury represented the life insur-
ance companies. and I represent the life insurance agent-. We agents
favor the gratuitous plan, and I will say bluntly why. We have
worked with it. lived with it. and we know it~ good point- and its bad
points.

We feel that the only proper wayv to handle this situation i< by
the uniform protection of the serviceman and granting that protec-
tion to the serviceman in a way which will be fair and a way which
will also help the Nation's economy by saving them %587,000.000. as
estimated by the reputable agency of the Comptroller (General.

Senator Cox~NaLLY. Do vou feel this plan would remove any com-
petition you would have to face: that 1s, they would all get it and
vou weuld not bother with it/ Isthat right!?

Mr. McKix~NEY. Actually, that is a good question. In other words,
what vou are saying

Senator CoxnarLy. Well, I hope you are not reflecting on the other
questions I asked. [Laughter.]

Mr. McKixNEY. The point is well taken—though I was not. I
presume your question was, Do we get a selfish advantage by the
fact when these men come out of service they will not have any
surance so thereby they will be prime prospects for our man?

Frankly, that would be true, they would be prime prospects. But
do not forget that national service life insurance—and I would like
to be fair and honest about this—mational service life msurance has
created insurance-consciousness among men coming out of the service,
and while our men reinstated a lot of insurance and got no money
for doing it, every time one of our men came to your son and told
him he should pick up his life insurance, your son thought he had
an agent who was a very good fellow, and he referred him to his
friends, and gave my man a very wonderful introduction, and I
am sure he sold as much and more on account of the good will that
was created in that way.

We have Mr. Garrabrant, he is in the room, he is one of national
trustees and he can confirm this very dramatically, 1f you wish.

Senator ConnarLy. No, I do not care about being dramatic, it is
just the facts that I want, that is all.

The CHAIRMAN. Any questions, Senator Butler?

Senator BurLer. I wonder if you propose any amendments.

Mr. McKinney. We do not propose any amendments. We would
strongly urge that H. R. 1—unless you can find some technical diffi-




100 SERVICEMEN'S GRATUITOUS INSURANCE

culties involved in there—we strongly urge the immediate enactment
of H. R. 1, which is equivalent to S. 304 and S. 506, into law at the
earlhest Ljossible convenient time,

The Chamryax. If there are no further questions, we thank you
very much,

Mr. McKinyey. Thank you.

The CuaxaraN. There will be entered into the record a letter from
the junior Senator from New York, Mr. Lehman, suggesting certain
amendments to the bill, together with a letter from Mr. Breining to
Senator Lehman,

( The letters referred to follow:)

UXNITED STAIES SFNATE,
Janvary 25, 1551,
Hon. WairTer F. GEORGE,
Chavrman, Scnate Finanee Commititee,
United States Senatre,
Washington, D. (.

Drar SExATOR GEORGE: I am writing to express my interest in the various bills
(3. 84, 8. 304, 5006, and H. R. 1) which provide o new conecept and approach to
insurance for members of our Armed Forcees. Generally speiaking, I am in
agreement with the idea that we should provide imdemnities for our servitemen.
As was found in World War II and more recently in the Korean War, there were
instances where servicemen who had not availed them~elves of the provisions of
national service life insurance died as a result of the extia hazards of war.
Without question, this worked a tragic hardship on their beneficiaries. The new
and more ~imple concept of providing a $10,000 indemnity for each member of
the Armed Forces as he enters on active duty would overcome this major objection
to the NSLI program.

There is, however, one point in the new plan to which I must take exception.
That point 18 the lack of provision in the above-named bills of the right of veter-
ans, after discharce from the service, to apply for some form of a life insur-
ance policy sponsored or guaranteed by the Government. This denies a privi-
lece formerly cranted to veterans.

It i< pertinent to point out that during World War II the bulk of beneficiaries
of NSLI policyholders were not paid out of the NSLI funds but were paid from
funds appropriated by the Congress for that purpose. Up to June 30, 1950, some
348,400 death claims have been paid by the Veterans’ Administration since the
establishment of the national service life insurance program. Of these 548,400
awards, 153.500 for a total of $3.384,135,000 were paid by congressional appropria-
tions; 94,900 with a face value of $668,093,000 were paid from the NSLI fund.
If the indemnities contemplated by the proposed bills are paid frem funds ap-
propriated by the Congress, the indemnity program will he more expensive to
the Federal Government than was national service life insurance if the death
rates are on approximately the same level. The increase in expense in the
indemnity plan over NSLI would be brought about by the fact that non-extra-
hazard claimms would, under the new plan, be paid from the indemnity funds,
whereas these claims during and after World War II were paid from the NSLI
fund. The Government does not gain any advantage from the indemnity plan
in this respeet. The veteran, however, loses an advantage under the bills as
presently written, -

In order to point out the ineqguity which I feel exists in this proposed plan, I
should like to give one example of a hypothetical case. Under the NSLI program,
a serviceman could obtain a $10,000 term policy during his active service for a
monthly premium which ranges from $6 to $7, depending on his age. At the
time of his release from active duty he had the privilege of continuing this term
policy or of converting to any one of several permanent plans. He could do this
without taking physical examinations and moreover the premiums on these
plans were considerably lower than those of similar plans obtained from a private
insurance company. The following cbart indicates the relative premiums for
comparable NSLI and private insurance company policies.
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Gross annuagl premiums per $1,000 at age 25 (including waiver of preminnt

benefit)
Ordinary 20-payvment 20-year
life hfe endownment
NSLI (partieipating) oo . $16 22 25 10 41 20
Travelars (monpartielpatiney. . - 17 15 o 5y 17 75
Actnyg (non-participating) . . 17 15 29 (8 47 4R
Connectieat (eneral (nonpartiapatimg) __ ... 17 15 2 S 17 43
Equitable of New York (partveipating) ... 99 03 11 90 52 16
Provident Mutnal (partieipating) .. 92 9 34 36 51 =0
Northw estern NMatual (particlpating) . e 91 05 a4 11 50 41

Under the new indemnity plan, it i« true that the serviceman would not have
to apply for insurance upon hax entry on active duty and would be automatically
insured in the amount of $10,000 He would make no premium payment-, FThere
is some advantage in the fact that he would have 90 dayv~ after di~charge from
active duty during which he would be fully covered However, if he does not
have a service-connected disability he does not have an opportunity to apply
for any form of Government-sponsored lLife insurance. Assuming that he had
no commercial life insurance prior to entry on active duty, and I think 1t can
be siafely said that a majority of the 18- to 20-year-olds going into active duty
will not have such insurance, he will find that his level of premium payments
based on his age are considerably higher than they would have been when he
entered active duty. If the present emergency continues for 10 years the pay-
ments at that time would certainly be greater,

Moreover, I can conceive of instances where the veteran cannot qualify for
a service-connected disability and yvet tinds himself unable to obtain a commercial
life insurance policy There are, I believe, a considerable number of veterans
of World War II in this category.

As an argument for discontinuance of NSLI, it is said that veterans of World
War II were pot generally “insurance minded"” and that many did not avail
themselves of their opportunity to continue national gervice life insurance in
civilian life. While that may be true, it is again not an argument to deny such
an opportunity to future veterans who may wish to avail themselves of such an
opportunity.

It is maintained that because of the unwieldy nature and expense of the NSLI
program it should be discontinued. But the bills presently being considered
do mnot actually discontinue such a program. They provide that the program
shall be continued for those veterans who cannot get cominercial policies after
their release from active duty! Depending upon the span of life of our disabled
veterans and upon the length of the present emergency, the national service life
insurance program may have to be continued for the next 50 or 60 years. ¥
submit that if such a program must be continued, it would not be dispropor-
tionately more expensive to extend NSLI policies to those "new” veterans who
may wish fo make an application upon their release from active duty. Further-
more, if we must maintain the administrative machinery to take care of disabled
veterans, why not utilize this machinery tor the others who are not disabled?

As I have pointed out, what I preopose would not add materially to the diffi-
<culties of the Government, since the NSLI program must be continued for the
next 50 or 60 years in any event in order to take care of the disabled veterans.
It should not be overly expensive since the claims would be paid from the
insurance funds, rather than from an appropriation.

In support of the above-quoted figures, I should like to submit for the record
a letter addressed to me by Mr. Harold W. Breining, Assistant Administrator
for Insurance of the Veterans’ Administration,

Sincerely yours,
HERBERT H. LEHMAN,

-
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VETERANS' ADMINISTRATION,
Washington 25. D. C., January 24, 1951.
Hon. HErRBERT H. LEHMAN,
United States Senute, Washington 25, D. C.

DEArR SENATOR LEAMAN: This is in reply to a telephone request from your
office for certain information on national service life insurance. For the sake
of clarity, 1 am repeating each of the guestions, followed by the appropriate
reply.

1. Describe the procedure used in determining from which fund a particular
death is paid.

In accordance with the National Service Life Insurance Act of 1940, as
amended, the United States Governinent bears the cost of —

{a) Death and disability claims on persons who did not earry insurance
in the national service life insurance fund, but who were covered retroae-
tively under the so-called gratuitous provisicns of the act, i.e., subsections
602 (d) (2),602 (d) (3), and 602 (d) (5). )

(b) Death and disability ¢laims where veterans are insured directly
in the national service life insurance appropriation and remit their premiums
for the insurance directly to the appropriation, i. e., under the provisions of
section 602 (e¢) (2) and section 602 (v) (1) of the act.

(¢) Death claims allowed under certain circumstances where no claim
would be paid in accordance with the conditions set forth for the national
service life insurance fund, i. e., under sections 602 (¢) (3), 602 (m) (2),
and 602 (p).

(d) Death and disability claims on personx insured in the fund where
the c¢laim is determined by the administrator’s committee on extra hazards
to be traceable to the extra hazards of military or naval service,

The first three categories represent payments on account of persons not
actually insured in the national service life insurance fund; the last category
represents payments on account of persons who are insured in the fund. Every
claim arising from insurance in the fund is reviewed by a special committee
appointed by the Administrator of Veterans’ Affairs and a determination as to
the liability of the Government for the claim on account of extra hazard is
based on the facts in each case. It is, of course, imposssible to lay down rules
and criteria of “extra hazard” that may be applicable in all cases. Generally
speaking, an extra hazard of service is defined as hazard to life or health, not
ordinarily arising in civilian life, which ix a logical consequence of the military
service. Thus, committee regulations require that the death or disability result
from the performance of duty, and not be merely in line of duty (as militarily
interpreted), or service-connected.

2. Give in round figures the number of claims paid from the national service
life insurance fund and the number paid from the appropriation.

Death claim awards were made on about 548,400 policies through June 30,
1950. These were paid from the appropriation or the fund as indicated below,
the categories for the appropriation being the same as those delineated as (e),
(b), (¢),and (d), respectively in paragraph 1 above,

Numberof { Face amount
policies of insurance
Paid by the appropriation:
a)? ...... ‘.).p.-.i.) ...................................................... 28, 400 $122, 692, 000
B e e e e —rcammasmme—mmmemeeweeesa—an 100 414, 000
5 3 N 900 6, 554, 000
(d)) .................................................................. 424,100 3, 254, 475, 000
Total paid by the appropriation. .. e 453, 500 3, 384, 135, 000
Paid by the fund (non-extra-hazard claims):
Number of policies. .. e e 04,900 |0 ..o _o--
Face amount of inSUTrance ... acocceccwoccmccccarccencmmmmammammaee|omemaccemmcmenas 668, 083, 000

3. How do premiums of national service life insurance permanent plan policies
compare with similar policies of private insurance companijes?

The table below shows comparative gross annual premiums charged per $1,0_00
at age at issue 25 for the three principal permanent plans by the national service
lite-insurance fund and six representative commercial-insurance companies, three
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of which are on a nonparticipating basis, and the other three of which are on a
participating basi~  In comparing these fizures it must he borne in mind that
dividends are payable when earned on the national service Iife insurance policies
and on the other three purticipating policies so that the net cost, which is the
real criterion for comparison, can only be determined by subtracting any dividends
paid from the premium outlay.

Ghross annudl premaims por SEOOO af g 25 Gineluding waiver of prewiium

bene fit)

I I

’ Ordinary 20-puiy ment ‘ 203001

[ Iife Life endow ment

i

I : |
N-LI (paaticipatingr . ... o 16 220 2 10 £41 20
Travelers (Monparticpdangy . .. o . 17 15 | N ¥ it
Arvtna (honpartieipating . 17 150 2 1= 37 4n
Conneeticat General tnonpartieipating | 17 15 2% nh ! 47 43
Equitable of New Yook (partietpatimgy o . S 25 10 35 10| 72?16
Provident dMutual cpraticipatine L PR HIR{N | h1 8D
Noartiywestern Mutual (partwopating) e a1 s | 411 50 41

| |

4. How many poheies were issued under natiendal service life lnsurance, how
many are now in effect on in-service, aned how niany ate now 1 efleet on persons
i civilian hife™

There were 20.625.952 policies 1s=ued and processed under the national service
life msurance tfund through Novewber 30, 1950, As of the same date there were
0,845,020 policies ~till 1 force  Of the 5 545,020 national service lile imsurance
policies in force as~ of Novemher S0, 1050, approximately 1,033,000 were 1n-
service cuaxes and the halance were on civibians,

Velry truly yours,
HsroLp W. DrEINING.
Adssistant Adnonistrator for fnsurance,

The CHARMAN. 1x there anything further?

Senator Coxxaniy., I would hke to asxk Mr. Bremmg—i~ he here?

Mr. BREINING., Ye-,

Senator CoNnxarry. Would vou care, Mr. Breining, to express any
opinions now or give us any views on this bill as compared with the
present system ?

FURTHER STATEMENT OF HAROLD W. BREINING, ASSISTANT
ADMINISTRATOR FOR INSURANCE, VETERANS' ADMINISTRA-

TION—Resumed

Mr. Breixixe. I think that there are some desirable features in
gratuitous insurance. However, I think that it has been over-simpli-
fied here.in my opinion. I feel that there are many complications that
will come up.

I have thought of the subject myself many times and I have tried
to work out an acceptable substitute, and I never had one in my own
mind. I think it creates many problems in itself because of the exist-
mg system being in effect. I do not think that the administrative sav-
ings would be nearly as great as has been quoted here.

For instance, just on that proposition of the savings, the figure has
been quoted of $90,000.000 by a witness here today. He said, if I re-
call, and believe he was reading it, that 1f you have 3.000 claims for
$10,000 apiece then it would only be natural to—well, it sounds fine,
I know—the Government would save $60,000,000. However, the big
portion of that $90,000.000 does not go to handling current claims.
We have got millions of policies on the books from yesteryears and
they have to be carried, and that is where that money goes. And in

. rF-m-
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the Armed Forces there are almost 2,000,000 now on Government life
msurance, and they will be faced with this proposition: “What shall
Ido?! ShallI lep my national service life insurance and take this
gratultous proposition. or shall I attempt to continue it?”

Well, the natural thing for him to do would be to drop the national
service life insurance. It sound like you are giving something for
nothing.

While speaking of thi~ R10.000. I want to point out that the 210,000
under the gratuitous plan is quite different from the $10.000 under

national service life insurance. The actual value of the £10,000 con-
sidering the 21, percent over a period of 10 year-. is much less, 25
pewent less 1n many cases than the $10,000 given at 3 percent as a
life income.

We had the limited payment plan under the Fir<t World War. We
substituted the life income plan in the Second World War because at
the end of the period in which the limited payments were made
the parents who were 11 our group of the major beneficiaries came
m and made the plea. “Here we were to be paid over 20 years and now
we have had our benefit< cut of when they ought to be increased™ So.
you get that proposition of paying them onh for a limited time.

There would undoubtedly be savings in this bill. There would be
some administrative saving that 1 have said would ultimately reach
about 75 percent savings. My statf disagrees with me. they do not
think it would save over 50 percent, that “the adjudication of élaims,
for instance, would be more complicated rather than simplified.
There have been <tatements about <avings in files, doing away with
file. But some provision would have to be made for beneficiaries
and those beneficiaries would have to be filed and carefully filed and
there would be changes in beneficiaries.

Also, the proposition of explaining to these men their rights under
this new bill. what theyv may be losing or what they mayv be gaining
under it—unless that was done and unless it was completed, then un-
doubtedly when the man got out of the service he would ~ay. “Well. 1
wasn't completely informed. If I had known this. I would have done
something different.”

Senator CoxxarLLy. The gratuitous plan ends when the service ends,
does 1t not ¢

Mr. BreiNixNg. Yes, sir, but mind you. a couple of million of these
men. or well over a million anyway, because we have over 2,000,000
in the Armed Forces now insured, probab13 would have sacrificed their
national service life insurance by swapping it for the gratuitous plan
who probably when they got out would want to take 1t up again, and
then you get the legal proposition—excuse me.

Senator ConxarLy. The point I wanted to make 1s that if he had
the gratuitous plan and his service ended and he was all right, he
would have nothing at all.

Mr. Breinixg. Well, sir. under H. R. 1 which passed the House
yesterday. and as I understand it, if he had surrendered converted
insurance, he would have the right, within 90 days, to reinstate that
insurance by paying the cash required or revive that insurance by a
new application. However. if he had term insurance he would have to
show Ee was in good health.

Senator CoxnnarrLy. That is what I mean.



SERVICEMEN'S GRATUITOUS INSURANCE 105

Myr. BReNING. If he was an impaired risk then he could not take
it up unless his impairment was due to a service-connected disability,
in which event he would have the opportunity of applying for new
insurance and taking it out.

If I may just pursue something I mentioned before, you can easily
gloss over the complications this bill presents, and they are very im-
portant. Take a man that has converted insurance, for instance. He
has designated his mother as beneficiary. Now, he has certain ex-
tended insurance rights but they would not carry him long enough to
entitle him to a cash surrender value. Suppose his insurance was
turned in at 10 months, for instance, his policy would be in effect for
10 months and he would decide after it had lapsed for nonpayment of
premium to drop that policy and take up this gratuitou~ coverage, and
suppose in this gratuitous coverage he named his wife, and then he
died or was killed during the period of extended insurance.

We would have to pay the insurance in that case, under my con-
struction, to his mother rather than to his wife because there would
be no gratuitous coverage inasmuch the extended insurance would
have been in force during that time and since under the act any cover-
age under national service life insurance up to the amount of $10.000
excludes the gratuitous coverage.

Well, you might say, “That is a thing to bring up now. we could
certainly have you work out an amendment to cover that.” Yes, we
probably could, but that is just one instance to show you the possible
complications, and there are a lot more legal complexities that will
present themselves afterwards when these complications arise that
with our lIimited time and limited foresight we cannot foresee,

At least. I think the problem requires a very. very deep study. I
think if vou read all my testimony. I outlined the difficulties we had
during World War II, and I think—and I am referring to what the
witnesses previously have said about national life insurance not be-
1ng capable of meeting another emergency—I think you will find if
vou read it as a whole that I said that if we did not have the person-
nel available and I doubted whether there would be sufficient personnel
available, then in such event we could not carryv on satisfactorily.
Now, we could probably carry on as well as we did in World War II,
which In my opinion was not satisfactory. although ultimately 1
think everyone that was entitled to payment did get paid.

Senator CoxxaLLy. You think this bill ought to be very carefully
mvestigated and examined ’

Mr. Brerxixg. Yes, sir: I think it should be very carefully thought
out. If there is a way of providing gratuitous insurance in a prac-
tical way which will eliminate these difficulties. and I have only given
you one or two as examples, and there are many, many more I could
cite from my own standpoint—it would be fine. But there are so
many collateral factors that have to be considered,

Now, for instance. one of the things you have here, and to me it is of
tremendous importance and it was emphasized here one of the reasons
why this bill was written was to protect the interests of the taxpayers
as well as of the veterans. Well. we have, a> was brought out here,
a very generous pension plan which in substance 1> no different from
this indemnity now suggested. It i1s a gratuity from the Govern-
ment—and vou can call it an insurance, vou can call it pension, com-
pensation, or what not. it is all the ~ame thing.
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Under our present compensation plan we only recognize as depend-
ents the widow, minor children, and dependent fathers and mothers.
In presenting their arguments in favor of this bill the general state-
ment was that this bill would give a gratuity to nondependent fathers
and mothers and it would give it to brothers and sisters. That is, they
would have two systems founded upon the same basis, an indemnit
from the Govemment where they would say on the one hand, “Well,
we are only going to pay it to the widow or minor children or p‘lI'elltS
who are dependent and on the other hand they would try to have
this other <tructure that they are building, and it i< on the same foun-
dation as the gratutity. but saving, *Oh, no, when we pav out this
%10,000 we have quite a different oblltmtlon We have an obligation
to the brother who i1s not dependent or to the parent who is not de-
pendent to pay them $10.000 to indemnify them for this loss: but we
have, on the other hand no obligation to pay them a pension for the
loss of the same man™: and to me there is an obvious incongruity
right there.

NO\\, when they say that the present system i~ discriminatory, at
lea~t the benefit< that are paid go to the beneficiary whom the man
himself regarded a< at least mor allv entitled to sonie recognition from
him. The persons who are not paid under the present plan are those
whom the man did not think enough of 1n his own mind to pay this
small premium monthly to protect them. Now, if the man does not
think enough of that person to protect him that way and since, after
all, the dependents only get any rights that they have through the
man and through the man's service and again if the man does not
think enough of them to pay a small m()nth]\ premium to protect
them. iz there an obligation on the taxpayer to protect these persons?
Some of those payments nmght go to person~ that the man does not
know—and there are other situations a~ to beneficiaries that may
arise.

I have 1ust touched the high spot<. I think this 1~ something that
requires a great deal of thought. A< a matter of fact, when the
national ~ervice life m-urance was proposed in 1940, and when the
President himself was- considering it, a plan of gratuitous imsurance
was proposed by nie and discarded after grave consideration by him.

The Cr urdyrax. Thank you very much, Mr. Breining.

Mr. Brervixe. May T say one more thing in conclusion.  The Vet-
eran~" Admini-tration has a policy of not expressing itself regarding
any legislation by presenting arguments or by pm]ectmrr any ideas of
what l]ll"‘ht happen. and o Torth. So I would like it under <tood that
what I have ~aid here i~ to be con~idered as purely my own opinion and
does not reflect or represent any opinions or views of the
Administrator.

The Curamrarax. We understand. It is your personal judgment
al out 1t.

Now. if there isx nothing further on this bill. the committee will
recess unti! tomorrow at 10 o'clock, at which time it will consider the
Philippine burial bills now pending before the committee. We would
like to have the committee members on hand at 10 o’clock. and I think
we then may be able to conclude the hearings by 12 o’clock.

(\Vheleupon, at 4:20 p. m., the committee ad]ourned until 10 a. m.
of the next dav. Friday, January 26, 1951.)
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