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TAXATION OF LIFE INSURANCE COMPANIES

THURSDAY, JULY 6, 1961

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10 a.m., in room 2221,
Senate Office Buildin nator Robert S. kerr, presiding.
Present: Senators Kerr, Long, Smathers, Douila.s, and Curtis.
Also present: Elizabeth B. Springer, chief clerk.
Senator KErr. The committee will come to order.
(S. 397 is as follows:)

(8. 897, 87th Cong., 1st Bess.)

A BILL To amend the Internal Revenue Code of 1954 to permit a deduction by life insurance companies
in determining gain or loss from operations of sn amount equal to 2 percent of the premiwmus from indj-
vidual accident and health {nsurance contracts

Be it enacted by the Senale and House of Representalives of the United Stales of
America in Congress assembled, That (a) section 809(d) (6) of the Internal Revenue
Code of 1954 (relating to deduction for group life, accident, and health insurance)

s amended—
(1) by striking out ‘group life insurance contracts and group accident

and health insurance contracts’” and inserting in lieu thereof ‘‘accident and
health insurance contracts and group life insurance contracts’ (other than
those described in section 809(d)(5)) and group life insurance contracts; and
(2) by striking out the heading and inserting in lieu thercof ‘‘Accident and
health insurance and group life insurance’’.
Skc. 2. The amendments made by the first section of this Act shall apply to
taxable years beginning after December 3}, 1959.

STATEMENT OF RICHARD E. SLITOR, OFFICE OF TAX ANALYSIS,
TREASURY DEPARTMENT

Senator Kerr. Do you have a copy of your statement?

Mr. Suitor. I have a copy for you, Senator. I don’t have enough
for distribution.

Senator Kerr. I want to put in at the apf)r_ogriate lace a letter
from Mr. Rietz, executive vice president of the Great Southern Life
Insurance Co., and one from Mr. Richardson, first vice president of
the Berkshire Life Insurance Co., supporting S. 397 L

(The letters referred to are as follows:) :

, GreaT SourasrN Lirk Insurance Co,, :
- Houston, Tex., July 8, 1961.
Hon. HArrY F. Byrp, : o
Chairnian, Senate Finance Commiilee '
Senale Office Building, Washingion, D.C. ‘
DgaR SeNATOR BYrp: Our attention has been called to Senate bill 397 intro~
ﬁuoed by Senator Robert 8. Kerr to amend section 809(d)(6) of the Internal
evenue Code to allow life insurance companies a é)hase 2 deduction equal t%
2 percent of the taxable premiums for the year on individual accident &nd healt
insurance contraots issued or renewed for periods of less than 5 years.

]



2 TAXATION OF LIFE INSURANCE COMPANIES

We urge favorable consideration of this legislation to provide more equitable
tax treatment with respect to such contracts as compared to the tax treatment
now afforded group accident and health contracts under the section this bitl
Pro ses to amend and the treatment provided under section 809(d)(5) for
ndividual nonparticipating contracts which are issued or renewed for periods
of 5 or more years. )

Respectfully yours,
H. Lewis Rigrz,
Ezecutive Vice Prestdent.

Berksuire Lirp Insurance Co.,
Pittsfield, Mass., July 3, 1961.
SENATE FINANCE COMMITTER
New Senate Office Building, Waahinglon, D.C.

GeNTLEMEN: We have been advised that the trade associations of the life
insurance industry have taken no position on 8. 397, the proposed amendment
to section 8093(1?‘ 6) of company Federal income tax law,

We should like to be recorded as being strongly in favor of this proposed
amendment which appears to us to accomplish an equitable adjustment of the
present tax law as it affeots mutual life insurance companies writing individual
accident and health insurance. ,

Yours respectfully,
CHARLES F. B, RicHARDSON,
First Vice President.

~ Mr. Suitor. My name is Richard E. Slitor, economist in the Office
of Tax Analysis, Treasury Department.

I appreciate this opportunity to present the comments of the
Treasury Department on S. 397.

S. 397 would extend the special 2-percent reduction allowed lifo
insurance companies for premiums on group life and group health
and accident insurance to their individual health and accident
insurance business.

The present special 2-percent deduction on group premiums in
computing gain or loss from operations of life insurance companiecs
was adopted as part of the Life Insurance Company Income Tax Act
of 1959, and is embodied in section 809(d)(8) of the Internal Revenue
Code. The amount of the deductions under section 809(d)(6)
cannot cumulatively exceed 50 percent of the premiums for the
taxable year attributable to group contracts. Together with other
special deductions under section 809 for nonparticipating business
and policy dividends this deduction cannot exceed the underwriting
gain, that is, the excess of gain from operations over taxable invest-
mont income, plus $250,000. :

At the time of the adoption of the 2-percent deduction, both
committee reports stated its purpose as follows:

"This special deduction, which is patterned after the reserve requirement of
two States, is designed to compensate for the fact that in group insurance there
{8 less than the usual diversification of risk. :

The purpose in mind here was to permit the buildup of reserves
to meet possible heavy losses due to concentration of risk and hazard
of heavy loss of life or injuries, for example, in catastrophes in a
sin'ﬁle plant where the employees are covered by group insurance.

his purpose or justification is not present in the case of individual
health and accident insurance policies.
- Senator KErR. Just one moment there. Is it not possible that it
might be? ) ,

4



- TAXATION OF LIFE INSURANCE COMPANIES 3

Mr. Suitor. I suppose if a company wrote a %ood deal of its in-
surance in a particular area, I suppose you could have a problem
of nondiversification,

Senator KerR. Isn’t that a very distinct possibility with reference
to a small insurance company? '

Mr. Sritor. I would rather let the industry people comment on
the way they operate and the extent to which they reinsure where
there is some local concentration of risk.

Senator KERR. I am sure they will. The only reason I interrupted
was because your quote:

This purpose or justification is not present in the case of individual health and
accident insurance policies. :

Mr. Suitor. I beligvé there is some presumption that the risk would
be spread more widely in the case of the individual policies. -

Senator Kerr. I would think there would be a likelihood of it.
“But I know of no basis upon which to make the positive statement that
there iiot only is a presumption, but a’certainty. I wonder if in the
light of this little exchange of remarks you might not ‘want to look
at that statement again. ' - ‘

Mr. Suitor. We shall be very glad to hear what the industry has
to say on this problem. '

Senator Kerr. I am sure they will look at it.

I was wondering if maybe you might not want to.

Mr. Siuitor. Well, Senatcr, we have been under the imdpression that
there was not a similar problem in the case of the individual poli-
cies——— :

Senator Kerr. Then you want the record to stand on the basis of
this positive statement:

Our purpose or justification is not present in the case of individual health and
accident insurance policies? .

Mr. SuiTor. To the best of our knowledge, the same sort f non-
diversification of risk problem does not exist as a general rule.

Scnator Kerr. Well, I don’t see the words “as a general rule’’ here.

Mr. Stitor. We should be very glad to learn of the problems of
concentration as they occur. *

Senator KERR. Alfright. .

Mr. Suitor. The special deductions under section 809 for group
insurance, for nonparticipating contracts, and for policy dividends,
and the limitations thereon, were carefully developed by the Congress
with the objective of maintaining the competitive balance between
the stock and mutual sectors of the life insurance industry. The
proposed change in the 2 percent deduction would tend to benefit
primarily stock companies, and would alter the competitive situation
and the distribution of burden as between the stock and mutual ele-
ments of the industry.

Senator KERR. Wzy would that be? :

Mr. Suiror. Because most of the underwriting gain, this excess of
gain from operations over taxable investment income, 18 in the hands
of stock insurance companies.

- The mutuals substantially eliminate the phase 2 tax, as was con-
templated ‘in the original legislation, with their policy dividends
deduction. Therefore, they couldn’t benefit by any additional
deduction, generally speaking.
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Senator KERR. Are they not already in that unfavorable competitive
position if there is an unfavorable competitive position by reason of
this lprovision, does it not already exist because of what is already in
the a.v; with reference to the 2-percent deduction on the root pre-
miums

Mr. SriTor. Senator Kerr, the Treasury has not heard a great deal
about any f{roblem of lack of competitive balance under——

Senator KErr. How much insurance, what amount of premium in
your judgment is now being paid with reference to which the existing
2 percent deduction applies? :

r. SuiTor. The 2 percent deduction under present law in 1958
amounted to a little over $75 million.

Senator Kerr. Then the 2 percent deduction applied to $3,750
million?

Mr. Slitor. Yes, sir

Senator KERR. Now, what is your estimate of the amount of
premiums not now affected but which would be if this amendment
were adopted? .
hall\f'fr. SuiTor. I believe that there is approximately a billion and a

Senator KeErr. A billion and a half dollars? .

Mr. SuiTor. As my statement later will indicate.

Senator KErRR. You cover that later?

Mr. SriTor. Yes, sir.

Senator KERr. Pardon me.

Mr. SuiTor. It would also appear to raise a problem of comparable
treatment for the fire and casualty insurance industry which also
writes substantial amounts of both group and individual accident and
health insurance, and does not receive such a special deduoction as an
offset against its underwritin? Fnins. ) B

The premium income of life insurance companies on individual
health and accident policies is in the order of one and a half billion
dollars annually at the present time. A deduction of 2 percent of
that amount would be in the order of $30 million. Even allowing for
cases where the deduction would have little or no tax effect, it appears
that the 1;])roposed amendment would reduce revenues i)y several
million dollars annually. :

Senator KErRr. You wouldn’t want to come any nearer to those
words in giving your estimate of what the effect would be? .

Mr. Suitor. No, sir; perhaps the industry has more exact com-
putations.

Senator KErr. It is a little bit unusual, isn’t it, for the Treasury
to advise the committee that the industry is in a better position to
inform the committee of what the effects on tax revenue would be of
an amendment, that the industry is in a better position to advise the
committee than the Treasury?

Mr. Suitor. Well, as you know, it is difficult to get exact facts and
the exact distribution of this kind of business among companies in
relation to their taxable income. ‘

Senator Kerr. I believe this is the first amendment or first piece of
legislation that I can remember with reference to which hearings have
been had by this committee with reference to which the 'l‘reasur“{ told
us, first, they were unable to advise us what the tax effect would be,
and, second, what the effect on the industry would be. - -

; /



TAXATION OF LIFE INSURANCE COMPANIES 5

Mr. Suitor. We estimate that it would be several million dollars,
perhaps $3 or $4 million.

Senator KErRr. Perhaps $3 or $4 million?

Mr. Surtor. I believe in that order of magnitude.

Senator Kerr. Fine. I thank you for that.

Mr. Sritor. The Life Insurance Company Income Tax Act of 1959
is still new. There has not been sufficient time to study this aspect of
its operation. - The revenues under this legislation have already fallen
short of original estimates by some $45 million annually, that is, the
revenue was $455 million on 1958 income, as against an estimate of
$500 million.

There appear to be certain technical deficiencies in S. 397 as pres-
ently drafted. While the bill amends the basic deduction provision
of section 809(b)(6) to accomplish the intended purpose, it fails to
make the accompanying changes insection 815(c) (21))( ) to ensure that
the proposed individual accident and health insurance deductions are
added to the policyholders’ surplus account in the same manner as
the existing deductions for group business. :

Under the circumstances it would seem undesirable to adopt S. 397.

Senator Kerr. I thank you very much for the committee for your
statement. .

I would like to ask you these two further statements: One, would
you provide the committee with the language necessary to correct the
technical deficiency referred to in the last paragraph of your statement?

Mr. SLiTor. Yes, sir.

(The following was later received for the record:)

LANGUAGE To Correct TECHNICAL DEFICIENCIES IN THE PRorosep BILL

(a) The present language of section 8. ;37 would need to be changed to read

88 follows:
“Section 809(d)(6) of the Internal Revenue Code of 1954 (relating to deduction
for group life, acoident, and health insurance) is amended—
“(1) by striking out ‘group life insurance contracts and group acciden
and health insurance contracts’ and inserting in lieu thereof ‘accident a
health insurance contracts (other than those described in section 809(d) (!3
and group life insurance contracts’; and .
“(2) by striking out the heading and inserting in lieu thereof ‘Certain
Accident and Health Insurance and Group Life Insurance’’. o

(b) The following should also be added to section 1 of the bill:

“Section 815(c)(2)(C) (relating to policyholders surplus account) is amended
by striking out ‘mougl life and group accident and health insurance contracts’
and inserting in lieu thereof “accident and health insurance contracts and group
life insurance contracts'’’. . ‘

(¢) It should also be noted that section 2 of the bill makes it retroactive in
its application. This would, therefore, necessitate the reopening of returns
: y filed for tlie taxable year 1960 and in many cases result in tax refunds, -

Senator KErr. Two, what would be the attitude of the Treasury
if S. 397 were amended so as to apply the limited amount of the
premiums that would be affected by it? In other words, you tell thé
committee that it would apply to approximately $1.5 billion in pre<
miums. Do you-have any estimate of the number of companies that
produce that premium income? - o
- Mr. SLiTor. No, sir; I do not have an estimate of the number of
companies receiving that. :
.. Senator KErr. Would you estimate that any considerable fpau't of
this $1.5 billion would be produced by a limited number of larger
companies? . C

71051—61——2



@ TAXATION OF LIFE INBURANCH COMPANIEAR

Mpe Suiron, Yes, sie; there in conatderable concenteation of the
health and aceident buainess,  On the ather hand, while 1 do not have
exael figures, thore ave several hundred companies that &ell aeeldent
and health inaurances,

Senator Kunw, But if the deduetion --if the sffect of the deduction
waa limited to the fieat fixed amounta of premiina to he apecitioed,
‘wauld it not he possible that ita henefit to amall sompanies wovld he
unimpaived, and at the same time ita tax effoot greatly redueed?

- My, Stiror, Senntor, T eauldn’t give you the "rensiiry's views on
that.  We wauld like to atudy that.  And cortainly that would to
some oxtont altor ita chavaetor as a amall businesa fentuve,

Seuntar Kenn. T wonder if the Treasury would atudy that and
come up with a letter on it?

Mpr, Suron, Yes, siv, .

(The fallowing waa later received for the vecord:)

TARARURY DRPARTMRNT,
i Washington, July 10, 1084,
Hon, Rovrat 8 Kean,
U.S, Senate, Washington, D.C.

Dean Spnator Keri: Durlag the hearing held h{ the Kinanee Committes
July 6 on 8, 307, lntroduced by vou Janwavy 13, 1081, to extend the 3 pereent
group preminn deduction for lfe fnaurance sampanten to their individus! noeident
and health inaurance husiness, at whioh AMr, Slitor af our ataff aubmitted eom.
menta for the Departwent, you requested the Trensuey’s viewa on a ponaible
amendment to your bill limiting the dollar amount of the preminma elizible
for the proposed extonalon, as well as certain other itewmn of information whieh
are submitted herewith,

As [ understand the possible amendment which you ontlined at the hearlug,
it would limit the proposed 2 percent deduetion to a apeeified amount of tndividual
accident and health inaurance }msmium», with the ohjeotive of wmaintaining the
benefits of the proposed deduotion for small eompanies whilo ourtatling the ever
all revenue loss, Such a modification, depending on the level af the limitation
used, would partially alter the charactor of your proposnl, making it & form of
tax adjustment cohiofly of atunificance for a aeleoted ‘x‘mnp of rmall companiea
writing individual acoldent and health insurance, While suoly a eurtailment of
the scope of the bill would reduce the revenue deorease involved, the Departiment
would still not favor the extension of the 9 percent deduction even in thia lwmited
form.  As indicated in our statement before your committeo on July 6, we fool
that the {uatiﬂoatiuu for the prosout 2 peroent group deduction bused on the
concentration or nondiversification of riak under group contraots, aa reflootod
in the reserve requirements of two States, ia not present in comparable dopree
under individual ocontraots. Cousiderations of prudent wmanagement, State
suoervision, and avallable relusurance procedures would ar rear to place the
wreiting of individual acoldent and health policies, ke individual life insuranoce,
on a sound actuarial basis within the capacity of the partioular oompm\{r.

The provisions for deferral af tax on half of the underwriting gain of lifo lnaure
ance companies, together with ather speoial deduetions acoumulated in the share-
holders surplus account, provide substantial contingenoy reserves for the riska
inherent in the life insurance business, inoluding individual tite as well as individual
accident and health jnsurance contracts. A small business deduotion oqual to
10 pereent of the firat $280,000 of investment yleld of life insurance companies {8
provided in both phasea 1 and 2 of their tax computation, in addition to the
generally applicable $25,000 corporate surtax exemption. The gonerally available
loga carryback and carryover provisions are available to life insurance compuniea
ﬁ}m the earryover provisions have been extended up to 8 yoars in tho case of now

'® eornpanies. )

A 2-percent allowance based on premium receipts would gonerally roprosent a

o tax exemption or deferral in relation to the net underwriting profit on the
8 \t and health business, unless such business waa unusually profitable.
Casualty insurance companies conducting acoident and health business, some of
which are small, do not receive such aw allowance. Such a reduotion of taxable
ineome is not warranted, in our oeinion to supplement existing resorve and doferral
provisions for hfe companies. Viewed as a method of helping small companies,



TAXATION OF LIFR INRURANCE COMPANIES 7

the prapoeed lHinited deduetion wonld reanlt In highly seleative honeflta depending
on the extent of the particular eompany's netivities in the lndividual nueldent an
health insuranee ﬂch\.

Thank yon for giving us this epportunity for fuether comment, I 1 ean he of
further serviee in this mntter, plense let ne know,

Rineorsly yours, ,
NranNtuy N, BURRRY, Aaafelant Neerelary.

Senntor Wenn, Thank you vory much,

Senator Dovaras, Mr. Chaleman?

Senntor Knnuw, The Senator from Jlinols,

Senator Dovaran, As my memory operates it seema o mo that
when we had the insueancee bill up lnat yoar or the year bofore that
we pm;'ldml for w 2-pereent. doduction on group insurance; is that
correet

Mup, Spiton,. Yoea, alr,

Senator Dovaras, And that the argument at that time as to tho
2 pereont wan that rineoe RI'OH||) infuranes wan consummated that
there should he u 2<pereent deduction for the possibility of a catus-
traphe; ia that correet?

Mur. Bpivonr. Yea, sir; and it was #o atated in tho committoe roport

Senator Dovaras, Now, theae are on individual accidont nnd
health Rnlinim 3 Ian't that true?

My, Suiron, Yes, air,

Senator Dovaras, Would there not he much bottor distribution of
rink acrors the honrd, so to apeak, 8o that the pomsibllity of & catns-
trophe would be infinitely loss, perhaps nonexistent, than in the ease of
the individual policien? '

Mr, Ruiror, Yos, sir; thore is certainly s presumption that there
wonld be n spread-—-:

Senator Dovaras, And the argument that waos used to defond the
2-pereent. deduction on group policics does not hold when it in applied
to individual policioa?

Mv, Stitonr, Yoa, sir,

Senntor Dovaran, Now, T would like to nsk n question of the
chaivian, if T may, ‘ -

Ta there a parallel hill to thia in the House?

Senntor Kunn, T do not know., . K

In there someone here with the industry who could answer that
question? : : ' S

None that you know of, S : 7

Ia there anyone hero that knows of o parallel bill to this in the
House? - ‘ _ o ‘ ‘ K

If there is, T do not know it, - : : -

Senator Douaras. If there is not a parallel bill, I take it no hoarings
have boen held on it in the Houso, since you cannot hold hearings on'a
nonexistent bill, - ' : ‘ R

Senator Kkrr, I appreciate the' question of the Senator from
Illinois, and would say to him two things: No. 1, the Senator from
Oklahoma is of tho opinion that in the cuse of mary small companies
thero is considerable concentration of the risk because of the limited
aren in which the small company might do business; No. 2, hearings
on this bill were called at the request of the Senator from Oklahoma fn
order that there might bo an ogﬁortunity for anyone who either favors
it or opposes it to be heard to the exterit that they desire. e
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Senator Douaras. The Senator from Hlinois wants to make it clear
that he is not objoct-inlg to tho hearings, but he thinks it establishes a
very interesting precedent, perhaps, to Do used in connection with the
general tax bill which seems to be delayed in the House.

Senator Kerr. I understood that there had been extended hearings
over thore.

Senator Dovaras. But not over here.

Senator LioNg. If T might just say this, it is my impression that
any committeo can conduet a hearing on practically anything unless
the Senato stops them,

Senator Krrr. I would say the observation is sound.

Thank you very much, Mr. Slitor.

Mur. Stiror. Thank you.

Senator Kerr. Mr. Poyton Ford?

T am just advised that the House committee reports there is no
similar bill.

All right, Mr. Ford.

STATEMENT OF PEYTON FORD, ATTORNEY, WASHINGTON, D.C.

Mr. Forp. I am an attorney for the Texas Legal Reserve Officials
Association, and the National Association of Life Companies, Ine., of
Atlanta.I appear here in support of S. 397.

Without going into any details, this 2-percent deduction would
equalize the individual polioy as against the group policy.

From a study of the legislative history, I do not think it was the
intent of Congress in enacting the 1959 bill to exclude the 2-percent
deduction to individual policies. I think in its solicitude for the
greater risk inherent in the group Osolicy that permitted the 2-percent

eduction they simply overlooked the 2 percent in the individual
policies, and the risk, as I think will be demonstrated, is equally great.

The companies I represent are small stock companies. And the
revenue lost as far as taxes are concerned would be de minimus, while
the benefit to us would be great.

I would like to introduce the following witnesses: Dewitt Roberts,
executive secrotary of the National Association of Life Cos., Inc., of
Atlanta; followed by Mr. Hunter MoLean, president of the American
Standard Life Insurance Co., of Fort Worth, and s&eaking for the
Texas Legal Reserve Officials Association; and Mr.J. W, Baker, who is
a member of the board of directors of the National Association of Life
Cos., and is president of the Continental Service Life & Health Co,, of
Baton Rouge, La.; and Mr. Carlton Harker, vice president of the
Coastal States Life Insurance Co., of Atlanta.

.. Senator Douaras. Before these withesses appear, I would like to
say that it is a great pleasure for Mr. Ford to appear. He was
Deputy At.tome{ General for many years. And we all know that
the interests of these companies are in very competent hands.

.Senator Kerr. Before. we hear Mr. Roberts, I would like to ask
Mr. Slitor one more question. .., )

What is the tax effeot of the 2-percent deduction now allowed the
life insurance companies for premium on group life and group health
and accident insurance? = - ; o

r. SLiToR.. It appears to be—and I.would like to correct. this for
the record, sir—it appears to be in the vicinity of $8 million or $9
million. ’ ‘
: /
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Sonator Kxrr. The present eoxemption, then, reduces the tax
incomoe $8 million or $9 million, and in your judgment the amendment
would make a further reduction in the neighborhood of $3 million or
$4 million?

Mr. SuiTor. Yes, sir

Senator KERr. But you will recheck that and give us a letter as
specifically as you can with roference not only to the oxisting exemp-
tion, but also to the proposed one?

Mr. StrTor. Yes, sir :

Senator Douvaras. Mr, Chairman, may I ask another question at
this point?

Senator KERR. Yes.

Senator Dougras. I regret that other duties prevented me from
hearing the main portion of your paper. I thought I heard at the
end of your statement that the total annual premiums of individual
accident and health insurance policies came to between $1)¢ to $2
billion a year. Was I correct in that ' -

Mr. SriToRr. Yes, sir; that is correct. -

Senator DovuaLas. Now, 2 percent of that, that would not be 3 or
4 million dollars, it would be 30 or 40 million dollars; would it not? -

Mr. SLITOR. -'i'es, sir; but some of it would run to waste, would not
result in an effective tax reduction '

Senator Kerr. Before the Senator from Illinois came, the witness
told us that the premium income affected by the existin(f exemption
was $7} billion, and that the premium income that would be affected
by this amendment was approximately $1)¢ billion. Therefore, it
occurred to the Senator from Oklahoma that the tax effect of the
propesed amendment could not be more than about 25 of the tax
effect of the existing law. )

Senator Dovaras. I take it that the witness will submit a detailed
statement on this point. .

Senator KERR. Yes. ~

And I would like in the statement if the effect of the proposed.
amendment would be as you have suggested and thought it would,.
how it is that existing law, where the 2 percent applies to a premium
income of $7¢ billion, I believe you said—— )

Mr. Suitor. No, I believe we agreed, Senator, it was about $3,750
million because 2 percent of that amount, I believe, would be $75
million. So I believe that the estimates are approximately consistent,
that is, the ratio of a billion and a half to $3,750 million—— )

Senator Kerr. Then if that is the correct data, you will verify it?

Mr. SuiTor. Yes, sir. : ‘

(Nore.—The Treasury estimates that the revenue effect of the
group premium deduction in 1958 was between $9 million and $10
million. At estimated 1961 levels of premium income, it would be.
between $12 million and $14 million.) : ‘

Senator Kerr. All right.

Thank you very much.

Mr. Dewitt Roberts?
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STATEMENT OF DEWITT ROBERTS, NATIONAL ASSOCIATION OF
LIFE COMPANIES, INC.

Mr. Ronerts. My name is Dowitt H., Roberts. I am executive
secretary of the National Association of Life Companies. This is a
trade association composed of about 170 small- and medium-sized
Yyounger, progressive companies scattered from Honolulu to New York.

hope the members of the committoe will recall that NALC as-
serted that tho life insurance industry should pay more taxes, even
to the point of preferring the 1942 law because of its simplicity, but
we ?ree the industry had in_mind the right principle. While we
found some faults with the philosophy of the prosent law, we are
trying to work within its framework.

~When: you consider that it took 36 years to render the preceding
tax:legislation for life companies technically workable, by which time
credit and similar specialty items had arisen to create entirely' new
problems, we do not think it extraordinary that some changos and
adjlysttnents will be rc:ﬂuired in the present-bill, -

his association still thinks that tax exemption for the profit of
life companies in the handling of pensions was. a mistake, but that
criticism is not germane to our appearance here today. . . .- .

Examining the bill from the standpoint of the younger, smaller

growing ccompanioes, we have found four questions that we think will
require some kind of treatment.' - . - '
-_‘The first id the issue of tax exempts and intercorporate dividends.
We have no quarrcl with the attitude of the Congress, which un-
mistakably declared that these exemptions should be allowed. We
do not think that the interpretations and regulations render them tax
oxempt, ‘

Second, we are disturbed a little about the effect of the deduction
of 10 percent of the increase in nonparticipating resorves, in the
instvanc:ladof younger companies. That is the companies under 10
yoars old. : o : ,

" NALC is now‘studyin% the odd result whereby policyholders sur-
FIus, subject to the part 111 tax, increases while a company is actually
osing money and which increases in policyholders surplus would
subsequently be taxed. Because this is a wholly new problem which
the companies came to consider only this year, and for which there
;na_vlbe adequate administrative remedies, we have no requests for

gislation. , : ,

Third, we are somewhat concerned about the treatment of capital

gains, wtich is specially a small-company problem.
- But in the fourth field, that of giving equal treatment to individual
accident and health contracts—the same treatment Fiven to group
coatracts in that field—we are asking for early relief, because it is
critical to small companies. .

Individual accident and health ccntracts are written by three types
of compauies in the United States. « ne is a nonprofit service corpora-
tion, the Blue Cross organization. { ne are the casualty companies,
which have a special tax treatment and no current tax problems. The
third are the life companies. Iandividual accident and health is
written, here and there, by large life companies, but the greater part
is written by medium-sized and small companies. The small com-
panies are the innovators in the field.

!
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For oxample, of the Georgia companies writing accident and health,
only one goes into more than three States, and nearly all of them are
limited to the States of Georgia and perhaps Alabama or perhaps
Florida, and many of them as bankers entirely to Georgia.

Cf our Cklahoma companies, I think that one writes a good many
States, but a majority of them are confined to not more than three
States. It is concentration.

. Senator Kerg. 1 think a lot of them are limited to Oklahoma, and
some of them to specific areas in Oklahoma.
- Mr. RoBenrts. That is true. ‘

For instance, we have one fairly prosperous one in Georgia that
writes all of its business virtually in three towns, Atlanta, Savannah
and Waycross. It is doing very nicely. It even paid some taxes for
a change this past year. .. . = . L o
. But still it is very intensely concentrated... S TR

Now, they use accident and health, some of them, to develop an
agency force, some of them writo it, the little bit larger anes that are
not yet in the medium-sized write it as a matter of accommodation
for life policyholders. - | : o L
. It helps to got and kesp agents, but it isn’t by and large a profitable
business. for a variety of reasons, one of which has been the rise in
cost of hospitalization. o e T
- We doi’t know how we failed-to get this in the bill. . Frankly, we
thaught that it was in the bill, in another spot, and we were rather
busy with some other jssues in the other bill, and I think we are guilty
olf1 carelessness in not drawing it to your attention during the hearings
then. - ., o .
- It is probable that we did not realize how drastic this change would
be. Life insurance companies were not heavily engaged in accident
and health business until about the time of the hearings on the Mills-
Curtis bill, and their taxes on accident and health were not an impor-
tant item. The Mills-Curtis bill, after protracted hearings, provided
that life companies should be taxed on these policies in the saime
manner 88 mutual casualty companies, since the field is dominated
by the large mutual casualties. This was a fair basis of taxation, but
it was not applicable to the approach adopted in the 1959 measure.

I am not a technical man or an expert. 1 do not understand all of
the actuarial talk in the accident and health field, but I do know that
there is no provision anywhere to charge off as a reserve required by
law the money that has to be put in the contingency reserves to meet
the requirements of a number of States that you can’t cancel a can-
cellable policy, until you have paid on it an amount equal to half the
premiums received. You can’t nake a deduction for that, you have
got to somehow gat money into your surplus to meet that contingency.

We also. know that to some extent individual accident and health is
comparable with group. The large companies on the basis of the two
States requirement are getting 2 percent, while the small companies,
with a fer more precarious and diversified operation, are not getting
the 2 percent, and they need it. : o

The cost to the Treasury is small. A great desl of money, if the
comfmnies are successful, will be recaptured at a higher tax rate than
would be applicable now, because it will go into phase III. The
lal;lgest amount that we can conceive of the bill costing would be $7
million in the first year. . T

e
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I don’t think that it would cost much more than a third of that on
the average. And we think if the revision is made it would ¥o a long
ways toward adjusting the inequities the small companies feel exist
here and there in the bill in spite of the very great consideration you
gave us in the previous hearin%.

Senator Kerr. Thank you, Mr. Roberts.

Are there any questions?

Senator DougLas. It was not my understanding that the omission
of the individual policies from the 2 percent deduction was accidental.
My understanding is that the 2 percent deduction was permitted for
the group policies, accident and health, because of the concentration
of risk, that in an industrial concern such as the plant in Texas which
had the blowup during the war and where I believe several hundred
lives were lost, that that might well bankrupt not only a small com-
pmgh but a larger company, and that, therefore, this deduction was

us

! But I had understood that the failure to extend it to an individual
policy was due to the fact that so far as accidents are concerned,
these were being spread across the board of employees in the large
variety of companies, and that there, therefore, would be a distrihu-
tion of risk, and an accident in one company would not mean graat
losses to the insurance carrier.

As far as the health policies are concerned, while there are differences
in sickness rates between different %ort-ions of the company, they are
not too pronounced, and I assume that to the degree they exist where
the company sells policies in a given locality or a given State, it can
adjust its premiums accordingly. = -

And what I would Jike to have you address yourself to, if you care
to do so, is that very subject. :

Don't you already have in your individual policies a sufficient
distribution of risk so that the precedent established for the group
policies does not hold?

Mr. Roserts. I think some of the subsequent witnesses will
probably cover that, because they are technical men, more effectively
than I can.

But I think that accident payments form a very negligible part
of the total money paid out in any one year on accident and health.
claims. The big money paid out is in hospitalization, -for illness.
And as one illustration, all of the small companies in Colorado were
hit very hard 3 years ago with the Asian flu epidemic which was
concentrated in an area and had an incidence of morbidity consider-
ably more than the national average for a long time, and which
enjoyed rather low local accident and health rates, and they were
really squeezed, because they were concentrated in that area. And
I think that where actually large companies are doing business in
50 States, the average small company writing individual contracts
concentrated in a single State, by and large, or mostly in two, either
there are more concentration in the case of the individuals. =

Senator DouaLas. I wonder Fow!decisive that is. Can’t you meet
it to the degree that it exists by reinsurance?

Mr. RoBerts. Reinsurance in this field is, I don’t think, too
general a thing. The reinsurance companies do not allow as much
ma:gin, shall we say, for a small company on accident and health
as they do relatively on life, which is a determinable risk. '

) : !
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And it would not be, I think, the general practice to handle the issue.

Senator Douaras. Wouldn’t this be a very easy way out of any
difficulty which you may experience? I am not at all convinced
that the morbidity rates fluctuate as widely as you seem to imply,
but even if they did I should think reinsurance could be developed.

Do you think Lloyds would reinsure this?

"~ And there are undoubtedly American equivalents of Lloyds.

Mr. RoBerts. I think the most of the inquiries are pretty well
covered by Mr. Baker and Mr. Harker.

Senator KErr. Thank you very much, Mr. Roberts.

I would like the Treasury to put in the record, if they will, the
amount of taxes paid to our Government by Lloyds of London.

Senator DougrLas. I am merely using that as an illustration. And
I will say that there are undoubtedly American equivalents of Lloyds.
I am not trying to stir up business for Lloyds.

Senator KErr. I just thought it might be pertinent in view of the
fact that they were referred to as available as a writer of reinsurance
policies, I thought it might be well, since we were putting into the
record the tax effect of the amendment and the various variations of it,
Eloe (izmount, of taxes paid to the U.S. Government by Lloyds of

ndon.

Senator Douaras. Let the record show that the Senator from
E})ingis has no connection emotionally or financially with Lloyds of

ndon. '

Senator KErr. Nor objection to insertion in the record of the
information asked for, I assume.

(The following was later received for the record:)

Tax Starus oF LLoyp’s oF LoNpoN

Based on their method of operations, Lloyd’s of London may be viewed as a
goveming body which furnishes management and guidance to the elected mem-
ership, each one of whom is independently engaged in the insurance business
on his own account. On the basis of all the available facts, there is no evidence
which would indicate that Lloyd’s of London, as such, has engaged in the insurance
business within the United States. Therefore, no basis appears to exist for as-
sessing U.8. income tax afainst this organization.

On the other hand, Lloyd’s members, called underwriters, have obtained
insurance business from U.S. customers, for their individual accounts, or at
other times, for syndicates formed of several of their members. This business
takes several forms, In Kentucky and Illinois (the only two States in which
Lloyd's is admitted), some underwriters conduct business through attorneys-in-
fact. These underwriters have been filing income-tax returns reporting their
income from U.8. sources including not only profits and losses from the insurance
business referred to but also their other income from U.8. sources. Such income
includes the underwriters’ share of the investment income derived from the
trust funds maintained by Lloyd's for the proteéction of U.8. policyholders. Their
tax liabilities on such income are determined on the basis of regularly applicable
income tax rates similar to those imposed on any person engaged in business in
the United States.

In States in which Lloyd’s members are not admitted, the business is trans-
acted through brokers, documentary stamp tax of 4 percent or 1 percent of
the gross contract premium is paid on such business, depending upon the type
of insurance written. In addition, these brokers pay income tax on their earnings
arising from their handling of insurance with Lloyd's.

It is estimated that the premiums received by Lloyd’s subject to the premium
taxes on foreign insurers is in the vicinity of $ mijllion annually. According
to testimony by the chairman of Lloyd's befote the S8ubtommittee oh Antitrust
and Monopoly of the Committee on the Judicigry of the S8enate on June 17,
1960, approximately 60 percent is reinsurance and 40 peroent is direct insurance ,

71951 81 ’, LRy ‘ B T
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business. Since direct insuranco (other than life) is taxed at 4 percent, and
reinsurance is taxed at 1 percent, on this basis it would appear that the total
premium excise tax paid on Lloyd’s business would amount to some $9 million
annually at present levels. Because of the large number of individuals involved,
it has been impracticable to ascertain the total U.S. income taxes paid by the
various attorneys-in-fact and brokers handling Lloyd’s business.

The Treasury has recently recommended that the 1 perecent documentary
stamp excise tax imposed by scetion 4371 of the code on premiums paid to non-
resident foreign insurers on life insurance policies and reinsurance policies covering
casualty and surety risks be increased to 2 percent to align their tax with recom-
mended increases in the tax on domestic mutual insurers which presently pay a
tax of 1 percent of gross income or regular corporates rate on their net investment
incomue, whichever is greater.

Myr. Hunter Mclean?

STATEMENT OF HUNTER McLEAN, TEXAS LEGAL RESERVE
OFFICIALS ASSOCIATION

Mr, McLran. My name is Hunter McLean. T am president of the
American Standard Life Insurance Co. of Fort Worth, Tex., and my
experience in the insurance field dates from 1928, when I went to
work as a solicitor. In addition, I speak for the Texas Legal Reserve
Officials Association of Austin, Tex.

Subsequently, T was with the Texas Insurance Department from
1933 to 1943 as deputy life insurance commissioner and as senior
examiner. I have been active with my company since 1946. It
engages in tho life, accident and health, and hospitalization fields.

Vithin a year of the time I entered the insurance business the
forerunner of Blue Cross had its beginnings as a cooperative at Baylor
Hospital in Dallas. And, in 1933 what may have been the first
commercial hospitalization policy in the United States crossed my
desk at the Texas Insurance Department.

My commissioner took a dim view of that policy stating that it was
economically unfeasible. ‘“No one will buy ﬁospltaliznt.ion insurance
at a premium of $12 yearly when the average hospital bill is only
$60,” he said. A premium of 20 percent of the promised benefits
appeared preposterous to him.

oday 130 million Americans own hospital insurance.

My commissioner’s alarm was justified, but for a wholly different
reason. His concern should have been for the solvency of the com-
panies experimenting in the business for the premium for that same
coverage today is 300 percent of the 1933 amount.

Increasilig costs, experimentation, adjudication——

Senator KERR. In order that the record may be clear right there,
while the premium for that same coverage is 300 percent, 1s not the
average benefit in excess of $60?

Mr. McLEan. Yes, sir, the average hospital bill is up considerably.

Senator Kerr. Would it be reasonably accurate to say that the
Iiszilit\"llas increased somewhat in proportion to the premium?

Mr. McLEAN. Yes, sir.

Senator DouvarLas. What is the average benefit?

Mr. McLean. Today, sir? :

Senator DouaLas. Yes.

Mr. McLEean. It depends largely on area, Senator Douglas. I
don’t know what the national average would be. Hospital rooms in
California, the customary charge fdr private rooms is over $40.

Senator DouaLas. You say the premium is now $367

.
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Mr. McLeaN. Well, sir, I have reference to this particular policy
here, the one that sold for $12 in 1933.

Senator DougrLAs. What are the average benefits in that policy?

Mr. McLEan. It provides a $56 room—— - '

Senator Doucras. I know, but the average amount paid out.

Mr. McLEeaN. It would be a $60 hospital bill, about $60 per hospital
stsgr, it would be about average for the hospital.

enator DouarLas. And the premiums were $60?

Mr. McLEeaN. No, $12. But the average premiums for the policy
today would be $36.

Senator DouaLas. I would like to follow up the question of the
Senator from Oklahoma. The premium has gone up to $36. What
about the benefit?

Mr. McLean., Well, we would have to use the same benefits to get
a comparable—if a poficy today paid the same benefits——

Senator Dovuaras. This is a maximum of $60?

Mr. McLeaN. No, that was the average hospital bill.

Senator Douaras, Then the premium was $36 for an average
benefit of $60?

Mr. McLEaN. No, sir, the premium was $12 for an average benefit
of $60. Today the premium would be $36 for an average benefit of
apgeroximately three times that amount. ‘

Senator Douaras. That is what I have been trying to find out.

With average benefits, then, of $180?

Mr. McLEeaN. I misstated the point a minute ago of the average
hospital bill as $60, not the average benefit.

Senator Doucras. What is th- verage benefit?

Mr. McLeaN. The average beuefit of the policy I wouldn’t know.

Senator Douaras. Could you find that out for the record for this
committee?

Mr. McLEean. It would take digging into the Department’s records
for 1933, I could probably—— -

Senator Douaras. I don’t want 1933 or 1943, I want today. You
obviously know what the increase in the premiums is. It shouldn't
require much more labor to determine the increase in the benefits.

r. McLEAN. We can determine the average benefit paid

Senator Douaras. If you would send it by mail to the clerk of the
committee, we would appreciate it.

Mr. McLEean. We would be delighted to.

(The following was later received for the record:)

While appearing as a witness in support of S. 397, on July 6, 1961, Mr. Hunter
MclLean, president, American Stantﬁrd Life Insurance Co., Fort 'Worth, Tex.,
and speaking for the Texas Legal Reserve Officials Association, Austin, Tex.,
was requested by Senator Douglas to furnish certain data bearing upon the in-

creased hospital cost of the patients and insurance companies insuring such risks.
With reference to this request, Mr. McLean has submitted the following:

1959 1040 Percent
increase
B“R‘vt:l ey ¢ tient stay in hospital $253.48 $118.04
TAge €03 r ent stay in hospital. .. cenceccicranaaaa. .
Average cost §r guem per day....? ....................... $%0. 19 $14.33 m
Ben:ﬂwts paidw hospital (days) C 7.8 83 Jeencenanne
e T e ol &
Nefits PAId. «.cceoenanecceiandectecaaaaancanne

Ave?uo benefit Par POlIEY . ccecniecmmescnsacctonns ceasenens $22. 70 14 b
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-. The 1960 ‘‘Source Book of Health Insuyrance Data,"'rﬂblished by the Health
Insurance Institute, contains the above data. The information is taken from
its pages. They show startling increases between: 1049 and 1959.

Mr. McLeaN. Adjudication of policy terms, errors permitting
adverse . selection - ﬁy the public, each contribute to the .extreme
uncertainty in this field of insurance. ' N

o difference exists in the hazards assumed under group policies
and individual policies, exceJ)b that the noncancellable contracts are
limited to the individual field and it is within the individual field that

costly experimentation occurs. o
. 'For purposes of taxation there should be no distinction between
group accident and health insurance and that issued to individuals.

urrent evidence of increasing costs in hospital insurance is con-
tained in a release by the Department of Labor reporting that the
cost of hospitalization insurance, written by private insurers, has
jumped about 80 percent in less than 10 years. And, the statistics
of the State of Colorado reflect an 8 percent rise annually in hospital
and medical charges in each of the past 4 years. .

Senator Douaras. Do you figure on the increase in benefits during
this time, or is it simply an increase in premiums?

. Mr. McLEaN. These are an increase in hospital charges, and are
not necessarily related to' benefits, the benefits under some policies
may be flexible and rise with the costs, the may be inflexible and
allocated and stay put regardless of the hospital bills. S
. Senator Douaras. When you speak of the cost of hospitalization
insurance, gou mean to the company or cost.to——

Mr. McLean. Cost to the company, not premiums.
~ Senator DougrLas. Now you are speaking about benefits?

. Mr, McLEean. Yes, sir.

Senator DougLas. So you say that the cost of benefits is increased
by 80 percent in less than 10 years? i
. Mr. McLean. The hospital bills rendered to the companies have
increased by 80 percent in the last 10 years.

In addition to increasing costs, other factors have contributed to
losses. Some of them are touched upon below. .

. Any history of the accident and health field will show that in good
times loss ratios are relatively low. Under the same policy contracts,
bad times produce higher losses. Without laboring the point, the
experience of companies in the accident and health field during the
depression support this statement. . .

ecause insurance policies are unilateral in their drafting, the
courts quite properly construe them strictly against the authors.
Thus, until a contract has been ad{udica _thoroughly in its im-
portant provisions, the total of its obligations is unknown.

- The seriousness of this is illustrated by a Kansas case where a rather
routine t,yge of mont,hl¥ indemnity accident and sickness pohcl)_r,
promising benefits for only 2 years, was construed as a_contract obli-
gatededto pay monthly indemnities during the entire lifetime of the
insureds. | : . .

In Texas, insureds suffering a heart disability have been ruled
entitled to indemnity even though they continue to work in the same
occupation. The theory of the court in this case was that an insured
was shortening his' life “expeotanty, reducing-the time and total the
iisurance company would pay, and if he preferred to do that the

company shiould pay regardless of contract language.

/
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. Several States through laws or through regulations are becoming
more and more insistent upon granting insurance on- preexisting
giseases. ‘The impect in this area will not be exactly measurable for

ecades, : S

Experimentation with hospital policy wsrovisions ~has produced
dramatic losses. Companies have attem to remove the 6 months
waiting period for surgical cases, in an effort to rely completely upon
the preexisting disease provisions of policies. Without exception, such
companies have suffered severely from surgical cases occurring within
the early months following issuance-of-a_policy. oo -

A few years ago mejor medical policies~were offered; having a
deductible of some-$300 or $500 with very liberal\benefita thereafter,
The experience mfider these policies has been most Wigtressing.

‘The public Mas evidenced keefi 1 t in noncanodellable policies
and when the companies-first attempted) to supply swch demand,
policies wofe issued with gparanteed premiums. - Again) the losses
under su¢h policies lave be¢n sub@:x}u , ang-will contihue during
the lifetime of thoge policyhgldere ' B

This ¢gxperimentation-shogld not bedjscoupaged\for through it shall
be achipved the answers s¢/ fiéceddary to, a final salution to hecident
and heglth insurance costs o S

: , in-the field of polip insur-
ance, fiyst 1ssued\ by & ) Y, a friendly compadtitor to
my conjpany. ] io} poli issued with uneflocated

“limits of $5,000 for medi e '

Parents resgon d wi

for their\children.\ Insurance
be%an thé\issuance of simila.fpg{)li
. Charity \wards caring f%n io
costs. Within a few bri¢f years 60 percen
wards was pald by insured- oo : : :

The savings te charity permitted the diversion of finds to research
and polio vaccine 18 a direct result. . B : e

I would like to digresa here on the subject.ef concentration of risks
in connection with polio insurence,-beceusé we had a personal experi-
ence in that field during the epidemics of some 10 years, '

.In the city of San Angelo, which is & small community, they had
over 350 hospitalized cases at one time, in Fort Worth it ran to 1,200,
and Lubbock at one time had 700 cases, and Lubbock recently has
been plagued with an encephalitis outbreak. . .

Senator Dougras. It is true, I think, that in the case of polio
you can have great geographical coneentration of the sickness? -
Mr. McLgaN. Yes. | g e .
. Senator Kerr. The same is also true of hepatitis, to & very marked

o deman ‘for thjs bo verdge
ies\all over she Unitéd States

es had bople 100 peycent of the
the costy’of the polio

d » P o ' ., . L . R e N AR B .

ﬁr. McLEan. To resume, Dr. Frederic E. Elliott, former consultant
to the chairman of New York City Blue Shield, adequately summed
up t,t}he problem in the April 28, 1961 issue of the National Underwriter
stating:

The insurance market is now being offered the major medical and thé: first
dollar coverages of the insurance industry, {plus Blue Cross-Blue Shield coverages
of the so-called nonprofit plans. None of them would geem to have matured
beyond the trial and errorptages.. , ... < S A TR O SR
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His article continued by quoting Prof. D. L. MacDonald of the
University of Michigan, who said:

The insurer cannot expect to experience its ultimate loss ratio under a new
plan of insurance for perhaps many years. At least 5 years will pass before
polieyholders learn enough about the new cover to begin to utilize their rights
and benefits,

As I have pointed out initially, the individual accident and health
policies are the primary means of coverage experimentation. These

licies are identical in form with the group policies—which are bene-

ted by present section 809(d)(6)—but mtg the additional hazards
to the companies of noncancellability and the uncertainties always
present in previously untried types of coverage.

Logically there should be no tax discrimination between group and
individual coverages in this field. But section 809(d)(6) of the
present law provides this necessary 2.percent deduction for group
accident and health policies and nothing is provided for the similar
but more hazardous individual policies. Senator Kerr’s bill, S. 397,
would correct this discrimination and I urge this committee to report
that bill favorsblg.

You mentioned the Texas City disaster & moment ago. I don’t
correct you, but I would like to enlarge a little.

The great damage there to individuals was to the civilian popula-
tion. you will recall, in addition to the group liability that
resulted, there were a number of civilians, residents of Texas City
killed and maimed in that thing who had to look to their individua!
policies for hospital and accident and health benefits, as well as crew-
members and employees of the company that suffered the explosion.

And on the subject of reinsurance, we attempted to get reinsurance
on our polio insurance, and we couldn’t obtain 1t on any sort of favor-
able terms, we had to bear our own risk and carry it in a field between
rates and benefits trying to develop the thing with which we could
live. We contacted several reinsurers, and they were not familiar
with it, and they didn’t want the risk.

Senator KERR. Any questions?

Senator Douvaras. Mr. McLean, I notice you refer to the indi-
vidual policies as being more hazardous than the group policies.

Is it your contention that there is a greater concentration of risk
in the individual policies than in the group policies?

Mr. McLEaN. No, sir, I don’t contend that.

I say that through epidemics and through a concentration that
results from the successful operations of a single agent in a single
community, there is a concentration of risk.

In this connection the term ‘“more hazardous” was used to embrace
the unknowns, the noncancellable features that can't be remedied,
the unknown future decisions of the courts, the uncertainty of experi-
mental coverages, rather than the hazard of risk itself.

Senator DouaLas. In the case of accidents, would you grant that
there is greater concentration of risk than in the case of individual
policies? ‘ :

Mr. McLEAN. Yes, sir. o

Senator DougLas. You grant that?

Mr. MclLeaN. I grant that.

Senator DoucerLas. And what gbout occupational diseases?

Mr. McLgaN. Yes, sir.

+
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Senator Dougras. And in what respect do you have equal or
greater risk on individual policies than group policies?

Mr. McLEaN. Well, we have a concentration of business in single
communities as a result of the success of an individual agent in that
community. ‘

Our business in our company is grouped around certain communities.
We feel, however, that the great hazard in the individual again is in
the experimentation and the noncancelable features of the policy.
The group policies are cancelable, if they have made a bad guess they
can get out in a year, but a noncancelable policy must be kept so long
as the insured wants it.

And that is a hazard that is peculiar to the individual policy that
the group policy doesn’t have.
~ Senator Douaras. What proportion of the accident and health
policies are noncancelable?

Mr. McLEaN. There is an ever-increasing proportion of them.

Senator Douvaras. Could you give us a rough guess as to that?

Mr. McLEaN. Those figures may be available in some cumulation,
I don’t have them at an n‘fertips.

Senator Dovaras. Would you be willing to supply that?

Mr. McLEaN. Yes, I think I can supply it for you.

Twenty years ago the noncancelable policy was a rare thing.

(This information was subsequently furnished and appears on p. 40.)

Senator Douaras. Isn’t it true that some of the complaints that
have been have been that they have been cancelable?

Mr. McLEAN. Yes,sir. The insured prefers a noncancelable policy.

Senator Doucras. As I understand it, some of the complaints have
been that in a very large, major proportion of the cases they are non-
cancelable. »

Mr. McLeaN. Yes. The insureds are the ones that put it in, and
we have to meet their requirements for coverage.

Senator Dovuaras. y has the noncancelable feature been
adopted?

r. McLEaN. There are a few companies that don’t have non-
cancelable policies, but not many. Even the big eastern companies
are now writing noncancelable health and accident policies as well, it
is rather general.

Senator DouarLas. Do you know whether articles have been written
in insurance publications on the subject?

Mr. McLEAN. Yes, there have been a good amount. Your life
reinsurers attempted to experiment with some form of reinsurance,
maybe in the medical field, maybe unsuccessfully, and there are a
good many papers on the subject.

Senator Douaras. I don’t see any member of the staff of the joint
committée present, Mr. Chairman.

Isn’t there a member here from the joint committee?

Mr. LAMARCHE. Yes, sir.

Senator DoucrLas. What is your name?

Mr. LAMaRrcHE. LaMarche.

Senator Doucras, I wonder if you would be willinﬁ to go into this
question of the relative proportion of individual accident and health
policies which are noncancelable? : :

Mr. LAMARcHE. I would be glad to look into it; yes, sir. .

Senator KErr. Thank you very much, Mr. McLean.
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Mr. McLeaN. Thank you.

Senator Kerr, Mr. Baker?

Senator Lona. Mr. Chairman, I would like to say that J. W. Baker
is very well known to me, and has been an outstanding citizen of
Baton Rouge, where I make mi home, and of my State of Louisiana.

I am glad to see you today, Mr. Baker.

Senator KeErRr. Thank you very much, Senator Long. We think
that he is honored by being from your State, and we think he is a
credit to your State.

All right, Mr. Baker,

STATEMENT OF J. W. BAKER, MEMBER, BOARD OF DIRECTORS OF
THE NATIONAL ASSOCIATION OF LIFE COMPANIES. INC.

Mr. Baker. My nameis J. W, Baker, I am president of Continental
Service Life and Health Insurance Co., Baton Rouge, La. The state-
ments contained herein are respectfuily submitted on behalf of the
National Association of Life Companies, Inc.

Our purpose is to endorse and to support a bill, S. 397, introduced by
Senator Kerr in the Senate of the United States, January 13, 1961,

The bill proposes to amend the Internal Revenue Code of 1954 to

ermit a deduction by life insurance companies in determining gain or
oss from operations of an amount equal to 2 percent of the premiums
from individual accident and health insurance contracts.

Section 809(d)(6) of the Internal Revenue Code of 1954 provides for
a deduction of an amount equal to 2 percent of the premiums from
group health and accident insurance contracts.

In the interest of clarity, I should like to mention that accident and
health insurance contracts are generally classified according to a
terminology which employs such terms as “group,” ‘“franchise,”
“blanket,” “family group,” and “individual.” 'These terms are
useful in the industry’s normal day-to-day operations and communi-
cations,

For the most part, these terms denote distinctions that are merely
administrative in character. In this sense, they are proper and useful
terms. However, if such terms should be misconstrued in such a way
as to imply basic, functional differences, then misunderstanding and
confusion could result.

Our endorsement and support of the bill, S. 397, rests upon the
contention that significant differences do not exist among health and
accident insurance contracts on the basis of such nominal classifica-
tions as “‘group,” “franchise,” ‘“blanket,” “family group’ and “‘indi-
vidual” and therefore all such heaith and accident insurance contracts
should be treated uniformly with respect to the 2-percent deduction
p}‘ov;dzd for under section 809(d)(6) of the Internal Revenue Code
of 19564. : : : T

In order that our contention may receive fair and reasonable con-
sideration, I should like to submit some pertinent observations drawn
largely from the experience of the company which I represent. These
observations are also representative of other small life insurance
companies, o o - EERT. )
1. All health and accident insurance contracts have a common,
primary purpose. That. purpose ‘is. to provide protection for.the
policyholder. - - =~ T .. .
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- 2. 'Selection of risk is essentially the same for the various classifica-
tions due to the fact that underwriting information is procured on
similar forms through tho use of similar questions. '

3. Migration—may I digress there and say, that was the reason for
the group, the concentration and no migration. ‘

igration exists among the various classifications; for example,
policyholders under a “group” classification have the privilege of con-
verting to an ‘“individual”’ status.

4. Competition requires that premium rates be held to a minimum,
thus tending to eliminate margins which might otherwise be used in
maintaining reasonable levels of risk. Such levels of risk could better
be achieved through more claborate procedures of selection, for ex-
ample, through medical examinations, inspection reports, extensive
statements of attending physicians, etc.

- 5. Each classification of health and accident insurance is subject to
highly competitive premium rates and wide fluctuations in claims
experience. These factors tend to hamper the maintenance of suffi-
cient surplus to accommodate contingencies of the business. Seasonal
illness, contributing weather factors, disasters, endemic diseases are
examples of such contingencies,

May I say situations like Audrey, and Texas City.

- Unstable fluctuations appear to be characteristic of health and
accident insurance claims.

Now, where the group has the protection of nonoccupational insur--
ance like grouF public liability and workmen’s compensation, the hos-
pital and health and accident features of these group contracts are
completely relieved of any catastrophies of that nature, while the
individual insurer who carries the individual contract has no clause
in there that protects the carrier from the hazard of his occupation.

6. Administrative handling costs (records, billing, etc.) commen-
surate with the various classifications of the business, tend to offset
differences in premium rates. To illustrate this point, the handling
costs for 500 individual cases would exceed by 20 to 25 percent the
handling costs for a like number of cases as a group. Where savings
of this nature are made, they are passed on to the group policyholders
in the form of lower premium rates. :

7. Medical care costs are rising whereas premium rate adjustinents
lag behind such increases in costs. This phenomenon can be reflected
in company losses.

8. The salient facts disclosed by thorough examination of the
several classifications of health and accident imsurance contracts are
facts which establish similarities rather than differences.

Our endorsement and support of the bill, S. 397, is in accord with
these findings.

The amendment is regarded as desirable and feasible. Therefore,
it is our contention that health and accident insurance contracts
should be treated uniformly with respect to the 2 percent deduction
provided for under section 809(d)(6) of the Internal Revenue Code of
1954, through adoption of the proposed amendment. Further, we
believe that its adoption would serve the best interests of the poiicy-
holders, the insurance industry, and the Governinent.

" Senator Kerr. All right, Mr. Baker. ’

Are there any questions?
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Runntor Dovanan, Me. Uaker, I it your undstanding that M. 1907
providee the B porvent tax dodiotion r\l femolilug hlnulmt fnmily
proupe mod ndividual aeoldont and hoalth policien an woll ax on so-
vllnd *‘mup polieton?

\v. At adoptod,

Sonator Doas, On all avcstdont. and bslth?

Mr Banwn, Yen,
Nunator Dovonas
ngdinte Lypor ne wull

ll\ O | PRSI AT TS

Ulinve sttempted, siv, to migggest thnt thees i peaotionlly no difter-
onee i niy one of thoxe contenets wa met forth by chart,

Sunntor Doveran L watted (o got the scope of the amendment.,

Me, Baken, "The entive health and sectdont told,

Nonntor Dovunas, Now, vou have hoard the tostimony of Me,
Molaane - Would vou agroe with him thit there e o grontor coneon.
lm}i(‘m ;\I‘ vink in group pocident polictee than i individusl sceeldont
HUNTL
‘ Me, Baxen, 1 do, siv, for this vonson, and in thin degree, that the
way the group conttaet in weltten, they aee mm'mmdaﬁ with oxpert
rafoty duvicen mad axport proteetion friom svery sourco that you enn
think of. ‘M individual thint wo insure, he s conatantly oxposed to
overvidny hnaneda that come by, wo will sny by the wron of habitation
or by the ok of knowledge of safoty rulos,

Senator Dovetas, ‘That wan not quite my gqueation. | was not
poige fnto the vompamtive accldont tetos under the two typen of
polive, but wthor whether you agreed with Me, Mebeonn that there
war & rronter concontration of visk in the group aceident policien than
in the individual aceident policies,

M. Baxenr Lt is teue in cortain areas, s,

Senator Dovataa, 1 should think that would be teae universally
wa far ax accidents are concernwnd,

Me, Baxer, We picked arcas with smasll populations, small towns
aned smiall vitlages, where they buy individually prnwt.lvuliy nn i whole,

Somator Dovenas, 1 am simply apeaking of acoidents st the
moment,  lan't it teue that in the care of losses from aecidenta that
there s & proatar concontration from risk in the group than individual
polivics that cut acrose & large mumber of planta?

Mr. Baxen, 1 will answer you this way, that wo do find the indi-
vidual dove carey the larger ratio of acoidents, duo to the—maybe 1
have’t got your question—-—

Sanator Dovernas, My poiut is, on the conventration of risk, that is,
when the accidents cotne, don’t t-,fwy fall with much heavier incidence
upan anplovees of factorics, where the policies are confined to the
factories, than if the Yt\lioies aro aproad across a number of factories or
nwnber of working places?

Mr. Bakgr. First vou have to determine the number of poople, the
exposure that they have, and the participation.  And I don’t think 1
would be in a position to say definitely.

Senator Dovcuas. Then what would you say about ocoupational
diseases, it there any greater concentration of risk in the group policies
than in the policiee which are distributed broadly over a series of
compantes in industries? i

;‘Jnt. purely individunt, but it covern tha Tnter-

BEST AVAILABLE COPY
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Me. Bain, Ovoupationnl disenses are nwore confined 1o the sy
the rellnery workern have s oortalne ocoupationnl disense thet they
gt contenot, sud ol hpve thelew s b underwelting we take
thone things into conslderation,  Bat | hsven't done the ronesrch (o
furndsdi the atntlsties to atwwer your question insyhe ss woll aa Mr.,
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Mebann,

Me Foun, At U elndcof inteerupting, the next witness, Mr, Harker,
Ethind, will huve suswers 1o the two queations thst. you hnves just.

pabiedd Moo Baloer.

Sontor Dovacan, 1hauk you, M. Ford.
I dn bved Tor e to leop Ui varlous Tisutanes asocintions dlonrly

disthngenished Tn my mindd.

F notlee you refer to the assaciation for whotm you are appenting na

the Natlonal Aswociation of Life Comgmnios, Lue,

Now, would this

inctude companion such an the Peadontinl or the Metropolitan or
Travelors of Hartford, and wo forth'
Me, Dakwn, 1 mluiat, but it dowa't at this e, hesause they are

tob participants in our groug.,

Senator Dovatas, hey welte o lot of aecldent and hoalth policiea?

Mur. Baxsn, They do.

NHountor Dovatan, What typoe of company forims its romborahlp of

the Natlonal Ausocintion?

Me, Bawion, Life, some of them health and aceidont - not very

many of them health and aceldont

I think in the States of Touisinna

wo only liave four or maybe flve compnnios that participatod, i

anid aeeident business,

ww‘mrnlud in the State of Louisisne that pacticipated in the health

Sonutor Keun, Do you have a list of your motmbearship, Mr, Baker?

Me, Bagun, At presont?
No, wir,

Sonntor Ksnn, Clould you furnish that to the committes?

Mue, Bakuen, You, sir,

Me. Foun, T will have Mr. Roberts do that.,

Nenantor Kuui. Fine,

('T'ho following was Intor rocoived for the record:)

MuMmpekaitur o NATIONAL ABHOOIATION o Lire CoMeaniea, Ine,

(totton Bintea Lifo, Tuseslooas, Ala,
Atlantlo Natlonal Life, Montgomery,

In.

[Towe ‘Frust. Lifo, Montgomoery, Ala.
(Julf Ntatos Life, Birmingham, Alu.
(hxslrnnty Savings Life, Montgomory,

[
Fquity Lito, Andalusia, Ala,

Ploneor Life and Casualty, (iadsen
Nutiounl Seourlty lnsurauce Co.,

Ala,
i-:iba,

n.

Seourlty State Life, Montgomery, Ala,

Suxiheru United Life, Montgomery,
o,

Loyal Amerlcan Life, Mobile, Ala,

Standard Unjon Life, Montgomery, Ala.

Lite Insurance Co. of Alaska, Anchorage,

laska
Alaska Westorn Life, Anchorage, Alaska
Chiis:lun Foundation Life, Little Rock,
rk.

Dixie Lite, Little Rock, Ark.

HuAp:‘w Iite of Amerien, Little Roek,
rk.

Preforred Risk Lifo, Fayeotte, Ark,

Firat Pyramid Lite, Little Roek, Ark.

Investors Preforred Life, Little Rock,

Ark,

Nnti\ml:al Investora Life, Little Rock,
Ark.

ﬂoxt}‘x‘cm Equitabie Life, Little Rock,
rk.

Soxthlund Security Life, Little Rock,

rk.

World Wide Life, Little Rock, Ark,
Professional Life, Fort Smith, Ark.
American Buyers Insurance Co.

Phoenix, Ariz,
Bankers Trust Life, Phoenix, Ariz.
Charter Oak Life, f’boenlx, Ariz.
First National Life, Phoenix, Aris. '
National Life & Casualty, Phoenix, Aris.
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Producers Life, Phoenix, Aris.
Intercoast Mutual Life, Sacramento,

f.
Faloon National Life, Denver, Colo.
Allsorvice Lite, Colorado Springs, Colo.

Cn it!ol Co-Operative Life, Denver,
010,
Green Shicld Life, Boulder, Colo.

General Bankers Life Denver, Colo.

National Western Life, Denver, Colo.

Perpetunl Life, Denver, Colo.

I.ﬂéor!ty Life and Casualty, Denver,
olo.

Western Empire Life, Donver, Colo.

Seaboard Life of Awmerica, Miami, Fla,

South Atlautic Life, Tampa, Fia.

Cherokee Life, Lincoln, Ga.

Counstal States Life, Atlanta, Ga.

First Natiounal Life, Atlanta, Ga.

Farmers National i.ifo, Atlanta, Ga.

Foundation Life, Atlanta, Ga.

Georgia Life & }enlth, .&tlnnm, Ga.

National Fxecutive Life, Atlanta, Ga,

Stata Mutual Insurance Co., Rome,

.
Security Life, Macon, Ga.

Grand Pacific Life, Honoluly, Hawaii
Perpetual Life, Boise, Idaho

Aowe Life, Springfield, Ill,

"“Illllds Mid-Continent Life, Chicago,

First United Life, Gary, Ind.

Nt}tignal Security Life, Indianapolis,
nd.

Rex Insurance Co., Indianapolis, Ind.

Standard Life of Indiana, Indianapolis,

Ind.
Wabash Life, Indianapolis, Ind,
Life of Kentucky, l.ouisville, Ky.
Continental Service Lifo and Health,
Baton Rouge, La.
G\iamuty Income Life, Baton Rouge,

A,
Gulf Union Life, Baton Rouﬁ, La.
Firf:ide Commerciai Life, Alexandria,

Lee National Life, Shreveg:rt, La.
National American Life, Baton Rouge,

National Investors Life, Baton Rouge,

La.
Tidelands Life, Bunkie, La.
Walghlngt.on Life of America, Lafayette,

Chesapeake Life, Baltimore, Md.
American Repu%lic Life, Jackson, Miss.
Southeastern Life, Hattieab\i‘x}, Miss.
The National Bellas-Hess Life, North
Kansas City, Mo.
Missouri National Life, Kansas City,
Mo.
Missourl Fidelity Life, St. Louis, Mo.
Treasure State Life, Butte, Mont.
United Reserve Life, Billings, Mont.
Union Reserve Life, Minot, N. Dak.
Gx;encsbom National Life, Greensboro,

4
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'I‘hg; Sturdivant Life, North Wilkesboro,

.C.
New Mexico Life, Albuquerque, N. Mex.
American Home Security Lifo, Roswell,

N. Mex.
Rocky Mountain Life, Albuquerque,
N. Mox.
Great American Life, New York, N.Y.
lln{:‘ni\l}on Life of New York, New York,

Standard Seccurity Life of Now York,
New York, N.Y.
\\«':)sln_wrn and Southern Life, Cinciunati,
110,
National Masonic Providence Associa-
tion, Manstield, Ohio
Ba(t)xllf;)m Scrvice Lifo, Oklahoma City,
a.
Great Western Life, Oklahoma City,
Investors

Okla
Life, Oklahoma
City, Okla

National

Southern Christian Life, Oklahoma
City, Okla.

Midwestorn Life, Iinid, Okla.

Globe Life and Accident, Oklahomn
City, Okla,

Ulii)ti?ld Founders Life, Oklahoma City,

la.
Ut}i)}‘((l)rsity National Life, Norman,

a.
Wg)slt(,olern Security Life, Oklahoma City,
. a.
lnz')mtors Insurance Corp., Portland,

reg.
Amecrican Penn Life, Philadelphia, Pa.
Continental Life, Coiumbia, S.C.
Francis Marion Life, Columbia, 8.C.
American Equity Life, Columbia,

Sogltgém Security Life, North Augusta,
Memphis,

American Capitol Life, Houston, Tex.
A:}i‘erican Standard Life, Fort Worth,

ex.
An%erican Trust Life, Wichita Falls
ox.
Citizens Standard Life, Corpus Christi,

Tex.
Columbia General Life, Houston, Tex.
Commercial Travelers Life & Accident,
Dallas, Tex.
Great Commonwealth Life, Dallas,

Tex.
Girardian Insurance Co., Dallas, Tex.
International Fidelity Insurance Co.,
Dallas, Tex.
Legal Security Life, Dallas, Tex.
National Security Life & Accident,
Dallas, Tex.
Permian Basin Life, Odessa, Tex.
The Service Life, Fort Worth, Tex.
Provident Security Life, Houston, Tex.
tate General Lif: Tex.
San Antonio,

Lincoln American Life,

Tenn,

e, D
Southweat Security Life,
Tex.
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Time Life, San Antonio, Tex. Great Plains Life, Casper, Wyo.
Transport Life, Dallns, Tex. Life of Mississip&)l, Jackson, Miss.
United Bankers, Datlas, Tex. Standard Life Accident, Oklahoma

Union Bankers Insurance Co., Dallas, City, Okla.

‘ex. Pilgrim National Life, Chicago, Ill.
Mid-Continent Life, Fcrt Worth, Tex. Old Equity Lite, Evanston, Ill.
Rolinnce National Life, Salt Lake City, Investors Security Life, Chicago, Ill,

1itah. State Life of Illinois, Springfield, Ill.
Feder.:l Old Line Insurance Co., Federal Liberty Life & Casuslty, Goodland,

Way, Wash., Kans.

Sto“r}e\{’all Jackson Life, Huntington, Ci%izgns National Life, Indianapolis,
. Va. nd.

West Virginia Life, Huntington, W. Va. Hamilton National Life, Indianapolis,

Appalachian Life, Huntington, W. Va.  Ind.

Senator KErr. Senator Curtis?

Senator Curtis. Mr. Baker, I am sorry an important meeting at
the Pentagon Building prevented me from hearing your testimony and
the earlier witnesses. But I do want to ask you a question or two.
I will pursue the record, however, on this matter with respect to the
witnesses. In the overall, this is not a matter that involves a great
deal of revenue? |

Mr. Bakkg, I should say not. N , o

Senator Kerr. In that regard, Senator, there is a representative of
the Treasury that is going to furnish us the exact information. His
}'}xdgment was that the 2-percent exemption with reference to group
ife premiums probably loses the Treasury $8 or $9 million, and his
judgment was that this would lose it in the neighborhood of §3 to $4
million. One piece of information that is very tegertinent, in that
regard was that his estimate of the premiums affected by the 2-percent
exemption in the law are in the neighborhood of $3,750 million, and
that the number of premiums that would be affected i)y this 2-percent
amendment if it were adopted would be in the neighborhood of about
one-third of that amount. ,

Senator CurTis. In your opinion, does this different tax treatment
for group health and accident—as compared to individual policies—
while it applics to all companies across the board, does this difference
inure to the disadvantage of the companies only, or is it to the insurer?

Mr. BAkEeR. Senator Curtis, I find myself in the same position that
the president of the Aetna Life Insurance Co. found himself at this
table over here during the hearing. This bill is still astounding and
confusing to me as an officer of the company.

Senator Kerr. You mean the 1959 bill?

Mr. Baxer. The 1959 bill,

Now, this tax question of losses, that the Government will lose
somethimg and that the company will gain something, I may be wrong,
but as an individual I say that the Government will not lose anything,
and that the company will not gain anything.

Senator Curris. It seems to me—go ahead.

Mr. Baxker. Any 2 percent that we get, we don’t get; it is trans-
forred over to phase IIL, and carried.

Now, the benefit that you mentioned that we might get, or some
company might get that is in distress, is simply this, that that 2 per-
cent may be the difference between that company being impaired and
being solvent. But if that company is saved, maybe in 2 or 3 years it
may be that it will go back to the t-axlpayers. But all that 2 percent
that we transfer over into phase III into that reserve is going to
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net the Foderal Qovernment, the Revenus Servies, more than if we
ddn't--40 3t hndn’t been tranafered, beeause woe would have had it
it v A B0 pereent, and when ‘\wm tiko it out, wo are on o 52, 1 don’t
wanit (o et ito that beentse T am not 1 mathematician,

Senntor Cowmiee The point | am \HinF at i thist [t seems {0 mo
that thewe taan avgument in favor of the fact that an individual who
buys hix own fnsuranece of this type, thromgh the company he selects,
that teanetton ghoulid be subjoct (o the sume tax consequences ws
the individual who buya it from the group,

M Banew Tene,

Somtor Cueeris, 1 dieageoe with the thesis that the group has the
henvior visk,  Group insurancee isn't necersarily confined to people
workitgr in one place, or to hagardous oveaputions,  For jnatanee, e
& wember of the Amorienn Bae Arsoeintion, vou wre eligible for certain

mp twueasoee  Ar @ metnber of the Nobraska Bar Association, we
wmye roup meurance,  The smployeon of the Federal Qovernmoent,
inchdime all employess on Capitol THIL have an opportunity to buy
RIOUD inaranee,

Now, in the raeal Staten, the munll communitios, und so on, there
are fewer of the people that wie in n position to participate in group
ivautanive,  And while nplnmntly the wmount wo are talking about
fa vory amall in the overall, 1 think it is worth considering whother or
not the individual purehaser of this type of fnsumnes will have to
by into a transaction that b o heavier (axlond proportionately
t\;\m: ‘“w group fnwurance, 1 think that might bo an argument. for
the il

Senator Rern, Any further auestione?

Thank you very mueh, My, Bakor,

Mr Cartton Harker?

1 bolieve there ae copies of M. Harker's stutemoent availablo,

Al vight, M Harker,

STATEMENT OF CARLTON HARKER, VICE PRESIDENT AND AOC-.
TUARY, COASTAL STATES LIFE INSURANCE CO., ON BEHALF
OF THE NATIONAL ASSOCIATION OF LIFE COMPANIES,

Me. Hanker, My name iz Caclton Harker. T am vice presidont
and actuary of Coastal States Lifo Insurance Co,, of Atlanta, Ga.
My company i in the medinm-small elass with $37 million assets and
S HU mil\im\ insurance in foree. L am an associate of the Soviety of
Actuancs.

T am persuaded for reasons which follow that a more reasonable
and eonitable tax treatnent will be afforded the insurance industry
by allowing the 2.percent deductions for individual accident and
Qckness as well as group aceident and sickness premium,

My company would not have benefited in tax yoars 1959 and 1960
due to the application of the inside limit provided by section 809(f).

Senator Kruw., Lot me interrupt you richt there,

U must say that my coneept 0* this bill as I introduced it was not
based primarily on the effect that it would have in terims of revenue
to the Faderal Government.

No. 1. it was based on my congept of what was eauity Letween the
taxpavers: No. 2. my thought was and is that the effect o this bill
would be to provide a more equitable situation on the one hand and
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on the other hand it would be s provision, s sound provision bene-
fiting the solvensy of the smaller tuxpuyets, cortainly with the realize-
ton that as to cortain yenrs it might bo of benefit to the taxpayoer
auxwise, but fo the long vun any succeess or henefit that might come to
hitn by reason of this would result in equalization of tax revenue to the
Ifoderal Uovernmeont by reason of his having become w more successful
business operator, nnd theteby have more ﬁmds availuble that would
bo subject to the general provisions of the 1959 (ux law.

Me. Hauken, Yos, sir; [ beliove that is what [ would like to go on
atd demoustrate, if { might.

Senator Ko [ am very happy if that is what you are going to do.

M, Hankun, Yos, sir,

I'he Hret question that 1 would liko to discuss for a momont is the
cotustrophe  hazard  question, A catustrophe  hazard  exists for
individual secident and sickness to as grent an oxtont as for group
nocidont and sickuess,  Kxporience in loss<of-tinie covernges during
tho grent depression snd more recontly with the Asien flu epidemic
illustraten this problem, which have caused the compnnies o gront
donl of logs, |

Somuo entustropho hazard of the group type, s plant fire, for example,
niny oxist where un industrisl company has « heavy concentration of
individual necident and sickness on o debit where the workers in the
debit aro prodominantely working in the snme plant.

1 would like to itlustrate this point this way: And it is actually the
case in the compnny with which 1 ain connected.

Wo have in a town in the southeast n lnrgo group cuse on a textile
mill.  Now, within this ures of tmaybe 2 or 3 miles surrounding this
toxtilo mill s what in the weekly premium company is enlled a debit.
Years ago my company had o (le‘)it, surrounding that, plant. There
was nnother company that had a debit surrounding that plant.  There
was you s third company that had a debit surrounding that plant.

Eventa huve boen such that through mergers those companies are
now ono company, and we actually have a inuch greater coneentration
of risk, netually in our individunl nrea than we have in our group area.

I wouldn't want to have you think that that was the general casca,
beenuso it is not, nor was it an oxception where an industrial-tvpe op-
cration in group insurance can have n heavy aceident and industrial
illness concentreation of risk, in both the group and the individual.

And it is for this reason, I say, that I am persuaded that more eruity
would come by having the 2 percent to both rather than only to the

roup.,
& So.lnntor Douvaras, May I ask & question at this point?

Mr, Hanrken, Yos.

Senator Douaras, I am quite struck by this statement where you
sny that a catastrophe has oxisted for individual accident and sickness
to a greater extent than the group accident and sickness.

Do you know, can you cite other actuaries not connected with
companics or writers upon this subject who take the same position
that you do, namely, that the catastrophe hazard is as great for
individuals as for those under group policies in a given plant?

Mr. Harxker. 1 wouldn’t care to speak for the others. I meant to
qualify that statement by proceeding to the question of the eTects of
outside influence——

Senator DoucLas. Yes, but this is a pretty strong statement.
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Now, you are an actuary——

Senator Kxrr. I don’t believe the witness said that that was the
general situation, I believe he said that he did not make the clatn it
was general, but he also stated that ho was of the conviction that it
was not a rare exception, and he gave an illustration of the situation
where experience had demonstrated that the outside risk was as great
as the group risk.

Senator Douaras. I wanted to have the record clear as to whether
or not the witness as an actuary wishes to qualify that sentence.

Mr. Harker. I think, in the sense that you are asking the question,
I think it should be qualified, most definitely. However, I 3id want
to make my point that the catastrophe hazard from accidents, acts of
God, so to speak, will be more profound for groups than individuals
as to accidents, that is, fires, storms, and earthquakes. However,
other ovents can have a more profound effect on individuals than
groups, for example, great depressions, or Asian flu, because you can
escape the ravages of that in groups, but you cannot as an individual.

So it all depends upon what is the cause of the catastrophe.

Senator Dovucras. Presumably with the coming of a depression
which increases the accident rates, it would be greater inside the fac-
.tordt;mn individual policies which ineludes those outside as well as
inside

Mr. HARkER. T feel that T know what you are getting at, and I
certainly agree with you, and to the extent that my statement would
be too strong, I would want to modify it.

Mr. Foro. The factories were closed down during the depression.

You still didn’t answer Senator Douglas’ question, whether you
knew, or whether actuary writers in this field agreed with the state-
ment you made. He asked you if you knew of any.

Mr. HARkER. [ couldn’t give you a positive answer that I knew of
any and I had talked with them on it, no, I would dare say that there
would be some that I feel strongly, when put in this context, would
agree with me, but specifically I don’t know of any that would come
out foursquare and agree 100 percent with what I said.

The 2 percent deduction would allow and/or encourage the accum-
ulation of a contingency fund to mitigate any catastrophe losses.

The second area I would like to cover briefly is the question of the
reserves on individual accident and sickness policies.

The 2 percent deduction would afford reliief to those companies
who recognize the actuarial desirability of maintaining some reserves
against their in-force policies even though such reserves are not
rerkuired by law.

Vorth Carolina, for example, restricts by statute the degree within
which the company may exercise its normal option to refuse a policy
renewal. A company, then, writing an optionally renewable policy
in this State must properly establish a reserve to give recognition to
the rising costs under such policy. Yet the cost of such reserve is
not deductible sinco—

(@) The policy is neither noncancellable nor guaranteed renewable
as recognized by the tax law.

(b) The reserve is not formally required by law.

A case in point that we could discuss is North Carolina. North
Carolina is a State that restrictsra company in its option to excrcise
renewal features, even in policies with optional renewals, it says that
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in 2 or 3 years a company cannot change the policy in any way solely
because of u deterioration of health, or words to that effect.

Now, the immediate effect of that on a company’s financial opera-
tions is that it must, to be proper, actuarially proper, recognize the
need of maintaining reserves on that policy.

Now, the company then finds itself in the position of setting up
reserves against policies that are neither noncancellable or nonguar-
anteed renewal as recognized by the tax law.

So that the reserves, while not formally required by law, is in good
jucll\%mont required by law.

ow, it puts up the reserves out of its own money for which it
would receive no tax relief. This is one equitable area that I think
we should have in the record that would be corrected by the 2-percent
deduction, it would go a long way in solving it. :

The third area that has been elaborated on by Mr. Baker is the
classifying question, that is, what is individual and what is group.
And you %mve the so-called franchise or semigroup, and in the grayer
area In between.

Now, depending upon the State laws—depending upon the State
of domicile of the company, the State of residence of the group,
company management practices, and miscellaneous factors, a com-
pany may have a choice of whether you call the group a true group
and get the 2-percent deduction, or whether it calls it an individual
or does not get the 2-percent deduction.

So in many arcas it can go either way, which is another reason
why the 2-percent deduction will eliminate an area of discrimination
and inequity.

lSeriator gun’ms. How do you figure that 2 percent, 2 percent of
what? ‘

Mr. Harker. Two percent of the premiums, Mr. Curtis.

Senator CurTtis. Two percent of the gross premiums?

Mr. Harker. Two percent of the gross premiums is correct.

That would be an allowable deﬂction as defined in a certain
section, which also has an inside limit on it.

Senator Kerr. But that deduction, when made—and I want to
make this point clear—results in the transferral of that amount of
mone{ into a reserve fund to which earnings are taxable at a higher
rate than if it were not transferred?

Mr. HARkER. That is right. ‘

Senator Kerr. They transfer that money to another fund, and it
constitutes reserve. And that is treated taxwise even less favorably
as though it were not, and in the long run that results primarily in
the solvency of the company’s reserves, while it might not result in
material loss of revenue to the Government.

Mr. Harker. You gain now to lose later, but you will lose at a
greater rate than you gain.

It is a deferral of a gain.

Senator Kerr. I interrupted the Senator from Nebraska.

I thought I would make a clurifyinF point.

Senator Curtis. In other words, the point is that it goes into the
category of underwritinF profits, and investment income, rathe
than the tax treatment of the payment of premiums? |

Senator Kerr. I think it is just the opposite.

Mr. Harker. Well, it is a deduction that decreases
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Senator Curtis. I mean, if you got the deduction and put your
money over.

Mr. Harker. Yes.

qunator Kerr. It goos into a reserve rather than an underwriting

rofut.
P Mr. Harker. It is assigned to be taxed at a later date, it is a
deferral sort of thing.

Senator Dovaras. Following up the question of the Senator from
Nebraska, may I ask a further question for the purposes of clarifica-
tion, Mr. Chalrman?

Is this 2-percent deduction for tax credit deducted from taxes which
would otherwise be paid, or is it a deduction from taxable income?

Mr. Harker. From taxable income.

. Se?uat-or Curtis. Your gross premium is not all taxable income,
is it

Mr. Harker. The 2 percent of the gross premium becomes a deduc-
tion from the income for tax purposes. It is merely

Senator Dovaras. There is a great difference between deduction
of the tax income and the tax credit, which is a dollar-for-dollar
deduction from taxes.

Mr. HarkER. This is a deduction from taxable income.

Senator Kerr. Actually, it is a deduction from income with refer-
enco to which only a portion is taxed.

Mr. Harxgr. That is correct.

Senator Douaras. Does the Treasury agree on that that this is a
deduction from tax income and not ipso facto a dollar-for-dollar
deduction for taxes?

Mr. SuiTor. Senator, it would be a deduction in computing gain
or loss from operations, which is a part of the taxable income.

Senator Curtis. May I ask you at that point, the 2 percent is
figured on the gross premium recei(p‘ts from this category of insurance?

Mr. Suitor. Actually, Senator Curtis, I believe that the 2 percent
would apply to the net premium, in the sense of the gross less return
premium and less reinsurance premiums paid. But it is what tho
ordinary layman would call a gross income item.

Mr. f‘i.mxr-m. Do vou want me to clarify it any more?

Senator Curtis. Go ahead and make any answer you want to.

Mr. Harker. I will agree that that is what it is. ‘The net premium
he used is not net premium in a mercantile sense. It is a net premium
in another sense, you base the 2 pereent on an adjustment of the gross
premium.

Senator Kerr. But it is not on the gross premium paid by the
insured?

Mr. HArxkER. Yes, sir.

Senator KErr. Then why do vou say it is on an adjusted gross
premium?

Mr. Harker. No, it is not, it is on what the insured pays less any
reinsurance payments.

Senator Kerr. All right, proceed.

Mr. Forp. And this goes to phase III, as you have stated before.

Senator KeErr. The money is transferred into a reserve account
which becomes then subject to the phase II provisions of the tax law.

Mr. Harker. Phase 1II provisions.

Senator Kerr. All right, Mr. Harker.
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Mr. Harker, I would like, if T may, to just stress once again my
personal concern and the concern of my company and the association
as to this general question of classifying the business. And you put
a certain burden, the way it is now, a certain burden of decision is
put upon the companies as to what they should call something that
i3 really not a true group, but is called a true group in order to get the
2-percent deduction,

Senator Kerr., In other words, a company that writes a lot of
business might write a policy on a lot of lawyers, and some companies
might say that that would be a group picture, and others might say
it is an assemblage of individual pictures.

Mr. HARKER. %ancl‘ly.

There are certain States-—and then I am grieved to say this actually
happens—you could have all the residents of un apartment building,
all the members—and [ have seen this done, too—all the residents of
a rural delivery route, anybody that lives on that particular rural
delivery route is & member of n group. So it is not u group, but they
call it a group.

Senator CurTtis. But they use a group contract?

Mvr. Harker, They might and t%my might not. You can have a
group with individual policies.

Senator Curtis. Now, if they took such assemblages of people and
wrote contracts which are obviously individual contracts, by calling
them n group they couldn’t get this 2 percent under the existing law,
could they?

Senator Kerr. The company:.

Mr. Harker. What they would do—I wouldn’t attempt to answer
what they would do on that. I think it would be possible they would
be taken in by the belief——

Senator Curris. Whether or not you have group insurance or in-
dividual insurance depends upon the contract, goes it not?

Mr. HArRkER. Not necessarily all the time.

Senator KeErr. Suppose it were a contract that said, any individual
who receives mail on rural route No. 2 out of Atlanta, Ga., is eligible
to come under the provisions of this policy that is being written, and
actually its provisions might be identical with those if they all took a
policy unrelated to each other, and yet what you are saying is that it
would be possible for the company to designate it as a group insurance
policy, available- -of course individually, which all group insurance
policies are-—to any person receiving mail under rural No. 2 out of
Atlanta, Ga.

Mr. Harker. Yes, sir.

Of course I am not going to speak as to how the companies handle
this in their tax forms, but I am suspicious that the company’s annual
statement may call it group insurance. I am not going to speak for
them, and I don’t know, but it is possible.

Senator Kerr. Would the Treasury advise the committee if such
a situation were possible? ’

Mzr. Suiror. Sir, we would have to look into that and try to answer
it for the record. '

Mr. Forp. This is the gray area.

Mr. Harker. I am not attempting in any way to answer the

uestion; I am attempting to merely draw attention to the fact that
this matter of decision does exist, and the 2 percent would certainly,
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under the conditions, with all the other advantages it would have,
have to be clarified.

Senator Kerr. But you say the term “group insurance” is one
which is interpreted differently or which is subject to different inter-
pretation by different taxpavers?

Mr. Harker. Exactly.

Senator Kerr., Would the Treasury agree to that?

Mr. Suitor. 1 wish yvou would state it again.

Senator Kerr. Does the Treasury have fixed and definite regula-
tions with reference to the application of this 2-percent deduction in
which the term “group insurance’” is specifically defined and inter-

reted so that there is no clasticity available to the taxpayver as to
10w it might be applied or interpreted?

Mur. Surror. I don’t believe that it is spelled out in great detail
in the regulations.

Senator Kergr. {Or] In the regulations?

Mr, Suitor. In the regulations.

[ believe that to some extent it is a term of art, and to some extent
it would be, T suppose, determined by the State regulatory authorities.

Senator Kerr. Then there is the elasticity of interpretation of it
as between taxpayers?

Mr, Suitor. [ am not sure that there would be.

Senator Kerr. Are you sure that this wouldn’t be?

Mr. Suitor. We will attempt to look into that.

Senator Kerr., And advise the committee?

Mr, Suitor. Yes, sir.

Senator KERrR. Fine.

(The following was later received for the record:)

DerinITION OF GROUP INSBURANCE

Section 809(d) (6), as presently enacted, provides a deduction in an amount equal
to 2 percent of the net premiums for the taxable year attributable to group life
and group accident and heaith insurance contracts. The deduction provided by
section 809(d)(6) is limited by other provisions of the code and is taken into
account in determining the policyholders, surplus account for purposes of the
phase 3 tax. The regulations under this section follow the statutory lal’llguagc.

“Group insurance’’ is a term of art within the insurance industry. The com-
monly accepted meaning of the term is an insurance arrangement in which a
master policy is issued to a person or organization to cover a minimum number of

rsons, each of whom is individually identified and receives a certificate evidenc-
ing his coverage. Requirements of State law must also be met. Premiums may
be paid entirely by the holder of the master policy, by the policyholder and the
covered individuals jointly, or by the covered individuals alone. See Gregg,
“Life and Health Insurance Handbook” (1959).

Whether or not a particular contract qualifics as a group contract within the
statutory intent will depend upon the facts and circumstances present in each
case. To date, the Treasury Department has not been aware of particular admin-
istrative problems in the application of the group premium deduction. However,
a continuing study is being made under this and other provisions of the new law
to insure effective and uniform application of the 1959 act.

Mr. Harker. I will be brief and close, with your permission.

Senator KErR. You always have our permission to close.

Mr. HArRkER. I was persuaded by certain phages that I have cov-
ered—the theory is a matter of an opinion of mine, and 1 think it is
shared by some others—that the 2 percent deduction would have a
favorable effect upon the individual A. & S. in a matter of growth
and the conduct of the business. It would be an encouragement for
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companies to enter the individual A. & S. field, it would be an encour-
agement for them to offer experimental coverage, liberalize as regards
renewal and other policy feature, and extend coverage to groups before
considered uninsurable, one of the largest experimental areas that is
being considered in this industry at this time.

This is so because it has this contingency or reserve fund to protect
the venture.

Senator Curtis. May I ask you, is the entire insurance industry
in accord on this bill?

Mr. HArkER. T would not be in a position to answer you on that.

Mr. Forp. The record has reflected no adverse comments.

Senator CUrTis. You mean the witnesses here today?

Mr. Forp. No, I mean there have been no adverse statements filed.

Senator Curtis. No adverse statements filed. But these things
are discussed around the various associations, and so on.

Mr. Forp. This bill was introduced in January, and I would think
if adverse comments were to come forward, they would have done so
by this time.

Senator KErr. There are no records within the committee of
witnesses desiring to appear against it.

Mr. Forp. In closing, may I state one thing?

I am aware of the technical deficiencies, the highly technical
?eﬁciency. And I have a version of this which I will give to the clerk
1ere.

Senator KErr. The Treasury has offered to do that, and when that
is done, I would like for the proponents of those favoring the amend-
ment to look at it and see if they concur in it—

Mr. Forp. I am sure they will.

Senator KERR (continuin%). In the accomplishment of the purpose
by the language submitted by the Treasury.

Mr. Forp. And, too, may I ask that these full statements be
included in the record, because they skipped back and forth.

Senator KErr. They will be. :

(The statements referred to are as follows:)

STATEMENT OF WM. HUNTER McCLEAN

My name is Hunter Mclean. I am president of American Standard Life
Insurance Co. of Fort Worth, Tex., and my experience in the insurance field dates
from 1928, when I went to work as a solicitor. In addition, I speak for the Texas
Legal Reserve Officials Association of Austin, Tex.

ubsequently, 1 was with the Texas Insurance Department from 1933 to 1943
as deputy life insurance commissioner and as senior examiner. I have been active
with my company since 1946. It engages in the life, accident and health, and
howitnlization fields.

ithin a year of the time I entered the insurance business, the forerunner of
Blue Cross had its beginnings as a cooperative at Baylor ﬁospit.al in Dallas.
And, in 1933 what may have been the first commercial ho%)italization policy in
the United States crossed my desk at the Texas Insurance Department,

My commissioner took a dim view of that policy stating that it was economically
unfeasible. ‘“No one will buy hospitalization insurance at & premium of $12
yearly when the average hospital bill is only $60,” he said. A premium of 20
percent of the promised benefits appeared preposterous to him.

Today 130 million Awmecricans own hospital insurance.

My Commissioner’s alarm was justified, but for a wholly different reason. His
concern should have been for the solvency of the companies experimenting in the
business for the premium for that same coverage today is 300 percent of the 1933
amount.
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Increasing costs, experimentation, adjudication of policy terms, errors per-
mitting adverse selection by the public, each contribute to the oxtreme uncer-
wainty in this field of insurance.

No difference exists in the hazards assumed under group policics and individual
policies, except that the noncancelable contracts are limited to the individual
field and it is within the individual field that costly experimentation oceurs.

For purposes of taxation there should be no distinetion between group accident
and health insurance and that issued to individuals.

Current evidence of increasing costs in hospital insurance is contained in a
release by the Department of Labor reporting that the cost of hospitalization
insurance, written by private insurers, hes jumped about 80 percent in less than
10 years. And, the statistics of the State of Colorado reflect an 8 percent rise
annually in hospital and medical cnarges in each of the past 4 years. ‘

In addition to increasing costs, other factors have contributed to losses.” Some
of them are touched upon below,

Any history of the accident and health ficld will show that in good times loss
ratios are relatively low. Under the =ame policy contracts, bad times produce
higher losses. Without laboring the point, the experience of companies in the
accident and health field during the de{)ression support this statement.

Because insurance policies are unilateral in their drafting, the courts quite
properly construe them strictly against the authors. Thus, until a contract has
been adjudicated thoroughly in its important provisions, the total of its obliga-
tions is unknown.

The seriousness of this is illustrated by a Kansas case where a rather routine
ty?e of monthly indemnity accident and sickness (s)olicy, promising benefits for
only 2 years, was construed as a contract obligated to pay monthly indemnitics
during the entire lifetime of the insureds.

In Texas, insureds suffering a heart disability have been ruled entitled to
indemnity even though they continue to work in the same occupation. The
theory of the court in this case was that an insured was shortening his life expec-
tancy, reducing the time and total the insurance company would pay, and if he
preferred to do that the company should pay regardless of contract language.

Several States through laws or through regulations are becoming more and
more insistent upon granting insurance on preexisting diseases, The impact in
this area will not be exactly measurable for decades.

Experimentation with hospital policy provisions has produced dramatic losses.
Companies have attempted to remove the 6 months waiting period for surgical
cases, in an effort to rely completely upon the preexisting disease provisions of
policies. Without exception, such companics have suffered severely from surgical
cases occurring within the early months following issnance of a policy.

A few years ago major medical policies were offered, having a deductible of
some $300 or $500, with very liberal benefits thereafter. The experience under
thesc policies has been most distressing.

The public has evidenced keen interest in noncancelable policies and when the
companies first attempted to supply such demand, policies were issued with
guaranteed premiums. Again, the losses under such policies have been sub-
stantial and will continue during the lifetime of those policyholders.

This experimentation should not be discouraged for through it shall be
achieved the answers so necessary to a final solution to accident and health
insurance costs.

One happy result of experimentation was in the field of polio insurance, first
issued b}\: a Fort Worth company, a friendly competitor to my company. The
first such polio policy was issued with unallocated limits of $5,000 for medical
and hospital care.

Parents responded with an almost frantic demand for this coverage for their
children. Insurance companies all over the United States bagen the issuance of
similar policies.

Charity wards caring for polio cases had borne 100 percent of the costs. Within
a few brief years 60 percent of the costs of the polio wards was paid by insured
cases. ;

The savings to charity permitted the diversion of funds to research and polio
vaccine is a direct result.

Dr. Frederic E. Elliott, former consultant to the chairman of New York City
Blue Shield, adequately summed up the problem in the April 29, 1961, issue of
the National Underwriter stating: /*The insurance market is now being offered
the major medical and the first dollar coverages of the insurance industry, plus
Blue Cross-Blue Shield coverages of the so-called nonprofit plans. None of
them would seem to have matured beyond the trial and error stages.”
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Ilis article continued by quoting Prof. D. L. MacDonald of the University of
Michjgan, who said: ‘“The insurer cannot expect to experience its ultimate loss
ratio under a new plan of insurance for perhaps many years. At least § years will
pass before policyholders learn enough about the new cover to begin to utilize
their rights and benefits,”

As I have pointed out initially, the individual accident and health policies are
the primary means of coverage experimentation, These policies are identical
in form with the group policies——which are henefited by present section 809(d) (6)—
but with the additional hazards to the companies of noncancellability and the
uncertainties always present in previously untried types of coverage.

Logically there should be no tax diserimination hetween group and individual
coverages in this field. DBut section 809(d)(6) of the present law provides this
necessu:}y 2-pereent deduction for group accident and health policies and nothing
is provided for the similar but more hazardous individual policies. Senator Kerr’s
bill, 8. 307, would correct this discrimination and 1 urge this committee to report
that bill favorably.

STATEMENT ON BEHALF OF THE NATIONAL A8S30CIATION OF Lire COMPANIES BY
Dewirr H. RoBERTS, EXECUTIVE SECRETARY

My Name is DeWitt H. Roberts, I am executive secretary of the National
Association of Life Companies. This is a trade association composed of about
170 1\zmall and medium sized younger, progressive companies scattered from Juneau
to Miami,

I hope the members of the committee will recall that NALC asserted that the
life insurance industry should pay more taxes, even to the point of preferring the
1942 law because of its simplicity. While we found some faults with the philos-
ophy of the present law, we are trying to work within its framework.

When you consider that it took 35 years to render the preceding tax legislation
for life companies technically workable, by which time credit and similar specialty
items had arisen to create entirely new Troblems, we do not think it extraordinary
that some changes and adjustments will be required in the present bill.

This association still thinks that tax exemption for the profit of life companies
in the handling of pensions was a mistake, but that criticism is not germane to
our appearance here today.

Examining the bill from the standpoint of the Koungcr, smaller, growing com-
panies, we have found four questions that we think will require some kind of
treatment.

The first is the issuc of tax exempts and intercorporate dividends. We have no
quarrel with the attitude of the Congress, which unmistakably declared that these
excmptions should be allowed. We do not think that the interpretations and
regulations render them tax exempt.

cond, we are disturbed a little about the effect of the deduction of 10 percent
of the increase in nonparticipating reserves, in the instance of younger companies.
NALC is now studying the odd result whereby policyholder’s surplus, subject to a
part III tax, increases while a company is actually losing money and which in-
creases in policyholder’s surplus would subsequently be taxed. Because this is a
wholly new problem which the companies came to consider only this year, and
tl'or \\;hich there may be adequate administrative remedies, we have no requests for
egislation.

hird, we are somewhat concerned about the treatment of capital gains, which
is specially a small company problem.

But in the fourth field, that of giving equal treatment to individual accident
and health contracts—the same treatment given to group contracts in that field—
we are asking for ecarly relief.

Individual accident and health contracts are written by three types of companies
in the United States. One is the nonprofit service corporation, the Blue Cross
organization. One is the casualty companies, which have a special tax treatment
and no current tax problems. The third are the life companies. Individual
accident and health is written, here and there, by large life companies, but the
greater part is written by medium sized and small companies. he small com-
panies are the innovators in the field. They are the ones who introduced each of
the improved types of contracts. They are also the companies who write accident
and health to some extent, on an accommodation basis for their customers for life
insurance. They are also the type company that sells accident and health as an
incidental in developing an agency force.
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We do not know how individual acoldent and health failed to recelve the same
doduotion as group acoldent and health when the bill was oriﬁinnlly written. It
was our impression that it had, or we would have raised the isaue at that time,
But it you will reonll, the hearin? were largely devoted to other uspeots, and mory
fmportant aspeots, of the tax bill.

t {s probable that wo did not realize how drastic this change would be.  Life
insurance cotupanlies were not heavily engaged in accident and health business
until about the time of the hearings on the Mills-Curtis bill, and thelr taxes on
aocident and health were not an mﬁ)ormnt Item. The Mills-Curtis bill, after
protracted hearings, provided that life companies should be taxed on these

olicies in the same manner as mutunl erauvalty companies, shiice the field is
ominated by the large mutual casualtics. This was a fair basls of taxation, but
it was not applicable to the approach adopted in the 1950 measure.

do not profess to be a techuloal man, or even a halfway export, in the field of
individual aocident and health insurance. 1 know that the problom of maintain-
fug reserves to meet such contingencios a8 compulgory maintenance of cancelable
contracts do not constitute “‘reserves required by law” as defined in the 1089 aot
and the Treasury’s rogulations. I know that the business ia one that s subject
to wide fluctuations of profit and loss; and I know that all these problems were
brought out pretty thoroughly in reference to group acoident and health 2 years
&?, and that the Congross permitted the 2-percent deduction thero. Al we
ask ls that the smaller companies, whioh write individual contracts rather than

up contraots, be given the same deduotion for individual accident and health
that the large companies got in their group operations,

Tho cost to the Treasury will be amall. 1 doubt that it would exceed 87 or
$8 million the first year, and that will be reducible in subsequent years by re-
capturce under part 3, since the money would go into the polioyholders’ surplus.
Woe think that this revision would go a long way toward adjusting inequitites in
the bill and make it substantially easier for the small companies to live with the
measure.

—————

STATEMENT ON Bruair or THE NAaTioNAL AssociaTioN oF Live Cos., Inc.,
By J. W. BAkEr, MEMBXR oF THE BuARD oF DiRECTORS

My name is J. W, Baker. I am president of Continental Service Life & Health
Insurance Co., Baton Rouge, La. The atatements contained herein are respect-
fully submitted on behalf of the National Association of Life Cos., Inc.

ur purpose is to endorse and to support a bill (8. 397) introduced by Senator
Kerr in the Senato of the United States, January 13, 1961, The bill proposes to
amend the Internal Revenue Gode of 1054 to permit a deduction by life insurance
ocompanies in determining gain or loss from operations of an amount equal to
2 percent of the premiums from individual accident and health insurance contracts.

Section 809(d) (6) of the Internal Revenue Code of 1954 provides for a deduc-
tion of an amount equal to 2 percent of the premiums from group health and
accident insurance contracts. In the interest of clurity, I should like to mention
that acoident and health insurance contracts are generally classified according to
a terminology which em(‘)loys such terms as ‘‘group,” ‘franchise,” ‘‘blanket,”
‘“family group,” and “individual.”” These terma are useful in the industry’s nor-
mal day-to-day operations and communications. For the most part, these terms
denote distinctions that are merely administrative in character. In this sense,
they are proper and useful terms. owever, if such terms should be misconstrued
in such a way as to imply basic, functional differences, then misunderstanding
and confusion could result.

Our endorsement and support of the bill (8. 397) rests upon the contention that
significant differences do not exist among health and accident insurance rontracts
on the basis of such nominal classifications as ‘‘group,” “franchise,” ‘‘blanket,’
“tamily group,’”’ and “individual,” and therefore all such health and accident
insurance contracts should be treated uniformly with respect to the 2-percent
dgg‘l‘nction provided for under section 809(d)(6) of the Internal Revenue Code of
l .

In order that our contention may receive fair and reasonable consideration, I
should like to submit some pertinent observations drawn largely from the experi-
ence of the company which I represent. These observations are also representa-
tive of other small life insurance companies.

1. All health and accident insurance contracts have a common, primary pur-
pose. That purpose is to provide protection for the policyholder.
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2. Selection of risk is essentially the same for the various classifioations due to
the faet that underwriting information is procured on similar forms through the
use of sinjlar questions.

3. Migration exiata among the varioua classifications; for example, policy-
holders under a group classification have the privilege of converting to an indi-
vidual statua,

4. Competition requires that premium rates be held to a minimum. Thus
tending to oliminate marginsg which might otherwise be used in maintaining
reasonnble levels of risk. Such levels of risk could better be achieved through
more elaborate procedures of seleotion; for example, through medical examina-
tions, inspection reports, extensive statements of attending physicians, ete.

6. LEach classifieation of health and aceldent insurance is subject to hi~hly
competitive premjum rates and wide fluctuations in clalms experience. These
factors tend to hamper the mainténance of suffloient surplus to accommodate
contingenoies of the business. Seasonal flineas, contributing weather factorr,
dirasters, endemic diseases are examples of such contingencies, Unstable fluctun-
tions appear to be characteristio of health and aceident

6. Administrative handling costs (records, billi
various classifieations of the business, tend
To llustrate this point, the handling cos
by 20) to 25 percent the handling cos

here savings of this nature are m
holders in the forin of lower premiu ;

7. Medioal care costs are rising #vhereas promi
such increases In costs, This phenomenon ¢

8. The sallent faots disclosed By thoroug (4
racts are facts blish ﬂT

; .), commens
set differences in premiu
'or 500 individual oases would exc
or a like number of cases as a group.
, they are passed on e group policy -

fale z:(t;lé istments

tions of heaith and accldent insurance corft

larities rather than differences e,
Our endorsement and supé) of the bill (8. 397) 1s

The amendment is regarde desirable and feasib

tentlon that health and accl

h
uld be trea
with respect to the 2 perceny deductiorf preyided nder section
the Internal Revenue Code pf 1954, throug opti the.
ment. Further, we believe that its adbption wauld sérve’ Thf?;
the policyholders, the insurafce industr C ttﬂ overnmef-[_.*._/,
t')

DEFINITIONS,

\\/

—

1. Group health and accident in
. Group health and accident ealth dnd acel

rance , =
surance is any polioy of

insurance covering more than oge person, ex family up, Wankety &nd

franchise policies hereinafter speciltgally provided for, which shall confor

following requirements: (See table A,) )

Franchise health and acocident insurance. js that issued to 5 or more employ
of a common employer or to 10 or more mem or employees of members ofany
trade or professional association or of a labor or of any othe iation
having had an active existence for at least 2 years whe
has a constitutign or bylaws snd is formed in-good faith for purposes other than
-that of aobtaining Ynsurance: & table B.) e e N
3. Blanket health and accident insurance ‘ :

"‘Blanket health and accident insurance is any policy covering special groups of
persons as enumerated in one of the following paragraphbs; (See table %

4. Family group healih and aceident insurance ‘

Family group health an% accident insurance is any policy covering members of
any one family, including husband, wife, and children under 19 years of age, and
any other person dependent upon the policyholders, written under a master policy
issued to the head of such famll{, which policy shall eontain: & provisiion that the
policy, and the application of the head of the family if attached thereto, shall,
conatitute the entire contract between the parties.
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TABLE A.—Group health and accident insurance

May be issued to...........

A~—Employer

3—Association

C~— Trustees
of n fund

Provided that it conforins
to the following require-
mentas:

it covers not less than 10
employecs.

The plan precludes indi-
vidual selection,

If the entire premium {8 not
pald by A or B, the group
shall oomprise Mot less
than 50 percent of nll em-
ployees or mewmbers, or
not less than §0 percent of
the class or classes of
eligible employees or
members.

Any class or classes are de-
termined by oconditions
pertaining to their em-
ployment or age.

..............................

It covers not less than 25
members or enmployees of
members,

Sameas Ao Same as A,
..... (3 s T Do.
The ussociation has a con- | Same as B,

stitution or bylaws and
has been organized and is
maintained in good faith

established by
AorB

Sume as B.

. for pur s other than
those of obtaining insur-
ance,

Not1E.—C includes trustees of a fund established by 2 or more employers in the same fndustry or by 1 or
more labor unions, or by 1 or more employers and 1 or more labor unions,

TABLE B.—Francl;:’se kealth and accident insurance

Maybeissued to..coemceennancnnns

A-—Employer

B——Assoclation

Provided that it conforms to the
following requirements:

It covers not less than Semployees.

Persons are issued the same form
of an individual {:)llcy varying
only as tb amounts and kinds of
coverage applied for by such

persons.

It covers not less than 10 mem.
bers or employees of members.
Same as A,

TABLE C.—Blanket health and accident insurance

May be issued to—

1. Any common carrier (covermg all passengers)
An employer (covenn% dv group of employees defined by reference to
e

-exceptional hazarda

nt to suck employment).

. A college, school or other mstxtutlon of learmng (covermg students or'

teachers).

San

(covering all members of such department or graup),
A creditor (to insure debtors of the creditor).
Any other substantially similar group (in the discretion of the commis-
sioner of insurance).

Notz.—All bebefits shall be.payable to the in.sured

2.

3

4, Any volunteer fire department, ‘first aid, or other such volunteer group
&
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STATEMENT ON BEHALF OF THE NATIONAL AssSocCIATION oOF Lire COMPANIES,
BY CARLTON HARKER, VICE PRESIDENT AND ACTUARY, COASTAL STATES LIFE.
Insurance Co.

My name is Carlton Harker. I am vice president and actuary of Coastal
States Life Insurance Co., of Atlanta, Ga. My company is in the medium-small
class with $37 million asscts and $376 million insurance in force. I am an asso-
ciate of the Socicty of Actuarics.

I am persuaded for reasons which follow that a more reasonable and equitable
tax treatment will be afforded the insurance industry by allowing the 2-percent
deductions for individual accident and sickness as well as group accident and
sickness premium.

My company would not have benefited in tax years 1959 and 1060 due to the
application of the inside limit provided by section 809(f).

THE CATASTROPHE HAZARD QUESTION

A catastrophe hazard exists for individual accident and sickness to as great an
extent as for group accident and sickness. Experience in loss of time coverages
during the great depression and more recently with the Asian flu epidemic illus-
trates this problem. ‘

Some catastrophe hazard of the group type (e.g., & plant fire) may exist where
an industrial company has a heavy concentration of individual accident and
sickness on a debit where the workers in the debit are predominately working in
the same plant.

The 2-percent deduction would allow and/or encourage the accumulation of a
contingency fund to mitigate any catastrophe losses. :

THE RESERVE QUESTION

The 2 percent deduction will afford relief to those companies who recognize the
actuarial desirability of maintaining some reserves against their in-force pclicies
even though such reserves are not required by law. -

North garolina, e.g., restricts by statute the degree within which the company
may exercise its normal option to refuse a policy renewal. A company, then,
writing an optionally renewable policy in this State must properly cstablish a
reserve to give recognition to the rising costs under such policy. Yet the cost of
such reserve is not deductible since— . Coe. <

(a) The policy is neither noncancellable nor guaranteed renewable as récognized
by the tax law. B o ’

(b) The reserve is not formally required by law.

THE CLASSIFYING QUESTION

Semigroup coverage (franchise or association group) may be classified by the
company as true group (thus receiving the 2 percent deduection) or as individual
accident and sickness (thus losing the 2-percent deduction) depending on one or
more of the following:

(a) State of domicile of company.

(b) State of residence of group.

(¢) Company management practice. ,

(d) Miscellaneous factors (size of groug, competition, benefits involved, etc.).

To allow one company to gain a tax advantage by such a small act as calling
semigroup as true group appears inequitable.

SEVERAL MISCELLANEOUS QUESTIONS

To allow a 2-percent deduction will be an encouragement for companies to-—

(a) Enter the individual accident and sickness fleld.

(b) Offer experimental coverages.

(c) Liberalize as regard renewal and other policy features,

(d) Extend coverage to groups before considered uninsurable.

This is so because there will be an encouragement for the company to accumu-
late a contingency fund (earmarked or not) to protect the adventure and also to
act as a buffer against any fluctuations.
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The deduction will equalize what has become an uneven race between group
accident and sickness and individual accident and sickness.

Senator KErr. Thank you very much. _

(The followin sﬁgested amendment was subsequently submitted
by Mr. Peyton Ford in behalf of National Association of Life Com-
panies, Inc.)

TECHNICAL AMENDMENTS TO S. 397 SUGGESTED BY NATIONAL ASSOCIATION OF.
Lire CoMPANIES.

8. 397 should be corrected as follows:

Page 1, line 3, “(a)”’ should appear before ‘“That” rather than after.

Page 2, line 1, strike the quotation marks after “‘contracts”.

Page 2, line 2, insert quotation marks after final parenthesis ; strike ‘““and group.”

Page 2, line 3, strike “life insurance contracts.

Page 2, lines 6-7, insert new paragraph (b) as follows:

“(b) That section 8156(0)(2)(C) is amended by striking ‘group life and group
accident and health insurance contracts,’ substituting in lieu thereof ‘accident
and health insurance and group life insurance contracts’.”

Now, we will go to the hearings on H.R. 856 and S. 977. ,,
(The following information, referred to on p. 19, was later received
for the record:) )

H

Premiums paid for the past 10 years with reference to noncancelable hospitalization

policies

Millions Millions
1950 o e me e $61 {19566 .. 157
T3 U 0821957 e oo oo 189
1952, e 661968 .. ... 219
111, J RSO U 8111969 ... 261
1954 - e e meiceccceemaemaan 9711960 . e e eeeeeaaa 1280
b {' 117 IS 160

1 This is a projected figure.

This information was.furnished by the Health Insurance Association and
represents the best figures obtainable.

(Whereupon, at 11:40 a.m., the committee proceeded to further
business.)

@)



