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THE LIFE INSURANCE INDUSTRY

TUESDAY, FEBRUARY 20, 1973

U.S. SENATE,
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY

OF THE COMMITTEE ON THE JUDICIARY,
Wa8hingt&n, D.C.

The subcommittee met at 9:30 a.m., in room 2228, Dirksen Senate
Office Building, Senator Philip A. Hart (chairman of the subcom-
mittee), presiding.

Present: Senators Philip A. Hart and Roman L. Hruska.
Also present: Peter N. Chumbris, minority counsel; Charles Bang-

ert, general counsel; Dean E. Sharp, assistant counsel; Charles Kern,
minority counsel; Patricia Bario, editorial director, and Janice
Williams, clerk.

Senator HART. The committee will be in order.
Permit me a brief opening statement More than 300,000 times a

day, all year long, American consumers pay a bill without having
more than a somewhat vague idea of what they are buying.

If this were the result of flimflam, enforcement agencies would have
been all over the sellers years ago. But this is not intentional flimflam-
it is as the man in "Fiddler on the Roof" explained away so many
things-"tradition."

These 140 million consumers, at an outlay of about $23 billion a
year, are buying life insurance policies.

Many years ago, when life insurance was born-, a consumer knew
what his annual premium bought; a guarantee that on his death his
heirs would receive x amount of money. This money generally was to
compensate heirs for the loss of income due to the breadwinner's death.

As the years went on, insurance companies devised the level-premium
method, which added a savings element to the insurance or death pro-
tection. The companies thought the idea, would have consumer appeal,
and would protect against the companies ending up with only the worst
risks. And the facts seem to suggest the companies were right.

Of the total 20 million new ordinary and industrial life policies
bought in 1971, less than 1 in 10 was the old-fashioned term protection.

But while the policies became a package of savings and protection,
the premiums stayed a single unit. Thus, the vast majority of con-
sumers today are putting a part into savings, and a part toward death
Protection when they deposit that premium. But no one is telling them
how much goes into each category.

Obviously, as the convening of these hearings shows, I have the
feeling that it is time that perhaps someone did. And this is a philos-
ophy shared apparently by a number of others that we will hear dur-
ing this opening set of hearings.

(1)
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There is an antitrust concern over the way the life insurance market
operates today. In our system, the consumer is supposed to reward the
good performers, and encourage the poor to do better. He does this
by his purchasing decisions. That is what competition is all about. But
pity the poor consumer attempting to do his job in the life insurance
market.

Today, 1,805 companies offer so many different life insurance poli-
cies that no one has been able to count them all. One student found
that 185 companies offered 21 different varieties of just term
insurance.

This is supposedly the simple kind of policy to buy.
The situation gets even more confusing when a consumer is shop-

ping for a savings type policy.
If the consumer cannot perform his function, then we can be

assured that the marketplace will be filled with inefficiency and over-
charging.

But there is a deep social concern in all of this, too: the impact
on the ultimate consumer, usually widows and orphans.

Not only as a group, but individually, consumers spend an impres-
sive amount of money for life insurance over the years.

One survey showed that of insurance-buying families in the income
bracket of $7,500 to $15,000 a year, 41 percent were paying from $200
to $499 yearly, and 8 percent were paying from $500 to $999 a year.

Assuming a new 25-year-old father in that 41 percent took out a
straight life policy the day his baby was born and kept it until his own
death at 65, his total premium outlay would be $8,000 to $20,000.

I am sure many of us would agree that that could be money very
well spent. For-as evidenced by the fact that about two out of every
three Americans have life insurance--most of us think it is respon-
sible to provide for those we leave behind. .

But the fact is that-despite the impressive outlays--the average
family gets little money when the breadwinner dies.

The average face value of a group life policy is $7,130. For indi-
vidual ordinary life, it is $6,450, and for an industrial life policy it is
$520.

About two-thirds of the new ordinary life policies on adults writ-
ten in 1971 were bought by those in the under $10,000 income bracket,
about the average income for an American family. A recent life insur-
ance study shows that 52 percent of the widows surveyed received
less than $5,000 from their husbands' group and individual ordinary
life insurance.

In a country where it costs about $50,000 to raise a child to the
age of 18, it would suggest that the average family is grossly under-
insured.

Now, this subcommittee is interested in finding out if accurate, clear,
and meaningful information in the hands of consumers would improve
this situation.

We are concerned, also, naturally, about restrictions on the com-
petition which come from State laws and regulations, and perhaps
from industry activities.

And it is* for these reasons that we are gathered here today, and
the days ahead.
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Senator Hruska, I know, is obliged to leave for another meeting.
I wonder, at this point if you would care to make any statement.

Senator HRUSKA. Thank you, Mr. Chairman.
The other meeting, which I feel compelled to go to, is a meeting

of the full Appropriations Committee, at which time we will have the
Secretary of the Treasury and the Director of the Budget before us,
and, of course, that is foundation to our virtually hundreds of meet-
ings later in the year, and I should like to be there.

I want to commend the chairman for initiating and sponsoring this
inquiry into the life insurance business. It is a very large, massive pro-
gram in America, very vital,.and very influential in many, many ways.
And it is considered in the world to be one of the better, if not the
best, insurance systems that we have that is known to advanced or im-
proved nations.

In these hearings, however, I would not be prepared to say that
all of the evidence will be good, because I have read some of the state-
ments, and I don't agree with many of them. And I don't think they
will bear the glare of such cross-examination as we expect to make
from time to time with the idea of reaching a clear, enlightening in-
formational basis on which to form judgments in terms of either leg-
islating or not legislating as a National Government.

All of us know that since the inception of insurance, we have
had regulation of insurance by State departments, and when the
Supreme Court reversed by judicial decision, that jurisdiction, and
said it's also business in the sense of being interstate commerce, and,
therefore, within the jurisdiction of the Federal Government, Con-
gress, 25 years ago, promptly responded by saying, "As long as the
States will regulate insurance, the Federal Government will stay out
of that field." And that is the national policy today.

So that for a hundred years we have had this policy, and it has a
good basis, it has a firm basis that has not been dispelled by the passage
of time.

In fact, the province of the Federal Government has widened. There
are even more salutary and sound rules for retaining State regulation
in this field rather then going into Federal legislation.

But the big part of the hearings, I think one of the most significant
things will be that we will be able, under the testimony when it is all
in-not these first 2 or 3 days but when it is all in-the overview will
show exactly what life insurance means, how if really functions, where
the frailties are.

The frailties, I do believe, the record will show in due time, will
not be so much in the insurance industry as perhaps with the watch-
fulness, the alertness, and the capability of the citizenry to understand
what it is buying.

There are very few contracts entered into that are lifetime in char-
acter. Life insurance happens to be one of those. So that when a 5-year-
old child is insured, or a 20-year-old man or woman is insured, that
means anywhere from 50 to 75 years of contractual relationship,
intricate, complex, heavily regulated by statute and by regulation of
the insurance departments and, therefore, difficult to-understand.

And so that when we encounter areas in which there are, perhaps,
what we would call "inadequacies," we must assess those inadequacies
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and find out where is the trouble, and what can we do to help, and
what should we not do that might possibly be detrimental to the
interest of the consumer by way of fastening- additional respon-
sibilities or burdens without corresponding benefits coming from them.

Mr. Chairman, I have a formal statement that is now in the final
stages of perfecting, and I would like to submit that at a later time
for the record.

As of now, I would perfer not to take more of the time of the
witnesses.

Senator HART. Thank you.
The statement will be printed at this point in the record.
[The document follows. Testimony resumes on p. 6.]

FORMAL OPENING STATEMENT BY SENATOR ROMAN L. HRUSKA, RANKING
REPUBLICAN MEMBER, SENATE ANTITRUST AND MONOPOLY SUBCOMMITTEE

Mr. Chairman, I want to commend you for initiating this inquiry into the life
insurance business. Life insurance holds a commanding position in the trade of
our nation and it has become one of the largest and most significant branches of
commerce and industry, affecting directly so many people in all walks of life.
It touches the home, the family, the community, the business of most of our
people.

The insurance industry recently appointed a Joint Special Committee of Life
Insurance Costs to consider the method or methods that a prospective buyer
of life insurance may find most suitable for use in comparing premiums, dividends
and cash values of comparable policies that are offered by different life insurance
companies.

The Joint Special Committee issued a report on May 4, 1970 reviewing a long
list of cost indices possibilities. Three major methods were submitted:

A. Methods that determine an insurance cost index, having assumed an interest
rate.

B. Methods that determine an interest yield rate, having assumed a cost of
insurance.

C. Methods that relate the values of amounts paid by the company to amounts
paid by the policyholder.

It was interesting to note that the methods that determines an insurance cost
index, having assumed an interest rate had the most serious discussion, with
several variations from the traditional method, the interest-adjusted method to
the Professor Joseph M. Belth's level price method and the present-value of
premiums method developed by C. L. Trowbridge.

Experts in the life field differ widely as to which method is more desirable
and necessary. Each has differing ideas as to. the harmfulness of tlme various
plans or to their usefulness.

Yet we in Congress are being asked among our numerous other duties to
consider acting by way of a choice of one single method which will be required
of and imposed upon all companies, agents, and insurance buying public.

A complex problem of highly and widely varied nature; mathematical,
actuarial, scientific, psychological, marketing procedures, economics, investment.

All of them in worlds and hi lines of endeavors in which we have small, if
any, expertise; in which we have small, if any, practical experience.

We are asked to prescribe a specific form and the numbers which go into it.
We are asked to make illegal and punishable the inclusion or disclosure of
certain other numbers. We are denying to applicants information which they
should have and which they are entitled.

Congress is being asked to govern the functioning of day-to-day operations in
millions of solicitations and sales transactions daily in 50 states by over 500,000
presently licensed life insurance agents and their practices.

To accomplish the above, Congress is being asked: to police these efforts;
to enforce compliance with provisions of a statute; to prosecute with civil and
criminal penalties for infractions; to add to duties, responsibilities, expenses,
personnel, and burdens of a federal governmental structure-already overladen
in all of these respects, and to add even more cases to congested federal court
calendars.
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Invalued are fundamental, basic and long held principles of business, com-
merce, and government which have been adopted, established and pursued with
deliberation and for many decades. And with success, plus prospects for even
greater advantage to all immediately concerned and to the entire nation's econ-
omy and well-being.

Chief among these principles is one resident and explicitly contained in the
McCarran-Ferguson Act-enacted over 35 years ago by the Congress.

In it is the direct and vigorous message and declaration that "the continued
regulation and taxation by the several states of the business of insurance is in
the public interest."

Under that Act, the "business of insurance" plainly includes the relationship
and activity between insurance companies and policy holders, the type of policy
which can be issued, its reliability, interpretation, and enforcement.

The Supreme Court has included within the phrase "business of insurance"
the fixing of rate (United States vs. South Eastern Underwriters 322 U.S. 533,
(1944)) ; the selling and advertising of policies (F.T.C. vs. National Casualty
Co. 357 U.S. 560 (1958)) ; the licensing of companies and their agents (Robertson
vs. California 328 U.S. 440 (1946)) ; and others.

So for over a century our national policy has been for regulation and taxa-
tion by the several states of the business of insurance. That policy is grounded
in deliberate Congressional enactment. The reasons for it have been amply
stated in the legislative history on McCarran-Ferguson Act, as well as in Supreme
Court opinion. Those reasons and the rationale of the Act are still applicable
today.

But now we are being asked to change all this. We are being asked to liquidate
the McCarran-Ferguson Act. Only as to the life insurance business in certain of
its aspects but no one need delude himself-it would be succeeded by additional
aspects in short order-it was Justice Harlan, who wrote in F.T.C. vs. Travelers
Health Association:

"One innovation with the Act (McCarran-Ferguson) is apt to lead to another,
and may ultimately result in a hybrid scheme of insurance regulation bringing
about uncertainties, and possible duplications which should be avoided."

It may be argued that the present system of state regulation has been failing
in regard to life insurance cost indexes and related items, and hence federal
Jurisdiction should attack. The Supreme Court disposed of this type of reason-
ing in its opinion in F.T.C. vs. National Casualty Co. by ruling that it is the
eXi8tence of state regulatory legislation and not the effectiveness of such regula-
tion, that is the controlling factor.

But there are other reasons why national legislation should not preempt the
field and intrude upon territory heretofore reserved for state action.

1. Enforcement. If any statute is needed in this particular, the state is in a
better position to formulate, administer and enforce it than the national govern-
ment is:

(1) A state is in close proximity to the people and transactions affected;
(2) The States have the machinery-laws, personnel, and expertise-which are

required for understanding and enforcement of our laws or regulations. The
federal government has no such machinery or means;

(3) The States have a more effective motivation to do a good Job. Their In-
surance Departments, Commissioners and staffs are located among the people
they serve;

(4) The States and their Departments have demonstrated repeatedly and
often, their responsiveness, capability and flexibility in treating with familiar
problems. They have done it through the National Association of Insurance Com-
missioners; through Convention Examinations; through model laws they have
sponsored, and in a host of other ways. In fact, even in this very, field of life
insurance cost estimates, the life insurance industry has been fruitfully active
as will be shown when representatives of the Joint Special Committee on Life
Insurance Costs testify later in these hearings. The Report it has prepared and
published will prove to be very helpful indeed.

(2) Revenues. There is another inducement and motivation which States have
in the premises. It is one especially compelling since it hits at the purse-the
revenues-of each State. I have been informed that the fees and taxes enacted
and collected by states from insurance companies is in the range of a billion
dollars annually.

There is awareness that state-federal hybrid or dual regulation of insurance
will soon edge states out of the picture entirely. The nature of federal Jurisdic-
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tion is to encroach, to dispossess, to pre-empt, till it is in entire, monopolistic
control. That means a cut off of state tax revenues if the states no longer render
regulation.

Even from the standpoint of revenue alone, it seems ironic that in these days
of revenue sharing concept, partially in force and rapidly gaining greater favor,
that such a momentum would be arrested and reversed at a billion dollars annual
rate.

But revenue sharing is only one aspect of a large, steady wave of the future.
More and more it is becoming apparent that the federal government is Ill-

advised to reach out and grasp for additional power in such matters as these.
Senator HART. I would like to reinforce one point that Senator

Hruska made. Getting an overview of anything is tough, if it is more
complicated than 2 plus 2; and most things are.

I think an overview of this picture will be as large an assignment as
most people have been given, and I hope that we can, at the conclu-
sion of what may appear to some to be rather drawn out hearings, have
a record that will permit informed third parties to make a wise, pru-
dent judgment with the overview.

That should be our objective. It is.
Our first witness is Mr. Ralph Nader, one of the few Americans

about whom it truthfully may be said, needs no introduction.

STATEMENT OF RALPH NADER; ACCOMPANIED BY PETER 3.
PETKAS, ASSOCIATE

Mr. NADER. Thank you, Mr. Chairman.
Distinguished members of the Senate Subcommittee on Antitrust

and Monopoly, thank you for your invitation to testify on the com-
petitive aspects of life 'insurance and the consumer interest.

Accompanying me today is my associate, Peter Petkas, who will be
pleased to answer additional questions after the summary of the
testimony.

I would like to submit the whole testimony for the record with
your permission, and summarize it so that we can perhaps have more
time for questions.

Senator HART. Let the prepared testimony be printed in the record
in full. We welcome this summary.

[The statement follows. Testimony resumes on p. 19.]

STATEMENT OF RALPH NADER

Mr. Chairman, distinguished members of the Senate Subcommittee on Antitrust
and Monopoly, thank you for your invitation to testify on the competitive aspects
of life insurance and the consumer Interest. Accompanying me today is my
associate, Peter J. Petkas, Esq.

These hearings, which you have scheduled, are the first comprehensive inves-
tigations into the life insurance industry in the history of the United States
Congress. It 'would therefore not be excessive to regard your Subcommittee's
effort as one of historic proportions. This is the case both with regard to its
resultant impact on this gigantic aggregation of capital and the millions of
policyholders and beneficiaries whose reliance on the industry, in return for
ample payments, has not been reciprocated with the trust that is its legal re-
sponsibility. In this period of disclosure of consumer abuses, from automobiles
to drugs to food to loan transactions, few industries averted the scrutiny of Con-
gressional committees such as yours. Partly because of historical accident award-
ing jurisdiction to the states and partly because of the focus of government at-
tention on auto insurance reform, the life insurance industry is, perhaps, the
last giant industry to come under the legislative microscope. Its contrived com-
plexity, secrecy and public relations have fulfilled a strongly supplementary
camouflage function. Hidden behind this camouflage, are two principal levers
of maximizing life Insurance company profit or surplus-deception, and ironi-
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cally, gross waste. Neither redounds in any way to the consumer's benefit. For
almost seventy years the life insurance industry has been a smug sacred cow
feeding the public a steady line of sacred bull.

The scope of the inquiry before this Subcommittee can be encouraged by the
size of the population concerned and the magnitude of the monetary stakes. About
140 million Americans are covered by some form of life insurance sold by this
$235 billion asset industry. Total life insurance in force at the end of 1971 was
$1.6 trillion. There is now over $789 billion worth of ordinary life insurance in
force and the industry's five top companies (Prudential, Metropolitan, Equitable,
New York Life and John Hancock) share over 41% of this total and control
over 44% of the assets of the entire 1805 company industry. According to a 1961
National Industrial Conference Board study more than 5%% of total consumer
expenditures went to life insurance companies. Last year, the industry reported
$23 billion in premium receipts. An additional $13 billion a year is now going to
these same companies in the form of health insurance premiums. The lion's share
of these premiums go to a handful of companies.

No other concentrated group of corporations, except the auto manufacturers,
claim a larger share of the consumer dollar. Unlike the auto companies, however,
there is likely to be a greater potential of divergent views or dissent accessible to
this Subcommittee, particularly if the united-front-minded trade associations
are advised to avoid undue pressuring against the coming forward of any smaller
companies or employees who have such divergent facts and judgments. There are
also some companies whose prices for equal benefits are considerably lower than
the giants in the inlustry-a phenomenon which provides important data about
the uses of secrecy and the need for disclosure of comparable value to the con-
sumer, as Professor Joseph Belth has demonstrated in his new book.

In a superlative of duplicative atrophy, the entire life industry is "regulated"
by 50 different state insurance departments plus the District of Columbia and
Puerto Rico. As a practical matter, it is exempt from antitrust regulation and
from other federal consumer laws. Remarkably, there has never been a sys-
tematic investigation of competition and concentration in this industry by any
federal agency or by Congress or by the academic community.1 It would be
accurate to say that the states have contributed very little to this subject as well,
except for some materials in the Armstrong Committee Report (of the New
York State legislature) in 1905. These hearings will have to pioneer this enormous
task.

AN OVERVIEW

Mr. Chairman, here are some of the findings of our present testimony.
1. Life insurance tragically fail8 to 8uf1eicntly protect its ultimate consum-

er--the widows and children-from the financial risk of premature death of
the breadwinner, according to data in a little noticed industry study (discussed
later).

2. Through deceptions and inadequate information, the life insurance industry
dupes husbands into shortchanging their wives and children by buying too much
of the wrong kind of insurance (or too little of the right kind) at excessive prices.

3. Because there is little or no meaningful and communicated price competi-
tion, the high ezpenees of the life insurance industry-virtually all borne by the
consumer-are a national disgrace.

4. The "quiet" concentration of economic power by this industry hab been
substantially ignored by Congress, by the academic community and by citizens
who are mistakenly asked to believe that competition over agents and empty
advertisements is value competition.

5. The SEC has bended to the will of life insurance giants to block or delay
accounting reforms that would put life insurance profit reports on an equal
footing with other industries.

6. Criticism of the industry is responded to with collateral irrelevance, seman-
tic nullities, or private attempts to remove academic critics from their teaching
positions. Instead of rational argument, company or trade association spokesmenuse pompous pontification or a kind pf patronizing insurance patriotism with
roots deep in the industry's chauvinistic past.

7. Vietnam veterans and other servicemen and women are being victimized by
an on-going military-insurance interlock at the Veterans Administration and the
Department of Defense.

Even the Temporary National Economic Commission, which began but never completed
a massive investigation of American industry due to World War II, concentrated its atten-
tion primarily on the investment activities of the industry and the lack of effective control
by policyholders of mutual Insurance companies.
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1. FAILURE TO PROTECT ITS "ULTIMATE CONSUMER": THE WIDOWS' STUDY

The Institute of Life Insurance-the public relations arm of almost the entire
industry-maintains that "the main reason why a man buys life insurance is to
protect his family from financial hardship when he dies." Whether or not com-
panies sell life insurance for other purpose, such as to provide a savings or
investment medium or to make a profit, the primary measure of their per-
formance is the extent to which the financial needs of widows and children are.
being met. The real consumers of life insurance are those who survive after the
premature death of the breadwinner. The industry's own analysis of the benefits
received by survivors demonstrates that it has failed miserably.

"The Widows Study" conducted by the Life Underwriter Training Oouncil and
-the Life Insurance Agency Management Association and published in 1970-but
never widely circulated even within the industry-provides shocking and tragic
evidence of this failure. Fifty-two percent of a representative sample of aU
widows received less than $5,000 in benefits even though 92% were covered by
some form of life insurance.

The second phase of the Widows Study dealt with the situation of widows
during and at the end of a two year period of widowhood. In the words of the
authors, . .. "[Tlhe fact that a wife faces a 50-50 chance of undergoing a
decline in living standards if her husband dies prematurely-and a 1 in 5 chance
of undergoing a serious decline-should dispel any complacency about the ade-
quacy of existing life insurance benefits." Without realizing the full implications
of their findings, the authors heavily underscored the fact that "the life Insur-
ance industry, operating through its sales representatives bad had the oppor-
tunity to reach these families before their husbands deaths." Indeed they had,
since 92% carried insurance! The authors went on to conclude, "Judged by any
standards, the amounts of life insurance received by the widows were low."
(Emphasis added). As the widow of an accountant said when asked what would
make it easier for other widows, "Nothing but money. If we only had a little
more to live on things would be a lot easier."

Despite the widespread reliance on life insurance of all kinds for widow pro-
tection, wives generally are simply not well protected against the risk of the
premature death of their husbands. Husbands do buy life insurance, but they buy
too much of the wrong kind. With limited funds available, they are too often mis-
led into putting them all into low benefit cash value policies at inflated prices.

2. THE UNKNOWN CONSUMER: THE WRONG KIND OF INSURANCE

Buyers are told in the typical sales presentation that if they buy term insur-
ance, they'll have nothing left when the policy expires. The pitch is to the hus-
band's ego rather than the wife and children's needs. The husband is exhorted
to buy "living values" rather than death protection. If he buys a "cash value"
policy he is told he can get most or all of the money he pays in premiums back
through increasing cash values and so-called "dividends" which are in fact re-
funds of overcharge.

The tragic results of this type of selling are well documented in the Widows
Study and in the table on Living Benefits vs. Death Benefits which we have at-
tached to this statement. (Table A)
- First, the face amounts of cash value policies are substantially smaller given
the same premium dollar. (As one gets older, term premiums do increase but they
are low when the wife's needs for insurance against the premature deoth of her
husband are highest). Buyers with limited funds available for life insurance-
that is most bnuyers) are sacrificing necessary protection in order to fulfill the
company's promise that you will "get something back."

Second, because of the abysmal state of price disclosure in the industry-as
Professor Belth and others have demonstrated-the purchaser of a cash value
policy really doesn't know what he or she is getting and how much it costs. Part
of what is "bought" is a "savings account," another part is pure insurance. The
consumer isn't given a breakdown of the premium for this package of protection
and savings.

Third, the consumer who buys a "participating" policy--one for which he is
promised something called a "divIdend"-is not told that the dividends are
"nothing more than a refund of a deliberate overcharge and should not be con-
fused with ordinary dividends payable to corporate stockholders," according to
Profesqor Dan McGill of the Wharton School of Finance.' He is typically told

' McGill, Life Insurance, p. 325.
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that this overcharge is tax free. He is not told that they are tax free because they
are merely refunds. In 1911, insurance companies sought a favorable ruling
through the Treasury Department on the treatment of dividend payments for
certain tax purposes. To get a favorable ruling they had to show that dividends
were in fact an overcharge and not "dividends" in the commercial sense. Ac-
certain tax purposes. To get a favorable ruling they had to show that dividends
to disregard all their public and promotional statements about dividends on the
grounds that "commercial necessity [i.e., the need to make sales] had resulted in
making misrepresentations of facts as to dividends to their prospective purchas-
ers." We rarely see such candor today. Based on life insurance promotion liter-
ture, most buyers of insurance do not have the benefit of the truth about "di-
vidends."

The traditional misuse of the term "dividend" is only one example of the
unnecessary semantic traps this industry has laid for the consumer. Here Is
another. Cash value insurance is called "permanent" Insurance and term Insur-
ance is called "temporary" in sales presentations. The fact is that only 'A of the
"permanent" insurance sold today will still be in force in twenty years (accord-
ing to recent industry submissions to the SEC). And the most commonly sold term
policy is renewable every 5 years and can be converted later in life to cash value
insurance which could be carried to age 100 like so-called "permanent."

Fourth, the typical first year premium on cash value policy may be a trap for
the unwary. Most selling costs, including advertising and commissions. are
charged against first year premiums. In the early years cash values are low and
dividend accumulation is minimal. So If you drop your policy in the first year you
can't reap the benefits of any cash value you've been told will build up; and, in
fact, you never get any of that first year premium back. An astonishingly high per-
centage of cash value policies are in fact voluntarily terminated or "lapse" in
the first two years.

In the recent Variable Life Insurance Proceeding before the SEC, the Equitable
Life Assurance Society, number three In the industry, revealed that 25% of
its ordinary life policies (sold to 25 and 35 year old customers) lapsed in the
first year, another 10% in the second year. The first year lapse rates for New
York Life and Aetna were 19% and 15% respectively. Lapse data have been
traditionally highly secret. No wonder that the Life Insurance Fact Book of the
Institute of Life Insurance, the most widely disseminated collection of industry
statistics does not publish lapse or termination rates for policies in force less than
two years. The question: Why? our Subcommittee may usefully ask the Institute
of Life Insurance. The Fact Book does not report lapse figures for 2 year old
and younger policies. It asserts only that after the critical first two years, about
4% of the policies in force lapse each year-a figure which deserves skepticism
and may be under-reported given the individual company figures just noted. The
sharp dropoff requires greater substantiation than the Fact Book wishes to
provide.

Mr. Chairman, let me reiterate: cash value policies-that is the type of policies
that represent 72% of the $731 billion ordinary life insurance in force in 1970-
are a consumer fraud not because they are Inherently valueless but because pur'-
chasers are denied systimatic and useful information about alternative plans
available to protect their wives and children, and the price for that protection,
while they are urged with all the collossal mind-bending skills at the company's
and agent's disposal that Plan X is the best. It is very often the best for the agent
and the company but not for the customer. In short, consumer ignorance, not
the 'consumer, is what helps make possible the lack of selective feedback and
the ease of manipulation by companies skilled in obfuscation larded with silken
reminders about the potential policyholder's obligations to loved ones.

8. EXORBITANT HIDDEN EXPENSE

The cost of the distribution system for the life insurance product in the con-
text of a market with virtually no price competition is a national disgrace. Pick
up any of a number of publications by and for the industry and you'll find fre-
quent reference to 1) the high costs of selling and 2) the failure to find, keep
and adequately compensate life agents.

Gordon Crosby, Chairman of the Board of United States Life, told the 1970
meeting of the Life Insurance Institute, "The basic patterns of the [life insurance
distribution] system we use today came out of the Civil War days-and we've let
our distribution costs get out of hand." The National Underwriter's Life and
Health Edition, a leading industry journal, commented on a study done for the
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industry by the management firm of Daniel Yankelovich: "What Mr. Yankelovich
was saying was what has been said many times before and since-and mostly
by individuals from within the industry. That is, that distribution costs are dis-
proportionate to the price of the product delivered when compared to distribution
costs of other industries."

We have attached a table (Table B) which compares overall expenses for
sales or ordinary life insurance with those for group life of eight leading com-
panies and another table (Table 0) which expresses expenses as a percentage
of premiums for these same companies. Out of about $7 billion paid in premiums
to these eight companies for-ordinary life insurance individually sold, almost
$2 billion went to expenses. Most people understand that it is less expensive to sell
group insurance, but few realize how much higher are ordinary life expenses.
On the average 27% of every premium dollar went to expenses compared with
5.9% for group insurance. And this grossly understates the expenses typically
loaded onto the first year premium (55% agents commissions alone is typical
for individually sold cash value insurance for those companies doing business in
New York; many companies not in New York pay 100% or more for certain
special policies).

Not only consumers, but life insurance agents also are victimized by the sys-
tematized ignorance engendered by the industry. Michael P. Walsh, Director of
Marketing, Home Life of New York, told the 1970 I.L.I. meeting that only 11%
of men recruited and selected are still in the life insurance business at the end
of five years, compared to 40% to 50% of the sales positions in other industries.
One life broker estimated for the National Underwriter that the industry spends
$1 billion a year on agent turnover, has been doing it for years, and things are
getting worse. The Subcommittee could Initiate Inquiries to find out how the In-
dustry absorbs such "losses" and transfers them to consumers, how agents are
recruited, and to what extent does the rapid turnover demori:trate the advisa-
bility of different distribution systems that are more efficient.

Submitted for Inclusion in the record, with your permission, is a collection
of advertisements for agents gleaned from insurance trade publications over the
last few years. Many are merely designed to create a good image of the company.
But many others are the sort of brassy testimonials usually associated with
get-rich-quick schemes. Aside from the resources thrown into this effort, it seems
that some companies are so used to deception that they use it to recruit agents
as well as sell insurance. Obviously, the real competition among companies is for
agents. This may explain in part the apparent anomaly of high turnover and
low average income for agents. These ads and other promotional schemes gen-
erate expectations of high earnings that are never fulfilled.

Mr. Chairman, there is something seriously wrong when an industry, whose
top five companies control 44% of its $235 billion amsets, delivers Its products
at a self-admitted exhorbitant cost, squeezes the earnings of an Insecure "mi-
grant" sales force, massively misinforms or underinfonns the public about the
very nature and price of its primary product and yet continues to grow and
increase its profit or surplus at a rapid rate. Producer sovereignty over regula-
tion and in place of consumer sovereignty makes deception and concentration
pay rich dividends but not to the policyholders.

4. QUIET CONCENTRATION

A definitive study of concentration in the life insurance industry has yet to
be completed, but the sheer size of the top five companies when compared with
other private institutions, financial or manufacturing, should he of serious con-
cern to this Subcommittee. The top 50 industrial corporations listed in Fortune's
500 range from $2 billion to $28 billion in assets, the top 50 banks go from $1.7
billion to $24 billion, but the top 50 insurance companies range from a mere $500
million to $31 billion. We have attached to our statement (Table D) a com-
parison of the share of total industry assets of the top 5, 10, 20 and 50 leading
banks and insurance companies. Whereas the top 5 banks hold 18% of their In-
dustry's assets, the top 5 insurance companies hold 44%, the top 20 banks bold
37%, the top 20 insurance companies hold 71%. Banking Is concentrated, but in-
surance Is much more so.

Recently the two largest trade associations in the life insurance industry
merged to form the American Life Insurance Association. Traditionally the
giant eastern mutuals and several of the large eastern stock companies formed
the LAfe Insurance Association of American (LIAA) and the midwest, southern
and western companies comprised the American Life Convention (ALC). Per-
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haps this combination is symptomatic, perhaps it has little significance, but we
urge the subcommittee to study this development. At the least, an industry that
wants to speak with one voice Is not going to reflect or tolerate diversity of
viewpoints.

The 11 leading companies by premium volume are all mutual companies. Since
giant mutual companies have no third party, stockholder interests to satisfy,
and since the whole concept of the mutual form of organization is to bring the
highest beneflis at the lowest cost to policyowners, these companies should be in
the forefront of Pfforts to produce meaningful disclosure. They should operate
with the lowest costs, profitti" should be returned to policy holders In the form
of higher dividends and lower premiums, and management should strive to in-
crease the voice of policyholders in making Important decisions about company
policy. There is absolutely no evidence, however, that these mutual companies
perform any better than their shareholder-owned counterparts. They are char.
acterized by insulated management cliques, policyholder apathy or ignorance
(not only about the products they buy but about the rights which they have as
"owners" of the company), and bloated selling expenses. More specifically, they
have been building up "surplus surpluses" and investing policyholder earnings
in business lines far outside the life insurance area. Potentially the most account-
able, they are in fact the least accountable of all our economic giants.

In 1941 one of the studies of the Temporary National Economic Commission
concluded:

"On the basis of evidence adduced, it can be said that the policyholders have
no control over management of the mutual companies. The rights of policy-
holders to select and elect directors have no practical value. The directors are
completely self-perpetuating." (TNEC Monograph No. 28, A Study of Legal
Reserve Life Insurance Companies, 1941)

5. PROFITS, SURPLUSES, AND THE SEC

The profitability of life insurance companies is nearly as inscrutable as the
typical cash value life insurance policy-and the companies, especially the giant
mutuals seem to like it that way. A perusal of the Industry's Life Insurance Fact
Book will reveal virtually no reference to profits or, as the mutuals call profits,
"additions to surplus". In a series of maneuvers In late 1971, barely noticed be-
yond financial circles, the mutuals and some of their stock company allies con-
t-inced the SEC to postpone the adoption of a new audit guide for insurance
companies. The guide, proposed by the American Institute of Certified Public
Accountants (AICPA), would have required companies to show as earnings
money currently flowing into reserves or being counted as costs. Under present
rules, selling costs are written off the first year, since they are so high-some
companies pay 100% of the first years premium as commissions-a company writ-
ing a lot of new business may actually show a loss (as did both Equitable and
New York Life in 1971, the 4th and 5th largest companies respectively).

The AICPA proposals would have made one other serious change: To calcu-
late the amount that ought to be set aside in reserves. Companies use formulas
based in part on the earnings they expect from investing those reserves and on
mortality tables. Currently, they use a 10 year old mortality table and an esti-
mated return on investment of 3%%. This means they are putting substantially
more in reserves for every premium dollar they receive than they would were
they to use current mortality tables and 5% to 6% interest rates. These dollars
would otherwise show up as higher earnings. Higher earnings in turn might mean
more pressure from policy holders for JI wer premiums and, perhaps more impor-
tant, a change In their income tax basis '

In November 1971 the presidents of several large companies met with depart-
ing SEC Chairman William J. Casey to protest the changes. The SEC has vir-
tually unlimited authority to prescribe accounting rules for listed companies,
though it rarely uses it except when industry is dissatisfied with the AICPA's
action 4 or inaction. According to Forbes magazine, soon after the meeting with
Chairman Casey, Haskins, and Sells, which Is Metropolitan Life's auditor,

8 The insurance portion of the Internal Revenue Code Is one of the most com let and
least audited sections. The IRS has very few experts who can understand the technical
labyrinths of Insurance accounting and the Tax Division of the Justice Department has
had great difficulty In retaining actuarieq in its enforcement actions. The Subcommittees
may wish to obtain further details on this area from Treasury and Justice.

' The SEC does not, of course, have power to set accounting rules for mutuals, but its
accounting rules--including those of the AICPA that it accepts-are followed bv non-
listed companies.
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changed its position and came out against the proposed changes. Then the SEC
ordered companies to take no further action on adopting the changes. On January
14th the SEC finally approved the new Audit Guide with the explanation that
the AICPA had settled certain unresolved matters.

8. THE INDUSTRY AND CRITICS

Aside from the somnolence-inducing complexity and intentional obfuscation of
its leading product, there are other reasons the life industry has been relatively
shielded from serious professional criticisin-cooptation and intimidation. With
growing fortitude from some professionals, such practices are ineffective-t6
wit:

The President of Hamilton National Life Insurance of Indianapolis, Stewart
R. Billing, wrote Commissioner and former Insurance Professor Denenberg of
Pennsylvania, "Somehow, Commissioner, it's a pleasure to tell you to go to hell.
In my opinion, you are menace to society." Denenberg found this so humorous, he
released the letter to the press. But such opinions have carried weight with oth-
ers in the past to dim budding ardors of Commissioners or Professors.

Throughout the cash value industry proponents of more extensive reliance by
the consumer on term insurance are disparagingly referred to as "termites."
Ex-insurance agent, Commissioner Richard J. Barnes of Colorado, according to
the Cervi Rocky Mountain Journal (Jan. 31, 1972, p. 4) personally complained to
insurance agent Mason Knuckles about an ad Knuckles ran in the Journal. Barnes
wrote, "quite frankly it [the ad] looks to me like the type of thing that the
'termites' selling mutual fundss might use to obtain business." Barnes then com-
plained about the ad to several of the insurance companies Knuckles represented.
One of them immediately cancelled the agent's contract to sell for them.

At a recent annual convention of the National Association of Life Underwriters
(Minneapolis, 1970) NALU executive vice president C. Carney Smith complained
about the number of articles critical of the industry and its sales practices. He
gave an example of NALU's response to one critic:

"One of them . . . was prepared by a professor at a highly reputable univer-
sity. . . . He recommends mass merchandising as a substitute for the agency
system. We contacted the dean of the University concerning this article, and he
wa-s disturbed as we were, but he pointed out that the professor had tenure."
(emphasis added)

Smith made clear that this was the normal procedure for "answering" academic
critics:

'"This is the answer we get from other Universities that have professors who
are ill-informed and ill-equipped to pass judgement but who . . . find receptive
ears for their unwarranted attacks."

For this and other reasons Smith concluded that the NALU fights at a
disadvantage.

"I note that your witness list Includes several leading scholars in insurance.
I presume they will not be exposed to this sort of harassment." 6

7. VIETNAM VETERANS AND THE MILITARY INSURANCE COMPLEX

In the pursuit of premiums at the expense of the consumer, life insurance com-
panies have wielded their clout so as to enlist Congress, the Department of De-
fense and the Veterans Administration in their sales efforts.

Vietnam Veterans have been tragically victimized, and few people, least of all
the vets themselves realize it.

Servicemen in World Wars I and II and the Korean War were able to buy
limited amounts of low priced term insurance from the government through the
U.S. Government Life Insurance (WWI) and National Life Insurance programs
(WWII and Korea), Both were designed to enable service men to carry a basic
minimum amount of coverage to protect their wives and children If they were
killed or died in service. After these wars, veterans were permitted to continue
their low cost coverage-but not to increase It-as part of the reward for their
service in time of war.

6 For a less subtle form of patronizing arrogance see Institute of Life Insurance presidentlake Newton's response in the Wall Rtreet Journal (Sept. 14. 1967) to an article onProfessor Belth's work. Newton begins, "Your page one article 'Insurers Under Fire'
(Sept. 5) has evoked surprise In life Insurance circles, not only for the misconceptions itairs, but also because it appeared In a publication of your character."
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Because of life insurance industry lobbyists and their allies, Vietnam Veterans
had no such opportunity. In 1965 Congress enacted the "Servicemen's Group Life
Insurance" program. Though the minimum coverage was raised to $15,000 for in-
service term insurance, the program and its implementation differs from the
earlier programs in several ways which disadvantage the Vietnam-era veteran.

First, it Is not in fact a government program. The Prudential Insurance Com-
pany manages an insurance pool in which a large number of the companies
participate. The rates are low because they are subsidized by government so
that men who were otherwise uninsurable could protect their families and so
the companies would not lose money.

Second, unlike his predecessors the Vietnam-era veteran, unless disabled,
cannot continue this coverage more than 120 days after leaving the service.
He has the option of dropping the coverage or of converting it to a cash value
policy sold by one of a number of companies on a list provided by the V.A.

Just before discharge each insured serviceman receives a booklet setting
forth options and strongly suggesting that the only intelligent option is to con-
vert to cash value insurance. A list of 600 or so companies is provided and no
guidance is suggested on how to select a company. Senator Hart, you attempted
to have included at a minimum some reasonable price comparisons, but received
a cold shoulder from the V.A. You were told that such communication would
be too expensive, that price was only one factor, that price information would
confuse the veteran, and that considerable injustice would be done to the
companies.

As Professor Belth later commented, ... [T]he VA's compassion was directed
at the life insurance companies. The VA, in this instance protected the Interest
of the life insurance companies rather than the interests of Vietnam veterans."

The Armed Forces Life Insurance Counselor's Guide (DOD PA-9) distributed
under the imprimatur of the Department of Defense was in fact written by the
Institute of Life Insurance. We que.9tion the propriety of distributing such mate-
rial at public expense under the seal of the Defense Department. The booklet
(a) does not indicate clearly that the ILI and not insurance experts in the gov-
ernment wrote it; (b) does not include commentary from or the points of vie.
of consumer groups and critics of the industry and its products; and (c) does
not provide any cost comparison information, nor any suggestions about com-
paring the same or similar policies of different companies.

Having studied the pamphlet thoroughly, the service man or woman or armed
forces life insurance counselor could not help coming away with such miscon-
ceptions as these:

(1) Similar policies issued by different companies vary in "cost" but any
difference is due primarily to the difference between participating and non-par-
ticipating (i.e., no dividend) policies. And since dividends are unpredictable,
costs are unpredictable. (see p. 22)

(2) In any case, costs can't vary too much because, "in the long run, competi-
tion betw mpanies tends to restrict differences in cost." (In fact, the
pamphlet never used the word "price", subtly implying that costs and prices
are the same.)

(3) There are no "profits" in the insurance business. (The differences between
stock and mutual companies are generally discussed in the text (pp. 8-9) but
there is no indication that they earn profits or surpluses. Buried in the glossary
Is the hint that stock holders and mutual policy holders "share in the surplus."
Nor is there any indication that agents receive commissions or that commissions
are determined not by the amount of protection sold, but by the size of the pre-
tnium und the type of policy. Since their commislsons are higher for sales of cash
value insurance, even for the same amount of premium, it is understandable
why they tend to push cash value rather than term insurance, but the service
man or woman should be forewarned.)

We understand the pamphlet has been undergoing revision since 1969 or 1970.
On March 17, 1970 the President of the Institute of Life Insurance, Blake New-
ton, four other ILI officials, and representatives of several other industry groups
met with the Department of Defense Personal Commercial Affairs Board. Briga-
dier General Leo E. Benade, then Deputy Assistant Secretary of Defense for
Military Personnel Policy profusely thanked ILI for writing earlier revisions
of the pamphlet. He indicated that top priority should be given to the revision.
'Ve-are submitting for your inspection a copy of DOD's current pamphlet and a
copy of "Understanding Your Life Insurance", published for consumers by the
Institute for Life Insurance. I think you will agree the similarities are
remarkable.

25-407 0 - 74 - pt. I - 2
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Soon after the meeting, the industry's Joint Special Committee on Life In-
surance (the Moorhead Committee) came out strongly for the "interest ad-
Justed" method of price comparison. That method was used by Commissioner
Denenberg In his consumer guide on life insurance. When we called the DOD
to check on progress with the revision, we were told that a draft revision does
exist, but that we could not see a copy without special permission since "it is not
in a useful condition." It Is clear that the DOD hasn't moved because the in-
dustry hasn't moved. DOD has apparently so conditioned itself to jump when In-
dustry-any industry-barks that it cannot bring itself to follow the initiative
of the President's own consumer affairs spokesman, Mrs. Knauer. She has forth-
rightly demanded extensive use of the interest adjusted method as a first step
to end consumer ignorance of the life insurance product.

RECOMMENDATIONS

In the course of the Subcommittee's inquiry, evidence In all likelihood will ac.
cumulate to suggest precise policy directions for your consideration. Industry
power will also undoubtedly bear down on the Congress to preserve the status
quo. At this point, the following suggestions are submitted for your consider.
tion.

1. It is not conducive to consumer-orlented competition for conglomerates and
financial institutions to continue their takeover of the insurance industry. The
reasons against such takeovers were developed by observers of and advocates
against the ITT purchase of Hartford Fire. Reciprocity, milking the cash flow,
absentee vs. community ownership, one bank holding companies and many other
factors have been considered in state and federal hearings to one degree or an-
other. But the issue in focus has almost never been the competitive status of the
insurance industry but other matters pertinent to curbing acquisition-minded
forces. The Subcommittee has the jurisdiction to give this matter close analysis.
The value of having independent countervailing industries was seen in the partial
success of the insurance Industry in limiting the potential diet of the one bank
holding company In legislation a few years ago. Diversity of economic power and
cross-industry challenges encourage competition and a less monopolized politics.

2. Three external mechanisms to the life insurance industry should be con-
sidered In detail:

(a) The establishment of federal authority to set standards for various aspects
of the business which these life insurance companies perform nationally or in
interstate commerce is long overdue. This does not have to mean a blanket pre-
emption of state regulation. In certain areas co-jurisdiction can be beneficial. But
it should mean that the old disorder of 52 exclusive duplicatory commissions with
grossly inadequate skills (most states do not even have a life insurance actuary
on the staff) should be considered an anachronism.

(b) What may be called "yardstick competition" through the establishment of
state or federal life insurance funds which offer over the counter, low cost life
insurance to citizens and operate without any support whatsoever from tax-
payers, could prove to be a most effective stimulus to quality competition among
the companies. Such funds could provide meaningful price and product informa-
tion about their policies and those of private insurers who have not chosen to so
inform the consumer as true market competition would expect them to. Such
action could stimulate price competition and raise the level of consumer aware-
ness of life insurance-its pride and its pitfalls.

The state of Wisconsin has operated such a fund since 1911. It provides low
cost protection (up to $10,000) to anyone physically present in the state at the
time of purchase. It sells only a few basic policies at prices, according to Professor
Belth, lower than any of the private companies whose policies he priced. Best's
Insurance Reports praised the Wisconsin State Life Fund for its "Ilemarkably
low expenses," low policy lapse rate, and "remarkably low" cost to policy owners.

Unfortunately, the Wisconsin Insurance Department which operates the Fund,
makes no effort to communicate its existence to the public. The Fund does not
even have a separate listing in the Madison, Wisconsin telephone directory. As a
result after more than 50 years of operation. it has only $8 million in assets and
wrote only $4.8 million in new business last year, representing only a few hundred
policies for consumers who managed to ferret it out. Other yardstick competitors,
such as savings bank life insurance, would help to enhance competitive quality.
especially price competition.
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(c) Serious consideration should be given to expanding the social security
death benefits system which, at the present level of $255, is insufficient even to
meet its purpose of covering funeral costs. One alternative would be to provide
the spouse of a 30 to 35 year old worker with a family an additional lump sum
death benefit of $10,000, similar in scope to a plan now operated by the Saskat-
chewan provincial government in Canada. This amount could be scaled down as
Vie breadwinner grows older and up if he or she has a larger family. Death
benefits could be reduced at a certain age when existing retirement and sur-
vivors benefits provide more adequate coverage. Social Security tax rates would
not necessarily have to be increased. The maximum amount of Income, instead,
against which the tax is levied (generally called the "earnings base") could be
increased to an appropriately higher level and not be used except for greater
death benefits. Such a plan would tend to introduce a progressive element into
the highly regressive social security tax structure.

3. A prerequisite tool for competitive quality is a meaningful disclosure law
that would give the consumer the Information necessary to compare the relative
price and terms of different policies at the point of sale. At the very least con-
sumers should be informed of the range of prices for the same policy (calculated
in a meaningful way as Professor Belth has suggested) offered by other com-
panies doing business In his state. It would be useful for the Subcommittee to
make suitable Inquiries as to the kinds of computerized consumer Information
systems which could make disclosure of information easily accessible when the
consumer wants It.

Such disclosure should help to reduce the Increasing proliferation of policies
now being passed off as "product innovations." Disclosure is only one step
forward, however. Something must be done to make policies more comparable
and not so deliberately incomparable through false complexity. All "add ons"
and "extras" to standard policies should be required to be sold and priced
separately. Legitimate product innovations-those that represent real changes-
would have a chance to be more visible and thriving.

The value of meaningful price information to the consumer has been con-
firmed by the response to Commissioner Denenberg's shopper's guides to cash
value and term insurance. In addition to listing the companies selling the 10
highest and 10 lowest cost policies, he spotlighted 10 companies issuing "gimmick"
policies that were rigged not only against the consumer but against meaningful
price analysis by outside experts. Nine of the 10 policies are no longer being
sold-a form of protective reaction by the companies involved. Tens of thousands
of the guides are being distributed and at least 10 other commissioners have
announced plans for similar actions. The National Underwriter is now publishing
a price comparison manual covering many other companies and policies. Un-
fortunately 6 companies with more than $400 million life Insurance in force
including W. Clement Stone's Combined Life Insurance Co., Globe Life of
Accident (Okla: mailorder), Life Investors Insurance Co. of America (Iowa),
Presidential Insurance Co. (Ill.), Provident Life (N.D.) and World Services
Life (Tex.: specializing in military sales) have apparently not provided the
information necessary to make the calculations upon which the comparisons
are based.'

Professor Belth's new book, Life Insurance: A Consumer's Handbook (Indiana
University Press, 1973) is another valuable tool for the insurance shopper. If
used by many consumers, it will contribute substantially to price competition in
life insurance. Belth provides comparative price information on several dozen
different types of basic policies. A number of companies have the dubious honor
of appearing as sellers of high price policies in several of his tables.

These companies, for example, appear above the median in two important
comparisons ($25,000 cash value policies sold to 25 and 45 years olds In 1970):
Aetna Lincoln Natioial (Ind)
Connecticut General Occidental (Cal)
Franklin Life Prudential
Jefferson Standard Republic National (Tex)
John Hancock Western & Southern

4. Traditionally, the life insurance companies have recognized their interest
In helping to prolong life through health and other advocacies. Too many of these

S Belth, reviewing Cost Facts in L4fe nestrance, published by the National Underwriter,
Journal of Risk and Insurance, Dec. 1972, p. 633.
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efforts have merely paid lip service to noble ideals. They have been -ineffective
public relations gestures without contributing significantly to human health
and safety. Pennsylvania Insurance Commissioner Herbert Denenberg recently
sent letters to the twenty largest life companies asking about their activities in
prolonging life. Occidental (Cal.) and Traveler's provided no useful answers.
Other companies transmitted such a paucity of information that Denenberg
commented: "The sheer lack of answers was frightening." His conclusion was
that generally the companies were doing next to nothing to eliminate environ-
mental threats to health and safety, to communicate health and product safety
information, and to encourage safety research and standards.

Yet this is an area of corporate responsibility that the life companies could
hold up in pride if they reversed their apathetic inertia and began to be the
nation's health and safety advocates. Theoretically, such an -effort should be in
the direct line of their vested economic interest. How much good they could do
by researching, advocating, leading in the great needs of our times--for health
care, pollution control, job safety, safer energy systems, safer transportation sys-
tems (including automobiles) and safer consumer products. With a tiny alloca-
tion of their vast resources, animated by the tiniest amount of corporate execu-
tive courage, they could spark or help implement such progress. There are
technologies to be liberated for health and safety; civil servants, trying to do
the right thing against special interests, to be supported; and numerous other
frontiers which can give these company executives a true and memorable
mission.

The Subcommittee could make further inquiries on this subject and present
specific challenges which the life companies could easily and inexpensively under-
take given their alleged commitment to "loss prevention." I shall be pleased
to recommend specific examples of such challenges for the Subcommittee's use.

5. One of the most~compelling phenomena in this industry is how insulated
the chief executives are from the urgencies which have convinced you to initiate
this investigation. Consequently, it would serve a most educational function to
have these gentlemen come, present testimony and reply to questions. Not only
would this provide the Subcommittee with authoritative answers but the pre-
testimony briefing exercises which these executives would receive might be a
most valuable sensitizing experience. At least this was partly the case in 1966
with the auto executives, according to inside sources. A few names may be
suggested, as starters, for yourwitness list:

Donald S. MacNaughton-Chairman of the Board, Prudential
Richard Shinn-President, Metropolitan
J. Henry Smith-President, The Equitable Assurance Society
R. Manning Brown--chief executive. New York Life
Gerhard D. Bleicken--chief executive, John Hancock
Donald Johnson-President, Aetna
Henry R. Roberts-chief executive, Connecticut General
T. A. Watson--chief executive, Lincoln National Life (Ind.)

Most of the giants in the life insurance industry are mutual companies (the
top five for example). The mutuals control 67% of the Industry's assets, although
they represent only 8% of the companies. Mutual company executives should
be asked the hard questions they are never asked at their near clandestine and
poorly attended policyowner meetings: for example, why aren't pollcyowners
returned a large share of the earnings of the company? Why aren't policy owners
encouraged to participate in annual meetings which are now luncheon
charades?

6. Department of Defense and Veterans Administration officials should be
called to explain their favoritism for this industry and their disregard of the
interests of millions of uninformed consumers and veterans. The non-responsive-
ness of these departments to your inquiries, Mr. Chairman, in recent years,
indicates that a searching examination may reveal more than mere indifference
or apathy. -

7. The Subcommittee should be especially alert to the likelihood of what
some call industry "insiders" coming forward with their concerns and informa-
tion. Ethical whistleblowers who decide to place the public or consumer interest
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above their own careers should be protected from arbitrary reprisals after their
courageous stand has been taken. In the past, as in the auto dealer hearings in
the Fifties, those witnesses who did come forward found little help from the
Subcommittee after they returned home to face the squeeze and other subtle
and not so subtle repercussions.

8. It is obvious that the task which the Subcommittee has established for
itself and the American consumer is immense and long overdue. You ni&y wish
to consider the advisability of a temporary Special Committee to concentrate
on this giant industry with the barest staff required to do a reasonably effective
Job. How many many times will such a modest effort pay for itself over the years
in billions of consumer dollars saved and a more vigorously competitive life
insurance industry committed to health and safety advancement. The life
insurance industry should welcome this Inquiry for it can make them hold
their heads in pride In the future as models of corporate responsibility, that
is, if they entertain such ambitions of grandeur.

David L Brain, executive vice president of Kentucky Central Life recently
serveyed the top executives of 62 large, medium, and small life insurance com-
panies for their opinions on the impact of the consumer movement on their busi-
ness. Thirty percent felt that the activity of the critics will lead to reduced
premium rates or more liberal benefits. "In addition to the negative publicity the
industry has already received," wrote Mr. Brain, "the most frequently mentioned
effects of consumerism are: better service and improved policy owner relations;
stiffer government regulations; and a trend toward more frequent price benefit
comparisons . . ." Mr. Brain added his own opinion, "One bther effect.., is
that it may produce fuel to accelerate the agitation for national health insurance
legislation, and even bring about pressure for tacking a $5,000 life insurance
provision on to Social Security benefits"' Mr. Chairman, there is some industry
candor around.

7 Best's Review, January 1978. pp. --5"7.

TABLE A.-DEATH AND LIVING BENEFITS AS A PERCENT OF TOTAL DEATH, SURRENDER, DIVIDEND, AND ENDOW-
MENT BENEFITS FOR TOP 15 LIFE INSURANCE COMPANIES RANKED BY ORDINARY PREMIUMS-1971

]Dollar amounts in millions!

- - Total death,
surrender

Matured Matured dividend and
Company Death Surrender dividends endowments endowment

(percent) (percent) (percent) (percent) benefits

Prudential ............................ 31 20 39 10 $1,461
Metrolopolitan ........................ 34 21 34 9 1,318
New York Life ........................ 34 21 39 6 724
Equitable Life (New York) .............. 34 26 34 6 559
John Hancock ........................ 37 26 31 6 418
Northwestern Mutual .................. 29 21 45 5 462
New England Mutual .................. 27 29 36 8 251
Mutual of New York .................. 37 24 32 7 251
Connecticut Mutual .................... 27 24 43 6 192
Mutual Benefit Life .................... 31 32 34 3 204
Connecticut General ------------------- 40 43 11 6 143
Lincoln National ---------------------- 58 22 10 10 ISO
Penn Mutual ......................... 29 25 36 10 157
Aetna Life ............................ 44 32 12 12 139
Mass Mutual ' ........................ 31 26 39 4 254
Industry-I ,805 companies ............. 33 25 33 9 -....

Benefits ........................... $3,699 $2, 882 $3,680 $990 $11,251

I Mass Mutual Is ranked between Northwestern Mutual and New England Mutual.
From: Best's Review (life and health edition) January 1973 pp. 32-33 and Life Insurance Fact Book, 1972 (1 institute of

Life Insurance).
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TABLE B.-COMPARISON OF PREMIUMS I AND EXPENSES I IN DOLLARS OF ORDINARY LIFE INSURANCE WITH
GROUP LIFE INSURANCE FOR 5 LEADING MUTUAL AND 3 LEADING STOCK COMPANIES, 1971

[In millions of dollars, rounded]

. Group Ordinary
Company Premiums Expenses Premiums Expenses

Aetna Life ' --------------------------------------- 391 29 192 61
Connecticut General ' ------------------------------- 1 59 17 237 63
Equitable Life Assurance Society ...................... 413 22 749 184
John Hancock -------------------------------------- 213 14 703 224
Metropolitan ....--------------------------------- 682 26 1,885 521
New York Life ..---------------------------------- 76 9 1,093 264
Prudential ----------------------------------------- 531 28 2,121 564
Travelers 3 ......................................... 343 21 170 53

Total --------------------------------------- 2,808 166 7,150 1,934

I Excludes investment i come.
2 Excludes investment expenses.
' Stock company.
Note: Figures taken from 1971 annual statements.

TABLE C.-COMPARISON OF EXPENSES AS A PERCENTAGE OF PREMIUMS OF ORDINARY LIFE INSURANCE WITH
GROUP LIFE INSURANCE FOR 5 LEADING MUTUAL AND 3 LEADING STOCK COMPANIES, 1971

Expenses as a percentage ol
premiums

Company
Group Ordinary

Aetna Life I ................................................................. 7.4 31.8
Connecticut General 1 ........................................................ 10. 7 26. 6
Equitable Life Assurance Society .............................................. 5.3 24. 6
Jobn Hancock ................................................ 6.6 31.9
Metropolitan ................................................................ 3.8 27.6
New York Life ................................ ....... ..... ..... 11.8 24.2
Prudential .................................................................. 5. 3 26.6
Travelers1 ................................................................. 6.1 31.2

Average .............................................................. -- +5.9 27. 0

' Stock company.
Source- 1971 annua Istatements.

TABLE D.-COMPARISON OF SHARE OF ASSETS OF LEADING LIFE INSURANCE COMPANIES WITH LEADING COM-
MERCIAL BANKS I AS OF DEC. 31, 1972

IDollar amounts in millions)

Life insurance
Banks companies

Top 5:
Amount ................................................................ $115,690 $97,590
Percent -----------.-------------------------------------------------- 18 44

Top 10 leading:
Amount ................................................................ $172,272 $127,125
Percent ................................................................ 27 57

Top 20:
Amount ................................................................ $238, 359 $157,677
Percent ................................................................ 37 71

Top 50:
Amount ................................................................ $313,665 $189,949
Percent ................................................................ 49 82

Total Industry:
Amount .......................................................... $640, 255 $220, 000
Percent .......................................................... 100 100

I Figures obtained from Fortune magazine (May 1972); Life Insurance Fact Book (1972); and Federal Reserve Board.
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Mr. NADER. Thank you.
These hearings, which you have scheduled, are the first comprehen-

sive investigations into the life insurance industry in the history of
the U.S. Congress.

It would therefore not be excessive to regard your subcommittee's
effort as one of historic proportions. This is the case both in regard
to its resultant impact on this gigantic aggregation of capital and
the millions of policyholders and beneficiaries whose reliance on the
industry, in return for ample payments, has not been reciprocated
with the trust that is its legal responsibility. In this period of disclosure
of consumer abuses, from automobiles to drugs to food to loan trans-
actions, few industries averted the scrutiny of congressional commit-
tees such as yours. Partly because of historical accident awarding
jurisdiction to the States and partly because of the focus of Govern-
ment attention on auto insurance reform, the life insurance industry
is, perhaps, the last giant industry to come under the legislative micro-
scope. Its contrived complexity, secrecy, and public relations have ful-
filled a strongly supplementary camouflage function. Hidden behind
this camouflage, are two principal levers of maximizing life insurance
company profit, or, as the mutual companies call it, surplus. These
two are deception, and ironically, gross waste. Neither redounds in
any way to the consumer's benefit. For almost 70 years the life insur-
ance industry has been a smug sacred cow feeding the public a steady
line of sacred bull.

The scope of the inquiry before this subcommittee can be encouraged
by the size of the population concerned and the magnitude of the
monetary stakes. About 140 million Americans are covered by some
form of life insurance sold by this $235 billion asset industry. Total
life insurance in force at the end of 1971 was $1.6 trillion. There is now
over $789 billion worth of ordinary life insurance in force and the in-
dustry's five top companies, that is, Prudential, Metropolitan, Equi-
table, New York Life and John Hancock, share over 41 percent of
this total and control over 44 percent of the assets of the entire 1,805
company industry. According to a 1961 National Industrial Con-
ference Board study more than 51/2 percent of total consumer expendi-
tures went to life insurance companies. And last year, the industry
reported $23 billion in premium receipts, with an additional $13 bil-
lion going to these some companies in the form of health insurance pre-
miums. The lion's share of these premiums go to a handful of com-
panies.

No other concentrated group of corporations, except the auto manu-
facturers, claim a larger share of the consumer dollar. Unlike the
auto companies, however, there is likely to be a greater potential of
divergent view or dissent accessible to this subcommittee, particularly
if the united-front-minded trade associations are advised to avoid
undue pressure against the coming forward of any smaller companies
or employees who have such divergent facts and judgments. There
are also some companies whose prices for equal benefits are consider-
ably lower than the giants in the industry-a phenomenon which
provides important data about the misuses of secrecy and the need
for communicated disclosure of comparable values to the consumer,
as Professor Belth has demonstrated in his new book.
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If the consumer, or the prospective policyholder, cannot ascertain
or estimate price, he cannot choose on the basis of price.

In a superlative of duplicative atrophy, the entire life insurance
industry is "regulated" by 50 different State insurance departments
plus the District of Columbia and Puerto Rico. As a practical matter,
it is exempt from antitrust regulation and from other Federal con-
sumer laws. Remarkably, there has never been a systematic investi-
gation of competition and concentration in this 'industry by any
Federal agency or by Congress or by the academic community, in-
cluding the TNEC in the late thirties. It would be accurate t' sav
that the States have contributed very little to this subject as well,
except for some materials in the 1900 Armstrong committee investi-
gation and report for the New York State Legislature. These hearings
will have to pioneer this enormous task.

To summarize some of our findings, Mr. Chairman, the following
is submitted with greater detail in the prepared testimony.

1. Life insurance tragically fails to sufficiently protect its ultimate
consumers-the widows and children-from the financial risk of pre-
mature death of the breadwinner, according to the data in a little
noticed industry study. This is known as the "Widow's Study," con-
ducted by the Life Ynderwriting Training Council and the Life
Insurance Agency Management Association, published in 1970 but
never widely circulated even within the industry.

It provides shocking and tragic evidence of this failure. Fifty-two
percent of a representative sample of all widows received less than
$5,000 in benefits, even though 92 percent were covered by some form
of life insurance.

2. Through deceptions and inadequate information, the life insur-
ance industry dupes husbands into shortchanging their wives and
children by buying too much of the wrong kind of insurance, or too
little of the right kind, at excessive prices.
. This, of course, is the well articulated difference between traditional
insurance protection ("term" insurance) and cash value insurance, the
use of insurance premiums, in part, as a form of savings.

Because of the abysmal state of price disclosure in the industry, as
Professor Belth, Mrs. Knauer and others have demonstrated, the pur-
chaser of a cash value policy really doesn't know what he or she is get-
ting and how much it costs. -Part of what is bought is a savings account,
another part is pure insurance. The consumer isn't given a breakdown
of the premium for this package of protection and savings.

3. Because there is little or no meaningful and communicated price
competition-and I want to emphasize the word "communicated"-the
high expenses of the life insurance industry, virtually all borne by-the
consumer, are a national disgrace.

There are numerous attributions that can be made for that statement
of high expenses, rampant inefficiency are policy within the industry,
itself. Over the years, going back 30, 40, 50 years, members of the
industry and its representatives have repeatedly excoriated the over-
all high expense record of that collective enterprise.

It's also, I think, important to know that there have been scholars,
such as Professor Belth, who have shown enormous gaps between the
cost, or the premium, of life insurance policies by different companies
-given comparable values. And it's not just important to be able to show
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these gaps, it's very important to be able to communicate them and get
them through the obfuscating curtain that has surrounded the life
insurance industry.

The uses of complexity here, Mr. Chairman, suggests a reference to
the training of laboratory mice through labyrinths in the medical
research lab.

There's an old story, that's been told, about a prospective policy-
holder who entertained regular visits from insurance agents. The first
one came in one evening and put forth all the varieties of policies,
add-ons, differentiations. And the prospective policyholder assiduously
tried to take notes, tried to make a meaningful understanding of it all.

And then he invited another agent in and the other agent brought in
new and different varieties, new and different contingencies, new and
different incentives, inducements and new and different appeals to the
person's responsibility to his loved ones and the like. And the policy-
holder went through the same, but a little more quizzical or confused,
process of trying to understand.

And then the third evening the policyholder heard the doorbell ring
and the door was opened and a third agent announced he was there
representing his company, whereupon the prospective and confused
policyholder leaped forward, threw his arms around the agent's neck;
and as he hung on limply, said, "take me, I'm yours."

That, in a perhaps compressed way, indicates how confusion and
how product proliferation can dull the rational response and dis-
criminatory ability of the consumer to a point where he begins to rely
on the salesman's smile and the salesman's adjectival assurances; in-
stead of the actual ability, which should be his, communicated from
the agent to compare the values of competing policies and to know
what is being purchased.

4. The "quiet" concentration of economic power by this industry
has been substantially ignored by Congress, by the academic commu-
nity and by citizens who are mistakenly asked to believe that com-
petition over agents by these companies and competition over empty
advertisements is value competition.

I don't think, for example, the essential message to a prospective
customer of Prudential is the advertisement about buying a piece of
the rock.

5. The Securities Exchange Commission has bent to the will of
life insurance giants to block or delay accounting reforms that would
put life insurance profit reports on an equal footing with other
industries.

The 10-year record of the life insurance industry's dealings with the
SEC has been one of almost incredible victories on the part of the
industry. Not only victories for its various demands, but surprisingly
strong victories compared with other financial institutions who have
to go through some sort of motion and disclosure with the SEC, and
who also operate interstate.

6. The criticism of the industry is responded to with collateral ir-
relevance, semantic nullities, or private attempts to remove academic
critics from their teaching positions. Instead of rational argument,
company or trade association spokesmen use pompous pontification
or a kind of patronizing insurance patriotism with roots deep in the
industry's chauvinistic past.
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It's important to understand the history of this industry. There's
a self-righteousness about this industry which proceeds from the feel-
ing that it, indeed, is saving the financial security, or preserving and
protecting the financial security of families who face premature death
of the breadwinner.

This almost attained mystical proportions, particularly around the
turn of the century. There's a great deal of symbolic facade to the
industry. Notice its names, Fidelity, Guarantee, Prudential, and the
like.

It engaged in architectural battles, as to who was to build the most
ornate building back at the turn of the century, and today, who is to
build the building that reaches closest to the heavens. The giants
in the industry still are engaging in this kind of edifice complex.

But it also reflects, I think, the fact that they don't know what to
do with their money, they've got so much of it.

7. Vietnam veterans and other -servicemen and women are being
victimized by an on-going military-insurance interlock at the Veter-
ans' Administration and the Department of Defense.

I'd like to point out here-which obviously is nothing new to you,
Mr. Chairman-that you've been trying to get this information from
the VA and Department of Defense for a number of years. I'd like
to point out that until 1965 war veterans could obtain and keep very,
very cheap Government life insurance. It was considered their reward
for the agonies and exposures that they went through.

And in 1965 a law was passed, which was *called the Servicemen's
Group Life Insurance Law. The minimum coverage was raised to
$15,000 for in-service term insurance and the Prudential Life Insur-
ance Co. manages an insurance pool in which a large number of the
companies participate.

The rates are low because. they are subsidized by Government so
that men, who are otherwise uninsurable, could protect their families
and so the companies would not lose money.

Since the expenses of selling have been also low that has accounted
partly for the comparatively lower rates.

Unlike his predecessors, 'however, the Vietnam era veteran, unless
disabled, cannot continue this coverage more than 120 days after
leaving the service. He has the option of dropping the coverage or
of converting it to a cash value policy sold by one of the companies
on a list provided by theVeterans' Adninistratifon.

We're talking about roughly 6 million veterans, so far, that would
come under this act.

,Just before discharge each insured serviceman receives a booklet
setting-fort.h his options, and strongly suggesting that the only intel-
ligent option is to convert to cash value insurance. A list of 600 or so
companies is provided and no guidance is suggested on how to select
a company.

Mr. Chairman, you have attempted to have included. at a minimum.
some reasonable price comparisons, but the VA just wasn't interested.
The VA said that such communication would be too expensive, that
price was only one factor. that price information would confuse the
veteran and that considerable injustice would be done to the companies.

On the grounds that price information would confuse the veteran.
the VA should have recommended the abolition of the Vietnam war.
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The kind of answer that you get from the VA or the Department
of Defense is not only unresponsive, it's downright intriguing. The
closeness with which these two agencies have worked with the life
insurance industry, the very close similarity between their Armed
Forces Life Insurance Counselors Guide and a comparable life insur-
ance industry pamphlet, I think, would recommend further inquiry
to find out just what is going on.

In the recommendations I should like to say the following: In the
course of the subcommittee's inquiries, evidence, in all likelihood, will
accumulate to suggest precise policy directions for your consideration.

At this point the following suggestions are submitted for your
consideration.

Senator HART. Mr. Nader, is there a page number in your prepared
statement that you're now on?

Mr. NADER. Yes; page 15.
It is not conducive to consumer-oriented competition for con-

glomerates and financial institutions to continue their takeover of the
insurance industry. The reasons against such takeovers were developed
by observers of and advocates against the ITT purchase of Hartford
Fire.

Reciprocity, milking the cash flow, absentee versus community-
based ownership, one bank holding companies and many other factors
have been considered in State and Federal hearings to one degree or
another.

But the issue in focus has almost never been the competitive status
of the insurance industry, but other matters pertinent to curbing
acquisition-minded forces.

The subcommittee has the jurisdiction, obviously, to give this mat-
ter close analysis. The value of having independent countervailing
industries was seen in the partial success of the insurance industry in
limiting the potential diet of the one bank holding company in legis-
lation a few years ago.

Diversity of economic power and cross-industry challenges, such
as the insurance industry challenge of the banking industry in this
area, encourage competition'and a less monopolized politics.

I might say that if ever you want to adduce an example of the neces-
sity to keep some distance between industries and to keep them from
taking over one another or becoming too interlocked, you can point
to the lobbying of the insurance industry against the banking indus-
try. If it didn't occur there would have been the stage even more for
the emergence of a one bank holding economy under the Federal Re-
serve Board.

2. Three external mechanisms to the life insurance industry should
be considered in detail. I'm sure they'll be very, very disturbing to
the life insurance industry, but that might account for their utility.

First, the establishment of Federal authority to set standards for
various aspects of the business which these life insurance companies
perform nationally or in interstate commerce is long overdue. National
standards for national business.

This does not have to mean a blanket preemption of State regula-
tion. But it should mean that the old disorder of 52 exclusive, duplica-
tory commissions, with grossly inadequate skills-most State insur-
ance departments don't even have a single life insurance actuary on the
staff, for example-should be considered an anachronism.
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Second, what may be called "yardstick competition" through the
establishment of State or Federal life insurance funds which would
offer over-the-counter, low-cost life insurance to citizens and which
would operate without any support whatsoever from taxpayers, could
prove to be a most effective stimulus to quality competition among the
companies.

Such funds could provide meaningful price and product informa-
tion about their policies and those of private insurers who should have
chosen to so inform the consumer, as true market competition would
expect them to.

Such action could stimulate price competition and raise the level of
consumer awareness of life insurance, both its pride and its pitfalls.

The State of Wisconsin has operated such a fund since 1911. It pro-
vides low-cost protection (up to $10,000) to anyone physically present
in the State at the time of purchase. It may require a medical examina-
tion, but does not mandate it.

It sells only a few basic policies at prices, according to Professor
Belth, lower than any of the private companies whose policies he
prices. Best's Insurance Reports praised the Wisconsin State Life
Fund for its "remarkably low expenses," low policy lapse rate and
remarkably low cost to policyholders, or owners.

I might'say that there is little in the State of Wisconsin that is less
known that the State of Wisconsin Insurance Fund.

Unfortunately, the Wisconsin Insurance Department which oper-
ates the fund, makes no effort to communicate its existence to the pub-
lic. The fund does not even have a separate listing in the Madison,
Wis., telephone directory. And as a result it is very, very small.

Other yardstick competitors, such as Savings Bank Life Insurance,
would help to enhance competitive quality, especially price competi-
tion.

I might say that about 11 years ago I called the Connecticut State
office of Savings Bank Life Insurance to ask for information. They
had been so accustomed to being preyed upon and pressured by the life
insurance agents and industry in Connecticut that they almost treated
any call as an act of hostility. They're always on the defensive. And
they never-they never try to really actively or aggressively promote
what was in effect the lowest cost life insurance in the State, even
though there is a maximum coverage of $5,000.

I think one of the problems with these yardsticks is that they some-
how restrain themselves and are very defensive. And the subcommit-
tee may want to inquire about just why they are so restrained and
timid.

Third, serious consideration should be given to expanding the social
security death benefits system whiph, at the present level of $255, is
insufficient even to meet its stated purpose of covering funeral costs.

I think it should be said, again and again, that the social security is
life insurance. Social security is life insurance and offers an alternative
to develop a base of adequate protection.

One alternative would be to provide the spouse of a 30- to 35-year-
old worker with a family an additional lump-sum death benefit of, say,
$10,000, similar in scope to a plan now operated by the Saskatchewan
Provincial government in Canada.
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This amount could be scaled down as the breadwinner grows older
and up if he or she has a larger family. Death benefits could be re-
duced at a certain age when existing retirement and survivors benefits
provide more adequate coverage.

Social security tax rates would not necessarily have to be increased.
Instead, the maximum amount of income, against which the tax is
levied, generally called the earning base, could be increased to an
appropriately higher level and not be used except for greater death
benefits.

Of course, this does not come directly utder the subcommittee's
jurisdiction, but under the Finance Committee's jurisdiction. But it
warrants notice in these hearings.

And such a plan would tend to introduce a progressive element into
the highly regressive social security tax structure.

3. A prerequisite tool for competitive quality is a meaningful dis-
closure law that would give the consumer the information necessary
to compare the relative price and terms of different policies at, the
point of sale.

At the very least, consumers should be informed of the range of
prices for the same policy (calculated in a meaningful way as Profes-
sor Belth, Consumers Union and others have suggested) offered by
other companies doing business in his, or her, State.

The usefulness, for the subcommittee to make suitable inquiries, is
evident as to the kinds of computerized consumer information systems
which could make disclosure of information easily accessible when the
consumer wants it.

That's the key, the ease of accessibility is the key. It's not enough
just to have some mathematical formula to lay the basis for under-
standing the price comparisons, or disclosing them, it's got to be com-
municated. And I don't think anybody, yet, has the answers as to how
it's to be. communicated, except that the computer offers interesting
potential here.

I know Consumers Union, 3 years ago, in a very temporary way
experimented with the ability of a computer, so programed that it
would answer a number of key questions that the prospective policy-
holder would ask of it in order to disclose the requisite information.

But that required more funds than Consumers Union could afford
to further refine and develop.

Disclosure is only one step further, however, something must be done
to make policies more comparable and not so deliberately incomparable
through false complexity. All add-ons and extras to standard policies
should be required to be sold and priced separately. Legitimate product
innovations-that is, those that represent real changes, would have a
chance to be more visible and thriving.

The value of meaningful price information to the consumer has been
confirmed by the response to Commissioner Denenberg's shopper's
guides to cash value and term insurance.

This is the first time the companies have been ranked by an insurance
commissioner in this respect. In addition to listing the companies sell-
ing the 10 highest and the 10 lowest cost policies, he spotlighted 10
companies issuing what he called "gimmick" policies that were rigged
not only against the consumer but against meaningful price analysis
by outside experts.
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Nine of the 10 policies are no longer being sold, a form of protec-
tive reaction by the companies charged.

Tens of thousands of the guides are being distributed and at least 10
other commissioners have written to me, in response to a question that
I asked of them, announcing plans for similar action.

The National Underwriter is now publishing a price comparison
manual covering many other companies and policies.

I might add that the secrecy of the industry here starts with the
largest mutual companies. Consumers Union tried to get the data in
order to make price comparisons and most of the big six mutual com-
panies refused to supply that information.

I think perhaps it would be simpler to say that here's a series (,f com-
panies that supposedly believe in a market system and they will do
almost everything possible to keep the price of their services confused
and obfuscated. Even the price is considered virtually a trade secret.

The comparisons that were brought together in Professor Belth's
new book, "Life Insurance: A Consumer's Handbook," appear to illus-
trate the following:

The following companies appear above the median in each two im-
portant comparisons in involving $25,000 cash value policies sold to 25-
and 45-year-olds in 1970.

Here were the companies listed, that appeared above the median
price for those two important comparisons:

Aetna, Connecticut General, Franklin Life, Jefferson Standard,
John Hancock, Lincoln National, Occidental, Prudential, Republic
National of Texas, and Western & Southern.

Now, of those, two are in the top five, in terms of size in the industry.
4. Traditionally, the life insurance companies have recognized their

interest in helping to prolong life through health and other advocacies.
Too many of these efforts have -merely paid lip service to noble ideals.
They have been ineffective public relations gestures without con-
tributing significantly to human health and safety.

Pennsylvania Insurance Commissioner Herbert Denenberg recently
sent letters to the 20 largest life companies asking about their activities
in prolonging life. It is a rather obvious question to ask a life insur-
ance company, which is why it's never been asked.

Occidential Life of California and Traveler's provided no useful
answers. Other companies transmitted such a paucity of information
that Denenberg commented: "The sheer lack of answers was
frightening."

His conclusion was that generally the companies were doing next
to nothing to eliminate environmental threats to health and safety,
to communicate health and product safety information, and to en-
courage safety research and standards.

I realize that this is not an explored subject, at all. But, I believe
that this is one of the greatest contributions that the life insurance
industry could possibly make and could justify on the basis of loss
prevention and an economic vested interest.

This is precisely the kind of countervailing force, for safety and
health, that has not, at all, been advanced for the public's well-be-
ing. It's an area of corporate responsibility that the life companies
could hold up in pride, if they reversed their apathetic inertia and
began to be the Nation's health and safety advocates and conscience.
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Theoretically such an effort should be in the direct line of their
vested economic interest. How much good they could do by research-
ing, advocating, leading in the great needs of our times-for health
care, pollution control, job safety, safer energy systems, safer trans-
portation systems, including automobiles, and safer consumer products.

With a tiny allocation of their vast resources, animated by the
tiniest amount of corporate executive courage, they could spark or
help implement such progress. There are so many technologies wait-
ing to be liberated for health and safety; from solar energy, safer cars,
to more helpful techniques of processing foods.

Civil servants, trying to do the right thing against special in-
terests, need to be supported. The life insurance industry could do
that. Numerous other frontiers which can give these company execu-
tiv;es a true and memorable mission await to be explored.

I might call their attention to the work by the Insurance Institute
for Highway Safety, funded by the casualty insurance companies
which after years of abdication of their responsibilities, have focused
on excssive damagability of automobiles and ornamental bumpers, and
have served to build up a great deal-of pressure on the auto industry,
which will result in the savings by consumers, through more adequate
bumpers and lower insurance bills, many, many millions or dollars
every year.

The casualty insurance companies in 1965-67 and before also said
that they couldn't do it and they didn't know how to do it. But
they were induced to do it largely by several people now in charge
of the Insurance Institute. And, indeed, it's beginning to work.

The subcommittee could make further inquiries on this subject and
present specific challenges which the life companies could easily and
inexpensively undertake given their alleged commitment to loss pre-
vention.

I should be pleased to recommend specific examples of such chal-
lenges for the subcommittee's use.

One of the most compelling phenomena in this industry is how
insulated the chief excutives are from the urgencies which have con-
vinced you to initiate this investigation. Consequently, it would serve
a most educational function to have these gentlemen come, present testi-
mony and reply to questions before the committee.

Not only would this provide the subcommittee with authoritative
answers but the pretestimony briefing exercises which these executives
would receive, inside their companies, might be a most valuable sensi-
tizing experience. At least this was partly the case in 1966 with the
auto executives, according to inside sources.

A few names may be suggested, as starters; Donald S. MacNaugh-
ton, chairman of the board, Prudential; Richard Shinn, president of
Metropolitan; J. Henry Smith, president of the Equitable; R. Man-
ning Brown, chief executive, New York Life; Gerhard D. Bleicken,
chief executive, John Hancock; Donald Johnson, president of Aetna;
Henry R. Roberts, chief executive, Connecticut General; and T. A.
Wetson, chi-ef-executlive of Lincoln National Life of Indiana.

It would be greatly beneficial to consumer protection were these
gentlemen to become household words.

Most of the giants in the life insurance industry are mutual com-
panies, the top five, for example, are all mutuals. The 154 mutual
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companies control 67 percent of the industry's assets, although they
represent only 8 percent of the companies. Mutual company executives
should be asked the hard questions they are never asked at their near
clandestine and poorly attended policyowner meetings; for example,
why aren't policyowners returned a larger share of the earnings of
the company? Why aren't policyowners encouraged to participate in
the annual ineeting which are now luncheontime charades?

I recall, in the Temporary National Economic Commission hearings,
there's a case described where a mutual policyholder sent in a postcard
asking his company as to the time and place and agenda of the annual
meeting. And the company sent a private detective to investigate.

6. The Department of Defense and Veterans Administration officials
should be called to explain their favoritism for this industry and their
disregard of the interests of millions of uniformed consumers and
veterans.

7. The subcommittee should be especially alert-I'd like to emphasize
this because it could help enormously to fulfill the subcommittee's
quest for truth-the subcommittee should be especially alert to the
likelihood of what some call industry "insiders" coming forward with
their concerns and information.

Ethical whistleblowers who decide to place the public or consumer
interest above their own careers should be protected from arbitrary
reprisals after their courageous stand has been taken.

In the past, as in the auto dealer hearings in the 1950's before this
subcommittee, those witnesses who did come forward found little help
from the subcommittee after they returned home to face the squeeze
and other subtle and not so subtle repercussions from the auto
companies.

It is obvious that the task which the subcommittee has established
for itself and the American consumer is immense and long overdue.
You may wish to consider the advisability of a temporary special
committee to concentrate on this giant industry with the barest staff
required to do a reasonably effective job.

How many, many times will such a modest effort. pay for itself over
the years in billions of consumer dollars saved and a more vigorously
competitive life insurance industry committed to health and safetyadvancement. The life insurance industry should welcome this inquiry
for it can make them hold their heads in pride in the future as models
of corporate responsibility, that is, if they entertain such ambitions
of grandeur.

I'd like to quote from a statement by David L. Brain, executive vice
president of Kentucky Central Life Co., which came out as a result
of his recent survey of top executives of 62 large, medium, and small
life insurance companies for their opinions on the impact of the con-
sumer movement on their business.

In -this survey 30 percent felt that the activity of the critics will
lead to reduced premium rates or more liberal benefits.

In addition to the negative publicity the industry has already received the
most frequently mentioned effects of consumerism are: Better service and im-
proved policy owner relations; stiffer Government regulations; and a trend toward
more frequent price benefit comparisons. * * *
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Mr. Brain added his own opinion,
One other effect is that it may produce fuel to accelerate the agitation for

national health insurance legislation, and even bring about pressure for tack-
Ing a $5,000 life insurance provision on to social security benefits.

Mr. Chairman, there is still some industry candor left. Thank you.
Senator HART. Yes.
Mr. NADER. If I may ask for the record to be kept open, there are

additional materials which, with your permission, we would like to
submit.

Senator HART. They will be received, and after staff makes an
evaluation of those thought appropriate for printing, they will be
printed.

[See material received for the record at the end of Mr. Nader's
testimony.]

Mr. NADER. Thank you very much.
Senator HART. Thank you for the testimony you have given us, the

suggestions you have made, criticisms you have voiced, and cautions
you have voiced.

One thing that had not occurred to me, frankly, was the problem of
protecting persons who, whether in this industry or any other, feel
some moral outrage about a practice that they are familiar with. They
discover that a congressional committee is studying it, come in and
voice their concern, and then go home and find that they have lost the
franchise.

Frankly, I don't know what you would do about it. On the law books,
there is an obstruction of justice statute. It does reach to congressional
inquiries of witnesses before it. It is not just: "Do not hit the man
over the head as he comes out of the grand jury room," but do not hit
him when he comes out of a Senate hearing either, or before he goes
in.

This is a very difficult case to prove, because they really never yanked
the franchise; 1t is not that gross.

Now, having admitted really the inadequacy of any advance as-
surance against retaliation, I would hope that we, as a result of your
reminder, be more sensitive to it. I will-do my best to protect witnesses.

Mr. NADER. I could make some suggestions, Mr. Chairman, as to
how to further develop an anticipatory response to these kinds of
reprisals.

For example, if an insurance agent comes forward-a number of
them have written to me and, I am sure, to Mr. Chumbris and Mr.
Sharp and others who have looked into this problem-one way, I
think, to protect him is to put on the record your concern in the fol-
lowing manner: When the insurance agent comes before this com-
mittee, he should be asked the names of all the companies that he is
now representing. He should be asked to disclose, in effect, his business
environment in terms of the potential conduits for these kinds of re-
prisals or post-restraints.
- There are other ways, I think, to try to secure the requisite free-
dom of speech before a controversial hearing such as this that might
bring you exceptionally important information, as well as save the
taxpayer and the staff a'lot of time and money.
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Senator HArr. We will do our best.
I think everyone, in the industry and out, would agree that an over-

riding need is clear, understandable information against which a po-
tential insurance buyer can make a rational judgment.

You assume, I think, that this is a manageable undertaking. I hope
at the end of the hearings I can be convinced, but maybe it is because
I am wretched at arithmetic myself. Everybody that ever ran against
me always cited it.

It seems to me that it is a monstrous job, given the combination
of factors for us to hope that we will ever be able to put it on paper
or even into a computer and punch it out.

Do you believe that this is a manageable thing?
Mr. NADER. Well, let me reply in this manner. This book by Con-

sumers Union is supposedly a clearly written, a compressed advisory
to prospective policyholders as to how they should decide the insur-
ance that is best for them. It has tables and charts, and you fill out
the budgets and what you have coming from various sources of in-
come, et cetera, in order to decide.

It would take a very concentrated effort to use this book by a
family-not that it is beyond the average family; it just would take
a number of hours and some study.

Now, if this was all we had, I would agree with you. But I think we
can go further on this disclosure point in the following ways:

First of all, as more disclosure occurs, various groups will be able
to make recommendations, which policyholders or prospective policy-
holders would want to rely on. For example, one could consider Con-
sumers Union's recommendations, or an insurance commissioner's
ranking, or the Veterans' Administration, for example, if it would
help clarify that list of 600 companies to weed out the more expensive
companies.

So that there would be groups interpreting this information and
able to convey it as an educational or informing function to the final
customer.

Second, group life insurance, obviously, will begin or will continue
to take more and more of the reliance factor by family breadwinners,
instead of just trying to rely on the agent coming in the door trying
to sell them a complicated, cash value policy.

I think, thirdly, disclosure reduces price, regardless of the level
of consumer preference. For instance, if the Wisconsin Life Insurance
Fund and if the Denenberg type of list and if the Savings Bank
Life Insurance data received a great deal of publicity and a great deal
of authoritative analysis throughout the United States, that effect
would have to begin to depress the price level of other companies and
make them more efficient as well.

Those are what I think are some of the uses of disclosure, other than
just sitting down and spending 10 hours trying to fathom the particu-
lar insurance needs of a particular family.

Mr. PETKAS. Could I add a footnote to that, Mr. Chairman I
Senator HART. Yes.
Mr. PTMRAS. I think we must be very careful not to accept the thesis

that all life insurance is necessarily horrendously complicated and
complex.

You will probably see in these hearings that there is a lot of unneces-
sary confusion and complexity. To that extent, disclosure may be made
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more meaningful if the complexity, the proliferation of policies can
be reduced in some fashion.

Mr. NADER. I might also add that the standardization of policies,
which many have recommended, would help reduce that confusion.
It would be important for students in high schools and other schools
around the country taking consumer education courses to begin con-
sidering, as a prerequisite of a liberal education, some understanding
of insurance.

If that can be done throughout the country, that would also provide
an information base for more critical appraisals of insurance offer-
ings.

Senator HART. We assign a good many responsibilities to the
schools, but I think that is an appropraite suggestion. Maybe I would
be in better shape if there had been that type of a course.

You mentioned proliferation of policies, and we have been talk-
ing about the lack of understanding. I would welcome your reaction
to a suggestion that proliferation of policies, ignorance in the market-
place contributes to this concentration of economic power that we
often talk about, perhaps especially with the mutuals.

Do you have any opinion about this?
Mr. PE"CAS. Welt, I have an opinion. I think it has got to be sup-

ported by the kind of evidence that this committee will, hopefully,
eveop.
But I do think that it is certainly a factor, a factor in concentra-

tion. We have not yet isolated out who is more responsible for com-
plexity, the large companies or the small companies.

I think it is a general observation that we can make in the industry
that the average consumer, when he meets his insurance agent or
even if he receives a mail order solicitation, is frequently confronted
with an array of mumbo-jumbo that is often reduced to terms that
are essentially misleading..

It has got to have some impact on competition, on the concentration
of economic power. But what particular impact that particular abuse
has I think remains for further study.

That is one of the problems with concentration in the industry.
The literature is almost nonexistent. Professor Denenberg did i
piece recently, before he became a commissioner of insurance, about
,concentration.

One of his points was that the academic literature is very limited,
because no one has really examined in any great depth ihe conse-
quences of this and te causes.

Mr. NADER. Of course, we know how product proliferation or brand
name proliferation operates in the gasoline industry and the cosmetic
industry and the food industry. Part of it is tied to the advertising
leverage that one company has over another.

That is, if Prudential and Metropolitan heavily advertise, they
want to advertise a corporate identity. They will advertise a particu-
lar type of policy very heavily that further etches the corporate iden-
tity in the consumer's mind.

Basically, what they are doing is selling that advertisement or that
identity or that type of meaningless policy differentiation which
further increases, of course, their hold on the market.

Professor Turner, when he was head of the Antitrust Division,
wrote a speech on the anticompetitive effects of advertising budgets,
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which pointed out this type of process, although he did not specifically
refer to the insurance industry.

What it really amounts to is this: If companies can compete about
noncontroversial things, they will. They do not like to compete on
price. If they can avoid competing on price, they will compete on
more trivial differentiation.

As the bigger companies have more money to advertise these trivial
differentiations, they tend to self-perpetuate their entrenched position
in the rankings.

Senator HAwr. Having been exposed now for some years to issues
such as this, I do have a strong feeling that whatever the motive, the
consequence of vast product differentiation has the effect of restricting
the degree of price competition. It does contribute to a concentration
of marketplace.

Now, that is based on the testimony I have heard over the years
on tangible, physical. commodities. I am curious as to whether there
is going to be the same relationship here.

Mr. NADER. I think one important piece of evidence is that in the
rankings of companies, in terms of their costs to the policyholders,
other things being equal, the lower priced companies at the top of
the list are not the big companies. They are not Prudential, Metro-
politan, Connecticut General.

They are more the middle-sized companies.
Now, if indeed the price system were working, the biggest companies

would have at least as cheap a price offering, and they do not. So that
is an interesting indication of the fact that price competition is not
working, because the price of the services is not being communicated
in a consistent and accurate way at all to the customer.

Mr. PETrKAs. There is one other possibility; and that is that the
reasons, one of the reasons for proliferation is this competition for
agents that we see in the insurance business.

In other words, the consumer is never really provided the kind of
information to know the difference anyway. So the proliferation of
products-note that these are just pieces; we have not developed the
kind of evidence we need yet-the proliferation of products is an
attempt by companies to corner the market on agents.

Once they have cornered the market on agents, so I would hypoth-
esize, it is relatively easy to do the same, to corner the market-to
get a larger share of the market of sales, premiums, income.

Senator HART. In preparation for these hearings or as a result of the
announcement of them, a concern has been voiced to me by agents
rather frequently that the kind of disclosure of data that you urge
us to persuade the insurance companies to make available will mean,
that the agents won't survive.

As one put it to me, it would be so costly compared to this computer
punch-out thing, the agent system would disappear.

Do you have any opinion, either reassuring them or depressingthem?
Mr. PrKAs. Well, I think, in the first place, you must recognize

that in the agent system there is an enormous turnover of agents as
it is. Industry spokesmen are continually decrying the massive turn-
over in agents.
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One spokesman-I think we quote him in our prepared testimony-
indicates that after 5 years only 11 percent of the agents who join a
company are still selling insurance.

Now, there is something wrong with the agency system, perhaps
besides the kind or type of disclosure we are talking about.

I think that what Commissioner Denenberg has observed in Penn-
sylvania will provide us with a clue. That is that the agents, given dis-
cosure, tend to move to the companies that are the lower cost
companies.

So you have a ripple effect of disclosure in the industry. There is a
move of agents toward selling the products of the lower cost companies,
because it is easier to sell a product that is comparatively lower when
you have this kind of information available.

I do not really think it is going to end the agent system. I really
think the consequences will be to reform it substantially, so that com-
petition for price, rather than competition for gimmicks and for the
kinds of product proliferationswe are talking about and for advertis-
ing, will become more of an integral part of the relationship between
the agent and the consumer.

I do not think that we can justify any particular system of distribu-
tion, unless it is economically viable. If we disclose the facts and the
system crumbles, then I do not think we can cry alligator tears over
that.

I do not think that will happen. I think the system will survive,
given competition. After all, that is what free enterprise is all about.

Mr. NADtR. Two additional points.
Since prospective policyholders or customers cannot really know

which is the best policy for them, they are victims of a seduction of
trust.

For example, the companies want to hire the agents who have a lot
of relatives and who have a lot of friends in the community, because
these agents can sell this life insurance on the basis of a friendship
trust or a kinship trust relationship.

Once they exhaust that pool of prospective customers, they tend to
go on hard times and they are turned over. That is one of the reasons
for the rapid agency turnover.

Now, it is nice to have a trust relationship between buyer and seller
if it is merited. But if it is basically irrelevant to the commodity that
is being purchased or sold, such as kinship or friendship, and if it
replaces price competition, then that is an abuse of trust.

Consequently, a more price competitive industry will reduce the
number of agents and will make the existing agents have to perform
in a mote efficient way and those the most efficient company policy to
offer.

S~natkrHAyrr.Mr.Chtftbrist ' I .,: ,,
Mr. CTIUMBRTS. Thank you, Mr. Chairman. -

Mr. Nader, I believe in the long years that we have been here as an
antitrust and monoply subcommittee, this is your first appearance be-
fore this subcommittee.

Mr. NADER. Yes.,
Mr. CHUMBRTS. Your paper, as Senator Hart has indicated, is a

rather extensive paper and I am sure that it will be read carefully by
interested parties of all points of views.

37 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



34

There may be some who will agree with you on many things. There
will be some who will disagree with you on many things. From what
I have read, the insurance industry itself has shown concern. The joint
committee that was created in the last 4 or 5 years made a study, and
improvement has been seen in changes in policies.

For example, the Consumers Union pamphlet on life insurance which
you referred to points out that in 1950 term insurance was hard to get.
In 1966, 40 percent of all life insurance sold to individuals was term
insurance. That is quite a jump from 1950, when term insurance
was hard to get, to 1966 when term insurance was constituting 40
percent of all insurance sold to individuals.

Group policies are term insurance and are the type of insurance
that is being sold to many groups, such as government workers. So
if you take that into consideration, also, term insurance has moved
very well.

This book also points out that in many instances a man, instead of
buying $50,000 of one type of policy, s~btild buy $25,000 of term and
$25,000 of ordinary life. In that way hecan'build up his savings at the
same time, with the other $25,000 buying as much protection as he
possibly can.,

Those are the kinds of questions I think that we are going to have
to weed out during the course of these hearings.

If I may just make one more point, another illustration, then you
may comment.

iou referred to the fact that this Widow Study in 1970 showed that
92 percent of the widows received some form of insurance benefits.
Their husbands had some form of insurance.

It would be interesting to note, if we go back 50 years to 1920 and see
how many widows received any kind of life insurance benefits on their
husbands' deaths.

At least 92 percent of them had some. Now, if 92 percent had in-
surance benefits and 52 percent of them had less than $5,000, then
it follows that 48 percent of the widows received anywhere from $5,000
to possibly a million dollars in life insurance benefits.

That is not beyond the realm of possibility, because there are people
who buy 3,4,5 million dollars worth of insurance.

I do not know what the figures are going to show, but it is interest-
ing to also develop that point.

With that, Mr. Chairman, I hope that as we go through these hear-
ings, we look at each of these statements that have been made, such
as the 11 percent of agents left after a 5-year period, we should find
out about that. Also, are we referring to agents who. work for an es-
tablished insurance company, or are we referring to agents that are in'
an agency serving for four or five different insurance companies?Mr.' PmrAs. Inthe life insurance industry, almost all agents sell
only for one company. The pattern is exclusive-exclusive agency ar-
rangements.

These are not our figures. These are industry figures.
Mr. CHtJMBIs. Well, I took the trouble to ask that question of the

National Association of Insurance Agents. They have a different dis-
tinction than you have just given me.

I think the way I put the question will indicate that there is a per-
centage where an agent will be an agent only for Insurance Company
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X. And there may be an agency that may handle five or six different
types of life insurance.

Thank you very much, Mr. Chairman.
Senator HAirr. Yes.
Mr. NADE. Two additional comments, if I may.
I do not read the Consumers Union report as being quite that san-

guine on the purchase of cash value life insurance. My interpretation
of it is not that.

They give all the pros and cons. I do not think at all that they come
out leaning toward splitting half term and half the cash value.

The point about 92 percent being covered compared to many years
ago is hard to challenge. But the question basically is not whether
more people have coverage now than 30 or 40 or 50 years ago.

The question obviously has to be: What kind of coverage do they
have given for money that they pay I Now or 10 years ago or 20 years
ago? I ,ff)V .,W. -

They are obviously pay ingnuch, much more ndw than they were
30 or 40 or 50 years ago. It because they are paying more and more
are under coverage of some kind that the seriousness of this subcom-
mittee's quest is made plain.

Mr. CHuMrnus. The point I was trying to bring out is: We cannot
do much about what has been done under the contracts that have al-
ready been purchased, except for the person who has a policy and
has an option to turn his ordinary into term or term into ordinary.
He might want to do something after he has heard the testimony of
these hearing.

What I am trying to point out is: We have a problem here, and
what will be developed from this point on, as far as the consumer is
concerned-in making sure that he buys the type of policy that will
be the best for him and his family.

All of us up here are consumers. We have bought insurance, and I •
think everyone of us, since we have started looking into issues have
reevaluate the policies that we have.

I know that in looking at mine and I do not know what the good
percentage is, but the way it turns out, I have more term insurance
than I have ordinary life insurance. Maybe it is because one is a
member of some bar association or a member of some State legal
group or is with the Government service, and such groups have term
insurance.

Mr. PETKAS. I think our conclusion from the Widow Study and
from our observation of what the industry is selling--that is, what it
is pqshing-is that it is overemphasizing the.virtues of cash value in-
4qrtpcd.nd 'understating.t0e,virtues of term insurance for those peo-
pTewho e itffost.

That p 4rt -of the cqwimer disclosure iroblen~ Agit~p fO6rin-
stance, receive much larger commissions when they sell a low-benefit,
high-cost cash value policy. There typically is quite a spread between
those kinds of commissions, so their incentive in that for certain
families-that is, for young families-might very well be in the wrong
direction.

So the limited dollars that those young families have to spend on
insurance are often put in the wrong kind of insurance; that is, the
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kind of insurance that means lower benefits for them in the case of pre-
mature death.

That is not the conclusion of the study. That is our interpretation
of those figures. I think it will stand up.

Mr. CHUMBRIS. The Consumers Union book does stress the point that
W. u !lave just made. But Professor Belth, who is going to testify
next, has a view different from the Consumers Union book and a view
that is also different from that of the insurance industry.

We are going to hear the agents. They will not be heard in this first
round of hearings, but as I understand it, when we have our second
round of hearings, probably in May, they will be here to give us their
views.

Senator HART. A moment ago it occurred to me it would be interest-
ing to find out what kind of insurance agents bought for themselves.
You know, when you roll that around again, maybe it won't proveanything either.Mr. NTs. They may be just as confused as the rest of us about

it. There is some thinking that agent confusion is a problem.
Senator HART. Mr. Sharp.
Mr. SHARP. Thank you, Senator.
Mr. Nader, first of all to clear up a few minor little statistical facts

that the minority counsel stated-not that we're advocating "term"
versus "whole life." or "straight life" or anything to the kind-but I
think we should keep the record straight from a factual standpoint.

In the 1972 life insurance factbook published by the Institute of
Life Insurance, on page 18 appears a table showing an analysis of ordi-
nary life insurance purchases in the United States, and of the num-
ber of policies purchased in 1971, only approximately 11 percent were
so-called term policies.

Term policies have usually higher face amounts than straight life
policies. Mr. Chumbris was measuring sales by what the industry
would call in-force, meaning nothing more then face amount of the
policies.

So, when you compare term sales with straight life sales by "in-
force," or face amount, rather than by number sold, since term insur-
ance contracts usually have higher face amounts, obviously you're
going to get a larger percentage or term.

I butthought we'd clarify that, and let the factbook speak foritself.t 1
Now, to move on, Mr. Chairman, as far as "agents turnover" is

concerned, I think Mr. Nader in the full statement, second paragraph,
he quotes from one Michael Walsh, a general agent for Home Life of
New York, which is not exactly a small company-it's a very large
mutual company in the top 30 companies out of 1,805. In order to
prevent any misunderstanding I would like to place in the. record
Mr. Walsh's full statement.

It's not that long, and I think it would be beneficial.
Senator HART. We will accept it.
[The document follows. Testimony resumes on p. 41.]

40 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



37

DANITL J. WALSH'S SONS, Ilfc.,
Philadelphia, Pa., May 10,1973.

Senator PHILIP HART,
U.S. Senate,
Capitol Building,
Washington, D.C.

DEAR SENATOR HART: As Chairman of the Senate Sub-Committee before which
I was quoted by Mr. Nader regarding the Life Insurance industry, I thought
the complete text of my speech might be of interest to you.

It is my hope that the work of your Committee and Mr. Nader will result
in strengthening and bettering this great industry.

If there is any manner In which I may be of help, please call upon me.
Cordially,

MICHAEL P. WALSH, C.L.U.,
President.

Enclosure.
THE MARKETING CHALLENG

(By Michael P. Walsh, C.L.U. the House Life Insurance Company of
America)

Progress-Everybody is for it but nobody wants change. In discussing
with you the present challenges of our business and its future opportunities,
I would like to suggest that the ultimate success of the life insurance Industry
can only be assured by making changes and not just progress.

The most fundamental change our Industry must make Is to go from an
institution which sells its products to a business which markets its products.
It will be this change from selling to marketing that will write a successful
future for our business.

Now some of you might think that I am oversimplifying the obvious and that
selling is marketing. I suggest to you that it is not. But rather that selling is
just one phase of the marketing activity.

In the context of this presentation, marketing can be defined as the opportunity
to accurately assess what the needs and desires of the market place are, how
products can be designed to fill those needs and desires, determining the most
efficient way to distribute those products in the market place, and the recogni-
tion that the ultimate measure of our success or failure will be in the hands of the
consumer.

Just a cursory examination of this definition reveals four major ingredients:
namely,

1. It is a definition of marketing and just not selling
2. It refers to product in terms of what the consumer wants and needs
3. It suggests the most effective and efficient method of distribution
4. It puts the measure of success or failure with the consumer.
Let's look at each of these parts of our marketing definition. First, the change

to a marketing business. To be very frank, the life insurance industry has
traditionally been Just selling its products. Most Agency Officers and Agency
Organizations have really Just been tinkering with new wrinkles of the old
theme-increased sales. For years, we have just been selling our products
without the realization that the selling activity is only one part of the marketing
process. We have convinced ourselves that our product is so different that it
has to be handled differently.

I would like to suggest to ypu that our products, whatever they are or will
be, are nt that different and the sooner we elect to marketing, rather than
seliTng, the' better off we will be.

We need a iealirtion.in tbiti industry that marketitig is really four activities:
1. Planning; 2. People; 3. Production; 4. Profitability.

And that it is the combination of these four ingredients, managed with
expertise, that will be our future. But Just giving head nodding agreement to
this basic premise is not sufficient. For life insurance companies to give life
to this concept, sweeping changes must be made.
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For instance, do you realize that most of our life insurance companies are
not even organized to be a marketing business. A comparison of a L.I.A.M.A.
survey with the results of a survey conducted by the Sales Executive Club of
New York indicates this quite clearly. While 80% of this respondents to the
Sales Executive's survey indicated their firms has a top marketing executive,
only 36% of the L.I.A.M.A. respondents indicated such and, in addition, even
those life insurance companies that did have a marketing executive, did not
have all the marketing functions reporting to that Chief Marketing Officer.
What could be even more shocking is the fact that only 16% of the life companies
with a top market officer had any kind of formal training program for this
executive. Can we expect sound marketing results from this kind of situation.
How much longer are we going to rely on people flying by the seat of their
pants. When are we going to recognize the sophistication, the training, and the
expertise that is required to perform the top marketing Job and that men in
this Job need to be highly qualified? That they need a working knowledge of
computers and computer lead time In the decision making process? Computers
have been in commercial use for over 20 years but are we getting our money's
worth from they in our marketing? I suggest not. It seems to me that we are
just scratching the surface, and that the only way we can take real advantage
is by this full recognition of marketing. When are we going to see that our top
sales-marketing-people are prepared to do the market planning that Is re-
quired today? Let me just give you one fact to drive this point home. Consider,
that recent statistics Indicate combination companies are concentrating in the
below $10,000 Income level of the market place and that ordinary companies
tend to concentrate in the $20,000 and above Income levels. Yes, these are the
facts--in spite of another fact that the real growth and opportunity available
to us in the Seventies is in the $10,000 to $20,000 income level. Shocking, yes,
but true.

And when are we going to take this marketing function and its people and
Integrate them with the other functional areas of a life insurance company?
Perhaps, some of our present difficulties stem from the fact that all of a com-
pany's activities are not leading to the accomplishment of overall corporate goals.

Let's turn our attention to the second ingredient of our marketing definition-
the inference that we must accurately determine what the needs and desires of
the market place are. This of course, refers to product design. It seems to me
that our business has to do a better Job in determining what the needs and
desires of the market place are and must do a better Job of providing products
that fill those needs and desires. Such a position Is fundamental to a marketing
operation, but unfortunately, it has not been fundamental to our business of
insurance.

Let me illustrate. Our business has gone from 5 basic products in the early
part of this century to literally hundreds of different products today. You know
this story even better than I do. We have gone from whole life to Joint life
and split life and modified life; from limited pay to low pay, slow pay, modified
pay, increasing premiums, decreasing premiums and on and on. I suppose the
next step is no pay.

The basic question Is this. Are we in fact dictating what the public will buy
as opposed to reacting what the public wants? Consider these facts:

The fact that a recent survey Indicated that in less than 2% of the cases
studied was an attempt made by direct consumer contact, to determine what
the consumer wanted before a new product was desigtied in our business.

The fact that the Executive Vice President of one of the leading companies
just stated that they never design or introduce a new product without the
council of their Agent's Advisory Committee. Now I think the fact that they
are doing that is fine, but it can't replace dialogue with the consumer.

The fact that when term Insurance was introduced our Industry damned it-
in spite of the fact that the consumer, by his response in the market place.
indicated his acceptance of the product.

That the Family Plan when Introduced in 1957 was called the ruination of
our industry, but again, the consumer in the market place voiced his decision.

The fact that our companies decided the way to bolster premium income and
agent's earnings was to enter the equity field. And I hope we are listening
because I think the consumer is giving us his answer.

And finally, the fact of cash value life insurance. Now you and I know and
understand fully the theory and the practice of cash value insurances. Just as
well, I am sure, that the automobile industry understands the Rolls Royce. But
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they also understand that for a variety of reasons most consumers did not need
or desire a Rolls, so they willingly provided Fords, Chevy, and Volkes Wagons.

No discussion of product would be complete without touching one final area.
In the course of time various consumer needs have become apparent and our
industry has not moved to fill these needs. History has recorded, as well as the
Congressional Record, the results of our inertia. The case of the need for medical
insurance to the aged is behind us. But currently facing us are some consumer
needs of equal or more significance. I refer of course, to the following: 1. Health
insurance for all consumers; 2. Portable Pension Plans; 3. Fire and Homeowners
coverage; 4. Automobile insurance.

In all of these areas, insurance is an economic necessity for which there
should be a competitive market. Our challenge here is obvious. If this challenge
is not met by the private sector, other sectors have indicated a willingness to
step in.

The third part of our definition of marketing referred to an efficient and
effective distribution system and it is at this Juncture that we really get into
the thick of things. The traditional method of distributing the life insurance
products was, and for the most part still is, the Agency System, but our definition
of Marketing calls for an efficient and effective distribution system.

It seems to me that the Agency, system as it presently exists does not meet
this definition. Mr. Yankelovich put us all on the alert when he said, and I
quote "The Archilles heel of the industry is the cost of the Agency Distribution
System which reflects high cost to the policyholder, the high cost of Agent turn-
over, of lapses, and of policy switching." Do you know how the life insurance
industry responded to Mr. Yankelovich? Just five weeks after his statement
was released, the National Underwriter carried the following headline "Life
Insurers must raise rates or face profit crisis."

Gentlemen, let's get with it. The kind of thinking reflected by that headline
will bury our industry. How long can we Ignore people like Yankelovich, Peter
Drucker, Bob Slater and others? It is not my intention, at this juncture, to
suggest that the Agency System should be done away with. But, I do intend to
say that we must get ourselves in gear and look at the question of distribution
in more realistic terms.

Here are the cold facts:
Yes, the Agency System sold about $194 billions of life insurance in 1970.

And yes, total life insurance in force in this nation aproached $1.4 million.
A good Job; but is it enough? Consider some other facts:

That all of our people currently being hired into the Agency System, only
11% of them will still be in it five years from now. And then compare that 11%
with preliminary figures generated by the National Industrial Conference Board,
which shows a net of 40% to.50% after five years for sales positions In other
industries.

That the market place is changing dramatically. In age it is growing in the
under 35 group and the over 55 segment. The educational level is rising substan-
tially, particularly at the college level. Family income is increasing and is
expected to be more than $14,000 by 1980. The work force is expanding in num-
bers and particularly the number of blacks and women. Does the Agency System
in its recruiting follow these trends?

The fact that the Agency System calls its men professionals when really this
is doubtful. How can he be a professional when the average Combination Agent,
in 1960, produced $210,000 in volume and earned about $7,000. His counterpart,
the Ordinary Agent only faired a little better--about $413,000 of production
and earnea less than $10,000 and when at the same time, the average income level
of all professional level adults was over $11,000.

Consider too, the fact that the Agency System Justifies itself by saying an
Agent is needed on an "eyeball to eyeball" basis to motivate a prospect to buy
an adequate amount of life insurance. Yes, that's what we are told and other
facts indicate that the average family's life insurance protection is $21,000-
which is still roughly the same rate of insurance to income that existed in 1940.

Consider the fact that the Widows Survey indicates that 76% of the husbands
whose widows were surveyed, owned less than $5,000 of individual lift insurance
and that 88% owned less than $10,000.

Consider the fact that the Agency System has also been justified because its
Agents provided much needed service to the policyholders-but, when and how
do we provide this service? Shouldn't our service be more than just delivering
a death claim check? Why do we have so many "orphan policyholders?"
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This represents much of what we know about the Agency System. Every year
Agency Officers at conventions keep saying we are making progress in these areas.
Now the time has come to say, either change it and make it work effectively and
efficiently or find a better distribution system. Regardless of which alternative
appeals to you, that the life insurance industry we can no longer afford the
luxury of thinking our marketing position is secure, because, referring to our
product, "... there is no substitute for it." We can no longer afford to believe
that the size and quality of your Agency Organizations is superior to any other
and that a century and a half of tested performances is all that is necessary
for success in the future.

But rather, we must recognize that the age of bigness is over. That the ultimate
test is no longer "how big" or "how old" but "HOW GOOD."

As a concluding thought on the Distribution System, let me strongly point out
three developments which will have profound effects on any distribution system;
consumer credit, credit cards, and communications. I believe that these factors
in the coming years will have a direct bearing and influence on our marketing
process. And anyone who is not regarding them, is just not doing the Job.

And now we come to the man that makes all our "marketing" happen; our
friend the consumer. And in my mind, he is our friend because without him
we are out of business. Remember, that in our marketing definition, the final
determination of our success or failure is in his hands-and that is as it should
be. But, if we are going to market our products successfully, we must do a
better job of educating the consumer. Moft people recognize at least a basic
need for our product. Peter Drucker even suggests that some will buy it with-
out being sold. However, have we met the challenge of informing the consumer
In specific terms about the real nature of our products and our services? I
think not

This challenge is most critical to us. A competitive market depends on knowl-
edgeable buyers. Unless we foster a "knowledgeable buyer" the market place
will no longer be a competitive one. Since insurance is an economic necessity
for which there should be a competitive market, our challenge is obvious. If
this challenge is not met, the Federal Government will step in and has already
shown its willingne&% to do so.

Further, the demand for educating the public can be seen from the thrust
of "consumerism" towards our business. In 1968, Elmo Roper gave us all a
preview of the age of consumerism. As previously stated, Mr. Roper indicated
that the age of business was over; that people were not going to be concerned
with "bow big" but rather with "how good"; that the age of quantity would
be replaced with the age of quality.

Added to this, is the fact that the public mood is changing. It is now one
of discontentment. Belief in our most basic values has been shaken and ques-
tioned. Conflicts and contradictions surround us. As a result, the mood of the
public is more emotional, more questioning. There is evidence that the public
no longer sees the life insurance industry as wearing a white hat

Research has indicated clearly to us the areas that disturb the public the
most. The general mood of the public is that buying life insurance is a duty not
a pleasure. Life insurance is linked primarily with death and certainly this is.
a disquieting subject In addition, the consumer harbors a basic suspicion regard-
ing agents compensation which makes him wonder if the agent is financially
able to work only In the beat interest of the client.

Why are we defensive about questions concerning price comparisons within
our industry? Indeed, we cannot even agree among ourselves on the basis upon
which the price of our products can be compared. However, in our daily lives,
you and I shop for goods and service in the market place by comparing product,
value, and price. But we don't encourage the consumer to shop for our product
like this.

The public also feels that life insurance companies are distant, remote and
extremely wealthy. Because we talk about the institution of life insurance
rather than the business of life insurance, the public has little awareness of
our business aspects--for instance, how we make money. Lack of knowledge
breeds suspicion and undermines confidence.

The challenge of educating the public directly presents a challenge to our
advertising programs. Unfortunately, our advertising is just not doing the job
for us.

Recent surveys and studies indicate that life insurance advertising is simply
not getting the message across. Four years ago, a survey idicated a public
demand for greater product knowledge in our ads. However, a recent survey
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states and I quote, "... lacking in content with the result that the message
of particular products is just not getting across." I submit to you that our ads
must talk about the more relevant aspects of our business and downplay the
"fireplace of financial warmth" concept.

THE PENN CENTRAL CHALLENGE

There is one other challenge which faces our industry today and next to the
Marketing Challenge, It might be the most important of all. I refer to It as the
Penn Central Challenge.

By now, all of us are familiar with the Penn Central Story, of how the greatest
railroad empire-this nation has ever seen was driven to bankruptcy. Many busi-
ness experts were-quick to point out the reasons for the failure of Penn Central-
and the most common reason given was that Penn Central forgot it was in the
transportation industry and not just the railroad business.

I suggest to you that this explanation of the Penn Central failure Is wrong.
That -the real reason for its failure was that Penn Central forgot It was in the
railroad business and the mistake was that of its management was diverted
from its most important task-the operation of a railroad company at a profit.

Gentilemei, we face this same challenge In our business& We must decide what
is the real nature of our business. Is is, as some have suggested, Just the business
of supplying income protection-the traditional life insurance product; or as
others say, is the real nature of our business the supplying of total financial
services to the public? Rather than to try to answer this fundamental question,
I would simply ask the following: Are we, in determining thte--rue nature of our
business, listening to the consumer and moving in the direction of supplying the
products which he Is demanding in the market place?

Or, are we questioning the real nature of our business because as a noted
management consultant put it, it gives one a feeling of acomplishment to
diversify in failing.

Gentlemen, regardless of how you answer this fundamental question, I suggest
to you that the real challenge of tomorrow's changing markets is the familiar
Marketing Challenge.

Gentlemen, by way of summary. let me say this. I believe very strongly In
the business of life insurance. I believe in the future of our business. But, I also
believe that the challenge that face our business is more fundamental than
changing demographics. I believe if you and I, together with our management
associates in all th.e companies realistically attack the challenge of today, that
we will be successful In the markets of tomorrow.

Mr. SHARP. Also, I would like to offer for the record the complete
Widow Study.

Mr. HAwr. It will be received.
[The study referred to appears at the end of Mr. Nader's testimony.]
Mr. SHARP. On page 19 of Mr. Nader's statement, reference is made

- to the mutual life insurance industry and statistics have been supplied
_Ahe subcommittee. In order to further complete the record, Mr. hair-

.man, the staff would like to offer for the record a series of tables show-
ing marketishares and structure of the life insurance industry.

This is a preliminary study, and more needs to be done.
Senator HAlrr. They will be received.
[The tables referred to $qllow. Testimoiny resumes on p. 44.]

, t . - I'" : . , - - -
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ORDINARY UFE PREMIUMS, ASSETS AND ORDINARY UFE IN FORCE OF 30 LEADING MUTUAL AND STOCK-CAPITAL COMPANIES RANKED BY PREMIUMS, ASSETS AND ORDINARY IN FORCE, 1971

[Dollar amounts In million; ulded]

Rank by Ordinary In force (policy face amount)

Ordin' Admitted Whole lifeFomof lifeosst and
Company organization Rank premiums Rank Dec. 31,.1971 Rank endowment Rank TOrm Rank Total

Prudential ---------------------- ---------------- Mutual-. $2,121 1 $31,156 2 $62,494 1 $31,856 1 $94.350
n oitan ----------------------------------------- do... 2 1,885 2 29.136 1 70,651 4 8.693 2 79,344

Now York Life ----------------------------------------- do-.-. 3 1,093 4 11.268 3 34.935 6 7:230 3 42 165
Equitable Life Assmance Society ------------------------- do .... 4 749 3 15,395 5 22.407 8 4,719 5 27, 126
John Hancock ------------------------------------------ do --. 703 5 10,603 4 22,429 2 10,939 4 33,368
Northwestern Mutum ........------------------------ do .... 6 557 7 6,453 7 11,627 21 1,220 10 12,847
Massachusetts Mutual ------------------------------------- do -- 7 405 10 4,566 6 13,105 14 2,161 6 15,266
No England Mutual ----------------------------------- do .... 8 366 12 3,751 8 10,935 19 1,519 11 12,454
Mutual of Now Yok -------------------------------------- do --.. 9 324 11 3,946 9 10,453 13 2, 798 9 13,251
Connecticut Mutual ------------------------------------ do .... 10 309 13 2,922 10 9,796 22 1,207 13 11,003
Mutual Benefit Ufe -------------------------------------- do.... i 241 14 2.697 11 7,815 29 614 17 8,429
Connecticut General -------------------------------- Stck.-... 12 237 8 ,668 13 6,943 7 5,123 12 12 066Lincoln Natio.al -.-------------------------------do-- 13 209 1 2,363 12 7,280 5 7,568 7 14,84

Pensylvanna Mutual ------------------------- Mutual - 14 202 15 2,512 14 6,812 18 1,564 18 8376AetnaLife-------------------------Stock -15 192 6 7,803 17 6,105 15 ,106 20 ,211
Occidental ---------------------------------------------- do ... 16 173 20 1,796 22 4,332 3 9,120 8 13,452
State Farm --------------------------------------------- do .... 17 172 29 902 16 6,176 10 3,964 15 10,140
Franklin Life -------------------------------------------- do.... 18 171 25 1.311 23 4,137 9 3,992 21 8,129
Travelers ----------------------------------------------- do.... 19 170 9 5.043 15 6,272 11 3,116 16 9,388
National Life of Vermont --------------------------- Mutual . 20 147 22 1,521 21 4.947 29 574 14 10,521
Western ad Southern ---------------------------------- do .... 21 133 18 1,979 18 5,784 23 1,129 23 6,913
Phoenix Mutual ----------------------------------------- do .... 22 130 24 1,446 24 4,022 26 768 26 4,790
American National --------------------------------- Stock ----- 23 123 23 1,487 19 5.425 16 1,951 22 7,376
Continental Assurance -------------------------------- do .... 24 121 21 1,769 29 3,743 17 1,895 24 5.638
National Life & Accident -------------------------------- do .... 25 121 19 1,890 20 5.235 12 2,979 19 8,214
Bankers Ufe (Iow) ------------------------------- Mutual .... 26 117 17 2.250 25 3,948 20 1,377 25 5,325
State Mutual -------------------------------------------- do ... 27 113 26 1, 30s 27 3,773 27 633 28 4,406
Guardian Life ------------------------------------------- do .... 28 107 28 993 30 3.164 25 882 30 4.046
Nome Life ------------------------------------------ do .... 29 10S 30 884 26 3,850 28 612 27 4,462
Provident Mutual -------------.------------------------ do ... 30 99 27 1,190 28 3,759 30 419 29 4,178

Source: 1971 Annual Statements; BWt's Reports (Life and Health Edition. 1972).
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ASSETS OF TOTAL MUTUAL AND TOTALSTOCK LIFE INSURANCE COMPAI41ESAS A PERCENTAGE OF TOTAL LIFE
INSURANCE INDUSTRY ASSETS, 1971

(Dollar amounts In mIllionsmunddI

Companies Assets

Number Percent Amanot Percent

Mutual ............................................ 154 8 $148,500 67
Stocks ............................................. 1,651 92 73.600 33

Total Industry ................................ 1, 805 100 222,100 100

Source: Life Insurance Fact Book-1972 (Instuto of Uft Insurance).

ASSETS OF LEADING I MUTUAL LIFE INSURANCE COMPANIES AS A PERCENTAGE OF TOTAL ASSETS OF MUTUAL
LIFE COMPANIES, 1971

(Dollar amounts In millions; rounded]

- Assets Perent

5 leading ....................................................................... • 7, 586
t loading ................................................... m21,893 82

20 leading .................................................... 135,973 92

Total mutual companies. 154 ............................................... 148,500 ..............

'As ranked by ordinary lfo premiums.
Source: 1971 Annual Statements; Ufo Insurance Fact Book, 1972 (Institute of Life Insurance).

ASSETS OF LEADING ' STOCK LIFE INSURANCE COMPANIES AS A PERCENTAGE OF TOTAL ASSETS OF STOCK LIFE

COMPANIES, 1971

[Dllar amounts In millions; rounded]

Assets Porcent

S Leading ................................................... ... $18,537 25
11 Leading .................................................................... 31,093 42
20 Loading .................................................... 38,553 52

Total stock companies, 1,651 ................................................ 73,600 ..............

1 As ranked by ordinary life premiums.
Source: 1971 Annual Statements; Ufo Insurance Fact Book, 1972(Instituto of Lifl Insurance).

ASSETS, AND ORDINARY IN FORCE (FACE AMOUNT) OF 11 LEADING LIFE INSURANCE COMPANIES RANKED BY'
ORDINARY PREMIUMS, 1971

[in millions of dollars; rounded

Form of Admitted Ordinary
Company organization Premiums assets In force

1. Prudential ............................. . Mutual ....... $2,121 $31,6156 $ 4,350
2. Metropolitan...................................do .... 1,385 29,136 79,344
3. New York Life ........................... do ..... 1,0 3 11,268 42,16S
4, Equitable Assurance ................................... do ....... 749 15,395 27,126
5. John Hancock ........................................ do .. - 703 10,603 33368
6. Northwestern Mutual ................................. do ....... 557 6,453 12 ,47
7. Massachusetts Mutual ................................. do ....... 405 ,566 15,266
8. New England Mutual .................................. do ....... 366 3,751 12,454
9. Mutual o Now York .................................. do .... 324 3,946 13,251

10. Connecticut Mutual ................................. do 309 2 922 11,003
11; Mutual Bent Ufe .................................. do ....... 241 2:697 8,429

Total ...................................................... 18,753 t 121,893 1349,603

I ndustry- A05 companies ................................ 15,963 222,000 789,167

'55 percent
'44 percent
Source: 1971 annual statements; Bot's Reports (Life and Health Edition, 1972).
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PREMIUMS, INVESTMENT INCOME AND EXPENSES, ORDINARY LIFE INSURANCE BUSINESS ONLY, FOR 30 LEADING
COMPANIES BY PREMIUMS, 1971

[Dollar amounts In millions; rounded]

Expenses as
Investment percentage

Company Premiums IncomeI Expenses ' of premiums

Prudential .......................................... $ 12 $891 $564 26.5
Metropolitan ........................................ 885 808 521 27.6
Now York Ufe------------------------------------.. 1,093 450 264 24.2
Equitable Life Assurance Society ...................... 749 329 184 24.6
John Hancock ....................................... 701 268 224 32.0
Northwestern Mutual ................................ 557 284 95 17.1
Massachusetts Mutual ............................... 405 165 93 22.9
New England Mutual ................................ 366 141 80 21.9
Mutual bf New Yodh ................................. 324 159 91 27.8
Conmecticut Mutual ................................. 309 126 67 21.6
Mutual Benew Ufe ................................. 241 106 50 20.7
Connecticut General ................................ 237 79 63 26.6
Uncoln National .................................... 209 100 45 21.5
Pennsylvania Mutual ................................ 202 106 54 26.7
Aetna Ufe. .......................................... g 75 61 31.8
Occidea .......................................... 1 46 57 32.9
State Farm ....................................... 172 47 45 26.1
Franklin Life ....................................... 171 59 39 22.8
Travelers .......................................... 170 94 53 31.2
National Life of Vermon ............................ 147 59 32 21.7
Western and Soughern ............................... 133 48 so 37.6
Phoenix Mutual ..................................... 130 51 28 21.5
American National .................................. 123 46 57 46. 3
Continental Assurance ............................... 121 33 27. 2
National Life and Accident ........................... 121 41 55 45.4
Bankers Ufe (Iowa) ................................. 117 49 32 27.3
State Mutual ....................................... 113 40 30 26 5
Guardian Ufe ....................................... 107 44 27 25.2
Home Life ......................................... 105 40 29 27.6
Provident Mutual ................................... 99 46 22 22.2

Total ........................................ 11,595 4,833 3,045 326.3

1 After all expenses.
'Excludes investment expenses.
a Averap.

Note: The filures used were taken from 1971 Annual Statements, p. 5 "Gain and Loss Exhibit," "ordinary life insurance,"
col. 3, lines 1,3, 4, 21 through 27.

Mr. S11ARP. I would also like to ask Mr. Nader this question.
You have referred to the "military insurance complex." What do you

think are some of the possible reasons why the Department of Defense
depends so heavily on the Institute of Life Insurance, and why the
Veterans' Administration depends so heavily on the Prudential?

In short, why don't these Federal agencies consult with independent
experts Ir. NAM. I think the first plausible reason is that they are lazy.

They are just lazy. You know, the routine approach here is to take the
easiest, least controversial way out. If you can present the list of 600
companies, and not have to make educational differentiation for the
serviceman or the veteran, then you get away with the least
controversy.

No. 2, and this is what the subcommittee should really inquire into,
is precisely how the decisions were made. Precisely where the gentle-
men who made the decisions are now working if they have left the
Department of Defense or the Veterans' Administration, precisely
what were the nature of the conversations, and the contacts between
the industry and these two agencies.
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It's not that they didn't have expert advice; they did, as you implied.
They had the advice of a number of specialists that they could have
drawn on; they were contacted by a number of groups. I know Con-
sumer's Union was interested in this situation. And they could have
developed their own experts if they had wanted to; after all, they are
the No. i and No. 3 agencies in Government in terms of size, the Vet-
erans' Administration being, in terms of budget, the third largest
Government agency in the U.S. Government, in terms of employees,
the second largest.

So, just in terms of *hat is now revealed on the public record, I
think that's about all that could be said. But it certainly deserves moreinquiries.Mr. SHARP. Mr. Chairman, I would like to make for the sake of the

record, the following explanation.
Senator Hart, starting in 1968, has communicated with the Vet-

erans' Administration on three occasions and twice with the Depart-
ment of D(fense. Staff wrote a memorandum, a couple of years ago to
the Depaitment of Defense at their request, outlining what was wrong
with the "Servicemen's Life Insurance Counselor's Guide."

At the time, staff did call on outside independent experts in life
insurance-outside of the industry-in academic circles and State reg-
ulatory departments.

It is my understanding that the "Life Insurance Counselor's Guide"
has not been revised by the Department of Defense.

To complete the record, I offer the memorandum of subcommittee
staff to the Department of Defense, as well as certain minutes of a
DOD meeting which was attended by the Institute of Life Insurance
executives with no other consumer representation present.

Senator HArr. They will be received. Minority staff has not seen
them, so you will show him.

Mr. SHARP. Certainly, Mr. Chairman, we will go over them with
Mr. Chumbris.

[The documents follow. Testimony resumes on p. 208.]
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L!FE ZS1CF CCC. .0.l3I1FS G~Uit. FOR 11 AT&I ,E F01VACS

lN-RD'J;,TlGN

This booklet isai vcA.r-d for officer and enlisted ccnselors iW

the field of life insurance ard family financial plarnino. But

because it is also meant to half military perscruel plan their own

life Insurance pregra's, it is undressed spcciftcally to 'you,"

the serviccman (or wmas) with a family to proLect.

The booklet endeavors to cove: a broad range o! general information

for military personnel at many stages of life, in various family

situations, with different flonncial resources and goals.

Much of the information is presented with younger service

families in eLind -- those headed by "shorL-timtzs" who are xcrely

completing their military obligation ard who expect to rcturr. son tc

civilian life -- as well as young "career families" whn plan or many

years in the military service.

There is also information for young, unnarried personnel; for

older men with maturing fmiliex; and for couples past the child-rearing

stage of life, who look forward to retirement from the service within

a fev years.

Your Role As A Life Insurance Counselor. The function cf the

counselor is to help servicemen and vomer obtain the infermatton they

need to make sound decisions concerning Their life insurance protection.

You aren't expected to be an expert on insurance or estate pl

Your function should end before the people you are counseling reach

their final decisions. Those decisions rust be Lheir own.
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To effectively help them, you should acquaint yourself thoroughly"

with the contents of this booklet, as veil as other pertinent

directives and reference materials.

You also may find it useful to have some discussions vith civilian

life Insure professional in your locality. They will be glad to

answer your questions and help you develop a better understanding of

lIfe insurance protection and how it works.

If there is a life insurance ccspany home office, a local

association of life underwriters, or a local chapter of the American

Society of Chartered Life Undervriters in your vicinity, they may

hold courses or lectures that you could attend as a guest to increase

your information and understanding of the subject.
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1. GOVERNMENTAL BENEFIT? PROGRAMS

Your eligibility for a lng list of government benefit programs

can be a big factor in determining the hfe insurance protection your

family say need.

Each program has a different set of eligibility rules, and the

rules are quite specific.

Various benefits are available to active and retired servicemen;

veterans (including special benefits for those vith service-connected

disabilities); their vives, dependent children and parents; and

families of deceased servicemen and veterans.

Social Security programs of interest to servicemen are mainly

Old-Age, Survivors and Disability Insurance (OASDI), which provides

income for retired and disabled servicemen and their families, and

dependents of deceased servicemen; and Rospital Insurance (Medicare)

for the aged. Medicare also provides supplementary medical insurance,

effective at age 65.

All active military service since 16 September 1940 may be credited

toward OASDI benefits and -- since 1966 -- toward Medicare.

You accumulate credit based on your earnings up to a maximum amount

each year. Congress has raised the maxium from time to time. At

the time this is written, the ceiling is $7,800. As a serviceman, you

get a special break. Since 1967, your Social Security vage credits are

generally computed at $100 per month higher than your actual base pay.

Yet the Social Security taxes deducted from your pay are based on your

-- ,._.c al.aLrninga up to the $7,800 ceiling.
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Yop pay the same tax rate as civilians. In 1970 the rate is 4.8%

(4.2. fr r OASOX and .6% for Hedicare), or a maximum of $374.40 a year.

Increases are scheduled from 1971 through 1987, when the tax vill reach

a maximam of $460.20 a year (based on the current income ceiling of

$7,800).

LiVe civilian employers, the government contributes an equal amount

for you.

A man retiring currently with maxium wage credits would receive

around $190 a month, starting at age 65. He can start collecting as

early as age 62, but his monthly benefits would be reduced. His wife

may also be entitled to monthly benefits up to 50 per cent of the amount

for which he is eligible at 65. She must be at least age 62.

A younger widow with at least one dependent child is generally

entitled to the same monthly benefits her husband would have received

by retiring at age 65. Each dependent child may also be eligible for

an additional 50 per cent of his monthly benefits -- up to the family

maximum. (In effect, this limits a family's total monthly benefits to

the widow and two dependent children).

Today's younger servicemen who will be earning yearly wage credits

up to the current $7,800 ceiling throughout most of their future

careers will be entitled to larger Social Security benefits when they

eventually retire. ased on today's benefit schedules, if their\

yearly earnings throughout their career were to average at least $7,800,

their monthly benefits at age 65 would be around $250.

A retiree under age 72 can lose some or all of his Social Security

payments if he earns a significant amount of income. This does not include

a military or civilian pension, or income from investments.
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Military Retirement. If you coqjlete at least 20 years of active

military service, you vill qualify for a lifetime pension immediately

upon retirement.

Your pensien is calculated on the basis of 2j per cent of your

highest base pay for each year of active duty, up to a maximum of

75 per cent. After 20 years' strvLce, you can retire with 50 per cent

of your highst base pay. After 30 years' service, you are entitled to

the maximum 75 per cent.

You have the option of taking a smaller pension so that if you die,

your wife would continue to receive part of it as long as she lives.

Military reservists vho complete at least 20 years of satisfactory

service -- including active duty and service in drilling units of

reserve components or the National Guard -- may also qualify for a

pension, beginning at age 60.

Medical Care. Complete medical, hospital, surgical and dental

care is available from government facilities to active and retired

military personnel, and to their families under the Dependents'

Medical Care Program.

Government Life Insurance. Many older servicemen still on active duty

are coveted by National Service Life Insurance (NSLI), iisued by the

.government during and after World War II for $10,000 or less. If you

formerly carried this insurance, It may be possible to reinstate it.

For example, a serviceman on continuous active duty may replace an NSLI

term insurance policy or replace or reinstate a permanent plan of insurance

which was turned in for its cash value while he is in service or within 120

days following separation. If you leave the service and have a service-

connected disability, you may apply to the Veterans Administration for

special nonparticipating NSLI, which does not pay dividends.
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It is also possible to reinstate a policy under certain conditions-

even if a veteran has no service-connected dLbbility. The Veterans

Administration can provide yot, with the details.

Any I;SLI tetim policy you now have may be converted to a permanent

plan if requirem-ents are met. This is worth serious consideration.

SThe longer you hold on0 4our term policy, the higher the prcmium rates j

go. n lat year e rates becotac a L.Some NSLI

policies must be converted before tgc 50.

The major advantage of conrertirl* term policy to a permanent m

Is that the premium, although higlicr, no~ logrkesgigu.i
,.longer.keeps going u. In,

additLon1 every ermanent policy p:.,vides growing cash vatke$which

you-can borrow on, if desired, at a low rate of interest, currently

4Left intact, these values can live additional benefits

which become important after retirement.

Servicemen's Group Life Insurance. Since 25 September 1965, you

and every other man and woman on active duty in the Armed Forces are

automatically covered by $lJ,OO0 of term insurance under Servicewen's

Group Life InsurancE (SGLI), which is issued by private life insurhce

companies and aInistered by the Veterans AdmETAUTTtIM You have a f.

choice of taking the $140 000 of term coverage (with $3 a ot deducted

] from your pay) or $5,000 of coverage at $1 a month. Or you may decline
the Insurance altogether. Most servicemen carry the full $10,OOO. if

you do not carry this insurance, or carry only $5,000, you can apply for

the full amount at any time, but you will have to take a physical examination.

You are covered while on active duty and for 120 days after separation.

S.

t7v .

.4'/kf
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During this latter pcriod, you can convert your term insurance to a

permanent individual policy with any private life insurance company

participatirg in the SGLI program, regardless-of your health. But

you would then pay standard premium rates, based on your age at that

time. The cost will be substantially higher than the $2 a month you

paid for SGLI term insurance, but the new policy would provide

permanent insurance and build cash values.

This conversion privilege is mainly of value to veterans with

health impairments. If you can qualify for life insurance at standard

rates without exercising the conversion privilege you may find it

,( advantageous to apply for a new policy -- since you can include in it

extra protection features, such as disability provisions and term

insurance, that are not available with converted policies.

You can also convert your SGLI policy while you're on active

duty, but it is rarely advantageous for you to do so. If you wish a

permanent policy, you would nearly always be better off to buy a new

policy an ' keep your low-cost SGLI term coverage as extra protection.

If you should later reenlist after converting your SGLI coverage to

an individual policy upon separation from the service, you get an additional

$10,000 of SGLI. Serviceme4.who have the older National Service Life

Insurance get $10,000 of SGLI in addition.

The Department of Defense cautions you not to let the low cost of SGLI

"be a temptation to cancel or reduce any other life insurance," but "to regard

it as a very inexpensive supplement to other policies."
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Dependency and indemnity Compensation (DIC). Widows, unmarried

children under age 18 (as well as older helpless children and full-tine

students to age 23), and certain dependent parents of servicemen who

die from disease or injury incurred or aggravated in line of duty

while on active duty or inactive reserve training are entitled to

monthly compensation.

A widow receives $120 a month, plus 12 per cent of the serviceman's

base pay (including any later increases for his pay grade enacted by

Congress), or a minimum of $133 a month. She receives it for life or

until she remarries.

Income for children and dependent parents varies. Where there is

no widow, one clild under 18 receives $80 a month; two children, $115;

three children, $149; each additional child, $29. Helpless children

and those attending school receive assistance, whether or not their

mother is alive.

Compensation for Service-Connected Disabilities. Veterans with

service-connected disabilities receive monthly payments ranging from $23

to $400, depending on the degree of disability, or payments up to $1,000

a month for certain specific disabilities. Those vith dependent wives,

children, and parents (or both) receive additional compensation.

Non-Service-Connected Disabilities. Wartime veterans who are totally

and permanently disabled from causes not traceable to military service, and

who have little or no other income, may receive monthly pensions up to

$130 a month. They are entitled to a reduced pension if they have some

outside income up to a maximum of $3,200 a year, with dependents, or

$2,000 without dependents.
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Nop-Service-Connected Death Payments. Widows who have not remarried,

and unmarried children under age 18 (or up to 23, if attending school) of

veterans vho die from causes not traceable tomidlitary service may receive

monthly pensions up to $90 if they have little or no other income. A vidow

may receive a smaller pension if she has some income up to $3,200 vith

children, or $2,000 without children.

Six- months' Death Cratuity. The fmaily of a serviceman who dies on

active duty or inactive reserve training -- or with 120 days after

that from service-connected causes -- receives a sum equal to 6 months'

pay of the deceased serviceman, including special incentive, hazard

and basic pay, but not allowances. The sun is at least $800, but not

more than $3,000.

Burial. The government pays up to $250 toward burial expenses of

wartime veterans or peacetime veterans with service-connected disabilities.

All veterans hose last period of active service terminated honorably

may be buried in a National Cemetery. Burial is also available to an

eligible veteran's spouse and dependent children. A headstone or grave

marker is provided without charge.

Other Veterans' benefits. Here is a partial list of other government

benefits:

-- Hospitalization, nurlug home or domiciliary care, and prosthetic

devices for veterans with service-connacted injuries or disease, or var

veterans with non-service-connected disabilities who cannot pay for

private treatment and for whom beds are available.

-- Outpatient medical and dental treatment for veterans with

service-connected disabilities.
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-- Special automobiles or other conveyances for veterans with

service-connected loss of both hands or feet, or permanently impaired

vision.

-- Guide dogs and electronic or mechanical aids for blind veterans

with any service-connected disability.

-- Free medical examination to determine presence of service-connected

conditions, for government life insurance purposes, or when applying for

hoapitalization.

-- Veterans Administration guaranteed or insured loans to buy, build

or improve a home; to buy a farm, farmland, stock, feed and seed, farm

machinery and other farm supplies; to buy, undertake or expand a business

venture.

-- Advantageous dovn payment requirements on home mortgages insured

by the Federal Housing AdministKation.

-- Grants up to 50 per cent of the cost, up to $10,000, to build, buy

or remodel a home to meet the special requirements oftotally and permanently

disabled veterans with loss of both feet, or with other disabilities.

-- Monthly allowances up to $175 for veterans enrolled in college,

high school, farm cooperative training, apprenticeship or other on-the-job

training.

-- Sducational benefits for children, wives and widows of veterans whose

deaths or permanent disability was service-connected.

-- Preference for Federal Civil Service Positions.

-- Preference in job-finding assistance.

-- Reemployment rights.

-- Unemployment compensation.
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-- Elimination of certain requfrecnt$s for naturalizaLion of

alien var veterans.

-- Vocational rehabilitation of veterans vith service-connected

disabilities.
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1i. FUNDAMi'.LALS Of LIFE INSURANCE

For many scrvicemen and svrvicewomcn, particularly those who have

no fouaily responsibilities, goverto.ent life insurance and other

programs ofter, suffice for per-sonal financial protection. Yey many

single men and women in uniform, upon thinking through their foturc

expectations and goals, decide they ought to begin a more comprehensive

life insurance prpgram even before marriage.

Officers and enlisted men in the higher pay grades generally

find that government benefits protect only part of their monthly

pay and allowances. With no other resources, most service families

could face teal financial hardship if the breadwinner should die.

That's the basic reason why servicemen with families frequently

use private life insurance in addition to their government benefits.

To illustrate: your $l ,00 of Servicemen's Group Life Insurance

would help answer the financial emergency caused by your death. But

when a family includes several :children, $10,000 isn't likely to

last more than a few years. 1ncLtical cost of raising a child to

age 18 is nov about $30,000 -- and the cost is constantly rising.

Also, SCLI covers a serviceman only as long as he's on active duty

and for 120 days thereafter. As a civilian, you must either convert

or replace your SGLI coverage with an individual policy if you want the

protection to continue.

Just what is life insurance and what can it do for you? Like

all forms of insurance, It is a system for sharing financial risks

among many people. You and your family don't bear the full burden

of an economic loss beyond your control, that mlght prove ruinous to

a single family.
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The primary purpose of life insurance is to protect families from

the financial hardship that so often follows a death -- not merely th

lorge immediate expenses, but more i£ o-tsntly, to continue family

Income.

Specific Needs for Life In~srance. Here are some vays that

service families use life insurance:

-- Settle debts. Young families often have heavy debts that

vould be seriously burdensome in event of a husband's death.

-- Pay off the mortgage so that the family will have the

assurance of a home that is free and clear.

-- Cover final expenses not paid by the government.

Provide extra income to relieve financial pressure on

the family during the period of readjustment to a nev way of life.

-- Help defray the heavy expenses of rearing young children

to adulthood.

Allow additional income for a widow in her later years.

Help with college education for the children.

Provide additional retiremen,.tincope for the serviceman hImse~f.

Career ObJectives. Of course, the need for life insurance varies

widely among service families. Career objectives can be a major factor.

if a serviceman plans on a career in the armed forces, his family

can rely on governmcnt benefit programs to a much greater extent than the

family of a "short-timer" who Is completing a few years of military

obligation. And if the career man plans to devote 30 or imore years
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to the service, his long-range life insurance needs may differ

from those of a mar w4o expects to retire from chc service after 20

years and then embark on a new civilian career -- while he's still

relatively young.

But even the most career-minded young serviceman can't really see

20 or 30 years into the future. Changes in national defense policy as

vell as his personal ambitions may alter the course of his service

career. His life insurance program should be flexible enough to

adjust to career changes.

Whst many people overlook is that life insurance performs a

$"creative" function by eliminating major causes of worry and fear in

family life. Put another way, adequate life insurance protection helps

to atimulate men and women to greater personal initiative and productivity.

By affording them greater peace of mind and a sense of financial

security, it enables them to reach for higher aspirations in pursuance

of their personal and financial goals in life.

This function can be particularly important in s military career,

ihich tends to involve greater mobility and sometimes, risks than most

civilian pursuits. Wlen a soldier, sailor, Karine or airoan realizes

that his family's financial security Is taken care of, he can devote himself

more effectively to his professional life.

An effective life insurance program requires careful, long-range

planning, plus periodic review to make sure that it continues to be

adequate.

Different policies are available to help families achieve mediate

and long-range objectives. But before considering specific types of

policies, it is a good idea to have a fundamental understanding of the

vay life insurance works.
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"The Law of Averaaes". All forms of insurance., including life

insurance, are based on the iAW of averages. No one can predict how

long yoi or any other individual may live, but from past experience,

insurance actuaries can predict fairly accurately the average number

of deaths that Vill likely happen during the year among a large number

of policyholders.

Wen yo1 buy any insurance policy, yot -- aloag with each of the

other people who buy the same coverage -- pay a small proportionate

share of the losses that a few policyholders or their families will

suffer. Your share of the losses comes out the premium you pay.

That premium is quite rmsll in comparison with the benefits your

policy would provide.

Actuaries calculate life insurance premiums mainly from mortality

tables that show the average number of deaths likely to occur in one

year aong every 1,000 of its policyholders at each age. A life

insurance company sets aside part of your premium payments in a

reserve fund to make certain that the money will be there when the

time comes to pay benefits. But the company doesn't just lock this

money away in a vault. Until it is needed, it is put to work through

sound Investments -- usually In high-grade boadS.8 mortgage loans."'UAt)'

Income from these investments, incidentally, are a major factor in

financing the growth of the nation's economy. By purchasing substantial

amounts of government bonds, life insurance companies also help to

furnish our country with much of its day-to-day needs for cash.
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Cash Value. A By-Product of Reserves. Suppose you have paid

premiums on a life insurance policy for five or 10 years or longer.

And suppose you then find that you no longer need the policy. So

you decide to cancel it.

Obviously, it would be unfair for the life insurance company to

keep all the reserves built up during the years your policy was in

force. So instead, the company refunds your share of the reserve

fund. The amount of your refund is guaranteed in your policy and

is called the cash surrender value.

The cash value i @$savings" in the usual sense. But you

. can use it as collateral to borrow from the insurance company at cf
a'low interest rate. Since this would reduce the amount of your "'VI ,l '-

insurance, most financial advisors suggest caution when using policy

loans, and repaying such loans as soon as possible. The cash value

in your policy can be a significant factor in building an estate or

a retirement fund.
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Ill. IF. INSURANCE POLICIES

Ks'y different policies arc available, but each of them comes under

three basic types: whole life insurance, term life insurance, or

endovwent life insurance.

Whole lie Insurance Is designed to protect you and your family for

as long as you live. You can keep it as long as you ne.-d it, and the

premiums, which are based on your age when you buy yojr policy, never

increase. The younger you are, the lover the premium.

There are two forms of whole life insurance:

V 1. Straistt life insurance policitb carry the lowest premium
rates for whole life protection and are the most widely-used

form of individual life insurance protection. Ptemiums are
payable for as long as you live, as long as you want the
Insurance.

/ 2. Li5tcdp .ent life insurance policies become paid up,
vth no further premium payments due, after a certain number
of years. The choice is yours. You can pay for 20 years,
3* years, or until you reach 65, and then stop. But the
protection continues for the rest of your life.

Premiums have to be higher for this type of policy than for
straight life insurance, but cash values accumulate more
rapidly.

Limited payment policies are not always the most suitable
kT[i for the serviceman who needs mAximum inxedia~e
"etotectio' for each premium dollar. But if retirement

/ l anni s a major c ocraztlon7, thia policy may be
worth considering.

Term life insurance covers a specified number of years rather than

an entire lifetime. It can be I or 5 or 10 years, or up to 30 years,

or to age 65. . ii ,t{tfr-tift5Wafi't-S

of tem-e.IJed - .. i_:-" " •c eb~~'

_ 
-.-- -l- (7
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Because of the limited span of protection, term insurance hai lower

premium rates than whole life policies. There is generally no cash value.

Term insurance is particularly valuable for young families with

limited incomes and heavy financial responsibilities, who need additional

protection while their children are growing up. A term policy is often

bought to meet a special need. For instance, it can guarantee that a

debt vill be repaid if the policyholder should die.

Term insurance is usually not available •pwand ae65 or 70,

because rates would have to be extremely hi. Mos t
policyholders outlive their tern. Insurance policies. , its

Many tern insurance policies are both renewable atod convertible. V4

Each of these features adds a little to the preiu. but each is js 6"'
generally desirable for younger families who cannot really foresee what "j--L44 'P

their future insurance needs may be, "Renewable" means the insurance

tan be put back in existence, after its expiration, without a physical

examination. "Convertible" means that the tern insurance can be changed

to a whole life policy at a higher premium even if a policyholder

becomes unin'surable because of his health.

One type of tern insurance is designed to pcovide the same amount of

coverage for a stated period of time. An example is "s-year" term

insurance, for which you pay the same annual premium over the five years.

If you renev the insurance, the premium goes up because you are now

older. in later years, the cost rises sharply.
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Another kind of term insurance is designed to provide decreasing

protection, for example to cover a 4ebt that is being paid off. The

insurance declines by a small amount each year until there is no

protection left and the policy expires. Premium payments remain

the same each year. Decreasing term insurance is also used by

families while the children are growing up. If the father dies

during this period, his family receives a monthly income for the

remainder of the period of coverage. (This coverage is usually

purchased as extra protection in combination with whole life

Insurance, but is also available as a separate policy.)

term insurance can usually be obtained either at a separate policy,

or, at something of a saving, in combination vith whole life insurance.

A combination policy can be useful to a younger family who needs a

base of whole life protection plus additional low-premium term

insurance while the children are growing. One combination policy t

the "family plan." It gives the father whole life insurance, and

term insurance to the mother and to each minor child. When the

youngster reaches a certain age, usually 25, his term insurance ends,

but he can convert to whole life coverage, even if he is uninsurable.

because of poor health.

_ adowmeat life insurance can be thought of as a thrift plan

backed by life insurance protection. It guarantees payment whether the

policyholder lives or dies. Say a father wants to have $3,000 paid to

bm in to10 years, or to his family if he should die sooner. Tht's what

an endowmat is designed to do. You can select the amount, as well as

the time period.
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To build savings, an enldowment policy calls for a higher preutum

than any other type of life Insurance at the same age. But it also

builds cash values faster than other policies.

One important use of endowment plans is to build a retirement

fund for the policyholder, while at the same time providing additional

life insurance for his family. But most experts in financial planning

advise that families use endowment insurance only after they already

have adequate protection under whole life or other policies. This is

because endowment policies provide less protection per premium dollar,

and the coverage lasts only for a limited period of time.

Which Type of Policy Is Best? There simply is no single answer

to this question that would apply to all families.

No two service families arg exactly alike. They differ in age,

number of children, health, educational attainment, financial resources

and obligations. They spend their money differently and they vary in

their ability to save money. They have different financial goals and

strive for these goals in various ways. So a life insurance policy

suited to one family's needs may be entirely wrong for another family.

Some people contend that you should buy nothing except term

insurance at the lowest possible rate -- and invest the difference in

pretium8 between term insurance and straight life insurance in stocks,

mutual funds, real estate, government bonds -- or simply put it away

in a savings account.
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Undoubtedly there are fawilics who can follow this plon successfully

and end up at retirement better off than if they had bought whole life

insurance. But to make the plan work requires a rare kind of financial

discipline, as well as inivestmcnt expertise ard luck.

Or yMupay occasionally hear a reverse argument against term

insurance. It's been said that since term insurance protects you only

for a limited number of years and builds little or no cash value, there's

something wrong with it. But many families with limited incomes and

heavy firaxcial responsibilities need much more protection than they

can Immediately afford under whole life policies. Term insurance can

give them the additional protection they need, starting at a premium

rate they can be comfortable with.

You could make a serious mistake by arbitrarily ruling out

either whole life or term insurance coverage. Each offers distinct

advantages, and many families need both types of protection.
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IV. POLICY PROVISIONS

Wh Lever kind of life insurance you seclet, it will automatically

include certain features, rights and privileges. You also have the

option of adding other provisions to most policies. Some carry a

small additional cost because they give you extra protection. Others,

available without charge, clarify certain aspects of your coverage

or increase its usefulness to you even though there is no additional

protection.

any policy feaLures are required by law, or are more or less

standard among policies. Other features vary with certain types of

policies or certain companies. And, for competitive reasons, a

company villa frequently include special provisions in its own policies.

To get the moat of your life insurance, it's important to clearly

understand what your policy can and cannot do for you.

Policy Dividends. Nutual life insurance companLs,-rGteh-rn M4' rINI k'i,.

car_- *# _ b leyhnlds. issue mostly "participating" policies,

for which premium rates are deliberately set somewhat higher than

might normally be needed. This prov .. aAlety margin to oyer the_

poasiboty ?f unusual developments, such as an incrasse-in polixc~tldqr

deaths or a serious decline in investment income. When no such unusual

losses occur, the company refunds part of the premiums to the policyholders as

policy "dividends." Dividends can never be guaranteed, and usually grow

in amount fi7om year to year.
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Stock life insurance companies are owned by their stockholders,

and generally issue "non-participating" policies, on which no policy

dividends are paid because precmius are calculated as closely as

possible to the ePticipated costs. The companies' stockholders bear

the risk of unusual losses. These policies are sometimes described as

"Suranteed cost" life insurance, since the policyholder knows in

advance exactly how much his cost viii be. .

But some stock companies also issue participating policies, which

pay dividends.

Since dividends can't be guaranteed in advance, it really d n't

possible to predict ith certainty whether a participating or a AA

n-on-participating policy will cost more in the long run. rc ,.
There are four things you can do ith yearly dividends:

t. Rave the company send you a check.

2. IRduce your next year's premium.

3. Leave dividends vith the life insurance company at interest
(the interest is subject t6 Pedorel income tax). In later years,
you can use your accumulated dividends to "pay up" your-policy,
with no further premiums payable. Or you can take accumulated
dividends as additional retirement income.

4. Use the dividends each year to buy small mounts of additional
paid-up insurance -- thus increasing your protection without
adding to your premium outlay.

Some companies also offer you a fifth option -- to use each year's

dividend to buy additional one-year term insurance, usually up to the

policy's cash value. This Is designed mainly to pay off any policy loan

uf you should die with a l6an outstanding. But you can buy term insurance

ider the fifth dividend option even where you haven't borrowed on your

policy.
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Your Benefieiary. The beneficiary of a life insurance policy is the

person who viil receive the insurance proceeds at the death of the policyholder.

The policyholder can name one or any nLumber of beneficiaries to share the

proceeds.

There are two big advantages in naming a specific beneficiary:

I. Direct payments to specific beneficiaries do not go through
probate. This reduces court costs, executor's fees and legal
expenses. (Sometimes a policyholder names his estate as
beneficiary of his life insurance, then neglects to make a
viii. This increases the cost of settling his estate, leaving
less for his family.)

2. Life insurance proceeds to specific beneficiaries are also.
protected against claims of the policyholder's creditors, but
they do have first claim to the assets of an estate.

You can choose virtually anyone as the beneficiary of a policy on

your own life, but most men name their vives. Howev r, there may be

reasons for naming someone else, and your life insurance agent can

advise you on this particular matter by helping you to accomplish the

precise results you desire. The language used can be very important.

For instance, suppose you name your children as primary beneficiaries,

to share equally in the proceeds of your policy. Then suppose one of

your sons dies before receiving his share. What would happen to that

share? Depending on the language in your beneficiary designation, his

share could go either to his wife and children or to your other

surviving sons.

T t's one reason why your agent will probably suggest that you name

a contingent beneficiary as well as a primary beneficiary. The primary

beneficiary receives the proceeds if he or she is living. The contingent

beneficiary, at the death of the primary beneftciary, receives any proceeds

not yet paid.
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You can change your bcneficLajy any time in the futures unless you

should an irrevocable beneficiary. In that case the beneficiary

cannot be changed without his or her consent.'

" Y Comon Disaster Clause. Married couples' frequently include a "coIOn

disaster clause" in policies where the wife is the husband's beneficiary,/h or vice versa. This states how the policy should be paid if both are

killed as a result of the sae accident.

Without a common disaster clause, it's possible that -- merely because

wife-survived her husband by a few minutes -- the entire proceeds of

Shis life insurance might become part of her estate and go to her relatives,

bpsigany contingent beneficiaries. As a result, the proceeds might

distributed contrary to the wishes of either the husband or wife. j__

Acon;; disaster clause prevents this. a '

Policy Ownership. The person whose life Is insured no a applies for

the policy, pays the premiums, retains ownership and control over it, and

anes the beneficiaries who are to receive the proceeds.

But not always. Sometimes someone else applies for the policy, pays

the premiums and retains ownership. A husband or wife often buys a policy

covering his or her spouse. Parents and grandparents buy policies on

children. A lender may buy life insurance on a borrower to repay the loan

if the borrower should die.

25-407 0 - 74 - pt. I - 6
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But no one can buy life insurance on anyone else without the consent

of the person whose life is insured. In addition, a person applying for life

insurance on someone else must have an insurable interest. This means the

applicant would suffer a serious financial, emotional or other loss from

the death of the other person, and rueds life insurance to compensate for

that loss.

The owner of the policy (whether or not he's the person whose life

is insured) is the only one whio can name or change the beneficiary, use the

dividend options, convert or exchange the policy for different coverage,

borrow against the cash value, assign the policy to a lender as collateral,

surrender it for cash, or transfer ownership to someone else.

Ixtra .rotection. When you buy life insurance, you can usually add

provisions that give you and your family additional protection at relatively

little extra cost.

These special features (not the policy itself) usually expire at age

60 or 65, and you stop paying the additional charge.

Three provisions are available with most policies:

1. Waiver of PreaLumt. If you become totally and permanently
disabled, your policy will continue in full forct-, but you won't
hav, to pay any further prem.ims o b j. -

2. Disability Income. You will receive -0 l mt Income (usually WO
$10 monthly per l1,000 of, bai cjCjjpamce) in case of total
and permanent dis abilitykOVWf51'Y TU -Thiurance also continues in.
force, with no further premiuus to payA,#IVw% Vi 4 1* 0 e44 ia iYP &

(
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3. Accidental Death Benefit. Your family will receive an extra
emaunt if you should .die as a result of accidental injuries.
The total death payment (including besic insurance) may be
two or three times the face amount of the policy -- which is
why this extra protection is often described as "double
indemnity" or "triple itidcnity."

Some authorities consider accidental death coverage superfluous, since

a family's need for funds following a death is normally unrelated to the

cause of death. In fact, the financial needs ay be Ireater when death

follows a lingering illness than when it occurs in an accident.

But accidents are the prime cause of death among younger adults, and

in any event the cost of this extra protection is quite low.

Double indemnity coverage should never be considered part of a family's

basic. etf .insurance protection. Depending on it to help meet basic

insurance needs could be a serious mistake.

Double or triple indemnity provisions do not usually cover servicemen

killed directly or indirectly as a result of:

1. An air accident in which the insured person performs any
specific duties aboard the aircraft, or the aircraft is operated
for sy training purpose;

2. Var, whether declared or undeclared;

3. Service in the armed forces of any country or international
organisation at war, whether declared or undeclared.

A servicemn would be covered'in a fatal accident unrelated to his military

duties. But a double or triple indmity is not paid if death results from
a self-inflicted injury (whether or not inaanty is involved) to the

aggressor in an assault or a felony.

Settlement Options. %hen a policyholder dies, the entire amount of his

life insurance becomes payable immediately to his beneficiary, unless he has

specified otherwise. lie beneficiary -- most often his wife -- may need

money quickly for final expenses.
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If she doesn't need all the proceeds at once, there bay be good

reasons for not taking the entire amount in a lump sum. Even if she is

experienced at handling and Iivesting large sums of money, it may be

difficult for her to make vital financial -decisions undcr the shock and

grief of a recent death.

She has several other choices under the settlement options of a policy:

1. She can leave part or all of the proceeds with the life
insurance company, drawing interest until she needs the money
or decides how to use it. Later on, she can withdraw any
mount, whenever she wishes, or change to a different option.

2. Under the lifetime income option, she can receive a monthly
income for as long as she lives. The mount paid each month
per $1,000 of insurance depends on her age when she starts to
collect -. the older her age, the larger the payments. This
option is mainly ejvp.aeous to those in their 60s and ?0s.
Based on current rates, a typical $10,000 policy would
pay a woman more than $60 a month starting at age 60, or nearly$85 a month starting at age 70. Since men have a shorter life
expectancy than women, they get larger payments.

3. She can receive income for a certain number of years --
for instance, while the children are growing up. At current
interest rates, a $10,000 policy would give her more than $100
a month for 10 years. Her age and sex have no bearing on the
mounts paid.

4. Or she can receive a certain amount each month until the
$10,000, plus interest, is used up. Again, her age and sex
are not factors.

A policyholder can specify, in advance exactly how his insurance will

be paid to his beneficiary, and he can make his 41*ision binding. In some

cases, this may be prudent. But since family financial needs change, it is

usually advisable to give the beneficiary the right to select or change the

settlement option if she desires.
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Nonforfeiture Values. The samo options available to a beneficiary

are also avAilable to the policyholder himself, using cash value of his

policy for his own benefit during his lifetime. These "nonforfeiture

provisions" can provide either an income or a -lump sum.

If you select either of these options, using all of the casIrvalue,

your insurance policy would cease to exist. But you could keep the

insurance going by converting the policy to a smaller amount of full,

paid-up life insurance on which you would owe no further premiums. For

example, with a $10,000 straight life policy purchased at age 30, you

could convert at age 65 to about a $7,900 paid-up policy that will continue

for the rest of your life.

Another choice at age 65 would be to convert it to extended term

insurance, keeping the full $10,000 of coverage for about 14 more years,

without paying any further premiums. Your Insurance would expire after

that.

Suppose you wanted to use the cash value to add to your retirement

income. Under a typical $10,000 straight life policy bought at age 30,

your $5,500 cash value at age 65 would give you a lifetime income of about

$44 a month. Your agent can tell you about other possible arrangements

for a lifetime income. One is to choose a larger income for a certain

nmber of years. Regardless of your age or how long you live, your $5,500

cash value would provide about $56 a month for 10 years. After 10 years, the

income would stop. (These figures may change if current interest rates

change.)
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Premium Paacnts. Life Insurance prcmLums are payable on a yearly

basis, ut you can also pay them in smaller Installments -- sad-annually,

quarter y or monthly. This is an extra charge for the additional cost

of handling more frequent premium payments. This charge is usually

reduced when the government transmits your premiums for you after

deducting them from your military pay.

Incidentally, buying life Insurance in quantity can save you money.

That is, the larger the policy, the lower the cost per $1,000 of Insurance.

It's a point worth remembering when planning a long range insurance program.

C Race Period. If you do-not avail yourself of the convenience of pay

allotments for your private life insurance, then you must vatch carefully

that you pay the premiums on time. You are allowed a "grace period" of

one month (generally 31 days) after the due date in which to pay the

premium. (Your insurance would go to your beneficiary even if you were

to die during this period.) If the company does not receive the premium

within the grace period, the policy may end.

It all depends on the customary practice of the company. Some 14
companies voluntarily grant an additional month's grirce period after

the original one has expired. Some do not extend the grace period, but

allow you an additional month in which to reinstate your policy without

evidence of insurability simply by paying the overdue premiums. Others

simply expect you to pay on time.

The danger of losing your insurance protection by inadvertently

failing to pay a premium is greatly reduced when your policy has cash

value.
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Most life insurance companies will include an automatic premiLm loan

feature in a cash value policy, if you request it. If a premium is not paid,

the company will automatically pay it for you by Issuing a loan against the

policy's cash value. You pay interest on the loan. If you should allow

the loan and interest to exhaust the cash value, your insurance protection

would lapse.

What if you do not have an automatic premium loan and fail to pay a

premium? Under many policies your coverage would contain as "extended

term Insurance," unless you notify the company within a certain period

(usually 90 days) thereafter that you want something else done with the

cash value. tended term insurance means your policy automatically is

changed to term insurance for the full amount of the policy. But the

protection I& nom for a stated period of tirue, depending on the policy's

cash value. A table in the policy shows you exactly how long the extended

term protection would last.

- Reintatement. Suppose you lose your insurance because of an unpaid

preaum. Can you get it back? Usually yes, within three to five years

after a policy has lapsed, and if you haven't taken out the cash value.

tut you will probably have to satisfy the insurance company that you are

still insurable, and in addition, pay overdue premiums with 5 per cent

interest. You would also have to repay any loans on the policy.

Incontestability. In every life insurance policy thee is a statement

that, after a certain period, generally two years, the company cannot

cancel the policy or decline to pay any claims because you made misstatemente,

or concealed facts in applying for the insurance. Thereafter, the policy

can be cancelled only if you stop paying premiums. However, if gross
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fraud is involved, for exanplc if someone elseftook your physical

examination, the company is not obliged to pay the insurance benefits.

Also, a company can question a claim for double etr triple Indemnity if

it believes a death was not caused by an accident.

Very policy contains a clause that discourages the purchase of life

insurance in contemplation of suicide. it usually reads that if suicide

occurs within two years after the policy Is issued, the company will merely

refund all premiums'- But if a suicide occurs after tvo years, the company

vould pay the full face value.

Guaranteed Insurability. For a small additional cost, many life

companies guarantee you the right to buy additional whole life insurance

in the future at regular rates, even if you becomInsurable.
N

For ex le, you might make these purchases on your 25th, 28th, 31st,

34th, 37th, and 40th birthdays -- plus additional purchases at marriage

and on the birth or adoption of a child.

Policy Loans. If you have "cash value" life insurance, a table in

your policy shows exactly bow much it is at any time. You have the

privilege of using the cash value as collateral for a loan from the life

insurance company. You can generally borrow up to about 95 per cent of

the cash value without any credit Investigation. Because this loan

reduces the funds that the company would otherwise invest, interest

must be charged. the rate -- usually 5 or 6 per cent -- is specified

in your policy. "

getting a policy loan is easy, but there are pitfalls.
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If you should die before repaying the loan, it would be subtracted

from thr proceeds of your policy, reducing the amount paid to your

fam ly.

Since there are no credit requirements, you may be tempted to take

out unnecessary loans, or to borrow more than you need or can repay.

Since there is no pressure to repay, you might be tempted to let the

loan run on indefinitely. Interest charges over a number of years could

add up to a sizable amount. If you should have a real financial emergency

and be unable to pay the interest or the premium, you night lose your

life insurance protection completely.

Not all policies have cash values. Term insurance, including

Servicemen's Group Life Insurance soliI), does not. If you have an

older National Servicemen's Life Insurance policy (NSLI) and have

converted it to a "permaneot" plan, it will have cash values.
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V. AN A LVE INSTANCE PROGRAM

Selecting an Agent. This is the first and a most important step in

planning your life insurance program.

You may be approached by an agent %hereyou are stationed, or you may

deal vith an agent in a nearby community or at home. Agents and companies

are not permitted to do business in a military air or nPval installation

without authorization from the Department of Defense or a not or station

coemander...

You should select your agent with the sa~e care that you would choose

a doctor or lawyer. You must be able to confide in him and trust his

advice.

0 041/ A good agent .No had extended auction I insurance and financial
plnnn He mset be licensed bythe saein shich he does buiesand

Perhaps a member of your family, a friend or associate can rtctjnnr

an'agent who has given satisfactory service. Or you may get a suitable

recommendation from a local bank.

Preferably, the agent you select should be someone with whom you con

continue to deal in the years ahead. but this may be impractical for the

serviceman stationed far from home.

Selecting a Comeany. In chooSing a company, you should consider its

reputation, both nationally and locally.

Who are the company's local representatives? Are they highly regarded

by your friends and associates? Does tho company have a record of good

service to policyholders in your military organization and your comunity?
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Any life insurance agent will gl give you detailed information

about the company he represents. jS17 "

You can also secure important facts about a company by obtaining from

the agent or the home ofLee a copy of the latest annual report to policy-

holders. It generally covers the activities of the company and itsamanage-

mat, objectives, problems and accomplixhnenta, and recent financial results.

You may also be able to get information about a company from a locil

banker J.businessman.

State laws require that any life insurance company doing business within

a state must be licensed by that state. This shows that the company has -

complied vlth.state 'Ia i atd regulittobt-tesigned-to protect the policyholder;

is subject to periodic examinations by the state insurance commissioner;

-maintains required legal reserves; has filed its annual financial reports

with the state% and has been judged qualified to do business with citizens

of the state.

If you are in doubt as to whether a company is licensed in your state,.

write to your state insurance department at the capital city.

For a serviceman stationed far from home, it is probably a good idea

to choose a company licensed to do business In your hoe state -- or the

state where you plan to settle at the end of your military service -- as

wll as the state where you're currently stationed, if you are based In the U.S.

How Much Life Insurance Do You Need? There are two ays.to answer this

question.

The quick way is a rule-of-thtmb that fmillies generally need enough

life insurance to cover four to five times their annual income.
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but that formula won't Stye you a very precise answer -- particularly

for service families whose insurlaace needs are answered in part by

Also, no two families'have exactly the same needs. Five times annual

income may be too much for an older couple with Investments -- and much too

little for a young serviceman with a wife and four small children, and no

assets.V To figure your needs. start thining of your life insurance not just.

as a sum of money, but in terms of the income It could provide. %hat

you're really insuring is your paycheck.

Your feai.,• may need some of your life insurance benefits in a lump

aim -- particularly if you have few other assets that can readily be turned

into cash. But most of all they will need some regular replacemet for the

income they depend on.

Following are the main factors to consider in setting up your life

insurance program:

1. Cash for mediate needs, to cover final expenses and debts.

2. Readjustment oney. IWhn.the breadwinner dies, the fiully's
fist need it time .. time enough to consider before making sm
very important decisions. Sould they sell the home? Should they
n movel Should the mother tate,&, job? - If so, does she need a
refresher course or other training? Soam extra income at this
time -- for a year or two -- can make a bit difference.

3. NducatioIl funds for your children. The average college

graduate earns some $170,000 more during his lifetime than a
high school graduate. You probably want your children to have
this advantage, or other spcfal training. College costa today
averas at least $2,000 a
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4. Income for your family during the children's growing years.
This covers the period when children must look to their mother
for support. Ry one rule of thumb,-m tly needs about 60 er
cent of the father's monthly incooie. Social rty and
g 'elucnL ocnelts Woutd LiTely provide part of this income, but
many families need additional insurance.

5. Lifetime income for your wife. Once the children are on thAir
own, her need for income vill usually drop. But she would
typically continue to need at least 25 per cent of what her husband
had been earning.

6. Extra income for your own retirement.

You can also use life insurance to meet other needs -- for instance,

to pay off the mortgage oi your home if you should die, and to help provide

an income in case of illness, accident or permanent disability.

Your life insurance agent can help you translate all these needs for

income into a specific amount of life insurance.

After you have decided how mch cash and income will be required for

your family's needs, he can help you determine approximately how far your

government benefits, Social Security and other assets will go, and how much

remains to be covered by life insurance. It could work out Lo less than

four times your income, or a great deal more than five times.

W a C The most important consideration is to select the

policy that best fits your needs. Buying some particular policy simply

Because it seems cheaper, regardless of needs, may prove uneconomical in

the long run.

If you compare costs of policies from different companies, it's

important to remember that policy provisions are not always identical, and

that such differences are litly to affect the costs.

,..;d er e- Pk1?e-
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Premiuas for "participating" policies avays rn hiher tha for

'con-participatng" policies, but the actual cost is the premia less the

dividenM you would receive from the participating policy. Dividends can

Vary frao year to year.

With non-participating policies, the premium is the actual cost and no

Oivideadb, are payable.

There are several ways to compare the cost of different types of

life insurance. ' . -_____- -
1y I ns vu.... ..,

1. ~7 Mile!uie .J .li *&-v YU ONLW 5. WU I

at s_--. + --. ' -, u "- ie yardstick is a simple comparison ofV premiums payable over a certain .um.br of years and the cash values accumulated_
during the sam period. :L MY. f:. ,- I' ..A 1

7 - ,
5!.4 

-
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DECREASING TERN (TO
AGE 65:)

7Te younger you are when you buy a lift ingurimice policy, the lower

your prem..m rate will be. If it$* Iswhole life dlcy, the premium will

never increase as you get older.

N46 c hane aresult coudh e oly raic i you erInte ton ear pt oningo

th e p urchas e en your le.yo re' yrsno press/.-- rateswil e ort' a yp i c~ly non-particiing

7 ' ne ve ndes)e1,0 a s t ge t lfe plcucae a aiu s

youAge atbe aryln pr T oa Prei ums e Cas Valers

P the purchase Pnti ureim: T h e M e 65: A t
I Also, there a w-'' psiityhainheenieyongh

ome uninsurable.

he results could be doubly tragic if you were to die after postponing

th purchase of life Insurance.

Hotae's a comparison of prestat rates 4for a typical non-participating

(no dividends) $10,000 straight life policy purchased at various age$;

total premiums payable through age 65; and the cash value at age 65:
Aga* at0 Yearly Total Premumsn Cash Value
Prhse: Presa_mium: Thru m~e 65: At Age 65:

$118.00 $5,310.00 $5,940.00

30 $160.10 $5,603 V, $5,520.00

ol $233.10 $s,827.5O ,630.00

so $348.A0 $5121.50 $3,560.00
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ReviewinLYour ProRram. As time goes on, changes in your fincnciol

situation, as well as changes in your family, are bound to occur.

SolrevLev your life insurance program periodically, look over your

policies, and consider whether they reflect your current wishes and needs.

Your agent vill be glad to help you work out any rev isions that may be

necessary.

The insurance proceeds must be paid by the company the.way you set

them up in the policy. Life insurance money is separate from any other

property, and so does not become part of your will, unless your policies

are payable to your estate, which is not generally desirable. So a

revision of your wil does not revise your life insurance program.

A od agent will keep himself posted on the changing conditions and,

needs of your family. He'll recommend any adjustments that-may seem

desirable in your life insurance program, and will handle the details.

Experts generally advise that you should review your life insurance

program at least every two years.

. exhanxin Policies. There is seldoe any advantage in exchanging a

life insura ce policy you already have for a new one, and there way be a

real disadvantage. If anyone suggests such an exchange, ask him to submit

his proposition in writing. Then you'll have the facts and can study them.

before taking any action, sgat in touch with the life insurance company that

issued your old policy -- either directly or through your agent.

96 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



93

The policy you already hav. may give you iure favorable guarantees than

those in a new policy. Also, you would again have a one or two year contestable

period, during which any statements made in the application for the new

policy could be questioned. And since you are now older, the premium rate

of the proposed new policy would likely be higher on'that count alone.

Furthermore, you may have built up values and benefits in your older policy

that would take years to build in a new policy. Even if you've borrowed up

to the limit against your present policy, it seldcm pays to drop it in favor

of a new one.

If it should appear that your old policy no longer meets your needs,

your company will gladly help you adapt it to your current situation.

It A ad ecessary or advisable to exhauge policies in order to Is

meet neweds.

The only general exception to this rule would be converting term

insurance to a whole life policy. But that doesn't involve giving up

or exchanging your old coverage. You merely covert it to a different

form.

Other Pointers:

1. Keep your life insurance company informed of your address. This
ois particularly important with servicemen, who are frequently transferred

to new assignments.

2. Read your life insurance policy. Be sure you understand its basic
provisions and benefits. Wen you do, you will probably get a better
appreciation of the values in your policy and what it can do for you.
You'll learn something of its flexibility in meeting various needs
and changing situations. And you can avoid possible siugs4rstandings
by reading the contract carefully. If you have any questions about
It, your life insurance agent or your company can help answer them.

25-407 0 - 74 - pt. I - 7
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3. K our-yolicy fn ., safelace it I . YOU C:, Obtail a
duplicate copy if it becuV'es lost or debtrvy.,d, but soit vilthouL
some inconvtnienct aiad delay. 7 bis.ight happen vI' you or
your family needs the policy the tost. As in addiLiunal safeguard,
keep a separate record of your policies. B, sure that your
policies are acc-sslhlc bcrli to yourself an<I to your beneficiaries
and that your bcncficiarleb know -terc the policies are kept.
Generally policies must accompany requests to the company for
benefits. You can keep your policies in a safe deposit box, but a
beneficiary has to obtain permission from the tax authorities to
open the box after tht owner's death. This could involve a delay.

4. Discuss your life insurance.program with your fami> or other
beneficiaries. It's usually advisable to have them share in the
planning from the outset and to discuss ,ith them each addition to
or change in the program. It's also a good idea to leave a letter
outlining your life insurance policies and indicating any choices
the beneficiaries may have in settlement of the policies. It may
be well to point out that (1) they should notify the company at
once in event of death and (2) your life insurance agent will help
your beneficiaries fill out the proof of claim forms required for
settlement and to assist in deciding how to take the proceeds if
a choice is left to your beneficiary.
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VI. OTHER CONSIDERATIONS

Hlitary 9 Risks. Mien the United States is engaged In combat

operations, hazards to military personnel present special circumstances

for life insurance.

Any serviceman not currently serving in a combat area or alerted for

service there can generally buy reasonable amounts of private life

insurance at standard rates, with no war clause or any other war

restrictions. If a serviceman should later be assigned to a combat

area, the insurance company cannot add any war restrLctions to a policy

once Issued.

The amount a serviceman can buy varies from company to company, and

depends to some extent on rank and family responsibilities. Lower-ranking

enlisted men (particularly if they have no dependents) are generally

,limited to $i0,000 of coverage in addition to their $10,000 of

Servicemen's Group Life Insurance. Non-commissioned officers and petty

officers can typically obtain $25,000 or more life insurance other than

SGLI, and cosuissioned officers may be issued $50,000 or more. In all

cases, consideration is given to family status and the need for protection.

Most life companies are not currently issuing new policies to officers

or enlisted men serving in southeast Asia, or who have been alerted for

service there, or whose military units are expected to be assigned there.

However, several larger companies will issue minimum amounts -- generally

not more than $5,000 -- to personnel already alerted for combat duty,

particularly if their family responsibilities present a need for protection.
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It may also be possible for them to obtain a policy co'ttaining a

war clause -- Ahich specifies that, if they should be killed as a

result of t war, the company would not pay the face amount of the policy,

but would/refund all"rheir premium payments, with interest. If death

shoild/ccur for any other reason, the full face amount would be payable.
/

War P'lauses are customarily cancelled at the end of hostilities. All

var clauses during World War II were dropped at the end of that war.

Once cancelled, they cannot be reinstated.

Some military personnel not serving in a combat area have to pay

higher premiums for new policies because of hazardous duties. For instance,

anyone regularly assigned to flight duties in military aircraft normally

saist pay extra. Deep-sea diving and ordnance or explosives-handling are

also examples of duties requiring extra premiums.

But any current life iUsurance policy is not affected in any way by-

a serviceman's subsequent assignment to a combat area or hazardous duties.

Nor is his SGLI coverage affected.

Impaired Health. From the standpoint of health, the chances are that

you can get private life izLsurance at standard rates. For the nation as a whole, only

about 1 out of 20 applicants has to pay a higher premium because of

impaired health. And men and women on active military service are

generally in superior health.

if you aren't over 40 years old, have a favorable medical history, and

aren't applying for an unusually large policy, you may not even have to

take a medical examination.
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Other rL Life.Insurance. Besides Servicemen's Group Life Insurance

and your individual policies, you may be eligible for additional group life

insurance protection through a professional or fraternaljrganization. Your

membership dues may entitle you to buy this added coverage if your health

is good. This insurance generally goes down in amount, or the premium

say go up as you get older. Often the insurance ends when you reach 65.

Insurance sold to association members is usually term insurance, and

has no cash value.

Credit Life Insurance. If you take out a loan, finance a new car or

other purchase through a bank, credit union or finance company, you

usually get credit life insurance through the lender to repay your debt

if you should die before completing the payments. It eliminates leaving

your family with a burdensome debt.

Insuring Your Wife and Children. Families usually depend on the

husband for their-main income. So as a rule, their insurance should

emphasize his coverage. To stint on a husband's life insurance in order to

insure his wife and children could be a tragic mistake.

But, after he is adequately covered, there may be good reasons for

considering some protection on other members of the family, such as:

I. Working wives whose income is essential to the family.

2. Career woman who earn as large or larger Incomes than their
husbands and need as much or more life insurance.

3. A wife who has inherited a large estate, and may need life
insurance to cover taxes on it at her death. (In states with
community property laws,. a husband may have to pay taxes on their
joint property if his wife dies before he does.)
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"Wife insurance" can be important to any family. Final expenses .are

involved In any death, and the cost of replacing a wife's and brother's

service s to her family may be a continuing need. She plays a vital

economic role merely by running the home and rearing the children.

W at about a policy for a child? Today the chances of a child

dying are quite small. But after parents are sufficiently insured, a

small amount of life insurance on children might be considered to help

meet final expenses If a child should die.

For the huge majority of children who live to adulthood, even a

small policy purchased at a young age can be a big help in getting stated

on a lifelong insurance program. It protects them against the possibility

that'they might become uninsurable later on. And their policy can

guarantee their right to buy more iiisurance when they grow up,

regardless of their fuLure health.

Children's premium rates are very low. And the policy can be kept

for the rest of their lives with no increases in premiums as they

get older.

experts advise hat a child's life insurance include a

10A. "payor clause," which costs a little extra. It provides that, if the

father dies, no further premiums will be due until the child reaches

adultho . It can also cover a father's disability.

When a youngster is reedy for college, his parents can borrow against

the cash value of his policy to help meet educational expenses. After he

graduates and starts earning an income, the loan can be repaid and the

full protection restored.
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But a policy bought specifically a a college savings plan should cover

the father's life, rather than the child's. If the child should die before

reaching college age, the college funds would not be needed.

Women's and children's insurance needs can often be met at moderate

cost under "family plan" policies, which combine whole life protection

on a husband and smaller amounts of term insurance on his wife and

each minor child. The premium is the same for .any number of children.

Those born later will be covered at no additional cost. Each $1,000

of term insurance on a child is convertible to $5,000 of whole life

insurance when he or she reaches maturity (usually age 25), at standard

premium rates, regardless of insurability.

When buying an individual policy on a child, it's wise to protect

his or her right to buy more insurance in the future by adding a

guaranteed insurability rider at a small additional charge.
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VII. A LOK TO THE FUTU lE

tRit now, If you are young and are raising a family, your foremost

financiAl n e" to protect their income against the possibility that
........ M-r -- -& you might die preaturvly. In thc early years especially, you = have

to ration your dullars for this basic protection.

But later on, after you have a solid foundation of life insurance,

you .an expand your program and start on other important goals. One

of these is a more comfortable retiremen

Of cours-i, if you're a career serviceman, retirement will be less

of a problem for you than for most civilians. Your military pension

and Social Security should cover the essentials. But to fully enjoy

your later years, you may want to augmnent this basic retirement

coverage.

As a bi-product of your protection, whole life insurance builds

cash value that you can use for extra relcfeInK income. However,

chances are that you'll continue to need someof this insurance for

protection after retirement.

There are other plans specifically designed to accumulate funds -

for retirement -- including annuities and mutual funds or some

combination of these.

Annuities. An annuity is essentially a life insurance policy in

reverse. Instead of paying benefits when a person dies,-it pays him

an income as long as he lives.

Under "conventional" annuities, the same amount of ificone is paid

each month for life. Under "variable" annuities, a lifetime income is

also guaranteed, but the monthly check may vary.
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The cost of the annuity depends mainly on the age that a person

starts to collect his lifctJme Income. The older he is, the larger the

amount he will get monthly for each $1,000 he invests.

Each income payment he receives is partly interest and partly a

return of his own mony. The interest portion is taxable, but since a

person's total income drops st retirement, chances are that the tax, If

any, will be small. An annuity can be bought outright, say at age 65,

or it can be paid for in installments, starting at a younger age. Or

the cash values of a life insurance policy can be used to buy an

annuity at an advantageous rAte.

There are several types of annuities. One pays an income only as

long as the annuity holder lives. Another type pays a smaller income

in order to provide some money for a beneficiary if the annuity holder

dies within a certain period. Or a husband and wife can arrange for a

smaller annuity income for them both so that when one dies, the survivor

will continue to get an annuity check for life.

A newer type, the variable annuity, also guarantees an income for

life, but the payments may vary from month to month. This is because

the funds behind the variable annuity are invested in common stocks,

whose earnings may go up or down. The holder of a variable annuity takes

the risk of a drop in income if the stock portfolio performs poorly, but

he also hes a chance of a higher income if the investments prove profitable.

Although only a few life insurance companies sell variable annuities to

individuals so far, interest in them is growing.

A mutual fund is also based on a portfolio of stocks, and like a

variable annuity, its investment results cannot be guaranteed. A major

difference is that the variable annuity, like any annuity, guarantees an

income for life.
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When You Leave The Service. If you take a civilian job wAen your

military service is completed, you will probably be covered by your

employed"a proup life insurance plnn. Even firms with just a few

employees now have this protection. Generally, no physical examination

is required.

Group life insurance is usually one-year term Insurance, witf' the

coverage renewable each year.

Some plans provide the same amount for each employee, perhaps

$3,000 or $5,000. Often the amount of insurance is based on an employee's

Income, such as one or more years' wages or salary. Many employers

pay the entire cost. Employers often provide a reduced amount of group

life insurance for their retired employees, at no cost to them.

If a civilian employee's job ends for any reason, his group life

insurance continues for 30 days. During this period he has the privilege

of converting his group insurance to an individual whole life policy

at standard premium rates, even if he is in poor health.

Estate PlanninA. Your estate consists of everything you own,

including life insurance. A father and husband-will want to plan

carefully on bow he will want to pass these possessions along to his

family. The best way Is to have a will, drawn up with legal help, to

make sure the plan is carried out, and to keep estate taxes to a minimum.

Life insurance "bypasses" a will if you name a betieficiary, but must

still be part of your plan. Unless special arrangements are made, life

insurance proceeds at your death are counted as part of your estate and may

be taxed. But deductions and exemptions help to keep the tax down.
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In addition, the first $60,000 of your esLate, including your

life insurance, Is exempt from taxation. There art- also deductions

for state death taxes, funeral expenses, administration of the estate,

other claims and charitable bequests.

This tax can further be minimized by giving away some of your

assets to your family during your lifetime, including life insurance.

Or you can set up a "life insurance trust" with this in mind. But

you'll need the guidance of your lawyer and perhaps a bank, as well

as your life insurance agent because of the technical nature of these

arrangements.
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PLANNING A LIFE INSURANCE PROGRAM

The following chart will help you obtain a better view of your own

family's protection needs and show you if there are any gaps that

require filling. It's a good idea to review your figures every year

or two, when you receive a promotion or if any major change occurs in

your family.

MEDIATE CASH FUNDS

How much money would be needed, if you died tomorrow, to pay bills,
funeral expenses, 1 -ns and other debts, and taxes? 

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

If you desire to have the mortgage on your home pid off, how
much would be required? ............................................

How much cash would be needed to provide your family with a
reserve fund for emergencies? ......................................

TOTAL ..............

Family Income

During Readjustment Period:

How much extra income would your family need per month during
a readjustment period? Total for two years ........................

While Children Are Young:

How much income would your family need to furnish the ordinary
comforts until your children are grown up? .........................

How many years until your youngest child is grown? ..................

Pernancnt Income for Your Wife:

How much income would your wife need, after the children are
grown, to provide her with the ordinary comforts of life? ...........

Educational Fund:

How much money would be required to furnish each of your children
with funds for a college education -- currently estimated at
about $2,000 per child per year? ...................................

$

$

$

$____________

$____________

$

$

$
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XOCLi rC-mTnL Itin

How iutch irconic per montl- would you want to provide for yourself
and your wife, conricncitig OL age ? ...........................

PRESEWN( LIFE INSURANCE

What life Insurance polficrs do you currently own?

Policy
Number Life Insurance Compar y

Servicemen's Group Life Insurance

National Service Life Insurance

Tye of Policy

Level Term

OOVER*IENT BENEFIT PROGRAMS

Social Security

How much old-age income per motnth will you and your-wife receive under
Social Security when you reach age 65 and she is 62? ...................

How much income per month would your wife receive in case of
your death during the years your children are growing up? ..............

How much income per month would your wife receive, starting

at age 62, in case of your death? ......................................

Military Retirement:

How much military pension do you expect to receive per month after
completing 20 or more years of military service -- assuming
normal promotions? .....................................................

How ms.ch would your wife be entitled to receive per month from
your military pension after your death? ...............................

Amount
Less

Indebtedness

$_10.000

$

$,

$

$

$

$
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DcP.ndcnc and nd. .. y Co sin XDlC):

How much co) ensation pec month would your wife receive under the
DIC program during the years your children are growing up, in
case of your death on active duty or from a service-connected
cause within 120 days thereafter? ....................... ...........

How much compensation per month would your wife receive permanently
under DIC after your children arc grown up? ........................

6 Months' Death Gratuity:

How much would your family receive under this program in case
of your death while on active duty? They would get an amount
equal to your full pay (but no allowances) -- and not less
than $800 nor more that, $3,000 .....................................

YOUR ESTATE AND DEATH TAXES

To Determine Your Gross Estate:

Cash -- in savings accounts .........................
Cash -- in checking accounts .......................
Household furnishings .............................
Personal property .................................
Home -- current value (less mortgage) ...........
Real Estate (other than home) ............. . .......
Stocks, bonds and mutual funds .....................
Variable annuity -- current value ..................
Life insurance (less loans) .......................
Proceeds from government benefit plans:

Social Security ..................................
Military pension -- current value ................
Dependency and Indemnity Compensation (DIC) .......
6 Months' death gratuity .........................
Burial allowance ..................... ............

Notes and accounts receivable ......................
Interest in family or other business ...............

$_____________

$

$

$

$
$

$_____
$
$
$,zoo

1. TOTAL GROSS ESTATE ............................................. $

To Determine Death Taxes:

Debts and expenses:
Debts (current bills,,notes, loans, etc.) ......... $
Funeral and last expenses ........................ --

Administration expenses ........................... $
Accrued taxes (including income taxes) ............ $_

2. TOTAL DEBTS AND EXPENSES ....................................... $
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3. AI)JUSIED CROSS ES'fiATr. (Sk bt t,c item 2 fro::! item 1) ...........

Deductio:i., and excrptionr'
Marital deduCtion ...............................
Charitable and edcal o,inl bqu sts .............
Exemption ....................................... . . 60. S OQ___

4. TOTAL DEDUCTIONS AM) EX;iIONS ..........................

5. TAXABIJ ESTATE (SubLact ;tm 4 fro: item 3) .................

Death Taxes:
Federal estate tax ..............................
State death taxes ................................. $

6. TOTAL DEATH TAXES ............................................

To Deternine Net Distribu:able Estate:

7. TOTAL GROSS ESTATE (Item 1) ..................................

Debts, expenses and death taxes:
Total debts and expenses (item 2) ................ $
Total death taxes (item 6) ....................... $

8. TOTAL DEBTS, EXPENSFS i%ND DEATH TAXES .........................

9. NET DISTRIBUTALLE ESTATE (Subtract item 8 from item 7) ........

$_______ __

$________

$_________

$

$ ________

.. .
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DEPARTMENT OF DEFENSE PERSONAL COMMERCIAL
AFFAIRS BOARD MEETING - MARCH 17, 1970

MINUTES

1. The meeting was called to order at 1000 hours, March 17, 1970,
by the Chairman, Lt. Cdr. Edwin M. Furey, USN. Those in
attendance consisted of the following:

Lt. Cdr. Edwin M. Furey, Chairman and USN Member
Colonel Hubert A. Connelly, Executive Secretary, PCA Board
Mr. R. L. Walter, USA Member
Mr. Paul R. Young, Jr., USAF Member
Lt. Col. Charles E. Spence, Legal Advisor (USMC)
Major Leonard E. Rice, Army-JAG
Lt. Col. James H. Patterson, Assistant Director, PCA(MPP)
Miss Barbara E. Schoenberger, AdminSpecialist, PCA(MPP)
Guests -- See Attachment 1.

2. Agenda for the Meeting -- See Attachment 2.

3. Business Conducted by the Board.

a. The Chairman introduced Lt. Col. James H. Patterson, newly
assigned to the Personal Commercial Affairs Office (Assistant
Director), welcomed the official guests and then introduced the
Deputy Assistant Secretary of Defense (Military Personnel Polic-),
Brig. Gen. Leo E. Benade.

b. General Benade welcomed the guests and expressed appreciation
to the Institute of Life Insurance for the services which it has
rendered to and for Department of Defense personnel in the field
of life insurance consumer protection measures. General Beriade
noted to the President of the Institute of Life Insurance, Mr. Blake
T. Newton, Jr., the high regard which all counseling personnel
held for the Armed Forces Life Insurance Counselor's Guide which
the Institute developed in 1958 and superseded in its present format
in 1965. The offer of the Institute to revise this Pamphlet - the
purpose of their meeting with the PCA Board this date - was
recognized. General Benade assured the Institute of Life Insurance
representatives that their work in revising this Pamphlet (DoD PA-9)
would receive high priority in the coordination process to assure
publication at the earliest possible date.
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c. Proposed changes to the existing Pamphlet were presented
and discussed. It was agreed that the Institute of Life Insurance
would submit their proposed revision, based on topics as discussed,
at the earliest possible date. Upon submission, a draft 'Would be
forwarded to the PCA Board Members for informal review and
will be followed by a joint working session within two weeks to
discuss any further approaches. After this meeting, the Pamphlet
revision would be disseminated for routine formal coordination.
The visitors then departed.

d. The Board proceeded with scheduled agenda items:

(1) No major problems have been encountered with DoD
- Directives 1344.7, 1344.9 and 1000. 10 since publication.

The excellence of implementing instructions by the Military
Departments have assured the desired degrees of uniformity
of approach and interpretation. Minor problems were noted
but no significant trends. PCA Board Members were
encouraged to advise the Executive Secretary of such
problems, if they arise.

(2) The Board was advised that plans to revise DoD Directive
1344. 1 have been delayed pending resolution of problem
areas wherein life insurance companies now seek to
commingle insurance sales and security sales. This
involves coordination problems with the Securities and
Exchange Commission and the industry. It appears that
these have now been addressed satisfactorily. However,
it is planned to rescind DoD Directive 1344.6, Motor
Vehicle Liability Insurance, dated April 15. 1964, and
incorporate it as part of DoD insurance policies. Solicita-
tion rules on military installations for insurance sales of
all types will be as now prescribed in DoD Directive 1344.7.
Automobile insurance requirements on military installations
will parallel those of the state in which the installation is
located or as prescribed by other laws (as in the Soldiers'
and Sailors' Civil Relief Act). The only other portion of
the existing Directive to be retained in that which levies a
requirement on the Military Departments to administer an
effective driver training and motor vehicle safety program.
Mandatory reports associated with both 1344. 1 and 1344. 6,
as now constituted, have already been discontinued by
separate DoD administrative action.

25-407 0 - 74 - pt. I - 8
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(3) PCA Board Members were presented with copies of
correspondence with The Publishers Committee which
established a liaison office to represent member com-
panies engaged in Book, Bible and Encyclopedia sales
world-wide. This extends, on behalf of the industry, a
central coordinating office to assist the DoD in implement-
ing its policies on consumer protection in this aspect of
personal commercial solicitation.

4. The Board adjourned at 1250 hours.

Ed'iM.Fur
Lt. Cdr., USN /
Chairman

Hubert A. Conne-ly
Colonel, USAF
Executive Secretary
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,_-_ OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE

WASHINGTON. D.C. 20301

March 11, 1970

MANPOWER ANO
RESERVE AFFAIr3

Meeting with Representatives of Institute of Life Insurance
1000 hours, March 1?, 1970 -- Room #6 (IE-801-)

Present:

Mr. Blake T. Newton, Jr.
President, Institute of Life Insurance

Mr. William K. Paynter
Executive Vice President, Institute of Life Insurance

Mr. Milton Amsel
Director, Press & Editorial Division, Institute of Life Insurance

Mr. Larry Sims
Writer, Editorial Division, Institute of Life Insurance

Mr. Joseph McCarthy
Assistant Vice President, Institute of Life Insurance

Mr. Ray Stroupe
Washington Representative, Health Insurance Institute

Mr. Robert Taylor
Vice President, Institute of Life Insurance

Mr. Ralph J. McNair (absent)
Vice President, Life Insurance Association of America

Mr. Richard E. Vernor
Associate General Counsel, American Life Convention

Attachment 1.
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AG ENDA

Personal Commercial Affairs Board, March 17, 1970. 1000 Hours, Room 1E 801 - 6

Meetiiig with representatives from the Institute of Life Insurance fnd the
Insurance Industry to review and discuss proposed revision of DoD
Pamphlet PA-9, I Armed Forces Life Insurance Counselor's Guide '.

See attachment for listing of conferees.

Following this topic, the POA Board will reviews

Post-publication problems ons

DoD Directive 13".7, July I, 1969.

DoD Directive 134.9, July 1, 1969.

DoD Directive 1000.10, July 11s 1969.

Revision Approaches tot

DOD Directive 134.1, March 3, 1964.

DoD Directive 13".6, April 15, 1964.

Liaison Arrangements with The Publisher's Committee (see handout).

Items of Interest as Presented by the Members.

For the Chairmant •i

2 Attachmentst

Roster of Guests
Correspondence on Publisher's Oontittes

Hubert A. Connelly A
Colonel USAP
DASD (MPP) (bA)
Executive Secretary

Attachment 2.

S
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As far as Americans are concerned, life insurance is well-
nigh universal. Families rely on life Insurance for financial

protection when their children are young, and they continue

to use It well into their retirement years.

What makes life Insurance work? You've probably asked

yourself this question at one time or another. A mechanism
that guaranteesthe payment of benefits 20,30, 50, or even 100

years in the future can become fairly complex. Professional
actuaries use sophisticated electronic devices to make the
necessary computations and calculations. But you don't have

to be an actuary to gain an understanding of the basic princi-

ples involved. After you've finished reading this booklet, you'll

come away with a better grasp of life insurance, and be able

to discuss the subject more knowledgeably with your agent.

If you have any questions,-technical or otherwise, please

write us and you'll receive a prompt reply.

Introdct io
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Life insurance protects people against many of life's risks. Peo-
pie pay a small portion of their current incomes into a common
fund to provide for the time when their incomes will become smaller
or stop altogether because of retirement, poor health or death. Life
insurance really is an easy way for people to become financially
secure.

Life insurance is neither mysterious nor difficult to understand.
It works in the following manner:

A person joins a risk-sharing group (an insurance company) by
purchasing a contract (a policy). Under the policy, the company
promises to pay at the time of the policyholder's death a sum of
money to the person or persons selected by him (the beneficiaries),
or, in the case of an endowment policy, to pay the money to
him if he is alive on the future date (maturity date) named in the
policy. This promise is given in return for the policyholder's agree-
ment to pay periodically a sum of money (the premium) to the
insurance company.

Life insurance offers a voluntary plan which the individual may
buy or not, as he sees fit. It is this voluntary aspect of life insurance
which has made it necessary to establish certain requirements as to
health and occupation which a person must meet in order to buy
a policy. If there were no such requirements, people in good health
would tend to postpone its purchase while people in hazardous
occupations and those in ill health would buy. This would make
the cost prohibitive.

7
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Lif e Insurance and
the American Family

Along with the automobile and the telephone, life insurance has
become part of the way of life of the American family. This reflects
the American concept: that a father has an obligation to provide
financial support for his family for as long as the family has need
of funds, even if he should not live to fulfill that need. So often, in
many lands, the death of the head of the family is accepted not
only as a great personal loss but also as a financial misfortune which
the widow. and children must bear with courage and little else.

Accordingly, life insurance is used by families to fill financial
needs created by the loss of the breadwinner, which are: (1) money
to meet final expenses, (2) money to live on while the family read-
justs itself to the new conditions with the father gone, (3) an income
for the family while the children are growing up and finally (4) an
income for the mother after the children have left home.

A family's life insurance program is developed as the family
grows and it can be adapted to meet the changing needs at various
stages of the family cycle. In times past, individual life insurance
policies bought by various members of the family alone offered op-
portunities to develop an adequate protection program. In recent
years, employer-employee programs providing benefits under group
insurance plans contribute largely in this area. Social Security is
a third factor in helping families provide adequate financial pro-
tection. This makes the development of a family's financial program
easier to attain but more complicated than ever - calling for the
guidance of a well-trained life insurance agent.

Life Insurance Dollars
at Work

Life insurance is based on the natural law of human mortality -

the inescapable fact that, as people grow older, an increasing pro-
portion must die. And no one lives forever.

Part of the premium dollars are therefore set aside to guarantee
future obligations to policyholders and their families. Until needed,
these funds are invested, and the earnings help keep down the c st
of insurance to policyholders.

8
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As a result of the need for investing these funds, life insurance
is one of the most important sources of capital to finance the na-
tion's economic growth and to provide jobs for an expanding pop-
ulation. The obligations of U.S. life insurance companies are backed
by some $205 billion, invested in an almost endless variety of ways.

Under the broad heading of investments in mortgage loans and
real estate, life insurance funds help to build homes, farms, apart-
ments, office buildings, stores, shopping centers, hotels, motels and
other essential facilities. The life insurance business also set in
motion a special urban investment program to invest $2 billion for
needed housing and jobs for people living in blighted city areas.

Under a second broad heading of investments in American busi-
ness and industry, life insurance funds help to provide modem
plants, equipment and working capital for almost every type of
enterprise. For example, life insurance funds are a vital factor in
financing jet planes for airlines, nucM ar generating plants for electric
companies, radio and television broadcasting facilities, natural gas
pipelines, and research and production facilities for the plastics,
chemical and drug industries.

Still other life insurance investments include Federal and local
government bonds, some foreign securities and loans to policy-
holders themselves.

Thus, life insurance dollars play a significant role in helping to
provide the nation with the capital needed for its growth. They are
put to work for the policyholders until needed to pay the benefits
for which they were purchased.

9

124 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



121

2p

Modern life insurance plans are designed to meet almost every
circumstance in which there is loss of earning power.

In recent years coverage has not only been liberalized, but policy-
holders can select the payment plan that is easiest for them. Most
people have individual policies or group plans, or both.

Although insurance plans go a long way back in history, it was
not until 1854 that life insurance began to meet the needs of large
numbers of people. In that year a new type of individual life insur-
ance plan became available to low-income industrial workers in
England. The new policy was cheaper than past plans and was
paid for at the home when the life insurance agent called each week
or month. This type of insurance was introduced into the United
States in 1875 and became very popular, reaching far more people
for many years than did the earlier type of individual policies. The
insurance is known as industrial insurance, the word coming from
the industrial workers for whom it was designed. The earlier type
of individual insurance is called ordinary insurance, a term which
was perhaps not well chosen but which appears to be embedded in
the language of life insurance.

"Ordinary"
Life Insurance

"Ordinary" life insurance is used to provide not only a sum of
money to enable one to "die even with the world," but also a con-
iinuing income to a widow and children, making it possible to keep

10
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the family and home together. In addition, it is purchased to pro-
vide a life income to the widow after the children are grown. It can
pay the children's way through college and retire the mortgage on
the family home.

People use ordinary life insurance not only for protection but
also as a means of accumulating money through cash values for
their own use in later life. The value of the policy may then be taken
either in one sum or in an income which will continue as long as
the insured person lives.

In addition to these individual and family uses, ordinary life
insurance is very frequently used in the business world to insure
the lives of business executives and other key men for the benefit
of the business. In small corporations and partnerships all part-own-
ers are often insured. This makes it possible when a part-owner
dies to promptly pay his family a prearranged price for his interest
in the business. It enables the surviving part-owners to continue the
business. It avoids delay in settlement or even liquidation.

Premiums for ordinary policies are usually paid directly to the
company annually, semi-annually, quarterly, or monthly. Policies
are almost always issued in units of $1,000 or more. The average
size ordinary policy purchased in 1969 was $10,760. A medical
examination is frequently required of each applicant as one factor
in qualifying for a policy, although most companies write "non-
me lical" ordinary policies for limited amounts.

Group Life Insurance
Group life insurance was introduced in 1911 and, as the name

implies, this form of insurance provides a means for insuring a
group of people under one policy.

The most usual group is made up of the employees of a business
organization who are insured without medical examination under a
master contract issued to the employer. Each insured employee re-
ceives a certificate stating the amount of his insurance, the name of
the beneficiary he selected and a summary of his rights and benefits.
His insurance is often one to two years' salary or earnings.

Group life insurance is usually issued on the term insurance basis.
That is, the premium collected for the entire group buys protection
only from one year to the next and does not buy permanent protec-
tion. The employer and employees usually share the cost of group
insurance, the employees' portion being deducted (with their con-

11
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sent) from their salary or wages, and the balance of the premium
being paid by the employer. The employer may, however, pay the
entire cost.

If an employee leaves his employer he loses his group insurance,
but the employee has a valuable right, namely that he may buy an
individual policy for the same coverage (paying the premium at his
age) even though he may be uninsurable at that time. This con-
version privilege must be exercised within 30 days of the termina-
tion of his employment.

In recent years various plans of group permanent life insurance
have been developed. The cost of these is higher. However, the
employee leaving his employer retains some part of his group pro-
tection as fully paid permanent insurance. He also has the right to
buy an individual policy, without evidence of insurability, equal to
the balance of his group protection.

Originally, when an employee retired his group life insurance
stopped. But now it is generally continued by his employer. The
amount of coverage is usually reduced. For some the reduction
is immediate and to a nominal amount of $1,000 to $2,000; for
others, the reduction is made, in steps over a five-year period, to
about 50 per cent of the benefit pr-ior to retirement.

Industrial Insurance
With the economic gains of American workers in recent decades,

and with their increased ability to purchase larger policies in the
ordinary category, the total amount of industrial life insurance in
force in the United States his declined gradually since the mid
1950's while, as a percentage of total protection it has decreased
from some 14 per cent twenty years ago to 2 per cent at the end of
1970.

Many of those who in prior years would have, purchased indus-
trial insurance are still receiving, however, the service of a life insur-
ance agent, who is calling at their homes, but now they are buying
ordinary insurance and paying monthly premiums. This insurance
is classified in the statistics of the business as monthly debit ordinary
insurance.

Industrial life insurance is issued in individual policies almost
always less than $1,000. The average size industrial policy pur-
chased in the United States was $810 in 1969. This form of insur-
ance is usually issued without medical examination, although an
examination may be requested by the company.
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Credit Life Insurance
Credit life insurance is used to repay a personal debt should the

borrower die before completing the payments. It is based on the
belief that "no man's debts should live after him." It was intro-
duced in 1917 in the United States in connection with installment
financing and purchasing. Originally, and for many years, this
coverage was provided by policies that individuals purchased for
themselves. Now, the vast majority of the coverage is group insur-
ance provided under a master contract issued either to a bank or
other type of lending agency or to a retail store selling goods on the
installment plan. The average under group coverages is $1,010 per
individual loan. Credit life insurance accounted for 7 per cent of all
life insurance in the United States at the end of 1969.

Participating and
Nonparticipating
Policies

There are several ways of classifying individual life insurance
policies. One is whether it is participating or nonparticipating.

For a participating policy, the premium rate is fixed at an amount
somewhat greater than the company expects will be needed under
normal conditions to pay for the cost of providing insurance. The
policyholder receives a refund, in the form of a dividend, based on
actual operating experience together with an estimate of future cost
trends. Specifically, the dividend represents the portion of the par-
ticipating premium not needed for the following purposes: to be
set aside for'present and future benefit payments to policyholders
and beneficiaries (known as the reserve), to be set aside for possible
contingencies (known as the surplus fund), and to meet the operat-
ing expenses of the company.

Under a participating policy, the policyholder has the guarantee
that he will never be called upon to pay more than the premium
rate specified in the policy. But the net cost of a participating policy
cannot be guaranteed in advance since it depends upon actual op-
erating experience from year to year.
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In a nonparticipating policy, the premium rate is fixed at an
amount which represents as closely as possible what the company
expects will be needed to pay for the cost of providing the insurance,
and no dividend is payable. This premium rate then becomes the
cost to the policyholder. Thus the actual cost of a nonparticipating
policy is guaranteed in advance for the life of the policy.

What Are the Dif ferent
Types of Companies?

There are two basic types of life insurance companies - stock
companies and mutual companies.

A stock company is owned by stockholders who finance its op-
erations and who assume the risks and responsibilities of ownership
and management. Most stock companies issue only nonparticipat-
ing policies; a few also issue participating policies; a very few issue
participating policies only.

A mutual company has no stockholders. Its management is di-
rected by a board elected by the policyholders for whose benefit the
company is operated. Nearly all mutual companies issue only par-
ticipating policies; a few also issue policies on a non-participating
basis, the owners of such policies having no voice in the manage-
ment.

Individual Policies
and Their Uses

Basically there are only three types of individual policies: term,
whole life and endowment. However, there are many variations of
each type and, in addition, a number of special-purpose policies
combine two or more of the three basic policies with perhaps an
annuity element added. Here is a brief outline of the three basic
policies and of a few special types of individual policies.

1 *TERM POLICY

A term life insurance policy provides temporary protection. The
benefit is payable only if the policyholder dies within a specified
period of time. Some companies offer term policies which run to
age 60 or 65.

14
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A term policy may be convertible; that is, it may grant the privi-
lege of exchanging it, without proving one's insurability, for perma-
nent insurance on either the whole life or an endowment plan, which
have higher premiums but which also contain cash values.

A term policy may-contain a renewal privilege, which gives the
right to renew the policy, without proving one's insurability, at the
end of the original policy term. The renewed term policy will usu-
ally be similar to the first one, except that it will call for a higher
premium rate because the policyholder is older at the time of
change. This renewal privilege is limited to a certain number of
renewals, or the policy may not be renewed after age 55, 60 or 65.
The insurance ends at the close of the final renewal period.

A term policy is frequently used to provide additional temporary
insurance protection on a father's life while his children are grow-
ing up. During such periods, people usually need tnaximum insur-
ance protection at a minimum of premium outlay.

Another typical use of a term policy is to guarantee the repay-
ment of the mortgage on the policyholder's home if he should not
live to do so himself.

Richard Smith is 28 years old, has a wife and a two-year-
old daughter. He has recently been made an assistant fore-
man in the machine shop where he works.

Mr. Smith has owned $12,000 of life insurance for several
years and has $10,000 of group life insurance. He knows
that, provided he remains alive and healthy, he will be able
to take good care of his family. Should anything happen to
him, on the other hand, he realizes that his wife and small
daughter will have to rely solely upon his life insurance and
Social Security.

His family needs additional life insurance protection-
more than he can afford to buy on a permanent basis at this
time. Because his prospects for future advancements are
bright, Mr. Smith decides to buy a $15,000 ten-year converti-
ble term insurance policy. He plans to change it to a whole
life or endowment policy as soon as he can afford the larger
premium required.
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2 * WHOLE LIFE POLICIES

There are policies which provide lifetime insurance protection.
At the death of the policyholder the face value (the amount written
on the front of the policy) is paid to the beneficiary he has named.
A person may select a policy which calls for the payment of pre-
miums for as long as he lives; or for a definite number of years; or
to a certain age; or even in a single sum. His choice should depend
upon an estimate of his ability to pay premiums as well as the pur-
pose for which he is buying the policy.

Straight life or ordinary life, has the lowest premium rate of any
lifetime policy on the "level premium" plan, which means tho pre-
mium stays the same even though the policyholder grows older (see
page 31). It is among the most widely used and is a flexible policy
which can meet many different needs and family situations. While
the policy calls for premium payments as long as the policyholder
lives, many people plan to discontinue premium payments in later
years and take a lump sum or an income for life.

Tom Jones is 35 years old. He has a wife and three chil-
dren, 2, 4, and 7 years old. He owns his own home in the
suburbs and has a good law practice in the city.

Most of Mr. Jones' insurance is on the straight life plan
because this gives him a lifetime program with. maximum
protection per dollar of premium payments. It also gives him
the right to borrow against the cash value of the policy, say
in an emergency.

If he someday wishes to discontinue premium -payments,
he can select any one or, if his policy is large enough, a
combination of the following things:

1. Continue the protection at a reduced amount for the
balance of his lifetime;

2, Continue the full amount of protection for a definite
period of time;
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3. Cancel the policy entirely in return for a cash settle-
ment of guaranteed amount; or

4, Discontinue the policy and receive an income for a
certain limited period of time, or for life.

A limited payment life policy also provides lifetime protection,
but premium payments end after a period such as 10, 20 or 30
years, or at a certain age, usually 60, 65 or 85, according to the
buyer's choice. Because the premium-paying period is limited, the
premium rate is necessarily higher than for the straight life policy.
The higher premium, however, builds cash values faster than a
straight life policy for the same Amount. In all other respects, it is
similar to the straight life policy.

If a person wants lifetime protection, but wishes to limit premium
payments to a definite period of time, such as his best earnings
years, then a limited payment life plan may be the policy for him
to purchase. Since the premium rate is higher than for the straight
life policy, this factor by itself will tend to limit the amount of pro-
tection he can buy for his family.

Jim Brown is 45 years old and has a wife aged 42, but no
children. He is anxious to provide an income adequate to
take care of his wife for the rest of her lifetime, in the event
of his death. He already owns $20,000 of insurance on the
straight life plan.

On the advice of his agent, Mr. Brown buys a $10,000
twenty-payment life policy. In the event of his death, his
widow will receive $2,000 to pay current obligations and
the balance'will be available to her as a monthly income
for life, the amount depending upon her age at the time of
his death. At her current age, Mrs. Brown would receive
about $105 a month in all. If Mr. Brown dies when Mrs. Brown
Is 65, she would receive about $160 a month for life.

The new policy is written on the twenty-payment life plan
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because Mr. Brown wants lifetime protection but wishes to
stop paying premiums on It at age 65, when he hopes to
retire from business. At that time he may wish to discontinue
the insurance protection and elect a lifetime income from
the cash proceeds of both policies.

3@ ENDOWMENT POLICY

An endowment policy enables a person to accumulate a sum of
money which is paid to him at a date named in the policy (the ma-
turitydate). If the policyholder dies before the maturity date, the
money is paid to his beneficiary. Because the premium rate is higher
than that of a limited payment life policy or a straight life policy,
the policy builds higher cash values.

When a person buys an endowment policy, he selects the date
on which he wishes to receive the money. This may be at the ex-
piration of a definite number of years, or at a certain age.

The endowment policy is designed for those who need not only
life insurance protection for dependents but also a definite sum of
money or income at some future date to supplement or replace their

* earnings.
An endowment is often used to accumulate a sum of money for

a specific purpose. Married men who have been able to cover their
family needs with other policies buy endowment policies because

-this plan provides some additional insurance protection for de-
pendents during the endowment period, and also makes possible
the accumulation of funds for retirement purposes.

Single persons who have only moderate family obligations use
endowment policies as a means of regularly setting aside portions
of their earnings for future use as well as to provide insurance pro-
tection for, say, their parents.

People also purchase endowment policies for the purpose of
electing a lifetime income at the end of the endowment period,
rather than taking a lump sum at that time.
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Robert Evans is a buyer in a department store. He Is 38
years old, has a wife 34, and a daughter 4.

He now has $40,000 of life insurance, including $10,000
of group insurance, which, with Social Security, would pro-
vide a modest income until his daughter Is out of high
school, and still leave something for his wife.

Mr. Evans has just received an Increase in salary and
wants to set aside a good part of it. His agent advises him
to buy a $10,000 endowment policy maturing at age 65. This
will enable him to accumulate money for retirement. With
this plus his company pension and Social Security pay-
ments, he will have a fairly comfortable income.

On the other hand, should Mr. Evans not live to age 65
the proceeds of this new policy, added to his present Insur-
ance, will provide a more adequate income for his wife.

SPECIAL POLICIES FOR FAMILY PROTECTION

Special policies have been developed to help meet the insurance
needs of the head of a family with minor children. The head of such
a family needs life insurance protection to provide:

Funds to pay off debts and to meet his last sickness and
* burial expenses.

An income which will help provide for the children until they20 reach maturity.

3Funds sufficient to allow the widow to get readjusted in life,. if not sufficient to provide her with a life income.

The first and third needs call for permanent life insurance pro-
tection- that is either a straight life, a limited pay life, or an
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endowment policy. The second need requires only temporary pro-
tection and can be met by term insurance.

The family income policy combines these two types of protection.
The permanent part is usually a straight life policy. The temporary
part is reducing term insurance which runs for 10, 15, or 20 years
from date of purchase - which is called the family protection period.

Thus a $10,000 family income policy would provide a family
with an income of $100 a month (1 per cent of $10,000) at the
death of the father for the balance of the protection period.

Additionally, it would provide $10,000 for the family from the
permanent portion of the policy. Most policies are arranged to pay
this $10,000 immediately on the death of the father, but it can in-
stead be used to provide an income.

If the policyholder outlives the family protection period, he has
simply a permanent life policy for $10,000 - the term portion hav-
ing ended. At or near the end of this period, his policy provides for
a reduction in premium to that of the $10,000 permanent life policy
alone.

Many companies will provide the family income benefit by is-
suing a "rider" that can be purchased as a supplement to a perma-
nent policy which the policyholder already owns.

Companies also offer a family plan policy which also combines
straight life with term insurance protection. A typical unit places
$5,000 of straight life insurance on the father, $1,000 of term in-
surance to age 65 on the wife, and $1,000 of term insurance to age
18, 21 or 25 on each of the children. The protection continues as
the family group changes. For example, newborn children are auto-
matically covered at no additional cost when they become 15 days
old.

Another type of special policy is based on the idea that a young
man needs a lower premium rate for a few years and can thereafter
afford to pay more while buying an amount of insurance which
remains the same throughout life. This is often called a modified or
graded-premium policy. Some companies offer policies with pre-
miums increasing yearly for as many as 11 years before becoming
fixed at a stated level.

A policy for those under age 21, which will jump to five times
the amount of coverage after age 21, has proved to be very popular.
It is generally known as a "jumping juvenile" policy. The premiums
remain the same throughout life but are higher than for regular
juvenile policies.

20

135 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



132

Some Recent Developments
One of the most important developments in individual life insur-

ance is the guaranteed insurability option. This allows the policy-
holder to buy additional insurance even if he has become uninsur-
able. The option is generally offered with the purchase of a whole
life or endowment policy to buyers under age 40. Additional insur-
ance can be purchased every three or four years, usually in the
same amount as the original policy but often no more than $10,000
each time.

A development which facilitates the payment of monthly premi-
ums, is the preauthorized check plan. The life insurance company,
with the authorization of the policyholder and the consent of the
bank, draws a draft or check each month on the policyholder's ac-
count for the amount of the premium.

Premiums are graded by size by most companies so that the rate
per $1,000 of life insurance decreases as the size of the policy pur-
chased increases. Also, most companies write insurance at lower
premium rates for women than for men in recognition of the some-
what lower mortality rates for women.
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3i

Income protection that the policyholder himself can enjoy...
that's what life annuities are all about. Life annuities are different
from regular insurance:

Life insurance provides a set sum at the policyholder's death.
(Under endowment policies, a set sum is provided to the pplicy-
holder at a future date if he is still living, or to his beneficiary if
he dies before that date.)

Life annuities provide an income to the contract owner (the
annuitant) for his entire lifetime.

People buy life insurance because they may not live long enough
to support their families. People buy life annuities because they
may outlive their earning years.

Life insurance policies and annuity contracts complement each
other. The proceeds of life insurance policies may be turned into
annuity income. Insurance policies may be included in some types
of annuities. Thus, while life insurance is designed to furnish pro-
tection for dependents and while life annuities are designed to fur-
nish income for old age, each may meet part of the other objective.
Both insurance policies and annuity contracts have their uses in a
well-balanced personal security program.

Annuities are based on the principle of a group of people getting
together and sharing risks. Individually, these people could not
spend their savings without fear of outliving their principal. Some
would die before their principal was exhausted, but others would
live long after their money had disappeared.
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However, as members of a group of 'annuitants, each of these
people can turn all or part of his savings over to a life insurance
company and secure in exchange a guarantee that the company will
pay him a regular income as long as he lives. While a life insurance
company does not know how long any individual member of the
group will live, it does know approximately how many in a group
will be alive at the end of each successive year. A company can
thus calculate the amount that each member of the group would
have to contribute to the pooled funds.

Sometimes people ask, "Can I stop the annuity payments I am
now receiving and get cash for the balance of the payments?" No;
once the payments of a life annuity have started, the contract can-
not be cancelled and a refund obtained. Otherwise the plan would
not work for all members of the group. But a person can usually
get a refund if he is not yet receiving annuity payments.

Sometimes a prospective annuitant - one who has not begun
to receive income payments - wishes to change the retirement age.
A person may want to retire at 55 or 60 instead of at 65 as originally
planned. This can be arranged with the insurance company, often
as a matter of contract right. Since the company would have to
make income payments for a longer peiod of time, each payment
will be smaller. If the annuity is currently being purchased and the
change calls for premiums to stop at age 60 instead of continuing
to 65, then each income payment will be smaller for this reason
as well. The combination of fewer premium payments to the com-
pany and more income payments by the company means substan-
tially smaller benefits at age 60 than at 65.

Annuities, like life insurance, are available on both the individual
and group basis.

Individual Annuities
Individual annuities can be purchased on one life or on two to

provide an income in old age. But they can also be used to provide
an income at a comparatively young age.

Payments for individual annuities are made to the life insurance
company either in one lump sum, or in annual or more frequent
installments. Annuity contracts are issued in units of $10 of monthly
income or $100 of annual income starting at a given age, such as 65.
They are also issued in terms of income based on units of $100 of
annual premiums (or $1,000 of single premium) at say age 65.

23

138 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



135

Because an annuity completes the circle of personal and family
protection, it is included as an income alternative of most individual
life insurance policies. This means that in place of a lump sum
settlement, a beneficiary may receive an annuity. The policyholder
himself can decide if he wants his beneficiary to receive this form of
payment. (The beneficiary can make the same choice instead of
taking a lump sum payment.) Policies generally permit the policy-
holder to use the cash value-of his policy to "buy" a life income for
himself, at say age 65, at the rates stated in the income settlement
options of the policy.

Types of Individual
Annuity Contracts

While the following descriptions apply principally to individual
annuity contracts, they also relate generally to benefits under group
annuity plans and to the income provisions of ordinary life insur-
ance policies.

Individual life annuities can be classified several ways.

STRAIGHT LIFE AND OTHER LIFE ANNUITIES

A straight life annuity pays an income to an annuitant for the
rest of his life; no further payments are made to anyone after he
dies. This type of annuity furnishes the largest amount of lifetime
income per dollar of purchase money. This annuity is recommended
for the person who needs maximum income and either has no de-
pendents or has taken care of them through other means.

Some people dislike the idea of a contract that might pay them
an income for only a few months and then stop if they died at that
time. Actually, of course, the life insurance company uses the re-
mainder to provide an income to other annuitants who live longer.

Even when an annuitant clearly understands this and insists on
buying a straight life annuity, the heirs are frequently dissatisfied
if the annuitant received only a few payments and then died. It is
hard to convince them that this money does not go to the company,
but to other annuitants who live a long time.
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Annuities with either a guaranteed period of payment or a refund
provision help solve this problem.

A life annuity with Installments certain pays an income to
the annuitant for life. If, however, the annuitant dies within
the guarantee period, the income payments for the balance
of the period are paid to a beneficiary selected by the an-
nuity holder. This period is usually 10 or 20 years and is
often expressed as 120 or 240 months. The company is ob-
ligated to pay income benefits, in any case, for the 10 or 20
years. Some contracts give the beneficiary the right to com-
mute the balance of guaranteed payments coming to him -
that is, to collect their discounted value or present worth
in one lump sum.

An Installment refund annuity likewise pays an income to
the annuitant for life. But if the annuitant dies before he has
received as much money as he paid in, income payments
are continued to his beneficiary until total payments equal
that amount.

A cash refund annuity also pays an income to the annui-
tant for life. However, if the annuitant dies before he has re-
ceived as much money as he paid in, the balance is paid
in one sum to his beneficiary.

A straight life annuity is advisable for the person who wishes to
receive the largest possible income for his money. A life annuity
with installments certain or a refund annuity is advisable for the
person who not only wants a lifetime income but who also wishes
to provide some payment to his beneficiary in the event of his early
death. For a given amount of purchase money, the income is less
under these plans than under a straight life annuity because of the
additional benefits.

IMMEDIATE AND DEFERRED ANNUITIES

Annuity contracts can provide an income beginning either im-
mediately after the contract is purchased or some years later on a
maturity date chosen by the annuitant.

The income from an annuity is paid monthly, quarterly, semi-
annually or annually according to the annuitant's wishes.
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An immediate annuity is purchased with a single payment. The
income starts one month from the purchase date if income payments
are on a monthly basis - or one year from the purchase date if in-
come payments are to be made annually. Immediate annuities are
generally purchased by people in middle or later life. They want
this income to begin almost at once and to continue as long as
they live.

Ralph Allen Is 60 years old. He has just retired from his
position as a bank cashier. He is single and has no close
relatives.

Mr. Allen has saved a modest sum of money but it Is
hardly enough to yield an adequate Income even when
added to his Social Security and his early-retirement pen-
sion.

Enjoying good health and desiring a lifetime income free
of investment worries, he decides to buy an immediate an-
nuity of the straight life type. This will guarantee him a
monthly check for as long as he lives.

A deferred annuity provides an income which will begin on a
future date. This annuity may be purchased by a single premium.
More often, it is paid for in installments over a period of years.
Deferred annuities are usually bought by people who do not need
life insurance, or who already have adequate-life insurance.

Most individual retirement plans that are popularly known as
deferred annuities are akin to life insurance. They build up cash
values more rapidly than the usual life insurance policy in order to
accumulate a fund that is later used for an immediate annuity. De-
scriptions of two such plans follow:

The retirement annuity, to which companies give various names,
is issued to meet the needs of people who want to save regularly
for a life income and who need no insurance protection. This con-
tract is really an accumulation at interest of premiums paid, less
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expenses. The amount accumulated at the end of the deferred period
is used to buy life annuity of the straight life or another type of life
annuity. The usual unit for this contract is $10 of monthly retire-
ment income at the selected age which is generally 65.

Added to each unit of retirement income is a very small amount
of life insurance protection - just enough, in fact, to provide death
protection during the early years of the policy equal to all premi-
ums paid. After that time the cash value accumulation exceeds the
total of premiums paid and becomes the death protection, the insur-
ance element ceasing. As the cash value builds up, the death pay-
ment likewise increases.

Prior to the maturity date, the policy has a cash surrender value
and also a loan privilege. During the early years of the policy, due
to expenses and insurance costs, the cash and loan values will be
less than the total of premiums paid.

Eleanor Young is'a laboratory technician. She is able to
save regularly and has built up a fund to meet emergencies.
She also has a small life insurance policy to cover final
expenses.

For her needs, a retirement annuity is ideal. It enables
her to- set aside money regularly for her retirement. Her
sister, whom she has selected as beneficiary, will receive
at least the amount of the premiums she paid if she dies.
The policy provides her with a fund on which she can bor-
row in case of need. She can cash the policy in if her situa-
tion changes and except for the early years she will get back
at least what she paid in.

The retirement income policy, to which companies also give vari-
ous names, is a variation r(f the retirement annuity. This contract
includes a substantial insurance element coupled with each unit of
$10 of monthly income at the retirement age selected. The insur-
ance element ranges from $1,000 to $1,500 for each $10 unit. In
all other respects this contract is identical in principle to the retire-
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ment annuity. The death protection is the insurance element until
the cash value exceeds that amount and becomes the death pro-
tection.

The retirement income policy fits the needs of many types of
people. Single persons often find that the insurance furnishes them
all the protection they need while the policy directs their premium
dollars principally toward filling retirement needs. People with
dependents who have purchased nearly all the insurance protection
that they want and now wish to strengthen their retirement program
find this policy helpful. It-strengthens their insurance program which
is an advantage, while it lays principal stress on building a retire-
ment income.

Ronald and Mary Roberts have three children. They own
their home, have a bungalow at the beach and a life Insur-
ance program which includes plans for the education of the
children.

Now they want to make plans for their own old age so
that they will not be a burden on the children. But they real-
ize they need more life insurance to buttress the program
they already have.

Mr. and Mrs. Roberts decided to take out a retirement
income policy on his lifewhich will give them $200 a month
of income when he reaches 65. This policy adds $20000 of
life insurance protection now. Later, when the death protec-
tion exceeds $20,000, it will still fit the needs of the family
because other policies will- have been used to provide for
the education of the children.

JOINT LIFE AND SURVIVORSHIP ANNUITIES

Most life annuities are based on the life of a single person. It is
possible, however, to purchase a joint life and survivorship annuity
based on the lives of two or more persons. This type of annuity pays
an income until the death of the last survivor of the two or more
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annuitants. Some of these contracts continue the full amount of the
original income until the death of the last survivor. Others provide
for a reduction to two-thirds or one-half -of the original income at
the death of one of the annuitants.

Joint life and survivorship annuities are generally purchased by
two people - for example, man and wife, two brothers, or two
sisters. Generally they are immediate annuities, purchased in mid-
die or later life to provide an income that will continue as long as
at least one of the annuitants is still alive.

Joint life and survivorship annuities can be set up from the
proceeds of ordinary life insurance policies. Also they are fre-
quently selected instead of single life annuities payable under group
annuity plans.

INSURED PENSION PLANS

For many years, life insurance companies have specialized in
designing pension plans of various types for employers who wish
to provide in a systematic way for the retirement of their employees
at certain specified ages, such as 65. Such plans underwritten by life
insurance companies are known as insured pension plans. In order
to qualify as an employer business expense, all pension plans must
be approved by the Internal Revenue Service. To secure approval,
the plans must meet certain requirements established by law and
by supporting regulations. They are then referred to as qualified
insured pension plans.

Life insurance companies use a variety of plans for their insured
pension plans, according to thf needs of the individual employer.
The basic types of insured pension plans are described on the fol-
lowing pages.

Group Annul t i e s
The first group annuity contract was issued in 1921 for the pur-

pose of providing a company- sponsored employee retirement plan.
The early growth of this coverage was slow but in recent years it
has developed at a rapid rate. Group annuities are issued to a num-
ber of employees under a master contract held by an employer.
Each employee receives a certificate stating the retirement age at
which the income is to start and outlining his rights and benefits.
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The employer and employee frequently share the cost, the employ-
ee's portion being deducted from his salary or wages. However, the
employer often pays the entire cost.

In 1969, about 90 per cent of payments into all types of insured
plans were made by employers and 10 per cent by employees.

VARIABLE ANNUITIES

Most annuities are designed to provide a specified amount of re-
tirement income for life in the form of a monthly check. The variable
annuity guarantees an income for life, but monthly payments may
vary because they are largely based on equity or stock investments.

Variable annuities are most often available on a group basis
through employers as a retirement benefit for workers, the employer
usually sharing in the cost. But an increasing number of companies
are making variable annuities available to individual purchasers.
As with conventional annuities, these can be paid for in installments,
or with a single payment.
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4

A look at fire insurance premiums will help you understand how
life insurance premiums are figured.

Only a very few houses in each community are damaged or de-
stroyed by fire each year. No one knows whose house will catch
fire, but if every homeowner were to pay a small amount into an
insurance fund, those who do suffer losses can be compensated.
Past experience is usually a reliable guide to these losses, and the
premium or cost of the insurance can be figured accordingly.

While most houses never suffer fire damage, every person now
alive must someday die. And while the risk of a house catching fire
does not increase, as a rule, as the house gets older, the risk of
dying does increase each year.

Fire insurance rates are set at an annual level. But to provide life
insurance premiums at an annual level, the premiums would have
to be increased each year to meet the increased risks of growing
older. This is a very poor and expensive way to buy lifelong pro-
tection. Some people have tried to do so and found this out from
actual experience. It is particularly unsatisfactory in the later years
of life, when the yearly cost increases to a point where many people
cannot afford to carry life insurance that they still need and want.

Level Premium System
There is a way of buying life insurance and paying the same

amount of premium each year. This system is.known as the level
premium system of life insurance.

The level premium way of paying for life insurance means paying
31
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more in the earlier years of the policy than the cost of your protec-
tion at those ages and less in later years of the policy than the cost
of protection at the older ages. The additional money which the
policyholder pays to the life insurance company in the earlier years
helps pay the greater cost of life insurance protection at the older
ages so that there is no need of the company's increasing premium
payments at that time.

There are two advantages to level premium life insurance.
For one thing, by paying a little extra In your early years, you
avoid a rising insurance cost in your later years. A second
advantage is that you are building up a cash value which can
be very useful In time of emergency or opportunity.

How Your Premium
I s Fgured

How does an insurance company know what to charge as a level
premium, in order to have enough to provide insurance protection
during your entire lifetime? - or, if you have an endowment policy,
to provide protection from the time the policy is purchased until it
matures and the company pays the face amount?

The Companies have kept careful records of large groups of peo-
ple. They have recorded the number of those living and dying at
each age of life. These records show that the rate of death at each
age of life is predictable with sufficient accuracy to estimate future
deaths based on past experience. The statistics of "the march through
life" are compiled into a mortality table.

Suppose that you and a number of other people wish to insure
your lives. Further suppose that everyone in your group is 20 years
old and that to begin with, there are exactly 10,000 persons in the
group. For the sake of illustration, assume that you plan to provide
the dependents of each member of the group with a payment of
$1,000 at the death of that member. Let's say that each member
agrees to pay the same amount now and at the start of each year
as long as he lives. What must this annual payment be?

At age 20 the mortality rate of 1.79 per 1,000 people means
that approximately 18 out of 10,000 will die before reaching age 21
and that 9,982 will be living. The rate at age 30 of 2.13 indicates
that about 21 out of 10,000 persons at that age will die before
reaching the age of 31, and so on until the last surviving member
of the group has died.
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The Insurance company which agrees to carry out this
plan must prepare to pay a total of $18,000 to the depen-
dents, or beneficiaries of the 18 persons dying the first year;
and so on every year until all members of the group have
died and a total of $10,000,000 has been paid to benefi-
ciaries.

There will be a total Of 10,000 payments by policyholders
of the group to the company the first year, plus 9,982 the
second year, and so on. According to the mortality table
these add up to a total number of annual payments over all
the years of 508,703 made by this group.

A total of $10,000,000 must be paid by the Insurance com-
pany and since the company will collect 508,703 equal In-
stallments from policyholders, simple division tells us that
the annual payment would be $19.66.

Under this plan, your group. will pay the insurance company
more than necessary to meet all claims in the early years, and the
additional sums Will be available for investment. Assuming that the
company can earn interest on the investment of these funds, then
these earnings can be used to help pay claims. This reduces what
the policyholders would otherwise have to pay.

If 3 per cent interest is earned, for example, each member of the
group need pay a premium of only $9.56 a year instead of $19.66.
In other words, the payments over the years for everybody need be
only $4,863,201 instead of $10,000,000. In this sense, an average
of $10.10 a year for each member is paid toward the insurance cost
by interest earnings or a total for everybody of $5,136,799.

That's how life insurance operates. In actual practice there are,
of course, the operating expenses of the insurance company to which
each member of your group contributes. Hence, the premium you
pay is increased by a charge to meet expenses. In addition, to protect
the policyholders' fund, it is usual to add a small amount which may
be used to meet investment losses, mortality fluctuations and other
contingencies.

Every company Is made up of policyholders representing
many age groups, who have purchased various types of pol-
icies at different times. Furthermore, new Individuals pur-
chase policies every day, thus forming new groups.

All this is oversimplified, but correct in principle. The actual

calculations take all of these factors into consideration.
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How Policyholder
Benefits are Guaranteed

The level premium system of life insurance has been in use in
the United States since 1807, and has been proven by experience
to be the only sound way for an individual to buy insurance that
will protect against death at any time of his life. As we have seen,
it requires simply an application of arithmetic to determine what
premiums should be charged and how funds collected should be
managed.

Collecting more funds than are actually needed in the earlier
years of life, creates definite obligations on the part of a company
to its policyholders. These obligations are called "reserves required
to meet benefit payments to policyholders and beneficiaries" or,
more briefly, policyholder reserves.

In supervising life insurance, the states have realized the necessity
of carefully measuring these obligations. State laws specify the mini-
mum basis for calculating them. For this reason, the obligations are
more often called "legally required reserves" or simply legal reserves.
This is the amount of money at any particular time which, together
with all future premium collections and future interest earnings,
will enable the company to pay all future policy benefits. The com-
pany must hold assets corresponding in amount. In fact, the owner-
ship of assets equal to these reserves and other liabilities is the test
of a company's solvency. This is the test of a company's ability to
meet all oj its present and future obligations.

The measure of a company's obligations must be made for each
group of policyholders who purchased insurance of the same kind
at the same age in the same year. These obligations make up the
largest part of a life insurance company's liabilities.

Financial Operations of
a Life Insurance Company
PREMIUM AND INTEREST INCOME

Taking the total income of all life insurance companies in-the
United States for 1970 as just one dollar, premiums paid by policy-
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holders made up 78.4 cents of that dollar. An important part, 21.6
cents came from interest earnings.

Premium payments alone do not pay the full cost of life insurance
protection. The interest earnings (21.6 cents in 1970) pay a sub-
stantial part of the insurance costs. As we have seen, when life
insurance is purchased on the level premium plan, some dollars
are not needed at once but will be needed later. Insurance companies
invest these dollars (see pages 9 and 33) so that they will earn
interest for the policyholders- until needed.

OUTGO AND FUNDS FOR FUTURE BENEFITS

How is the average life insurance dollar paid out? Most of it,
77.3 cents in 1970, is placed in a reserve fund all of which will be
paid out in current and future benefits to policyholders and their
beneficiaries. (Incidentally, in 1970, 55.8 cents was paid out from
that reserve fund to policyholders and beneficiaries.) Surplus and
contingency reserves, both of which are available for emergency
use, were strengthened by 1.4 cents from the outgoing dollar in 1970.

Operating expenses in 1970 required 17.3 cents. This was made
up of 7.1 cents for commissions paid to agents and 10.2 cents for
salaries of company personnel, rent, and other management costs.

Taxes paid by life insurance companies were 4.4 cents of the
average 1970 outgoing dollar. The balance of the outgoing dollar,
amounting to 1.0 cent was paid as dividends to stockholders of
stock life insurance companies.

Life insurance money "goes back to Main Street" twice....
First, it goes back to workon Main Street as investment money.

It helps build and expand plants, pave highways, extend power
lines, helps finance homes, schools, and improve farms. It makes
jobs.

Second, life insurance money goes back to Main Street when paid
to policyholders and beneficiaries. Then it helps keep families
together, keeps children in school, gives older couples a more secure
retirement.
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A life insurance policy is valuable only if it meets the policy-
holder's objectives. When original objectives change, most policy-
holders find that their insurance policies are flexible enough to meet
these new conditions. It is not necessary to give up the old policy.
But the policyholder should study his policy carefully and discuss
it in detail with his life insurance agent.

What if You Stop Paying
Premiums?

Sometimes a policyholder who has purchased life insurance on
the level premium plan finds that for one reason or another he
wants to stop paying premiums and withdraw from the group of
insured people.

Had such a policyholder purchased term insurance, in effect
paying his share of that year's death claims and expenses, he would
have had his protection at cost, and be entitled to nothing more.

But if he had bought it on the level premium plan, he and other
policyholders in his group paid premiums which were more than
needed to pay claims in the earlier years, thus building up a fund
of assets with which to meet claims in later years. As a continuing
policyholder, he shares along with every member the aid of the
accumulated fund of assets in carrying out his insurance contract.
It follows that when he withdraws there is an accumulation of assets
out of the premiums paid by him to which he is entitled.

In the early days of legal reserve life insurance a withdrawing
36
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policyholder sometimes received no further benefits when he ceased
paying premiums. This was commonly called a "forfeiture."

It became the custom of more progressive companies to establish
a value to withdrawing policyholders, called nonforfeiture values.
Some companies made a cash payment -xhile others continued
insurance protection beyond the date w;itA premium payments
ceased.

In 1861, through the efforts of Elizur Wright, then Commissioner
of Insurance of Massachusetts, the first statute was enacted which
gave a withdrawing policyholder a legal right to a nonforfeiture
benefit. Thus the law required recognition of the best business cus-
toms of its time. This statute granted an extended term insurance
benefit, which stated the minimum values that must be provided,
upon withdrawal after a policy had been in force for a few years.

Today, individual policies of all legal reserve life insurance com-
panies (other than most term insurance policies) provide a choice
of nonforfeiture values by a policyholder who stops paying pre-
miums, after a policy has been in force a few years. The minimum
values that must be provided are specified by law in many states,
although companies often pay more than these require.

The basic type of nonforfeiture value is the cash value. There is
a choice of two other nonforfeiture benefits if the withdrawing
policyholder wants some continued insurance protection. One is
called extended term insurance and the other reduced paid-up insur-
ance. A fourth type, which actually is not a nonforfeiture value, is
sometimes provided in the form of automatic premium loans.

.. CASH VALUE

The cash value is the amount of money that will be paid to the
owner of a level premium policy if he stops paying premiums. It is
a value that is guaranteed in his contract as required by law.

Why do policyholders ask for their cash values? Almost all such
situations can be summed up as either "changed insurance needs"
or "emergencies calling for cash." Some policies aie purchased to
protect the family only for as long as that need exists and then the
policies are cashed in for a specific use.

For example, straight- life policies are often purchased to insure
the education of children in the event of the death of the father.
But if the father is living when college days arrive, he plans to meet
those expenses in part from current earnings and in part from the
cash he will get from turning in his insurance policy.
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Today many people reaching retirement age arrange to take their
cash values in the form of income. This is a growing use of life
insurance and is discussed more fully on pages 39 and 41.

Many requests for cash reflect an upset in family finances. There
have been general business declines which changed the lives of
many families, but individual financial difficulties strike some fam-
ilies even when times are good. These residt from unexpected ill-
nesses and financial catastrophes. Though life insurance is not
designed as a way of preparing to meet these temporary financial
difficulties, it has helped tide over millions of families at various
points of their lives.

"Permanent" life insurance has a policy loan provision, under
which you may borrow any amount up to the cash value of the
policy. Because you are borrowing from your company's fund of
assets, which are expected to earn interest on behalf of all policy-
holders, it is necessary that you pay interest on a policy loan.

You may repay the loan in one lump sum or -in installments at
any time. If the loan remains unpaid at your death or at the maturity
of an endowment, your insurance company must, of course, deduct
the amount of the loan and any unpaid interest from the proceeds
of your policy at that time. In other words, you simply borrow from
your company just as does any borrower whose bonds the insurance
company buys. Your insurance policy serves as collateral.

It is best not to borrow on your policy except in case of real need.
It is never easy to repay a policy loan because you will not be
requested to do so. You will of course be advised of interest pay-
ments due on the loan.

2. EXTENDED TERM INSURANCE

Suppose you stop paying premiums on your whole life or endow-
ment policy and want to continue the maximum amount of insurance
protection as long as possible. You should ask for extended term
insurance. This gives you continued protection for the full face value
of your policy less any loan outstanding but only.for a limited period
of time, as stated in the policy. In the case of an endowment policy
there may be enough to provide the extended protection to the
original maturity date of this policy and also to provide a reduced
endowment payment to you if living on that date.
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3. REDUCED PAID-UP INSURANCE

This provision enables you to obtain a paid-up policy for a
reduced amount of insurance, payable under the same conditions
as your original policy (life or endowment). If you have a whole
ife policy, the paid-up insurance feature will protect you for life
without further premium payments, but the insurance is reduced in
amount. If you have an endowment policy, your reduced protection
continues to the maturity date named in the original policy, af-
which time you will receive this reduced amount.

4. AUTOMATIC PREMIUM LOAN

Some companies have included a fourth special provision in poli-
cies, the automatic premium loan, which operates as a nonforfeiture
value and will pay automatically any premium that is not paid when
due. The company will charge such premiums against the available
ioan value. The policy continues-in force until the total loan against
the policy equals the cash surrender value. At that time the policy
terminates without further value.

Every policy states which of these provisions will apply if your
premium is overdue and you do not choose a provision within a
given time. This will be either 30, 60 or 90 days. Sometimes you
make this choice in your application. In some states, the law says
which-provision must take effect if the policyholder makes no choice.

Your policy has one or more tables illustrating the nonforfeiture
values. It also states the mortality table and the rate of interest used
in figuring them. Values for years not shown in these tables are
figured in the same way and may be secured from your company.

An Income
From Your Policy?

Nearly all ordinary life insurance policies state that the policy
benefit will be paid as a lump sum of money. However, you or your
beneficiary may find your needs are better suited by income under
an optional settlement or settlement option. When a choice has been
made and it is time for the income to start, companies sometimes
issue a supplementary contract replacing the original policy.
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Under the terms of these options, the proceeds of the policy at
maturity will be held by your company. The company will then
begin paying a regular income in place of the lump sum payment.

All but the very oldest ordinary policies contain these settlement
options. Many owners of group life insurance certificates may choose
an optional settlement provision by applying to their employers or
writing to the company which issued the insurance. Optional settle-
ments are not, as a rule, offered in industrial policies because of the
smaller amounts involved.

Income payment plans may be combined in different ways if the
policy proceeds are enough to warrant it. Payments can be arranged
on an annual, semi-annual, quarterly, or monthly basis. In most
companies, each income payment must be for at least $10, and the
policy proceeds must amount to at least $1,000.

Optional settlement payments may usually be chosen under one
of the following circumstances:

IDuring your own lifetime you may choose an income plan
* for your beneficiary.

If you do not choose an income plan, your beneficiary may
2 do so after you die, but before the policy proceeds are paid.

'Z Although some older policies do not provide for income3 arrangements for a policyholder himself, your company may
allow you to take the proceeds of your policy as income. In
this case, however, the income may not-be quite the same
as that offered in the policy for your beneficiary.

The following are the three most common settlement options:

INTEREST PAYMENTS

The company will hold policy proceeds, paying interest at a
guaranteed rate. Interest payments can be arranged to last for a
number of years or for life. Generally, arrangements may also be
made to permit withdrawals from the principal sum. Finally,
arrangements can be made to have any remaining principal paid to
some other person or organization as beneficiary.

An interest payment plan is used chiefly to maintain an emer-
gency reserve fund - such as for education of children - or when
the money is to be passed along to someone else at the death of the
original beneficiary, or at some predetermined time.
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INSTALLMENT PAYMENTS

The company will make regular payments of equal amounts until
the fund is used up. In the meantime, the company will add interest
on the money remaining to be paid out.

If each payment is for a specific amount, then the length of time
during which the payments will be made depends on:

Amount of the proceeds of your policy,

Amount of the income payment, and

Rate of interest guaranteed in the policy.

If payments are to be spread over a given period of time, then
the amount of each payment depends on:

Amount of the proceeds of your policy,

Number of years the income is to be paid, and

Rate of interest guaranteed in the policy.

If you elect installment payments for your beneficiary, you may
wish to permit your beneficiary to "commute" the remaining pay-
ments - that is, stop income payments and take all the money that
remains in one final sum. Or, you can arrange to have any money
left, when the first beneficiary dies, paid in o66 sum or continued
as income to one or more secondary beneficiaries.

Installment payment plans are most useful when a beneficiary
nceds a definite amount of income for only a limited period of time,
for example while the children are growing up.

LIFE ANNUITY INCOME

One of several types of life annuity income settlements may be
chosen. (See the discussion of annuities on pages 22-30, 49-50.) A
life annuity pays a given income regularly to the annuitant as long as
he or she lives. Some life annuity plans also Puarantee that payments
will continue to another person if the annuitant dies (1) before
the payments total a certain amount, or (2) before they have been

41

156 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



153

paid for a certain length of time. The amount of each payment

depends on several factors, including:

l1 Sex of the annuitant,

2. Age of the annuitant when payments begin,

3 Mortality table used in the policy,

4 - Rate of interest guaranteed in the policy, and

5. Form of life annuity settlement chosen.

Many policies allow the choice of a joint and-survivor life annuity
as an income settlement. The amount payable to the survivor may
be the same or two-thirds of the amount payable when both are
living.

Annuity income settlements are widely used to provide a life
income for a widow, children, or dependent parents. While living,
thep olicyholder earned an income from his job in which the depen-
dents shared. Policy proceeds paid in a lump sum places all of the
insurance money in the hands of dependents at one time. If the
money is to last, the dependents must then conserve it, invest it and
draw only a reasonable amount periodically. An annuity income
places all three responsibilities on the insurance company. In addi-
tion, it guarantees an income for life.

An annuity income settlement is also a very valuable provision
for the policyholder whose life insurance has served its purpose
and who now wants to obtain in its place, a retirement life income.
This can be done by using the cash value to set up an annuity. If
the policy permits the choice of a joint life and survivorship annuity,
the policyholder may prefer this arrangement, which will guarantee
a life income for both husband and wife. (Page 28.) Where a policy
does not specifically permit the policyholder himself to use the
settlement options, the company will advise what income he can
obtain from his insurance.

Policy Dividends and
Their Uses

If you have a participating policy, the premium is fixed at an
amount somewhat greater than the company expects will be needed
42
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under normal conditions. However, the actual yearly net cost of your
insurance is determined only after the factors of expense, mortality
losses, and interest are known. You receive refunds, called divi-
dends, of such amounts as are not needed in the light of the actual
operations, past experience, and present conditions.

These dividends are made up primarily from three sources: (1)
the difference between anticipated and actual operating expenses;
(2) the difference between estimated and actual mortality losse-"
and (3) any interest earned on the investments over and above that
required to maintain the legal reserves. Since dividends are deter-
mined by operating experience, the amount of future dividends
cannot be guaranteed.

You may use the dividends payable under your ordinary insur-

ance policy in any one of four ways:

2l. You may take your dividends in cash.

2* You may use your dividends to help pay premiums.

You may take your dividends in the form of additional3e paid-up Insurance protection.

A You may leave your dividends with the company to accumu-
Z late with Interest.

Many companies now offer a "fifth" dividend option, under which
the dividend may be used to buy one-year term insurance, usually
up to the current cash value of the policy.

Review of Policy
Provisions

When you buy a life insurance policy, the company agrees to pay
a sum of money under specified circumstances, and you agree to
pay a specified premium regularly. A word should be added about
the grace period, which allows 28 to-31 days to elapse after the
premium is due during which it may be paid without penalty. After
that-time, the policy lapses if the premium has not been paid. A
lapsed policy may be put back in force (reinstated) if it has not been
turned in for cash. To reinstate a policy the policyholder must again
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qualify as an acceptable risk and pay overdue premiums with inter-
est. There is also a time limit on reinstatement. The reason for these
precautions is, of course, that the tendency to reinstate would largely
come from former policyholders who believe that they may have
become uninsurable.

A loan from the company is available on a straight life or
endowment policy after the policy has been in force for one, two
or three years, as stated in the policy. This is known as the policy
loan provision and permits the owner of the policy to borrow any
amount up to the cash value of the policy. (Pages 37-38.)

Income provisions, or settlement options, are contained in ordi-
nary life insurance policies. (Pages 39-42.)

An important provision in every policy is the right to name your
beneficiary. In individual and generally under group insurance you
can name one or more persons as contingent beneficiaries who will
receive your policy proceeds if the primary beneficiary dies before
you do. Arrangements can often be made to leave a life interest in
your insurance proceeds to a primary beneficiary with any remain-
ing balance going to 'one or more "secondary" beneficiaries. Other-
wise the money would go into your estate. You can change your
beneficiary arrangements unless they are designated as irrevocable.
In that case, you must have your beneficiary's written consent before
you can make the change.

Ordinary insurance policies may be assigned to cover a debt or
obligation. Unless you have retained the right to change the bene-
ficiary, the beneficiary's consent to the assignment is needed.

Life insurance policies are incontestable after either one or two
years. During this period the company has the opportunity to check
the information you gave in the application for the policy. If a
material false statement was made, a company may seek release
from the policy. For the policyholder's protection, the incontestable
clause fixes the time limit on the company.

If there is an error in reporting the policyholder's age, the com-
pany will pay benefits corresponding to what the premiums paid
would have bought at the correct age.

An ordinary life insurance policy may also include a waiver of
premium disability benefit, an accidental death benefit or both. The
premium rate will be higher if these benefits are included. Under the
waiver of premium benefit, any premiums which fall due after the
beginning of total and permanent disability will be waived. In effect,
the company will pay them. Disability must occur before you reach
a certain age, usually 60, and before the policy natures if it is an
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endowment. The disability must last for at least six months before it
will be considered permanent. The accidental death benefit provi-
sion promises to pay an additional sum equal to the face of the policy
if death occurs by accidental means. The accidental death benefit is
often called "double indemnity." Some companies have policies with
a triple feature. Accidental death must occur within a certain time
after the injury, usually ninety days, and before a certain age,
usually 60 or 65. The "double indemnity" clause says that certain
causes of death are not covered. These causes are ruled out either
because ( 1 ) they result from risks that cannot be calculated, or (2)
the cause of death is not actually accidental.

Some Tax.Aspects of
Life Insurance

Life insurance death payments are not subject to income taxes.
However, they count in an estate, and when an estate is large
enough, the payment of death taxes may be required. If life insur-
ance proceeds are taken as income rather than a lump sum, there is
an interest element in each payment received. This portion is taxable.

Occasionally when a policyholder receives benefits from his own
life insurance, the proceeds are larger than the amount he has paid
in-premiums. The difference is regarded as taxable income.
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Your first policy is but one step in a lifetime protection plan. This
first policy should cover the essential needs of your family... wife,
children and yourself. -

People have different needs for financial security. Husbands have
needs that differ from their wives. Wives who support their families
have needs similar to male breadwinners. Younger single people
have distinctly different needs from older single people.

There are a number of factors to consider before buying insur-
ance. These include present and future sources of income, other
savings and income protection, group life insurance, group annuities
(or other pension benefits) and Social Security.

What Do You Want
Your Insurance to
Accomplish?

Before you consider types of policies, you must decide what you
want your life insurance to do for you and your dependents.

First
What amount of money do you want to leave to your depen-
dents if you should die today? Will you require more or less
insurance protection to meet their needs as time goes on?
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Second
When would you like to be able to retire? What amount of
Income do you feel you and .your wife would then need?

Third
How will you be able to pay for your insurance program?
Which Is most likely, that you will earn more when you are
older, the same, or less than you do now? Are the demands
on the family budget for other expenses of living likely to be
greater or less as time goes on?

When these questions have been considered and some approxi-
mate answers hav, been developed, you are ready to select the types
and amounts of policies which will help you accomplish your
objectives.

A life insurance agent is trained to assist you:

In discovering your needs and in deciding upon their order
• of importance.

2 In selecting the right types of policies to meet these needs
so that as nearly as possible you will have (a) planned pro-
tection for your dependents, (b) planned retirement for your-
self, and (c) a plan for purchasing that will fit your income
and budget.

3 in building your program of individual insurance policies so
that they fit in with your other plans including group cover-
age and other protection.

Life insurance purchased without the help of a life insurance agent
is likely to fall short on one or more of these major points.

Rarely can an individual plan a life insurance program at any
given time that will cover all of life's eventualities. Nor is anyone
able to figure out just exactly how, over the years, he will pay for his
life insurance. Most of us become aware of changing insurance needs
as we go through life. Some changes in our family life can be
anticipated. As other changes occur we see an additional need here,
the reduction or disappearance of a need there. As we earn more
money we find it possible to buy another policy and so build another
part of our insurance program. As changes occur we need an agent's
help in reviewing our needs and in seeing that our current insurance
program is headed toward our goals.

47

162 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



159

The Principal
Life Insurance Needs
of a Family

1 . CASH FOR FINAL EXPENSES

The loss of any member of the family is almost always followed
by inescapable debts - doctor bills, hospital bills, funeral expenses,
unpaid taxes and any other outstanding obligations - the final settle-
ment of personal accounts. These obligations must be met imme-
diately. Unless they can be met from savings or from current income,
life insurance is needed.

Insurance for this purpose should be purchased for the bread-
winner of the family. In families with little or no savings and with
low incomes, some life insurance also may be thought necessary for
the wife and each of the children. Families with moderate savings
and income, or even better means, may feel that they can meet such
situations without life insurance ear-marked for this purpose, par-
ticularly in the case of the children.

2. READJUSTMENT MONEY

The loss of the head of the family cuts off the flow of family
income. Funds are urgently needed until the rest of the family can
carry on. At least some money is necessary until other members of
the family can get out and work. This may mean leaving the younger
children with relatives or making other arrangements for their care.
If the widow is going back to secretarial work, for example, she may
need a refresher course in typing and shorthand.

All families need enough insurance to allow for at least a brief
period of readjustment. Some families can afford no more than this.
Families that can, should arrange the readjustment money so that
it will be paid out in installments over a period of a year or more,
rather than in a lump sum.

3. THE FAMILY INCOME PERIOD

Think how much it means to a widow with children, to know that
she will receive a definite amount of money each month - now that
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she has the sole responsibility for bringing up her family. A regular
income means bread and butter, clothing, and shelter. Equally
important, it means giving the children a fair chance to prepare for
life's work. Most families will want sufficient life insurance, together
with Social Security survivorship payments, to provide at least a
minimum living income for the family until the youngest child is, say
18 years of age. Here again, the policies purchased to cover this
need should be arranged so as to provide an income covering a
period of years, depending upon the age of the children and other
factors.

4. LIFE INCOME FOR THE WIDOW

Most families would like to make provision for an income, not
only for the young family during their "growing-up years," but also
for the widow during her remaining lifetime. After the children
have struck out for themselves, a widow is left alone and her prob-
lems change. It may then be difficult for her to hold down a full-time
job, or she may not wish to do so. A steady income for life, even if
it is only enough to provide part of the income she needs, would be
most welcome.

Also, special provision should be made for the period betweenthe
youngest child's eighteenth- birthday and the wife's sixty-second
birthday because no Social Security payments will be made during
that period.

5. INCOME FOR OLD AGE

Everyone would like to be able to retire someday from active
work, and most of us look forward to that day. The most enjoyable
years of our lives can be those following retirement, particularly if
this time can be spent in doing the things we have always wanted to
do. A regular guaranteed income can help make this possible. In
many cases, this may be provided by a pension plan supplemented
by life insurance. In other cases, it may be provided primarily by
life insurance, perhaps supplemented by income from investments,
or some combination of all three.

Some of the life insurance policies designed to take care of a man's
family may no longer be necessary when he reaches retirement age.
He can then use the cash or- maturity values of these policies to
provide a life annuity income to help take care of himself and his

49

164 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



161

wife. Whatever additional money he may need in the way of a
retirement income can be provided by another policy designed spe-
cifically for this purpose. Here again, when the retirement income
is being planned, a person should take into consideration all other
funds that will be available at retirement, with particular reference
to any pension plan there may be.

6. OTHER NEEDS

Other needs, which a family will want to consider and provide
for as they are able, include the following:

(A) EDUCATION OF THE CHILDREN

Many parents would like their sons and daughters to go to college.
The father's death will not necessarily deprive his children of edu-
cational opportunities if he has made special plans through a life
insurance policy. One such plan has been described on page 37.

(B) REPAYMENT OF MORTGAGE

A home with a mortgage may be a burden instead of a comfort
following the death of the family breadwinner. Provision may be
made to pay off the balance of the mortgage with the proceeds of a
life insurance policy, in the event the policyholder does not live to do
so himself.

Why Do Women Buy
Life Insurance?

Women buy life insurance for many of the same reasons that men
do. They may have dependents and desire to protect them, or they
may have the need or desire to create or supplement retirement
income for their later years.

Traditionally, life insurance in this country has developed as a
means for replacing the income of the breadwinner at death or retire-
ment. Since traditionally the man has been the family breadwinner,
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life insurance for many years was needed and used primarily by men.
As women have come to take more active part in the business

and professional world, their responsibilities have grown and their
needs and uses of life insurance have grown. Many of them con-
tribute substantially to the family income even though the husband
may occupy the place of principal breadwinner. In other families
they are the principal or sole support. They need life insurance to
protect their dependents. They are also finding life insurance useful
in providing their own retirement income and to supplement Social
Security and pensions.

Beyond this, there has been increasing recognition of the eco-
nomic contribution made by the wife and mother who works only
within the home and community, not contributing to the family
income by employment outside the home. Today, it is recognized
that the loss of the wife and mother involves tn economic loss to the
family just as real, although less readily measurable than does the
loss of the husband and breadwinner. Life insurance on the wife is
widely used to help protect the family against this loss.

At the end of 1970, women owned about $205 billion, or 14 per
cent of the life insurance in this country. Their ownership of ordi-
nary policies accounted for much of their total life insurance hold-
ings. They are substantial holders of industrial life policies, and their
ownership of group life insurance reflects their participation in the
business world. The kinds of life insurance and types of policies
purchased by women vary somewhat from men's patterns of buying
just as women's insurance needs differ from those of men.

Why Life Insurance
for Youngsters?

The chief reasons why people buy life insurance for their children
are: (1) just as for grownups, to provide funds to pay for the last
illness and burial expenses; (2) to begin early to instill in their chil-
dren the habit of regular and systematic approach to financial plan-
ning; (3) to provide their children with funds for such things as a
college education, setting up a business, getting married; (4) to help
them secure immediate and permanent insurance protection at rela-
tively low rates; and (5) to help them acquire policies while healthy
and easily able to meet the companies' standards of insurability.

The usual type of life and endowment policies are available on

51

166 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



163

the lives of children. The amount of insurance on a child's life must
not be out of proportion to the insurance carried on the parent's life.

For many years a separate life insurance policy for each child
was the only form of coverage available on children. Today many
children are covered under family plan policies. (Pages 19-20.)

Parents and grandparents frequently purchase a special children's
policy which provides $5,001) of protection after age 21 for each
$1,000 of insurance up to that age. Automatically, such a policy
guarantees that a young person will have a good-sized policy as an
adult, even if he has become uninsurable. (See jumping juvenile
policies, page "10.)

More and more young people of school and college age are buying
life insurance, either independently or through their parents.

What about
Social Security?

If you are eligible, Social Security will help provide what you and
your family need. The local office of the Social Security Administra-
tion of the U. S. government nearest to you will be glad to give you
information about your Social Security or you may get information
from your employer.

In planning your life insurance program, it will be helpful to
estimate the income which may be available under the Social
Security Act for your survivors or at your own retirement. The life
insurance program should be so arranged that it will dovetail with
Social Security.

Your life insurance agent will help you estimate your probable
Social Security payments, and will work out with you a suitable
program which combines it with your life insurance.

There are limits (up to age 72) to what you may earn while
receiving Social Security checks, but life insurance proceeds are
not counted as income here. In other words, Social-Security con-
tinues, even though you may also be receiving monthly payments
under a life insurance policy. _

How to Select an Agent
If you do not already have a competent life insurance agent, find

one - just as you would locate a doctor or lawyer. Inquire among
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your friends and in your community. Find an agent who is well
trained and knows his business - one in whom you can have
confidence.

When selecting an agent, keep in mind that as a client you will
deal with your agent through the years. You will want a man or
woman who will become a trusted friend and adviser.

In all states, the agent must pass a written examination to qualify
for a license to sell life insurance. The good agent has had further
extensive education and training in life insurance, financial planning,
and other subjects related to serving the needs of clients. On his own
initiative, an agent will often continue his education over the years,
frequently under company auspices or through his professional or-
ganization, the National Association of Life Underwriters. He may
be a graduate of the two-year course offered by the Life Underwriter
Training Council. He may also have received the designation of
Chartered Life Underwriter, awarded by the American College of
Life Underwriters following an intensive college-level course of
study.

How to Select a Company
"The first thing of all in judging a life insurance company is
to know the character of the men who manage it; next the
safeguards of the system under which they act; and after
that, the relation of its means to its liabilities. - Elizur Wright
-1859.

That statement is as true today as it was over a century ago. In
choosing a company, you will want to consider its reputation, both
nationally and in your own community. Among other things, you
may want answers to the following questions: Who are the local
representatives? Are they highly regarded by your friends and
neighbors? Does the company have a record of good service to
policyholders in your community? Does the company's agent under-
stand your particular problem, and has he offered you a practicable
solution?

Any agent will gladly give you detailed information about the
company he represents.

Another way to secure important facts about a company is to
obtain from the agent or the home office a copy of the latest annual
report to policyholders. Reports generally cover such subjects as the
varied activities of management, the company's objectives, its prob-
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lems, and its accomplishments, and give a record of the company's
financial results. This will help you get a picture of the company,
and how it operates.

If you wish further information about a company, seek the
guidance of your local banker or some prominent businessman.

The laws of the states require that any company represented by
an agent within the state be licensed by that state. This is evidence
that it has complied with the laws of the state designed for the
protection of the policyholder; is subject to regular periodic exami-
nations by the Insurance Commissioner; has filed its annual financial
reports with the state; maintains required legal reserves; and has
been judged as qualified to do business with the citizens of the state.

If you are in doubt as to whether a company is licensed to do
business in your state, do not hesitate to write your State Insurance
Department at the capital city, where information will be given you
without charge regarding the companies licensed to do business in
your state. Furthermore, results of the periodic examinations are on
file in the State Insurance Departments and are available to anyone
who seeks information.

If a company is not licensed to do business in the state, prospec-
tive purchasers of insurance should be on their guard to secure full
information about the company and the exact terms of the policy
offered.

What About Comparing
Policy Costs?

The most important consideration is to select the policy which best
fits your needs. Buying some particular policy simply because it is
cheaper than another kind of policy, regardless of needs, may prove
to be uneconomical in the long run.

If you wish to make any comparison between the cost of policies
in different companies, it is important to know that policy provisions
are not always identical, and that such differences are likely to affect
the cost of these policies.

If you compare similar policies issued by different companies,
you will find some differences in cost. In the case of participating
policies, your net cost for the year is the premium less the dividend.
Dividends can vary from year to year because of differences in
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the amount .of death payments, investment results and operating
expenses.

In the case of nonparticipating policies, as we have seen, the
annual premium is your cost for the year and no dividends are
payable.

As between similar policies issued on the participating and non-
participating plans, there is naturally bound to be some difference
in cost, one way or the other, over a period of years. However, the
difference cannot be predicted. In fact, it can be measured only as a
result of actual experience.

How to Obtain a Policy
A life insurance policy is issued to an individual following his

application for insurance and acceptance of the application by the
company. An application is sent in to a company by a life insurance
agent after it is filled out by a prospective policyholder.

There are usually two parts to an application. In the first section
the applicant indicates, among other things, the type of policy de-
sired, the amount of insurance he wants, and states his occupation
and the amount of insurance he now owns. In the second section the
applicant gives his medical history. Here the questions are fre-
quently asked by a doctor who examines the applicant, explains
medical terms, and writes the applicant's answers. The applicant
must sign both section of the.application.

A medical examination is frequently required of applicants for
ordinary policies (page 7). No examination is usually required in
connection with group insurance.

In accordance with customary business practices, the company
usually requires an inspection report on the applicant. This is needed
to protect policyholders against possible fraud, by establishing such
fundamental facts as (1) that there is such a person, (2) that he
lives at the address given, (3) that his employment is as stated, and
(4) that his reputation indicates that he is a good moral and financial
risk. Naturally, this information is not sought from the applicant
but from his personal and business acquaintances. A very small
percentage of inspection reports reveal some fraudulent applica-
tions. Every applicant should understand that inspection reports
protect him from paying part of the cost of fraudulent claims that
might otherwise result.
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The information contained in the application, the medical ex-
amination and the inspection report is needed by the company to
see whether the applicant meets the requirements for insurability.
Ninety-seven per cent of all applicants for life insurance do meet
these requirements, although some may be offered policies at slightly
higher rates because of physical impairments or occupational
hazards.

In ordinary policies, a photostat of the application is attached
to the policy and becomes a part of the contract. Some industrial
policies similarly include the application while others simply in-
clude a statement of conditions under which the company may
recall the policy if the applicant has given false information of
material importance. --

A Final Word
on Planning Your Program

In planning your life insurance program, be sure to discuss your
plans with your dependents. Husband and wife should jointly plan
family insurance. Children can be brought into an understanding
of life insurance at an early age.

Most families will find that they can -set up only a part of their
insurance program immediately. It is much better to fulfill the pro-
gram step by step as your increasing income allows and as your
family's needs become more apparent. In other words, buy what
you can today, and cover your most important needs first.

Because the premium rates on new insurance are higher for older
persons, your yearly premium outlay will be less if you buy as you
go along. Then, too, your family will-be protected in the meantime
for at least as much of the program as you are able to provide.

There is also the question of your insurability from the health
standpoint. Today you are quite likely insurable; some day you may
not be able to pass the medical examination. You have no way of
knowing when that day will arrive.
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If you have any questions about life insurance, seek out the
answers. Good sources of information are the Institute of Life
Insurance, the various life insurance companies and life insurance
agents. They can furnish specific facts about types of policies and
how they can be tailored to fit your needs.

As a policyholder, you will find the following five pointers helpful:

1. Keep your company Informed of your address. This is par-
ticularly important. Each year a number of policyholders
move without leaving a forwarding address or notifying their
insurance companies. If you are planning to be away for a
few months, be sure to leave forwarding addresses so that
you may continue to receive premium notices and any other
important-messages ,from your company.

2 Read your life Insurance policy. Be sure that you understand
its basic provisions and benefits. When you do, you will
probably get a better appreciation of the values that are in
your policy and what your policy will do for you. You will
learn something of its flexibility In meeting various needs
and changing situations. You can avoid possible misconcep-
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tions by reading carefully yr'jr written contract. If you have
any questions about your pillcy, your life Insurance agent
or your company will be glad to answer them.

3. Keep your policy In a safe place. You can obtain duplicate
policies If they are lost or destroyed by fire, but not without
some inconvenience and delay. This might occur when you
or your family needs them most. As an additional safeguard
keep a separate record of your policies. Be sure that your
policies are accessible both to yourself and to your bene-
ficiary and that your beneficiary knows where they are kept.
Generally policies must accompany requests to the com..
pany for benefits. Should you keep your policies in your safe
deposit box, your beneficiary will have to obtain permission
of the tax authorities to open the box after your death. This
may involve a delay, depending upon the legal requirements
In your state.

4- Discuss your Insurance program with your family or other
beneficiaries. It is usually advisable to have them share In
the planning from the outset and to discuss with them each
addition to or change In the program. It's a good idea also
to leave a letter outlining your insurance policies and indi-
cating any choices the beneficiaries may have in the settle-
ment of policies. It may be well to point out (1) that they
should notify the company at once in the event of your death
and (2) that your life Insurance agent will help your bene-
ficiary fill out the "proof of claim" papers and assist in decid-
ing how to take the proceeds if a choice Is left to your
beneficiary.

5. Review your life insurance program with your agent at least
every two years. He will assist you in making any changes
which may be advisable because of changed conditions.
Don't make the mistake of trying to change your program
without calling on his knowledge and experience.
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Safeguarding Policy
Proceeds

The use of income provisions of life insurance policies has in-
creased in recent years. Still more policyholders and beneficiaries
might find that this type of settlement fits the needs of their depen-
dents better than the usual single payment. By conserving the policy
proceeds, it makes certain that money will be available as the years
go by for the use of dependents.

Of course, the first need is to provide for the payment of sufficient
policy proceeds in cash to take care of immediate bills, debts, and
other obligations which must be met at once or in the near future.

Beyond that, when $2,000 or more of additional life insurance
is owned, an income settlement is preferable to a lump sum settle-
ment. It may be much better for dependents to receive the balance
as income for living expenses of the dependents (while they are
making readjustments in family life). For example, $3,000 could
be programmed under the settlement provision of the policy to pro-
vide $150 a month for a little over 20 months. Or, $5,000 of pro-
ceeds would provide $200 a month for a little over 24 months.

With larger insurance programs it may be better to leave the
choice of settlement provisions of some or all of the insurance
proceeds with the beneficiary. This allows for more flexibility in
the use of these funds. Such a decision places considerable responsi-
bility on the good judgment of the beneficiary. If this decision is
reached, it is well to (1) acquaint him or herWith the possible
choices that may some day have to be made, discussing of course
the entire insurance program with your beneficiary, and (2) leave
a letter of instructions with your policies summarizing these ideas
and including the suggestion that your beneficiary discuss all of this
with your agent and company, particularly in the light of any change
in conditions, before making any choice of an income provision.

In most states the law permits you to include in the settlement
arrangements a so-called spendthrift clause which protects your
beneficiaries from the claims of their own creditors. This means the
beneficiaries cannot assign, alienate, commute, or encumber the
proceeds of your life insurance, when left with the company, to
satisfy the claims of their own creditors. This. protects them from
loss of funds through unfortunate business or financial transactions.
In all states your life insurance, if payable to beneficiaries, is already
protected from the claims of your ow 1 creditors.
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What About Exchanging
Policies?

There is a well-known saying that it is not a good idea to change
horses in mid-stream. Likewise, there is seldom any advantage in
exchanging an old life insurance policy for a new one. And there
may be a real disadvantage. If anyone suggests such an exchange,
ask him to submit his proposition in writing to you. Then you will
have the basic and essential facts and you can study them at your
leisure. Before taking any action, get in touch with the life insurance
company in which you have the policy - either directly or through
your agent.

The policy you already own may contain more favorable guaran-
tees than those which can be secured in new policies today. You
would again have a one or two year contestable period, after the
new policy goes into effect, during which the company is entitled
to question the statements made in the application for the policy.
Also you are older, so the premium rate of the proposed new policy
would likely be higher on that account alone. Furthermore, you
have built up values and benefits in your life or endowment policy
which it would take years to build in new po'icie.. Even if -,ou have
borrowed up to the limit against your present policy, it -.. : p.
to drop it in favor of a new one.

If it should appear that your old policy no longer meets your
needs, your company will gladly aid you in adapting it to yotir pres-
ent situation. Therefore, it is seldom necessary or advisable to ex-
change policies in order to meet new needs.

Adjusting Your
Life Insurance Program

As time goes on, changes in your financial condition as well as
changes in your family needs are bound to occur.

When you make a will with the help of your lawyer, you express
how you wish your possessions distributed at the time of your
death. At some future date, however, the provisions of your will
may no longer meet your needs or wishes. At such time you will
naturally want to revise these provisions.

The same is true of your life insurance program. From time to
time, you should review your policies and consider whether they,
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too, reflect your present wishes. The services of your agent are avail-
able in working out any revisions which may be necessary. Keep in
mind that policy proceeds must be distributed in accordance with
the terms of your policy. Their distribution is not governed by the
provisions of your will unless your policies are payable to your
estate, which is not generally desirable. A revision of your will,
therefore, does not accomplish a revision of your life insurance
program.

A good agent will keep himself posted on the changing conditions
and needs of your family. He will recommend any adjustments
which may seem desirable in your life insurance program, and will
handle-the details necessary to accomplish the changes you desire.

Your agent and your company will gladly assist you whenever
any question arises about your life insurance program. Feel free to
call upon them.

There are several good sources of information about life insur-
ance available to you. The principal ones are:

1 .Your life Insurance agent and your company. A competent
agent is well trained. He knows the benefits and uses of all
different types of life insurance policies. He knows how to
analyze your particular problem and fit the required policies
to your individual and family needs.

Your life insurance company is equipped to render com-
plete life insurance service, and is ready to help you in every
way possible.

These services are available to you at no extra cost. You
should feel at perfect liberty to call upon your agent or your
company for assistance at any time.

2. Your State Insurance Department. This department is
located at the state capital and is always ready to give you
information. The department is available to you in the event
of any complaint or dispute, and-will see to it that you receive
the protection of the insurance laws of your state.

3. Your local Life Underwriters Association. In most large
cities and in many medium-sized towns, you will find a life
underwriters association composed of life insurance agents,
general agents, and company branch managers in these
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communities. These local associations are members of the
National Association of Life Underwriters with head offices
in Waihington, D. C. They will gladly furnish information and
assistance In any way they can.

The Insttute of Ufe Insurance. The Institute is a central
source of information on life insurance. The members of its
staff will be glad to furnish factual information on life insur-
ance. This Is offered as a public service, without charge, by
the legal reserve life insurance companies doing business in
the United States. (Address: 277 Park Avenue, New York,
New York 10017.)

Ufe Insurance Terms

Accdental Death Benefit A provision
added to an insurance policy for pay-
ment of an additional benefit in case
of death by accidental means. Often
referred to as "Double Indemnity."

Amnt A sales and service representative
of an insurance company. Life insurance
agents are also called life underwriters.

Annuitant The person during whose life
an annuity Is payable, usually the per-
son to receive the annuity.

Annuity A contract that provides an
income for a specified period of time,
such as a number of years or for life.

Annuity Certain A contract that pro-
vides an income for a specified number
of years, regardless of life or death.

Application A statement of information
made by a person applying for life insur-
ance. It is used by the insurance com-
pany to determine the acceptability of
the risk and the basis of the policy
contract.
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Assignment The legal
person's interest in an
to another person.

transfer of one
insurance policy

Automatic Premium Loan A provision
In a life insurance policy authorizing
the company to pay automatically by
means of a policy loan any premium not
paid by the end of the grace period.

Beneficiary The person named in the
policy to receive the insurance proceeds
at the death of the insured.

Cash Surrender Value The amount avail-
able in cash upon voluntary termination
of a policy before it becomes payable
by death or maturity.

Claim Notification to an insurance com-
pany that payment of an amount is due
under-the terms of a policy.

Contingent Beneficiary One or more ad-
ditional persons named in a policy to
receive all or part of life insurance pro-
ceeds in the event that the primary
beneficiary named dies before the pol-
icyholder.

25-407 0 - 74 - pt. I - 12
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Convertible Term Insurance Term insur-
ance which can be exchanged, at the
option of the policyholder and without
evidence of Insurability, for another plan
of insurance.

Credit fe Insurance Term life insur-
ance issued through a lender or lending
agency to cover payment of a loan, In-
stallment purchase or other obligation,
In case of death.

Deferred Annuity An annuity providing
for income payments to begin at some
future date, such as in a specified num-
ber of years or at a specified age.

Disability Benefit A provision added to
a life insurance policy for waiver of
premium, and sometimes payment of
monthly income, if the insured becomes
totally and permanently disabled.

Endowment Insurance Insurance pay-
able to the insured if he is living on the
maturity date stated in the policy, or
to a beneficiary if the insured dies prior
to that date.

Face Amount The amount stated on' the
face of the policy that will be paid In
case of death or at the maturity of the
contract. It does not Include dividend
additions, or additional amounts pay-
able under accidental death or other
special provisions.

Family Income Policy A life insurance
policy, combining whole life and de-
creasing term insurance, under which
the beneficiary receives income pay-
ments to the end of a specified period
if the insured dies prior to the end of
the period, and the face amount of the
policy either at the end of the period
or at the death of the insured.

Family Policy A life insurance policy
providing insurance on all or several
family members in one contract, gen-
erally whole life insurance on the hus-
band and smaller amounts of term
insurance on the wife and children,
including those born after the policy is
issued.

Grace Period A period (usually 30 or 31
days) following the premium due date,
during which an overdue premium may
be paid without penalty. The policy -re-
mains In force throughout this period.

Guaranteed Insurability Option A right
included In a newly-issued life insurance
policy at extra cost, guaranteeing that
the policyholder may buy specified addi-
tional Insurance at specified later times,
regardless of his or her state of health.

Group Life Insurance Life insurance is-
sued, usually without medical examina-
tion, on a group of persons under a
single master policy. It is usually issued
to an employer for the benefit of em-
ployees. The individual members of the
group hold certificates stating their
coverage.

Industrial Life Insurance Life Insurance
issued In small amounts, usually not
over $500, with premiums payable on a
weekly or monthly basis. The premiums
are generally collected at the home by
an agent of the company.

Insurability Acceptability to the com-
pany of an applicant for insurance.

Insured The person on whose life an
insurance policy is issued.

Lapsed Policy A policy terminated for
nonpayment of premiums. The term is
sometimes limited to a termination oc-
curring before the policy has a cash or
other surrender value.

Level Premium Insurance Insurance for
which the cost is distributed evenly over
the period during which premiums are
paid. The premium remains the same,
and is more than the actual cost of pro-
tection in the earlier years of the policy
and less than the actual cost in the later
years. The excess paid in the early years
builds up the reserve.
Life Annuity A contract that provides an

income for life.
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Limited Payment Life Insurance Whole
life insurance on which premiums are
payable for a specified number of years
or until death if death occurs before
the end of the specified period.

Maturity Date The date at which an en-
dowment policy "matures" and begins
to pay benefits to the policyholders.

Nonforfeiture Option One of the choices
available to the policyholder if he dis-
continues the required premium pay-
ments. The policy value, if any, may be
taken in cash, as extended term insur-
ance or as reduced paid-up insurance.

Ordinary Life Insurance Life insurance
usually issued in amounts of $1,000 or
more with premiums payable on an an-
nual, semiannual, quarterly, or monthly
basis. The term is also used to mean
"straight life insurance."

Paid-Up Insurance Insurance on which
all required premiums have been paid.
The term is frequently used to mean
the reduced paid-up insurance available
as a nonforfeiture option.

Permanent Life Insurance A phrase used
to cover any form of life insurance ex-
cept term; generally insurance that ac-
crues cash value, such as whole life or
endowment.

Policy The printed document stating the
terms of the insurance contract that
is issued to the policyholder by the
company.

Policy Dividend A refund of part of the
premium on a participating life insur-
ance policy reflecting the difference be-
tween the premium charged and actual
experience.

Policy Loan A loan made by an insur-
ance company to a policyholder on the
security of the cash value of his policy.

Policy Reserves The amounts that an
insurance company allocates specifically
for the fulfillment of its policy obliga-
tions. Reserves are so calculated that,
together with future premiums and in-
terest earnings, they will enable the
company to pay all future claims.

Premium The payment, or one of the
periodical payments, a policyholder
agrees to make for an insurance policy.

Renewable Term Insurance Term insur-
ance which can be renewed at the end
of the term, at the option of the policy-
holder and without evidence of insura-
bility, for a limited number of successive
terms. The rates increase at each re-
newal as the age of the insured in-
creases.

Settlement Option One of the ways in
which the policyholder or beneficiary
may choose to have the policy proceeds
paid.

Term Insurance insurance payable to
a beneficiary at the death of the insured
provided death occurs within a specified
period, such as five or ten years, or
before a specified age.

Variable Annuity An annuity contract in
which the amount of each periodic in-
come payment fluctuates. The fluctua-
tion may be related to security market
values, a cost of living index, or some
other variable factor.

Whole Life Insurance Insurance payable
to a beneficiary at the death of the in-
sured whenever that occurs. Premiums
may be payable for a specified number
of years (limited payment life) or for
life (straight life).
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FOREWORD
Parts of this book have been adapted from the HANDBOOK

OF LIFE INSURANCE published by the Institute of Life Insur-
ance (277 Park Avenue, New York, N.Y., 10017). It has
been especially prepared to aid military commanders and
insurance officers in counseling members of the Armed
Forces on their personal financial security and insurance
needs.
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INTRODUCTION

Your Job as Insurance Officer
As insurance officer, your Job Is to give help to mem-

bers of your unit in life insurance matters. You prob-
ably are not an expert on insurance. You are not
expected to be.

This handbook is designed to serve as a simplified
reference and textbook on the essentials of each type
of life insurance. If you acquaint yourself thoroughly
with its contents, you will be equipped to counsel and
guide on matters relating to life insurance. As a coun-
selor, your function stops before a final decision on
insurance is made by the individual being oufiseled.
Your Job Is to see to it that the serviceman or servce-
woman seeking your assistance has all of the facts he
or she needs in reaching that decision. The insurance
counselor is not an estate planner; you are expected to
avoid Influencing the ultimate decision-which must be
reached by the person directly affected.

Those whom you counsel will fall into two main
groups. First are those with long service, who by 25
April 1951 had been Issued a Government life insurance
policy. The Government life insurance discussion in
part I will be of particular interest to them. The sec-
ond group-now considerably larger than the first--
will be those persons who entered the Service after 25
April 1951 and (except in cases Involving disability
separation) are not eligible for Government lite-insur-
ance.

In deciding what sort of life Insurance to purchase,
the serviceman will need to understand exactly how his
personal situation will be affected now and in the
future. He will have to realize that there are pitfalls
to be avoided as well as benefits to be achieved from
an Insurance program. If his plan is soundly based on
certain principles that this guide sets forth, he will be
able to keep within the bounds of his Income and still
enjoy the maximum financial security available to him.
Only careful planning can make a reasonable degree of
financial security possible through purchase of life In-
surance.

In helping to plan that security, the United States
Government has established a number of program
which make the achievement of that protection con-
siderably easier for Service personnel. Benefits avail-
able to members of the Armed Forces must, under all
circumstances, be taken into consideration In planning
any life insurance coverage.

Information Sources
As appendixes, this guide supplies two helpful tools--

a list of selected references on life insurance to which
both counselor and counseled can turn for additional
guidance, and a glossary of terms used In the life
insurance field.

Limits of Counseling
Even after the counselor has gone as far as the limi-

tations of his own knowledge and the information con-
tained In this guide permit, the serviceman may still
find himself unable to reach a final decision. This is
the point at which you, as his counselor, should con-
sider urging him to turn to other reputable sources of
insurance advice.

2

Each of the Services has published a reg. allotments from military pay for life lasur-
ulatio. dealing with life insurance that Will i -are idtlie-d a" Army'-AR
further "sa you as a counselor. They are
concerned with the solitstion of life i.s. 2104; Nary and Marine Corp-SECNAV
ance (oa military installations) and with INST 1740.1; Air Force-AFR 211-16; and
the purchase of life Isurance, and with Coast Guard--Comdt. Ist. 1740.2
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T 
PART I

GOVERNMENT INSURANCE AND BENEFITS

Each Man's Choice
Each serviceman (and servicewoman) must consider

his (or her) own personal situation carefully before
signing up for insurance. One of the major factors to
be weighed is the amount and kind of protection he

Government Life Insurance

Serriceme's Group Life lwruaree, and other Gov-
ernment life insurance programs for certain servicemen
and veterans, are described on pages 25 and 26.

has coming or available by reason of his military
service. Let's consider this here--leaving out factors
that do not have a direct bearing on his insurance
problem.

Survivors' and Dependents' Benefits
The widow of a man who dies while in service or

of a service-incurred cause after his separation, is
eligible for a monthly payment of $120 plus 12 per cent
of his current monthly basic pay at the time of death.
(If that rate of pay is later raised for a comparable
pay grade, she gets a proportionate increase.) From
the standpoint of planning his insurance program, the
serviceman, even in the lowest pay grade, should give

3
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weight to the fact that, conditions having been met,
his widow would receive the payment (Dependency and
Indemnity Compensation--or DIC) as long as she lives
or until she remarries. There also is provision for his
children and dependent parents. If the widow dies, has
been divorced from the serviceman, or re-marries, pay-
ment is made for his children at the rate of $77 a
month for one child, $110 for two, $143 for three, and
$28 for each additional child. His parents, if dependent
on the serviceman's support, draw benefits scaled to
their rate of other Income. Additional information
about these benefits is available from the Veterans
Administration (VA). The pamphlet "Federal Benefits
for Veterans and Dependents" (VA Fact Sheet IS-1)
goes into this subject-and Government life insur-
ance-in some detail.

Social Security
Since 1 January 1957, members of the Armed Forces

have been under the Social Security program on a con-
tributory basis--which means that a serviceman pays
tax on the first $4,800 of his basic pay, a tax matched
by an equal amount by the Government. Assuming that
eligibility'factors have been met, he and/or his family
has coverage in three areas: family benefits, old age
benefits, disability benefits. All three benefits must be
considered in relation to any insurance program. (A
brief but informative leaflet on this subject is "Social
Security for Servkemen and Veterans," U.S. Depart-
ment of Health, Education and Welfare, OASI-31a.)

Social Security family beselfts provide a monthly In-
come for: his widow with children; his children under
18; his widow age 62 or over; aged dependent parents.

Old age benefits provide monthly payments when he
retires at age 65 (with additional payments of one-uailf
that sum going to his wife). There iB also a provision
for reduced old age benefit payments if he retires at
age 62.

Disability benefits provide monthly payments if he
incurs a disability expected to be long continued or of
indefinite duration. These benefits are supplemented by
additional payments to his children, to his wife if car-
ing for a child eligible for the- payments, and to his
wife at age 62. As with the other two types of benefit,
the amounts depend on the average of previous
earnings.

Service members having service before 1957 should
be advised of applicable Social Security wage credits
for that earlier service. They would receive wage
credits of $160 per month (regardless of basic pay) for
months of service in the period 1940 through 1956,
unless they were to draw retired p-*YtWi' on service
during that same period. In that case, they would
receive wage credits for months of service in the 6-year
period 1951 through 1956.

4

Military Retirement
Voluntary retirement after 20 or more years of ac-

tive Federal service can bring retirement pay for life
up to and including a maximum of 75 percent of active
duty pay, depending on the specific law under which
retirement is granted. Long service reservists also can
look forward to retirement benefits.

There are also provisions for monthly payments,
either from the Service or the Veterans Administration,
for those retired for a physical disability; and for sev-
erance pays for those separated for a physical dis-
ability. The pamphlet, Disability Separation (DoD
PA-I), provides further details about this subject.

Medical Care
Another thing the serviceman should consider in

planning his life insurance program is financial protec-
tion for his dependents if they should need medical care
after his death. He needs also to consider whether their
medical care during his lifetime will create a financial
liability that might limit his capacity to pay for insur-
ance. The Dependents' Medical Care Program, together
with other provisions already in force, provide a sub-
stantial degree of protection on both scores. For de-
tailed information on dependents' medical care see DoD
PA-3, Dependents' Medical Care Program, 1#64.

Retired Serviceman's Family Protection Plan
A member of the Armed Forces may elect to receive

a reduced amount of military retired pay in order to
provide his widow and/or children under 18 with a
monthly income that will begin upon his death follow-
ing retirement. He mus. exercise this option either
before completing 18 years of service for pay purposes
or else at least 3 years before he Is granted retired
or retainer pay, if he has not made an election before
completing his 18th year of service.

He may choose to provide his dependents with one
half, one quarter, or one-eighth of his reduced retired
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pay. (Reduced retired pay is his gross retired pay, less
the cost of the annuity for his dependents.) The cost
depends upon the amount to be paid survivors, his age,
and the age of his eligible survivors.

Detailed information about this program is in the
pamphlet Retired Serviceman's Family Protection Plan,
DoD PA-7. If in doubt about any of its provisions,
the serviceman should consult his personal affairs,
finance, or legal assistance officer, as appropriate, be-
fore taking any action.

What About Government Insurance?
NSLI policies held by servicemen were (and are) of

two types-5-year level-premiurp term insurance, or
permanent-plan insurance (of which there are six
varieties). Under the former, the policy is renewed
automatically each fifth year, provided it is in force
at the expiration of the term period. If the policy-
holder fails to keep it in force, the policy expires. Each
time the contract is renewed, his premium rate in-
creases to reflect his current age; it remains at that
level during the five-year period.

Holders of such a policy should seriously consider
converting to a permanent plan. ThL longer they hold
on to their term policies, the higher the rates. As the
years go on and a person nears the "golden years," the
rates become almost prohibitive. Conversion to a per-
manent plan may be made at a current date or retro-
actively to any prior date (any prior date on which
premiums were due), as far back as the original date
of the policy. Doing it retroactively calls for the pay-
ment of an amount equal to the reserve that would
have built up.

Permanent-plan insurance differs in that it does not
have to be renewed. Instead, the policyholder pays his
premiums regularly at a rate fixed when the contract
was issued. His permanent plan may be one of six
types-ordinary life, 30-pay life, to-pay life, *0-year
endowment, endowment at age 60, or endowment at age
"--'-These plans are discussed in detail in part III.

(Public Law 88-664 Insurance)
Two insurance provisions of Public Law 88-64,

which went into effect 1 May 1965, are of interest to
many veterans, some of whom may be still on active
duty.

The first is aimed at veterans--including individuals
still on active duty-who hold NSLI term insurance
policies. It offers them an opportunity to convert their
policies to a level-premium modified life permanent plan
before the premiums on their renewable term policies
become prohibitive with increasing age. This modified
life plan gives permanent type insurance at lower
premium rates than were possible before, since the
face value of such a policy will be automatically re-
duced by 50 percent when the insured person reaches

65. At that time, however, the policyholder will have
the option of restoring the full amount of his coverage
by purchasing ordinary life insurance without medical
examination. There is no cutoff date on converting
term insurance policies to the modified life plan, and
it extends beyond the 2 May 1966 deadline set for the
other insurance provision of Public Law 88-664. How-
ever, conversion to modified life must be made before
the insured attains the insurance age of 61 (60 years
and 6 months).

The second insurance provision of that law gave
certain disabled veterans (not on active duty or active
duty for training of 31 days or more) an opportunity
to apply to the Veterans Administration for NSLI in-
surance for a 1-year period-1 May 1965 to midnight,
2 May 1966.

These veterans must, first of all, have been eligible
to apply for NSLI insuf'-hce after 7 October 1940 and
before 1 January 1957 (those who entered on military
service after 25 April 1951 must have had a break in
service or have been separated before 1 January 1957
to be eligible).

Secondly, they must either (1) have a service-con-
nected disability for which-compensation would be pay-
able if it were 10 percent or more in degree, and not
withstanding that disability they are in good health;
or (2) be uninsurable because of a service-connected
disability, and except for that disability be in good
health; or (3) have a non-service-connected disability
or a service-connected disability which combined with
a non-service-connected disability renders them unin-
surable, provided they can establish that such uninsur-
ability existed on 13 October 1964 and that they are
unable to obtain commercial life insurance at substand-
ard rates because of such uninsurability.

The maximum coverage provided by the VA is
$10,000, so eligibles who have no NSLI insurance can
obtain up to that amouttt, and those who may have less
than $10,000 coverage can increase their insurance pro-
tection to the maximum. These policies will be non-
participating-that is, they will not pay dividends.

Steps To Take
It is quite likely that you, as insurance counselor,

will be queried by men of longer service about the steps
to take in the matter of Government policies currently
held or no longer held. Some may have cash-surrendered
a policy or allowed it to lapse by failing to keep up
the premiums; others may have a premium waiver still
in effect; yet others may have continued regular pre-
mium payments.

If the serviceman had-or has-Government insur-
ance, there are just so many steps open to him, as
follows:

1. He had, while in active service, surrendered per-

- 5
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manent-type -policies for cash between 25 April 1951
and 1 January 1957 to take advantage of the "free
indemnity" offered under the Servicemen's Indemnity
and Insurance Acts of 1951.

Action. He may apply to the VA, without a physical
examination, to reinstate or replace his insurance any
time while still in active service or within 120 days
thereafter.

2. He has a permanent-type NSLI or USGLI policy
on which he applied for an in-service waiver of the
pure insurance risk portion of premium payments and
has not requested termination of the waiver.

Action. He may exercise any one of three options:
(a) Request termination of the waiver at any time

while in active service or within 120 days thereafter,
and begin payment of full premiums.

(b) Request at any time while in active service or
within 120 days thereafter termination of the waiver
and stop the payment of premiums. WARNING: 'his
action will cause the insurance to lapse -

(c) Continue the waiver as long as he is on active
service and for 120 days thereafter.

NOTE. If an insured dies while an in-service waiver
is in effect, his eligible survivors will not be entitled to
dependency and indemnity compensation, even though
otherwise eligible. Instead, his survivors will be en-
titled to the old form of death compensation which, in
most cases, is lower than the DIC benefits.

. He had term insurance under in-service waiver of
the premium payments and has not requested termina-
tion of the waiver.

Action. Same as the second action.
4. He continued regular premium payments on in-

surance without applying for an in-service waiver or
for a cash surrender.

Action. Continue regular premium payments (both
while on active duty and after) in order to keep the
insurance in effect.

5. He had insurance under In-service waiver and
requested termination of the waiver and requested ter-
mination of the waiver and resume? paying full
premiums.

Action. Same as the fourth action.
6. He picked up cash-surrendered or expired insur-

ance before 1 January 1957, and since then has con-
tinued paying full premiums.

Action. Same as the fourth action.
7. He allowed his insurance to lapse by failing to

pay premiums.
Action. Contact the nearest VA office immediately to

obtain reinstatement requirements and information.

Charting Survivors' Income
You can help the serviceman gain a clearer under-

standing of the survivor protection his family already
has and of additional income it would need if he were
to die, by showing him how to draw up a Survivors'
Income Chart.

Such a chart is patterned after the "estate plan"
chart used in the insurance industry. It can be drawn
easily on graph paper. Charts A and B on these pages
represent no specific person or family situation, but
merely provide sample formats or guides to be fol-
lowed.

The serviceman probably will be more interested at
present in chart A, which shows the income his family
will get if he dies while on active duty. It is marked

CHART A (DEATH WHILE ON ACIVE DUTY)
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CHART B (DEATH AFTER RTIREM NT)

40 50 YEARS

FPP-FAMILY PROTECION PLAN
G LI-GOV.RNMINT UFl INSURANCE

off across the bottom in years, and has a dollar scale
at the left margin. His wife's present age and his chil-
dren's names and ages are entered below the graph.
A line is extended to the right on the chart for each
child to the point where he or she reaches age 18. An-
other line indicates the point on the chart where the
wife reaches age 62.

Above the graph is a group of blocks. In the block
labeled "Immediate," write the amount of money avail-
able to survivors immediately upon the serviceman's
death, such as the death gratuity of 6 months' pay
($800 minimum, $3,000 maximum) and the Social Se-
curity lump-sum death payment. Any money earmarked
for payment on a home, such as mortgage insurance
payable upon the man's death, is entered in the "Mort-
gage" block. The face value of education policies on
the serviceman's life in favor of his children is entered
in the "Education" block. Amounts set aside for "Emer-
gencies and Readjustment" go into the next block. The
"Special" block is for amounts provided through sav-
ings or investments for purposes other than those
covered by the other blocks.

Now the man being counseled is ready to begin filling
in the graph itself. He first enters his survivors' De-
pendency and Indemnity Compensation (DIC) monthly
payment-$120 plus 12 percent of his current monthly
basic pay-at the bottom of the graph. DIC provides a
base to which other survivor incomes are added.

Estimated Social Security family benefit monthly
payments are added above the DIC on the chart. These
payments are reduced as each child reaches 18, cut
off when the wife no longer has an eligible child in
her care, and resumed when the wife reaches 62.

If he has any Government life insurance it is added
to the chart next. If he has elected a lump-sum settle-
ment (see page 14) the amount is entered in the appro-
priate block at the top of the chart. If he elected an-
other method of payment, however, it is drawn in on
the graph above the Social Security payments. (Both
sample charts show a $50 monthly payment over a 240-
month span.) Any civilian life insurance he already
has also is entered on the Survivors' Income Chart in
the same manner as indicated for Government life in-
su rance.

At this point he has graphic evidence of the amount
of financial protection his family would have if he were
to die while on active duty. This can help him decide
whether he should provide additional income through
commercial life insurance, and if so, how much and
what kind.

Chart B provides the serviceman guidance on chart-
ing the income his survivors would have when he dies
after he has retired from the service. Dependency and
Indemnity Compensation-the basic active duty sur-
vivors' benefit-is not counted, although it could be
shown in the case of a disability retirement. Social
Security family benefits now form the base to which
other monthly income payments are added. Any
planned Government or commercial life insurance
monthly payments are entered on the graph above the
Social Security payments. This chart contains an ele-
ment not found in chart A. This is the monthly pay-
ment under the Retired Serviceman's Family Protection
Plan, which many career people sign up for before
retiring. It is drawn in above the Social Security and
insurance payments.

7
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PART II

LIFE INSURANCE

What Is Life Insurance?
It Is defined as: "A cooperative risk-sharing plan

through which people are able to set aside part of
their income regularly during their earning years in
order to provide for the time when their income
ceases--because of death, retirement, or declining
health in old age." Life insurance makes it compara-
tively easy for people to prepare to meet these uncer-
tainties; it is a task generally impossible for an indi-
vidual to accomplish alone.

Life insurance offers a plan that enables a person
to join a risk-sharing group (an inturance company)
by purchasing a contract (a policy). Under the policy,
the company promises to pay at the time of the policy-
holder's death a sum of money to the person or persons
selected by him (the beneficiaries), or, in the cas of
an endowment policy, an additional promise to pay the
money to him (the policyholder) if he is alive on the
future date (maturity date) named in the policy. This
promise is giver, in return for the policyholders agree-
ment to pay periodically a sum of money (the pre-
mium) to the insurance company.

Life insurance offers a voluntary plan. It is this
voluntary aspect which has made it necessary to estab-

8

lish certain requirements as to health and occupation
that must be met in order to buy a policy. If there
were no such requirements, people in good health would
tend to postpone its purchase, while those in hazardous
occupations or in Ill health would buy. This would
make the cost prohibitive.

In order to obtain life insurance, a person must pass
a medical examination or meet other health require-
ments; his occupation, habits, family background, and
general character must be deemed satisfactory. In this
way, the cost of insurance protection to all members
of the insured group will be equitable.

The Different Types of Companies
A stock eompaay Is owned by stockholders who

finance its operations and who assume the risks and
responsibilities of ownership and management. .Most
stock companies issue only nonparticipating policies; a
few also issue participating policies; a very few issue
participating policies only.

A mutual companty is owned by its policyholders, and
all its funds are held for their benefit. Nearly all
mutual companies issue only participating policies; a
few also issue policies on a nonparticipating basis, the
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owner of such policies having no voice in the manage-
ment.

A mixed company is a special type of stock company
that combines features of both of the other types.

Two Forms of Life Insurance
The two main classifications or forms of life insur-

ance (as distinguished from types of life insurance
policies) are ordinary life insurance and group life
insurance.

Ordinary life insurance is the oldest and most widely
used of these, and is designed to provide not only a
sum of money to enable one to "die even with the
world," but also a continuing income to survivors, mak-
ing it possible to keep the home together. It can be
used to meet almost every conceivable type of personal
need in which protection of human life, values, and loss
of earning power are at stake.

In addition, "ordinary" is purchased to provide a
family income to the widow after the children are
grown. It can pay the children's way through college
and retire the mortgage on the family home. People
use this form not only for protection, but also as a
means of accumulating money for their own use in
later life when they have outlived the need for insur-
ance protection. The value of the policy may then be
taken either in one sum or in an income that will con-
tinue as long as the insured lives.

Group life insurance provides a means for insuring
a group of people under one policy. Under the usual
forr t number of people--all the employees of a com-
pany, :or example--are insured without a medical ex-
amination. A master contract is then issued, with each
employee receiving a certificate showing the amount of
his insurance and other details. Sometimes there is a
conversion clause, which permits him later to buy an
individual type of life or endowment policy without
evidence of insurability, but at a premium based on
his age at that time.

"Group" is usually issued on the term insurance
basis, but in recent years permanent life insurance
plans have been developed. This form of insurance
makes life insurance protection possible for many
people who could not otherwise obtain it at standard'
rates, if at all, because of poor health or other reasons.

For the past several years military personnel have
had the opportunity to take part in group insurance
plans especially oriented to them. These plans are
offered by associations underwritten by insurance com-
panies.

One major difference between "ordinary" and
"group" is that the first is permanent insurance. It
builds cash value through the years and can later be
used to provide a lump sum of cash or retirement

benefits. In contrast, group term insurance builds no
permanent insurance protectioLQr-zash values.

mr__iums and Allotments""
Insurance premiums are usual ?pa-tu insured

person directly to the insurance company annually,
semi-annually, quarterly, or monthly.

For servicemen the usual practice is to pay the
premiums (either for an ordinary or group policy) by
means of a monthly allotment from his service pay.
This is an easy and convenient way of doing it, an
assures that there will be no missed payments. /

Participating and Nonparticipating Policies
A policy is either a participating type or a non-

participating type. There is a considerable difference
between the two.

For a participating policy, the premium rate is fixed
at an amount somewhat greater than the company ex-
pects will be needed under normal conditions to pay
for the cost of providing insurance. The policyholder
receives a refund, in the form of a dividend, based on
actual experience together with an estimate of future
trends.

The dividend represents that portion of the partici-
pating premium not needed for the following purposes:

(1) To be set aside for present and future benefit
payments to policyholders and beneficiaries (known as
the reserve) ;

(2) To be set aside for possible contingencies (known
as the surplus fund);

(3) To meet the operating expenses of the company.
A dividend usually is payable after premiums for the

first 2 or 3 years have been paid, and is generally paid
annually thereafter. Deducting this yearly dividend
from the regular gross premium gives the policyholder
his yearly actual insurance cost. Thus the cost of a
participating policy reflects the operating results of the
company from which it is purchased.

Under a participating policy, the policyholder has the
assurance that he will never be called upon to pay
more than the premium rate specified in the policy.
But the net cost of a participating policy cannot be
guaranteed In advance, since it depends upon actual
experience from year to year.

In a nonparticipating policy, the premium rate Is
fixed at an amount which represents as closely as pos-
sible what the company expects will be needed to pay
for the cost,,of providing the insurance. This premium
rate then becomes the cost to the policyholder. Thus
the actual cost of a nonparticipating policy is guaran-
teed in advance for the life of the policy. When a life
insurance policy is purchased, there is no way of fore-
telling whether a participating or nonparticipating
policy will be lower in cost in the long run.

9
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PART III

INDIVIDUAL POLICIES AND THEIR USES

Basic Types of Policies
There are three basic types of individual policies:

term policies, whole life policies, and endowment poli-
cies. However, there are many variations of each of
these three types. Additionally, a number of policies
have been developed to meet special needs. These spe-
cial-purpose policies, however, are combinations of two
or more of the three basic policies with perhaps an
annuity element added. Here is a brief outline of the
three basic policies, plus a few special types.

Term Policy
Protection. A term life insurance polity provides

temporary protection. The benefit is payable only if
the insured dies within a specified period, or term of
years. The term is usually from 1 to 10 years, although
it may be longer. Some companies offer term policies
that run to age 60 to 70.

10

Convertibility. A term policy may grant the holder
the privilege of exchanging it, without proving his in-
surability, for permanent Insurance on either the whole
life or endowment pay. This is done upon payment of
the higher premium required for the new policy. Some-
times this conversion period Is limited to a shorter term
of years than that for which the policy is written. For
example, a 10-year term policy may permit change to
a whole life or endowment policy, without another
medical examination or other evidence of insurability,
only during the first 7 years after the term policy was
issued. If the insured plans a change to permanent
Insurance, he will find it advantageous to make the
change as soon as his budget will allow. This Is be-
cause a policy's premium rate is based, in part, on a
person's age--and the younger a person is, the lower
the rate will be.
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RenewaL A term policy may contain a renews privi-
lege., which gives the right to renew the policy, without
proving one's insurability, at the end of the original
policy term. The renewed term policy will usually be
similar to the first one, except that it will call for the
higher premium rate for the insured's attained age at
the time of change. This renewal privilege Is limited
to a certain number of renewals, or the policy may not
be renewed after age 56, 60, or 65. The policy terri-
nates without value at the end of the period following
the final renewal.

Other Features. Since the premium for a term policy
pays only the cost of protection during the term of
the policy, the policy seldom has any ionforfeiture
values (see page 13). A term policy is frequently
used to provide additional insurance protection on a
father's life while his children are growing up. During
such periods, people usually need maximum insurance
protection at a minimum of premium outlay. Another
typical use of a term policy is to guarantee the repay-
ment of the mortgage on the insured's home if he
should not live to do so himself.

Whole Life (or Lifetime) Policy
Several policies provide lifetime insurance protection,

with payment of the face value at the death of the
policyholder to the beneficiary selected by him.

Lifetime, and all individual policies except most term
policies contain xoforfeiture values. These values give
the policies greater flexibility in meeting changing
needs. Under these provisions the insured may borrow
money from his life insurance company, using his
policy as collateral; or he may stop paying premiums
and continue the insurance protection on a modified
basis; or he may receive a cash settlement for the
complete termination of the contract.

Today many people buy whole life policies for the
double purpose of securing life insurance protection
while they have dependents, and then discontinuing
premium payments in later years and electing to re-
ceive a lump sum or an income for life.

Several variations of whole life policies are available.
The differences are mainly in the duration of the pre-
mium-paying period. A person may select a policy that
calls for the payment of premiums-

(1) During hs remaining lifetime;
(2) For a definite number of years;
(3) To a certain age; or even,
(4) In a single sum.
The selection should depend upon an estimate of his

ability to pay premiums as well as the purpose for
which he Is buying the policy.

Straight life (or ordinary life) has the lowest pre-
mium rate of any lifetime policy on the level-premium

plan. Premiums are payable until death, or a certain
age, usually 96 or 100. The most widely used, It Is a
good all-purpose policy which meets many different
needs and family situations.

A limited-paymtent life policy also provides lifetime
protection, but limits the payment of premiums to a
period such as 10, 20, or 30 years, or up to a certain
age, usually 60, 65, or 85. Because the premium-paying
period is limited, the premium rate is necessarily
higher than for the straight life policy. The higher
premium, however, builds higher cash values than are
available in the straight life policy. In all other re-
spects, it is similar to the straight life policy.

If a person wants lifetime protection, but wishes to
limit premium payments to a definite period of time,
such as his best earning years, then a limited-payment
life plan may be the policy for him to purchase. Since
the premium rate is higher than for the straight life
policy, this factor will tend to limit the amount of
protection he can buy.

Endowment Policy
Advantages. This- type of life insurance policy en-

ables a person to accumulate a fund of money that will
become available to him on a future date named in the
policy (the maturity date), or that will provide for a
payment of the same amount to his beneficiary at his
death if he should die before the maturity date. Since
the policy builds up a larger cash value, the premium
rate is higher than that of a comparable whole life
policy. The endowment policy is designed for those who
need not only life insurance protection for dependents
but also a definite sum of money or income at some
future date to supplement or replace their earnings.

Disadvantages. From the standpoint of the average
serviceman, however, this form of coverage has certain
disadvantages, which the counselor should make sure
are understood. Although the idea of pro-iding for
additional income at some time of anticipated need-
such as when children are ready for college or when
paying off a mortgage c€ a home--is attractive, it is
a definite luxury for a man whose income is limited
and who ought to give first priority to protecting his
dependents in the event of his death. Except for the
rare serviceman who has already provided amply for
that eventuality and still has Income available for
further insurance commitments, endowment coverage is
inadvisable.

Other Consideration,. If a serviceman buys endow-
ment coverage early in life he is likely to find within
a few years that marriage or additions to his family
have changed his insurance requirements. Now he
needs life insurance protection more than ever but
finds his ability to purchase it limited by the earlier
commitment. Here again the painful decision must be

11
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faced-whether to continue payments on the endow-
ment policy, even though they block the way to taking
on greater life coverage, or exchange the endowment,
if possible, for a larger straight life policy.

Summary. There are many things to be said in favor
of endowments, but the counselor should make it clear
to the serviceman that they are best suited to men
who already have accumulated the proper amount of
basic life insurance. This time generally comes later in
life, and that is the best time to consider endowment
coverage. Meanwhile, the various Government forms
of family protection discussed in part I assist in meet-
ing the problems of providing for survivors.

Special Policies for Family Protection
Special policies have been developed to help meet the

insurance needs of the head of a family with minor
children. The head of such a family needs life insur-
ance protection to provide-

(1) An income that will help provide for the chil-
dren until they reach maturity. Here again, the sub-
ject covered in part I should be noted.

(2) Funds sufficient to allow the widow at least to
get readjusted in life, even if not sufficient to provide
her with a life income.

The first need, protection for the children, requires
only temporary protection, which can be met by term
insurance. Tlhe second need calls for permanent life
insurance protection-either a straight life or endow-
ment poly-to the extent thought necessary beyond
benefits automatically available to the serviceman or
veteran and his survivors

(Fdmily-type Policies)
(1) The Family Income Policy combines both forms

of protection. The permanent part is a straight life
policy, a limited-pay life, or an endowment policy. The
temporam part is reducing term insurance that runs
for 10, 15, or 20 years from date of purchase-covering
what is called the family period.

Thus a $10,000, 15-year Family Income Policy wouli
consist usually of $10,000 of straight life insurance
plus term insurance running for 15 years starting at
about $13,000 and reducing to nothing at the end of
that time. The policy provides that if the head of the
family dies during the family protection period, $100
will be paid each month (1 percent of $10,000) until
the end of the term of family period. At that time the
$10,000 of permanent protection will be paid in a lump
sum or may be taken In the form of an income If the
insured outlives the family protection period, he has
simply a straight life policy for $10,000-the term por-
tion having run out. At or near the end of this period,
his policy generally provides for a reduction in pre-
mium to that of the $10,000 straight life policy.

12

(2) Some companies offer a Family Protection
Poli y, which is a combination of level term insurance,
rather than reducing tem protection, together with
permanent protection. If death occurs during the
family period, this policy provides an income for 10,
15, or 20 years from the death of the head of the
family-not for just the remaining years of the family
period.

The advantage of these special combination family
policies is that they furnish protection for family needs
more cheaply than if purchased in two separate poli-
cies. A family policy can be written to cover a 10-year
range for a man whose family is half-grown or a 20-
year range for a man with a very young family. The
permanent protection may also be on the 20-pay life
basis or on, say, an endowment at age 65 policy. The
term insurance portion can often be added to a policy
already owned.

(3) The Family Life Insurance Policy, combining
protection for all members of the family under a single
contract-including children yet to be born-is a rela-
tively new type of policy. A number of companies have
developed individual features, but the average family
policy- provides a whole life plan on the head of the
household with convertible term insurance for the wife
and children. The policy is generally available to hus-
bands between the ages of 18 and 50 and usually the
wife must be between 12 years younger and 7 years
older than the husband. Children are commonly eligible
from the age of 16 days to 18 years. The number of
children in the family does not usually affect the cost.
Unborn children are included and automatically cov-
ered, usually 15 days following birth. Purchases can
usually be made in units of $5,000, $7,500, $10,000,
$12,500 and $15,000 on the life of the father, with
insurance on each dependent about one-fifth of the unit
bought The policy premium is usually based on the
age of the father and the amount of insurance pur-
chased.

The Measure of a Policy's Value
The paramount measure of its value is its ability to

meet the principal objective for whAih it was boughL
There are other major considerations, however, as dis-
cussed below.

Most insurance today is issued on the level premium
plan, which means that the premium remains the same
from year to year. With that as a background and
taking the case of a policyholder who wants to stop
paying premiums and discontinue his policy, he and
other policyholders in his group paid premiulns that
were greater than needed to pay claims in the earlier
years, thus building up a fund of assets with which to
meet claims in later years. It follows that when he
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withdraws there Is an accumulation of assets out of
the premiums paid by him to which he should be
entitled.

However, in the early days of life insurance, a .ith-
drawing policyholder sometimes received no further
benefits when he ceased paying premiums. This was
commonly called a "forfeiture." Later, it became the
custom of the better companies to pay a value to with-
drawing policyholders. These were called nonforfeiture
values, because they recognize a value that a withdraw-
ing policyholder should not have to forfeit. Some com-
panies made a cash payment, while others continued
insurance protection beyond the date when premium
payments ceased.

Today, practically all individual policies (other than
most term insurance policies) provide a choice of non-
forfi-iture values by a policyholder who stops paying
premiums, after a policy has been in force a few years.
The minimum values that must be provided are speci-
fied by law in many States, although companies often
pay more. than these required minimum values.

The basic type of nonforfeiture value Is the cash
value. There is a choice of two other nonforfeiture
benefits if the withdrawing policyholder wants con-
tinued insurance piotectlon. One Is called extended
term insurance and the other reduced paid-up insur-
ance. A fourth type, which actually is not a nonfor-
feiture value, is sometimes provided in the form of
automatic premium loanL Each Is discussed below.

Cash Value Provision

The cash value is the amount of money that will be
paid to a policyholder who purchased insurance on the
level premium plan if and when he stops paying pre-
miums. It is a value that is guaranteed in his contract
as required by law.

Why do policyholders ask for their cash values?
Almost all such situations can be summed up as either
"clanged insurance needs" or "hard times calling for
cash." Some policies are purchased for the purpose of
protecting the family as long as that nu-ed exists and
then cashing in the policies for a specific use.

For example, straight life policies are often pur-
chased to insure the education of children in -the event
of the death of the father. But if the father is living
when college days come, he plans to meet those ex-
penses in part from current earnings and in part from
the cash he will get from turning in his insurance
policy.

Today many people reaching retirement age arrange
to take their cash values in the form of income. This
is a growing use of life insurance and is discussed
more fully on pages 14 and 15.

Many requests for cash reflect an upset In family
finances. These result from unexpected illnesses and
financial catastrophes. Though life insurance is not
designed as a way of preparing to meet these financial
difficulties, it may help more in this unexpected event
than it would if kept in force to fill primary needs.

In many situations where family finances are
squeezed it is not necessary to discontinue the policy.
A loan of a part or all of the cash value will often tide
people over and enable them to pay premiums, thus
keeping the policy in force. Ordinary life policies con-
tain the policy loan privilege, under which the policy-
holder may borrow any amount up to the cash value
of the policy.

As has be-sn pointed out, the serviceman is seldom
forced to the above step. If, however, he is forced to
borrow from the life Insurance company's fund of as-
sets to keep his policy going, he will have to pay in-
terest, usually at the rate of 6 or 6 percent per year.
It is advisable for the serviceman to ask his agent to
explain this feature fully before purchasing insurance.

The policy loan may be repaid in one lump sum or In
installments at any time. If it remains unpaid at the
insured's death or at the maturity of an endowment,
the insurance company deducts the amount of the loan
and any unpaid interest from the payable proceeds of
the policy at that time.

In an emergency, the loan provision in a life insur-
ance policy can be used to secure money or to pay a
premium. But the serviceman should understand that
it is best not to borrow on his policy except in cases

13

25-407 0 - 74 - pt. I - 13

193 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



190

of real need. It is seldom easy to repay a policy loan-
particularly since the borrower will not be requested
to do so, though he will be notified as interest payments
fall due on the loan, Just as with the premium-paying
provision, a serviceman may avail himself of the pay
allotment system to repay an insurance policy loan.

Extended Term Insurance Provision
This is what should be asked for-if-a person decides

to stop paying premiums either on a whole life or an
endowment policy but wants to keep the maximum
amount of insurance protection as long as possible--for
such insurance provides continued protection (though
for a limited period) for the full face value of the
policy, less any loan outstanding. The length of this
period is equivalent to that which the net cash value
of the policy will permit when used as a single payment
to buy the extended term protection at the policyhold-
er's current age. (In the case of an endowment policy,
there may be enough not only to provide the extended
protection to the original maturity date of the policy
but also to provide a reduced endowment payment to
the policyholder if he is living on that date.)

Reduced Paid-up Insurance Provision
This enables a person to obtain a paid-up policy

for a reduced amount of insurance, payable under the
same conditions as the original life or endowment
policy. If it is a life policy, the paid-up insurance
feature will provide protection for life without further
payments, but the insurance Is reduced to what the
net cash value will buy as a net single payment at the
insured's present age. (For an endowment policy, the
reduced protection continues to the maturity date
named in the original policy, at which time the reduced
amount will be paid as a cash settlement.)

Automatic Premium Loan Provision
Some companies have included a fourth special pro-

vision In ordinary policies which may be helpful as an
emergency measure-the automatic pret ium loan This
means the company will automatically pay a premium
that Is not submitted when due. The company charges
off such premiums as loans against the policy, up to
extent of the available loan value. The policy continues
In force until the total loan equals the cash-surrender
value. Then the policy terminates without further
value.

!n the absence of a written election by the policy-
holder, the policy states which of the values will auto-
matically go into effect if a premium is missed. If he
wants a value other than the one automatically pro-
vided, he should notify his company of this desire at
the time tie premium is withheld. Most companies re-
quire that such notice be given within 13 weeks after
the prem!um Is due.

14

//
The policy will include tables stating these guaran-

teed nonforfeiture values for durations of 2 to 20 years
plus years 25 and 20, and also aita possibly at ages
60 and 65. There also will be statement of the mor-
tality table and the rate of in) rest on which they are
based. Information on later fears ot covered in these
tables Is available on request from the company.

Settlement: Lump Sum or Income?
Nearly all ordinary life insurance policies state that

the policy benefit will be paid as a lump sum of money.
However the insured or his beneflciary may find it
wiser to choose one'of the income provisions called
optioml settlewul. or settlement optiss. When a
choice has been made and it is time for the income to
start, companies often issm a supplementary contract
replacing the original policy.

Under the terms of these options, the proceeds of the
policy at maturity will be held by the company. It will
then begin paying a regular income in place of the
lump-sum payment. The use of these options eliminates
the danger that the proceed, If paid in a lump sum,
might be poorly handled or misspent by a beneficiary.
A page or two in the policy describes the different
plans, plans which may be combined in different ways
If the policy proceeds are enough to warrant it. Pay-
menta can be arranged on an annual, semi-annual,
quarterly, or monthly basiL In most companies, each
income payment must be for at least $10 and the policy
proceeds must amount to at least $1,00.

Optional settlement payments may usually be chosen
under one of the following circumstances:

(1) During his lifetime the Insured may choose an

BE C,,,3P.Y.-
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income plan to become payable to his beneficiary at
the time of the insured's death.

(2) If he does not choose an income plan, the bene-
ficiary may do so after the death of the insured, but
before the policy proceeds are paid.

The following are the three most common settlement
options:

(1) Interest Payments. The company will hold policy
proceeds, paying interest at a guaranteed rate. Interest
payments can be arranged to last for a number of
years or for life. Generally, arrangements may also
be made to have any remaining principal paid to some
other person or organization as beneficiary. An interest-
payanent plan is used chiefly when the objective is to
create an emergency reserve fund upon which to
draw-when the principal is being held intact for some
future use, such as for education of children or when
the money is to be passed along to someone else at
the death of the original beneficiary, or at some pre-
determined time.

(2) Installment Payments. The company will make
regular payments of equal amount until the fund is
used up. In the meantime, the company will add inter-
est on the money z.aining to be paid out.

If each payment is for a specific amount, the length
of time during which the payments will be made de-
pends on-

(a) the amount of the policy;
(b) the amount of the income payment; and
(c) the rate of interest guaranteed in the policy.
If payments are to be spread over a given period of

time, the amount of each payment depends on-
(a) the amount of the policy;
(b) the number of years the income is to be paid;

and
(c) the rate of interest guaranteed in the policy.
If the insured elects installment payments for his

beneficiary, he may wish to permit the beneficiary to
"commute" the remaining payments-that is, to collect
their discounted value or present worth in one final
payment. Also, the insured can arrange to have any
money left, when the first beneficiary dies, paid in one
sum or continued as income to one or more "secondary"
beneficiaries.

Installment-payment plans are most useful when a
beneficiary needs a definite amount of income for only
a limited period of time-while the children are grow-
ing up, for example.

(3) Annuity Income. One of several types of an-
nuity income settlements may be chosen.

An annuity income settlement provides a fixed income
regularly to the annuitant, or payee, as long as he or
she lives. From the same amount of insurance pro-
ceeds, an annuity settlement produces a larger income

for an older person than for a younger person. In some
annuity settlements, payments continue to another per-
son if the first annuitant dies: (1) before the payments
total a certain amount; or (2) before they have been
paid for a certain length of time.

The amount of each payment depends on several fac-
tors, including-

(a) the age of the annuitant when payments begin;
(b) the specified mortality table;
(c) the rate of interest guaranteed in the policy;

and
(d) the form of life annuity settlement used.
Annuity income settlements are widely used to pro-

vide a life income for a widow, children, or dependent
parents. While living, the insured earned an income
in which the dependents shared. A lump-sum settlement
of a policy places this source of future income in the
hands of dependents at one time. If the money is to
last, the dependents must then conserve it, invest it,
and draw only a reasonable amount periodically. An
annuity income places all three responsibilities on the
insurance company. In addition, it guarantees an in-
come for life under the annuity principle.

An annuity income settlement is also a very-valuable
provision for the policyholder whose life insurance has
served its purpose and who now wants to obtain in its
place a retirement life income. This can be done under
the provisions of many policies in one step. The process
amounts to the surrendering of the policy for its cash
value (page 13). This money is then distributed under
the annuity income settlement provisions of the policy.
The annuity settlement can be one of the single life
annuity types discussed. If the policy permits the
choice of a joint life and survivorship annuity, the in-
sured may prefer this settlement. This will guarantee
a life income for both husband and wife. Where a
policy does not specifically permit the policyholder him-
self to use the settlement options, upon request the
company will advise what income he can obtain from
his insurance.

Each of the above three types of income provision is
an integral and valuable part of life insurance policies.
Whether a policyholder selects a plan for his bene-
ficiary, or whether on the death of the policyholder
the beneficiary makes the choice, or whether the policy-
holder selects an income provision for his own use-
in any case, the payment of proceeds as income fits
many needs far better than a lump-sum payment.

Safeguarding Policy Proceeds
The choice of an income provision (in contrast to a -

lump sum) has greatly increased in recent years, for
policyholders and beneficiaries often find that this type
of settlement serves better than a single payment. By
conserving the policy proceeds, it makes certain that
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money will be available as the years go by for the use
of dependents. -

In general, where $2,000 or more of life Insurance is
owned, an Income settlement is preferable to a lump-
sum settlement. Rather than receive $5,000 In one pay-
ment, it may be much better for dependents to receive
a smaller lump sum (with which to meet final expenses
of the insured) and the balance as income for living
expenses of the dependents (while they are making re-
adjustments in family life). For example, the $5,000
could be programmed under the settlement provision of
the policy to provide a cash payment of $2,000 plus
$150 a month for a little over 20 months. Alternatively,
a cash payment oi $1,000 could be paid plus $200 a
month for about the same period of time.

With larger insurance programs it may be better to
leave the choice of settlement provisions of some part
of the insurance proceeds with the beneficiary. This
allows for more flexibility in the use of these funds.
Such a decision places considerable responsibility on
the good judgment of the beneficiary. If this decision is
reached, it is well to do these two things:

(1) Acquaint him or her with the possible choices
that may some day have to be made, discussing, of
course, the entire insurance program with the bene-
ficiary; and

(2) Leave a letter of instruction with the policies
summarizing these ideas and including the suggestion
that the beneficiary discuss all of this with the agent
and company, particularly in the light of any change in
conditions, before making any choice of an income
provision.

In some States the law permits the policyholder t6-
include In the settlement arrangements a so-called
spendthrift cla*u which protects his beneficiaries from
the claims of their own creditors. Such a provision
generally states that the oeneficlaries cannot assign,
alienate, commute, or encumber the proceeds of the life
insurance, when left with the company, to satisfy the
claims of their own creditors. This protects them from
loss of funds which might result should they have un-
fortunate business or financial transactions. In most
States, life insurance, If payable to named beneficiaries,
is already protected from the claims of the insured's
creditors.

Dividends and Their Uses
In a participating policy, the premium Is fixed at an

amount somewhat greater than the company expects
will be needed under normal condition. However, the
actual yearly cost of the insurance is determined only
after the factors of expense, mortality losses, and in-
terest are known. The policyholder receives premium
refunds, called divideds, of such amounts as are not
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needed in the light of the actual operations, past ex-
perience, and present conditions.

These dividends are made up primarily from three
sources:

(1) The difference between anticipated and actual
operating expenses;

(2) The difference between estimated and actual
mortality loses; and

(3) Any interest earned on the investments over
and above that required to maintain the legal reserves.

Since dividends are determined by operating experi-
ence, the amount of future dividends cannot be guaran-
teed. Because of the expense of issuing a new policy,
dividends are not usually payable until after a full
2 or 8 years' premiums have been paid.

Dividends payable under an ordinary insurance
policy can be treated in any one of these four ways
by the policyholder:

(1) Taken in cash.
(2) Used to reduce premium payments.
(8) Taken in the form of additional paid-up insur-

ance protection.
(4) Left with the company to accumulate with

interest.

Main Aspects of a Life Insurance Policy
The main thing is the company's promise to pay

specified benefits. The specific benefits promised deter-
mine the type of policy. It is the policyholder's agree-
ment to pay premiums that makes the company's prom-
ise to pay specied benefits legally binding.

The values to which a policyholder is entitled when
he stops paying premiums (mmfweiture vahmt) are
set out in every lifetime or endowment policy (pages
11 and 12). A word should be added about the grow
period provision which allows a period of 28 to 31 days
after the premium is due during which it may be paid
without penalty. After that time the policy lapses. A
lapsed policy may be put back in force (reinstted) if
it has not been turned In for cash. To reinstate a
policy the insured must again qualify as an acceptable
risk and pay overdue premiums with interest. There
is also a time timit on reinstatement.

A loan from the company is available on an ordinary
life or endowment policy after the policy has been In
force for 1, 2, or 8 years. Known a the policy l"a
provision, this permits the owner of the policy to bor-
row any amount up to the eash vale of the polu i
(page 18).

Inces provision., or settlement options are con-
tained in ordinary life insurance policies (pages 14 and
16).

The difference between ps.tcipst6W and mspetici-
paling policies has been explained on pag 9. Dividends
received under participating policies and their use have
been discussed elsewhere on this page.

BEST COPY AVAILABLE
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An important provision in every policy is tie right
to name a beneficiary. In ordinary policies, the insured
can name one or more persons as contingent bene-
ficiaries who will receive the policy proceeds if the
primary beneficiary dies before the death of the in-
sured. (For example, a man may name his wife as
primary beneficiary and-his mother as contingent bene-
ficiary; if his wife dies before he dies, his mother auto-
matically becomes entitled to the policy proceeds after
his death.) Arrangements can be made with some
companies to provide for an interest payment method
of settlement (for the primary beneficiary) with any
remaining balance going to one or more "secondary"
beneficiaries. A policyholder can change beneficiary
arrangements if he has reserved the right to do so in
the original application for the policy. This still can
be done if he has not reserved the right, but then only
with the original beneficiary's consent.

Ordinary insurance policies may be assigned to cover
a debt or obligation. Unless the policyholder has re-
tained the right to change the beneficiary, he again
needs the beneficiary's consent to the assignment.

Life insurance policies are incontestable after either
I or, in most cases, 2 years. During this period the
company has the opportunity to check the information
given in the application for the policy. If materially
false statements were made, a company may seek re-
lease from the policy. The incontestable clause fixes the
time limit on the company in order to protect the
purchaser.

If there is an error in reporting the insured'r age,
the company will adjust the policy benefits to cor-
respond to the correct age.

The existence of exclusion or restrictive clauses or
provisions, including war clauses, geographic limita-
tions, aviation exclusion provisions, demolition, etc.,
must be plainly indicated on the face of the policy.

By their very nature, suci clauses-which greatly
restrict the total protection-should be carefully con-
sidered by the serviceman before he buys a policy.

An ordinary life insurance policy -nay include a

waiver of premium disability benefit, an accidental
death benefit, or both. The premium rate will be higher
if these benefits are included.

Under the waiver of premium disability benefit, any
premiums that fall duie after the beginning of-total
and permanent disability will be waived. Disability
must occur before a certain age, usually 60, and before
the policy matures if it is an endowment. The dis-
ability must last for at least 6 months before it will
be considered permanent.

The accidental death benefit provision promises to
pay an additional sum equal to the face of the policy
if death occurs by accidental means. The accidental
death benefit is often called "double indemnity." Acci-
dental death must occur within a certain time after the
injury, usually 90 days, and before a certain age, usu-
ally 60 or 65. This clause should be carefully read
over by the serviceman, for with sonic policies a death
caused by action of war orwhile engaged in flying is
excluded from the benefit.

Government Help in Paying Premiums
As insurance counselor, there may be occasions when

you will be asked about the "life insurance provision"
of the Soldiers' and Sailors' Civil Relief Act of 1940-
a provision that assists those having difficulties in pay-
ing premiums on commercial insurance because of re-
duced income.

More formally known as "guaranty of premiums on
commercial life insurance," this provision applies to up
to a total of $10,000 of insurance (in one or more
policies) on the person's own life and issued at least
180 days before entry into service.
- The heart of the matter is that the VA will (if all
is in order) guarantee the payment of the premiums
and interest. Application is made (on a VA Form
9-380, "Application for Protection of Commercial Life
Insurance Policy") direct to the insurance company,
with copies sent to the VA.

After his return to civilian life he will have to (1)
resume making premium payments himself, and (2)
arrange with the insurance company so that he can
repay the back premiums and interest. This should be
done within 2 years, for after that any indebtedness
is treated as a policy loan, unless the indebtedness
exceeds the cash value. In this latter event, the policy
would be ended and the Government would pay the
insurance company the difference between the indebted-
ness and the cash value. The amount paid by the Gov-
ernment would then become his debt to the Government.

The serviceman should be advised to approach this
matter with careful thought. The fact remains that
eventually he will either have to make repayments-
plus interest (at the company's rate)---or lose the
policy and still have a debt to the Government.
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ANNUITIES

How Annuities Provide Security

People buy life insurance because of the possibility

that they may not live long enough to support their

dependents, but they buy life annuities because of the

possibility that they may outlive their earning period

and need a steady income during their remaining years.

A life annuity provides for the payment of money in

the form of an income for the remaining lifetime of

the owner of the contract, who is known as the ax-

nuitant.

Life insurance policies and annuity contracts comple-

ment each other. The proceeds of life insurance policies

can be used to provide an annuity income, while some

types of annuities 'nclude an insurance element. Thus,

while life insurance is designed to furnish protection

for dependents, and while life annuities are designed

to furnish income for old age, each may meet part of

the other's objective.
To a considerable extent, the warning mentioned

earlier concerning purchase of endowments at the ex-

pense of straight life coverage also applies here. The

younger serviceman in particular should be made to

understand that the security provided by an annuity

policy is, at best, a poor substitute for adequate life

insurance protection for his dependents-if he is faced

with a one-or-the-other choice.
On the other hand, an older man-including one with

considerable service toward retirement--might consider
an annuity if his dependents' futures are already

reasonably well covered by insurance on his life. If his

children are now or soon will be able to take care of

themselves in the event of his death, he might shift his

insurance program from emphasis on life coverage to

provision for his own future. In the ease of the career

man, an annuity would augment his prospective retire-

ment income.
The main types of annuities are--

* Straight Life Anauity--paYa income during an-

nuitant's remaining lifetime, ending with his death.

* Life Aumulty "With Installments Certae-pay5s

income to annuitant for life, with payments during

balance of guarantee period to beneficiary seleted by

annuitant.

* Refund Ananity--annuitant makes single payment

and income begins almost an once. Deferred Anauity-

annuitant can make single payment, and income begins

on a future date.

* Retirement Income Annuity--allows person need-

ing no insurance protection to save for a life income.

* Retlremeat Income Policy-variation of retirement

income annuity that Includes substantial insurance.

* Joint Life and Survivorship Annuity--pays income

until death of last survivor of two or more annuitants.
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PART V

BUYING LIFE INSURANCE

In counseling a member of the Armed Forces on a
life insurance program, you are helping him build a
lifetime plan. This plan should evolve along the princi-
ple of providing for the needs (in the order of their
importance) of his dependents and himself. Needs will
differ with individuals. The father of a family has
needs that the wife alone does not. If, however, the
wife -is directly contributing to the support of the
family, her situation as a breadwinner resembles his.
Also, the young-aingle person has distinctly different
needs than does the older single person.

Within the Services, needs and situations will vary
according to the age, rank, and length of service, and
will also be affected by plans for staying in the service
until retirement age, or for leaving after only a brief
period of service. In helping these men and women
plan their insurance programs, the counselor should see
that they take into consideration all sources of income,
other forms of saving, and other forms of protection,
including Government benefits, as outlined in part I.

Selecting Beneficiaries
In addition, the counselor should advise taking a

long-range view of insurance, particularly in the selec-

tion of beneficiaries. A man with a wife and children
has no problem, of course; generally he just names his
wife the principal beneficiary and his children the sec-
ondary beneficiaries.

The young man who is unmarried, however, may
need guidance. He may want to name his fiancee or
a friend as his beneficiary, or someone else who may
not be the best choice from the long-range standpoint.
In most instances where the individual doesn't have
dependents when he takes out an insurance policy, he
would be better off naming a parent, or brother, or
sister, or another relative as beneficiary. Then, when
he marries-or if a member of his family becomes de-
pendent on him for support-he can change the bene-
ficiary designation and name his bride-or that depend-
ent relative-as his new beneficiary.

What Should Insurance Be Expected
To Accomplish?

Before he considers types of policies, the insurance
purchaser must decide what he wants his life insurance
to do for himself and his dependents. These are the
questions he must try to answer:

1) How much money does he want to leave to his
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dependents if he should die today? Will he require
more or less protection to meet their needs as tinte
goes on?

(2) When does he plan to retire? What amount of
income does he feel he and his wife would then need?

(3) How will he be able to pay for his insurance?
Is it likely that later on he will earn more, the same,
or less than he does now? Are the demands on the
family budget for other expenses of living likely to be
greater or less as time goes on?

When he has worked out approximate answers, he is
ready to select the types and amounts of policies that
will help him accomplish his objectives. Life insurance
agents will provide assistance in drawing up estimates
of needs and their relative importance. They will assist
In selecting the right types of policies to meet these
needs as nearly as possible with planned protection for
dependents, planned retirement for the policyholder,
and a plan for purchasing that will fit his income and
budget. Lastly, they should be able to help fit in pri-
vate insurance with other forms of coverage, including
Government benefits.

life insurance purchased without the help of an
agent is likely to fall short on one or more of these
major points. No one is able to plan a life insurance
program at any given time that will cover all of life's
eventualities. Nor is anyone able to figure out just ex-
actly how, over the years, he will pay for his life in-
surance.

You, as the life insurance counselor, are not expected
to be a go-between for the individual serviceman and
the life insurance agent, or a substitute for the agent
when it comes to working out details of a program.
Your greatest service when a person brings his problem
to you is to help him become aware (1) of the need for
careful planning and (2) of the fact that insurance
needs are not usually apparent until they actually hit.
You will not be expected to furnish a critique of the
life insurance plans submitted by agents to a service-
man.

You should be able to help him evaluate these plans
in the light of his present and prospective needs. One
way to do this is to review the following six points with
the serviceman. These should be discussed against the
background of the very considerable monetary benefits
that accrue to the survivors of the active duty service-
man, benefits payable by his Service, by the VA, and
by Social Security-but tempered by the fact that the
sum total of these benefits Is considerably less after a
return to civilian life.

The Principal Needs of a Family
Cash for Final Expenses. The loss of any, member

of the family is almost always followed by inescapable
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debts. These have to be met immediately. Unless they
can be met from savings, current income, or Govern-
ment death benefliti, a life insurance policy that helps
provide for these expenses on every member of the
family is indispensable.

The serviceman who is not planning to stay in the
service has to figure out how it will be carried If he
or a member of his family dies after his separation.
Insurance of this kind is always advisable for the
breadwinner of the family.

ReadjustmeM Moxey. The loss of the head of the
family cuts off the flow of family income. Funds are
urgently needed until the rest of the family can carry
on. At least some money is necessary until other
members of the family can get out and work. This may
mean leaving the younger children with relatives or
making other arrangements for their care. If the widow
is going back to secretarial work, for example, she may
need a refresher course in typing and shorthand.

All families need enough insurance to allow for at
least a brief period of readjustment. Some families can
afford no more than this. Families that can, should
buy ordinary policies. The readjustment money can
then be arranged so that it will be paid out in install-
ments over a period of a year or two, or more, rather
than in a lump sum.

The Family Income Period. To the widow with chil-
dren who suddenly has sole responsibility for bringing
up her family, it means' a great deal to know she will
receive a definite amount of money each month. Besides
food and shelter, it means giving the children a fair

200 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



197

chance to prepare for life's work. Most families will
want enough life insurance, together with other income,
to provide at least a certain living standard until the
youngest child is, say, 18 years old. Insurance pur-
chased to cover this need should be arranged to provide
aen income covering a period of years, depending on the
age of the children and other factors--including the
size of the family, its financial obligations, the possi-
bility of the wife finding employment, and the plans of
the father for remaining in the military service.

Life Income for the Widow. Most families would like
to make provision for an income, not on!y for the young
family during their "giowing-up years," but also for
the widow during her remaining lifetime. After the
children have struck out for themselves, a widow is left
alone and her problems change. It may then be difficult
for her to secure employment. A steady income, even
if it is only enough to provide part of what the widow
needs, is desirable. Such an income can be arranged
so that the payments continue as long as she lives.
During the family income period, the proceeds of this
part of the insurance can remain with the company,
wh:ch will pay interest periodically to the widow. If
she is given the right to make withdrawals from this
fund, it can also serve as a source of cash in time of
emergency. If a family is eligible for Social Security
benefits, special provisions should be made for the
period between the youngest child's 18th birthday and
the wife's 62d birthday, because no Social Security
benefits will be paid during that period.

Income for Old Age. A regular guaranteed income
for the years following retirement can help make that
period what most people want it to be-a time of re-
laxation and enjoyment, with assurance that the busi-
ness of simply staying alive will not be a pressing
burden.

Some of the policies designed to take care of a man's
family may no longer be necessary when he reaches
retirement age. He can then use the cash or maturity
values of these policies to provide annuity income to
take care of himself and his wife. Whatever additional
money he may need in the way of a retirement income
can be provided by another policy designed specifically
for this purpose. Here again, when the retirement in-
come is being planned, a person should take into con-
sideration all other funds that will be available at
retirement, including, of course, any military retire-
ment pay.

Other Needs. Ariong the other needs that a family
will want to consider and try to provide for are the
following:

(1) Education of the children. Many parents would
like their sons and daughters to go to college. The
father's death will not deprive his children of educate'

tional opportunities if he has made special plans
through a life insurance policy.

(2) Repayment of the mortgage. A home with a
mortgage may be a burden. Provision may be made to
pay off the balance of the mortgage with the proceeds
of a life insurance policy, in the event the insured does
not live to do so himself.

Life Insurance for Women
Traditionally, life insurance has been a means for

replacing the income of the breadwinner at death or
retirement. Therefore it has been used primarily by
men. However, many wives contribute substantially to
the family income (even though the husband continues
as principal breadwinner) and wish to provide addi-
tional protection for their children. Some wives also
find life insurance useful in providing their own retire-
ment benefits and in supplementing Social Security old
age benefits.

Beyond this, there has been increasing recognition of
the economic contribution made by the wife and mother
who works only within the home, not adding to the
family income by outside employment. Today, it is rec-
ognized that the loss of the wife, mother, and home-
maker involves an economic loss to the family just as
real, although less readily measurable, than does the
loss of the husband and breadwinner. Life insurance
on the wife helps protect the family against this loss.

Women in the service face essentially the same insur-
ance questions as career women in civilian life, with the
important difference that length-of-service benefits put
them at advantage. For any self-supporting person,
the fact that retirement income and medical services
are automatically made available through military serv-
ice has a direct bearing on determining the size of the
insurance program.

Life Insurance for Youngsters
The chief reasons people buy life insurance for their

children are: (1) to provide funds to pay for the last
illness and burial expenses; (2) to begin early to instill
in children the habit of regular and systematic thrift;
(3) to provide children with funds for such things
as a college education, setting up a business, getting
married; (4) to help them secure immediate and per-
manent insurance protection at relatively low rates;
and (6) to help them acquire policies while healthy and
easily able to meet insurability standards.

The basic life and endowment policies are available
on the lives of children. For younger children, the
insurance benefit is frequently graded so that it will
increase yearly for a number of years until it reaches
a certain maximum amount. Even small babies may
have life insurance policies.
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PART VI

GETTING A POLICY

Selection of an Agent
Servicemen will probably have two problems in se-

lecting an insurance agent-finding a good one in the
first place, or making a choice from among those who
already have sought him out. The counselor's helpful-
ness nt this point is limited, of course, because he is not
authorized to make the selection himself. Nevertheless,
there are useful suggestions you can pass along. One
of them is that a life insurance agent should be selected
as though the man were looking for a doctor or lawyer
-by making inquiries among his friends, older mem-
bers of his immediate family, relatives, or other persons
whose astuteness in such matters he trusts. The agent,
after all, should be the kind of person who can be
admitted to the purchaser's confidence as a trusted
adviser. The good agent has been given extensive
training by his company. He must hold a State license
to practice his business, and in many States a written
examination must be passed before he can qualify.

Because the agent ought to be available as a con-
sultant and adviser over the years as insurance needs
change, it is often advisable to do business with one
located in or near the serviceman's hometown. More-
over, it will be easier to look into the agent's qualifica-
tions among familiar people and places.

For the shrviceman, of course, this is not always
easy to do, being stationed away from his hometown.
If it is impossible or impractical for him to deal with
a hometown agent, the next best thing is to seek out
the better qualified men who are available near at hand.
The counselor may point out that sources of informa-
tion include the local chamber of commerce, better busi-
ness bureau, and State insurance commissioner. In
most large cities and in many medium-sized towns there
will be a Life Underwriters Association composed of
life insurance agents, general agents, and company
branch managers. These local associations and mem-
bers of the National Association of Life Underwriters,
Washington, D.C., will furnish information and as-
sistance.

How To Select a Company
Much the same general considerations apply to the

selection of an insurance company. Local businessmen,
bankers, chambers of commerce, better business bu-
reaus, etc., can be helpful in ascertaining the reputa-
tion and character of a given company. The insurance

commissioner-of the State in which the company is
located, as well as the State in which the serviceman
is presently located or intends to live-again is 3 pri-
mary source of information.

The criteria for Judging the soundness of a company
are the character of the men who manage it, the safe-
guards of its operating system, and the balance of its
liabilities against its assets. Some of these questions
can be answered on the basis of its national and local
reputation, as viewed by trusted observers The insur-
ance buyer will want to know: Who are the local repre-
sentatives and are they highly regarded? Does the
company have a record of good service to policyholders?

Another way to learn important facts about a com-
pany is to obtain from the agent or the home o/ffee
a copy of the latest annual report to policyholders.
Reports generally cover such subjects as the varied
activities of management, the company's objectives, its
problems, its accomplishments, and a record of its
financial results.

The laws of the States require that any company
represented by an agent within a particular State be
licensed by that State. This is evidence that the com-
pany has complied with the laws of the State designed
to protect the policyholder; is subject to regular peri-
odic examinations by the insurance commissioner; has
filed its annual financial reports with the State; main-
tains required legal reserves; and has been Judged as
qualified to do business with the citizens of the State.

Comparing Policy Costs
It's a mistake to choose one policy over another

simply because it is cheaper; the important considera-
tion is selecting the policy that best fits the purchaser's
needs. You, as insurance counselor, can help get t
point across by explaining to servicemen how they
should go about comparing the cost of policies in dif-
ferent companies.

First of all, policy provisions are seldom identical;
such differences are likely to affect cost. Similar poli-
cies issued by different companies often will vary in
cost. In the case of participating companies, for ex-
ample, actual cost to the policyholder is the premium
he pays, less the dividend he receives. Variations In
the number and amount of death losses, differences in
investment returns, and operating expenses will cause
changes in insurance costs between different companies.
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These unpredictable factors can alter the size of the
dividend from year to year. (In the case of nonpartici-
pating policies, however, the premium rate is fixed and
the cost is guaranteed in advance.)

As between similar policies issued on the participat-
ing and nonparticipating plans, there are differences in
cost over a period of years, but these differences cannot
be predicted. In the long run, competition between com-
panies tends to restrict differences in cost.

How To Obtain a Policy
A life insurance policy is issued following the per-

son's application for insurance and acceptance of the
application by the company. An application is sent to
a company by a life insurance agent after he has
reached an understanding with the prospective policy-
holder.

There are usually two parts to an application. In
the first section the applicant indicates, among other
things, the type of policy desired, the amount of insur-
ance he wants, and states his occupation and the
amount of insurance he now owns. In the second sec-
tion the applicant gives his medical history. In ordi-
nary policies, a photostat of the application is attached
to the policy and becomes a part of the contract.

What About Exchanging Policies?
The old saying about not changing horses in mid-

stream applies to life insurance. There is seldom any
advantage in exchanging an old policy for a new one-

never any advantage in yielding or surrendering a
Government policy in an "exchange." (Converting a
term policy to a straight life policy is another matter.)

The serviceman confronted with a proposition involv-
ing his non-Government insurance should insist that the
details be submitted in writing. This will give him the
essential facts and an opportunity to study them care-
fully. Before taking any action, he should check with
the two insurance companies involved-his old one,
through his agent, either by visits with the agent or
writing to him, and the new one, by writing its home
office.

His present policy may contain more favorable guar-
antees than can be secured in new policies today. Also,
by substituting a new policy for the old one, he will
again be paying the expense of placing a new contract
on the company's books. He will again have a one- or
two-year contestable period, after the new policy goes
into effect, during which the company is entitled to
question the statements made in the application for the
policy. Also, since he is older, the premium rate of the
proposed new policy will be higher. Furthermore, he
has built up values and benefits that it would take
years to build in new policies. Even if he has borrowed
up to the limit against his present policy, it seldom
pays to drop it in favor of a new one.

If it should appear that an old policy no longer meets
a policyholder's needs, his company will gladly aid in
adapting it to his present situation. Therefore, it is
seldom necessary or advisable to exchange policies in
order to meet new needs.

If Allotment Termination Is Requested
As insurance officer, you should arrange with your

finance office to be notified when a request to discon-
tinue an insurance allotment is received. This gives
you the opportunity to make sure that the usual dis-
advantages in terminating existing life insurance poli-
cies are understood by the serviceman considering such
an action. It is just as important to provide counseling
at this time as it is when a serviceman purchases an
insurance policy or contemplates exchanging policies.
As you know, insurance counseling is mandatory for
members of pay grades E-1, E-2, and E-3 and en-
couraged for all others under provisions of DoD Direc-
tive 1344.1 of 3 March 1964 and implementing Service
regulations. Therefore, you should give first priority
to counseling members of the first three pay grades
whenever a request to discontinue an insurance allot-
ment is brought to your attention.
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PART VII

INSURANCE PROGRAM

A Final Word on Planning an Insurance Program
No insurance counselor should forget to pass on this

final piece of advice to the serviceman considering the
purchase of a policy: "Be sure to discuss your plans
with your family." A husband and wife should plan
family insurance together. And even children ought to
be given some understanding of life insurance at an
early age.

The life insurance buyer should not be disappointed
or discouraged if he cannot put his whole insurance
program into effect immediately. It probably will re-
quire several years of careful planning before he can
set up a completely adequate program that will cover
all needs. It is better to fulfill the program step by
step, as increasing income or budgetary changes war-
rant, than to wait until there is enough money avail-
able to put the entire plan into operation at once. In
other words, he should buy what he can today and
cover his most important needs first.

One good reason for not putting off the purchase of
needed life insurance too long is the fact that premium
costs go up year by year as a person's age advances.
Another is that his family should have as much pro-
tection as he can afford, even in early years, before
increased income or other conditions permit purchase
of a more rounded insurance program.

Adjusting the Life Insurance Program

As time goes on, changes in his financial conditions

as well as his family's needs are bound to occur. When
a person makes a will, for example, he sets forth how
he wants his possessions distributed after his death, but
from time to time he may want to revise this plan as
conditions change.

The same is true of life insurance. The policyholder
should therefore review his policies regularly. The
services of his insurance agent are available in work-
ing out any needed revision.

Policy proceeds are distributed strictly as set forth
in the policy-not according to the will. (If, however,
the insurance is payable to the man's estate, rather
than to specified persons,-the will is followed.)

A good agent will keep In touch with the person who
buys from him, and will keep himself posted on the
changing conditions and needs of that person. The
agent will recommend adjustments that seem desirable
as conditions change, and will handle the necessary
details. That's why it is so important for the indi-
vidual buyer of insurance to start out on the right foot
by selecting an agent he can rely on for years to come.
This is .- pcrially important to the serviceman, who
will "tou-i, base" in his hometown only infrequently.
A good insurance agent will gladly assist whenever a
question arises about life insurance, either through
correspondence, or if possible, by means of a personal
visit. The serviceman policyholder should feel free to
use the services of his agent. He should also feel free
to correspond with the company.
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Servicemen's Group Life Insurance

All servicemen and women have been automatically
provided $10,000 life insurance coverage since 29 Sep-
tember 1965 by Public Law 89-214.

The Servicemen's Group Life Insurance (SGLI) is the
first Government-sponsored life insurance program for
members of the Armed Forces since the free Service-
men's Indemnity program ended on 31 December 1956.

SGLI coverage of $10,000 costs a serviceman only $2
per month, collected by automatic deductions from his
pay. This very low cost was made possible by insuring
all members of the Uniforraed Services under a single
group insurance master contract. Any extra-hazard
costs brought about by a stepped-up military situation
will be borne by the Government.

All members of the Uniformed Services on active duty
(under a call or order to duty that does not specify a
period of 30 days or less) are covered by SGLI. How-
ever, this does not mean that a member must serve 30
days before he is covered under the program-he is in-
sured from the first day he is on active duty (provided
he is not on orders for a period of 30 days or less).

Service members can reduce their SGLI coverage to
$5,000, costing $1 per month, or even "elect out" of the
program. As an insurance officer, you should point out
to anyone planning either of these actions that SGLI's
$10,000 of life insurance for only $2 is a good buy, re-
gardless of what other insurance he may have. The
other features of SGLI, also are advantages not
normally found in life insurance policies for servicemen.

Servicemen who have National Service Life Insurance
(NSLI) or U.S. Government Life Insurance (USGLI)
policies they acquired in past years also are covered by
the new Servicemen's Group Life Insurance. Thus, if
their NSLI or USGLI policies are for $10,000, they now
have $20,000 of low-cost Government-sponsored life in-
surance coverage.

Another strong argument against reducing or drop-
ping the full $10,000 SGLI coverage is that if a-service-
man later changes his mind and wants to request the full
coverage again, he must meet certain qualifications, in-
cluding the passing of a physical examination meeting
stringent commercial insurance medical standards.

In addition, servicemen with permanent plan insur-
ance-whether commercial or Government policies--
should be reminded that this insurance should not be
dropped just because they are now covered by SGLI.
Permanent plan insurance normally provides IZ'an and
cash values that continue to grow the longer a policy is
held, while SGLI, on the other hand, provides no loan or
cash values.

Beneficiaries

Other Government life insurance programs that have
been offered servicemen in the past, as well as most bene-
fits for servicemen's survivors, have placed limits on the
choice of beneficiaries. However, one of the main fea-
tures of the SGLI program is a free and unlimited choice
of beneficiaries. A serviceman participating in the
program--and everyone is unless he specifically "elects

out"--can designate any person or legal entity as pri-
mary beneficiary to receive the proceeds of his SGLI life
insurance in the event of his death; he can name a mem-
ber of his immediate family, a relative, cr a person not
in his family, or he can designate a school, a church, a
charity, or his estate, as his SGLI beneficiary. He has
the same freedom of choice in naming a contingent bene-
ficiary who would receive the proceeds of his life insur-
ance if the primary beneficiary died.

If a serviceman dies with no beneficiary designated,
the proceeds of his SGLI insurance would be paid in the
sequence prescribed by law, as follows: first, to the
widow (or widower) ; to his child or children; then his
parent or parents; or, if none of these are living, to the
executor or administrator of his estate; and finally, to
his next of kin under the laws of his home State.

Since the SGLI law does not stipulate kind of parent
or parents who would receive proceeds if an SGLI-
insured serviceman dies with no designated beneficiary,
a serviceman who wants the proceeds of his SGLI policy
to go to an adoptive or stepparent(s), guardian(s) or
custodian(s), or foster parent(s), rather than to his
natural parent(s), must specify the proper beneficiary
or beneficiaries on the SGLI election form, VA Form
29-8286.

Some servicemen don't need to designate any bene-
ficiaries because the sequence of beneficiaries provided
by law matches their own preferences. Nevertheless,
you should point out that when servicemen designate
beneficiaries they are first of all indicating their inten-
tions and secondly insuring that their intentions would
be known and carried out in the event of their death. The
matter of designating beneficiaries is always a serious
one, and whether it is an initial seleotion or a redesigna-
tion, it should be done only after careful consideration.

The proceeds of SGLI insurance policies are paid
either in a lump sum or in equal monthly installments
over a 36-month period. The serviceman can indicate
which method of settlement should be used, although if
he does not, the beneficiary can do so after his death.

You can point out that the serviceman has the time
to think about the needs and best interests of his bene-
ficiary and make a considered decision regarding method
of settlement, while the beneficiary would be making the
decision at a difficult and unsettled time. Incidentally,
if the serviceman indicates settlement by lump-sum pay-
ment, the beneficiary can request payment in monthly
installments instead. However, the reverse is not per-
mitted-a beneficiary cannot take a lump-sum payment
if the serviceman specified payment by monthly in-
stallments.

Whcn a serviceman draws up a Survivors' Income
Chart (illustrated on page 6 of the Counselor's Guide),
he will have to vary it from the example either by in-
cluding the SGLI lump-sum payment with the other
money his survivor or survivors would receive upon his
death in the Immediate block at the top of the chart, or
by adding the monthly payment under SGLI to other
kinds of survivor payments for the first 3 years, reading
from the left on the chart (the GLI shown on the sample
chart refers to USGLI or NSLI Government life in-
surance policies many members still have in force).
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SOLI's Conversion Provisions
Servicemen are still covered without cost for the 120

days following their active duty service, regardless of
whether they are discharged, retired, or returned to
nonactive duty reserve status. Servicemen can convert
SGLI into permanent plan civilian life insurance while
on active duty or during that 120-day period. This
conversion to permanent plan life insurance has sev-
eral points that should be explained tb servicemen con-
templating reducing or dropping their $10,000 SGLI
coverage and to all servicemen being separated or
retired.

First, the life insurance policies written for those
who are covered by SGLI must-by law-be made
available regardless of the individual's health or physi-
cal condition. Such policies must be the same in cost
for those in poor health or poor physical condition as
for those in good health and good physical condition.
This is particularly advantageous to servicemen sepa-
rated or retired for physical disability, who otherwise
could expect to pay higher premiums for commercial
life insurance, if they could obtain it at all.

The second advantage Is that they cannot contain war
exclusion clauses. That is, the face value of life in-
surance policies cannot be reduced because of death
occurring in a war situation.

These policies will be available from the life Insurance
companies participating in the SGLI program. Not all
companies Insure in all areas. Lists of eligible com-
panies (by area) may be obtained by writing the Office
of Servicemen's Group Life Insurance, 212 Washington
St., Newark, NJ. 07102.

Although servicemen will normally purchase this
commercial life insurance during the I20-day period
following their return to civilian life, they may, if they
wish, obtain it while they are on active duty. If they
do so, their SGLI coverage is canceled. In most cases,
there would be no advantage in converting SGLI to this
permanent insurance.

However, an individual can obtain this life insurance
after completing a period of active duty and then enter
another period of active duty of 31 days or more
(through reenlistment, perhaps) and again be covered

by SGLI during his new period of active duty, but only
if there is a break in service of at least 1 full day.

Other Government Life Insurance

Two other classes of Government life insurance were
offered active duty servicemen in the past. The first
was U.S. Government Life Insurance (USGLI), first
isued in World War I and made available until 1940.
National Service Life Insurance (NSLI), which re-
placed USGLI in 1940, remained available to servicemen
until 1951.

In 1951, during the Korean war, the Government in-
troduced Servicemen's Indemnity. It was a free pro-
gram that provided payments of $92.90 for 120 months
to selected survivors of servicemen. It was not true
life insurance although many viewed it as such, and it
was popularly called the "free GI insurance." Service-
men's Indemnity remained in effect until 31 December
1956, after which time surviving dependents of service-
men were given the greater financial protection of Social
Security and the VA's Dependency and Indemnity
Compensation.

Meanwhile, many of today's servicemen still have
USGLI or NSLI policies they acquired before 1951.
They should be emphatically advised to continue those
policies in effect-even though they now are also covered
by the new SGLI insurance-both for the added financial
security provided their beneficiaries and for the import-
ant fact that their USGLI or NSLI insurance continues
in effect after they leave the Armed Forces as long as

they want it to, in contrast to SGLI, which cuts off after
120 days.

If you are counseling a serviceman and discover that
he has a USGLI or NSLI policy on which he has waived
premium payments, or which he has cash-surrendered
or let lapse, you should point out to him the advantages
of resuming premium payments, or of reinstating his
policy, and how to do so.

Service-Disabled Veterans Insurance

Another Government life insurance program that still
is in effect-although not open to active duty service-
men-is the VA's Service-Disabled Veterans Insurance.
It is available only to veterans separated on or after
25 April 1951 who have disabilities which the VA rates
as service-connected, regardless of degree of disability.
These veterans must be in good health except for their
service-connected disabilities, and they must apply for
the insurance within 1 year of the date the VA deter-
mines their disabilities to be service-connected. This
insurance is available in $1,000 amounts up to a maxi-
mum of $10,000.

You should advise any serviceman being discharged
or retired for physical disability to discuss this Insur-
ance with a VA contact man or to get full details at a
VA office. You should also assist him in getting In touch
with the VA.

26

206 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



203

APPENDIX A

POINTERS FOR POLICYHOLDERS

Before any member of the Services becomes a holder
of life insurance, or before he purchases an additional
policy, it's a good idea for you, the unit insurance
counselor, to see that he has a sufficient store of gen-
eral, basic information on the subject. You can, for
example, let him look over this guide-particularly the
section on "Buying Life Insurance." In addition, he
can refer to the publications listed as references in
appendix C, or write to the Institute of Life Insurance
for further information on types of policies and how
they fit individual and family needs.

All these, together with the counselor's suggestions,
will help him in discussing his insurance program with
an agent. Later, as a policyholder, he should be sure
to do these fle things which will help him and his
beneficiaries:

(1) Read and reread his-policy. He should be satis-
fied that he understands its basic provisions and bene-
fits. When he does, he will probably get a better appre-
ciation of the values that are in his policy and what
they mean for him. He will learn something of its
flexibility in meeting various needs and changing situa-
tions. He can avoid possible misunderstandings-espe-
cially if he refers any questions that arise over the
meaning of the policy's provisions to his agent or in-
surance company.

(2) Keep his policy in a safe place. Just as with
other important personal or family papers, his policy
should be kept in as safe a place as feasible. A lost or
destroyed policy does not mean the end of the policy's
protection, for a duplicate copy can be obtained later-
but only after some inconvenience and delay. He should
keep a separate record of his policies. His official
Record of Emergency Iata form (Army-DA 41,
Navy-NAVPERS 601-2, Air Force-AF 246, Marine
Corps--NAVMC 10526-PD, Coast' Guard-CG 4113)
serves a valuable role here, and he should be sure to
fill in all the spaces pertaining to insurance. Premium
receipts will serve as a record, but some people find
a more complete record is of advantage in reviewing

their life insurance programs. He should be sure his
policies are accessible both to himself and to his bene-
ficiary, or at least that the beneficiary knows where
they are kept. Some people keep policies in a safe
deposit box. This means, however, that 7n event of
death, the beneficiary may have to obtain permission
of the tax authorities to open the box. The serviceman
probably would be wise to leave the policies with some
member of his family for safekeeping, unless his mili-
tary units has some provision for storing its members'
personal records.

(3) Keep his company informed of his address. This
is particularly important for the serviceman, since his
address is apt to change frequently. Each time he
moves to another station or assignment he should
notify his insurance company.

(4) Discuss his insurance program with his family
or other beneficiaries. It is usually advisable to have
them share in the planning from the outset and to dis-
cuss with them changes in the program. It's also a
good idea for him to leave a letter outlining his insur-
ance policies and indicating any choices the beneficiary
may have in the settlement of policies. This letter
ought to be with the policies or at least in some safe
place where it can easily be found after his death. It
may be well to point out in the letter that (1) no out-
side assistance is needed to collect the insurance money,
and (2) his life insurance agent will help the bene-
ficiary fill out the "proof of claim" papers and assist
in selecting a settlement provision if the choice is left
to the beneficiary.

'(5) Review his life insurance program with his
agent at least every 9 years. The agent will help Tnake
any changes that may be advisable because of chafed
conditions. The policyholder should not try to revamp
his program without calling on the agent's professional
knowledge and experience. When a policyholder is
transferred, he can obtain assistance or the name of an
agent in his new locality by writing his insurance com-
pany's home office.

/
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APPENDIX B

GLOSSARY

ACCIDENTAL DEATH BENEFIT-Additional sum
equal to the face value of the policy. Paid if death
occurs by accidental means (also called "double in-
demnity").

ACTUARY-A statistician or specialist who makes
the computations on which life insurance economics
(premiums, reserves, surrender values, etc.) are based.

ANNUITANT-One who receives an annuity.
ANNUITY-A stated sum of money paid periodically

at the end of a fixed interval.
ANNUITY, CERTAIN-One which is paid over a

definite (certain) period of time whether or not the
annuitant lives to receive all payments.

ANNUITY, CONTINGENT-One which is payable
subject to a stated circumstance-for example, the con-
tinued life of the annuitant during the period of pay-
ments.

ANNUITY, DEFERRED-One from which the an-
nuitant begins to receive payments only after a stated
period of time has elapsed.

ANNUITY, IMMEDIATE-One on which payment to
the annuitant begins at once (at the end of the first
month, or first year, at the annuitant's option).

ANNUITY, JOINT LIFE-An annuity which con-
tinues to be paid jointly to two recipients as lopg as
both are alive.

ANNUITY, LAST SURVIVOR-A sum payable as
long as one of two or more annuitants remains alive.

ANNUITY, LIFE-One paid regularly as long as the
annuitant lives.

ANNUITY, SURVIVORSHIP-Payable for the life-
time of a designated person after the death of the
original annuitant or annuitants.

\,

ANNUITY, TEMPORARY-One on which payments
to the annuitant stop at the end of a stated period.

ASSIGNEE-The person to whom a policy or an in-
terest therein is "assigned."

AUTOMATIC EXTENDED INSURANCE-Stays in
force automatically when a premium is missed, but
only for a specified time.

AUTOMATIC PAID-UP INSURANCE-Stays in
force automatically when a premium is missed, but
only as insurance equivalent to what the current cash
value will purchase.

BENEFICIARY-The person named to receive policy
benefits.

BENEFICIARY, CONTINGENT-One who receives
policy benefits only if some event takes place, such as
the death of a primary beneficiary.

DIVIDEND, ANNUAL-A share in company earn-
ings allocated to policyholders once a year but in some
cases contingent on their having paid the current pre-
mium due.

DIVIDEND, CASH-The same, paid in cash (rather
than held for accumulation 'with interest, to pay pre-
miums or for additional insurance, etc.).

DOUBLE INDEMNITY - (See ACCIDENTAL
DEATH BENEFIT.)
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ENDOWMENT-A policy that guarantees a payment
to the insured (in lump sum or installments) if he lives
beyond a certain period. May also be combined with
term insurance, which guarantees payment to a bene-
ficiary if the insured dies before the endowment period
elapses.

ENDOWMENT PERIOD-The length of time in
which an endowment policy matures.

GOVERNMENT INSURANCE-Covers all forms of
Government insurance issued to members of the Armed
Forces.

INSURANCE, PAID-UP-A policy, purchase of
which is completed and no further premiums are due.

LAPSE--Voidance of a policy by failure to pay
premiums when due. -

LEGAL RESERVE-Minimum levels, set by State
law, below which an insurance company's reserves may
not fall without becoming legally insolvent or discon-
tinuing the issuance of new insurance--Or both, de-
pending on how individual statutes are worded.

LIABILITIES-An insurance company's obligations
and debts, including present value of future obligations.

LOAN VALUE-What the current reserve value of
a policy will permit the policyholder to borrow from
the company.

MATURITY-The date on which a policy becomes
paid up or payable.

MORTALITY RATE-The rate of deaths among a
given age group, as calculated on the basis of actuarial
experience.

MUTUAL INSURANCE COMPANY-An insurance
organization in which policyholders share control, elect
directors, and share in any surplus.

NON.FORFEITURE PROVISIONS-Guarantees in
the policy that after a stated period of time, failure to
meet a premium date will not forfeit the policy entirely
but will only reduce it to certain stated values.

NSLI-National Service Life Insurance: the system
of insurance (maximum of $10,000) instituted during
World War II for members of the Armed Forces.

OPTIONS OF SE]VrLEMENT-Choices allowed as
alternatives to the receiving of policy benefits in a
single lump sum.

PERMANENT-PLAN INSURANCE-Any type of
insurance other than term; it may be straight life
(whole life), endowment, annuity, or a combination.
Unlike term insurance, it need not be renewed periodi-
cally.

POLICY-The printed document issued to the insured
by the company stating the terms of the insurance
contract

POLICY LOAN-A loan which, if not repaid, is de-
ductible from the policy reserve and which, in any
event, cannot exceed that reserve or a stated proportion
of it.

POLICY, NONPARTICIPATING-One which does
not entitle its holder to receive dividends.

POLICY, ORDINARY LIFE-One which provides
for payment of benefits upon the death of the insured
and on which he pays premiums throughout his life
time.

POLICY, PARTICIPATING--One which entitles its
holder to receive a share in the company's surplus (a
dividend); premiums for these generally are higher
than for nonparticipating policies,

POLICY YEAR-The 12-month period beginning
with the due date of the first premium.

PREMIUM-'he payment required (annually, semi-
annually, quarterly, or monthly) to keep a policy in
force; it may, in the case of an endowment or paid-up
policy, be paid in a single sum.

PREMIUM, EXTRA-Additional payment to cover
some special risk, such as an occupational hazard.

PREMIUM, LEVEL-One which remains unchanged
throughout the life of the policy.

PREMIUM, SINGLE-A single lump-sum payment
that purchases paid-up insurance.

RESERVE, POLICY VALUE-Amount of money re-
ceived by an insurance company in the form of pre-
miums and held (generally in interest-bearing assets)
against anticipated future claims as policies mature.
Includes interest earned.

RIDER-An addition to a policy, in the form of a
separate insurance provisions or endorsement, which
becomes a part of the policy.

STOCK INSURANCE COMPANY-One owned by
stockholders who share any surplus and elect directors.
Some stock companies allow policyholders to share in
surplus also.

SITRPLUS-That portion of a company's assets
which exceed its legal liabilities, including chiefly the
value of its policies, and by which its solvency is
measured.

SURRENDER VALUE-What a policy is worth to
its holder when he gives it up in exchange for what-
ever the issuing company has guaranteed in such an
event-generally cash or paid-up insurance.

SURVIVORS-Immediate members of the family of
a deceased person who are either his dependents or
eligible to receive benefits by reason of his death.

TERM POLICY-Insurance which provides for pay-
ment of the face amount only if the policyholder dies
within a specified period.

TERM POLICY, CONVERTIBLE-One which allows
the policyholder to turn it in during the term in ex-
change for some permanent plan of insurance.

TERM POLICY, RENEWABLE-One which is auto-
matically renewable at the end of each term, without
a new medical examination, but at a higher premium
in accordance with the attained age of the policyholder.

USGLI-United States Government Life Insurance:
first issued to members of the Armed Services during
World War I.
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APPENDIX C

REFERENCES

DEPARTMENT OF DEFENSE PUBLICATIONS

DoD PA-1, Disability Separation-Facts for Your Future, 1964.
DoD PA-7, Retired Servicemen's Family Protection Plan, 1964.
DoD PA-5, Going Back to Civilian Life, 1964.
DoD PA-3, Dependents' Medical Care Program, 1964.

OTHER PUBLICATIONS

VA Fact Sheet IS-1, Federal Benefits for Veterans and Dependents.
The Great Provider: The Dramatic Story of Life Insurance. Gudmundsen, John, Industrial

Publications Co., South Norwalk, Conn. (latest ed.)
Life Insurance Fact Book. Institute of Life Insurance, New York. (issued annually)
Life Insurance. Maclean, Joseph B., McGraw-Hill Book Co., New York. (latest ed.)
Modern Life Insurance. Mehr, Robert I., and Osler, Robert W., Macmillan Co., New York.

(latest ed.)
The Economies of Life Insurance. Huebner, Solomon S., Appleton-Century-Crofts Co., New

York. (latest ed.)
How Life Insurance Can Serve You. Linton, M Albert, Harper & Brothers, New York. (latest

ed.)
Handbook of Life Insurance. Kelsey, W. R., and Daniels, A. C., Institute of Life Insurance,

New York. (latest ed.)
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Mr. SHARP. Now, I would just like to clarify one other point here
in this statement, Mr. Nader.

One of your recommendations on the top of page 17, No. 3, you
talk about a "meaningful disclosure law that would give the con-
sumer information necessary to compare-the relative price and terms
of-different policies at the point of sale."

Dr. Belth, our next witness, has developed one such method of
breaking the premium down for the package of protection and sav-
ings, and we will be hearing from Dr. Belth on this point.

I take it that when you say, "different policies at the point of sale,"
you feel that a mandatory disclosure system is necessary to get accu-
rate, adequate, and meaningful information to the consumer at the
point of sale, or do you think a voluntary system would be enough?

Mr. NADER. No, I think not only a mandatory system, but one where
there is a specific, uniform form for such disclosure.

If they want to complicate their policy, let them complicate their
policy, but at the end, they have to present to the prospective policy-
holder a uniform, comparable system of information about that policy.

Mr. SHARP. Thank you-I did want to put into the record at this
point the fact that the top five leading life insurance companies,
which are all mutual, have some 86,000 agents according to Best's
Life Insurance Reports for 1972. It's my understanding that there
is anywhere from 150,000 to 250,000 career or full-time agents in the
life insurance industry, yet these companies alone have some 86,000
according to Bests.

Mr. CHUMBRIS. Mr. Sharp, if you will *yield a moment, I under-
stand that the record shows that there are 250,000 agents who earn
50 percent or more of their income from selling life insurance, and
that there are a couple of hundred thousand more who do part-time
selling, such as retired agents, who continue to sell life insurance.

Mr. SHARP. Thank you, Mr. Chumbris.
I should mention that Senator Hart has sent out a questionnaire

to some 82 life insurance companies holding some 92 percent of the
industry's assets. A series of questions deals with agents, and as we
get more information, Mr. Chumbris, we will introduce it for the
record.

Thank you for calling it to my attention.
Now, Mr. Nader, you make a comment on page 6 of your statement,

that the Life Insurance Institute Factbook fails to include first 2-year
lapse policy data. Senator Hart did write to the Institute of Life
Insurance, and they did say, "yes, we do omit first 2-year lapse policy
data for ordinary life insurance." The Institute has furnished the
subcommittee with that data. In 1970, life insurance companies issued
nearly 11 million ordinary life insurance policies.

Now, according to the institute, 19 percent of these policies lapsed
or were dropped by policyholders over the period 1970 and 1971. In
short, 2 million policies were dropped.

When policyholders drop their straight life policies during the first
2 years after'issuance of a policy, they usually get little or nothing
back in the way of cash values. In some cases, if the policies are large,
they may get some first year cash value, but very'rarely. And, some-
times they'll get a minimum amount thn second year, but, by and
large, they get very little back.
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Subcommittee staff has made a preliminary estimation of the loss
to policyholders on ordinary life policies issued by the industry in
1970, and dropped by policyholders in 1970 and 1971. That estimated
loss was $505 million.

Staff realizes that this preliminary estimate may be open to ques-
tion because of the methods used to arrive at the estimate. Staff had
to use the only data publicly available; that is, the 1972 factbook
published by the Institute of Life Insurance.

Senator Hart, staff would like to suggest that the life. insurance
industry undertake to produce its own estimate of the loss to policy-
holders stemming from early lapsation of ordinary life policies.

Senator HART. We would welcome the information, and let's make
it clear that, as I think you have, the analysis you make, though
obtained from the best sources available, may not be accurate.

Mr. SHARP. That's right. Even though they are industry sources,
sir, I would like to submit this for the record, and also to state that
in the questionnaires we have asked for lapsation data; in short, how
many policies are dropped in the early years.

Mr. CHA MBRis. Mr. Chairman, may I have that?
Mr. Chairman, Mr. Sharp was reading from a statement on esti-

mated policyholder losses from lapsed ordinary life insurance policies
issued in 1970, and I understand he wants to place this in the record.

I have one objection to his conclusion in the last paragraph, because
he's trying to calculate a loss by multiplying the number of policies
times a certain dollar amount. Since we're asking the insurance com-
pany for information, we ought to find out also statistics on people
who lapsed their policies but years later acquired life insurance. For
example, a policy held for 2 years, and then for some reason the policy-
holder found out he couldn't keep the payments, and he was in a
position where he didn't need insurance as much as he thought he
did, and he let that policy lapse. And, 5 years later he bought a policy
and went ahead and maintained it.

I'd like to know how many people who lapse a policy from one
company, may pick up another policy from another company, or may
wait 2 or 3 years, as a good mutual friend of Mr. Sharp's said he did,
when he had a policy and let it lapse within the first year. But that
person is well-insured today.

So, if you use the figure that Mr. Sharp has here, and it is a fantas-
tic figure, we may find out that if you let a policy lapse for 2 or 3
years you may save $800 or $1,500 during that interim, if you pick up
another policy later, which most people will do anyway.

So I think that the figure that Mr. Sharp is using here is a figure
just to-speculate-it's a speculated figure, and I don't think it serves
any useful purpose or is relevant to the issue herein.

I think I'd like to know how many people, if it's possible, allow
WpqhT-to lapse, and later will pick up another policy.

Mr. SHARP. Mr. Chairman, I'd like to just resp nd briefly.
We have set forth exactly how we calculated this, and we do note

here that we've made some estimations for policyholder cost of pro-

tection; that is, what it would have cost the policyholder for term
insurance. Obviously, he had the "death protection" for the 2-year
period, so that was taken into account.
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And, after all, the policyholder has paid money, and all we're say-
ing is, other than the death protection which may have been from
the way we calculated it-$88 over 2 years on an average policy of
$11,000-which means the difference was lost-the difference in our
calculations of $242 was the estimated net loss per policy.

From the policyholder's standpoint, he has lost that, period.
Now, I would also like to ask one more question, Mr. Chairman,

if I may, please.
Mr. CHUMBRIS. Will you reserve judgment on that, admitting that

statement?
Senator HART. It seems to me that the comments that have been

made indicate its tentativeness. The data, I assume referred to by
Mr. Sharp, omits information that you have identified?

Mr. CUtrBRIS. I am referring to the relevancy of a chart like that
because it's a misleading type of chart that really doesn't prove
anything.

Senator HART. If it's a misleading chart, it won't go in. If it is as
precise as available data permits, it will. I will reserve judgment.

Mr. SHARP. Thank you, Mr. Chairman.
Mr. Nader and Mr. Petkas, on page 7 of the statement, you make

the observation, in New York State, agents commissions are regu-
lated, the only State in the Union where life insurance agents com-
missions are regulated.

And many companies not in New York pay 100 percent or more
for certain specialty policies.

There is only so much in a dollar, 100 cents.
Now, assume a company has a premium for a policy of $200, and

in some cases, it has come to staff's attention, that a company will pay
out 125 percent first year commission, which means that 25 percent
of that $200 has to come from some place.

Wouldn't it be coming out of surplus?
Mr. PETKAS. Well, some of the advertisements that I have seen, they

actually come out of another policy that the policyowner has; that
is to say, they induce him to cash in one cash value policy, and at the
same time that he purchases a new one, and at least for a certain peri6d
of time there are funds available.

Mr. SHARP. Excuse me. That is not what I am getting at here.
Mr. PTKAS. No.
Mr. SHARP. We are talking about one policy. The company sells

me a policy. The first year premium is $200. The agent's first year
commission is 125 percent.

Mr. PETKAS. Well, essentially, they have to advance those, the dif-
ference in commissions, out of the funds they have available, which
are surplus funds, which are funds taken from other policyholders.

That is to say, funds received in other premiums underwrite those
100 percent plus commissions on some policies.

Mr. SHARP. Thank you.
And this is an area, Mr. Chairman, that I think the subcommittee

must further investigate.
That is all, Mr. Chairman.
Senator HART. I believe that, in discussion with Mr. Chumbris, we

may be able to develop language which would safeguard against a
misinterpretation of the chart. Pending development of that language,
we will reserve judgment on that; and its admission.
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[As a result of the discussion mentioned above the following was
received for the record.]

ESTIMATED POLICYHOLDER LOSSES FROM LAPSED ORDINARY LIFE INSURANCE
POLICIES ISSUED IN 1970

In 1970, life insurance companies Issued 10,974,000 ordinary life insurance
policies. (72 Fact Book 17). According to the Institute of Life Insurance, 19%
of these policies lapsed over the period, 1970-1971 (Letter to Sen. Hart 1/26/73),
or 2,085,506.

The average size ordinary life insurance policy issued In 1970 was $11,230.
(72 Fact Book 20). The average premium per $1,000 of ordinary life insurance
face-amount was around $16 in 1970. This was determined by dividing $1.8 bil-
lion (first year premiums for 1970, which was obtained by taking 12% of total
ordinary premiums for that year-see 72 Fact Book 60) by $123 billion (face-
amount of ordinary life purchased In 1970-72 Fact Book 17).

The average premium for 1970 was $165, and the total premiums for the period,
1970-1971 were $330. ($15 per $1,000 face-amount times 11-$11,230/$1,000). The
estimated policyholder cost of protection (term insurance) for the period, 1970-
1971 was $4 per $1,000 face-amount, or $88 total. Thus, $242 was the estimated
net loss per policy lapsed during the period 1970-1971.

2,085,506 (lapsed policies) times $242=$504,692,000, the estimated loss to
policyholders on ordinary life policies issued in 1970, and lapsed during 1970 and
1971.

Mr. SHARP. Mr. Nader, I did not comment, although I made a note
as you went along, on the point you make that leaders in the life
insurance business could, indeed, become the national advocates for
health and safety.

Economic self-interest would suggest corporate responsibility,
would encourage it, and I hope they do. I am glad that you reminded
us that Dr. Haddon and the Insurance Institute in the field of auto-
mobile safety and repairability have made dramatic impact on the
Congress, and I think the automobile insurance buyer, and automobile
insurance companies. And given that kind of experience and model, I
would hope that the leaders in the life insurance business in this
country will, indeed, grab hold of this. And it just makes eminent
good sense.

Mr. NADJI. And it can be done very inexpensively, as the casualty
insurance industry has shown, again, in the bumper area, and in the
airbag area.

For example, Allstate, instead of displaying fatuous ads, on occa-
sion will focus on the airbag, and how it works, and how they believe
in it. So they get their name across. They get their corporate interest
across. But they also get across the idea that advance technology can
really dramatically save lives.

And if the life insurance industry would take specific areas of in-
terest such as the nuclear power hazards, which the insurance industry
refuses to underwrite because they don't want to absorb those risks,
they could perform wonders with virtually no investment--just as
part of their proper public education programs and leadership.

Senator HART. Well, if there are no further questions, let me again
thank you. In these days of doubt, everybody, including, I suppose,
the chairman of the board of the biggest life i-nsurance company,
wonders if anybody is listening, if there is anything they can do about
making this system more responsive. Indeed, one of my own children
tells me that there is no point in getting in the system because no
matter how much they try, it can't be turned around.
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I cite to them, and I say on the record, Ralph Nader is a dramatic
example of how an individual can turn this system around, not always
to the pleasure of some, but to the long-term benefit of all.

I appreciate your comm this morning.
Mr. NADE. Thank you, §;r. Chairman.
[The following material, relating to Mr. Nader's testimony, was

received for the record. Testimony resumes on p. 527.]
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INSURERS ACCREDITED FOR SOLICITATION

on

Department of Defense Installations in Foreign Countries

FY 1973

Not applicable re on-base solicitation in the United States, its Territories
and its Possessions (the Commonwealth of Puerto Rico, the Vi gin Islands,
the Canal Zone, Guantanamo Naval Base, American Samoa an Guam,
Johnston, Midway and Wake Islands). (.."i ," ,

1. Academy Life Insurance Company tf
(Denver, Colorado)

. 2. Al American Assurance Company A,#^A

(Baton Rouge, Louisiana)

3. All American Life & Casualty Company
(Chicago, Illinois)

4. American Amicable Life Insurance Company Lf

(Waco, Texas)

S. American Bankers Life Assurance Company of Florida
(Miami. Florida)

3

6. American Defender Life Insurance Company
(Raleigh, North Carolina)

7. American Fidelity Life Insurance Company
(Pensacola, Florida)

8. American Foundation Life Insurance Company
(Little Rock, Arkansas)

9. American General Life Insurance Company of Delaware
(Houston, Texas)

V1 10. American International Life Assurance Company of New York
(New York, New York) no <_

BEST COPY AVAILABLE
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FY 1973

V/1 1. American Life Insurance Company I o
(Wilmington, Delaware) -

12. American Mutual Life Insurance Company I
(Des Moines, Iowa)

1 3. American National Insurance Company
(Galveston, Texas)

'1 14. Bankers Life Insurance Company of America (0 K.
(Dallas, Texas)

\ 4 5. Bankers Union Life Insurance Company k o 2-
(Denver, Colorado)

16. Beneficial Life Insurance Company
(Salt Lake City, Utah)

17. Beneficial National Life Insurance Company 4
(New York, New York)

18. The Capitol Life Insurance Company
(Denver, Colorado)

V19. Charter National Life Insurance Company3
(Saint \Louis, Missouri)

/20. The Chesapeake Life Insurance Company
(Baltimore, Maryland)

AlI. Citizens Standard Life Insurance Company
(Corpus Christi, Texas)

- 22. Companion Life Insurance Company Lf /
(New York, New York)

23. Connecticut Mutual Life Insurance Company 7
(Hartford, Connecticut)

24. Continental Assurance Company" V/
(Chicago, Illinois)

Page 2

BEST COPY AVAILABLE
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FY 1973

25. Crown Life Insurance Company
(Toronto, Canada)

26. Delaware American Life Insurance Company
(Wilmington, Delaware)

27. Durham Life Insurance Company _
(Raleigh, North Carolina)

28. Executive Life Insurance Company
(Beverly HUI@, California)

J29. Farm and Home Life Insurance Company
(Phoenix. Arizona)

30. Federal Life & Casualty Company
(Battle Creek, Michigan)

31. First Colony Life Insurance Company 1+
(Lynchburg, Virginia)

First National Life Insurance Company of Americar)-. YW
(Atlanta, GeorgiA)

33. The Franklin Life Insurance Company
(Springfield, Illinois)

34. General Services Life Insurance Company4
(Washington, D. C.)

,A5. George Washington Life Insurance Company
(facksonville, ,'lorida)

,X6. The Gibraltar Life Insurance Company of AmericaH
(Dallas, Texas)

V/7. Globe Life Insurance Company
(Chicago, Illinois)

38. -Government Employees Life Insurance Company
(Washington. D. C.)

Page 3
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FY 1973

39. Government Personnel Mutual Life Insurance Company
(San Antonio, Texas)

1/40. Guarantee Mutual Life Company
(Omaha, Nebraska)

41. Gulf Life Insurance Company
(Jacksonville, Florida)

42. Homesteaders Life Company 3
(Des Moines, Iowa)

/3. Investors Guaranty Life Insurance Company
(Mercer Island, Washington)

44. Investors Insurance Corporation no h 0
(Portland, Oregon)

/45. Investors Life Insurance Company of Nebraska
(Watertown, South Dakota)

46. Investors Syndicate Life Insurance and Annuity Company9
(Mlnneapblis, Minnesota)

47. ITT Hamilton Life Insurance Company :
(Saint Louis, Missouri)

48. Jefferson Standard Life Insurance Company
(Greensboro, North Carolina)

49. John Hancock Mutual Life Insurance Company
(Boston, Massachusetts)

50. The Lafayette Life Insurance Company I
(Lafayette, Indiana)

/51. Life Insurance Society of America .
(Birmingham, Alabama)

" 52. The Manufacturers Life Insurance Companyl
(Toronto, Canada)

Page 4
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FY 1973

53. Massachusetts Mutual Life Insurance Company
(Springfield, Massachusetts)

54. Metropolitan Life Insurance Company I
(New York, New York)

55. Midland National Life Insurance Company)
(Watertown, South Dakota)

56. Monumental Life Insurance Company
(Baltimore. Maryland)

57. The Mutual Benefit Life Insurance Companyl
(Newark, New Jersey)

58. The Mutual Life Insurance Company of New York I
(New York, New York)

\/59. Mutual Savings Life Insurance Company0r o.0
(Decatur, Alabama)

60. National Fidelity Life Insurance Company
(Kansas City, Missouri)

61. The National Investors Life Insurance Company i-
(Little Rock, Arkansas)

6Z. National Travelers Life Company .

(Des Moines, Iowa)

/63. National Western Life xInsurance Companyf
(Austin, Texas)

64. Nationwide Life Insurance Company I
(Columbus, Ohio)

65. North American Life Insurance Company of Chicago3
(Chicago, Illinois)

66. Northern Life Insurance Company
(SeatIle, Washington)

Page 5
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FY 1973

67. Occidental Life Insurance Company of California
(Los Angeles, California)

68. Occidental Life Insurance Company of North Carolina
(Raleigh, North Carolina)

69. The Old Line Life Insurance Company of America)
(Milwaukee, Wisconsin)

70. Old Republic Life Insurance Company .
(Chicago, Illinois)

'I. Old Security Life Insurance Company:
(Kansas City, Missouri)

.72. Ozark National Life Insurance Companyy,
(Kansas City, Missouri)

73. Pacific Fidelity Life Insurance Company A
(Los Angeles, California)

74. Peninsular Life Insurance Company
(Jacksonville, Florida)

V5. Pierce National Life Insurance Company,,
(Los Angeles, California

76. Pilot Life Insurance Company
(Greensboro, North Carolina)

/77. Pioneer American Insurance CompanyLj
(Fort Worth, Texas)

"18. Professional Insurance Corporation
(Jacksonville, Florida)

79. The Prudential Insurance Company of America
(Newark, New Jersey)

)OP. Pyramid Life. Insurance Company r _
(Charlotte, North Carolina)

Page 6
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FY 1973

'v8 1. Pyramid Life Insurance Company -
(Kansas City, Kansas)

8z. Reserve Life Insurance Company 3
(Dallas, Texas)

83. Safeco Life Insurance Company
(Seattle, Washington)

84. Security Benefit Life insurance Company)
(Topeka, Kansas)

45. Sentinel Security Life Insurance Cornpany(,
(Salt Lake City, Utah)

86. Standard Life & Accident Insurance Company-
(Oklahoma City, Oklahoma)

48 7. Standard Life Insurance Company of indlanaq
(Indianapolis, Indiana)

88. / Sunset Life Insurance Company of America I
(Olympia, Washington)

\09. Surety Life Insurance Company
(Salt Lake City, Utah)

'90. Transwestern Life Insurance CompanykV,., V '

(Billings, Montana.)

/91. Trans World Assurance Company
(formerly Trans World Life Insurance Company) A..
(San Mateo, California)

9z. The Travelers Insurance Company I
(Hartford, Connecticut)

93. United American Life Insurance Company
(Denver, Colorado)

94. United Benefit Life Insurance Company
(Omaha, Nebraska)

Page 7

223 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



220

FY 1973

95. United Life & Accident Insurance Company
(Concord, New Hampshire)

96. United Services Life Insurance Company
(Washington, D. C.)

A/ 7. University Life Insurance Company of America
(Indianapolis, Indiana)

98. USAA Life Insurance Company
(San Antonio, Texas)

99. Valley Forge Life Insurance Company LI
(Chicago, Illinois)

\r00. The Variable Annuity Life Insurance Company
(Houston, Texas)

101. Western Life Insurance Company I
(Saint Paul, Minnesota)

'102. Western Reserve Life Assurance Company of OhioL
(Clearwater, Florida)

,/103. World Service Life Insurance Company .
(Fort Worth, Texas)

Page 8
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INSURERS ACCREDITED FOR SOLICITATION ON DOD DEFENSE INSTALLATIONS IN FOREIGN COUNTRIES OFFERING
$10,000 NONPARTICIPATING STRAIGHT LIFE POLICIES ISSUED IN 1970 TO MALES AGE 20, FEMALES AGE 23

20-yr average annual cost of insurance and rank-

20-yr average Traditional net cost Interest adjusted
gross

Company premium Rank Cost Rank Cost

American General ............................ $115.50 1 $8.40 1 $35.50
Occidental (California) ......................... 111.40 2 5.40 3 42.90
Franklin ..................................... 114.00 3 5.45 5 43.90
Old Line ..................................... 112.00 4 5.50 4 343.20
United Securities I ............................. 103.60 5 6.10 2 40.60
Pilot ......................................... 114.70 6 6.20 7 44.60
Penninsular .................................. 117.40 7 6.50 11 45.80
Government Employees ........................ 112.80 8 6.80 6 44.30
Gulf Life ..................................... 116.50 9 7.95 12 46.40
Jefferson Standard ............................ 116.50 10 8. 00 12 46.40
Western Life .................................. 113.70 11 8.20 10 45.60
American National ............................ 4118.20 12 8.20 17 47.20
Continental Assurance ......................... 115.40 13 9.40 15 46.90
United Stetes ................................. 116.20 14 10.20 18 47.70
Occidental (North Carolina) .................... 106.70 15 11.35 8 45.10
Capitol ....................................... 114.40 16 11.40 19 47.90
Safeco ....................................... 3 116.00 17 11.50 22 48.50
Midland National .............................. 3116.00 18 11.50 22 48.50
American Bankers ........................... 114.70 19 11.95 21 48.30
Crown (Canada) .............................. 3105.70 20 12.20 9 45.30
National Western .............................. 115.30 21 12. 30 25 48.80
Durham ...................................... 115.10 22 12.35 24 48.70
Am. Amicable ................................ 115.30 23 12.55 26 48.90
Northern Life ................................. 115.70 24 12.70 28 49.20
United Life & Accident ......................... 109.50 25 12.85 16 47.10
Federal Life & Casualty ........................ 119.10 26 13. 10 30 50.60
National Investors ............................. 116.00 27 13.25 29 49.60
Old Republic------------------------. 122.00 28 14.00 38 52. 30
Standard Life & Accident:- --------------- - 120.10 29 14.15 34 51.70
Valley Forge .................................. 120.00 30 14.25 36 51.80
Investors Syndicate----------------------- 117.60 31 14.60 31 51.10
Monumental ..........---------- ------ 117.70 32 14.85 32 51.30
Pacific Fidelity ........................... 102.00 33 15.95 12 46.40
Manufacturers (Canada) .................. . 104.00 34 17.50 20 48.10
All American ................................ 114.00 34 17.50 34 51.70
Travelers .................................... 118.00 34 17.50 39 53.10
Reserve Life .................................. 120.30 37 17.55 41 53.90
Investors Guaranty --------------------------- ' 114.00 38 18.00 31 52.00
First Colony --------------------------------- 104.60 39 18.55 27 49.00
United Benefit -------------------------- 116.40 40 18.90 40 53.40
North American ------------------------------ 107.50 41 20.00 33 51.60
Beneficial Life ................................ 116.90 42 22.75 42 56.10
National Investors - ........................... 140.40 43 23.90 43 65.20

Endownment to age 90.
'Whole life to age 90.

Premium calculated on basis of last birthday.
4 Waiver of premium benefit included; calculated on basis of Iast birthday.
Source: Senate Antitrust and Monopoly Subcommittee. Derived from "Life Insurance Cost Facts" of National Under-

writer Co., 1972.
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INSURERS ACCREDITED FOR SOLICITATION ON DOD DEFENSE INSTALLATIONS IN FOREIGN COUNTRIES OFFERING
$10,000 PARTICIPATION STRAIGHT LIFE POLICIES ISSUED IN 1970 TO MALES AGE 20, FEMALES AGE 23

20.year average annual cost of insurance and rank-

20-yr average Traditional net cost Interest adjusted
gross

Company premium Rank Cost Rank Cost

Connecticut Mutual --------------------------- $135.00 1 -$21.35 1 $22.40
Massachusetts Mutual ......................... 156.30 2 -20.40 3 29.50
Security Benefit ------------------------------ 164.30 3 -17. 75 6 34.90
John Hancock ........................ . 157.00 4 -17.65 8 35.70
Guarantee Mutual ............................. 119.50 5 -17.05 2 28.30
Mutual of New York ........................... 152.00 6 -15.50 11 36.60
Mutual Benefit ................................ 158.00 7 -13.75 5 34.90
Connecticut Assurance ......................... 155.70 8 -13. 70 t0 36.00
Western ...................................... 150.70 9 -13.30 14 38.00
Metropolitan .................................. 158.60 9 -13.30 17 39.60
Franklin ------------------------------------ 146.00 11 -12.25 4 34.10
Gulf ......................................... 157.80 12 -11.50 19 39.20
Jefferson Standard ............................ 150.90 13 -11.35 12 36.60
Nationwide ................................... 150.90 14 -11.25 9 135.90
United Services --------- _----------------- 154.10 15 -8.35 15 38. 50
American General ---------------------------- 135.60 16 -8.30 18 39.20
American National ............................ 155.80 17 -7.40 20 240.80
Occidental (California) ......................... 153.30 18 -6.25 21 42.10
Beneficial (Utah) .............................. 148.20 19 -6.15 16 38.60
Midland National .............................. 154.40 20 -4.70 22 ' 43. 00
Crown (Canada) .............................. 119.70 21 -3.50 7 '35.60
American Mutual .............................. 160.10 22 -2.50 25 48.30
Manufacturers (Canada) ....................... 127.80 23 -1.60 13 37.10
Lafayette ..................................... 155.70 24 -1.15 23 246.40
Pilot ........................................ 160.20 25 -. 20 24 46.50
Standard Life & Accident ...................... 176.30 26 1.20 27 49. 30
Capitol ....................................... 156.40 27 1.65 29 50.20
National Travelers ............................ 157.00 28 3.95 28 49.50
Occidental (North Carolina) .................... 146.40 28 3.95 26 48.40
Northern .............................. 164.70 30 4.20 31 52.20
All American Life ............................. 157.80 31 5.00 32 52.30
National Investors (Arkansas) .................. 146.30 32 6.20 30 51.30
Government Personnel ...................... 157.20 33 8. 50 33 54.20

1 Premium calculated on basis of last birthday.
2 Waiver of premium benefit included; premium calculated on basis of last birthday.

Source: Senate Antitrust and Monopoly Subcommittee. Derived from "Life Insurance Cost Facts" of National Under-
writer Co., 1972. f

INFORMATION WITH RESPECT TO LIFE INSURERS ACCREDITED FOR SOLICITATION ON DEPARTMENT OF DEFENSE
INSTALLATIONS IN FOREIGN COUNTRIES

Best's Is there any Male age 20 (female are
policy- price infor- 23) $10,000 straight life

Is company's holder mation avail- Issued in 1970
U.S. recom- able, other
business mendation than tra- Average
regulated as to fi- ditional net "fly cost
by New nancial cost Type of Annual of insurance
York State- strength figures- policy premium (over 20 yr.)

Academy Life Insurance Co. (Denver, No ...........
Colo.)

All American Assurance Co (Baton No ...........
Rouge, La.)

All American Life & Casualty Co. No ..........
(Chicago, II.)

American Amicable Life Insurance No ...........
Co. (Waco, Tex.)

American Bankers Life Assurance No ...........
Co. of Florida (Miami, Fla.)

American Defender Life Insurance No ...........
Co. (Raleigh, N.C.)

American Fidelity Life Insurance No ...........
Co.(Pensacola Flu)

American Foundation Life Insur- No ...........
dance Co. (Little Rock Ark )

American General Life Insurance No ...........
Co. of Delaware (Houston, Tax.)

American International Life Assur- Yes ..........
ance Co. of New York, (New York,
N.Y.).

See footnotes at end of table.

4 No ...............................................

None No ................................................

2 .............. Par Ego....
Nonpar....

4 .............. Nonpar

3 .............. Nonpar

157.80
114.00
115.30

114.70

52.30
51.70
48.90

48.30

4 No.....................-.....-....................
3 No ...............................................

3 No ...............................................

1 .............. Par 1.95 135.60 39.20
Nonpar 195 115.50 35.50

None No ...............................................
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INFORMATION WITH RESPECT TO LIFE INSURERS ACCREDITED FOR SOLICITATION ON DEPARTMENT OF DEFENSE

INSTALLATIONS IN FOREIGN COUNTRIES-Continued

Best's Is there any Male age 20 (female are
policy, price infoc- 23) $10,000 straight lifeIs company's holder mation avail- issued in 1970

U.S. recom- able, otherbusiness mendation than tra. Averageregulated as to fi- ditional net yearly costby New nancial cost Typ. of Annual of insuranceYork State- strength figures- picy premium (over 20 yr.)

American Life Insurance Co. (Wil- I
mington Del.).

American Mutual Life Insurance Co. t
(Des Moines, Iowa).

American National Insurance Co.
(Galveston, Teax.).

Bankers Life Insurance Co. of Amer- IN
ica (Dallas, Tex.).

Bankers Union Life Insurance Co. h
(Denver, Colo.).

Beneficial Life Insurance Co. (Salt N
Lake City, Utah).

Benefiial National Life Insurance Y
Co. (New York, N.Y.).

The Capitol Life Insurance Co. (Den- N
ver, Colo.).

Charter National Life Insurance Co. N
(Saint Louis, Mo.).

The Chesapeake Life Insurance Co. N
(Baltimore, Md.).

Citizens Standard Life Insurance Co. N
(Corpus Christi, Teax.).

Companion Life Insurance Co. (New Y
York, N.Y.).

Connecticut Mutual Life Insurance y,
Co. (Hartford, Conn.).

Continental Assurance Co. (Chicago, Y
Ill.).

Crown Life Insurance Co. (Toronto, N
Canada).

Delaware American Life Insurance N
Co. (Wilmington, Del.).

Durham Life Insurance Co. (Raleigh N'
N.C.).

Executive Life Insurance Co. (Bev- Y
erly Hills, Calif.).

Farm & Home Life Insurance Co. Ni
(Phoenix Ariz.).

Federal Life & Casulty Co. (Battle Y1
Creek. Mich.).

First Colony Life Insurance Co. Ni
(Lyn-chbur-, Va.F

First National Life Insurance Co. of Ni
America (Atlanta, Ga.).

The Franklin Life Insurance Co. N(
(Springfield, Ill.).

General Services Life Insurance Co. Nc
(Washington, D.C.).

George Washington Life Insurance No
Co. (Jacksonville, Fla.).

The Gibraltar Lifs Insurance Co. of No
America (Dallas, Tax.).

Globe Life Insurance Co. No
(Chicago, 11.).

Government Employees Ufe Insur- No
ance Co. (Washington. D.C.).

Government Personnel Mutual Life No
Insurance Co. (San Antonio, Tea.).

Guarantee Mutual Life Co. NoS(Omaha, Nebr.).
Guli Life Insurance Co. (Jackson- No

villa, Fla.).
No.

Homesteaders Life Co. (Des Moines, No
Iowa).
See footnotes at end of table.

o ...........

o ...........

0 ...........

10 ........
40 ...........

0O ...........

es ..........

0 ...........

0 ...........

0 ...........

0 ...........

es ..........

es ..........

es ..........

...........

0 ...........

0 ...........

es ..........

0 ...........

e$ ..........

0 ...........

O...........

S.... .... ...

S........ ...

I..........

.......

) .... ......

)..... ......

)...o .......

)... ........

)...........

None No ...............................................

-............ Par ........ 160.10 48.30
1............ Par........ 155.80 140.80

Nonpar.... 118.20 '47.20
None No ................................

None No ................. ............

1 .............. Par ........ 148.20 38.60
Nonpar L85. 116.90 56.10

4 No data for ....................................
20-year-
olds but
for Y5, 35,
45, 55.

2 No ........... Par ........ 156.40 ' 50.20
Nonpar ..... 114.40 147.90

3 No data for ....................................
20.year-
olds, 25,
etc.

4 No ........... Par ........ 159.00 '49.10

4 No ...............................................

4 No data for ....................................
20-year-
olds.

I No ........... Par ........ 135.00 1 22.40

2 ............ Par ........ 155.70 36.00
NonDar... 115.40 46.90

1 ............. Par ........ 119.70 335.60
Nonpar..... 105.70 345.30

None No ...............................................

2 .............. Nonpar ... 115.10 48.70

3 No data for ....................................
20-year.
olds-25
etc.

3 No ...............................................

4 ............ Nonpar..... 119.10 50.60
4 ............ Nonpar ..... 104.60 49.00

None No ........... Nonpar ..... 119.00 '62.60

1 ............ Par.. ...... 146.00 34.10

Nonpar-.... 114.00 43.90
4 No ...............................................

4 No ...............................................

4 No ............................................

4 No ...............................................

I .............. Nonpar 112.80 44.30
3 No ........... Par ........ 157.20 '54.20

1 .............. Par 119.50 28. 30

4 .............. Par 157.80 39.20
.................................. Nonpa 116.50 46.40
........... 3 No ...................................... ........
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INFORMATION WITH RESPECT TO LIFE INSURERS ACCREDITED FOR SOLICITATION ON DEPARTMENT OF DEFENSE
INSTALLATIONS IN FOREIGN COUNTRIES-Continued

Best's Is there any Male age 20 (female are
policy- price infor- 23) $10,000 straight lifeIs company's holder mation avail- issued in 1970

U.S. recon- able, other
business mendation than tra- Average
regulated as to fi- ditional net yearly cost
by New nancial cost Type of Annual insurance
York State- strength figures- policy premium (over 20 yr.)

Investors Guaranty Life Insurance
Co. (Mercer Island Wash)

Investors Insurance Corp. (Portland,
Oreg.).

Investors Life Insurance Co. of Ne-
braska (Watertown S. Dak.).

Investors Syndicate Life Insurance
& Annuity Co. (Minneapolis,
Minn.).

ITT Hamilton Life Insurance Co.
(St. Louis, Mo.).

Jefferson Standard Life Insurance
Co. (Greensboro, N.C.).

John Hancock Mutual Life Insurance
Co. (Boston, Mass.).

The Lafayette Life Insurance Co.
(Lafayette, Ind.).

Life Insurance Society of America
(Birmingham, Ala.).

The Manufacturers Life Insurance
Co. (Toronto, Canada).

Massachusetts Mutual Life Insur-
ance Co. (Springfield, Mass.).

Metropolitan Life Insurance Co.
(New York, N.Y.).

Midland National Life Insurance Co.
(Watertown, S.Dak.).

Monumental Life Insurance Co.
(Baltimore, Md.).

The Mutual Benefit Life Insurance
Co. (Newark, N.J.).

The Mutual Life Insurance Co. of
New York (New York, N.Y.).

Mutual Savings Life Insurance Co.
(Decatur, Ala.).

National Fidelity Life Insurance Co.
(Kansas City, Mo.).

The National Investors Life Insur-
ance Co. (Little Rock, Ark.).

National Travelers Life Co. (Des
Moines, Iowa).

National Western Life Insurance Co.
(Austin Tax)

Nationwide Ufe Insurance Co. (Co-
lumbus, Ohio).

North American Life Insurance Co.
of Chicago (Chicago, ill.).

Northern fel nsurance Co. (Seattle,
Wash.).

Occidental Ufe Insurance Co. of
California (Los Angeles, Calif.).

Occidental Lfe Insurance Co. of
North Carolina (Raleigh, N.C.).

The Old Une Ufe Insurance Co. of
America (Milwaukee, Wis.).

Old Republic Ufe Insurance Co.
Chicago, III.).

Old Seuril, Ufe Insurance Co.
(Kansas City Mo.).

Ozark Nationa( Ufe Insurance Co.
(Kansas City, Mo.).

No ...........

No ...........

No ...........

No ...........

No ...........

No ...........

Yes ..........

No ...........

No ...........

No ...........

Yes ..........

Yes ..........

No ..........

No ...........

Yes ..........

Yes ..........

No ...........

No .......

No ...........

No ...........

No ...........

Yes ..........

No .........

No ...........

No ...........

No ...........

No ...........

No ...........

No ...........

No ...........

3

None

4

2

.............. Nonpar..... 114. 3 52.00

No...............................................

No...............................................

.............. Nonpar_.. 117.60 51.10

None No data for ....................................
20-year-
olds-25
35, 45, 5.

.............. Par L85.... 150.90 36.60
Nonpar L85. 116.50 46.40

1.............. Par ........ 157.00 35.70

1.............. Par ........ 155.70 '46.40

None No ...............................................

1 .............. Par ........ 127.30 37.10
Nonpar_.. 104.00 48.10

i .............. Par ........ 156.30

1 .............. Par ........ 158.60 139.60

2 ------------ Par ........ 154.40 '43.00
Nonpar..... 116.00 '48.50

1 .............. Nonpar ..... 117.70 51.30

1 .............. Par ........ 158.00 34.90

1 .............. Par ........ 152.00 '36.60

None No ...............................................

1 No Data for ....................................
20-year-
olds 25, 35,45. 55.

4

2

4

1

3
1

1

4

2

3

3

.............. Par L85.... 146.30
NonparL90. 140.40
Nonpar SL.. 116.00

.............. Par E85.... 157.00

.............. Nonpar..... 115.30

.............. Par ........ 150.90

.............. Nonpar ..... 107.50

.............. Par ........ 164.70
Nonpar..... 115.70

.............. Par ........ 153.30
Nonpar..... 111.40

.............. Par ........ 146.40
Nonpar..... 106.70

.............. Par ....................
Nonpar..... 112.00

.............. Nonpar.... 122.00

No ........................

51.30
65.20
49.60
49.50

48.80

a 35.90

51.60

52.2049.20
42.10
42.90
48. 40
45.10

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

'43.20
52.30

None No data for
20-year-
olds, 25,
etc.

See footnotes at end of table.

°
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INFORMATION WITH RESPECT TO LIFE INSURERS ACCREDITED FOR SOLICITATION ON DEPARTMENT OF DEFENSE
INSTALLATIONS IN FOREIGN COUNTRIES-Continued

Best's Is there any Male age 20 (female are
policy- price infor- 23) $10,000 straight life

Is company's holder mation avail- Issued in 1970
U.S. recom- able, other
business mendation than tra- Average
regulated as to fi- ditional net early cost
by New nancial cost Type of Annual olinsurance
York State- strength figures- policy premium (over 20 yr.)

Pacific Fidelity Life Insurance Co.
(Los Angeles, Calif.).

Peninsular Life Insurance Co. (Jack.
sonville, Fla.)

Pierce National Life Insurance Co.
(Los Angeles, Calif.)

Pilot Life Insurance Co. (Greensboro,
N.C.)

Pioneer American Insurance Co.
(Fort Worth, Tex.)

Professional Insurance Corp. (Jack-
sonville Fla)

The Prudential Insurance Co. of
America (Newark, N.J.)

Pyramid Life Insurance Co. (Char-
lotte, N.C.)

Pyramid Life Insurance Co. (Kansas
City, Kant)

Reserve Life Insurance Co. (Dallas,
Tex.)

Safeco Life Insurance Co. (Seattle,
Wash.).

Security Benefit Life Insurance Co.
(Topeka, Kans.).

Sentinel Security Life Insurance Co.
(Salt Lake City, Utah).

Standard Life & Accident Insurance
Co. (Oklahoma City, Okla.).

Standard Life Insurance Co. of
Indiana (Indianapolis, Ind.).

Sunset Life Insurance Co. of America
(Olympia, Wash.).

Surety Life Insurance Co. (Salt
Lake City, Utah).

Transwestern Life Insurance Co.
(Billings, Mont.)

Trans Woris Assurance Co. (formerly
Trans World Life Insurance Co.)
(San Mateo, Claif.)

The Travelers Insurance Co. (Hart-
ford, Conn.)

United American Life Insurance Co.
(Denver, Colo.)

United Benefit Life Insurance Co.
(Omaha, Nebr.)

United Life & Accident Insurance
Co. (Concord, N.H.)

United Services Life Insurance Co.
(Washington, D.C.)

No ...........

No ...........

No .......

No ...........

No ...........

No ...........

Yes ..........

No ...........

No ...........

No ...........

No ...........

No ...........

No ...........

No ...........

No ...........

No ...........

No ...........

No ...........

No .......

Yes ........

No ...........

No ...........

No ...........

No ...........

4 .............. Nonpar..... 102.00 46.40

4 .............. Nonpar ----- 117.40 45.80

None No ...............................................

I .............. Par ........ 160.20 46.50

Nonpar... 114.70 44.60
4 No ...............................................

3 No ...............................................

I No ........... Par ........ 157.00 236.40

None No ...............................................

3 No .......... ................
3 .............. NonparL95- 120.30 53.90

1 .............. Nonpar ..... 116.00 '48.50

2 .............. Par L90 --- 164.30 34.90

None No ...............................................

4 .............. Par ........ 176.30 49.30
Nonpar .... 120.10 51.70

4 No ...............................................

I No data for ....................................
20-year-
olds, 25
etc.

4 No ...............................................

None No ...............................................

None No ...............................................

1

4

I

1

University Life Insurance Co. of No ...........
America (Indianapolis, Ind.)

USAA Ufe Inswance Co. (Sen -N ........
Antonio, Tax.) _ , .

Valley Forgo Life Insurance Co., ft ...........a gcelo Ill) I " .... : ,I
The Viriabe Annuity Life Insurance Yes ..........

Co. (Houston, TeL)
Western Life Insurance Co. (Saint No ...........

Paul, Minn.)
See footnotes at end of table.

4

2

4

3

1

No ........... Nonpar..... 118.00 '53.10

No data for ....................................
20-year-
olds, 25
etc.

No ........... Nonpar .. 116.40 53. 40

.............. Nonpar 109.50 47.10

.............. Par ........ 154. 10 38.50
NonparE90. 103.60 40.60
Nonpar..... 116.20 47.70

No...........
No .......... Pa.....,,09.OQ
No ........... Nonpar.....' 12.Q

No ...........

.............. Par ........ 150.70
NonparL95. 113.70 -

f i&60

38.00
45.60
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Western Reserve Life Assurance Co. No 4 No ..............................................
of Ohio (Clearwater. Fla.)

World Service Life Insurance Co. No None No (didn't ....................................
(Fort Worth, Tex.) furnish data

to National
under-
writer)

I Waiver of premium benefit included; premium calculations based on last birthday.
' See "Pennsylvania Mini-Guide".
3 Premium calculated on basis of last birthday.
4 "Financial strength of company. Not all companies have enough financial strength to merit consumer confidence.

8est's Insurance Reports, the most widely recognized and reliable insurance reporting service, gives life companies 1 of 4
recommendations, which are from highest to lowest as follows: (1) Most substantial; (2) Very substantial; (3) Substantial;
(4) Considerable. Unless a company has had I of these 2 highest or 3 highest ratings for a number of years, many experts
would advise you to a void it.

Our studies indicate that the lowest cost companies tend to have higher financial ratings than the highest cost companies,
although there are exceptions." "A Shopper's Guide to Term Life Insurance" at p. 6, Pennsylvania Insurance Department,
December 1972. Source: Senate Antitrust and Monopoly Staff Analysis.

Notes: See the following table:
Total companies ................................................................................ 103
Is company's U.S. business regulated by New York State:

Yes .......................................................................................... 16No .......................................................................................... 87
Best's policyholder recommendation as to financial strength:

Rank I ..................................................................................... 31
Rank 2 ..................................................................................... R0Rank 3 ..................................................................................... 16
Rank 4 ..................................................................................... 28
No rank ................................................... - ................................ 18

Is there any price information available other than traditional netcost figures: No ......................... 40

230 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



227

2.BfllionDollars
IN FORCE

DICEMBER,17

6
tt * -. ?$ 71
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Our General Agents
make more money.

Here's why:
Additional dollars from personal production.

Outstanding products -
Par, Non-Par, Health, Group, Annuities.

Ouick service, electronic proposals.
Addod Income through brokerage.

Expense allowance and persistency bonus.
Excellent underwriting -

average of 10 days for policy Issue.
Excellent agents' financing plan.

Recruiting not necessary.
General Agent opportunities are available in Alabama, Arizona,
Arkansas, California, Colorado. Florida, Georgia, Hawaii. Idaho,
Louisiana, Mississippi, Montana, Nevada, New Mexico. North
Carolina, Oklahoma, South Carolina, Texas, Utah. Wyoming.

If you're interested and have proven to yourself you can make
a living selling life insurance, fill out and mail the coupon below.

rimI,.i.nitd.l..

I Na,. __ _ _ _ _ _ _ _ _

I _,_.. . . . . . . .. I
I cIt-

stale- -. zp . . I
Snd to 6,11 Wihlaml. C LU oI t272, Housion, Texas 71001, I

GREAT SOUTHERN

HOME OFFiCE / HOUSTON, TEXASW otow
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JIM MUELLER
Guarantee Reserve Life Insurance Co. Manager, Springfield, Illinois

"IT8 NOT ENOUGH FOR
HOSPTAL-MEDIDAL PLANS
JUST TO BE 0000...

THEY'VE DOT TO HAVE
BUYER INOENTIVE"
Guarantee Reserve plans give the buyer a choice

|I Jim's customers were able to save by selecting only
I the coverages needed by each family.

-- Four plans to choose from..with many selections
Selected Care: Permits selection of type-and-amount
from a full range of services (Hospital. Medical-Surgical,
Nursing, Maternity, Added Accident).
Extra_ Care- To supplement hospital and convalescent
facility costs.
Added Care- To take over where Medicare stops.
Cancer-Care: $2.000 the first month $1,000 the second
and third months ... then $500 per month as long as
confinement continues

3$-for-2 feature offers buyers 1-year free coverage
For two years advance premium, the policyholder re-
ceives three years coverage One full year free'
Agents benefit too! Prepayment assures better persis-
tency. And you receive full first year and renewal com-
missions immediately,
--------------------------------------------
1 For information on General Alencn and Career Manragemenlt

opprlunittes, compete and reiturm c upon Or phone Robert W
8uckenberRe. C L U. Vice Presdent Sales at 219 931 3550 Allinuiries held in complete confidence.

namse

address
city Stite lp

GUARANTEE RESERVE!
LIFE INSURANCE COMPANY

128 State Street , Hammond Ind 46320- A C 219/931.3550
----
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Occidental bife
announces an all new
Agent and Brokerage

Compensation
Program.

Starting January 1:

* our commissions and renewals are 65%-25%-15%-
10%-10% on most of our plans. We've moved the renewal
commissions up front.

" production bonus.

Our agents have:

, pension plan..

persistency bonus.
* group life and medical insurance program with high limit

coverage. And it includes dependents.

" income protection against disability and sickness.

There's a lot more to our plan, too. In benefits and details. So if
these openers sound good, get in touch with William Stannard,
Vice President of Agencies at Occidental Life, P.O. Box 2101,
Los Angeles, California 90051. Or call him at 213-748-8111.
He'll lay it all on the line.

Lfe of Gm ,..'
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Not here.
Our General Agents make the Top Dollar. Here's why:

Additional dollars from personal production.
Outstanding products -

Par, Non-Par. Health, Group, Annuities.
Quick service, electronic proposals.
Added income through brokerage.

Expense allowance and persistency bonus.
Excellent underwriting-

average ol 10 days for policy issue.
Excellent agents' financing plan.

Recruiting not necessary. ,
General Agent opportunities are available in

Alabama. Arizona, Arkansas, California. Colorado,
Florida, Georgia, Hawaii. Idaho, Louisiana. Mississippi,
Montana, Nevada, New Mexico, North Carolina,
Oklahoma. South Carolina, Texas, Utah, Wyoming.

If you're interested and have proven to yourself you
can make a living selling life insurance, till out and mail
the coupon below.

I d - Stl ________

Send lo Beli WiiiaMs. C U V BOX 1972, Houston. Teis 77001.

,4GRIFEAT SOUTH1-1ERN

.0HOME OFFICE HOUSTON. TEXAS
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%Equy Fundii

Bankers National Life

It's never been easy to pass up Bankers National Life's generous general
agency commissions, with production and persistency bonus supplements.

o Or our annualization and vesting.
o Or the qualified leads generated by our Association Variable Pension program.
" Or a most versatile policy portfolio for the sales professional.
1-1 Or the wide range of split-funded programs with HR- 10 and Corporate

prototypes.
El Or generous Group benefits and stock option program.

Now that Bankers National Lifb has become part of Equity Funding
Corporation of America, you can stilt have all of that-plus the opportunity
of offering the Equity Funding" Insurance Premium Funding Program, tax-
shelter oriented investments, and other Equity Funding Financial Services-
including a complete portfolio of fully-funded, fully-insured, split-funded
and "leverage-funded" retirement plans and business insurance products.

For the full story on how a Bankers National Life contract can help Increase your
1972 Income substantially, mall the coupon today I
.....................................................................

William F, Good, Executive Vice President-Sales
Bankers National Life Insurance Company
Pars, ppany, New Jersey 07054
Dear Bill:
Yes, I'm interested in Bankers National
Life's General Agents story.

Phone ( ) . ......-------

a., code

Life Premrum - Se.urities License? .

1 BANKERS NATIONAL LIFE
INSURANCE COMPANY
Parsippany, New Jersey 07054
A sub.l4ary of Equty Funing Corpoalkn of Amnrka

Eqv;tv fu Iri i IM rt ..d td0 maik o Equo y F ,i'd. Cop'ailon of Ami.'ca fr its s$,ance ooe-,um i.'dno pr ,am
ih thO (gf; yao'3 P09.Ml.)

is
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We've added
something new to life.

(Decreasing Ordinary)

It combines the best of ordinary and de-
creasing term to provide low cost protec-
tion with a cash value.

Here's How It Works.
Coverage decreases on a straight line
until age 70 when it reaches a value 50%
of the original face value. It then de-
clines at a slower rate until maturity when
it reaches 30%.
Which Makes It Surprisingly Easy To
Sell. Especially to prospects with high
income potential but with current earn-
ing power limited.

Occidental Life
,r ( ail,. r , '

T l 
I 

mK

Mink. lil

Check these important sales advantages:
* Protection with cash values at rates

only slightly more than term.
e Coverage that decreases on an annual

basis rather than monthly.
*A Change of Plan Option moving a

client to permanent coverage without a
medical.

* All regular policy riders are available.
This makes Decreasing Ordinary the ideal
policy for prospects looking for high
limits, cash values and low cost. So if
decreasing term has been your only an-
swer for substantial coverage at low cost,
take a good look at our new Decreasing
Ordinary. It could be that something new
in Life your client is looking for.

Occidental Life of California
Occidental Center. Los Angeles, Calif. 90054

Tell me more about Decreasing Ordinary.

Name -

Street - ..

City -------- State ZIp_
.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

sm a

6 so 1 t et"
I I--J

238 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



235

The new Prudential theme:
"Own a piece of The Rock"
is now being exposed to more
Americans than ever before.
We're adding Esquire. Newsweek.
TV Guide and BusinessWeek
to our advertising scbedulo.
This raises the average monthly

readership of magazines
carrying the Prudential
message to 130 million.

When you couple this with
the millions of viewers of
Prudential commercials on
the F.B.I. (alternate Sunday
evenings ABC-TV). it's

easy to see we're leaving no
stone unturned in our efforts
tu give Prudential agents in
the field the kind of support

they want.SPrudental

lM1 11l17 41
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...my second full year's income
was in excess of 855,000

1W 0 VtLLIAM I ALLEY, CL U.

Fn tklil ife 14rSIMI- CO.

S4~lle1it. |lBa+d

EUGEORCE GROCAN

LIFE INSURANCE CO. , ,., C, N. o
HOME OFFICE/$S$INGFIELD, ILLINOIS

GEORE E IHATMAKER, PrtssilI

NSA 1111 n
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Easier to convert. Easier for
Yes, General American YRTs harder; that's
why we're way up in this easy-to-sell field.
Send for our YRT sales kit that shows you
how you can offer morfs protection and
increase your earnings with Yearly Renew-
able Term ... now at new, low rates. Then
earn even more as youi clients convert all,
or part, of their Yearly Renewable Term
to permanent insurance under General
American's easy new conversion rules.

Tear out the coupon and mail it today.
You'll find that YRTing harder is easier than
ever ... and more profitable for you, too.
*Itrwti pre-,m for $1O0.O00. m oe, age 35. preferred risk Con

verlote aN or on part. to some of the finest permanent plans

whout evdence of ,nsurabfty up to age 65

you to sell more, earn more.
ip m nom - m m -le me m •

I
I
U
U
U
I
I
U
I

GENERAL AMERICAN LIFE
Insurance Company

1501 Locust Street 9 St. Louis. Mo. 63103

Gentlemen P/ease Send your YRA saVeS Wt hofh Conlpte

infourmaVt.

I c lm _ _ _ i ai

L. -- m mm

25-407 0 - 74 - pt. I - 16

237

I
I
I
I
I
I

I
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Last year we sold
over $234 million

3S

in new policies to
old customersThatys
a lotab t

Nqatkmion life,
We specialize in life. That

mean our agent sget the kind of specialized
back up they need to sell life.

One result of our singlemind-
edness is that an agent's business easily
becomes repeat business-and that repeat
business increase every year. In 1970, 38 %
of our sale wre to existing policyowflers.

Another result of our single-
mindedoess is that our agents really know
their business. And because they do, they do
more bhdnes both new and repeaLt Phaps
this is the nices result of alL.

National Life
of VemNont

LIrt INSURANCE. SUS4NESS INSURANCE OtSA5IUTV INCOME PROTCTION, "4ION AND POOFIT-SWAING PtAMS
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Push Our Button
And Watch Us

Perform.
For Fre.

Our new Push Button Proposal will make sales for you even easier
and faster.
Faster because our computers devote the night to pushing buttons.
Which means your customized policy illustration is ready the next
morning when we open for business.
And now that we've added our new Executive 95 to our proposals, you
can show your client full details on nearly 100 possible variations illus-
trating our 26 leading plans...while he's still hot.
We can show minimum-pay illustrations geared to a client's tax bracket.
You select the 4 of the first 7 years that are fully paid and which 3 are
loaned.
We can provide split-dollar illustrations showing employer/employee
shared costs and benefits. We even have "employer pay-all"
illustrations.
And there's illustrations of simple year-by-year policy values, dividends,
premium outlay and net costs. We can show these up to 40 years or
attained age of 85.
All we need to know is your client's age and amount and type of pro-
tection he needs. Our computers do the rest. So call your nearest
Occidental Life Agency. Ask for a Push Button Proposal and push it.
After all, the price is right.

Occidental L if
Trun idmpa ,r r l
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MY Income more
than doubled In the last year

SmWvI fwik AS 7

(ME INSURANCE CO.
* ** ,4S/)i4 4517=

lotk~
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When the big hands are on the President'sTrophy,
it's that time again.

Every January we take a fresh,
hard look at all our New England
Life agencies.

We check our, for example, their
policyholder scviec effiiency, prr
sistency of business, recruitment and
sales performance in all lines, in-
cluding equity products.

When we're fished. se award
the President's Trophy to the out.
standing agencies.

You're looking at this year's
top hands:

On the far left are winner% Hicks
Baldwin, CLU and George Graves.
CLU. Washington, D.C. In 1970,
the Baldwin-Giayes Agency came in
with a hefty $18 million in life in.

surance. T
dent's Trop
in four year

Inthen
CLU, Hat
ass4ciates p
in life insm
last year.

On th
Loigley. (
and his m

making this their second year in a
row to win the Trophy. In 1970. the
State of Maine Agency brought in
$20.4 million in life insurance, a nice
26% over the year before.

Second from the Tight is winner
David Marks, Jr., CLU, New York

his is the second Presi. City.TheMarksstaffsoldaphenom-
hy for Hicks and George enal $115 million in life insurance
s. in 1970 and won its seventh Presi.
middle ism innerJ ud Pettis, dent's Trophy.
risburg, Pa. Jud and his This highest award for excel.
tilled in a big$10.5 million lence was presented to these men at
stance in 1970, 28R7 over The King's Inn, Grand Bahama on

February 26th by New England Life

e far right is winner Jim Prcsident, Abram T. Collier.
'LU. Lewiston, Me. Jim He gave them the
en have done it again, biggest hand ofall.

Ncw L,,uiJ M,,ua.l Lc iura C CIO .5,0i Ol ,oS St, B0to. MO.sS 02111

Sw~ kiM~t . iNLL kqo" , S i €, cCo' A u.,.. Loom . Sa t!. G Co. tn ,,ie tmcai.Co u"4 s

245 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



242

A&B v' :

.. >,..

'Vi

IR
k: . , o

: .oo ILI* ILA fll o.t v.

!, ? rj;is :**d.rnofvdap,.Ovuewken

.eqov'rwryti, z+pr ,l ,y . +m r !w ". ';"

'.Y ,S,,oV .-n ,. - ..+++.++

i. .+.+ ; + k+, , ,. -, I+ + ;., ,,, + + e,,. '' "

::-+ ... ,+...." :'+ .. I, o m 'm~ l p .. :5 ~ y' ,+l o e~m ml .+k :.L... ? ,- +:.
to ok , + pmk+, , . l.. i

kx - I r +:,w co .p .y Is bac..d b. ovtr.$1.:....,, ..n fON,^4.A ,.,
f: "w-* ;';* of ftd tape "~~f 4

:.:+ ~ ~ ~ ~ ~ ~ ~ ~~" .Maki.+ ,..+.+ +... ,o+,+

246 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



243

FOR A WORLD OF DIFFERENCE
GO WHERE
THE ACTION IS

Chase National Life is the place
At Years End... 1970...
Life Insurance in Force had reached a new high of $277,861,361.00. This marked
a 17% increase over the previous year.
Assets had increased 21% over 1969 and moved near the $8 Million mark. Total
Assets were $7,853,636.74.
Income for 1970 was $4,545,372.03. This was a 14% increase over last year.
Policyholder Reserves also increased substantially over 1969. Policy-holder
Reserves were $4,653,290.00, an increase of 29%.
Net Investment Income, like all other areas of the Company's operation, showed
a good gain over the previous year. Net Investment Income was $386,377.33.
The operating territory was increased by one new state during 1970 with the
Company being granted permission to write business in the State of Virginia.
This brings the total to 15 states.

CHASE NATIONAL LI MSURANCE COMPANY
GRMH IN, THE PAST SIX YEARS

___~1197 _91 1968 1970
INSURANCE $73,420,411 $113.755,656 $145.395.620 $180,989.672 $237,708,233 $217,61,361
IN FORCE

ASSETS $ 1,962,407 $ 3.044,603 $ 4.158.634 S 5,311.265 $ 6,472,946 $ 7,853,13

TOTAL $ 1,361.284 $ 2,3175.2 $ 2.883.861 .$ 3,.34.788 $ 3,9,8.937 $ 4.545.372INCOME

POLICYHOLDER $ 355,087 $ 1.114,211 $ 1,919,724 $ 2,628.982 $ 3,558,771 $ 4.M5M10
RESERVIS________

NET
INYEUTENT $ 66.579 $ 95.332 $ 138,547 $ 201,505 $ 231.577 $ 31K371

INCOME 1_1_1__1_

L 1-I 0 Fc-FL )JA

50 ST. LOUIS STREET SPAINOFIELO. MISSOURI 684

DONALD I TEAGUE. PRESIDENT
. ,h.s... w11 ksr$ Bpi"
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1970
another

for Franklin
ASSOCIaeS
If your income during 1970 wasn't all
that you thought it should have been - it
may be time t consider a Franklin

Sewk Vwe Preyew -Agwy
Fianklia Le InSmian Co.Svlrid, 1r8"

0 = (2,) $29-2031
GEORGL GROGA'NLIFE INSURANCE CO. F uka htt Lft''" t o

HOME OFFICE/SPWIIGFIELD, I..,OIS Gemle CKNY. H Y k
GEORGE U. HATMAKER, PPo awa: 7 6) 7424400

.1

7N41lil
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An open letter to 41 Life Insurance
Agents who want to increase their
income at least 50% this-comjngy ea
F-----1sr~~ig. a

I-

, om

As you begin to read this letter, ask yourself you are
doing so. Isn't it because you're dissatisfied with your
present arrangement and the prospect of bettering your income
has real appeal for you?

If that's the case, you're the kind of Personal-Producing
General Agent I'm seeking. You probably have at least three
years' experience, you're writing $500,000 volume this year for
at least $12,000 of life premium. Hopefully, you've gotten in
some work on your C.L.U. degree. For you and 40 other
self-starters, here's what I have to offer...

First, a 90% basic life commission. So If your present
commission rate is, for example,60%, you can actually increase
your income 50& this coming year, even if you don't increase
your Froduction. We also pay a handsome persistency bonus on
that business.

And here's a really important unexpected 'plus' for you.
We can give you qualified leads for now business. Our national
advertising and the endorsements of local, state, and national
associations produce thousands of good leads every year. If
you're ready to increase your production, we're ready to supply
you with new prospects in your own area. What's more, we offer
you a sensible development allowance to help you get started.

As a General Agent for Bankers National, you would represent
a company which is licensed in 49 states, and currently has two
billion dollars of insurance in force. (New York is served
through our subsidiary, Palisades Life Insurance Company.)
Your portfolio would include a wide variety of insurance
programs, including individual life products, corporate and
professional pension plans, salary savings programsand over
100 mutual funds. You'll have the-advice of a staff of pension
experts, the cooperation of a flexible underwriting department,
and all the benefits of our computer facilities in providing
proposals, leads,and policy analysis.

If you're the man I'm seeking, you'll act on this today.
To do so, pick up the phone and dial (201) 267-4000. I'm waiting
to hear from you. Or mail the attached coupon.

Cordially,

Douglas R. Schoenfeld, C.L.U.
, Agency Vice President

Dog it. &kO~,,d L1.
I Iat eaCm Lifo Inautan an 7

SP1,11ippany, Now jeney 0. opn

*8 ant more wrtration &bout theada aest

I Aeat for Baanker ,t . advantage, t bei a Goner

I Str.. .I t _ ___ _ __.. . . . . . . . . .

I HoeSltnant. _Zp _.
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THIS IS
EQUITABLES
GAME PLAN.

As a participating sponsor of the
World Series and major pro foot-
ball games, we'll again be on CBS-
TV and NBC-TV with our advertis-
ing theme: "There's nobody else
exactly like you."

A theme that has made people
aware of the Equitable agent's phil-
osophy toward his life insurance
clients and prospects.

That's the way the ball's going
to bounce. And a few million avid
sports fans coast-to-coast will be
catching it.

'00 000 build*

THE EQUITABLE
Ni.V,4.N my WO

kW, 1111 $I
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HOW TO MAKE AN
EASY SALE

and a client very
happy.

Show him our Executive 95. It's our newest, lowest net cost
policy. And it works like this.

Say your client is 35 and male. You sell him $50,000 of Execu-
tive 95. Assuming he elects to use the dividends under the option
to reduce his premiums, at the end of 20 years the net cost will
be an average annual net gain of $4.50 per $1.000of coverage,
based on dividends that are currently in effect.

Executive 95 has a $50,000 minimum requirement. And it can
be written ages 16 through 65. A variety of one-year term insur-
ance dividend options are also available in addition to all of the
regular options. We will even write it substandard through Table P.

Send for the full story. It's all in the rate card.

*Current d~vends are ne-ther
guarantees nor estimates
of the future

Occidetial Life
#f rrlih ,'

I , 9- = 7

Occidental Life of California
Box 2101 Terminal Annex
Los Angeles, Calif. 90051

Send me the full story on Executtic 95 I1 s in the afte card

Name

Address

City

state Zip
...................................... -

ktoe, 11) 13
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There'S a Franklin opportunity
near you.,,

FRANXLIN ON THE MOVO
UFE INSURANCE

tllJ 1, . At UIYS( LV,
sew* IVfrl Pom"h 4owyI mllii I It lIftwa (,.

(AOI" CUN -.-.

~N24~Wegg 44%
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TheAccaa
acaward

you woudn't drm of
hanging inF theoffice.

Money.
S pecifically, bonus money,

-- AndA-Dcia's one of the most
generous companies around.

For example, our last six-
month Ix)nus payments were
the highest in our history,
Average bonus. 644. The
highhet. almost $6(.W.

And it's pure gravy. Extra
iash-thal's not already tigurud
into Ih, farilv budget.

to quali . an Acacia agent-
must I)rxlu ,e a minimum of

9-0000 of net new business
with 75% quality for the
prece ling six months.

We help out by offering
things like lo% er premiums for
non-smokers on eight of our
most popular policies. A new
series of Iension policies. And
,ales aids ike the Plan-A-Graph,
an inuran(e programming
seri¢e Ihat turns 9Wo% of our
qualified prosper ts %sho ue it
into pa ingctlitenl

Granted, plaques and
certificates hase their place,
and we certainlyy give the Ix.t.
But there comes a time %% hen a
man stops looking at hi% waill.

And into his wallet.

Acacia
Mutual

Life

W.*-ntni tI )o-iman, nmC. LU .k m
oo or Pro.t-o,i 46c a ia %uiuji We tn~urarw r Co

i Loutxajna Jk,-ou, % W%orhjgt in ) (
311111t CA) I llld,
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questions and answers for every
Life Insurance Agent who wants to
increase his income at least
5O% this coming year

I Q: How can I Icrose my icome O ?S A: Bankers National Life Insurance Company of-
fers Personal-Producing General Agents a 90',
basic life commission. So even if your present com-
mis.slon Is, for example, 6011 you can actually in-
crease your income 5011c this coming year, even if
you don't increase your production.

2 N:ow can you help me Increase my produc-

A: If you're aiming to step up your sales volume.
Bankers National ran give you qualified leads. The
endorsements of local, state, and national associa-
tions produce thousands of good leads every year.

3 Q: Do you have an nlimited number of epn-,ings for General Agents?
A: No. We are now looking for 23 high calibre men
with a successful insurance background.

4 Q: What kind of Insurance background do I
a need?

A: You should have at least three years' insurance
sales experience ... writing $500.000 volume this
year for at least $12,000 of life premium. Hopefully.
you've done some work on your C.L.U. degree. And
you're probably a self-starter, who enjoys working
without supervision.

5Q: Can ou offer me any other monetary In-ciontiYe?

A: Yes. on top of your commission, we also pay a
handsome persistercy boluus on all the business you
sell. So the more good business you sell, the more
you can make over and above your 

9 0% commission.

6 Q: Now can you help me get started with
6 Bankers National?

A: We offer a sensible deruloprnet alloxeince to
help you make the transition from your present
arrangement to Bankers National.

Q: What If I now have my own agency?
A: Fine. You can start selling Bankers National
products in addition to the other insurance programs
you are now handling. This could be the perfect
solution if you're looking for some extra high-
commission products.

8 Q: What kinds of Insurance products can you
offer me to sll?
A: A wide variety of programs, including individual
life. corporate and professional pension plans, sal-
ary savings programs, and over 100 mutual funds.

o Q: Do you offer me any other services?• A: Yes. You'll have the advice of our staff of pen-
sion experts, the cooperation of a flexible underwrit-
ing department, and all the benefits of our computer
facilities in providing proposals, leads, and policy
analysis.

QO 0: Can you offer me any of the other personaI
benefits I may now be receiving as a full-time
Agent for another Insurance company?
A: Yes, we can give you excellent group health
and life insurance protection for you and your
family. In addition, we hold meetings and conven-
tions where you can discuss mutual problems with
your associates. One such convention is already
scheduled for Rome in 1971.

1 Q: Is Bankers National lIcensed to sti Inser.
a ance In all SO states?

A: Bankers National Life Insurance Company is
licensed in 49 states, and serves New York through
a subsidiary. Palisades Life Insurance Company.

1 :. :Can you tell me a litte more about Bankers12, atonal Life Insurance Company?

A: We have been successfully selling insurance for
44 years, and currently have tso billion dollars of
insurance in force.

1 Q: Are you doing any advertising which could
help back up my sales efforts?
A: Yes. A major national advertising campaign
is now set to break in 1971. This should bring
Bankers National products to the attention of a
wide public, and provide even more leads for you.

1 Q: How do get more Information about being
1 a General Agent for Bankers National?

A: Simply call (201) 267-4000 and ask for Doug
Schoenfeld, our Agency Vice Preident. Or mail
the coupon below.

4O BANKERS NATIONAL
LIFE INSURANCE COMPANY

Poue Schoenfeld. r L U.. Arency Vite Presdent tuI
Bankers Natonal Life Insurance Company
Pars ppany, New Jersey 0.o54
Yes. I want more information about the advatatges of being
a General Agent for Bankers Natonal.

N arne ,

Street
Cty , _, State Zip.
Home telephone nomber---,,

L - - - - - - - - - - - - - - - - - = I
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O J. PATTI. J
Here is a record i Joe
Patti's Frantkn sar.uafor the past four

ears aseorte toth
InenlRetinue Serv-

k*e:

196 ... *15,90.47
1967 ... 18.54072

1968 . . . 24A65AI
1969 . . o052J

$50,000 in my
5th year
with Franklin

Baltimore, Maryland
July IS, 1970

Mr. George E. Hatmaker, President
The Franklin Life Ifsurance Company
Springfield, Illinois 62705

Dear George:

I am happy to report that business in our area is great.
My associates and I submitted over one million dollars
in new sales during the month of July. This is the
third month we have shattered the million mark and
by year end we plan to make it a habit. George, by
early September this year I hope to announce my
qualification for Franklin's 100 SMillion Club and have
already allotted the 100 working days to pay for the
million ao I should be sporting my diamond-studded
cuff links for the holidays.

When joining Franklin five years ago I found it
hard to believe that any merchandise could have such
great public appeal. But the Franklin Specials have
really opened my eyes. Because of specialization and
the confidence it gives my presentation, I plan to earn
$50.000 this-my 5th year-with Franklin. Many
thanks for all your help and encouragement. Hope to
see you soon.

Cordially yours,
Joseph J. Patti. Jr.

LIFE INSURANCE CO.
HOME OfFICE I S1lINGIELD. ILLIN0S

GEOtGS E HAT"MMER
PrWidrW aid Cbwmon of ilit L-44
VLLLAM J. ALLEY, CLU.

Ower $700.000,00o of Ynsurant€ in "orce

Distingished Servic Since 1884

WU U PL Mtll SIUU CU Puau € u Uml UN UI I UN WAM CO € PIAOUM FW4 *AAC IMlM Cf . f lJUNXL A?A &.VICNs am.

wy. lg it
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Going our way?
We're running for another winning score, It's a
great game when your team's ah.'ad, and or general
agents kee'p us out front. They're bU,-ked al the
way by merLhandising aids thal ,li t h : plys f)r
our ever expanding list of prodtits. We do) t-'vey
thing to ktep morale high by otfering (vnc~us
missions. Right h'ow. we're out to tackle a blli ,ri,
and if you %,dnt a piece of the lion, L(')ftdt I
Joseph V. M,%iite, Senior Vice Pr eeidsnt ul Li,ri. ti-ir

of Ordinjry Agy-ncies. P. 0 Box 2204, Atlaunt,
Georgia 30301, 1elephcr (404) 523 I231.

UNITED FAMILY
LIFE INSURANCE COMPANY
P.O. Box 2204, Atlanta. Georgia 30301

* A rmnembei of the Inteintrij,,l' Groip

ktw, ia I
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Throughout our territory of eleven
southern states, Life of Georgia has
become known as the "Because
You Love Them" company. These words
have formed the theme of our outdoor
and broadcast advertising since 1961.
So, whenever and wherever you
see or hear "Because You Love Them",
that's Life of Georgia. ..-standing
behind each one of our agents.

Because You Love Them
... that's Life of Georgia
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questions and answers for every
Life Insurance Agent who wants to
increase his income at least
50% this coming year

Q 0: How can I Increase my Income 5O ?
A: Bankers National Life Insurance Company of-1

fers Personal-Producing General Agents a 90';
basic life commission. So even if your present corn-
mission is. for example, 601*, you can actually in-/
create your income 50'; this coming year, even if
you don't increase youi production.

2. : Now can you help me Increase my produc-Uon?

A: If you're aiming to step up your sales %olume.
Bankers Natinal can give you qualified lead.. The
endorsements of local. state, and national associa-
tions produce thousands of good leads every year.

3 Q: Do you have an unlimited number of open-. iags for General Agents?
A: No. We are now looking for 23 high calibre men
with a successful insurance background.

4 Q: What kind of Insurance background do I4 need?
A: You should haVe at least three years' insurance
sales experience . .. writing $500,000 volume this
year for at least $12,000 of life premium. Ilopefully,
you'%e done s ome work on your C.l,.U. degree. And
you're probably a self-starter, who enjoys working
without supervision.

5 Q: Can you offer me any other monetary in-
centive

A: Yes, on tpp of your commission, we also pay a
handsome pc ieslecr bon is on all the bu-iness you
sell. So the more good business you sell, the more
you can make over and above your 90', commission.

6Q: How can you help me get started with6 Bankers National?
A: We offer a sensible derclopmeat allolic'e to
help you make the transition from your present
arrangement to Bankers National.

Q: What if I now have my own agency?7 A: Fine. You can start selling Bankers Natinnal
products in addition to the other insurance programs
you are now handling. This could be the perfect
solution if you're looking for some extra high-
commission products.

8 Q: What kinds of Insurance products can you
offer me to sell?
A: A wide variety of programs, including individual
life, corporate and profesional pension plans., al-
ary savings programs, and over 100 mutual funds.

o Q: Do you offer me any other services?
A: Yes. You'll have the ad% ice of our 'baff of pen-
sion experts, the cooperation of a flexsile underwrit-
ing department, and all the benefits of our computer
facilities in providing propisa%. lead. and policy
analysis.

10. Q: Can you offer me any of the other personal
benefits I may now be receiving as a full-time
Agent for another insurance company?
A: Yes, we can give you excellent group health
and life insurance protection for you and your
family. in addition, we hold meetings and conven-
tions where you can discuss mutual $ir,.blems with
your astriates. One such eon~ention is already
scheduled for Rome in 1971.

11 Q: Is Bankers National licensed to sell Insur.
Stance In all 50 states?
A: Bankers National Life Insurance Company is
licensed in 49 states, and serves New York through
a subsidiary. Palisades Life Insurance Company.

12 Q: Can you tell me a little more about Bankers1 National Life Insurance Company?
A: We have been succer fully selling nurance for
44 years, and currently have two billion dollars of
insurance in force.

1 0: Are you doing any advertising which could1 help back up my sales efforts?
A: Yes. A major national advertising campaign
is now set to break in 1971. This .huld bring
Bankers National products to the attention of a
so ide public, and provide even more leds for you.

14 Q: How do I get more Information about being1 a General Agent for Bankers National?
A: Simply call 1201 1 267-4000 and wk for Doug
Schoenfeld, our Agency Vice Pre~ident. Or mail
the coupon below.

BANKERS NATIONAL
LIFE INSURANCE COMPANY

Psult Scienfeld. C L '.. Acencr Vice President ii

Bankers National Life tura.ce Cumpany

Parsippany. New Jersey 07054

Yes. I want more information about the advantages of being
a General Agent for Bankers Natona&.

Namir
Street

Ci'ty Stte . Zip I
L home telephone sa..er nb _______,.-__
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"i'M NOT JUST A COG
IN A GIANT COMPUTER"

St. PAul. irusesola

June 22. 1971

M Geornte t llirjer President
Ijiklin t i' Itmsajie ('nompiny,

Sprl'i1Kld. lu
De.l.J if i~'i
Ik'at (;eorg::

I krN-w thi .ii ltl.k . arc similati wilh all %wnpanivs -and I'm
'p.'vkig ot tir: isurirt,e totitrict. Rul thu simubily is only
%klt deep If', the "'\tlas" Ohut ,irnklin Fives )0, lia really
1-nike th 4si-lsic '. 1 li. iel ,'plu-lul yl to I V and Clp). life

t. 1C 1he 1 0 Nih' %'-Il sIvts I10%, . . . iind tl pard sCU f(r it.
Ac aie A .V..,niursn ot l'g. c,siutuat '.ak-inern -- lops in the ind sity

all tivbi *r oie big l iil%,, not jut col in a giant

, I"mputer.

With aht ranklin. J;cflflplilinnlts mft veFtignifd. arid rewards
are giat Why, hecataus %e ate only paid for what %c kgitinately MORRIE BU TCH)
.c%:ornplish -- and that lit the wa) it should be. YELLEN

lrri tay asoci,lcs and I 0sit ,oir Home Office. we are always
it~ated ltike in)ally. and thists not mall unusual hecau', every Here is a record of
lratnkhnite that tits the lI on (ftice recehes a similar
IsCeinie. But I do belaCIe it i unuWal iti-Afa, a2 most Other Butch's earnings s t the

ttnil,,ill e s r iss,,l. last tive years . . , ar x
he's well on schedule

S.aJs a ,tis-hJi %% ter .4 15 )tais plus. all I ca "y is that ine I a substantial in-
t nitk greltel.t regit is lhal ni Iir', maiie career did nt lirgin crea is year.
i st the F anksi.

(ud hie- syou all, 1Q66 ..... $39,515.06

Motime (Butch) Yellen 1967 ..... 43.069.32

~~1969 .... 50,043.22198 .. 49,571588

1970 ..... 57,177.77

frnl0 lin "
LIFE INSURANCE CO. " ""

FRANKLIN ON THE MOVE HOME OfFIlIE/SfRIC.tLD. ILlI.NOiS ,h.- t , e 1",.,a
(JORGE t lATIAKER, iPn..iu Pis, 1ar % 4i-i,

boo illow
r
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BUILT FOR THE
BIG ONES

Here's the Eastern Life one-year renewable and convertible
term plan for the man with big potential income. It's the plan
especially for the man with Important new corporate re-
sponsibilities. Eastern has designed it to be adapted for
him as he prospers.

EASTERN R915)
$250,000 or more, issued for ages 20 through 65. It's renewable for
20 years... up to policy anniversary nearest age 70.
It's convertible for 5 years... although not later than policy anniver-
sary nearest age 65.

EASTERN 
BIG PROTECTION at small cost

... HERE'S WHAT WE MEAN:
Annual Premiums Per S1,000- Male
first Year Average Annual Cost'

Age Annual Premiums Per $1,000 5 Years 10 Years 20 Years
30 $2.30 $2.42 $2.69 $3.96
35 2.61 2.93 3.57 5.80
40 3.58 4.20 5.25 8.86
45 5.28 6.31 8.04 13.76
50 8.13 9.77 12.47 21.44

'Felwdei , Po'c.y F" of $11.

We mu b ploas$ to provide fl detils so beo IASTN 250 ca hip e Mie MMy.
Write or WakL EASTERN UFE Forexcellence,

INSURANCE COMPANY OF NEW YORK it's EASTERN
LICIONGt AM IA I N 5. 1001? U CI'RIrL O It

Is
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When Crown Life
whispers in your ear,

• -Listen

SPYRT (Special yearly renewable term to 75)
age last birthday BASIC ANNUAL PREMIUM*

39 ......................................................... $ 3.56
44 ......................................................... $ 4.83
49 ......................................................... $ 7.15
54 ......................................................... $ 10 .8 1

fSPYRT, the plan that means business with features
like:
Lower rates available without conversion benefit.
Issued standard and substandard (no preferred under-
writing)
*Rates apply to new Issues only. Plus $20.00 per policy annually f Minimum
Issue $100.000.
It's from Crown, the company that turns ideas into
action.

For more information contact:
Marketing Department\
Crown Life Insurance Company
120 Bloor St. Torontd Ontario

CROWN
LIFE II1SURANCE COMPANY/TORONTO. CANADA

Serving agents and brokers in 49 States. District ol Columbia. and Puerto Rico

Ito

ok,
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'69 was a
very good year

The New Sales Figures: *
$1,186,810,000 in 1969,
$959,465,000 in 1968 ;
Thanks to great work in the field, 1969 saw an increase of 24% in life and health business
written by Confederation Life's international organization. This impressive growth is a tribute to
the calibre of our men "out there".

Confederation Life
Home Office
321 Bloor Street East, Toronto 5, Canada
Founded as a Legal Reser te Company in 1871.

Offies in most major centers throughout the United States.

*Combined individual and
group issued business.

Sat.l, i13e 11
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When you work with
John Hancock,

John Hancockworks with you.

here's how
A continuous 3-year training course.
Plus basic and advanced home office seminars.
To keep you fully informed, and always up-to-date.

Computerized policy senice cords.
To give you complete information on any
policyholder, at a moment's notice.
And to keep the policyholder fully informed, as well.
National television advertising on major
sports programs. So you're never a stranger.

30 years of policy dividend payments4 always equalling or exceeding
those illustrated at time of sale.

More to offer your clients.
Including life, accident and health, group,
and business insurance; in fact, a complete line of
financial serves.

?tqbFwS I l lNSUIA
N$WtniW, iont
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If you want to do your own thing
and make a lot of money doing it

Then You Should Be A
PAN-AMERICAN UFE

U1 E
Our brand new District Manager contract is probably the finest available anywhere. It has

to be to offer big producers, with good persistency. this much compensation.

$25,000 Annual Premium Production
Linton A Persistency

e.41 Id Yr. PL PV. A Pred. TMdTe. Cemhdm C.n.dm I C s:_:m-

1 23.M5 - - 23.75
2 23.11 1.00 01.07 01M2
3 23,74 7.M1 l1.57 43,32
4 23."A0 80.14 lDNS ,4.
$ 23.0 1.43 11.17S 05,24

40, 4u 4,v 4,Z 4,
Is 23.0 13.242 13,0? 41,312

3) No. Anaft s~1 ~0t bod tUA A pI*Mkc

you 0o.,fmmrll

$60,000 Annual Premium Production
Linton A Persistency

CeMte l d Yr. Reo. Pw. 4 Pr*L4 Tos l

Tow "MOb .mobd sam Ceou"n
I 1,000 - - 51.00
2 V,=00 13.440- 21.500 98.343
3 52000 11,40 34200 103044
4 1.000 20.841 34.0 112.041
5 $1,000 2304 34,0 114214

<, <0 4t (4, 4,7
it 1V.000 32.979 34,M3 124.1

1) 0.3. Aimin @" r11.411 OW~d l" A 01111Wwc7
op0,ewrl Lto Cowa& Ka*s

2)04h 14 not Comam64I~Ib1 h14J,= salel
*aiI 33% *$s

For the man who is presently producing high quality business yet finds his compensation not
all that it should be, we offer this unequalled opportunity to earn more, with fewer strings
attached. You are your own hiss. We're not telling all, but here are some of the outstanding
features of our new District Manager Contract that should appeal to any go-getter.

" It is a high first year commission contract
with correspondingly high renewals. It
vests Immediately.

" It Incorporates a variable rat,. voneept -
the higher your production, the higher
)Our rate of earnings.

" The D. M. can earn a handsome bonus,
based oa the premiums generated and on

his monthly persistency level The bonus
is paid monthly.

" 'Tis fexibl contract provides two at.
tractive options for appointment of agents.

" Opportunity for unexcelled training lead-
lg to appointment as managing General
Agent.

Pan-American Life is a field orientated company that offers you a complete line of products
for total policyowner protection-Individual Life and Health, Annuity and Retirement, Group
Life and Health. Service to the field is the primary function of the Home Office staff. Special
proposals, special underwriting, supervisory assistance, policyowner service, sales tools and
advertising help are yours for the asking.

We have openings in 31 states. Let's hope there's one in your area.

Write in confidence to: Duane B. Adams, Second Vice President, Agency

PAN-AMERICAN LIFE
INSURANCE COMPANY
A MUTUAL COMPANY ' 2400 Canal Street, New Orleans, L. 70119

%, A11 M It
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Professionalism.
At Mass Mutual, it has produced these

achievements.
Last year, 671 of our agents and general

agents held the coveted CLU designation. 725 won the
National Quality Award. 796 qualified for the Mass
Mutual President's Club with $1 million or more
of ordinary production.

These were the attainments of our team of
some 2500 professionals. Who spend their lives
helping people solve life's money problems. Who are
among the most highly trained, respected, and honored
life insurance agents in the country.

At Mass Mutual we cultivate this kind of
professionalism.

WiLL, *,*

A, 'e~

~1** ~ib
1

1SaM. i113 51

3N.~~~~~ " a t 4S' 0. 
• L
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SURE
YOU'VE SOLD LOTS

OF INSURANCE
BUT YOU HAVEN'T SOLD

REAL- LIFE INSURANCE
UNTIL YOU'VE SOLD

Whats Computerlife? A living members... to help
computerized medical record c o pu ter save lives and safeguard health
service that makes a subscriber's -not as an indemnity for loss.
health record available to a doctor W e And think of the edge you'll have going
with just one toll-free phone call from after new group business when you can
anywhere in the continental U.S.-in min. offer what nobody else can-Computerlife!
utes! In'a medical emergency this may mean theI You-as a producer of group business--dre
difference between fife and death. the most logical representative of the Computer-

Strictly speaking, of course, it's not insurance, life program. We've got a beautiful little pros-
But it is a natural, very low cost "add-on" to entation to help you sell the program-it costs
the group health or hospitalization insurance you nothing. We provide all promotional material
you've already sold your accounts. That makes and handle all the administrative details. What
it an easy sale! you-do is earn high commissions, first year and

Now you have a reason to go back in to your renewal!
clients with the one extra they can't get any- Find out how you can offer the only really "full
where else. Computerlife is an exciting story benefit package"-one that includes Computer-
because its benefits are for use right now, by life. Mail the attached, postpaid card today.

ON BENEFIT PLAN ADMINISTRATORS

FOR MY MEDICAL RECORD o ithat security gap... Iyou' reresponsiblr aFOR Y M DIC L R COR benefit program for your company, association of union arnd

CALL COMPUTERLIFE would like complete information about Computerle-well be
IN GREATER NEW YORK. CA4,- .4212) 66-4500 glad to provide it. Let-vs-show you how Computerli'e is the lie'

FROM NEW YORA STATE, CALL 800-52-21?0 tine to proper medical treatment In any emergency. Just white
FROM ELSEWHERE. CALL: 00-22t-2140 on your lelterhead.

[ ~I2J3 i - computerer2 422 '31Si', S 2422
4 3VIR2U22 AT,@" " 43? PARK AVI I SOUTH

42 wuuI: T4 NEW YORK4 4 Y tOl/1211l II& 0440

an ev"RIDE cI FOR aillanIn CImTamUCrT)ou

Sqaw. tIlI A?
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Most agents should stay with their own company,
but for the right man who wants-

1. Additional dollars from personal production,
2. Outstanding products (Par, Non-Par, Health, Group, Annuities)

3. Quick service, electronic proposals,
4. Added income through brokerage,

'5. Expense allowance and persistency bonus,
6. Excellent underwriting-average of 10 days for policy issue

-and has proved to himself that he can make a living selling
life insurance ahd wants independence - we want to talk to you.
Call or write Bill Williams, C.L.U, Agency Vice President, 713
622-2000. P. 0. Box 1972, Houston, Texas 77001.
General AgeM opportunties are available in Alabama, Arizona, Arkansas,
Cahtfottna, Colorado, Florida. Georgia, Hawaii. Idaho. Loufsiana, Mssis.
sippi, Montana, Nevada. New Mirco. Noelh Carolina. Oklahoma. Texas,
Ulah, Wyoming.

I 'm .00etw"4 .. I

I _ _ _ _ __ _I
I '*'.___-__- I
I Ct .. .. . . . . -
I I

Sara to 1.0 i I. C LU. ao& 1172. Nwalc. Tex"s 1700t.

GREAT SOUTHERN

HOME OFFICE I HOUSTON, TEXA$
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"I will earn in excess of
-$50,000 in my third year"-

Cincinnati, Ohio
July 27, 1970

Mr. George Hatrnaker, President
The Franklin Life Insurance Company
Springfield, Illinois

-Dear George:

Just three short years ago Stab Hillis and Bill Clem-
ents presented the "Franklin Story" to me. At the
time, I was representing one of the large Eastern com-

A. RAY 9OWK panies.
The main reason I came with Franklin was-like

many other men with my company, I had been pumped
full of the great opportunity to earn big money but
knew of no one who was earning or had earned that
kind of money for any length of time. Bill showed me
man after man with Franklin who had earned over
$50,000 a year and up. He illustrated how Ray Brown
could earn big money and convinced me that I really
would with Franklin.

George, my first full year with Franklin I earned
over $20,000 and now in my third year, I will earn in
excess of $50,000 ... not bad at 31 years of age.

My purpose for writing this letter is to let you know
the appreciation that Sharon and I feel being a part
of Franklin Life...

Many thanks,

Ray Brown

GEORGAE 1 HATMAME

VUL" J. ALLEY, C LU.
10 P"O&Kc &-A C6, M VAe of lkA10d1hOie 37.7oo.0oooo of Inraicc in TorceSIn O st nisghed Senice Since 1884LIFE INSURANCE CO.

HOME OFFICES SPRINGFIELD, ILLINOIS

VIAKULIN Ul1 IcIUBANC9 CO 0 FUSkLN UNla1111 tin INSUUtM" CIS FRANKLIN ICNAtCAL 9IYU CP. * IAJKIN DAkA Ufl W C W.

sq Im 33
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In Philadlphia...
Ken Juncker can
helpyou make

some great saves
I the competition for Life business getting keener inyour area? Are you losing sales to agents who specialize

in certain types of coverage? Maybe you're not making
enough use of a real Life-saver . . . your local Employers'
Life Specialist He's on duty near you. wherever you are.
ready to come to the rescue at the twist of a phone dial.
He knows the entire spectrum of Employers' Life products
inside out . he knows how to adapt them to individual

needs and how to sel them in a competitive environment.
He can give you lips on prospecting for new business, and
on selling up present clients to more comprehensive cover-
age And he can he;p analyze, organize and dramatize for
effective sales presentations.
The next time you get that sinking sensation, don't despair.
just dial your Employers'Life Specialist and say H-E-L-P.
He'll be at your side before you can say 'Full Spectrum'.

The Employe' Life ......... ONE o, TE EmplogesCom eridal Union Companies
110 Milk Street. Botton. Massachusetts 02107

fULt SPECTRUM FiNtANCIAL SERVICE .. . se comiea of the M wrl.
Tota CoMlahentls Al I "ol -9Iti, OII i,1hC L-1. CPOulWAIe u11 P6i1o' i tlna 6,aiq Pl sig

- .14 all 04" oih rl$ 1O iatusilftC@. Moll04 WIK 8r 8i.abl wiO hwd40.

7.

~r ;r~
I'.

(
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You take an interest in them
Few people in any other business give of
themselves so freely as the insurance man.
(Just add up the time that it takes to turn a
prospect into a client.)

And few people in any other business
get so totally involved with their customers
or help them in so many ways. The fact is,
selling insurance helps a man grow.

We know because we've got over 4,000
growing agents. Their enthusiasm for our
Total way of Life concept of insurance
programming has helped put us in the top 4%
(based on premium income) of all life
Insurance companies.

As a matter of fact we're growing so
fast we've had to begin construction on a
new home office building. Incidentally, it
will be 37 stories and 535 feet high, the tallest
building in Florida.

If you'd like to join ,
in our exciting times,
write our Director.of
Agencies.

W Independent Life,
#Hed lufe.

01972 Independent Lift & Accident Intunrne Co./IHeald Lift h -surance Co. Ho"e Offk. P.O. Box 629. Jackmeille, Florida 32M01

25-407 0 - 74 - pt. I - IS
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D ym

a bigger choice.
Become a Bankers Natonal General Agent
Bankers National Life. a recent addition to the growing family of Equity Funding Corpora-
tion of America. a New York Stock Exchange-fisted company, invites you to examine the
advantages of doing business with a leader in the financial services industry.
Bankers National Life. a recognized pioneer in today's imaginative marketing approaches,
offers the following advantages:
the opportunity of offering (through a broker/dealer subsidiary) the Equity Fundtng" Insur-
ance Premium Funding Program, tax-shelter oriented investments and other Equity Funding
financial services-including a complete portfolio of fully funded. fully insured, split-funded
and "leverage funded" retirement plans and business insurance products-all at General
Agent Commissions

II annualization and vesting of General Agent's commissions
] qualified leads generated by the endorsement of more than 200 state and national trade

and professional associations through our AssociatioraVariable Pension Plan
a portfolio for the sales professionalt-par and non-par

[] a wide range of split-funded programs with HR-10 and corporate prototypes
a competitive, multi-purpose disability income portfolio

[] generous stock option program and group benefit,; ait-/7
For the full story on how a Bankers National Life General Agent's contract can help
double your 1972 Income, mall the coupon today!

William F. Good, Executive Vice President-Sales
Bankers National Life Insurance Company
Parsippany, New Jersey 07054
Dear Bill:
Yes, I'm interested in Bankers National Life's General Agent's story
Name- -.. AddressCity.. -_ ___ _ __State .. ___ __.. _
Phone _- Business Phone_ .... . ..
Life Premium $ Securilies License? ? _ , A&H License )'

4 BANKERS NATIONAL UFE INSURANCE COMPANY
Parsippany. New Jersey 07054
A s b ary of Equity Fund" Corprallm of Amer ca

*fqui7 IrvFId-rig i;s g 1,s eQ.s ed Vbdet-% of fm!y r4d,.. Cops-a I" of Ai Mi a for is cIn c iP C. p.ecirr
funding progar j ii4 fqwiy IYVEV Pro-us).

Ijy, III? 51
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They're Back. We' re Relieved.

When you send men off to such exciting piacee as
Hawaii and Bermuda, you worry a bit about their

ever getting back to nltty-gritties In St. Louis,
Cleveland or New York.
.~e Home Life recently held meetings in those

tropical Isles for its Presldenrs Council-with
Summit qualifiers going to Hawaii and the rest to

Bermuda. We're relieved to report that they are
all back and(hopefuly) In production.

o" Our President's Council Is made up o men
who write a million or more In a year. In the nine

years since the group was
started, we have gone from

- 24 qualifiers to 226, far
- more million dollar producers
than companies many times

: In 1971 9one out of & very
three In the field organize-

tion a year or more qualified for
\ the Council. Irs a young group

S,_ --.-- 50% are In their thirties
or younger, 25% have less

than three years' experience
with the company. Average income Is over $26,000.
ae There's no mystery about our high

proportion of million dollar producers. We're the
company of Planned Estates-highly selective In the

men we hire, strong on training, market oriented,
extremely competitive. Our average sale last year

was over $30,000.
e So our President's Council Is back, rested, tanned,

and brimful of sales Ideas. Believe us, felies,
you'd have gotten ired of combing beaches.

Insurance Company, New York
BEHThe Home of Prinned Nelies

LELAND T. WAGGONER, C.L.U.
Senior Vice Prestdcnt

G(RALD K. RUGER
President

Fbiss-Ctimdbw

those who to change our
whole system, and he added that
if poverty Is espread, the sys-
tem is vulnera le to such attacks.

The CLIA dent reminded
members that overall Canadian
poverty rate Is %, meaning that
one Canadian In four is a member
of a family unit whose income is
below the pov line, and that.
despite heavy tax tion, the pattern
of Income dis ution has not
changed for sev I decades.

He said that o the whole, the
life insurance Ind accepts the
role of govern t in providing
social welfare and base for social
insurance. "We sho Id be confident
that there will still a major role
for us to play in .oviding Cana.
dians with financial protection on
a voluntary basis," e declared.

PIPLE 1OUSA PASSES

rt didn't last long but it was a
wild, wacky, wonde ul ride while
it was going. With urple Cougar
ears, all-expenses-pa trips to ex-
otic far-off places, r atalz sales-
manship, and the bri ht.eyed hope
that a homebrew mpany could
take on the 'big a and beat
them at their own ga e.

It was the story- e sad story-
of Rocky Mountain Ife, based in
Calgary, Alberta, wh opened its
doors for business January 1,
1966 and proceeded t splash some
gaudy color into the rather sober
atmosphere of. Canad ,s life insur-
ance business before closing Its
doors rather abruptly ast month on
orders from the go ,ernment of
Alberta.

In fact, the financial situation of
Rocky Mountain cou only have
become worse, and to void a com-
plete fiasco with subs ueet hard.
ship for the insurer's 000 policy-
holders, Alberta Atto -Ceneral
Mervin Lcitch step in.

When it became obvious the
financially troubled pan'y was
unable to raise sufcie t capital to
stave afloat. Mr. Leitch announced
that Rocky Mountain * e would be
wound up, but that licyholders
will receive all the bene to which
they are entitled; s eholders

IWs hw9
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11l UaU. knOw0 by the Company they keep
jmerican mUtlQl J4fDES MOINES, IOWA 503074A GENERAL AGENCY COMPANY IN ITS 75TH YEAR. S. C. KALAINOV, C. L U., VICE PRESIDENT & DIRECTOR OF AGENCIES

hsrs bvim
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The future of the life underwriter is bright
for the competent and professional sales-
man. He has never had more opportunity
for self-improvement and advancement.
We support and promote all institutional
efforts in that direction.

CLU OAMC MORT

WLRT NALU UTC

For the greatest long-term success and
satisfaction, we urge you to stay with your
present company and take advantage of
these opportunities available to you.

THE EQUITABLE
TM C0U i W Ase J e Smye Iof. 1 W OWN

x"f Tori NMY. 1971
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MY THIRD FULL YEAR WITH
FRANKLIN

FRANKIW ON THC MOVE

IEARNED $39,765

1 -* I kr fPYuI~aI 4#lim y

LIFE INSURANCE CO. ,
CAORCA~ I. I4ATM 5, Pqihr • ,p '4 ' 4"
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Not here!
Our General Agents make the Top Dollar. Here's why:

Additional dollars from personal production.
Outstanding products -

Par. Non-Par, Health. Group. Annuities.
Quick service, electronic proposes.
Added income through brokerage.

Expense allowance and persistency bonus.
Excellent underwriting-

average of 10 days for policy issue.
Excellent agents' financing plan.

Recruiting not necessary.
General Agent opportunities are available in

Alaba,.a, Arizona, Arkansas, California Colorado,
Florida, Georgia, Hawaii, Idaho. Louisiana. Mississippi,
Montana. Nevada, New Mexico, North Carolina.
Oklahoma, South Carolina. Texas. Utah, Wyoming.

If you're interested and have proven to yourself you
can make a living selling life insurance, fill out and mail
the coupon below.

Srm velretid .. 1ma1 !

I II ImI

Pho.. ...

Send to Bill Wiliam,. C.LU., Box 1972, Houston. Texas 77001. 1L-

GREAT SOUTHERN

HOME OFFICE/ HOUSTON, TEXAS
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MY SECOND YEAR WITH
FRANKLIN I PASSED THE
$58,000 INCOME MARK
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MY FOURTH YEAR WITH FRANKLIN AND
MY EARNINGS THIS YEAR THROUGH
OCTOBER 31-ARE OVER $57000

fr. hIt IA I A L V( VSow, w Is, vl lhemko 4pw

t lea he I ltI . . ao . ,I

LIFE INSURANCE CO. I""w&tnf o
HOME4 ONftCN/SITNCFjL, ILLINOIS CTHEe V): -%t* ) 0.9FRANKLIN ON THE MOVE CAoRC4 I . l~z HAW(f,, s " 4, it ?4z4

aviiinp4!Pl
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For fast, fast, fast, fast relief
Take Chase.

For a remedy that will cure what ails
you, we suggest 'he following fast
actiOn company, Chase Nationel.

AILMENT 1: Take one if your headache Is a slow
growing company Chase National Life has, in a
short six years. moved Into the top 25% of all
life insurance companies doing business in the
country today

AILMENT 2: It you feel depressed and down-and
out because of bacl'ssrd management, then take
one more, At Chase National, we have one of
the most Innovativo and modem thinKilng man-
agements in the Industry today. Our manage-
mnert team Is headed by a man widely respected
in tM Insurance Industry. Donald E Teague.

AIL MENT 3. Take another if you feel hemmed In
with no place to gu and your company is not
expanding like you think it should. Chase
National Life Is now licensed to do buslnes

,in 18 states -Alabama. Arkansas, Colorado.
Florida, GeorgWa Illinois. Indiana, lowa,
Kansas, Louisiam, Mississippi, Missouri,
Nebraska. New Moxlce, North Cerolina, Oklahoma.
Texas and VirgInla.

AILMENT 4: Chase Nalknal o'fers an exclusive
Contract that is perhaps the ost sought after
participating contact in the Industry If
your product is behind the timos and offers
little Incentive to sell, please take another.

AILMENT 5: If your company has a bad
asset to liability ratio, then we
adviso you to take stilt one more
and look at Chase National. From an
independent analysis of our Company
compared to the 25 largest Insurance
concerns In the U. S.. Chase National
was wet above the average .. show-
Ing financial soundness.

It you have run through -all these ailments and still don't want to believe that you can be cured,
good luck. And bottoms up.

CHASE NATIONAL LIFE INSURANCE COMPANY .... THE COMPANY OF
DISTINCTION ALWAYS PROVING "THE POWER OF POSITIVE PEOPLE"

c( I -i. x,,h r1 -U_4 1%q 4V 141#]L, .

Milor-

550 ST. LOUIS STRKET * l HP ,tlLO. MISou.R se,00
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An open letter to .Life Insurance
Agents who want to increase their
income at least 5 0 % this coming year

in ya

As you begin to read this letter, ask yourself you are
doing so. Isn't it because you're dissatisfied with your
present arrangement and the prospect of bettering your income
has real appeal for you?

If that's the case, you're the kind of Personal-Producing
General Agent I'm seeking. You probably have at least three
years' experience, you're writing $500,000 volume this year for
at least $12,000 of life premium. Hopefully, you've gotten in
some work on your C.L.J. degree. For you and.Wother
self-starters, here's what I have to offer... 0'

First, a 90% basic life commission. So if your present
commission rate Is, for example,60%, you can actually increase
your Income 50% this coming year, even if you don't Increase
your production. We also pay a handsome persistency bonus on
that business.

And here's a really important unexpected 'plus' for you.
We can give you qualified leads for new business. Our national
advertising and the endorsements of local, state, and national
associations produce thousands of good leads every year.- If
you're ready to increase your production, we're ready to supply
you with new prospects in your own area. What's more, we offer
you a sensible development allowance to help you get started.

As a General Agent for Bankers National, you would represent
a company which is licensed in 49 states, and currently has two
billion dollars of Insurance in force. (New York is served
through our subsidiary, Palisades Life Insurance Company.)
Your portfolio would include a wide variety of insurance
programs, including Individual life products, corporate and
professional pension plans, salary savings programs,and over
100 mutual funds. You'll have the advice of a staff of pension
experts, the cooperation of a flexible underwriting department,
and all the benefits of our computer facilities in providing
proposals, leadsand policy analysis.

If you're the man I'm seeking, you'll act on this today.
To do so, pick up the phone and dial (201) 267-4000. I'm waiting
to hear from you. Or mail the attached coupon.

Cordially,

Douglas R. Schoenfeld, C.L.U.
Agency Vice President

Dan"t"al, C 71-09tn yl *t -Ntinal Life JfarancfltCopnarsip , ,New jersey 070s, 71 r09
Y et I * ntIn re ifo rm ati on u a b o t h e ad % a tlg e s e ing a C enra j

5 Agent toat sae Nationalo eigaCeta
NJame

I Street
City S-stat!e ------- _. - Zip ._ ._ . |

L o1 telephone number,

_T ---- -- ----
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SMALL COMPANY BACKGROUND-
MY BASIS FOR A
$70,000 FRANKLIN INCOME THIS YEAR

LIFE INSURANCE CO.
4MN rKtUIvONHE MOVE o oIATMMU3.PAm

WI" .M AUI.Y.C.LU.
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FROM $7200 tO $74,078
IN. FIVE SHORT -YEARS

LN E INSURANCE CO. • .,l,
FRANKulfv ON THE MOVE
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MUTUAL OF OMAHA GROWTH FUND
MUTUAL OF OMAHA INCOME FUND

Two more good reasons
for choosing a

selling career with the
Mutual of Omaha

Companies!
For years, salesmen who represented
Mutual of Omaha and its life insur-
ance affiliate, United of Omaha, have
enjoyed the competitive advantage of
being able to offer their prospects a
complete portfolio of personal insur-
ance protection.

Added Advantage
Now, they have the added advan-

tage of being able to provide their
clientele with an opportunity to invest
in two mutual funds - the Mutual of
Omaha Growth Fund and the Mutual
of Omaha Income Fund.

The funds complement the fine
program of health and life insurance
you offer your prospects as a Mutual

of Omaha Companies representative
-enable you to provide them with
the truly complete program of finan-
cial services they need.

Offer Wide-Range
Through Mutual of Omaha you are

able to offer your clientele new Wide-
Range Health Insurance including
Paycheck Protectio for the family
breadwinner plus hospital-surgical-
medical coverage for every member
of the family.

As a representative for United of
Omaha, you can provide your pros-
pects with the most advanced plant of
life insurance protection, too, every-
thing from college fund to retirement

income plans.
Add to this the opportunity you

now offer your clients to invest in
mutual fuds, and it's easy to under-
stand why people look to the man
from the Mutual of Omaha Com-
panics for their financial planning.

Send for Booklet
So don't delay! Send today for your

free copy of the booklet, "Build a
Career with Mutual of Omaha *
United of Omaha." This booklet out-
lines in more detail the outstanding
opportunity for success that can be
yours when you represent the Mutual
of Omaha Companies - equal
opportunity employers.

Mutualumha.eJ
nzo Cmm" amp

U.t lawa Mr AiUil. Ul of Omaha

tNO'S UDI(L O5Atat. !MhSi~htA

IW a""II no tbM. Iona

T I Motml W Ome a Us" o 0m M."

= = I Im I*~pt. co11 b

* 94 a

a I

-L-----------------------------------------

25-407 0 - 74 - pt. t - L9
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FACT STATEMENTS REGARDING INSURANCE STOCK TRENDS UPWARDS

Current Statistics

pertaining to

THE INSURANCE INDUSTRY

and to

Selected Companies

January 8, 1973
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WOOD, STRUTHERS 6 WINT4ROP INE'..NEW YORK

COMMENTS ON THE INDUSTRY

Fire and Casualty - The expansion in the earnings of most fire and
casualty companies over the past two years has been so large and
has emerged so suddenly that it has inevitably led many investors
to question its permanence. Such healthy skepticism, however,
should not be allowed to obscure the fact that this emergence of
profit reflects not only a combination of unusually favorable short
term factors, but also long term trends that will continue to bene-
fit the earnings of these companies. Among the favorable, short
term developments one might include the unusually large rate in-
creases secured inthe private passenger automobile lines in 1969
and 1970, a marked decline in automobile claim frequency during
1970-1972 which remains largely unexplained, and a relatively low
level of catastrophe losses over the past two years. Longer term
trends that should continue to work in favor of investors and policy-
holders alike include:

1. Greater pricing freedom and substantially improved rating
plans with which to reduce rate lags and maintain adequate rate levels.

2. A continuing trend towards stronger and safer cars to mini-
mize collision and bodily injury losses.

3. The growing use of deductibles by the public in both auto-
mobile collision and homeowners contracts that is building a healthy
element of co-insurance in this vital segment of the market, and
which is helping to lower claim frequency in these lines.

4. More sophisticated and reliable loss reserving techniques,
and the use of catastrophe reserves that should minimize year to
year fluctuations in earnings.

5. The likelihood that the wage-price stabilization program
will continue to limit inflation, particularly in the important
hospital and medical lines, to a more predictable and stable rate over
the next several years than was true of the late 1960's and early 1970's.

6. The spread of no-fault automobile insurance plans, with their
potential for more prompt and equitable settlement of claims, reduced
opportunity for loss reserve miscalculations, and with benefits which
can accrue from a more satisfied public.

7. Better and more profit-conscious managements that are willing
to maximize profit opportunities while trying to avoid many of the
losses that in the past have resulted simply from mismanagement, mis-
calculation, or even a lack of awareness of the problems involved.
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WOOD.STRUTrRps a WINTHROP lNC.,NrW YORK

2

There is little doubt that, now that the benefits from the large
rate increases in the personal lines have run their course, the
industry is entering a more competitive phase. This is also
true in the commercial lines, where a greater number of companies
are vying for business that has traditionally been serviced by
relatively few companies well staffed with loss prevention and
claims personnel. Thus, while virtually all companies have shown
healthy underwriting margins during this recent period of "easy"
profits, the next several years are expected to bring a greater
differentiation between the companies in terms of their ability
to sustain underwriting margins and to increase earnings. Speci-
fically, this means that those companies that can support their
marketing efforts with professional claims, engineering, and other
policyholder service staffs, that have strong actuarial departments
and wall established and reliable loss reserving practices, that
enjoy a broad mix of business and the management information systems
to detect adverse trends in the different lines of business at an
early date, and that can achieve superior investment performance,
those companies will produce the best results for their shareholders.

Life Insurance - The interest in life insurance stocks over the past
year seems to coincide with a growing recognition of the quality of
the earning power of these companies, and of their ability to grow
at a consistent and above average rate. The promise of higher in-
vestment earnings because of improved cash flow and higher interest
rates, better control of expenses, and more concerted and efficient
efforts to increase new premium production should enable many life
companies to develop a faster rate of growth in earnings, at least
over the next several years, than that which they enjoyed during
the 1960's. With a wide number of these companies still selltng-at
average multiples of less than 15 times earnings, the opportunity
for meaningful gains exists in these issues. A positive attitude
toward the group among investors generally should also be reinforced
by the recent adoption of an audit guide for life insurance companies
by the Accounting Principles Board. This guide will be mandatory for
1973 results.
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WOOo, STRUTHERS E6 WINTHROP INC .NEW YORR

3

INVESTMENT POSTURE

From the. investor's standpoint, a by-product of a more competitive
environment in the fire and casualty industry will be the need to
differentiate more clearly than in the past between the various
classes of business and their respective profit outlook. For
example, while it is difficult to see further substantial gains in
the earnings from private passenger automobile business over the
'near term, conditions in the accident and health and homeowners
lines remain favorable, and the outlook for the workmen's compen-
sation business is also improving rapidly. Thus, the process of
selection in this group should stress those companies in which
volume is concentrated in the lines of business that can help their
earnings during the next year. Such companies include: Aetna Life
and Casualty, CNA Financial, Crum and Forster, Mission Equities,
and Republic Financial Services. Other quality companies such as
Chubb Corp., St. Paul Fire and Marine, and Safeco might also be
included in such a list at lower prices. U.S.F.&G. should continue
to be held by long term investors seeking current income together
with moderate appreciation potentials.

In the life area, a combination of internal changes, the relative
attraction of markets being served, and market price lend appeal
to Lincoln National, Protective Life, Provident Life and Accident,
United Services Life, and Variable Annuity Life. American General,
with two-thirds of its earnings stemming from life insurance, might
also be viewed favorably in this context. USLIFE Corp. continues to
be recommended for its long term appreciation potential.
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Wood, Struthers & Winthrop Inc.

TRENDS IN AUTOMOBILE INSURANCE RATES & IN MEDICAL COSTS - 1965 TO DATE

Hospital

Automobile Property Pnysi- Daily
Insurance % Incr. Insurance % Incr. ciang % Incr. Service % Incr.

1965 Rates Year Ago Rates YearAgo Fees YearAo Charge Year Ago

June 89.4 + 9.8 88.0 4 3.5 76.2 T -.5

Dec. 94.9 +10.7 89.6 + 3.8 78.5 + 6.6

1966
Mar. 96.1 - 91.2 - 80.4 + 6.6

June 96.9 + 8.4 93.0 + 5.7 82.1 + 7.7

Sept. 98.5 - 95.1 + 7.2 86.3 411.5

Dec. 99.0 4 4.4 96.6 + 7.8 91.5 +16.5

1967
Mar. 99.5 + 3.5 98.5 + 8.0 97.1 +20.8

June 99.7 + 2.9 99.8 + 7.3 100.0 +21.9

Sept. 100.5 + 2.0 101.3 + 6.6 102.0 +18.3

Dec. 100.9 + 1.9 102.5 + 6.1 105.6 +15.5

1968
Mar. 101.5 2.0 104.1 + 5.7 109.0 +13.2

June 101.9 + 2.2 105.3 + 5.5 112.2 +12.2

Sept. 102.6 + 2.1 106.5 + 5.2 115.8 '13.6

Dec. 104.3 + 3.4 108.4 + i.7 119.6 +13.2

1969
Mar. 108.6 + 6.9 110.9 * 6.5 124.5 +13.3

June 110.4 + 8.3 113.0 + 7.3 126.8 +..0

Sept. 113.5 +10.6 114.8 + 7.8 130.9 +13.0

Dec. 119.3 +14.3 116.3 + 7.3 133.9 '12.0

1970
Mar. 122.7 +13.0 112.6 - 119.0 + 7.3 139.4 +12.0

June 126.5 +14.6 112.8 - 121.6 + 7.6 142.1 +12.1

Sept. !29.6 +14.2 114.0 - 123.3 + 7.3 147.5 .12.7

Dec. 132.1 .10.7 115.4 - 125.7 + 8.1 152.0 +13.5

1971
Mar. 140.1 +14.2 117.0 + 3.9 128.0 + 7.6 157.1 +12.7

June 142.5 +12.6 120.2 + 6.6 129.9 + 6.8 160.5 +12.9

Sept. 142.9 +10.3 121.5 * 6.6 131.5 + 6.7 164.4 +11.5

Dec. 141.8 + 7.3 122.4 + 6.1 132.2 + 5.2 165.5 * 8.9

1972
Jan. 141.0 * 3.8 122.4 + 6.9 132.3 + 5.1 167.1 +

Feb. 140.8 + 0.6 122.4 + 5.5 132.6 + 4.7 168.2 + 9.3

Mar. 14).9 + 0.6 122.4 + 4.6 132.9 + 3.8 101.2(a)

Apr. 140.7 - 3.9 122.6 + 3.2 133.2 + 3.7 101.5

May 140.6 - 1.1 122.7 + 2.8 133.3 + 3.2 101.8

June 140.7 - 1.3 122.6 * 2.0 133.9 + 3.1 10 2. C

July 141.1 - 1.1 123.4 * 1.6 134.0 + 2.8 102.4

Aug. 141.1 - 1.3 123.4 + 1.6 134.2 + 2.3 102.7

Sept. 140.4 - 1.8 123.6 + 1.7 134.4 + 2.2 102.8

Oct. 139.6 - 1.6 123.6 + 1.0 134.6 + 2.2 102.9

Nov. 139.8 - 1.4 123.7 + 1.1 134.8 + 2.1 103.0

(a) Hospital daily service charges series changed-not comparable with earlier periods. (Private

rooms are no longer included, certain tests are added-e.g. lab tests. electrocardiograms.

physical therapy, etc. and on base January. 1972=100).

Source: t.S. Department of Labor Consumer Price Indices 196? 7 .3
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WOOD. STAUTHERS 8 WINTHROP INC ,NI* YORK

W.S.&W. SELECTED GROUP OF INSURANCE STOCKSa

Fully Multiple Line
Predom. Fire & Casualty
Specialty Cos.
Reinsurance Cos.

Price/Earnings Ratios
to 1971 to Lat. 12 Mos. to Estimated

Earningsb 9/30/72 Earns.d 1972 Earns.d

14.Ox 13.Ox 12.5x
13.3 12.3 12.1
32.0 31.4 30.1
29.2 33.1 32.0

W.S.&W. SELECTED GROUP OF LIFE & A&H COS.a

Predominantly Life
and Industrial Cos.
Diversified Cos.
Predominantly A&H
and Specialty Cos.

Price/Earnings Ratios
to 1971 Earns.c to Est. '72 Earns.E

16.5x 17.6x
16.2 16.0

21.8 20.4

a-For companies used in groups - see last 2 pages of report
b-Using 9/6/72 price
c-Using 9/7/72 price
d-Using 1/4/73 price

BEST COPY AVAUI.ABLE
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Wool, 3trutheis & Winthrop Inc.

iEI_TED INS'.1HANCE STOCKS - PRICE DIVIDEDI AND EARNINGS DATA

u '. V
_itil Lne

;etna Life & Casualty
7-ercan General
CNA Financial
Connecticut Genral
Travelers Corp.

Predominantly
Fire and Casualty
Chubb Corp.
Continental Corp.
Crum . lcrster
INA C-'rp.
9u rperco
NN Corp.
Ohio C-suIt'.
Rep-ub-ic rnF.rscial
- aft-ru

St. Paul CUs.
'.S. Fidelity & Guaranty

We-stern Cas. & Sirety

Specy a I t Coanies
American Int'l Group
Aeri-An Reserve
Centennial Corp.
cov't. T-pl. Irnurance
Itartfora Stear
Mi3slon E,-uitifs
',CIC In-estment

Lt2Ansjince Corrpanies
Ainerican Re
ERC Corp.
Ctneral Re

.en:tes recent increase

11(7
1.97,

80-
2 -14
27-17

4:'-34

6o-4.

Y -29
45-3)

51-38
3R-26
6'-44
3i-23
66-27

110-62
48-40
29-20

90-4b
45-30
82-39
64-43
60-40
47-27
,?-44

Price

75,

20

56
4-1
13
48
44
33
-3
33
57
-3?

43
25

85
42
72
59
50
47
v 2

63-38 52
55-38 54

489-318 483

I nd.

I.68

0.52
1.54
0.88
0.84

1.12
2.00
1.12
1.56,*
0.tc
0.83
0.93
0.4R*
0.80
1 .28
2.28
0.48*

0.26
0.20
0.10
0.66'
1.55'

0.36*
0.10

Adjusted Operating Earnings Per Share

1969
$1.88

1.38
1.32
3.18
1.76

1.86
2.51
1.14
2.13
1.47
1.67
1.81
0.56
1.40
2.81
2.04
0. 86

1.07
0.72
0.60
0.83
3.00
1.00
0.49

1970
$3. 558

1.25R
1.22
1.39
1.72

2.05
2.42
1 .61R
2.82
1.82
1.95
2 .36R
1.41
1.97
3.21R
2.31
1.55

1 .23-
0.89
0.79
0.93
3.03
1.17
0.64

Latest 12 Moe.-1971
3/31 6/30 9/30

$3.67 $4.16 $4.81
1.19 1.33 1.61
1.27 1.42 1.65
1.86 2.16 3.02
1.71 1.84 2.24

2.36
2.56
1.79
3.17
2.16
2.07
2.82
1.63
2.23
3.68
2.72
1.84

1.30
0.93

1.02
3.58
1.40
0.66

2.76
2.83
2.04
3.72
2.89
2. 30x
3.02
1.81
2.61
4.35
2.77
2.13

1.36
0.91

1.11
3.91
1.48
0.69

3.28
3.29
2.52
4.05
3.39
2.47x
3.33
2.14
2.86
4.41
3.00
2.51

1.48
0.95

1.29
4.60
1.52
0.75

Actual
1971

$5.08
1.60
1.87R
4.41x
2.62

3.23
3.49
2.76
4.08
3.81
2. 60x
3.66
2.18
3.05
4.77
3.10
2 .76x

1.bl
1.06
1.15
1.43
4.99
1.57
0.82

Latest 12 Mos.-1972
3/31 6/3 9/30

$5.27 $5.86 $6.32
1.69 1.80 1.88
1.96R 2.07R 2.23
4.41 4.38 4.41
2.69 3.15 3.38

3.43
3.90
3.08
4.15
3.89

2.80 x
4.17
2.98
3.56
5.54
3.25
3 .05x

1.79
1.14
1.38
1.79
4.97
1.74
1.02

3.45
4.19
3.33
4.52
3.94
2.95x
4.41
3.23
3.77
6.06
3.26
3. 09x

1.89
1.21
1.53
1.91
4.67
1.86
1.15

3.37
3.66
2.98
4.26
3.88
2.70x
3.86
2.58
3.35
5.23
3.17
2.97x

1.70
1.10

1.60
5.09
1.67
0.91

# Denotes recent reduction
R Festated

Est.
1973

Earns.
$7.00

2.25
2.45
5.75
3.75

Est.
1972

Earns.
$6.35

1.95
2.20
5.00
3.40

3.50
4.20
3.30
4.60
4.05#
2.

9 0
x

4.40
3.25#
3.80
6.10
3.45
3.10

1.95'
1.25
1.70"
2.00
4.75#
1.95
1.25

1.04 1.96 2.29 2.40 2.6- 2.74 3.04 3.18 3.24 3.41 3.40 3.75 15.3
0.52 1.31 1.80 1.84 1.99 2.18 2.18 2.25 2.44 2.29 2.50 2.85 21.6
0.60 5.54 7.59 7.87 8.42 9.52 11.12 11.56 11.95 12.12 12.50# 14.00 38.6

p Preliminary

x ExcIjJes extraordinary item3

3.90
4.40
3.70
5.00
4.40
3.30
4.15
3.70
4.O0
6.40
3.75
3.25

2.25
1.45
2.20
2.30
5.20
2.25
1.92

P/E
Ratio

10.3
9.1

16.6
11.5

16.0
10.2
10.0
10.4
10.9
11.4
12.0
10.2
15.0
16.2
12.5

8.1

43.6
33.6
42.4
29.5
10.5
24.1
73.6

January 5, 1973
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Wood, Strathors e. Winthrop Inc.

STILE.M') LIE AND A&H COMPANIES - P4IC2. DIVIDEND AND EARNINGS DATA

1 ri ,lomir ant I Lfe
BMA Corporatron
Capital HoIldung
F1rant]Irn Life
"efferscn-Pilot Corp.
I i1erty Corp.
norrhwzscern Nat". Lfe

* laielphia Life
i'ovidrnt Life . Accident
.cr1thwe' ern Life

Irlustrial Cnarante'-
Inlependent i ife & Acci.,
!i"ertv National
N!T Corp.

: veraxioed Companies
Gilf Itife i 11ing
Interstate Corp.
I incoln National C,-rp.
Monumental Corp. (a)
?:;chmond Cor[.
tSLIFE Corp. (d)

1 r edorn natlv AtI
Cjlonial Lit & Ac'i!ent
C%'.mbined Ins'.ran:e
Mcr.narch Cpital
PYnnsvivania Life

CclIeao,'t nia/ersi ty
F.- ily I '
F.,iellty "7 n n
First Colony
Old 1.publ ic nt ' 16
S'acuaU'c A'r tot .e/I:)

t Vr onial ' en' g

tr.on Fdc lty
_'anto4 0,-r''vicCs I ife

r.air' "C I

1972-
397 -
Price
Range
32-19
32-20
35-2j
1:;-42
,o- .c

2E- 17
35- 1
12'-F2
45-31

Current
Price
1/4."/73

32
31
31
67
23
25
31

123
41

'6-32 06
30-', 1 49
C0-P28 59

60 -. 2
34-21
47-34
70-45
v,2-4P
76 -44

55
33
47
68
58
75

14--6 7Ai
'46 "J 20
26-16 18
30- 7 8

?4- 14
i9- 11

53-3;
21-14

21
17
42
13
51
17

67-32 67
66-,0 63
33-/' 29

f -5 39

Cr.' .t" 'J

Ind.
Div.

$0.42
0.23
0. -

C.
S25

0 .40
1.00
() .8u

Adustel Earin'nLs Per Share
Latest 12 Mos. - 1972

1969 1Q70 1971 L!3 -I ci, 1) 9/30
$1.30 S1.56 S1.90 $1.84 $1.97 52.02
0.91 1.01 1.18 1.23 1.24 1.30
1.14 1.49 1.56 1.56 1.67 -

2.45 2.67 3.27 3.10 3.48 3.65
1.12 1.55 1.19 1.02 1.66 1.73
1.87R 1.50K 3. IR 1.97 2.29
1.02 1.05 1.19 1.27 1.31 1.35
3.94 4.24 5.07 - - -
1.62 1.79 1.93 - 1.97 -

' ,* 2.,)4 2 .79
. * 1.69 2.07

0 j 2.5O 2.88

t.85
0.20
1.? 5'

C.52
1.04
0.52

2.33
1.39
2.51
1.53
3.12
1.97

2.98
1.71
2.54
1 . 86
3. IOR
2. 35

0. 12 1.41 1.57
0.43' 1.05 1.13
3.34 1.14 1.3u

- 6. 74 n. ,2

0.11

0.25
0.24*
0.63*

-0.19
0.91
1.61
0.64
2.05

-'.4 3

121.10

1 • 9k'

0.76
2.59

-0.27

U.1 0..35 0.45,
c'. 4 (.2 1. 14

- u.25 0.57
0.-b 1.33 .hi

C t' in tior.

3.56
2. 1F
.1)

3.04
1.90
3.21
2.19
4 .3 3R

1.03

1.75
1.23
1.43
1 .6

1 .64
1 .28
2 .36
0.66
3.00
0 .01

3.71

3.21,

3. 9'
1.93
3.31
2.25
4.61R
3.16

.99 4.19

.37 3.50

4.11
2.03
3.29
2.44
4.56
3.2'

4.25
2.08
3.60
2.57
4.69
3.42

1.90 1.97 2.10
1.26 1.29 1.35
1.42 1.41 1.43
1.09 1.11 1.04

1.56

3.05
Cr. , ,

(. 72b 0.76
1.3,
1 .12 1. "
:.29 2..

At) ' kr 
(3r 7 ' . ."

1.72
1 .10
2.72
0.73
3.02
o.13

1.12
2.84
0.76
3.12
0.09

9.88 0.98

1.46 1.57
2. J6 2.43

7r'. stesi.t o'l NAti I en L; ,, in r ,'ire I.311 5 ' .
,,;) L't r , ',"' i nr ! ,c a,4 a , n-

BEST AVAILABLE COPY

Est. 1973
FAint r g a

$2.3,
1.00

4.32 -
1.90

1.6)
6.20
2.15

P/ E
Ratio
19 72j
1-.2
21.0
17.2

2. .1
21.8
1q.5

4.60 13.3
2. '7 2C .4

.'I0 lb.9

Est. 1972
Earnings

$2.10
1. 35
1.80
3 .70*
1.75
2.25
1.40
5.65
2.10

4.20
2. .0
3. A

4.30
2. 1 5*
3.65*
2.6u
4.(0
3.65

2.15'
1.45

I. ,50

1.85
1I..)0
2.90
0.80
3.20
0.40*

1.5"

1.65
2.45

tC4 .10

3.")o5 . :f)5.20

4. 5

2.40

1.65

3O. 'v
3.4'
01.90 -

12.8
1' .3
12.9
2Z .2
12.6
20.5

34.4
13.8
12.0

7.6

13.4
1.' .2
11.5
16.3
15.9
42.5

. 63.9

1.5 1 -.6

2.1'? 10.9

I 1 A ' - " sh CI cr; ' if C x1" - I "1 lr- -f

January 5, 19173
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Insurance News Digest
Property/Liability Edition

January 8, 1973

SALAD-OIL SWINDLE
F& C Pays $6 Million Settlement to Bankrupt Firm

Fidelity & Casualty Co. of New York paid the
bankruptcy trustee of Ira Haupt & Co. $6 million as
settlement for a $48 million lawsuit brought by
Haupt in 1965 as a result of losses to Haupt arising
out of a salad-oil swindle.

The bankruptcy referee in granting final approval
of the settlement, details of which were reported last
August, said that "many of the 'facts' are seriously
and justifiably contested with vigor by F&C in the
pending litigation."

1he Suit alleged that Haupt's losses were covered
by bonds issued by F&C, but the insurer refused
payment. charging among other things that Haupt's
imian.ag,.-lnent was lax in overseeing, the firm's opera-
tio ii'

CItARTER SOLD
International Har'ester Ruys Washington General

International llarvester Co. purchased the charter
of \Vashititon General Insurance Corp.. New York,
tr m ('ontinental Insurance, also of New York, for
Aln tndiclosed amount of stock, effective December
21) Internationial harvester said it would change
Wa hington General's name to Harco Casualty Co.

Washington General, which has not retained under-
writing commitments for its own account since
January I, 1967 when it began reinjuring all business
with Continental, is licensed in 47 states, the
District of Columbia and Puerto Rico and operates in
Belgium, Canada, Germany and the.Netherands.

CIMCO Inc., Kansas City, Mo., and Guardian
National Corp., Detroit. combined operations undei
a holding company, Financial Guardian Group Inc.,
Kansas City, effective January I. Both companies
%ill retain their corporate identities. Financial
Guardian has net revenues, principally from insurance
commissions, of over S3.8 million and CIMCO has
gross commissions in excess of $2. I million.

The National Flood Insurers Association named
Travelers Indemnity as servicing company for the
national hlood insurance program in Arkansas.

Washinqton Seen, by P Goldsmilh

SEC: The SEC called on stock property/liability
insurance companies for comprehensive disclosure of
their catastrophe reserves, and urged development of
a uniform system of accounting.

The SEC pointed out that sonic companies have'
be,-i setting up such reserves to cover major losses
which occur irregularly, and encouraged current
efforts by the committee on insurance accounting and
auditing of the American Institute of CPAs and its
Accounting Principles Board to arrive at a single
acceptable accounting approach to such losses.

In the meantime, the SEC added, full disclosure
of the accounting being followed and the dollar
impact of that accounting on reported income and
liabilities will be required in companies' financial
statements.

AAA: The American Automobile Association will
be viewed as "a part of the insurance industry" in a
report that will be published about mid-year by a
Ralph Nader action group following a year-and-a-half
study of the 13 million-Fnember organization.

"The AAA's rather intimate involvement with
insurance makes it a part of the industry," Ron
Landsman of Mr. Nader's Public Interest Research
Group declared. Four of the largest AAA motor
clubs - in Michigan, Califomia, Missouri and
Chicago - have their own insurance companies, he
said, and in addition to automobile insurance they sell
life and A&H insurance to members. Among the
coupanmeQ affiliated with the AAA are the Kemper
Group, Merchants Mutual, Mutual of Omaha and
Travelers, Mr. Landsman said.

Conglomerates: The impact of recent mergers re-
sulting in giant conglomerates may have been far les.
anticompetitive than generally has been believed, but
the public has suffered from the resulting loss of
information regarding sales and profit data of the
acquired companies, according to finding; of an in-

(Cothinued)
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depth staff study by the FTC on the economic effects
of conglomerate merger performance.

The 200-page report - it has not been adopted by
the Commission - is based on responses to question-
naires sent to nine large conglomerate corporations,
including ITT Corp.. parent of the Hartford Group,
and Gulf & Western Industries, parent of Capitol Life
Group. Providence Washington Group and Emmco
Group.

Although almost two-thirds of their large acquisi-
tions have been in the manufacturing sector, the
report pointed out, non-manufacturing acquisitions
have been larger on the average and "represent.the

-more far-flung diversification popularly believed to
characterize 'conglomerate' corporations."

The report found "wide variations" in the amount
of detail provided in published annual reports. ITT, the
largest of the nine sample conglomerates, divided its
operations into nine divisions, it said, but "except for
showing the profits of Hartford Fire, the presentation
does not enable one to relate profits to- specific
product lines."

Conversely, the study found Gulf & Western at
the head of the list in divisional reporting practices,
publishing sales for 41 and profits for 12 separate
divisions in its 1971 annual report.

FIA: Retiring Housing and Urban Development
Secretary George Romney, in his valedictory on the
accomplishments of HUD over the past four years,
claimed substantial progress for the crime and flood
insurance and riot reinsurance programs that became
operational during his administration.

Federal Insurance Administrator George K.
Bernstein, who developed and directed the three
programs, is one of the few top-ranking HUD
officials who was asked to remain in office by Mr.
Romney's successor, James T. Lynn.

The amount of crime insurance written in recent
months, Mr. Romney reported, has quadrupled and
its availability has been extended to Tennessee. New
Jersey will be added early in 1973. Over 10,000
policies are now in force.

*

Fishing Vessel Insurance: Insurance executives and
representatives of the U.S. fishing industry will meet
January 9 and 10 in Washington, D.C. to discuss
problems of commercial fishing vessel insurance at a
conference sponsored by the National Marine Fisheries
Service of the Commerce Department's National

Oceanic and Atmospheric Administration. Fishing
vessel owners are paying record premium rates and in
some cases are finding it ditfictilt to obtain adequate
coverage at any rate, according to the Commerce
Department.

Atomic Energy: Consumer advocate Ralph Nader
joined with a group of "concerned scientists" who
believe catastrophic accidents at private nuclear
power plants are very possible unless the atotinic
energy program is cut back until reactor %afety
systems are strengthened. They called for repeal of
the Pnce-Anderson Act that provFles fr up to $50
million of government excess liability coverage above
some $100 million in third-party liability insurance
now being made available for each occurrence by the
insurance industry atomic energy pools.

OSHA Suit: The Justice Department asked the U.S.
Court of Appeals in Washington, D.'. to stay the
order barring the Labor Department from grating
six-month extensions to states to operate their own
job safety laws pending federal approval of state plans.
A U.S. district judge has refused to stay his preliminary
injunction. The AFL-CIO, the United Steclworker%
and the International Union ot Electrical Worker
have filed suit to stop the Department from extending
the December 28, 1972 deadline set in the Occupa-
tional Safety & Health Act of 1970. It will be hard
January 26.

Assistant Secretary of Labor George C'. Guenther.
who joins the INA on January 22, expressed the hope
that the appeals court would overturn the injunction
quickly, warning of a disruptive impact in job safety
if there is a gap in enforcement allowed to continue
for the next six months.

(Subscribers to Al Goldsmith's Washington
Insurance Newsletter receive in-depth analyses of
major insurance news from Washington weekly.)

Directors of Bituminous Casualty Corp., parent of
Bituminous Fire & Marine, Rock Island, II,. voted to
form a holding company, subject to approval by
shareholders and regulatory authorities. The plan
would be effected through a one-for-one exchange of
stock.
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1972 INSURANCE STOCK TRENDS
Insurance stocks in 1972 continued to exhibit

significant increases, keeping close pace with their
exceptional performance in 1971. Against a rise of
14.58% for the Dow Jones Industrial Average and a
gain of 15.63% for the broader-based Standard gnd
[Br 50 Ies s Lffe g -k Index as up 6.5%

ZTe 25.60%, hittinE an all-time year-end high The
NASDAQ insurance stocks indicator rose 22.153'1f.

This marks the fifth consecutive year that insurance
sto kjhave- roducedF good results retaive-to thegeneral market, and the econd consecutlye-year that

the y have noticea"y outperformed the major indexes.
This -table of 105 major insurance stock' covers

14 conglomerates, 24 property/liability companies
and 67 stock life insurers. About 85% of those com-
panies recorded gains in the market value of their
stocks in 1972. Last year 90TA of them were up.
Nine companies closed each of the last five years with
an increase over the year before: American Re-
Insurance, Chubb Corp., ERC Corp., General
Reinsurance, Globe Life & Accident, Ohio Casualty
Corp., Security-Connecticut Life, USLIPE Corp. and
American Reserve Corp. The latter has posted seven
consecutive increases in year-end prices.

Life Stocks
Our Life Stock Index closed the year at 444.2, up

91.8 points in the 12 months. It peaked at 452.4 on
November 15 after a low of 340.2 in January. The
1972 Index year-end figure is the high for the past
five -yeats - the -low for. the period is the 25.3.4
recorded in 1967 - and 1973 begins with the life
stocks only 15.2 points behind the all-time high of
459.4 set in April 1964.

Fifty-five of the 67 hfi stocks gained in 1972. Four
were up more than 100% and were the biggest gainers
among the insurance stocks, led by Jefferson National
Life at 231%. Security-Connecticut Life gained 116%,
compared with 105% last year. while Time Holdings
was up 108%, a substantial increase over a drop of
28% in 1971, and American Heritage Life climbed
101%. Biggest losers in 1972 were Pennsylvania Life
(-68%), Combined Insurance (-33%), United American
Life (-29%), Monarch Capital Corp. (-26%), and
Equitable Life of D.C. (-23%).

Those companies with five-year increases of more
than 200% are Security-konnecticut Life, 781 ;
American Fidelity Life, 673%; American Bankers Life,

405%; Globe Life & Accident, 294'X,; and Lixrty
National Life, 209%.

Property/Liability Stocks
Best's Properly/Liability Insurance Stock Index set

record highs II times in 1972. The Index hit four
consecutive highs during November, reaching the top
at 155.8 on November 20. It tapered off during Decem-
ber and closed the year at 147.2, a 30-point gain over
the 1971 closing. The year's low was 115.1, on
January 26. Every one cf the property/liability
companies was up in 1972, headed by Employers
Casualty (+647) and St. Paul Cos. (+61%).

The property/liability stocks began moving ahead
after mid-1970 as the general market began to pick
up. By the end of 1971, our Index was 86% headd
of where it stood five years earlier. By the end of
1972, the five-year increase was 179.85%. All of the
property/liability stocks are ahead of their year-end
figures of five years ago, with General Reinsurance
showing a gain of 607%, American Reserve 586% and
American Bankers 577%.

- Con loinerates
The conglomerates how a less consistent record

than the straight insurance company stocks. Three
were down in 1972, led by CNA Financial Corp.
(-17%). Beneficial Standard Corp. was down for the
second consecutive year, showing a 5% decline, and
INA Corp. was off 3%. Best performers in 1972 were
Interfinancial Inc. (+81%)and American International
Group (+74%). On the five-year run, Republic
International Corp. is ahead with a 273% gain, while
USLIFE is up 147% and Connecticut General 107.,

Year End Prices of Insurance Stocks

LIFE
All Amer. Life & Fin.
American Bankers Life
American Fidellty Life
American Heritage Life
American Income Lift
American National Fin.
American States Life
Bankers Security Life
Beneficial National Corp.
BMA Cor
Cald.Weutern Stales Life
Capitl Hotding CorP.
Cqliege/University Corp..
Colonial Life & Accident

1972
14 1/2
3s

4 
3/4

43 112
283/8
17
12 1/4
153/4
20
5 114

30 114
17 3/4
28 7y8
20 7/8
71 1/2

%CHANGE
12-31.71

to
1971 12.31-72

13 12
18 93.
23 114 87
14 1/8 101
13 31
8 /8 51

18 1/2 -15
13 54
33/4 40

21 44
19 112 -9
22 1/8 31
16 114 28
61 114 17

(Collnonrd)

REST COPY AVAILABLE
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Colonial Penn Group
Combined Ins.
Continental Amer. Life
Equitable Life (D.C I
Equitable Life of Iows
Family Life
Farmers New World Li e
Fidelity Union Life
First Pyramid Life
Franklin Life
Globe Life & Accident
Gov. Employees Life
Great Southern Corp.
Gulf Life Holding
Home Beneficial Corp.
Home Secunty Life
Independent L&A
Integon Corp.
Interstate Corp.
Jefferson National Life
JefftroPilot Corp.
Knams City Life
Kentucky C ntral Life
Lamar Life
Liberty Corp.
Liberty National Life
Life of Georgia
Midwettern United Life
Monarch Capital Corp,
National Old Line
Nationwide Corp.
Nations de Life
NLT Corp.
Northwestern Natl. Life
Pennsylvania Life
Philadfphie Life
Protective Life
Provident Life & Accident
Republic National Life
Richmond Corp.
Security-Conn. Life
Security Life & Accident
Souithland Fin. Corp.
Southwestern Life
Standard Security Life
Sunset Life
Surety Financial Corp.
Time Holdings
UNICOA Corp.
United Amencar Life
United Services Life
Washington National Co).
Wsconsin National Life/

PROPERTY-LIABILITY

Arnetican Bankers
American Re-Insurence
Amer-can Reserve Corp.
Chubb Corp
Criterion Insurance
Crum & Forster
CSE Corp.
Employers Casualty
ERC Corp.
Excelsior Insurance
General Reinsurance

1972
633/4
203/8
30
22
223/4
17 518
63 114
41 3/4
8 1/2

31 114
25 1/8
62 1/4
253/8
563/8
46
231/2
52
17 5/8
32 1/2
393/4
695/8

139
8 5/8

39
23
49 1/8
43 1/4
19518
18 1/4
9 3/4

185/8
25 1/2
593/8
24 1/4
9 1/8

30 7/8
19 112

120
15
573/4
293/4
15 1/4

42
41 3/8
11 1/4
28 1/2

5 1/4
32 14
185/8

3 3/4
373/8
31 1/2
26

22
51 7,8
433/4
58 1/4
84
33 7/8
173/8
44 1/4
523/4
173/4

473

% CHANGE
12-31-71

to
1971 12-31-72
32 1/8 98
303/8 -33
22 112 33
28 1/2 -23

167/8 4
401/2 56
373/4 I1
45/8 84

22118 41
20 26
38 3/4 61
16 3/8 55
47 3/4 18
263/4 72
137/8 69
31 1/4 66
11 58 52
243/4 31
12 231
48 45

113 23
63/8 35

34 15
19 7/8 16
343(4 41
281/2 52
2038 -4
245/8 -26
81/8 20

10 114 82
183/0 36
335/8 77
17 1/2 39
281/2 -68
17 3/8 78
16 1/4 20
82 46
15118" -1
547/8 5
13 3/4 116
19 -20
23 3/4 77
35 1/4 17
10 13
233/4 20
33/8 56

15 112 108
167/8 10
51/4 -29

305/8 22
35 114 -11
203/4 25

14 5/8
45 7/8
30 7/8
45 7/8
55 112
31 112
11 1/8
27
43 1/2
11 112

329

50
13
42
27
51
8

56
64
2S
54
44

Government Employees
Hanover Insurance
Hartford Steam Boiler
NN Corp.
Northeastern Ins
OhIo Caual ty Corp
Peerless Insurance
Republic Financial Serv.
SAF ECO Corp.
St. Paul Companies
Security Corp.
US.F &G
Western Qesuaely & Surety

CONGLOMERATES
Aetna L&C
Amer. General Ins,
Amer. Intern. Grp
Beneficial Standard
CNA Financial Comp
Connecticut General
Continental Corp
INA Corp.
Interfinanc~el Inc,
Lincoln National Corp.
Monumental Corp.
Old Republic Intern. Corp
Travelers Corp.
USLIFE Corp

1972
55 7/8
54 1/4
48
323/4
24 3/4
53 1/2
11 5/8
323/4
56 3/8

101 1/4
42 112
43 7/8
25 1/2

73 1/8
20 3/4
84 3/4
9 7/8

20 I/8
83 3/8
42 7/8
47 1/2
12
43 7/8
67 112
51 1/4
38 7/8
74

1971
" 3/8
41 1/4
48
27 1/2
19 1/4
48
103/8
22 5/8
39 314
62 7/8
29 1/8
42 3/8
201/8

62
20 1/8
48 3/4
103/8
24 118
71
41
49

6 518
42 112
50
34 3/4
37 1/8
46 I12

% CHANGE
12-31-71

to
12-31-72

?6
32
0

19
29
It
12
45
42
61
46
4

27

18
3

74
-5

-17
17
5

-3
81

3
35
47

5
59

BRIEFS
South Carolina Ins. Co.. ColumhiJ. a meniher ot

the Seibels, Bruce group, acquired Investors National
Life, also of Columbia. in an exchange of %tock. The
acqtlisition, effective December 31. 1972. involved
the exchange of one share of Souli Carolina 5tock
for each four shares of Investors National.

ISO companies in Louisiana will reduce private
passenger auto rates by 6.6% statewide, effective
January 24. under the state's modified prior approval
law.

Oscar H:-Ritz was re-appointed Indiana insurance
commissioner by Governor-elect Otis Bowen, effective
January 8.

American International Group formed a wholly
owned subsidiary, AG Data Center Inc., to administer
all AIG data processing operations. The new company
will operate from Wilmington, Del., Manchester,
N.H., and New York City.

25-407 0 - 74 - pt.1 - 20
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The National Vnderwriter, January 6, 1973

the week in Insurance Stocks
By LEVERING CARTWRIGHT

L. Certwribt & Co., 301rd of Trl Bldg., Chless.

On the last trading day of the year, aggressive buying appeared in numerous
insurance issues including Am. Bankers, up 11/4 for the day; A.I.G. 1 /; Am.
National 1; Chubb I4; C.G. l%a; Farmers New World and Independent L.&A.
11/4; Kemperco 2%; Ohio Casualty I, and Security Corp. 2. Market action in
the last named continues to be suggestive.

Penn Life and Combined scored a smart rally on volume. These were two
conspicuous insurance stock casualties of the year and were buffeted by tax
loss selling. Canny buyers bided their time, picking up Penn Life as low as 7
and Combined at 17. Then on the final day when the losers had their last
chance to go for the deep six, buyers took over. Penn Life, with a trade of
265,000 shares was volume leader of all NASDAQ issues and advanced five-
eighths. Combined with 64,200 shares traded, was plus 1 for the day. Financial
Security Group was another issue that got the same kind of play. As a new
issue, comprising ownership of three George Olmstead situations, it came out
earlier this year at 16 . It sold down to 9 and followers of the issue went in
to buy on Friday when it advanced five-eighths on volume of 21,000 shares.

Option buyers were paying $450 for 65 day straddles on Aetna with a
striking point of 727/. They were paying $425 for 6 month straddles on
Combined with a striking point of 20 . They were paying $400 for 6 month
straddles on Union Fidelity.

Greater Nebraska Corp. commenced trading under its new title of First
Great West Corp. and ex the I for four reverse split.

- III -
Elsewhere in this issue appear the year-end quotations on more than 500

insurance stocks.
Spectacular winners in 1972 include G..arzan±P.Ngtional of Denver which

vaulted by 358%! Wnr.AService Life of Ft. Worthplus 282%;- 3"Terson
National Life 229; Peoples Protective 227 It tate 200; Old Line 213;
General Services Life 211, Twentieth Century Industries 186; National Security
of Elba 177; Independent Liberty Life 181; National Savings Corp. 131; Reliable
Life of Webster Groves 104 and Am. Heritage Life, Celina Financial, Time
Holding and Security Life of Macon, each up 100%.

Other not-to-be-sneezed-at market performances were those of Colonial
Penn and American Underwriters, each up 98%; Cdrown Life and Eldorado
General 97; Farmers Group 96; American Bankers Life 94; Georgia Interna-
tional 93 Am. Fidelity Life 87; Old Equity 85; Selected Risl-84; Nationwide
82, FTterfhnancial 78; Great West and Southland 77; NLT, Philadelphia Life
and GL Enterprises 76; A.I.G. 73; Peninsular 72; Tokio and Mercury General
71; Home Beneficial 70; Employers Casualty 69; Home Security 69; Pioneer
Western 67 and Mission Equities 67; American Bankers Insurance 65; George
Washington 64; Great Equity and Louisiana and Southern 63; St. Paul 61;
Government Employees Life and Great Southern 60.

The two mutual funds that are concentrated in insurance stocks are Century
Shares Trust and Life Insurance Investors. CST scored a gain for the year of
about 22% while LII was up 33%. CST has a large commitment in fire-
casualty items and these had a less mercuric performance in 1972 than in the
previous year. The low bid price for the year for CST was $13.37 per share
on Jan. 1, and the highest was $17.11 on Nov. 21. For LII, the low bid was
$8.61 on Jan. 4 and the high was $11.17 on Dec. 4.

Except for Synercon, which was plus 26% for the year, the insurance
brokerage firms were backsliders-Fred S. James was down 40%; Marlennan
30; Alexander & Alexander 28; Corroon & Black 26; Integrated Resources 22;
E. H. Crump 20; Baldwin & Lyons 15; Pinehurst 6 and R. B. Jones 3.

Aetna Life edged out Conn. General by a point for market performance of
Hartford's Big 3; gaining 19% vhile C. G. was up 18. Travelers' gain was 5%.

Of the reinsurers, Am. International Reinsurance which is highly leveraged
in A.I.G. soared 122%; General Re was up 44%; Northeastern 34%; ERC 21
and American Re 14.

Of the substantial issues Penn Life suffered the most severe descent,
dropping by 68%. Other reactionary issues included UNAC, down 51;
Combined, off 39%; Am. Family, 30; Monarch 26.
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1972 Insurance Stock Trends

INSUaANCa STOCKS in 1972 continued
to exhibit significant increases,
keepng close pace with their ex-
ceptional performance in 1971.
Against a rise of 14.58% for the
Dow Jones Industrial Average and
a gain of 15.63% for the broader-
based Standard and Poor's 500,
Best's Life Stock Index was tip
26.05% and our Propert y/Liability
Insurance Stock Index gained
25.60%, hitting an all-time ytar-end
high.

This marks the fifth consecutive
year insurance stocks have pro-
duced good results relative to the
general market, and the second
consecutive year the), have notice-
ably outperformed major indexes.

This table of 105 major insurance
stocks covers 14 conglomerates, 24
property/ liability companies and 67
stock life insurers. About 85% of
those companies recorded gains in
the market value of their stocks in
1972. Last year 80% of them were
up. Nine companies closed each of
the last five years with an increase
over the year before.

LIFE STOCS

Our Life Stock Index closed the
year at 414.2, up 91.8 points in the
12 months. It peaked at 452.4 on
November 15 after a low of 340.2 in
January. The 1972 Index year-end
figure is the high for the past five
years-the low for the period is the

253.4 recorded in 1967-and 1973
begins with the life stocks only 15.2
points behind the all-time high of
459.4 set in April 1964.

Fifty-five of the 67 life stocks
gained in 1972. Four were up more
than 100% and were the biggest
gainers among the insurance stocks,
led by Jefferson National Life at
231%. Security-Connecticut ..Life
gained 116%, compared with 105%
in 1971, while Time Holdings
was up 108%, a substantial in-
crease over a drop of 28% in
1971, and American Heritage Life
climbed 101%. Biggest losers in
1972' were Pennsylvania Life
(--68%), Combined Insurance
(--33%), United American Life
(-29%), Monarch Capital Corp.
(-26% )- and Equitable Life of
D.C. (-23%).

Those companies with five-year
increases of more than 200% are
Security-Connecticut Life, 781%;
American Fidelity Life, 673%;
American Bankers Life, 405%;
Globe Life & Accident, 294%; and
Liberty National Life, 209%.

PROPERTY/LIAIILITY STORES

Best's PropertV/Liability Insur-
ance Stock Index set record highs
11 times in 1972. The Index hit
four consecutive highs during No-
vember, reaching the top at 155.8 on
November 20. It tapered off during
December and closed the year at

147.2, a 30-point gain over the 1971
closing. The year's low was 115.1,
on January 26. Every one of the
property/liability companies was
up in 1972, headed by Employers
Casualty (+64%) and St. Paul
Companies (+61%).

The property/liability stocks be-
gan moving ahead after mid-197 0
as the general market began to pick
up. By the end of 1971, our Index
was 86% ahead of where it stood
five years earlier. By the cud of
1972, the five-year increase was
179.85%. All of the property/lia-
bility stocks are ahead of their year-
end figures of five years ago, with
General Reinsurance showing a
gain of 607%, American Reserve
586% and American Bankers 577%.

GOUILOMEIATES

The conglomerates show a less
consistent record than the straight
insurance company stocks. Three
were down in 1972, led by CNA
Financial Corp. (-17%). Bere-
ficial Standard Corp. was down for
the second consecutive year, show-
ing a 5% decline, and INA Corp.
was off 3%. -Best performers in
1972 were Interfinancial Inc.
(+81%) and American Interna-
tional Group (-74% ). On tie
five-year run, Republic Intcrtia-
tional Corp. is ahead with a 273V
gain, while USLIFE is up 147%
and Connecticut General 107%.

Fimary, 1113
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Insurance Stock Trends
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New publications

Glossary of Insur.muce Terms edited
by Robert OIrr and John S.
Bickley, Ph.D.

Encouraged by the Commission
on Insurance Terminology and the
board of the American Risk & In-
surance Association, the glossary
features definition of key terms
used in all lines of insurance, in-
cluding all the definitions devel-
oped by the CiT and ARIA. It also
contains a special section of defini-
tions developed by the Committee
on Pension and Profit-Sharing Ter-
minology, sponsored by the Pen-
sion Research Council and under
the chairmanship of Dr. Dan M.
McCill, chairman of the insurance
department, Wharton School of Fi-
iance & Commerce, University of
Pennsylvania. Also included and
indicated are definitions developed
by the Reinsurance Association of
America.

The glossary is designed as a
reference for students of insurance,
for insurance industry personnel,
and those in related areas.

175 pages.-$4.95 per copy for
the hardbound edition and $3 for
the softbound version in orders of
100 or more. Available from in-
surors Press, Dept. IG-I, P.O. Box
1430, Santa Monka, Calif. 90406.

Unaccountable Accounting by Abra.
ham I. Bridog, Professor of Ac.
counting at the City University of
New York

This book begins with a descrip.
tion of the underying body of ac-
counting theory, and the author
then documents the ways in which
this doctrine has been perverted in
practice. In this development, Pro.
fessor Briloff brings into question
the practices followed by some ma-
jor stock exchanges, all audited by
prominent national accounting
firms.

The author discusses the conflicts
in interest that currently face the
accountants. They are torn be-
tween corporate management who
pays them for their services, and

54

third parties who rely on their inde-
pendence and integrity for exposing
all the facts regarding the corpora-
tion's activities and status. He con-
cludes with his proposal for reform
directed toward management, the

-financial community, Investors, gov-
ernment, the organized profession,
and especially the individual ac-
countant.

365 pages. $9.50 per copy. Pub-
lished by Harper & Row, I0 E. 53rd
St., New York, N.Y. 10022.

The Simplicity of Agency Manage-
ment by lack W. Hartman

This book presents a system of
training and supervision that has
worked effectively with large num-
bers of agents who are detached
from the agency office. Mr. Hart-
man has developed an automatic
recruiting system that develops
qualified recruits in areas from 20
to 200 miles away from the agency
office.

According to Mr. Hartman, 'he
secret of motivation is in being
able to get other men to motivate
themselves. The ability to teach
men how to motivate themselves
is far and away the most important
part of a general agent's job."

$8.75 per copy (less in larger
quantities). Available from Na-
tional Underwriter Co., 420 E. 4th
St., Cincinnati, Ohio 45202.

An Historical Analysis of the Ton-
tine Principle by Robert W. Cooper

This monograph, published by
the S. S. Huebner Foundation for
Insurance Education, initiates a
series designed to recognize schol-
arly studies which are not of suffi-
ciently wide int-rest to warrant
commercial publication but which
are too long for publication in a
journal.

This particular monograph is
based on a seminar paper written
by Mr. Cooper while a Ph.D. stu.
dent in insurance at the University
of Pennsylvania. The study con-

centrates on the tontine and semi-
tontine (deferred dividend) life
insurance policies which were is-
sued in the United States during
the nineteenth and early twentieth
centuries. *

The author attempts to clarify
the linkage among the diverse
schemes, ranging from fourteenth
century government loans to the
deferred vesting requirements of
modern pension plans, by provid-
ing a general definition of the ton-
tine principle. Next, he offers an
historical analysis of several of the
key applications of the principle.
Also briefly mentioned in the dis-
cussion are pre-nineteenth century
tontines and modem applications
of the principle.

69 pages. $2.50 per copy. Avail-
able from Richard D. Irwin Inc.,
lomewood, ill. 60430.

Establishing an Internal Audit
Function in a Life Insurance Com-
pany, Financial Planning and Con-
trol Report No. 24

Designed for companies of all
sizes, this LOMA report covers
requirements for organizing an in-
ternal auditing function, basic au-
diting terminology, and back-
ground information on conducting
internal audits. Attention Is fo-
cused on the internal auditor's re-
sponsibilities, implementing the
function in home office operations,
and writing meaningful reports to
management.

Appendices illustrate organiza-
tional alignment and techniques
used in conducting audits and pre-
paring audit reports. A bibliog-
raphy includes such subjects as sys-
tems analysis, EDP and auditing.
statistical sampling, flow charting,
internal control, and operations
and management auditing.

The report has been distributed
to association members. Additional
copies for members are $5.50 each;
for nonmembers, $10. A postage
charge of 35 cents for one report
and 25 cents for each additional
report should be included, as well
as New York sale taxes, where ap-
plicable. Available from Adminis-
tration Division, Life Office Man-
agement Aisociation, 100 Park
Ave., New York, N.Y. 10017.

(COatUnv
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Carney Smith Explains Problem
Of Answering Life Ins. Critics

Some insight Into the dilemma other universtes that have pro-
the life insurance business faces as rfesors who are ill-informed a1111.

far as its recent equipped to M gmet, b!t

batch oW se.1-p-VeTwu Ibt

poEnted critics lx-- g"or ation that i given
concerned was to 4em in recent year- re-
provided those in ej esv* or w
a ttendlance at the

aual conven-
tion of National Fi"tlag At A Diaadvatage
Assn. of Life Un- Mr. Smith indicated that while
derwriters in NALU works hard to combat this
Minneapolis by sort of criticism, it fights at a dis-

C.* ChiSO C. Cmroey Smith, advantage. For example. "When the
NALU executive vice president, in professor of a very famous school

- ajrg. r! h tohe membership at the -well known to all of you--gug.
national council session Monday gested that cash value life Lnsur-
morning. oace be declared Illegal we secured

As Mr. Smith noted, attacking another professor to answer him, It
the establishment seems to have be- wouldn't do any good for us to
come a popular national pastime, aruwer him. Unfortunately, the
and there can hardly be a more other professor's article, not being
"establishment industry" than the anti-estbluhment, did not receive
life insurance businms. Thus, it only such wide publicity as did the it-
naturally follows that many articles tack."
critical of the business and, some- How much do the writings of
tmes, of the man who sell its prod- these critics affect public attitudes
ucta, the life agents, are appear- toward life rnsurance? In atlempt-
ing in newspapers and magazines ing to answer this question. .
tho'tout-the country. Smnj.h gave the example of a recent

Mr. Smith then spelled out a par- series of articles critical of Ife "i-
ticular case and the problem NALU euFai-ce that appeared In a New York
had in answering a critic: "One of Cily newspaper. Immediately after
them which some of you may have these attacks were printed, the in-

ent& fearedd in a Les Angeles stitute of Life Insurance conduc.el
newspaper and was prepared by a a poll to determine th-.e iesetlon of
professor at a highly reputable uni- t-e'publk-zirveJ by the partigqlar
versity, He condemns cash value life newspaper. 'he results showed th&a
Insurance and als coedeosns agents i4 t- e reskb dilititf ;"ii-
per se. lic recommends mass mer- UiTai fsy-alk liude loward
chandisin as a substitute for the the life insurance bu upep, Also.

r. Smith pointed out, the result
[ t, h l'~sA w w ais nt different from the comparable

sthb-wiie.asid be wasd as endings in the institute's contnu-
weltre,tut hI olatadl ant that Use ing attitude surveys.
n bed ' V 'O . However, he noted, "this Is not to

oThils. answer we g rom imply that these articles had rno

negative consequence. A good many
of the people (respondents) played
back the charges which had been
made In the article with a great
deal of accuracy. I am sure, too,
that wom of oar agents In that area
found their prospects with another
excuse for not taking action.'

As for what this means for NALU,
Mr Smith said- "All of thi points
out the fact that NALU must be
more aggressive than it has been in
the Past In the field of legislation,
both on the Federal and state levels.
It must do a great deal more in the
area of education and trainij-
particularly In the field of adult
education and training. We must do
an infinitely better job of our pub-
lic relations; we must remember
and recognize that in all of these
areas the best way in the world to
get to the minds of the people is
through oir personal involvement
with their prQblems.

"You do It every day as you solve
those problems by providing finan-
dal services to meet individual
needs. Your national association
does it on a countrywide scale
through greater service in law and
legislation. association management,
public relations, pubUc education
and further expansion of our serv-
ices to you, our members."

Excerpts from Mr. Smith's report
follow:

Sadthas 2smarks
The success of the present NALU

administration, to the extent that
the staff is responsible for it, Is due
In large part to the good work that
has been done by those people who
stayed in Washington and really
kept the show going.

We have been understaffed since
Robert Wood left The reason that
we have been able to survive this
year without actually replacing one
depsartient head has been because
all the rest of the staff cooperated

and asumed some of the duties that
had been carried on by Lee Derkay
and/or Bob when they were in two
separate jobs. That sort of thing is
going to have to be changed soon,
because there ar just certain tasks
that canrot be accomplished unless
we add additional personnel to do
them.

Year Of Grnwk
However, this year has seen

growth and development in every
area of activity. We had more con.
ferences with some of your leader-

"ship-involved and representing
more of your local and ate associ-
ations than ever before in the his-
tory of NALU.

With the help of the NALU
Foundation we have produced a
series of 10 educational TV pro-
grams an family iance and money
management These have already
been shown in a number of cities,
and their exposure will grow as
months go by.

We are in the process of prepar-
Ing some filmed program material
that can be made available to local
associations. Under normal circum-
stances the sort of talent we hope
to assemble is of a calibre which
they might not be able to attract
through their own efforts At the
moment we have money for three
such programs. We do earnestly
hope we can expand this projet in
the foreseeable future, so that every
one of our 100.000 members-
wherever he or she lives-can have
the advantage of seeing, hearing.
and benefiting from the knowledge
of the truly great people in our
busine,

ablie Service Fretai
We have seen the pubh service

program, co-sponsored by NALU
and the Institute of Life Insurance,
grow to the largest number of par-
ticipating associations in Its 14-year
history. It has grown from very
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Sees Problems
For 'Lfe-Only'
Insurance Cot

Companies that choose to setl
only life insurance are fIghting a
losing battle for the consumer dol-
lar, W. Dougias Bell, resident on
Slate Mutual Life, has warned.

"If other life companies are going
to branch out into all lines and
f4nanTcial services, as they have and
as they are; and it the general in-
surance companies are going to In-
vade the Ife irursnce market, as
they have and as they are: tnd
if the mutual funds and the bankers
and J. C. Penney and others are
coming in too, as they are, then it
certainly seems probable that the
company that specializes in life in-
surance alone will have a market
that becomes narrower and narrow-
er in the long run,

0 
he oafd.

EiAMA Speaker
Mr. Bell spoke in Minneapolis at'

the luncheon sponsored by General
Agents & Managers Conference dur-
ing the annual meeting of National
Asn. of Life Underwriters.

His baoc theme was that com-
panies wi! rot oly have to accept
the fact t at co"Itions are chang-
ing and pressures are growing, they
will also have to determine how
they can ben adapt t5 the changes

And. he said, with more and more
companies offering their diversfied

Cevm'd o Pape If

Uft Ins. Business
Crttlcst Watson's
Reasoned Analysis

A calm and reasoned analysis
of the life Inaurance industry and
its critics, of public attitudes to-
ward the business resulting from
the shower of recent criticism,
was provided by Thomas A. Wat-
sn president of Lincoln National
Afe at the National Amn. o

Life Underwriters annual con-
vention In Minneapolis.

Mr. Watson was the speaker at
the Past President's Breakfast on

* Thursday morning, a new feature
in NALU's streamlined conven-
tion program, (In prior yearn,
the Past President's event wa a
luncheon at Thuruday noon.)

Mr. Watson, after a review of
some of the criticism, said that
what the critics seem to be saying
to the Industrynedds up to some-
thing much u the following:

U the industry were to cut its
product lines, and if it published
comparative rates or adopted the
same rate scale throughout, it
would save Its marketing dollar,

I agents would be put out of work
and the business would thus have
to depend upon the sophistication
of the buyer to take care of his
financial planning Mr. Watson
noted the irony In such a s'iua-
tin when he added that it is

CbOeid as pete j5

Sales, A 'With It' Career: Mischke

HERBERT F. MISCHKE, EqsAilb of Iowa

Organized Crime And Insurance
Tie-Up? Another Shocker For
NALU Annual Meeting Audience
By WilLIAM MACFANLANE

MINNAPOLIS--Ovganzed crime in America is not only coating the
Insurance business countless millions of dollars annually, it has already
made succeafal inroads into rte industry on several fronts, according
to Aaron L Kohn. managing director of the Metropolitan Crime Com-
mison of New Orleans, who was a featured speaker on the program
for the annual convention of National Assn. of Life Underwriters here.

As the new streamlined NALU program moved toward its conclusion.
Mr. Kohn's remarks at the public
service luncheon represented yet cial NALU convention issue there
another unexpected shocker for an is a short report of the non-insur-
sidience that had come to this an- once elements of his talk.) He ex-
nual convention expecting a mod- plalned to the press exactly why
erately routine meeting devoted organized crime would seek to move
primarily to the dog-wurk if asw'- into insurance. Basically, he said,
cla',ci business Fi,'s. it was the it needs such corporate entities as
urinenving realbation tat Minne- insurance companies, loan romps-
apotlis' stiona ly repoited bomb- res, and savings and loan associa-
tog and bomb scares were more tons to, first hie its Illegally
thar. mere seastioral jourralim, acquired capital and to then use
(Se the first of these special the investment medium as a esoel
NALU convention issues for a re- of moving that capital into still
por on NALU people and their other investments, either legal or
bruihes with botsnban bombers ) illegal A favorite route Is outright
Now they were being told that the acquisition, as opposed to just
Inruraiwe industry-an industry minority stock investment, because
which at least two speakers on the it pernith criminal organizations to
program had referred to as an "a- own and control the records of the
tablishment bus lnos"-was being buiss and the movement of their
Invaded by some of the worst po- capital.
sible criminal elements in the US Mr. Koh gave several examples

At a priest conference Mr. Kcoh of organized crime's involvement
elaborated on those portions of his with the insurance industry, among
talk that dealt with the insurance phich were:
busine s (Elsewhere in this ape- "Insuranco , company funds have

helped capitolize Les Vegas sasl-
*ng casinos.

"Last month, at the American Bar
Asus. convention in St. Uuis, Ralph
Salerna reported that the bluxest
number-gambling racketeer In In-
dianapolis bought out an entire in-
surance company, lock, stock and
barrel

"Sometime agi- learned about
negotiation, of a national life in-
surance company wi'h two labor
union boaka for group insurance.
with indirect kirkbark Inducements.
Both labor bosses, according to our
inurmaton, hive a history of eco-
nomnir nllianre wth Ln Cosn Nostra's
boss in Louisiana. Caros Marcello

"A Louislans-l..ied financier in-
cludes among ha many controlled
corporationa ownership of a life in-

Cou'd ol Pge I

Hortor, I'. tMthke, who is slated to become presi-
dent of N6tiiral Asn. of Life Underwriters this morn-
ing. freuently expresses the strong conviction that
the vs,.-i of life insurance selling is a "with at" career
-parirui~ly for young people who are willing to
apply their talents and engage in meaningful hard
wo k

Dur;ng his tenure as NALU president. Mr Misuchke
said. t,,.ntoni s to re-emphasize this belief, pointing
up the -ermendo. challenge existing in the business
to t e creative in the face of rapid, complex change.

" can't stress enough," he says, "how great our
opporturiiy is Theie has been a marriage of the tradi-
tional, fixed-dollar concept of life insurance with
equtles a.d variable life insurance We are roving
iowards becoming an 'account-oriented' rather than a
'policy-or tented' business More than ever, life under-

Ces'd as love 55
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Carney Smith Explains Problem
Of Answering Life Ins. Critics
Colit'd from Pae I
modest beginning into what is now
referred to as the hiringng example
of business/industry voluntarism,"
by government and private health
and welfare of1itcalc There is no
better program in the country than
ours. It is topped only by programs
established under the auspices of
the various service organizations.

This past year 495 local associa-
tiors representing 75,000 of our
members, participated in over 700
individual community service pro-
jects.

A recent survey by the Institute
of Life Insurance research depart-
ment unearthed these telling statis-
tics, (1) Four out of every five
rank-and-file NALU members feei
public service is helpful to their

work; (2) Over three-quarters of
the respondents would lake to see
their local associations put more
emphasis on public service and
almost no one felt it should be cut
back.

Jim Douds has again this year
served on several committees of the
National Assn of Insurance Com-
missioners Publications of the State
Law and Legislative Bulletin and
the Federal Legislative Roundup
has reached an all-time high. Never
before have so many of these bul-
let.ns been sent out as have been
this year.

Several years ago it was my good
fortune to be able to report to you
on the contribution that John Z.
Schneider had made as the presi.
dent of your association in the years

1963-64. This year I can report on
what he has done for NALU s a
consultant in equity products.

As you know, at the time of his
presidency and until January of this
year. John Schneider was manager
for Connecticut General in Balti-
more. Most of you also know that
Connecticut General was one of the
first life Insurance companies to en-
ter the equities field. For several
years, then, John has been engaged
in studying, treIning and supervis-
Ing people in the area of equity
sales.

What some of you probably did
not know, is that before John
joined Connecticut General he served
as a lawyer and a trust officer in
one of the major Baltimore banks.
It was a most fortunate thing for
us that he decided to take early re-
tirement. It was fortunate, too, that
he consented to act a consultant
for us.

Some weeks ago, Jim Douds and
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I had lunch with Robert J Myers,
retired chief actuary of the Social
Security Adminiltration. As you
know, it is through him that we ob-
tained a good many of the figures
that we have used in our testimony
and in articles we have had printed.
Mr. Myers' information served as
the basis for comments we made
concerning the utilization of Social
Security funds for retirement pur-
poses.

Since it would be a real advan-
tage to know that the figures we use
and the points we make in our
Social Security testimony have been
verifed by the former chief actuary
of liat organization, and since he
has beei" a friend of ours for a long
time, we therefore decided to re-
tain Mr. Myers as a consultant in
the area ,)f Social Security.

Consistently, throughout all of its
80 years, we have endeavored to
follow the three basic objectives
that were laid down by our found-
ing fathers in 1890. The three ob-
jectives are:

I. To preserve the agency system.
2. To upgrade the Individual

agent
3. To create a better climate in

the public's mind for the selling and
servicing of life insurance.

We hade adhered consistently to
those objectives To implement
them. your leadership has, over the
years, founded the American Col-
lege of Life Underwriters; the Mil-
lion Dollar Round Table; was in-
strumental in helping to establish
the Institute of Life Insurance; is
recognized by the U.AMA as one of
its founding organizations; joined
the LIAMA in establishing the Na-
tional Quality Award: participated
in founding the LUTC. and now
has two conferences for special In-
terest groups, The General Agents
and Managers Conference--which
was founded in 1951-and the As-
sociation for Advanced Life Under-
writing--wh'ch became a conference
of ours in 1947.

Expanding Services
Since 1163 our services In every

area have been expanded to meet
the growing needs of change in this
country. We have established the
national sales achievement award;
we have produced slide films, film
strips and movies to help you tell
your story to educators, students
and service groups. These last seven
years have seen our offspring be.
come lusty, stronger and bigger.

As they grow stronger and bigger,
It is necessary for them to produce
biger and better educational pro-
grams This is as It should be.
Nevertheless, these meetings now
being sponsored by our allied and
affiliated organizations put another
demand on the time and talents of
the outstanding leaders of this bos-
nes. It also pts the life under.

34 I4D"
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already, but we should have funds
for expasruion of this project.

EDUCATION AND TRAINING.
Succesful implementation of adult
classes In money managementlfam-
ily finance in a number of cities and
the creation of an educational TV
series ba set the scene for greater
efforts But t appears the key to
continuing success in consumer edu-
cstion Is found in the amount of
personal on-the-spot sasistance
NALU can give.

We cannot discuss these new pro-
grams without discussing head-
quarters personnel, because the na-
ture of the services will obviously
require additions to the staff.

Broo4snlag Sights--
All of us know that the entry of

the life insurance business into the
equity field has caused us to
broaden our sights as an organiza-
tion, to take a look at our priorities,
and, to retain our distinguished past
president, John Z, Schneider, as a
part-tune consultant on equity
products.

It is probable that we will soon
have to have another lawyer-with
background in equities and equity
regulations,

Because of the los of a key staff
executive early this year. other
members of the staff have had to
assume his duties, in addition to
carrying out their assigned tasks
We should ill this void at head.
quarters-with special emphasis on
an individual or individuals skilled
and experienced in association man-
agement and services,

To sum up, then, a projection of
meaningful program In law and
legislation, ausocation management,
public relations and conceivably in
equity products will necessarily re-
quire more staff personnel

LEGAL STAFF. Here are some
other ideas as to additional activi-

310
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ties that NALU might support of
a Federal and state legislative na-
ture:

1. With sufficient funds, the legal
department could invite key as-
sociation members to Washington
for visits with members of the
Congress These individuals would
be used to assist NALU in making
its viewpoint clear on various
issues

2. Our state leaders would value
additional assistance from ur legal
staff through additional regional
meetings and personal visits Such
activity can help us more easily
pinpoint areas where NALU assls-
tance will be of value, in advance
of a crisis.

2, Introduction of computerized
services in the area of Insurance
laws and codes among the 50 states

The thought here is to distribute
this material to the various insur-
once departments and state legisla-
tive chairmen as a service of NALU

Total irtuers
Since the real purpose of then

remarks Is to 1t) assess our present
capacity to serve effectively in a time
of change, and (I) to perceive the
resources to assure our leadership
In the next 10 years, we would be
remiss if we didn't look at the total
NALU picture,

In doing so, we find opportunity
to improve our performance in sev-
eral other areas For example:

DATA PROCESSING:
I This is a relatively new area

for NALU and It might result in
new a,:, a of service to the mem-
bershi',, such as membership report-
ing. dues collection, more efficient
and faster reporting of statistical
information to the field, and sur-
veys and studies regarding industry.
association, and similar problems.

2. Additional equipment for the
data processing department would

be required if this program proves
to be feasible.

AWARDS DEPARTMENT:
I With additional funds it would

be possible to improve promotion
and get greater participation in our
quality arnd recognition award pro-
grams

1. A larger budget would enable
NALU to in Unto a series of visits
by staff to company home offices to
explain the various award programs,
and work out tie-in promotions

INTERNAL COMMUNICA-
TIONS.

We have improved our internal
communications us recent years
through the president's area con-
ferences, regional conferences, staff
and board participation In state and
local meetings and state associa-
tion management conferences

We could further improve on this
performance by greater uTUAtion
of our experienced officers ard trus-
tees as "travehni ambassadors -of
NALU "

It s important. I believe, to bring
rank-ad-fle-member and NALU
leaders into face-to-face situations
to discuss our policies, programs,
and future

Obviously, the funding of this
extensive visitation program re-
quires additional dues dollars

Ori Ma 's View
1 have given you one man's look

into the future of this organiza-
tion I am convinced that the re-
sponse we must make to the reali-
ties of the tlmes makes it necessary
for NALU to increase its dues.

NALU has had only two dues in-
creases during the last eight years
We increased dues $1 in 190 and
voted another $2 increase in 1M,
to besone effective in 1968 In ad-
dition. we also installed a new
membership fee of $ in 1"47, which
goes to help liquidate the mortgage

33

on our headquarters building
We will have a surplus in the

1H1-70 year, This is due in part to
money saved when no staff replace-
tnent for Robert H. Wood was hired,

in part to unanticipated savings in
our pension plan, in part because
we did not do some of the things
requested by our affiliated associa-
tions because of lack of staff per-
sorel.

Because of the 1949-70 surplus
and accumulated surplus from past
years, we can operate through the
1070-71 fiscal year without a dues
increase By Jan 1. t972, however,
we will have run out of lead-time
in facing up to the challenge of the
1070s

Our finance committee has rec-
ommended that our national dues
be increased before making any
commitments for these new pro-
grams in our NALU blueprint for
action.

The executive committee has
unanimously endorsed this proposal
and your board of trustees voted to
recommend this proposal and to
urge its approval

Therefore, I earnestly and sin-
cerely recommend for your adop-
tion an amendment to our by-laws
which will become effective Jan 1,
1912, and raise our national dues by
$3 to a total of $13 annually One
dollar of this dues increase will be
specifically earmarked to support
a national advertising program for
NALU. The other $2 will be used to
move NALU forward and to keep
our association In the forefront of
all that Is good for the life insur-
arce salesmen of America,

From Kentucky Central
Attending the convention as rap-

resentative of the Lexington. Ky.,
district sales office, is Emmett R
Crump Jr. manager.

GREETINGS to the 81st NALU
CONVENTION from WASHINGTON, D.C.
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writer, who is anxious for knowl-
edge and success in a position
where it is necessary for him to
make choices. It is extremely diffi-
cult for a life underwriter to attend
all the meetings of all of these allied
and affiliated organizations and still
take care of his clientele in the way
in which he would want to do,

Therefore, it behooves NALU to

be aggressive and forward-looking
In its leadership to the industry if
we are to meet the challenges that
face us in competing for the time
and talents of the people we need,
and by the same token, by the
people who need us. It NALU fails,
then al the educational forums in
the world won't save the life under-
writers. If the agency system is to

survive, we have to battle our
critics not only in the legislative
halts of our state capitals and in
Washington, D C., but in the minds
of the people. That is why it is es-
ential that NALU not rest on the
laurels of its past contributions but
move boldly out In front to give
leadership as it always has to the
industry.

The road to success
is paved with help
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bd Day

Northwestern Natl. Dinner
Eight men from the home office

of Northwestern National Life acted
as hosts for the company dinner
held Tuesday evening in the Min-
neapolis Club. They were John S
Pillsbury Jr.. chairman; Harry I
Atwood, president; D. D. McLaugh-
lin, vice president and marketing
director. Robert V. Van Fossiai,
senior vice president, agency; Gor-
doo L Williams, 2nd vice president-
marketing; Chris rin.nes, 2nd vice
president-advertising and public re-
lations; John C. Anderson, 2nd vice
president, agency admslnistratont,
and John E Pearson, vice president
and group manager.

Equitable Society Events
Hoats at the dinner for company

people held Tuesday evening in the
Curtis lotel by Equitable Society
were Richard C. Hageman, senior
vice president; Robert J. Tiffany.
vice president; J. A Babb. 2nd
vice president; J. C, Kinder, di-
visional agency vice president;
R L. Benoit, manager-communica-
tions, and James M. Partridge, press
elations.

From Independent L.&A,
Attending the convenlion as rep-

resentatives of the home office of
Independent Life & Accident are
James B. Windham, vice president
and director of ordinary agencies,
and 3. E, Harrison, vice president
and director of agosncies.

Representing Capitol -Life
Leonard T, t'ozak, regional di-

rector, Is attending the annual con-
vention as a representative fro I the
home office of Capitol Life

Indianapolis Life Hosts
Hosts at the dinner held Tuesday

night in the Normandy Motor Hotel
by Indianapolis Life were Arnold
Berg, senior vice president arid
director of agencies, and Georg,
Thomas. superintendent of agencies.

John Hancock Reception
John Hancock held a reception for

company people Tuesday night in
the Pick -Nicollet Hosts were Merrill
W Kidman, senior vice president:
Orv.lle M Ericksen, 2nd vce pres-
dent; Harold W. Chader 2nd vice
president. and Frank C Clapp, 2nd
%ice president

From Maccabees Mutual
M. H. Lundgrrn, aenLvr vice pres-

Ident, sales, and t & Green, di-
rector of agencies, are representing
Maccabees Mutual Life st the con-
%ention.
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Filing note to LLAMA member companies:

This report is Research Report 1970-8 in
LIAMA's regular research report series.

Its LLAMA file number is 730.

An Opinion and Attitude Study
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Introduction

The Onset of Widowhood
A husband dies and a wife begins a new life alone -- with the responsibility
for maintaining herself and her family. If she is in good health, the widow
may be able to earn an income. She will have the proceeds from her husband's
life insurance. While the children are growing and after she reaches retire-
ment age, she will also have social security. But are these resources, to-
gether with whatever miscellaneous financial assistance she may receive, suf-
ficient to maintain a semblance of her family's former standard of living?

In spite of the fact that life insurance companies pay out billions of dollars
in benefits annually, there is little systematic knowledge of the economic im-
pact of death on the family structure or of the ways in which survivors cope
with their changed financial situations. This study was undertaken to examine
the economic and social consequences of the death of a husband upon his survi-
vors, the extent of planning for this economic change that is done while the
husband is alive, the availability and nature of financial counsel at his
death, and the use to which life insurance benefits and funds from other sources
are put.

The knowledge gained from this study should help the insurance industry evalu-
ate its success in accomplishing its goal of alleviating the hardships caused

Sby.theremature death of thefamii!yiie-ad. Te results may suggest possiblechanges in coverage, methods of benefit payments, service to policyowners and
survivors, and marketing strategy. Most important, the study should provide
insurance representatives with realistic information about widowhood so that
they may offer improved counseling to their prospects and policyowners and to
the survivors.

The information for the study was gathered in a series of personal interviews
conducted in late 1968 and early 1969 among a sample of women whose husbands
had died in 1966. The sample was drawn from the death certificates of married
males under the age of 65 who had lived in the following Standard Metropolitan
Statistical Areas: Boston, Chicago, Houston, and San Francisco. Standard
Metropolitan Statistical Areas include within their boundaries suburbs, small
cities, and open areas, and roughly 2 out of 3 Americans live in SMSA's. Al-
though the sample is not representative of all deceased husbands under 65 years
old, the characteristics of the families in the study closely parallel those
of families in an age-equivalent segment* of the population.

*An age-equivalent segent is one In which the characteristics of the families or individuals in the
total population are adjusted to match the age distribution of males who die between 25 and 64 years old.

-2-
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Chtlton Research Services of Philadelphia was responsible for drawing each of
the samples and for the selection, training, and supervision of the staff of
interviewers. The methods used are described in detail in the Technical Sup-
plement.

The findings from the study will be presented in two reports. This first re-
port deals with the onset of widowhood. It describes the families before and
immediately after the death of the husband; some of the consequences of pro-
longed terminal illness and disability; final expenses and how they were met;
the assistance the widow received from life insurance representatives and others
at the time she was settling her husband's affairs and applying for survivor
benefits; the survivor benefits that were actually received; and the widow's
initial decision regarding the disposition of life insurance proceeds.

The second report will deal with the changes the families underwent during the
first two years after the husband's death and will examine the extent of eco-
nomic hardship that resulted from the death. It will also examine the meaning
of life insurance to the surviving families and the role of life insurance and
other income maintenance programs in alleviating hardship.

The study is a joint undertaking of the Life Underwriter Training Council and
Life Insurance Agency Hanagement Association. The sponsors will not attempt
to acknowledge all who contributed to the study, but special Bention must be
made of the assistance received from the departments of health for the states
of California, Illinois, Massachusetts, and Texas. Without permission to
sample from their files of death certificates, the study design could not have
been implemented. The sponsors also are very appreciative of the assistance
received from Dr. Robert D. Grove, Director of the Division of Vital Statistics
of the National Center for Health Statistics, in gaining the cooperation of the
states.

Finally, the sponsors are deeply grateful to the 1,744 widows for their will-
ingness to reveal very intimate financial details to the interviewers and to
the interviewers for their skill and understanding in carrying out their assign-
ments.

-3-
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A Summary and Some Implications
This report, the first of two based on the LUTC-LIAMA study of the economic con-
sequences of premature death, discusses some of the conditions that exist at the
onset of widowhood. The major findings of this section of the study are:

1. Almost all the families (98 percent) maintained their own households
before the husbands died. When interviewed approximately two years later,
95 percent of the widows still maintained independent households.

2. For just over a third of the husbands (34 percent), death had come within
a day of the onset of terminal illness or accident. However, more than
one half (52 percent) had suffered periods of impairment of at least one
month before death, and for 28 percent there was at least a year between
the onset of final illness or disability and death.

3. Only 69 percent of the husbands were employed at the time of death. Com-
pared with families with surviving husbands of comparable ages, family in-
come was lower before the husband's death. There was also some suggestion
that they had fewer assets in the form of savings and investments and that
they were not as well insured. Although perhaps not the only factor, there
was strong evidence that the weakening of the family's financial position
and the loss of employment resulted from the illnesses or disabilities that
preceded death.

4. The median or "typical" widow was faced with final expenses amounting to
$2,860. Because some faced exceptionally large expenses, the average final
expense was $3,900. Of this amount, $1,740 represented medical costs,
$1,510 represented the funeral costs, and $650 represented other costs such
as taxes, estate administration, loans that became due and payable, andAls-
cellaneous outlays.

5. Final expentes were strconglvrelated to the duration of the husband's ter-
ainial -illness and to family income. Among those with illnesses or disabil-
ities of six months' to two years' duration, medical expenses alone averaged
$3,600. The per capita final expense ranged from $2,000 among families
whose incomes had been less than $3,000 to $7,200 among those with predeath
incomes of $15,000 or more. The increase is primarily due to increases in
the costs of estate administration, loans that became due, and taxes, rather
than to increased funeral costs.

6. Together, life and health insurance paid almost two thirds (64 percent) of
the total final expense. Savings that existed at the time of death were
the only other source that was used to pay for as much as 10 percent of
final expenses.

7. For those widows whose husbands had incurred medical expenses, the average
bill was $2,800, and 60 percent of that amount was paid by health insurance.

4-
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However, only two thirds (64 percent) with medical bills reported receiving
health insurance payments. For them, health insurance paid 77 percent of
the total medical bill.

8. The majority of husbands (71 percent) died intestate. Where there were
wills, 86 percent of the widows said the will had helped. However, 86 per-
cent of those whose husband died intestate did not believe that the absence
of a will was detrimental.

9. One fourth of the widows said that their husband's needs for life insurance
had Been programed. When life insurance'-ad een program, -a majority
(64 percent) of the widows said they found the programs either very helpful
or fairly helpful because the programs had provided for their needs or had
caused their husbands to buy specific types of insurance or because of the
information the programs provided. When the programs were not seen as be-
ing helpful, it was primarily because the husbands had not bought and only
rarely because the programs could not be used as planned or because they
were defective.

10. Almost one third of all the widows (32 percent) said that they had en-
countered some difficulty Jin making thpir-familys fjnanceq-1g11 j.jg the
husband's ditai.-t anJ almost two thirds (63 percent) encountered difficulty
when" finances had been handled by the husband before he died. Lack of
experience, unsureness, and income redtiction were the primary causes of
diITI'"City.

11. )~r._haanne half of the widows had contact with morticians, social se-
cqi-ty___fficials, and members of their families or close relatives in the
course of settling the husband's estate. Some 43.,pt5~ent said that they
had come in contact with lifea.sura --e-mn.

12. Of the persons they dealt with, the widows rated family members and attor-
neys as being umst heXjful. Life insurance men were low on the list and
were in the middle of a group that included clergymen, social security
officials, bankers, and union representatives.

13. Almost all of the widows (96 percent) said that their husbands had been
covered under social security, and 93 percent said that some benefits had
been received from social security. Almost 6 in every 10 of the widows
(59 percent) said that they had received monthly income payments from social
security in the period following the husband's death.

14. Ninety-two percent of the widows said that their husbands had been pro-
tected by some form of life insurance, and 01 percent had received proceeds
from life insurance. However, only 7 percent had received monthly income
payments under income options or annuities.

15. Upon the death of their husbands, the widows received, on.ht average,
I_.19_0 in lump sum payments from all sources, including life insurance,

settlements under employee retireent-plins, VA and social security funeral

-5-
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benefits, gifts from friends and co-workers, the sale of possessions or
business interests, etc. Of the total lump sum funds received, 69 Tercent
represented life insurance payments while 18 percent represented lump sum
settlements of employee retirement plans.

16. The average per capita monthly income p3vment from all sources was $155.
Of this amount, 67 percent came from social security, with retirement plans
and VA benefits contributing 15 percent and 12 percent respectively. Life
insurance accounted for 5 percent of the aggregate initial monthly income
payments.

17. Individually purchased policies from legal reserve life insurance companies
had been owned by 70 percent of the husbands. Individual life policies
accounted for 46 percent of the total life insurance in force on the lives
of the husbands, with group life accounting for an additional 40 percent.
Servicemen's life insurance, credit insurance, fraternal insurance, savings
bank life insurance, assessment insurance, burial insurance, and death
benefit payments from accident insurance accounted for the remainder.

18. Of the widows who received proceeds from individual life insurance policies,
over half (52 percent) said that they had received benefit checks within
two weeks of the time they filed their claims and only 12 percent said that
two or more months had elapsed before they received the first payment. The
time it took to receive the first payments increased as the amount of
proceeds increased.

19. Of the widows who received monthly income payments from social security,
only 23 percent said that they had received the first benefit check within
a month of the time the claim was filed, and almost half (46 percent) said
that three or more months had elapsed before the first check was received.

20. Of the widows filing claims on life insurance policies, 95 percent said
they were satisfied with the way the settlement process was handled; this
compares with 87 percent expressing satisfaction among those applying for
social security benefits.

21. Only 38 percent of the widows who were beneficiaries of individual life
insurance policies said that they had help from an agent in filing their
claims, and almost as many, 37 percent, said that no one had helped them-

22. Over 8 in every 10 of the widows who were beneficiaries said that no one
had talked with them about the choice of settlement option at the time
their claim was being settled. Almost half (47 percent) said that at the
time their claim was being settled, they were not aware that they might
have been entitled to choose a method of settlement other than an immediate
lump sum payment.

23. One third of the widows of insured husbands said it would be wise to re-
ceive monthly income payments if there were proceeds beyond the amount
needed to meet immediate expenses, and almost as many (28 percent) said it

-6-
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would be vise if the circumstances were appropriate. Only 39 percent opted
for outright lump sum payments.

24. Once the insurance proceeds .__*r g_;ceqved, only 24 percent of the widows
f io~ds remaining after the expenses of the immediate postdeath period

had been met said that they had talked with anyone about how this money
should be saved, invested, or othenris ---. Where therewas conversa-
tion, the suggestio6nsmost frequently offered were to put the proceeds into
a bank, into stocks, or into mutual funds. No one other than life insur-
ane agents suggested use of the interest option, and few other than life
insurance agents suggested Income options or an annuity.

25. Two thirds of all the widows had proceeds remaining from life insurance
after meeting their immediate living expenses and paying the final expenses
resulting from the husband's death. The proportion with proceeds remaining
after the imediate postdeath period was strongly related to the family's
former income level and increased from 19 percent among widows whose family
income had been less than $3,000 to 85 percent when family income had been
at least $15,000. -

26. Tn terms of the aggregate dollars of potential benefits from life insurance,
74 percent remained beyond the immediate postdeath period to be saved, to
be invested, or to provide other continuing benefits. Of the amount that
remained, half was allocated to savings accounts (including certificates
of deposit), with smaller amounts allocated to trust funds, mortgage re-
ductionba annuities, stocks, mutual funds, checking accounts, interest
options, savings bonds, or miscellaneous savings and investments, or re-
ceived as income options.

27. Of the widows who put proceeds into some form of savings or investment,
almost half (48 percent) said that at the onset of widowhood they had had
no special plans for using the money - that they hoped to keep it for
their future security and as a reserve for emergencies. Some 20 percent
said that they probably would draw on principal to meet routine living-
expenses while 9 percent said they hoped to retain the principal while
using the interest as income.

Although this report is based on the analysis of only a portion of the data
gathered in the study, it highlights a variety of conditions that exist at the
onset of widowhood and that have implications for the marketing of insurance.

The Not-So-Obvious Costs of Premature Death

Because death before age 65 is the exception and because sudden death can be
particularly shocking to the decedent's friends and associates, there may be a
tendency for people to underestimate the frequency with which premature death
is preceded by a period of illness or disability of sufficient duration to
create substantial medical bills or to affect income and employment. The
results of the study, however, clearly point to the potentially injurious effects
prolonged terminal illness and disability can have upon the financial strength
of the family.

-7-
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Illness or disability can affect income by limiting the opportunities for nor-
mal occupational advancement, by reducing the number of hours per week that can
be worked, by causing a shift to a less demanding type of employment, or by
causing loss of employment. If employment is affected, savings may be reduced
and there may be a loss of group benefits available to the surviving families.
As the period of terminal impairment increases, the reduction in the level of
family income and particularly the increase in the proportion of families fall-
ing below the poverty level suggest that existing income maintenance and dis-
ability benefit programs are only partially filling the need for replacement
income.

Even before the period of illness or disability becomes so extended that it
affects employment and income, sizeable expenditures for health care may be
created. The data indicate that health insurance, though covering a majority
of the medical expenses that were incurred, is not eliminating expenses that
come out of the money left for the surviving family members. With the cost of
medical services rising at a rate faster than that of disposable income, the
burden on the surviving family may increase unless there is a broadening of
health insurance or a radical change in the delivery of health care services.

Effect of Time on Adequacy of Coverage.

*Judged by any standard, the amounts of life insurance received by the widows
were low. Only 8 percent of the widows were beneficiaries of as much as $25,000
of life insurance proceeds, and of these, mWjt were from unoer income families.
In the absence of a sure bench mark, it is impossible to know with certainty
that the husband's coverage differed significantly from that of surviving hus-
bands of comparable ages. Several factors, however, may have combined to re-
duce the level of ownership for some of the families. For example, fewer of
the younger husbands had purchased individual life insurance policies than might
be expected on the basis of current ownership figures. Also, fewer may have
had group life insurance than might have been expected. In the latter instance,
the duratLn of the terminal illness or disability was directly related to the
reduction in the proportion of husbands who had group life insurance coverage.
The physical conditions that led to their deaths may also have been responsible
for the lowering of individual life insurance ownership at the younger age levels.

It would have been a futile exercise to have asked the widows to reconstruct the
histories of their husband's life insurance buying to determine when their last
policies had been purchased or whether they had been turned down for additional
life insurance because of health factors. Studies of the age distribution of
life insurance buyers and of the proportion of men in any given age group who
buy during the course of a year indicate that the purchasing of individual
life insurance takes place in the years between the time a young man completes
his education and takes his first full-time job and the time he reaches age 40
to 45. During the remaining 20 to 25 years before reaching retirement, the
probability that he will buy individual insurance on his own life is dimished,
partly as a result of increased resistance to buying and partly as a result of
not being called on by an agent.* Although all of the husbands in this study
*See LLAIA Research Report 1968-3, The Opportunity to Buy, Fle 940.

-8-

326 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



323

died prematurely, 4 out of 5 of them were in the "insurance-buying blackout"
age group of 45 or older.

The years since World War II have seen a rapid increase in the level of family
income and, with It, increases in the average size ordinary life policy sold to
male adults and in the public's overall level of life insurance ownership. As
suggested in Chapter 5, the hushand'a ownership of life insurance. oarticularlyA

hghe older age levels, may often have reflected purchases made at a time when
ip,.ms a the need for replacement income were substantially lower.

Other things being equal, a family's need for life insurance lessens as the
children leave to establish homes of their own and as the years before retire-
ment lessen. This relationship is explicitly recognized in the development
and marketing of such products as the life-cycle policy or the family income
rider. However, to assume that the amount of life insurance required to pro-
vide adequate protection for the surviving family also decreases presupposes
a stable economy. In a period of rising wages and prices, an older family's
life insurance needs may indeed decrease relative to those of a younger family
but could conceivably increase in terms of the overall amount of protection
required. Periodic monitoring of a family's insurance protection, not only life
-insurance but disability income and health insurance as well, to make sure that
it reflects current economic conditions would appear justified as a valuable
social service and as a potential source of additional sales.

Our Responsibility for Family Financial Planning

There are two other areas in which the life insurance industry, through its
sales representatives, has unique opportunities to be of service to its policy-
owners and its beneficiaries. Neither is new, but the results of the Widows
Study point to the need for more intensified and widespread effort. The first
is the opportunity at the time of the sales interview not only to provide infor-
mation about the family's insurance needs but also to provide more general
financial counsel. The other is the opportunity to provide assistance and
counsel to the widow in the period following her husband's death.

In all of society, only the life insurance industry has the opportunity to
reach and to provide personal financial planning assistance to the vast majority
of American families. In the sales interiew the agen-lis the opportunity to
work with the family to establish its financial goals; to discuss the risk of
illness, of the loss of employment, and of death; and to describe the importance
of insurance. It can also be a time for reviewing other programs such as social
security and VA benefits, employee insurance and retirement benefits, etc.

However, the sales interview also provides the agent with an opportunity to
counsel the family about other steps that can be taken to prepare for the even-
tuality of death. Wills can be discussed. If the family has not already done
so, the agent can point to the importance of having 1Ife insurance policies,
birth and marriage certificates, and other essential records brought together
and kept in a place that would be accessible to the widow. If the husband is
the family financial officer, the agent can talk about the importance of teaching
the wife to take over.

-9-
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Yet while service can provide the basis for a continuing agent-client relation-
ship, only 35 percent of American families can answer "yes" to the question "Has
a life insurance salesman ever analyzed your or your spouse's life insurance
holdings, social security, and other financial assets, in order to suggest a
definite program to cover all of your life insurance needs?"* Only one fourth
of the widows said "yes" to a similar question about their husbands' life insur-
ance needs.

Life Insurance in Focus** showed that programming is an appreciated service and
that family heads say it increases their motivation to buy life insurance. The
widows of men who bought say that the programs were very helpful not only be-
cause the life insurance had provided for their needs but also because it had
provided them with information and guidance at the onset of widowhood.

In the hours and days following the death of the husband, people in a variety
of occupational roles have an opportunity to go out of their way to assist the
widow and to make the transition process easier. However, the results of the
study indicate that most of these people, including life insurance men, limit
themselves to very specific types of assistance. The morticians arrange the
funerals; the clergymen say the appropriate words; and the life insurance men
and social security clerks file the necessary forms.

Accounts of services performed by agents at the time of the death of their
policyowners almost always involve agents who had known the families well and
who had sold them their policies. But since half of the husbands died after
reaching age 55, the probability is high that the widow's claim will be ser-
viced by strangers. Lacking a sense of personal attachment to the survivors,
and aware of the widow's grief, it would be natural for the agent to adopt an
impersonal approach.

The agent's performance at the time of claim settlement may also reflect the
orientation of the companies. Manuals typically discuss only the internal
mechanics of the claim settlement process, i.e., the forms required and how
they should be submitted so as to expedite payment. A survey of company bene-
ficiary services practices shows that while almost all companies recommend that
the agent discuss with the beneficiary the availability of settlement options,
a majority take no position on activities such as advising or assisting the
beneficiary in filing claims or other life policies, e.g., the husband's group
benefits.*** The "death claims" file in LIAMA's library contains statistics on
death claims, specimen copies of death claims forms, articles on company
processing of death claims, and articles showing how widows "benefited" when
their husbands died after payingbut a single premium on a new policy. Not one
article showing how agents can provide extended service at a beneficiary's time
of bereavement is available for the file.

*See Monitorin" Attitudes of the Public: 1969 Survey. Institute of Life Insurance, New ork, New York.
1970.
*Volume 1, Attitudes Toward Copany, Agent, and Product. RR 1960-5 (File 940).

***LAM4A Products and Services, Bulletln Number 73, July 1970.
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Settlement Options and Lump Sum Payments

The-findings point to a need for flexibility in the method of paying life in-
surance proceeds. The need for cash settlements to meet final bills and ex-
penses and the need for a reserve fund at the onset of widowhood were seen to
be particularly strong. However, a majority of the widows said that if the
conditions were appropriate, a widow would be wise to receive sooe of the pro-
ceeds in the form of monthly income payments.

Final expenses were highly variable. At all income levels, the families were
exposed to the risk of large medical expenses resulting from the nature and
duration of the husband's terminal illness. Taxes, estate administration, and
outstanding loans (primarily from entreprenurial borrowing rather than from
installment purchases) contributed to the variations in expense faced by upper
income families. The magnitude of the cash sums that might be required to meet
final expenses should be made known both to the public aud to agents.

The widows were seen to have needs for cash reserves to meet unforeseen emer-
gencies. They were also seen to have need for cash reserves to meet the larger
nonrecurring family expenditures such as a wedding for a daughter, paint for
the house, replacement of major appliances, taxes and insurance premiums, sewer
assessments, a vacation with the children, college costs, etc. Complete husband-
wife families typically pay for such expenditures out of savings or current in-
come or by borrowing, and the wife may have earnings to help soften the impact.
For the widcw, current income may be inadequate, and borrowing -- if available
as an alternative -- can create burdensome debt. For the remainder of her life-
time, the reserves created by her husband's life insurance can provide the
buffer th|at will enable her to lead'an indeoenaept..secure life.

Only 8 percent of the widows of insured husbands said that they had received any
of their proceeds under income options. The infrequent use of these options
reflects, at least in part, the small amounts of proceeds received by many of
the widows and the need for cash to meet final expenses and to create reserve
funds. It is also the result of widows being unaware that they may have a choice
of options and the fact that agents and other financial advisors often did not
mention the options as alternative methods of payment. To some extent, widows
may have suspected the motives of the companies in seeking to retain the pro-
ceeds under income or interest options.

Discussion of settlement options in relation to the surviving family's needs
for reserves and for replacement income should properly begin with the initial
purchase of life insurance rather than at the time of claim settlement. As
economic conditions change and as the survivors' needs change as the family
passes through the various stages of the life cycle, periodic reviews of a
client's portfolio would provide additional opportunities to review the methods
of benefit payment with the family. Because many years may elapse between the
initial purchase of life insurance and the filing of a death claim, it becomes
a responsibility of home office and field management to ensure a continuity of
service.

- 11 -
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However, even If all current sales lead to established agent-client relation-
ships, many claims would continue to be serviced by agents who were strangers
to the widows. In such situations it may be difficult for the agent to win
the confidence of the widow. As suggested earlier, one solution may be to
place more emphasis on the needs of the beneficiaries when agents are being
trained to handle death claims. Through such training, agents and the clients
they serve may achieve a broader-understanding of how variable final expenses
can be, how important adequate reserves can be to survivors' well-being, and
how important it can be to have a guaranteed income that cannot be dissipated.

Service can build respect -- and sales -- for both the agent and the industry.
The results of this study suggest a need to broaden the concept of service at
the time of sale to include additional aspects of family financial planning;
to ensure a periodic review of clients' insurance portfolios; to guarantee
that orphan policyowners will continue to receive the services of agents; and
to tailor the payment of proceeds to the needs of the beneficiaries.

- 12 -
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Chapter 1

The Sample - Family Characteristics
The typical American male marries shortly after his 23rd birthday and can expect
to live until he is 70. In 1966, however, 318,000 husbands died before reaching
age 65. This study Is concerned with the financial histories of 1,744 of their
widows.

For the husbands, the median age at death was 55.6 years. The median age at
the onset of widowhood for the women in the study was 51.5 years; 1 in every 4
was under 45 years old.

Although the areas chosen for the study were the Boston, Chicago, Houston, and
San Francisco Standard Metropolitan Statistical Areas, it can be seen in the
table below that the ages of the husbands at death and of their wives at the
onset of widowhood are very close to the estimates derived for the total United
States.

Table I - A&e of Husband at Death end As. of Wife at Onset of Widovhood

Husbands Wives
Al Widows Study Estimated U.S.i Widows Study Estisated U.S.*

65 or older -- 42 22
55--64 53% 512 33 28
45-34 28 29 38 38
35--44 15 13 18 20
Under 35 4 7 7 120=2100 100 10----
MIedin age 55.6 51.5

*Sources: HUSBAMD -- U.S. Departent of Health. Education and Welfare. Vital Statistics of the United
States - 1966. Part A; and the U.S. Bureau of the Census. Marital Status and Failly Status. March 1966.
Ourrent Population Reports, Series P-20. WIVES -- U.S. Bureau of the Census. Household and family
Characteristics, March 1968. Current Population Reports. Series P-20, No. 191, October 20. 1969.

Family Structure

There are several ways of looking at the family structure at the time of the
husband's death. One is to examine the primary dependent unit, defined as the
husband, his wife, and their children under 18 years old - or under 25 if still
dependent and in school. It is a measure of the family's stage in the "life
cycle."

- 13 -
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In just over half of the families, the wife was the only other member of the
primary dependent unit. As can be seen from Table 2, however, the composition
of the families is highly related to the age at which the husbands died. Of
those who died before age 45, more than a third left a wife and at least one
preschool youngster and almost 8 in every 10 had children who had yet to reach
eighth grade. On the other hand, of husbands who died after reaching age 55,
almost 8 in 10 had primary dependent units that consisted of only the husband
and wife.

On a day-to-day basis, change is difficult to perceive. The figures in Table 2,
however, show how rapidly family composition changes and how rapidly a widow's
need for replacement income might change as the family moves through the life
cycle.

Table 2 - Primary Dependent Unit by Axe of Husband at Death

Primary Depeadent Unit Under 45 45- 54 55--64 Total

Huaband-vife only 121 33X 772 531
Youngest child in college or vocational school 1 6 6 5
Youngest child in grades 8 through 12 8 24 8 13
Youngest child in kindergarten through grade 7 42 30 8 20
Youngest child preschool 37 7 9

Number of cases 469 629 646 1,744

In selecting the sample, the death certificates in each S?6A were divided into three groups by age of the
decesed (25 to 44, 45 to 54, and 55 to 64). Although the groups differed in the number of certificates
they contained, the samples wmre chosen to yield approximately equal numbers of Interviews at each age
level. All percentage* contained in this report are based on a weighting procedure that corrects for else
of S SA and for the oversnepling of the younger decedents. The actual number of cases (unweighted) on
which the percentages are based are ehown at the bottom of the tables.

Table 3 shows the number of own children under 18 years old in the families in
the study compared with an estimate of the number of own children in an age-
equivalent segment of all married couples. The table also presents a comparison
between total family size for the study and an age-equivalent segment of husband-
wife families. In both instances, the two distributions are in close agreement.

Table 3 - Number of Own Children Under 18 Years Old and Total Family Site In C6d.artson
With Similar Data for Ase-Euivalent Semta of the U.S. Population

Own Children Widows Istimated Widows estimated
Under 18 Years Old Study U.S.A Total Feily Sie Study U.S.*

Four or more 91 7 Six or more 132 12
Three 8 7 Five 12 11
TWO 12 12 Four 16 16
One 18 17 Three 22 22
Non 53 57 Two 37 37

asoureet U.S. surse of the Censum. 1o9eol and Famly Otaracteriatics, M rch 1944 n Nareb 190.
current Population sportss, Serlee P-20. go. 164, April 12, 1967, ed No. l91o October 20, 1%9.
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Almost three fourths (72 percent) of the predeath households contained only the
husband, his wife, and the children who were part of the primary dependent unit.
Some 26 percent of the families had other persons living with them, a majority
of whom were their own children who were no longer in school or no longer de-
pendent on the family for their support. Six percent of the families were pro-
viding homes for the parents of the husband or the wife, and about half of these
parents were dependent on the family for their support.

Two percent of the widows said that they and their husbands had not maintained
their own homes and that they had been living with others at the time their
husbands died; however, only 3/10 of 1 percent said that the family had been
dependent on others for their support (see Table 4). At the time of the inter-
views, the proportion of widows who said they did not maintain their own homes
had increased from 2 percent to 5 percent. Although the numbers are small,
those families that were not maintaining their own households at the time the
husbands died tended to be young, with either no children or only preschoolers,
or to be older families containing only the husband and wife. These were also
the two groups in which the widows who ceased to maintain their own households
were concentrated.

Table 4 - Hsehold CoESoeltlo

Former Rousebold VWoms household

Primary fttly unit only 722 782
Primary family unit plus other household umbers 26 17
Own household not maintained 2 S

Dreakdcqm of families with nouprinary unit household ebers*

At least one dAendent other household meber 82 52
dependent gram child r" 3-
dependent parent or other adult 3 2
dependent other child (i.e.. grandchild) 2 1

At least one independent other household ember 202 122
independet grown child 17-
independent parent or other adult 3 2

kPercents may not add to subtotals because &s* households fell into more then one category

Of all the children in the primary dependent units at the time of the husband's
death, 92 percent were still with their mothers at the time of the interviews.
Of those no longer with their mothers, most had been in college or in the final
years of high school and, presumably, left to enter the Armed Forces or to start
families of their own. Because some of the other members of the household also
had left, the proportion of families containing only the widow and her young
dependent children increased from 72 percent at the time of the husband's death
to 78 percent at the time of the interview.

The fact that the great majority of widows were maintaining their own homes
rather than living with their children or parents appears to be an act of pref-
erence rather than the result of lack of opportunity. At the time of the hus-
band's death, only 17 percent of the widows had neither grown children nor at
least one of their own parents to turn to.

- 15 -
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Because there were a number of widows who could not be located and interviewed,
the proportion of widows who fail to maintain their own homes may be somewhat
higher than the results of this study indicate. It seems fair to conclude,
however, not only that most widows are able to keep their children with them
but also that the large majority are able to maintain independent households.
When the family is broken by the death of the husband, there appears to be
very little inclination on the part of the widow to give up her independence
to become a part of someone else's household.

Education, Occupation, and Race

Although there was some underrepresentation of families in which the husband's
education had been limited to eighth grade or less, the educational attainment
of both the husbands and the widows closely approximated the educational dis-
tribution for age-equivalent segments of the population: 9 percent of the hus-
bands were college graduates compared with an estimated 11 percent among men of
comparable ages; some 48 percent had completed high school compared with 45
percent with high school diplomas among an age-equivalent segment.

Compared with men of similar ages, the sample of husbands in this study had
somewhat fewer managers and-professionals than might be expected (26 percent
vs. 31 percent) and somewhat more foremen and craftsmen (28 percent vs. 22 per-
cent). However, aside from these departures, the sample of decedents drawn
from the four Standard Metropolitan Statistical Areas is close to the estimate
derived from an age-equivalent segment of the population.

Because the sample was limited to metropolitan areas, it might have been anti-
cipated that it would contain more nonwhites than does the total population.
While the sample did, in fact, contain a somewhat higher proportion of nonwhites
than might be expected within an age-equivalen segment of married couples, the
discrepancy is not large (11 percent vs. 8 percent). Tables showing the educa-
tional, occupational, and racial composition of the sample are presented in the
Technical Supplement.

Cause of Death and Duration of Terminal Illness or Disability

In examining the characteristics of the families in the study, it quickly became
apparent that there were some ways in which they differed markedly from families
with surviving husbands and that these differences could be understood only in
relation to the conditions resulting from the nature and duration of the hus-
band's terminal illness or disability.

Illness was the cause of death for over 9 in every 10 of the husbands. Even
among those dying before reaching age 45, 8 in 10 died of illness. Accidents
accounted for 6 percent of the deaths, suicide for 1 percent, and homicide for
just over of 1 percent. The cause of death by age of the husband is shown
in Table 5.

- 16 -
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Table I - CaM of Death

Age of uaaband at Death
Cause Under 45 45-5 35=U Total

Illness 99 932 9Z 921
Accident 16 6 3 6
Suicide 3 1 + 1
Somicide 2 + 1 I

Number of cases 469 629 645 1,743

+Less then If of I percent

For one third of the husbands (34 percent), death was instantaneous, or nearly
so. However, for more than half (52 percent), death was preceded by periods
of mpairment of one month or more, and for over a fourth of the husbands (28
percent), the periods of impairment had been at least a year.

Death took longer to come to the older husbands than to the younger, but even
among the men who died before reaching age 45, over 1 in every 4 had been ill
or disabled for at least six months prior to death. Among those dying between
age 55 and 64 -- the ages at which more than half of "premature" deaths occur --
44 percent had been ill or disabled for at least six months, and over one third
had been impaired for at least a year preceding death (see Table 6).

Table 6 - nurftioa of Terminal Uleao or Diebsility (cumulsativo ircentae distribution)

A~e of musband at Death
Duriatio Under 45 45-54 at 55- 4 Total

Five years or more 41 51 82 71
Tvo years or more 11 12 22 17
One year or more 18 22 35 28
Six moths or more 26 31 44 37
One month or more 41 46 58 52
One veek or more 52 55 67 60
Ooe day or more 57 61 72 66

Number of case. 465 628 642 1,735

The nature of specific illnesses was not explored; however, within the popula-
tion covered by the study, heart disease is the most coumon cause of death from
illness. The only other illness that occurs with substantial frequency is
cancer.

Employment Status

spite a sample limited to men who died before reaching age 65, less than 7 in
every 10 (69 percent) were employed at the time of death. Some 7-percent of
the husbands were reported as having been unemployed, but almost 1 in every 4
(24 percent) were either on leave from their jobs, retired, or on a disability
pension when they died.

- 17 -
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Employment status was inversely related to the duration of the husband's ter-
minal illness or disability, and strongly so. Of those who died within a week
of the onset of their terminal impairment, 90 percent were employed, compared
with only 34 percent of those husbands who had been ill or disabled for two
years or more (see Table 7).

Table 7 -- ftovwent Status of Husbands by Duratioa of Terminal Illness or Disability

Duretion of Terminal Illness or Dieablllcy
Under 1 week, but 6 onths, but 2 year

0pploa"t Status 1 week under 6 months under 2 years or more Total

Maploed 901 771 481 34! 692
anmployed 2 5 12 14 7

On lea", retired, an disability pension, etc. a 18 40 52 24
1001 100 1002 1-001 100%

fhober of cases 711 388 337 299 1,735

Almost half of the widows (47 percent) said that they had worked at some time
during the year before their husbands died. Thick is 7 percentage points higher
than for an age-equivalent segment of wives and may be due, at least in part,
to the fact that the Bureau of the Census records labor force participation
during a week, while the widows were asked about the previous year. However,
some wives may have entered the labor market to compensate for a reduction in
their husband's income before he died. As the duration of the terminal illness
or disability increased, so did the proportion of families in which there was a
working wife.

Family Income Before Husband's Death

The incomes of the families during the year prior to the husband's death tended
to be lower than for an age-equivalent segment of the population. Only 31 per-
cent of the widows said that their family's income had been $10,000 or more when
their husbands died compared with an expected 48 percent among an age-equivalent
segment of husband-wife families. Similarly, 21 percent of the widows said that
family income during their husband's final year was less than $5,000, compared
with an expected 12 percent among families of comparable ages (see Table 8).

Part of the discrepancy can be accounted for by income reductions that occurred
during the husband's final year of life. The widows were asked how their fami-
ly's income during the husband's final year compared with that of the previous
year, and if there was a difference, what had caused it. Overall, 21 percent of
the widows said that there had been a decline that was directly the result of
the husband's illness or disability.

If the family's total income is augmented by the amount lost during the final
year as the result of the husband's iUness or disability, the result is au
estimate of the family's income if the year had been a normal one. This is the
income distribution shown in the second column of Table 8. As can be seen,
family income adjusted for loss is somewhat closer to the estimated distribution
for an age-equivalent segment of families but still remains somewhat lower.

- 18 -
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Table 8 - Fa-ily Incmo

VI 1ov Studv Katlted U.S.
ino" "Prted f y ncoe Adlusted for loss,

$25.000 or more 21 21 42
13.000-$24,999 7 9 15
10.000- 14.999 22 25 29

7,000- 91999 27 29 26
5,000- 6,999 21 20 14
3,000- 41999 12 10 a

Under 3.000 1 5 4

reported total family Income augented by the smomnt of imeam loet during the final year as a result of
husband's tevmInal iUnaee or injury. hcept heare specifically noted, this is the value used when the
data are enalysed by iseeme level.

**turce: U.S. Sureas of the Census, Sgulmentezv Report on Income In 1947 of Families and Persou in the
as~ttd SteM. Series P-0, o. 64, October 6, 1969, Table 11, date for busband-wife families with WIfe
present. Similar data were sot available for 1966.

Table 9 shows the adjusted total family income according to the duration of the
husband's terminal illness or disability. Forty percent of the husbands died
within a week of the onset of the terminal illness or disability and their
income distribution closely approximates the estimated age-equivalent distribu-
tion of incomes. That it Is still somewhat lover may reflect differential mor-
tality by income level or the inclusion in the short terminal illness group of
some men who had been disabled but who died suddenly of other causes.

Of those families in which the husband's terminal illness or disability was of
two or more years' duration, adjusted total family income is substantially
lower than for the projected age-equivalent families. Over three fourths (77
percent) of the families in which there was a long-term illness or disability
had incomes of under $10,000, compared with an expected 52 percent in the age-
equivalent segment.

XTll. I - Adlusted 7wltv InUM by Raration of TemJial Illness or Disability

Dbaotio of TSIMalt lMleso oXD obillrtv
ader I week, but 6 ouths, but I years atimat*d U.S.

loco" Idr 6 months under 2 Years or mee SAO equivalent

$15.000 or ore 142 10 91 101 191
l0,000--14'.99 31 5 24 13 29

$1000- 9,99t" 56 52 47 40
Under 5,000 11 9 1.5 30 11

I of hbs in group 391 242 202 17

smber of cases 712 366 337 2"1
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The analysis of family income suggests that while the families of the deceased
husbands were, in most respects, very similar to those of families of comparable
ages, some had suffered significant reductions in incomes prior to the husband's
death. Others, though perhaps not suffering income reductions, may have failed
to receive increases in income because of the conditions that led to the death.
Although data for an age-equivalent comparison are not available, the Bureau of
the Census has presented figures showing how households in January 1967 said
their incomes compared to those of a year ago. A substantially higher propor-
tion of income increases were reported among the cross section of households
than were reported by the widows.

Table lO-Vaiv loom Cmed with- InM the Fretove Tsar

OOie n Inconse luabands a Sial Tear U.S. * Ueeolde'

Rlber 13! 362
Abou th sam 5 53Lower U

douscest U.S. Buna of the Ceuse. t viL of U S. ebold: RecastPurs mq of SM rt end Duroblo s adR 0 nV8tmDW~ h MhtA1M at hod
JVdAV 1"0 sees P-454 Ike. 199 58emobor ,I.

The income distributions give some indication of the economic well-being of the
families before the death of the husband. However, the level of well-being
produced by a given income will vary depending on the composition of the family
and the area of the country in which it lives. For example, an income that may
produce a comfortable standard of living for an elderly couple with their home
paid for and no dependent children can be totally inadequate for a younger
family struggling to buy a home and to feed and clothe three growing youngsters.

Recent research by the Bureau of Labor'Statistics of the U.S. Department of
Labor has provided an answer as to how much income Is required to meet a low,
a moderate, and a higher standard of living by families that differ in size,
age of the family head, and place of residence.** The three standards of living
are not specifically labeled, butthe moderate level is the amount of income
required to achieve a "modest but adequate" standard of living. The lower level
is a scaled-down version of the moderate level and the Department of Labor be-
lieves it is a more appropriate goal for public assistance and other income-
maintenance programs. The higher standard is an attempt to define a more com-
fortable level or the "Awrican Standard of Living." The Department of Labor
says that it may be useful in determining the ability of self-supporting fami-
lies to pay for fee services, to ascertain their eligibility for scholarships,
etc.

The incomes of the families for each of the Standard Metropolitan Statistical
Areas were compared with the amounts required to achieve the three standards
of living, taking into account the size of the family and the age of the husband.

" . 8. Departit of Labor, larein of Labor Statistics. There Stanard of Livla for a- Vlw of
lour roulletia go. 1570-5, Wah*lagtoms D.C. Tie method ood Ia "plyina this information to the
data f 0m the lIdev Stay are diocesed L the Toalcal spplamt.
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It was found that one fourth of the sample failed to meet the lower standard
and can be considered to-have been living below the poverty level prior to the
husband's death. Almost as many of the families (23 percent) met the minimum
standard but did not have incomes sufficient to meet a modest but adequate
standard of living. On the other hand, 52 percent of the families exceeded
the modest but adequate standard, and 28 percent exceeded the higher standard.

No data for an age-equivalent segment of husband-wife families is available,
but the incidence of poverty among the families in the study is undoubtedly
higher than for families with surviving husbands of comparable ages. As can
be seen from Table 11, as the duration of the husband's terminal illness in-
creases, so does the proportion of families falling below the poverty line.
The difference is particularly marked among those families in which the hus-
band had been ill or disabled for at least six months.-

Table 11 - Stadard of LIvina bY Puratiou of Terminal Illness or VisabilitY

1 day, but I month, but 6 moths, but 2 years
Stapdat of L1VYis 1 da -,uder I month under 6 months u er 2 years o more Total

Uigher standard or sore 391 302 312 162 1l 282
Yderste standard, not higher 5 30 26 22 21 24
Lwor standard, not moderate 20 22 24 27 21 23
Balo Imr standard 16 18 19 35 40 25Y-"2 M 100 1o0'-- 100-- 100--

Number of cases 56 216 218 315 281 1,603

fTbe tfaily's standard of living was based on a normal income during the final year. i.e., actual income
an~ented by the amount lost during the final year because of the husband's illness or accident.

At the time of the husband's death, there were wide differences in the financial
strength of the families as judged by their accumulation of savings and invest-
aments. Almost 1 widow in every 3 (31 percent) said that her family had no fi-
nancial assets, and half had total asset holdings of less than $1,000. On the
other hand, 8 percent of the widows reported family assets amounting to $25,000
or more prior to the husband's death. Total assets consisted of liquid assets
In the-form of bank accounts, savings and loan accounts, savings bonds, etc.;
investments in stock and mutual funds; the net value of real estate other than
the family home; and miscellaneous assets, which were primarily money out on
loan and investments in closely-owned corporations.

As family income increased, there was a sharp rise in the level of accumulated
assets. At the very lowest income level, 61 percent of the wives entered widow-
hood without reserves in the form of savings or investments, and 17 percent had
less than $1,000 in reserve. Among families with incomes of $15,000 or more,
only 5 percent said that there were no financial assets, while almost a third
(31 percent) reported that they had reserves amounting to $25,000 or more (see
Table 12).
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Table 12 - Total asset., at Tim of kalmd's Death by Mdusted Total lTaaly IncosM
AdJstio Total Tnily Income

D.der 63,000- 45,000- $7,000- 110,000- $15,000
Total Preeath asstse $3.000 $4.99 $6699 $9.9" *14.9" or more Total

$25,000 ot nots 52 21 32 52 111 311 8
0,000.-$24,9 3 1 5 6 16 20 10
5,000- 9.999 1 7 7 12 9 10 9
1.000- 4.999 13 16 24 25 26 23 23

1- 999 17 14 17 19 20 11 19
nae 61 60 44 33 is 5 31.

Number of cae 76 173 294 441 358 145 1.568
Average vith "sets - $4.750 $,950 $8.150 $11,850 $36,450 $12.950
Avorae all f(nilles $2,900 1,900 3,300 5.500 9,700 34.700 8.900

tVroeath sets are the sm of liquid sets, stocks and mutual funds, net value of real estate other than
the home, and uecellaneous sevinpa and lvestments.

Aside from the information that the data on asset-ownership supplies about the
financial strength of the families at the onset of widowhood, the figures can
also be used to provide additional evidence as to the representativeness of the
families. For two of the components of total assets -- liquid assets and in-
vestments in stocks and mutual funds -- the amounts reported by the widows were
compared with estimates for an age-equivalent segment of families derived from
the Survey of Consumer Finances (SCF) conducted by the Survey Research Center
of the University of Michigaf. While the SCF data include other than complete
husband-wife families and asset-ownership was not determined for 1966, the year
in which the wives became widows, they are sufficient to uncover any obvious
biases -in the sample.

The comparison shows that the widows apparently underreported small amounts of
liquid asset savings. Whereas 34 percent of the widows said that their fami-
lies had no liquid assets, only 18 percent of the SCF group was without savings.
However, it can also be seen in Table 13 that the surplus in the "none" cate-
gory is, in large measure, the result of a deficit in the "$l--$999" category.
Such a result is not unexpected. Human memories are fallible, particularly
when small amounts are involved. The widows were reporting on assets, not as
they existed at the time of the interview, but approximately two years earlier
-- assets that may have been quickly dissipated by final bills and immediate
living expenses. It is probably safe to conclude that somewhat more of the
widows had savings than is shown but that the underreporting does not seriously
distort the financial strength of the families at the onset of widowhood.

If allowance is made for underreporting of small asset holdings, it would still
appear that the financial strength of some of the widows' families was weaker
than might be expected in an age-equivalent segment of surviving families. The
proportion of families that had liquid assets and that owned stocks or mutual
funds was examined controlling on the age of the husband at death and the dura-
tion of his final illness. Although there are some inversions in the data as
the duration of the terminal illness or disability increased, there was a reduc-
tion in the proportion of families with liquid assets and a similar though less
marked decline in the proportion with stocks or mutual funds.
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A terminal illness can create substantial medical expenses that can draw down
savings. A prolonged disability can result not only in income reduction but
also in the failure to realize a growth in income, and thereby reduce the means
of acquiring savings and investment assets. The comparison would have been dis-
turbing if the asset holdings of the widows' families had equalled or exceeded
that of the SCF families.

- Liquid Asets Stocks and Mutua F dR
Estimated U.S. Estimated U.S.

Amount Widows Study axe equivalent wlidovs Study ate equivalent

$10.000 or more 102 122 32 72
5.000-$9.99 9 10 3 4
1,000- 4,9" 24 25 6 7

1- 999 23 35 3 6
wo savings 34 18 83 76

1011002 1002 1002

*Sources George Katoa, et al. 1968 Survey of Conumer Finances. Survey Research Center, Institute for
Social Research, The University of Kichigan, Ann Arbor, Michlian, 1969. Liquid assets are the sun of
mounts in checking accounts. savings accounts, and bonds. Estimate based on ten-year age groups for .gee
25 through 64 as shown in Table 6-6.

**source: George Katona, et al. 1967 Survey of Consuner Finances. Stocks are common or preferred stock
in a corporation, including companies worked for, or stock ovnership through an investment club, or own
shares of a mutual fund. Estimate based on ten-year age groups for ages 25 through 64 as shown in Table
6-7.

Summary

This look at some of the main characteristics of the sample has shown that while
it was drawn from but four metropolitan areas, the families are quite similar to
those of surviving families of comparable ages. It has also shown that the very
large majority of families maintained their own homes when the husbands were
alive and that almost without exception the widows were able to continue to
maintain their hoses and to keep their children with them for at least two years
into the postdeath period.

Compared with surviving families, however, the incomes of the families in the
sample were lower than might be expected in an age-equivalent segment of husband-
wife families, their financial strength in terms of accumulated assets was some-
what weakened, and the husbands were less likely to be employed. this does not
appear to be the result of bias in the selection of the sample but is evidence
of the obvious fact that death is one of the outcomes of a prolonged terminal
illness or disability. For some of the widows' families, the economic impact
of premature death did not begin suddenly but began months or years prior to
the husband's physical death.
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Chapter 2

Final Expenses
In addition to the loss of her husband's income, the average widow vas faced
vith $3,900 in final expenses. The median or typical final expense was $2,860.

The average medical expense amounted to $1,740 and the average funeral cost was
$14510. Together, the medical and funeral expenses accounted for 83 percent
of the aggregate expense that the widows had to meet. Of the remaining final
expenses, taxes contributed an average of $270, estate administration added $160,
some $170 in loans became due and payable, and there was $50 of miscellaneous
expense for such things as new clothes for the funeral, house guests, and trans-
portation for out-of-town relatives or for the widow to attend a diskant burial
site.

Medical Costs and the Duration of the Final Illness

Medical costs, and therefore the total final expense associated with the death
of the husband, varied as a function of the duration of the terminal illness
or disability. As can be seen from Figure 1, medical costs rose sharply as the
duration of the final Illness increased but reached a peak among families In
which the husband had been ill or disabled for six months to a year at the time
of his death. With more prolonged impairment, medical costs gradually declined.
Figure 1 also shows that there is little systematic relationship between the
duration of the terminal impairuent and the other components of final expense.

As can be seen in Table 14, 37 percent of the widows reported that there were
no medical expenses associated with their husband's death, while almost a third
(30 percent) reported expenses of $2,000 or sore. When the period of illness
or disability was of six months to two years in duration, 58 percent said that
medical costs amounted to $2,000 or more, and more than one fourth (27 percent)
reported medical expenses of at least $5,000.

The decline in final medical expenses among families in which there was a pro-
longed terminal impairment may have at least two causes. It may be assumed that
those illnesses of long duration differed from those illnesses or accidents that
produced death within a year and may have required less intensive care. Also,
prolonged disabilities and illnesses are associated with lower income and, as
will be seen in the following section, there is evidence of some subsidization
of medical expenses at the lowest incom levels.
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Figure 1
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The fact that some widows reported no medical expenses, even though there had
been prolonged terminal illness or disability, may mean their husbands were
covered under a prepaid medical plan or had received treatment at a veterans'
hospital without producing costs for their families. Conversely, the widows
who reported substantial medical costs, even though their husbands had died
within a day of the onset of terminal illness or death, may represent situa-
tions in which long-standing disability preceded death.

Table 14 - Final Medical Mpaoenaes by Duration of Termal" tlaiwe, or Disability

Duration of Terminal Illness or.Disabilit mUnder I day, but I wouth, but 6 mouth8, but' 2 years
nwa Iveditl ubqagwee 1 day under r I son th under 6 months under 2 years or mori Total

$5.000 or more + 42 192 272 192 121
2.000--S4,999 12 1s 36 31 18 16
1.000- 1.99 3 1 is 11 13 10

500- 999 3 19 7 8 10 8
Under $500 19 19 10 8 15 15
lone 74 22 13 1s 25 37

i-00 1002 1002 1002 lOOSI 10I

Stnber of cases 604 232 225 323 279 1,671
Average meical erpea as $100 $1,120 $3,210 $3,600 $2,130 $1,740

+Laaa than % of I percent

Final Expenses and Family Income

By income level, the average total final expenses ranged from $2,000 among fami-
lies with incomes of under $3,000 to $7,200 among families that had been in the
$15,000-and-over bracket. As can be seen from Figure 2, among families that
had incomes of $5,000 or more, medical and funeral expenses show almost no
tendency to rise with further increases in income. Below the $5,000 income
level, there appears to be either some subsidization of medical expenses or a
reluctance to incur medical expenses, as well as a reduction in funeral expen-
ditures.

Loans outstanding, administrative costs, and taxes are the main items of expense
causing final costs to increase with increasing income. Below the $10,000 in-
come level, these expenses are, on the average, negligible components of final
expense. Above the $10,000 level, they increase sharply, except that the impact
of taxes was not noticeable below the $15,000 family income level.

The per capita figures, while showing the variation between income groups, mask
the wide variations in expenses faced by the widows within a given income bracket.
For example, although the final expenses for families with incomes of $15,000
or more averaged $7,200. almost 1 in every 5 of these families had expenses of
at least $10,000 while another fifth had expenses of under $2,000 (see Table 15).
At all income levels, some families were able to report final expenses of under
$1,000; however, at all income levels, some widows reported that their husbands'
final expenses amounted to $10,000 or more.
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Figure 2
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Medical expenses contributed strongly to the variation In total final expenses.
Funeral costs, on the other hand, were less variable: 6 in every 10 of the wid-
ova said that the costs vere between $1,000 and $1,999; 5 percent said that the
funeral costs had been $3,000 or more; and 14 percent said that the costs were
under $1,000.

Estate taxes were not a component of flual expenses for the great majority of
widows. Only 8 percent of all widows and 29 percent of those whose family in-
comes had been $15,000 or more reported paying estate taxes.

One fourth of the widows (26 percent) said that there had been some costs asso-
ciated with the administration of the husband's estate. The proportion with
administrative costs increased from 10 percent at the lowest income level to
58 percent when family income had been $15,000 or more. At the $15,000 income
bracket, almost 1 in every 5 of the widows (18 percent) reported administrative
costs of $1,000 or more.

Few of the widows (7 percent) said that there were loans that became due and
payable upon their husband's death. However, 3 percent of all widows and 10
percent of those in the $15,000 income bracket reported having to repay loans
of $1,000 or more. These larger loans typically were the result of entrepre-
neurial borrowing and were for substantial amounts.

Miscellaneous expenses were reported by a minority of widows (25 percent), and
the amounts were generally small. Included in this category were amounts spent
on telephone calls to relatives, mourning clothes, costs associated with house
guests, etc. Because these amounts were small, many of the women who said they
had no expenses of this type may simply have forgotten them or may have con-
sidered the. too negligible to mention.

Detailed tables showing distributions of each of the components of final expense
by income level are presented in the Technical Supplement.

Table 15 - 1nua bIAesu V AUluated Total Twil, Intone

Adluettd Total troly Ieeme
Under $3,000- $5,000- $7,000- $10,000- $15,000

FiNal byesas $ ,n$ - $ $9.9" $14.999 or more Total

$10.000 orore 2 12 3Z 62 52 182 61
5.000--,99) 3 a 14 18 18 17 16
2,000- 4,999 27 32 4 41 4 4 41
1,000- 1999 38 45 32 31 31 20 31

500.- 99 26 11 7 4 2 1 5
20- 4"9 3 2 + + + + 1,,-. + + _0 0 +

i1r 14 ON W 00 10OX 10

Averae per capital $2,000 $2,300 $3,300 $3,600 *4.100 $7.20 $3,900

+L4ss thin % of 1 percent
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How Final Expenses Were Met

The widows applied a variety of resources to meet the final expenses created by
their husbands' death. The major sources, however, were life and health insur-
ance, which combined paid almost two thirds (64 percent) of total final expenses.
The only other source accounting for as much as 10 percent of final expenses was
the family's predeath assets, which paid $440 (11 percent) of final expenses.

The following tables (Tables 16 and 17) show the percent of final expenses paid
by each source and the percent of widows who utilized each of them.

Across income groups, the per capita amounts of life insurance allocated to
final expenses increased from $660 in the lowest group to $2,600 among families
that had incomes of $15,000 or more; however, the percent of final expenses paid
by life insurance is essentially constant across income groups. The proportion
of widows who used life insurance proceeds to meet final expenses was highest
in the $7,000-to-$9,999 income bracket, and usage declined at both the higher
and lower income levels.

At the lower income levels, the decline in-the proportion of widows who used
life insurance to meet final expenses may be due, at least in part, to its ab-
sence. At the upper income levels, final expenses may sometimes have been low
in comparison with the amounts of life insurance received and perhaps the widows
saw themselves as paying these expenses out of savings while retaining their
life insurance proceeds intact for other investment purposes.

At the $15,000 family income level, the sharp increase in the percent of final
expenses paid directly out of the estate is understandable, since taxes and the
costs of administration may both have been charged to the estate. It also is
seen that although almost three fourths of the widows applied social security
benefits to the payment of final expenses, the percent of expenses covered by
social security benefits is small.

Table 16 - recentt of Meal Imasaa FaLd by Source. by Adusted Total flaaily Income
arJustod Total Feai y lacoe

Vodr $3,00- 3,000- $7.000- $10,000- $15,000
$"Te$3 000 SC 16~.9 39.9fl 61.M~ of sore Tt-

Life Inaurance 332 361 341 391 381 362 361
Bealth inaurance 21 27 32 34 25 18 28

vings or invetmet a S s 11 22 11
The "tate 2 4 1 3 7 11 7
Social security 7 8 5 5 5 2 4
idow's earata 2 6 3 3 5 1 3

Gifts 8 3 3 2 1 + 2
veteran' benefits 2 2 2 2 1 1 21,OMW I I I I I + I
Velfare 7 1 1 1 0 0 1
st il owed 2 1 1 4 1 1 1
Hiscellames 7 7 6 2 5 1 4

Total allocated $2,000 $2,300 $3,300 $3,600 $4,100 $7,200 $3,900

+Less than 4 of I percent
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Table 17 - Percent of VidoM A99lvIn 4Moo frM Varlo SourcS to lamnt of iL NtvenM

.Adlo TotWa r ogl In . .

Source

Life Insurance
health insurance

Savings or investment
The estate
Social security
Widow's earnings
Gifts
Veterans' benefits
Lans
Welfare
StiLl owed
Miscellaneous

under 13,000- #5,000-
$3.000 $AL.9L $64"9

621 731 771
20 33 40
14 14 21
10 9 6
60 73 76
U 21 9
14 20 21
17 24 24

3 3 4
4 1 1
6 1 4

16 8 10

+Less their % of I percent

Note: Colunns will add to more than 100 percent become many widows utillzed more than one ource of funds.

Health Insurance and Medical Expenses

The burden of medical expenses fell heavily on a relatively small proportion
of the widows. Of the aggregate medical expense, 69 percent was borne by the
widows who had expenses of $3,500 or more (17 percent) and 91 percent was
accounted for by that third of the families (34 percent) that had expenses of
$1,500 or more. Because medical costs were so unevenly distributed among the
widows and because they were such a highly variable part of total expenses,
they were singled out for more extensive analysis.

The average bill
was paid by some
health insurance
costs.

for those with medical expenses was $2,800. of which 60 percent
form of health insurance. For the 64 percent of widows with
payments, insurance covered 77 percent of the total medical

As can be seen from Table 18, as medical expenses increased, so did the propor-
tion of widows who reported health insurance payments: from 38 percent among
families whose bills amounted to under $500 to 81 percent among families with
medical expenses of $3,500 or more. Although the types of health coverage owned
were not explored, the increase undoubtedly reflects the increased probability
of hospitalization coverage.

It is also seen that as the insured husband's expenses increased, the proportion
of the bill paid by health insurance decreased -, from 100 percent payment among
those with low expenses to 75 percent payment among those with bills of $3,500
or more. However, because of the increase in the proportion reporting health
insurance coverage, the percentage of total medical costs covered by health in-
surance increased from 50 percent at the low bill level to 62 percent where
there were expenses of $3,500 or more.
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Table 1 - Relationaship Between Final Medical Expenoes and Health Inaurance PaMent.

Average Percent of Families Percent of Final Medical
Medical with Health Expense Paid by Health Insurance

Total Medical Expenasc !xpense Insurance Payments Widows with payments idos with exMenses

$3,500 or mre $7,600 81 751 622
1,500-$3,499 2,300 77 78 61

500-- 1.499 800 56 89 49
1- 49 200 38 100 50

Total with medical 2,800 642 771 602

Summary

In Chapter 1, it was seen that the husband's terminal illness or disability had
weakened the financial strength of some of the families prior to the onset of
widowhood. In the present chapter, it was seen that in addition to the other
expenses created by death, the termlnalillness or disability created substan-
tial medical costs. The results pointed to the important role played by both
life and health insurance in shielding the wives from the impact of final ex-
penses at the onset of widowhood.'

Textbooks frequently treat the risks of loss of employment, medical costs, and
loss of life in separate sections; however, they were not separate entities for
the widows and their families. All had lost husbands. Almost 4 in every 10
were faced with medical expenses of $1,000 or more. In 3 out of every 10 fami-
lies, the husband's employment had terminated before death. It seems misplaced
to talk of the risk of premature death without talking of the need for protec-
tion from the other hazards that often accompany it.
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Chapter 3

Preparation for Widowhood
It is impossible for a wife to be completely prepared for the grief and loneli-
ness that will follow the los of her husband. However, there are steps that
can be taken, either in direct anticipation of death or in the course of daily
living, to make it easier for her to adjust to her new responsibilities as head
of the family. Income needs may be anticipated and a program of life insurance
developed; a will can be prepared; social security and employee benefits can be
discussed; papers can be put in order and their locations made known; and the
wife may gain experience in money management by handling the day-to-day finances
of the household. Although not all of these actions were investigated, a sample
was chosen to provide an estimate of prior preparation for the responsibilities
of widowhood.

Family Money Management
r

A wife's opportunity to gain experience as a money manager is likely to reflect
a style of life rather than conscious planning for widowhood. If she has had
that experience, however, one of the problems of adjusting to widowhood may be
largely eliminated.

A majority of the widows (59 percent) said that they had handled their family's
finances before their husbands died; 26 percent said that their husbands usually
had; 13 percent volunteered that the responsibility had been shared; and 2 per-
cent said that it had been done by some other member of the household. Family
finances were sore likely to have been handled by the husbands in upper Income
households ($15,000 or more) than in the lower - 38 percent vs. 23 percent.

Less than I widow in 3 (32 percent) said that handling the family's finances
was a problem for her in the postdeath period. However, when the husband had
been the family member who kept track of the bills and expenses, 63 percent of
the widows encountered some difficulty in the transition process; this compares
with only 18 percent when the finances had been handled by the wife (see Table
19).

Table 19 - Percent of Vidove rcountering Difficulty
84411Aa Fmily financee Follovinh the Death of the sueband

Before husband's death, I tacountertna Mumber
ftnm~em had been managed byI Difficulty of Cases

The husband 632 462
Shared 37 235
The vice is 1.015

Total 32X 1,712
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As the duration of the husband's terminal illness or disability increased, there
was a small increase in the proportion of wives who had handled the bills and
expenses in the predeath households -- from 55 percent when the husband's death
was sudden to 67 percent when the illness or disability had been of two or sore
years' duration. The increase may well be the result of wives having to take
over the financial duties, rather than evidence of training in preparation for
their husband's death.

Among the widows who encountered some difficulty in handling the family finances,
inexperience was the primary cause. When the husband had handled the finances,
49 percent of the widows encountered difficulties resulting from the ±ack of ex-
perience compared with only 18 percent who said they acquired the skill without
encountering major problems.

Some widows, however, encountered difficulties that were not related to inex-
perience. One widow in 10 said that she felt unsure of herself without her hus-
band to give advice and to share in decisions, while approximately 1 widow in
12 said she had difficulties directly related to the reduction in family income.
Emotional reactions or the added expenses resulting from the husband's death
were only rarely cited as factors that created problems in handling family fi-
nances.

It can also be seen from Table 20 that only 2 percent of the widows said that a
reason why they encountered no difficulty in managing household finances was
that their husbands had prepared them to take over. In many instances, of
course, the wife was the money manager and needed no preparation; however, in
those families in which the husbands had handled the family finances, only 3 per-
cent of the widows said that their difficulties had been minimized by prior pre-
paration.

Wills

Through a properly executed will, a husband can simplify the problems of estate
administration that may be faced by his widow. Just under 3 in every 10 of the
widows (29 percent) said that their husbands had left wills and, as expected,
the leaving of a will was highly related to the predeath level of family income.
Of families with incomes of under $5,000, wills were left by 16 percent of the
husbands compared with 52 percent in familic with incomes of $15,000 or more
(see Table 21).

The making of a will was essentially unrelated to the duration of the husband's
terminal illness or disability. Of those who died instantaneously, 27 percent
left wills, compared with 32 percent among men who had been ill or disabled for
six months or more.

The widows of husbands who left wills were asked whether they had found the
wills helpful, while those whose husbands died intestate were asked whether a
will would have been helpful. The very large majority of widows (86 percent)
of husbands who had made wills said that they had been helped. However, the
very large majority (86 percent) of those without wills doubted that wills would
have been helpful (see Table 22).
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Table 20 - Resoms fr Difficulty or Lack of DiffiLCulty in Kimins ca FTi lowng" Rusbmdoa Death

Experloned some difficulty
No (recent) experience
Unsure of self
Income reduction
Emotional reaction following husband's death
Added expense resulting froe husband's death
Other reasons

Experienced little difficulty
Had experience
Acquired skill without problems
Had assistance when needed
Huabnd prepared wife to take over
Other ressons

Nuber of cases

Fraily financial
Husband

631

9
7
2

37Z
12
is
3
3

'59

maager prior to husbad'e death
Shared* Wife

2 1

26

2
5

+
2

631
R'
4
2
4

235

6
9
2

1

Total
32Z
13
10
S

2

1

622 681
78 57
1 6
1 31 2
1 1

100 10
1.007 1.730

+Less than %j of I percent *Volumteered response
Note: Details within colums will add to more than 100 percent because of multiple anwers.

Table 21 - Proportion of HusbaMd with Wills. r Adlusted Total Family Income

AdJusted total f=ils income

$13.,000 or more
lO000-$14.999
5.000- 9.999

Under 5,000
All husbands

Percent of husbands with vills
521
31
23
16
292

Since many of the husbands had had limited amounts of property and since there
are lawi protecting the rights of survivors, it is not too surprising that the
widows of most of the men who died intestate did not miss wills. In addition,
the desLgn of the study excluded cases where husbands and wives died together
so that guardianship of children would be of crucial concern.

The widows were not asked directly about problems encountered in administering
the husband's estate, and by the time of the interviews, 93 percent of the
estates had been settled. The remaining 7 percent presumably included those
causing the greatest problems, and among those who died intestate, the per-
ceived help of a will was strongly related to whether the estate had been set-
tled. Where it-had been, 15 percent thought a will night have helped; where
it had not, 59 percent thought a will would have helped .(see Table 22).

Tabla 22 - Estate SettIgegt md O Widow's Perception of the IblPfuljas of a Will

Estate sttleaimt

go "atat*
Estate settled
Estate sot settled

Total

*eble cell contained only 24 widows.

8uebaed had will -
Widow said viii Va helpful

872
85

86'

WiAbood bad s Vii -
Widow sad ill would have helped

62
15

142
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The widows who said that a will was helpful or would have been helpful were
ased to describe how it had or would have assisted then. From the answers
shown in Table 23, it is seen that the majority said that the wills had helped
facilitate the mechanics of the settlement process (or would have helped had
there been one). Huch smaller proportions talk of the guidance provided by a
will (16 percent) or of the elimination of actual or potential conflicibetween
the widow and her children or other relatives.

Similarly, of those who thought that a will was not helpful or would not have
been helpful, the answers reflected the lack of property to transfer or the
fact that the transfer had been accomplished with little difficulty.

Table 23 - 3Aaeona for Thinking Vill Ielpful or Not Beleful

Thnk ill We belpful or would IaS bee bleful Percent

Facilitated the mechnica of settlement - avoided probate 652
eliminated conflict between relatives 1
Cave widow guidance on husband's wishs end busins affairs 16
Nicallaneous 7

Do not think will wa helpful or would hvm been helpful

so property to transfer 532
Settlment smooth Vitbout will 47
no one to contest settlement 1
Niscellaneous 3

Note- Ccluns, will add to ore than 100 percent because of multiple answers.

Knowledge of Social Security

Because almost all of the husbands had been covered under social security, this
benefit program was selected as a proxy to represent the widows' knowledge of
the various governmental plans they night hive been entitled to receive. Those
whose husbands had been covered by social security (or the railroad retirement
program) were asked: "Before your husband died, how would you rate your knowl-
edge of the social security benefits for survivors? Would you say you were
well informed, fairly well informed, poorly informed, or not at all informed?"

Just under half of the widows (45 percent) said that they were fairly well In-
formed or better, including 19 percent who 'said they were well informed. How-
ever, almost 3 in every 10 of the widows admitted to having no information about
social security benefits (see Table 24).

Knowledge and education are usually closely related, but this was not so in the
present study. %idows with aigh' yanrs of schooling or less had the lowest
level of knowleda.; hmyet, college graduates UL~t rate themselyes as beinU
better informed thAn I'tho& evhn hAd rom2letd ej'Zh1h tadxe but had not fin-
ished hith school.
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Table 24 - $elf-Ratiu8& of K6viedne of
Seial SeCuritr Bfitf PrioT to &ubAnd's Death
Self-ratin of knowledge Percent

Well infored 192
Fairly well Informed 26
Poorly informed 26
not at all informed 29

When the level of information was related to family income, it was found that
the widows from families with incomes of $10,000 or more were somewhat better
informed than were those with lesser incomes and that the level of knowledge
was lowest among those with incomes under $3,000. However, the differences in
knowledge between the income groups was so small as to lack operational signifi-
cance.

Some 55 percent of the widows whose husbands had been ill or disabled for at
least two years rated themselves as being fairly well informed or better, com-
pared with 43 perceint among those whose husbands had terminal illnesses or dis-
abilities of lesser duration. This increase in knowledge, however, is the re-
sult of families who had been receiving disability payments under social secu-
rity. When these families are removed, no relationship was found between the
duration of the terminal illness or disability and the widow's knowledge of
her potential social security benefits.

The widows' ratings of their knowledge of social security benefits was lowest
for those who received only funeral benefits and also for those who received
the largest monthly income payments under social security. In rating her knowl-
edge of social security benefits, a widow could say that she was uninformed if
she had had no idea of the benefits to which she was entitled or if she had
expected a certain level of benefit and her expectations were not confirmed.
The slightly lower knowledge ratings among those widows who received only funer-
al benefits may reflect disappointment with the size of the benefit received
or lack of awareness of the "blackout period." Conversely, the lower knowledge
ratings among those who received $200 or more in monthly benefits may reflect
pleasant surprise when benefits were larger than anticipated.

Prograing

The preparation of a will Is evidence that a husband has given some thought to
the disposition of his property. However, the purchase of individual life in-
surance in more direct evidence that he has given thought to the financial
needs of his survivors. This is particularly true if, in the sales presenta-
tion, there was a discussion of his survivors' various needs and how these
needs might be met.

Widows whose husbands had life insurance were asked: "Did an Agent ever makea [orougJ review of Vo r uab&d's jifg ra"sFurance whieh was aliveI ut

is, did he st7uy your family's eed nAnd th ndraw up a lFe insurance program
husband" One out of every four answered "Yes.'
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It should be emphasized that the proportion of widows who said that their hus-
band's life insurance needs had been programmed does not reflect the incidence
of programing within the present population. of husband-wife families. As will
be discussed in the section on life insurance ownership, the men who meet pre-
mature deaths today may often reflect life insurance sales practices as they
existed a generation ago. In the present sample, 40 percent of the widows of
insured husbands who died before age 45 said that they had been programed.
However, in the single largest five-year age segment, the one including men who
died when they were between 60 and 65 ypars old, only 14 percent of the widows
said that the husband's life insurance needs had been programed.

Having an opportunity to have had one's life insurance needs programmed is re-
lated not only to the age at which the husband died but also to the income
level of the family. As can be seen from Table 25, the proportion of widows
of insured husbands who said that their life insurance needs had been programmed
increased from 8 percent at the very lowest income level to 42 percent at in-
comes of $15,000 or more.

Table 25 - Incidence of Proursmina by Mlusted Total -mnily ncome vidow vose husbands had life insaranc)

Adjusted Total Family Income
Hed buhbad's life Under $3.000- $5,000- $7.000- W10.000- 15.000

insurance needs qen Proreed? $3000 $4.99 $6.9 9.99 r or ate Total

-Ye 2 13Z 172 242 -0 422 257
Don't knov 10 14 11 14 9 7 11
11 82 73 72 62 61 S1 64

Number of cease 56 139 266 434 363 154 1.562

The widows whose husbands had been programed were asked whether the programs
had been helpful and, if so, why? Just over 1 in every 3 (36 percent) said
that they had found the programs to be very helpful, but an equal proportion
said that they had not been helped. A middle group, consisting of 28 percent,
said that the programs had been fairly helpful.

The helpfulness of the life insurance programs cannot be compared with the help-
fulness of wills. Having his insurance needs programed does not mean that the
husband accepted the program or that he bought life insurance to meet the needs
that may have been uncovered. Front the answers, shown in Table 26, it may be
inferred that the helpfulness of the program is directly related to the purchase
of life insurance.

Among those who thought their programs were very helpful, a majority (53 per-
cent) said that their needs had been met or their burdens eased. Others (16
percent) found the programs helpful because their husbands had been encouraged
to buy specific types of life insurance or insurance to cover specific needs,
such as mortgage redemption. A number of other widows referred to the informa-
tion value of the programs.
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Typical comments were:

"Everything was there. It was all arranged to give .us a monthly income."

(Widow of a physician who died at age 51)

"Very profitable. It gave me a roof over my head and I only have-to worry
about taxes, insurance, and upkeep." (Widow of a sales manager -- age 47 at
his death)

"It enabled me to pay my bills as well as assuring me that the children would
have the opportunity to obtain an education." (Widow of a government super-
visor who died at age 38)

"I understood it, for one thing, and I knew exactly what money we would have to
work with." (Widow of a college administrator who died at age 41)

"I can't say we did all he recommended, but it was good to have a comprehensive
picture of where we stood." (Widow of a salesman who died at age 43)

"It helped us to understand the type of policies he had and what to expect when
he died." (Widow of a dental technician who died at age 40)

"Because it gave me the money .to live on and have some security for myself and
the children's future education." (Widow of an executive who died at age 37)

Table 26 - whiw Widow Coaldered Prorrfmina of Rusband's mnaurfnce wa or Wa Not H0lfl

why Progsam Helpful

Provided for Widow's needs
(future neede preplaMd)

Informed widow
(e.g|., asIaTable benefits)

cased purchase of specific insurance
(mortgage, paid-up fColy, etc.)

Caused husband to increase his life
insurance coverage

Miscellaneous

Why Program Not Helpful

Husband not interested in program
(or poetooved taking apt's advice)

Could not afford to buy, or had
to let policy lapse

Hauband not insurable
(health or age factors, etc.)

Proesa inadeguato

(did not prvid enough coverage, etc.)
Could not usa an

(spent no bsLI'VIS debts, etc.)
"Iscolleanous

Number of caes

532 252 -

27 12

16 4

2

-4

3 -

5 --

172 422

16 24

9 17

- 8 a

1 2

10

162 lOS 116

Note Columns will add to more than 100 percent because of multiple answers.
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Almost all who were not helped said that their husbands had not bought the pro-
grams the agents had recommended or had bought but subsequently lapsed the in-
surance. Of those not buying, husbands who lacked interest in the programs out-
numbered those who could not afford them, or who were uninsurable. Only a small
group, consisting of but 6 percent of all widows whose husband had been pro-
grammed, said that the programs were inadequate or that they could not be used
as planned. Included in this group, for example, were those who found the pro-
grams out of date, instances in which proceeds were not paid because of the
nature of the death (e.g., in a crash of a private airplane), and those in
which the proceeds had to be used to cover large business or medical debts.

Because of limitations imposed by the overall size of the sample, by the rela-
tively small proportion of widows whose husbands had been programmed, and by
the tendency of programming to be concentrated among young, upper income fami-
lies, it is difficult to prove that differences in the amounts of individual
life insurance owned by programmed and nonprogrammed families are the result
of programing alone. However, for those husbands who had owned individual
life insurance, the amount owned was divided by the husband's income to deter-
mine the years of income protection that had been purchased up to the time of
death.

Table 27 shows the relationship between age and programming to the proportion
of husbands who had acquired amounts of Individual life insurance equal to at
least twice their annual incomes and those who had acquired amounts at least
equal to their incomes. (Nonowners are excluded from the tabulation, but if
included, would only heighten the differences.)

Table 27 - RalatLooabsit of Individual Life Insurance to Inov by Age ad Progrmn

Ownersbip equal to one ownership equal to tvo
year's incase or more years' Incom or more
UbSer 45 4S or tder 45 4S or

rorar old older years old older

Programed - widow found 751 452 491 262
prosrm very helpful

Progrmoed - progrmial 37 25 20 6
fairly, or not vry, helpful

Not prosramed 34 15 8 7

The analysis shows that among widows whv said that the husband's program had
been very helpful (the buyers), the level of individual life insurance owned
was substantially higher than for either the nonprogramed group or the group
who said that programming was less than very helpful (primarily nonbuyers).
For example, if the widow said that the program had been very helpful, 49 per-
cent in the younger age group reported that the husband had owned pLdividual
life insurance equal to at least twice his income. Only 8 percent of the widows
of the nonprogramed younger husbands reported that level of ownership.

It may also be seen that regardless of progrming, the older husbands had lees
individual life insurance in relation to their incomes than did the younger.k The differences in the level of protection at different ages say have Important
Implications for the marketing of life insurance. Possible reasons for the dif-
ferences are discussed in Chapter 5.
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Discussion of Life Insurance

As a final indication of prior planning, each widow was asked whether she and
her husband had ever discussed his life insurance and what should be done with
the proceeds if he died. While the desire to protect one's dependents is a
major reason for buying life insurance, less than 1 widow in every 5 (18 per-
cent) said that they had had such discussions.

When a similar question was asked of a cross section of U.S. household heads
in the Life Insurance in Focus study, 17 percent of those with life insurance
said that they had ever discussed the use of the proceeds. The similarity of
the two results is perhaps best explained by the lack of any relationship be-
tween the duration of the husband's terminal illness or disability and whether
he had discussed the use of his life insurance proceeds with his wife. That
is, among husbands in the present study who presumably had some forewarning,
there was no increase in the proportion of those who had discussed the use of
their life insurance with their wives. As a result, only 6 percent of the
widows whose husbands had life insurance had had an opportunity to talk with
their husbands about the use of the proceeds within a year of the husband's
death.

Table 28 - Husband-Wife Discussion of the Ue of Life Insurance Proceeds
videoss of insured husbands)

Within a month of death 12
One mnth, but under six months before death 3
Six month., but under one year before death 2
More than one year before death 12
Never discussed 82

1002

Summary

From the findings presented in this chapter, it may be inferred that most hus-
bands have not taken systematic steps to help prepare wives for widowhood. The
need for income can be crucial, yet more than half of the vidovs admitted that
they had entered widowhood with little or no idea of the level of social secu-
rity benefits they might receive. Only 1 in 4 said that an agent had ever
attempted to program her family's life insurance needs. The use of life in-
surance proceeds was rarely discussed within the family before the husbands
died. Few of the husbands who were their families' money managers had taken
steps to show their wives how to perform this function. The lack of planning
supports the findings of other research, such as Life Insurance in Focus.

Although death is frequently preceded by a period of terminal illness or dis-
ability, the findings indicate that this period Is not being used to prepare
the wives for widowhood. If death is a taboo topic, it may become even more
taboo when it is an imminent probability rather than an abstract possibility.
The onset of a terminal illness or disability may preclude further planning
with almost as much certainty as does sudden death.

- 40 -
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Chapter 4

Those Who Help
Despite her grief, her sense of loss, and the lack of preparation for her new
role, the widow must attend to many practical matters in the hours and weeks
following her husband's death. The funeral must be arranged, death certifi-
cates obtained, insurance claims filed, social security benefits applied for,
and many other legal and financial matters attended to. It is a time when
others can come forward to help ease her burdens.

The widows were shown a list containing the kinds of people most commonly en-
countered in the course of settling an estate and of applying for widow's bene-
fits. They were asked to indicate which ones they had been in contact with and
which ones had been of most help.

A majority said that they had been In contact with a mortician, a social secu-
rity official, and a member of their immediate family or other close relative
(see Table 29). A life insurance man was mentioned by 43 percent of the widows
and an almost equal proportion (42 percent) said they had dealt with a lawyer.
Clergymen were the only other institutional representatives to be mentioned by
at least a third of the widows.

The figures in the first column of Table 29 reflect differences in opportuni-
ties to be of assistance, differences in the widow's willingness to delegate
tasks to others, and the fact that some of the transactions could be made with-
out personal contact. If the widow let someone else handle the funeral details,
if her husband had not been a veteran, or if the life insurance claim were
handled by mail, a mortician, a VA official, and a life insurance man would not
have been mentioned.

The third column of Table 29 shows the percent of persons rated as being most
helpful among those who were contacted. For example, of the widows who had
direct dealings with morticians, approximately 1 in 3 (32 percent) said that
he had been one of the persons who had helped the most. Because they may be
more deeply involved in the various stages of the settlement and claims pro-
cess, members of the immediate family and attorneys were the most helpful of
the people with whom the widows dealt.

Of the widows who had contact with life insurance men, only 24 percent included
them imong the people who had helped the most. This percentage is essentially
the same as for social security officials and is noticeably lower than fcvr VA
officials, the two examples of- the so-called "impersonal federal bureaucracy."
This does not mean that life insurance agents or social security officials were
not helpful. As will be seen in a later section, only a small percentage of
widows were dissatisfied with the handling of either their life insurance or
their social security claims.

- 41 -
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Table 29 - Person with Whon Widow Had Contact and Persons Who Were Most'lalpful
During Course of Settlins Huband's Estate and in Applyint for Widow's Benefits

Widow had contact with: Person said amn st helpful Most helpful among contacted

Mortician
Social security official
Family, close relative
Life insurance sem
Attorney
Clergyman
Friend
Company official
Physician
VA official
Banker
Union representative
Accountant
Probate judge
Social worker
Other

72% Family. close relative
61
58
43
42

35
30
30
28
22
16
10
8
5
4
3

Attorney
Mortician
Social security official
Life insurance man
Clergyman
Friend
Company official
VA official
Physician
Banker
Accountant
Union representative
Social worker
Other
Probate judge

381
24
2315
10

10
107
4
4
3
2
1
1
*

Family, close relative
Attorney
Other
Accountant
Friend
.Company official
Social worker
VA official
Mortician
Clergyman
Social security official
Life insurance man
Banker
Union representative
Physician
Probate judge

+Les than i of I percent

The low helpfulness rating given life insurance men suggests that most were
only marginally involved in the process of settling the husbands' estates and
in assisting the widows in applying for the various survivor benefits. While
the nature of the contacts with life insurance men was not explored in detail
only 39 percent of those who said that they had been in contact with agents
said that the agents had helped file the claims on the husband's life insur"
This suggests that the contacts may have been limited to-the delivery of claim.
checks or to the sale of insurance on the widow's life.

The "other" category shown in Table 29 comprises individuals with whom the
widows had contact but who were not on the prepared list. They included Armed
Forces assistance officers, real estate men, welfare officials, the Red Cross,
the American Legion, lodge brothers, tax officials, policemen and firemen,
florists, cemetery managers, etc. Because of the high helpfulness ratings with-
in this category, it is likely that the widows tended to volunteer others who
had gone out of their way to be helpful and, perhaps, they ignored their more
casual contacts.

The product of the first and third columns of Table 29 produces the figures in
the middle column.- That is, of all widows, 38 percent said that members of
the family had been among the persons who had helped the most during the course
of settling the husband's estate and in applying for widow's benefits. Only 1
in every 10 said that a life insurance man had been among the most helpful.
While this compares favorably with some of the other institutional representa-
tives, it is because the life insurance man is seen more frequently and not
because of exceptional helpfulness.

It should be emphasized that the data given in Table 29 describe the widow's
exposure to various sources of help and her satisfaction with the assistance

- 42 -

651
56
40
36
35
34
34
33
32
27
25
24
2424
15

8

(

360 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



357

received. They provide no basis for judging how well the widows had been
served. In many instances the widow would have no basis for determining the
quality of the assistance that was rendered -- for example, that a real estate
man had sold property at less than the going market value or that a friend
knew nothing of settlement options when giving investment advice.-

Contacts with morticians, social security officials, and family members were
common at all income levels. However, they form the main group of persons seen
by widows in low-income families. As income increased, there was a sharp rise
in the utilization of the professional services offered by attorneys, bankers,
accountants, and physicians. Because coverage under group and individual life
insurance are both income-related, dealings with company officials and life
insurance men also increased with increasing family income (see Table 30).

Table 30 - Persona vith Whom Widov Had Contact During the Course of Settling
Her Husband's Estate and in Applying for Her Widov' benefits, by Family Income

AdJusted Total Family Income
Under $5,000- $10.000- $15.000
$5,000 $9.999 j1.999_ or more

Morticim 642 751 771 642
Social security official 65 61 59 66
Family. close relative 57 59 59 51
Life insurance am 26 42 51 50
Attorney- 21 3 376
Clergyman 27 35 40 40
Friend 25 29 36 37
CoMPany official 16 27 36 44
Physician 20 27 31 38
VA official 20 23 24 16
Banker a 10 21 38
Union representative 5 11 12 a
Accountant 2 4 11 27
Probate judge 3 4 4 11
Social yorker 7 3 4 +
Other 3 3 4 4

Number of cases 260 770 385 161

+Leass than % of 1 percent

Given a contact, widows from families whose incomes had been $10,000 or more
were less likely to say that any person had been "most helpful" than were
widows from lower income families. The only exceptions to the rule were in
the case of widows who had dealings with attorneys, accountants, and friends
(see Table 31).

The lower helpfulness ratings given by the widows from higher incom? families
could be the result of any of a number of factors. A plausible explanation is
that as income increased, not only may the widows have been more capable of
applying for their survivor benefits, but also the difficulty of applying may
have become a progressively smaller problem in comparison with the legal and
other financial complexities involved in settling the husband's affairs --
complexities requiring the specialized skills of an attorney or accountant.
Similarly, increased complexity of settling the estate may have reduced the
contribution that could have been made by family members, morticians, clergy-
men, or physicians.

- 43 -
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It can also be seen from Table 31 that while life insurance agents were rated
as being most helpful by a slightly larger proportion of the widows from lover
income families than by those from higher Incone families, the relative posi-
tion of life insurance agents ia the lower incne group Is worse than among
widows from higher income families.

Table 31 - Of the Persons the Widov Dealt vith, the
Percent Described as eia Most Hlpful, by Family Income

Adjusted Total Family Income
Under $10,000

$10,000 or more

I. Attorney 491 632
SFamily. close relative 67 58

Accountant 24 39
, Friend 32 37
P. Company official 37 31
1. VA official 37 27
1- Mortician 36 27

l. Life insurance anent 1. 25 1. 22
Clergyman 31 21
Banker 24 21

I. Social security official 28 18
C. Union representative 32 15

Physician 16 12

Table 32 shows the proportion of widows who said they had been in contact with
a life insurance man in relation to the amounts of individual life insurance
their husbands had owned. Given a contact, it also shows the proportion of
life insurance men who were rated as being most helpful. As can be seen, both
the probability of being in contact with a life insurance man and the rated
helpfulness of the life insurance man increase as the amount of individually
purchased life insurance increases.

If the husband had owned no individual life insurance or owned some, but less
than $5,000, the life insurance man was rated as being less helpful than were
any of the other persons the widows commonly came in contact with (i.e., at-
torneys, family, friends, company officials, morticians, clergymen, or social
security officials). Among widows whose husbands had owned $10,000 or more
of individual life insurance, life insurance men trailed attorneys and family
members by a large margin but were more often seen as being helpful than were
the other institutional representatives.

Table 32 - Percent of Widov in Contact with a Life Insurance Axent and Percent of Those Ratin&
the Contacted tent as Bein Most Helpful, by Amount of Individual Life Insurance Owned by Husband

Percent in contact If contact: percent
Individual Life Insurance with life insurance axent widow said most helpful

$10,000 or more 653 332
5,000-$9.99 53 23

1- 4,999 so 23
Hone 25 15
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Contacts with life insurance men were also examined by the age of the husband
at death and for widows who said that the premiums on at leiat one of their
husband's individual life insurance policies had been paid directly to an agent
as opposed to those who said premiums were not paid directly to an agent. As
can be seen in Table 33, the proportion of widows who dealt with a life insur-
ance man was unrelated to the age of the husband at death. However, the pro-
portion of widows who included life insurance men among the persons who had
been most helpful was highest for those whose husbands had been in the youngest
age brackets. Although the reasons behind this relationship cannot be explored,
a reasonable hypothesis is that at the younger age levels, there was a greater
probability that the agent who serviced the claim was the agent who sold the
policy. However, it may simply reflect the fact that younger husbands owned
larger amounts of individual life insurance than did the older ones.

Whether or not premiums on any of the husband's policies had been paid directly
to an agent is seen to be unrelated to either the probability that the widow
had dealings with a life insurance man or to the proportion of widows with
dealings who said that a life insurance man was among those who had been of
most help to her.

Table 33

ILed dealings Of those vith dealings,
with a life said life insurance

Age of LHuband at Death insurance aent agent reont sat helpfW

55--64 431 211
45--54 42 24
Under 45 43 31

Owner* of Individual Life Insurance

Prmim paid to an egeat 552 241
Presium not paid to an agent 52 25
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Chapter 5

Survivor Benefits
A variety of survivor benefit programs and other forms of financial assistance
became available to the widows at the death of their husbands. Some of these
sources provided monthly income payments while others provided cash settlements.
The amounts received varied from a few dollars to many thousands of dollars.

Social security and life insurance were the benefits more widely received.
Social security benefits were received by 93 percent of the widows with 59 per-
cent receiving monthly income from that source. Almost as many, 91 percent,
received some life insurance proceeds, but only 7 percent received at least
part of the proceeds under income options or annuities. No other single source
of funds was reported by more than one third of the widows. The proportions
who received the various types of benefits or funds are summarized in Table 34.

Almost all of the widows received some money in the form of lump-sum settlements,
with only 3/10 of 1 percent receiving none. The median or "typical" widow re-
ceived just over $6,000 in payments from all sources and, by income level, the
median amounts received increased from $1,400 at the lowest income level to
$20,600 where family income had been $15,000 or more. As can be seen from
Table 35, however, the average amount received per family is considerably higher
than the median as the result of the relatively small proportion of widows who
received exceptionally large amounts of lump-sum assets.

Of all ofLthed a._rv4cejived in the form of lump-sum settlements, 69 rcen
came from life i.urance. The proportion coming from life insurance was slightly
h~fh4 Y-S-hi e $10,000 family income level than it was among families with
higher incomes.

In addition to life insurance, lump-sum settlements of retirement plans made a
significant contribution to the total amount of lump-sum assets received by the
widows. Because the proportion of widows who received such settlements grew as
family income increased, there was a corresponding increase in the proportion
of funds coming from retirement plans. No other source contributed more than
5 percent to the aggregate supply of lump-sum assets, either because the amounts
of the benefits were small (e.g., gifts or the social security funeral benefit)
or because they were received by only a small proportion of the widows (e.g.,
proceeds from the sale of business interest). For a detailed breakdown, see
the Technical Supplement.
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Below the $7,000 income level, aggregate final expenses not covered by health
insurance payments were greater than the aggregate liquid asset savings and in-
vestments in stock and mutual funds that these families possessed before the
husband's death. However, at all income levels, the amount of assets received
in a lump sum at the time of death exceeded final expenses not covered by
health insurance payments, with the result that, on the average, there was some
strengthening of the widow's asset position.

Tale 34 P A - of tom MntCme and Other FinMcilM
Aistance ecei"d by the 1dm in the LmoUste F9*tdeath Period

socIi! eErity
Funeral beAeftt
monthly income

Life insurance

Since options or anwiti s

Veterans' benefits

Funeral benefit
Monthly incm

Comy retirement plan

tAMP sum
Monthly income

Assistance from fdaily, friends

Gifts

Sale of husband's Possessions

Sale of busbsnd's business

Workman's CM sation

Funeral benefit
LU-*= settlement
Monthly income

Liability payments

Monthly income

+Less than I of I percent

Pureut 36ceivts

90
59

911

7

31
24
31

isIs

291

26

4

4232

12
2

I

it

I
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Table 35 - Survivor enefits and Other Lumv-Sum Funds Raceived

.. Justed Total Faily Income
Under $3,000- 45.000- $7,000- $10,000- $15,000

Lum-Sun Assets Received* $3.00 $4."9 $6.9"9 $9,999 $14,999 or more Total

$25,000 or more is 11 31 SI 152 441 112
15,000--$24,999 1 1 4 11 16 14 9
10,000- 14.999 3 4 10 15 20 10 13
5,000- 9,999 5 15 25 25 25 18 22
1,000- 4,999 58 63 so 39 21 11 37

1- 999 32 14 8 5 3 3 
None - 2 - - -1oo-- o- To-0-2 oot 1o0--- 100-

Mledian, all families $1,400 $1,750 $4,200 $6,100 $10,150 $20.600 s 6,050
Average, all families $2,250 $3,350 $6,300 $8,850 $15,800 $33,750 $11,900

*,ump-esu assets include social security and VA funeral benefits, all life insurance other than proceeds
paid under income options or annuitici, proceeds from retirement plans, gifts from friends and family,
proceeds from the ale of businesses or miscellaneous possessions, nd limp-sun settlements from Workmen's
Compensation or liability claims.

Of the aggregate amount of initial monthly income payments, two thirds (67 per-
-cent) came -from social security benefits, 15 percent came from retirement plans,
and 12 percent represented VA benefits. Monthly income payments from life in-
surance represented only 5 percent of the aggregate initial monthly benefits.
The contribution from both life insurance and employee retirement plans in-
creases with increasing family income; however even at the $15,000 income
level, only 11 cents of every dollar received in monthly income benefits came
from life insurance. A detailed table is included in the Technical Supplement.

Life Insurance

Life insurance protection was in force on the lives of 92 percent of the hus-
bands. This figure is very close to the expected value for an age-equivalent
segment of American husbands based on ownership studies by LUTC/LIAMA and by
the Institute of Life Insurance.

Individual life insurance, exclusive of credit and veterans' life insurance,
had been purchased by 70 percent of the husbands, and 51 percent had coverage
under group life insurance policies. The proportion of husbands covered by
the various types of life insurance is shown in Table 36.

The amounts of lifa insurance actually received by the widows were, in some
instances, less than the husband's total life insurance. One percent of the
widows said that they failed to receive any of the proceeds from the husband's
life insurance and an additional 5 percent said that only part of the proceeds
had been received. In the aggregate, 2.8 percent of the potential proceeds
were not received by the widows. The primary reasons for the loss of proceeds
were that someone other than the widow was the designated beneficiary or that
the proceeds were withheld to repay policy loans. In a few instances, the
claims were contested because of alleged misinformation on the applications
while in several others, the nature of the husband's death prevented payment
(e.g., suicide soon after the policy was Issued).
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Table 36 - Proportion of Husbands Covered by Various Types of ife Insurance

Type of Insurance

Individual life
Group life
Credit life
Veterans' life
Fraternal.-lo.mr

aaae"81lnt, etc.
Accidental death

_ntal insured

Adluated Total family Incoe
under $3,000- $5,000- $7,000- $10,000- $15,000
$3.000 S4.99" $6.9"9 $9.999 014.991 or nore

Sol
10
S
1

12
2

SS2
32
13
2

641
48
14
8

701
53
18
10

7 10 8
- -1 1

761
61
24
15

772
65
20
13

Total

701
51
is
11

5 4 6
1 1 1

762 822 901 94Z 962 941 92!

'Orer- half of the widows (52 Percent) received less than $5,000 in life insurance
proceeds as they embarked upon their new responsibilities. At the very 1ovest
Income level, 93 percent receLIved less than $5,000 in proceeds; even at the
$15,000 income level, 1 widow in 5 had life insurance benefit payments of less
than $5,000. Ii is also seen that only at the $15,000 income level were bene-
fit payments of $25,000 or more received by any substantial proportion of the
widows (see Table 37).

Table 37 - Total Life Insurance Received by Vidow

Life Insurance Received

$5.000 or more
25,000-$490999
10 000- 24,99V

1,000- 4,999
1- 999
Nowe

Adjusted Total Family Incoef ,
Under $3,000- 15,000- $7.000- $10,000- 115W,0
$3,000 - $4.9 46.99 $9.99 *14.9" or sore

1t 21 21
- 4 3 14

.. .." . . .. 12 -- 15" '

45 52 4724 12- -
24 19 12

1001 1001 1001

4
32

25

i41
100__.

Total

21 152 21
8 24 6

37 24 22-n ....- f--" is
26 13 38
1 - S
5 7 9

Average received, all vdova $1.700 $2,700 $5,000 $7,150 $11,600 $24,850
Average for those who received

life insurance $2.150 $3,300 $5,550 - $7,550 $12,050 $26,350

$9,150

$9,900

4Lss than N of I percent

Eight percent of the widowed beneficiaries received some of the husband's life
insurance in the form of monthly payments under income options or annuities.
The proportion receiving such payments increased from I percent at the lowest
income level to 14 percent among families with incomes of $15,000 or aore.--
Among widows receiving monthly payments, the median benefit was $110 per month.

The use of the income option varied by the type of life insurance received and
by the mount but was primarily confined to beneficiaries of veterans' life
insurance and of individual life insurance where the amount paid to the widow
totaled $10,000 or oro. That is, of widows who were beneficiaries of veterans'
life insurance, 22 percent said that they received all or part of those proceeds
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under an income option; of widows who were beneficiaries of individual life In-
-surance totaling $10,000 or more, 20 percent said that they received all or
part in the form of monthly income payments. Only 2 percent of the widows re-
ceiving proceeds from group life insurance policies said that any of the pro-
ceeds had been paid under an income option.

Table 38 - Use of the Income Option by Type
of Life Insurance. and Amount Received by Typ

Type and Amount of All or Part of Those Proceeds
Life insurance oned Received Under Income Options

Veterans' life insurance 22

Individual life igaurance 62

Under $5,000 21
$ 5,000-49,999 6

10,000 or sore 20

Group life insurance 2

Other life insurance 22

Individual Life Insurance

Table 39 shows the husband's ownership of indivdual life insurance before ad-justment for proceeds withheld or paid to others. Overall, 70 percent of the
husbands had onad individual life insurance policies, and the proportion in-
creased from 58 percent at the lowest income levels to 77 percent among fami-
lies with incomes of $15,000 or more.

Although a substantial majority of husbands owned individual life insurance, a
majority of the husbands had less than $5,000 in individual life insurance
protection. It is only at the $15,000 income level that over half of the hus-
bands had $5,000 or more of individual life insurance. Only 12 percent of the
widows, and just 35 percent of those from families with incomes of $15,000 or
more, said that their husbands had as much as $10,000 of individually purchased
life insurance at the time of death.

In the aggregate, individual life insurance accounted for 46 percent of the
total insurance in force on the lives of the husbands, and group accounted for
40 percent of the total. Veterans' life insurance and credit life accounted
for most of the remainder, with only small contributions to the total coming
from such sources as fraternal and assessment policies or payments from acci-
dent insurance policies.

Life insurance, unfortunately, was one asset for which there were no data from
published sources to use in deriving an age-equivalent comparison group. The
data that do exist from such sources as Life Insurance in Focus and the Survey
of Consumer Finances indicate that the ownership figures reported by the widows
were perhaps somewhat lower than might be expected.
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/?able_39_-_An Analysis of the Rusband4's udividua Lifetnusc

Individual Life Insurance*

$25,000 or more

5,000- 9,999
1,000- 4,999

1- 999
go individual life

Average per
capita ownership

Average of those vith
individual life insurance

Premium on any
policy paid to agent

Nbrier of companies in
vhich policies were owned

Three or mare
TWo
One

Adlusted Total Family Income
Under $3,000- $5,000- $7,000- $10,000- $5,000
$3,000 $4."t9 $6.999 $919"9 $14.999 or mr

31
1

36
18
42

IZ

4
42
10
42i~w

+

42

41
11
36

I=i

12

13
45

3
30

242
13
17
41
1

24

212
14
Is
24

4

23M~

.il00 $1,400 $2.000 $3,100 $5,300 $13.000 $4,200

CC $2,300 $3,100 $4,400 $7,000 $16,900 $6,100

521 542 4S 452 27Z 462

e
Cre
I.

22 12 1 32
19 15 21 22
79 84 78 75100 --1 0= oo0 00-

122 32
24 21
64 76

IOU2 ION
ilodividually purchased life insurance from legal
include payment under double indemnity clauses.

reserve life insurance companies; the mounts shown

+Les thsn% of I percent

**Data not Show hen based on fewer than SO cases

Because there is little overlap between the ages at which men buy their first
life insurance policy and the ages at which the husbands died, health and other
underwriting considerations should have only a minor effect on the proportion
of husbands who owned individual life insurance. Within the sample, no rela-
tionship was found between the percent who owned individual life insurance and
the duration of the terminal illness or disability, although there was a slight
decline in the percent of husbands who owned $10,000 or more.

Ownership studies such as Liff-Insurance in Focus show that within the age
range covered in this study, the proportion of husbands who own individual life
insurance is essentially constant with, perhaps, a slight decline in the pro-
portion of owners in the 55-to-64 age group. However, the proportion of hus-
bands in the present study who had purchased individual life insurance increased
as age increased, suggesting that somei factors may have operated to reduce own-
ership in the younger age brackets (see Table 40).
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Table 40 - P-oortion of mIWb~ads Ovuint Individual Life Insurance

WIdove Life Iuntrance
Ase of Suband Study it Focus Difference

55--64 72 67Z +52
45-34 70 71 -1
35-44 67 72 -5
DUder 35 38 68 -10

There was also evidence-that the duration of the husband's terminal illness or
disability may have resulted in some loss of group coverage, particularly if
the duration had been a year or more and the husbands were 45 years old or over.

Higher premiums, coupled with reductions in income, may have combined to prevent
some husbands whose employment was terminated from converting their group in-
surance to individual plans.

There is a further explanation, however, of why the amounts of life insurance
owned by the husbands appear low when compared with the average size policy
currently being sold or with ownership statistics for heads of husband-wife
families under 65 years. An inspection of life insurance ownership figures
shows that with advancing age, there Is a general decline in the amount owned.
This decline, however, does not mean that men necessarily reduce their coverages
as they grow older.

The median or "typical" husband died when he was almost 56 years old and, as a
rough projection, probably bought his last policy between 1946 and 1956. Even
If he maintained all of his insurance in force, his ownership would look quite
different from that of a man who completed his buying under current economic
conditions. Given the concentration of life insurance-buying at the younger
age levels, in any period marked not only by inflation but also by growth in
productivity and real ages, the young will be better insured than the old.
Yet it is predominantly the old who die. In the present study, many of the
widows were beneficiaries of life insurance policies purchased to meet needs,
not as they existed at the time their husbands died, but as they may have ex-
isted as such as a generation ago.

Social Security

Almost all of the widows (96 percent) said that their husbands had been covered
wnder social security (or the railroad retirement program). One percent failed
to apply for social security, primarily because they believed they were not old
enough, thereby losing up to $255 in funeral benefits. In addition, 2 percent
said that they had applied for social security but had not received benefits.
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Although the amount of social security to which a family is entitled is partly
dependent upon the husband's income -and years of coverage, the purpose of sur-
vivor benefits is to provide a measure of economic security to widowed mothers
with young children. As can be seen from Table 41, the receipt of social secu-
rity benefits was highly related to the nature of the primary dependent unit,
or stage in the life cycle, at the time of the husband's death.

The reduction in the proportion of widows receiving $200 or more in monthly
benefits at successive stages in the life cycle is a function of progressively
smaller family sizes. Income payments to widows without children include those
to widows who had reached retirement age, as well as to those who were them-

-selves insured and disabled.

The funeral benefit under social security was received by 90 percent of the
widows, and the great majority of those who received it (88 percent) said they
had received $250 -o $255. The social security funeral benefit accounted for
3 percent of the aggregate of the widows' lump-sum receipts. Among widows from
families with incomes of under $3,000, the funeral benefit accounted for 10 per-
cent of the aggregate assets received postdeath, and this proportion declined
to 1 percent among families with incomes of $15,000 or more.

Monthly income from social security was received by 59 percent of the widows.
Benefits tended to increase with increasing income before declining at the
$15,000 income level. This pattern of benefits reflects the underlying family
structure and the built-in relationship between earnings and the primary insur-
ance amounts at lower and middle income levels.

Table 41 - Social Security benefits by Primary Dependent Unit

Children in Featly
Youngest Youngest Youngest Youngest
preschool X-7th 8-12th attending Widow

child grade grade college only Total

Monthly Benefits

$200 or more 671 601 252 91 2Z 231
100--$199 20 21 38 22 15 20

Under 100 11 13 24 40 14 16

Funeral Benefit Only + 1 8 24 59 34

No Social Security Received 2 5 5 5 10 7

- Mber of cases 240 425 262 75 741 1,743

+Less than N of 1 percent
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Retirement Plans

Almost half of the widov said that their husbands had been covered under retire-
sent or pension plans, and almost one third (31 percent) said they had received
benefits from these plans following their husband's death. As vith life insur-
ance, coverage under a retirement plan and the payment of benefits under those
plans is strongly related to family income. At the lowest income level, only
7 percent of the vidovs said they had received benefits compared with 39 percent
with benefits when family income was $15,000 or more (see Table 42).

The method of payment of benefits varied as a function of the income, with
monthly income payments being most common if the family had been at the lower
end of the income scale while lump-sum settlements were most common at the
higher income brackets. A small percentage of the plans provided both lump-sum
and installment payments.

Table 42 - benefits from Rusband's Ratirement of Penslo, Plan.

Adjusted Total Failly t€ome
Under $3,000- $5,000- $7.000- 410,000- *15.000

covrale Under atiremnt Plans 13,000 S $6,"f $9.9 S14.9" or T otal

Toa, received benefits 71 211 271 321 371 391 311
Toe, did not receive benefits 15 1I, 17 14 16 16 is
No retient plan coverage 78 63 56 54 47 54

Table 43 - Method of Fayin2 benefits fons latitreent FlSAS

Method of PsMent Total -

LW* sn only 501
Joetallanta only 42
both lmp ai sad installmients a

Omber of cases 521

Of the widows who received monthly income payments from their husband's retire-
ent plans, two thirds said that they would receive them for life while one

third said that they would be received for some specified time interval (e.g.,
until the youngest child reached 18 years old,-or until the widow became eli-
gible for social security). One third of the widows also volunteered that re-
ceipt of the benefits would continue only as long as they remained unmarried.

Tables showing mounts of benefits received from retirement plans in the form
of lump-sum settlements and monthly income payments are presented in the
Technical Supplement.
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Veterans' Benefits

The widows of many veterans of the Armed Forces are entitled to several benefits
including up to $250 to help defray funeral expenses and, if qualified, a con-
tinuing pension for themselves and their dependent children.

Among the widows in the study, 38 percent said that their husbands had been mem-
bars of the Armed Forces of the United States and 33 percent received at least
some veterans' benefits.

Although no direct comparison was possible, the proportion of husbands who were
veterans may be somewhat lower than for husbands in general. This may be due
in part to health factors associated with premature deaths and in part to the
fact that some may have been too old to serve in World War II. For example,
the 60-year-old man who died in 1966 was 36 years old in 1942. Almost 3 in
every 10 of the husbands (29 percent) were between 60 and 65 years old when
they died. It would be expected that in the present decade, as the mortality
rate for World War II veterans begins to rise, veterans' benefits will increase
in importance.

The veterans' funeral benefit was received by 31 percent of the widows and by
80 percent of the widows of veterans. Host said that they had received $250.
Because the amounts were small, the funeral benefits account for just over
of 1 percent of the aggregate of funds received 'lump sum. However, among
widows from families with incomes of less than $5,000, the veterans' funeral
benefit accounted for 2 percent of the aggregate lump-sum funds.

Almost one fourth of the widows (24 percent), and 62 percent of those whose
husbands were veterans, received monthly income benefits from the Veterans'
Administration. Although a few of the widows, perhaps those whose husbands
died of service-connected disabilities or who died while on active duty, said
that they had received more than $150 each month in veterans' benefits; the
amounts paid were typically between $50 and $99. (See the Technical Supple-
ment.)

Sales of Business Interests

Within the immediate postdeath period, 4 percent of the widows said they had
received funds from the sales of their husband's business interests. Because
of a few sales involving substantial amounts (i.e., in excess of $35,000), the
sales of business interests account for 5 percent of the aggregate received
lump sum and 6 percent of the aggregate received by widows whose families had
had incomes of $10,000 or more.

Sales of Other Possessions and Miscellaneous Assets Received

When a husband dies, he may leave a number of possessions that his widow neither
wants nor needs and that can be converted into cash during the immediate post-
death period. She may also have received other assets that had not been reported
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in other sections of the questionnaire. About one fourth of the widows (22 per-
cent) said that they had such sources of funds, and they primarily were proceeds
from the sales of automobiles. Other sales included shop tools, boats, sports
and other hobby equipment, etc. None of the widows said that she had sojd per-
sonal effects such as clothing or jewelry.

Included in the miscellaneous category were a few sales of summer cottages and
other real estate; hence, they were conversions of one type of the family's pre-
death assets. A few widows also reported that they had received benefits under
salary continuation plans. Employee benefits and sales of real estate account
for most of the larger amounts reported in the miscellaneous category.

The sales of possessions and other miscellaneous assets received account for
3 percent of the total lump-sum assets reported by the widows, and that propor-
tion is essentially equal across income groups.

Gifts

Gifts of money from friends and relatives were reported by 26 percent of the
widows and account for 1 percent of the aggregate assets received lump sum.
The gifts tend to be small, generally amounting to less than $500, and to be
more common among lower income families. However, because other benefits also
tend to be small, gifts accounted for 8 percent of the aggregate assets received
lump sum by families with incomes of under $3,000 and for 6 percent of those re-
ceived by widows from families in the $3,000-to-$4,999 income bracket.

As income decreased, there was a steady increase in the proportion of widows who
received small gifts of money (i.e., less than $200). Apparently the friends
and relatives of widows from lower income families thought that any amount, no
matter how small, would be helpful. On the other hand, the proportion of widows
who received gifts amounting to $1,000 or more is almost constant across the
various income groups. The givers of the gifts were about equally divided be-
tween friends (Including the husband's co-workers) and relatives.

Workmen's Compensation

Workmen's Compensation for job-related illnesses or accidents was received by
3 percent of the widows and accounted for less than 4 of 1 percent of the aggre-
gate survivors' lump-sum benefits. Because of the small number of recipients,
no detailed analysis of Workmen's Compensation could be made.

Almost two thirds of those who received Workmen's Compensation said that they
had received funeral benefits from that source. The median size of the benefit,
based on 31 widows, was $650.

Workmen's Compensation claims were predominantly settled with lump-sum payments;
however, of those widows with claims, 36 percent reported that they had received
monthly income benefits from Workmen's Compensation. The lump-sum settlements
tended to be small, with 43 percent being for less than $1,000 and 80 percent
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for ler than $5,000. Of the 17 widows who said that they had received monthly
income payments, 11 said that the payments were between $200 and $299. One
said she received more than that mount, while five reported lesser amounts.

Liability Payments

The nature of the husband's death led 1 percent of the widows to file suit
against other persons or agencies. Although the number of widows was small,
liability settlements accounted for 1 percent of the aggregate of all lump-sum
benefits received. With only one exception, all of the liability settlements
were paid lump sum rather than in monthly income payments.

Welfare

Although income from welfare has not been included anong the survivor benefits
and other assets received by the widows, 3 percent-reported that they had re-
ceived welfare assistance in the period following their husband's death. The
proportion receiving welfare declined from 13 percent among widows from faml-
lies with incomes of under $3,000 to less than 1 of 1 percent among those whose
family incomes had been $15,000 or more.
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Chapter 6

The Life Insurance Claim
For many widows, the need for money to meet living expenses, as well as the ad-
ditional expenses created by their husband's deathp can be mediate and press-
ing. The widows who were beneficiaries of individual life insurance policies
were asked how long it had taken from the filing of the claim until each of
their individual life policies had been paid.

Over half of the beneficiaries (52 percent) said that the proceeds from at least
one of the husband's individual life policies had been paid within two weeks,
and only 12 percent said that two or more months had elapsed before they had
received a payment. Despite the presence of multiple policies, the record was
almost as good in terms of the time that elapsed between the filing of the claim
and the payment of all of the proceeds from individual life policies.

As can be seen from Table 44, however, the time to payment on the first policy
and the time to final settlement of all policies increased with the amount of
individual life insurance the husbands had owned. While the majority of all
widows said that they had received a payment in less than two months, those with
less than $5,000 of individual life policies typically said that they Lad re-
ceived a payment within two weeks and those with $25,000 or more of individual
life typically said that it took about a month (two to six weeks). In addition
to this shift, which probably reflects differences between payments made from
local offices as opposed to home offices, there also is a tendency for pro-
tracted settlements of three or more months duration to be associated with
higher amounts of individual coverage. As will be seen in the following sec-
tion, some of these extended delays were probably the result of company Inves-
tigations.

In order to compare the duration of the settlement processes for individual life
insurance and social security, an estimate of time-to-settlement for the "typi-
cal" life policy was derived by taking each widow who reported more than one
individual policy and randomly selecting one of her policies to represent time-
to-settlement. For the widows who reported only one policy, that policy was,
by definition, her typical policy. The time-to-settlement for the social secu-
rity claim is the time that elapsed between applying and the receipt of the
first monthly benefit check.

Almost half (46 percent) of the widows who received monthly benefit checks from
social security, said that three or more months elapsed before they received
their first check and, though the figures are not shown, over 1 in every 5 (21
percent) said that the first check had not been received for at least four
months.
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For many of the widows, life insurance, savings, or other funds were available
to assist them during the interval between the husband's death and the arrival
of the first social security check. However, ad will be seen in the following
section, when the interval before social security is received extends to four
months or more, there is a sharp increase in dissatisfaction with the social
security claims process.

Table 44 - Tim-to-Settlemt by &semt of Ousbeand'. lndJwvidaz Life Jneeurnce

Ti-to-Settlment of
First or 001y Policy

Three months or more
Two months
One moath
Undr two veeks

Tim-to-Settlemnt of All
edIvidu l Life Policiee

Three moths or more
Two mouthe
0ne moth
Under two Weeks

Weber of case

Amemt of InAodj "Id Life Insurance Owned
Under *5,00- *0iooo- " 15.W
$5.000 S9."9 124"1 or more

31
7-

32
58
M~

31
9

43

A4t~

O1 lot
14
42

1001

10!
19
40
31

100

31 52
8 12

33 45
56 38

100 100

621 168 139

7
52
31

242
8

20
1001
56

All with
individual insurance

4z
836

SI
10
36
49

984

of the Life Xnurinee end Social Security Claim

Time-to-Settlemet

luree mouth& or More
Two moths
One month or 1ea

Weber of casee

"Typical" Individual
Ufae Ineurance Polie

41
9

87
1001

985

The great majority of widows were satisfied with the way in which their life in-
surance claims had been handled. Among widows whose husbands had been insured,
95 percent expressed complete satisfaction with the handling of their claims.
Satisfaction was highest among those whose husbands had not owned individual
life insurance (98 percent satisfied) and it tended to decline as the amount of
individual life insurance owned increased -- dropping to 82 percent satisfied
among those whose husbands had owned $25,000 or more of individual life insur-
ance (see Table 46).
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Table 46 - Satisfaction with the Handlini of Life Insurance Claim

Amount of Todividual Life Insurance , All vith
Satisfaction vith Ne", had under $5,000- $10,000- $25,000 individual All with
Claim Settlement other insurance $5,000 $9 $24.999 or more insurance insursoce

Completely satisfied 981 961 93X 911 $21 941 951
not completely satisfied 2 4 7 9 18 6 5

100 1001 100E 100 i 101o-f

Number of cases 409 641 181 154 71 1,129 1,538

The decline in satisfaction among those whose husbands had owned the largest
amounts of individual life insurance appears to be the result of increased wari-
ness on the part of companies as the size of the claim increased. As was seen
in the preceding paragraphs, it took longer to settle the larger claims than it
did the smaller. As the time-to-settlement became more protracted, satisfaction
with the settlement process declined. Of the widows who said that all benefits
under individual life insurance policies had been paid within two weeks, 98 per-
cent were satisfied, compared with 84 percent satisfied among those whose claims
required two or more months to settle.

Dissatisfaction stemmed from a wide variety of causes. Some were simple annoy-
ances and others resulted in delay in payment but had no effect on the amount
of benefit received. However, at least half of the dissatisfied widows de-
scribed situations in which they faced the loss of all or part of the proceeds
from their husbands' life insurance because of contested claims or the designa-
tion of other individuals as beneficiaries. Of the 27 widows who reported that
their claims had been contested, 11 said that they had fought and won their
claims or were still in the process of fighting for payment (see Table 47).

Table 47 - Sources of Dissatisfaction with the Settlement of Life Insurance Claims

Source of Dissatisfaction Sumber of Widowa

CMan contested claim (said death was from illness existing at tim of application; age 27
on application incorrect; death not accidental; policy had lapsed; etc.)

Coma slow in paying (cause of death under investigation; otYer technicalities; etc.) 14

The ament (did not appear when called; slav in delivering claim check; 13
felled to forward form to company; misrepreanted or failed to discuss
settlement optional pressured widow to purchase life insurance; etc.)

Widow not desiguted "a the beneficiary 6

Miscelloeous (undertaker appropriated proceeds; check mailed in unsealed envelope; 10
company wouM not grant income.option; company insisted on income option- widow
told she and children no longer covered under husband's fnily policies; etc.)
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The Social Security Claim

For comparison, satisfaction with the handling of the social security claim
also was examined. Of the women who applied for social security benefits, 87
percent said they were completely satisfied, compared with 95 percent of the
women who were satisfied with the settlement of life insurance claims. Unlike
the life insurance beneficiaries, satisfaction with the social security claim
was unrelated to the level of benefits received. However, among widows who re-
ceived monthly income benefits, satisfaction with the social security claim was
directly related to the amount of time that elapsed between applying and the
receipt of the first benefit check. Of those who said their monthly benefits
had started within four months, 91 percent were satisfied; this compared with
69 percent satisfied who said it took four months or more to receive their
first check.

The sources of dissatisfaction with the payment of the social security claim
differed for widows who received monthly income benefits and for those who re-
ceived funeral benefits only. They also differed from the sources of dissatis-
faction with the life insurance claim (see Table 48).

Table 48 -- Satisfaction with Kandling of Social Security Claim

Social Security Benefit Received
Funeral only Monthly income Total

Satisfied (with handling of social security claim) 881 87% 572
-Dissatisfied (with handling of social mecurity claim) 12 13 13

100% 1OO% 1002

Source of Dissatisfaction

Time between filing and receiving benefits 14Z 452 352
Level of benefits (expected larger benefits; should be

full coverage regardless how long husband covered etc.) 24 25 25
Mechanics (papers mislaid; etc.) 9 25 20
Personnel handling claim (clerk was impertinent! etc.) 11 6 7
Eligibility rules for dependents 7 5 5
Nature of information requested (would children be placed 1 I 1

for adoption; had husband illegitimate children; etc.
Widow could not supply some information 2 + I
Miscellaneous 4 1 3

Number of cases 65 147 213

+Less than 4 of I percent

Among widows who received monthly benefit payments, the amount of time that
elapsed between the filing of the applications and the payment of the first
checks was the most common source of dissatisfaction. Also mentioned relative-
ly often were the level of benefits received and the mechanics of applying.
Among widows receiving funeral benefits only, dissatisfaction was not so much
with the handling of the claim as with the rules establishing the "blackout
period" and with the level of the funeral benefits.

Over half of the widows (54 percent) who applied for social security benefits
had no help in filing their claims and only 1 percent reported having been
helped by a life insurance agent. When help was given, it was most often given
by members of the family (17 percent) and morticians (12 percent).
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Help With the Life Insurance Claim

A majority of the widows who received life insurance proceeds (61 percent) said
that someone had helped them file their claim, but only 30 percent said that
they had been helped by a life insurance man. Even among those receiving pro-
ceeds from individual life insurance policies, almost as high a proportion of
the widows applied without help (37 percent) as said that a life insurance man
had assisted them (39 percent). See Table 49.

As the amount of individual life insurance proceeds increased, the proportion
of widows who had help in settling their claim increased -- from 58 percent
among those with less than $5,000 in individual life insurance to 89 percent
among those whose husbands had owned $25,000 or more.

Up to the level of $25,000 in individual life insurance, the increase in the
proportion who said they had been helped was the result of the increased pres-
ence of life insurance men. However, even among those who received from $10,000
to $24,099 in individual life insurance proceeds, only 50 percent said that a
life insurance man helped them fEle their claim.

Among the widows whose husbands had owned $25,000 or more of individual life,
the decline in the proportion who said that a life insurance man had helped them
file their claim was not matched by a decline in the proportion who said that
they had been in contact with a life insurance man during the course of settling
their husband's estate. While the cause of the decline was not explored, diffi-
culties encountered in settling some of the larger policies may have cast the
agents in the role of antagonists rather than as the widows' protagonists. The
apparent difficulties may also account for the higher proportion of attorneys who
helped file the claims for widows who received the largest amounts of individual
life insurance.

Table 49 -- Assistance in Filing the Claim(@) on Husband's Life Insurance

Amount 4f Individual Life Insurance AU with All
Helped File None, had Under $5,000- $10,000- $25,000 individual insured
Insurance Claim other ins. $5,0O $9.999 $24,999 or more insurance vidovs

No one 47Z 421 341 262 1i1 372 392
Life insurance agent 6 34 43 50 39 38 30
Family, close relative 11 12 12 10 18 11 11
Company official 22 5 3 4 4 4 8
Attorney 5 3 5 7 23 5 5
Mortician 3 6 2 2 1 4 4
VA official 4 1 2 1 1 1 1
Friend 1 1 2 3 3 - I 1
Banker I + - 2 3 1 1
Union official - 3 + + .... + I
Other or unspecified I 4 + -- 3 + +

Number of cases 419 659 183 154 68 1,148 1,567

+Less than 4 of 1 percent

Note: Columns may not add to 100 percent because of multiple answers.
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In addition to asking who had helped them with their life insurance claims, the
widows were asked for brief descriptions of the assistance that was given. In
most instances, as expected, it was to work with her in filing the claim; how-
ever, in a few, it was simply to give advice or to notify the company of the
husband's death. Also, a small proportion of the widows, primarily those as-
sisted by family or friends, said that the persons had given moral support or
had gone with them when they went to offices to file their claims.

The life insurance agents who gave advice rather than filing the claims were,
with only a few exceptions, assisting widows whose husbands had some life in-
surance but who had not owned individual life.

Not only did a minority of the beneficiaries of individual life insurance re-
ceive help from a life insurance man when they filed their claims, but also the
service offered by those who did help may often have been marginal. Of the
widows who said they had received help from an agent in filing their claims,
1 in every 5 (21 percent) had included a life insurance man as being among the
persons who had been of most help to her in the process of settling her hus-
band's estate and in applying for widow's benefits. On the other hand, 4 in
every 10 (41 percent) of those who had help from an agent in filing their claims
had simply noted that a life insurance man had been among the persons contacted
during the course of applying for their benefits. Almost as many (38 percent)
of those who said agents had helped file their claims did not include a life in-
surance man as being among the people they had dealt with in the course of set-
tling the husband's estate and in applying for widow's benefits. Though not
dire~c- evidence, the latter finding suggests that some of the help in filing
the claim may not have involved personal contacts.

Discussion of Settlement Options

Widows who received life insurance payments were asked whether anyone had talked
with them about the method of payment, that is, whether they should take lump-
sum settlements, monthly income installments, or leave the proceeds on deposit
with the insurance companies. Only 1 in-every 6 (16 percent) receiving any life
insurance payments could recall having discussed settlement options, and only
18 percent of those who had received proceeds from individual life could.

Among those who received proceeds from individual life insurance policies, the
proportions who said they had discussed settlement options increased from 9 per-
cent among those who received under $5,000 from individual life policies to
41 percent among those who received from $10,000 to $25,000. Of those receiv-
ing $25,000 or more of individual life, however, the proportion who could recall
having discussed settlement options declined to 34 percent. A detailed table is
contained in the Technical Supplement.

The opportunity to discuss settlement options depended, of course, on whether
anyone helped the widow settle her life insurance claim and if she had help,
on whether the person who helped her had talked about the various options. For
life insurance agents, employers, attorneys, and family members, the data were
examined for the joint occurrence of help with claim settlement and the discus-
sion of settlement options.
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As can be seen from Table 50, the pattern for life insurance agents is similar
to that for attorneys and company officials, that is, to provide help in set-
tling claims but not to mention settlement options. This tendency is even more
marked for family members. Compared with attorneys and company officials, life
insurance agents were somewhat more likely to be described as both having helped
with the claim and having discussed settlement options; however, the differences
are not particularly marked. In other words, the relatively small proportion of
widows who reported having discussed settlement options is the result of a com-
bination of those who did not have help with their claims plus the failure of
most of those who did help them, including agents, to discuss settlement options.

Table 50 -- Belp with Claim Settlement and Discussion of Settlement Option by Persons Giving Assistance

Life ins. Company Family
Mentioned in reference-to: agent Attorney official member

Claim settlement only 722 711 742 932
Settlement options only 9 15 15 5
Claim settlement and settlement options 19 14 11 2100 100- 10 100

*umber of cases 509 100 IS0 175

When settlement options had been discussed, the widows were asked what recommen-
dation had been given. Although the number of cases was small, life insurance
men differed from other discussants in terms of the advice given. In particular,
life insurance men were less likely to recommend that the widow take a lump-sum
settlement than were the other advisors. Also, they were more often seen as
making no specific recommendation but rather as describing the choices available
and leaving the decision to the widow (see Table 51).

Table 51 -- Advice on Settlement Option by Advisor

Advice aiven Life agents Others Total

Take lump sum 241 S01 342
Take interest option - 17 10 14
Take Income installments 20 18 19
Combination -- income and lump sum 2 1 2
None; explained and let widow choose 37 21 31

1002 1001 1001

Number of cases 147 108 255

When a specific suggestion was made, there was increased utilization of the rec-
ommended option. That is, 37 percent of the widows who said they had been ad-
vised to take at least some of the proceeds under an income option said they
had elected such an option and, similarly, 19 percent of those who were advised
to choose the interest option did so. As can be seen from Table 52, explaining
the options to the widow and letting her choose produced only a slight increase
in the use of options. Advising the widow to take a lump-sum settlement is
equivalent to offering no advice.
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Table 52 - Settlement Option Advice and Choice of Option by Widow

Advice tiven Income options Interest option*

Take income option (n-46) 372 it
Take interest option (n3S) 13 19
Explained; let widow choose (a86) 8 6
Take lump-am settlement (o-84) 3 1
ho one advised widow (nol,270) 2 +

+Less than % of t percent

*Does not include widos who received proceeds under an income or interest
option but who said method had been arranged before husband's death.

Knowledge of Settlement Options

The widows who said they had not discussed settlement options were asked: "At
the time the claims were being settled, did you know that most life insurance
policies allow you to take the payments in the form of monthly income install-
ments or to leave the money on deposit with the company until you are ready to
use it?" Almost 6 in every 10 (58 percent) of the beneficiaries of individual
life policies said that they did not know that most policies provide for various
methods of payment. The proportion admitting to being uninformed (excluding
those who had discussions) decreased from 63 percent among those with proceeds
of under $5,000 from individual life policies to 44 percent among those who re-
ceived $10,000 or more.

If those who discussed settlement options are combined with those who had not,
just over half of the beneficiaries of individual life insurance were aware
that most policies provide a choice of settlement options and that the level of
knowledge increased from 43 percent among the beneficiaries of iiall policies
to 80 percent among those receiving $25,000 or more in individual life proceeds
(see Table 53).

Table 53 -- Knowledte of Options at Time of Settlement

Amount of Individual Life Insurance All with All
Had Knowledge of None, had Under $5,000- $10,000- $25.000 individual insured
Settlement Options other ins. 15,000 M999 $24,999 or more insurance widow

Yes, had knowledge 50 432 632 701 80M 532 521

Had discussed 12 9 25 41 34 18 16
Not discussed 38 34 38 29 46 35 36

Hd no knowledge 502 572 37% 302 20% 472 482too% otz MR-- _o---2 1o--t 100- 1002-
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Attitude Toward Settlement Options

The recipients of life insurance proceeds were asked: "If a widow is left more
life insurance than is needed to pay final expenses, do you think she would be
wiser to take this money in a lump-sum settlement or in the form of monthly in-
come payments?" Their answers, of course, are based on two years of experience
as widows and may not reflect their beliefs at the time their claims were being
settled.

The largest single group, 39 percent, recommended lump-sum settlement; however,
almost as many, 33 percent, said that the widow would be wiser to receive month-
ly income payments. A third group, consisting of 28 percent of the widows, said
that the choice would depend on the widow's circumstances. Interestingly, the
proportion of widows who aaid that a lump-sw payment is best was almost totally
unrelated to family income. However, in contrast to the actual use of the in-
come option, the proportion of widows who recommended monthly income payments
declined as the level of the former family income increased, while the propor-
tion who said that the method of settlement should depend upon the widow's cir-
cumstances rose.

When the widows volunteered that the method of payment should depend upon cir-
cumstances, they were asked what those circumstances might be. Their answers
are shown in Table 54.

The lump-sum method of settlement is recommended in those situations in which
the widow is a good money manager, has some knowledge of investment opportuni-
ties, and has a regular income from other sources. Conversely, monthly income
is recommended for the widow who is less adept at money management and who may
lack the knowledee or confidence to handle her own investments. Attitudes such
as these probably account for the increasing proportion of widows who unquali-
fiedly recommend monthly income payments as income declines.

On the other hand, monthly income payments are recommended in those situations
in which the widow has an adequate amount of other funds in reserve and the
amount of life insurance received is large enough to make monthly income pay-
ments worth while. These two restrictions may account for a pattern of settle-
ment option usage that runs counter to the trend in attitudes expressed by the
widows. That is, while more of the widows from lower and middle income families
than from upper income ones recoended settlement in the form of monthly in-
come payments, this choice may not have been practical for many of these women
because of inadequate savings in reserve or because of the small amounts of in-
surance proceeds that many received.

Widows who received All or part of their life insurance proceeds under an income
option were examined to see whether they would recomend this method of settle-
ment to other widows. Only 4 in every 10 (39 percent) said they woul4 recommend
an Income option without qualifying their answers. Over one fourth (26 percent)
said they would recommend lump-sum settlements, while some 15 percent of the
widows who received proceeds under an income option said hat the method of pay-
ment should depend oh other factors such as the widow's ability as a money man-
ager, the amount of reserves she has, and the amount of proceeds received.
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Table 54 -- Circumstances That Would Affect Method of Paying Life Insurance Proceeds

Lump sun beet If . . or Monthly Income best if • . .

Widow can manage finances prudently 362 Widow is a poor money manager
Widow does not have adequate reserves 20 Widow has other money in reserve
Widow has other sources of Income 17 Widow has no other sources of income
Widow knows how to invest money 14 Widow does not know how to invest momay
A small amount is left after final expense@ 8 A large amount t left after final expenses
Other Investment returns higher than insurance 7 Insurance returns higher than other investmento
Widow is alone 5 Widow has dependents
Widow is sure proceeds go to herself and her heirs 2 --
Widow has dependents I Widow is alone
Miscellaneous 4 Miscellaneous

Number of cases 337

Note: Column wlli add to more than 100 percent because of multiple answers.

Advice on the Use of Life Insurance Proceeds

Widows who had some life insurance proceeds remaining after meeting final bills
and immediate living expenses were asked whether they had talked with anyone
about what they should do with the money, that is, how it should be used or how
it should be saved or invested. Despite common belief that new widows are be-
sieged with gratuitous offers of advice, only 1 widow in 5 (24 percent of those
with proceeds to save or invest) said that she had talked with anyone about the
use of her life insurance proceeds. Among widows with less than $1,000 in pro-
ceeds remaining, only 6 percent said they discussed the use of this am with
anyone. However, among widows with at least $25,000 in life insurance proceeds
remaining to be saved or invested, 59 percent said that they had received ad-
vice.

The advice received by the widows was conservative. Almost without exception,
the advisors recomended putting the money into some form of savings or invest-
ment, or urged the widows to be careful and not let the money slip away. When
specific investment advice was given, it was most often to put the money into
the bank, to buy stocks, or to purchase mutual funds. Only 3 percent said that
they had been advised to spend the proceeds on things they might need, such as-
furniture or home repairs.

It is also seen in Table 55 that the different types of advisors gave somewhat
different advice and that almost no one other than an aaent recomended the
life insurance alternatives. Although mutual funds would have offered the wid-
ows the advantages of diversification of their investments and professional
management services, all of the advisors other than mutual fund salesmen and
life insurance agents were more likely to recommend stocks than mutual funds. /
When the advice was related to the family's total Income, there was surprisingly
little difference between the widows from families with Incomes of under $10,000
and those whose family Incomes had been higher. Somewhat higher proportions of
the widows from the families with $10,000 income or more were advised to invest
in stocks (27 percent vs. 14 percent) and to proceed slowly and wisely (6 percent

67 -

25-407 0 - 74 - pt. 1 - 25

385 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



382

vs. less than 4 of 1 percent), while widows from the under-10,000 income fami-
lies were slightly more likely to be told to use the money to buy the things
they needed (6 percent vs. 1 percent). However, these were the largest differ-
ences between the two income levels.

Because advice on the use of settlement options is advice on the use of life
insurance proceeds, the results of these two questions were combined. Of the
widows who received life insurance proceeds, over 7 in 10 (71 percent) said
that they had neither discussed settlement options nor talked with anyone about
the use of their life insurance proceeds, while 7 percent said that they had
done both.

With the results of the two questions combined, the Life insurance agent is the
person mentioned most often. Eleven percent of the insured widows said that
they had either discussed settlement options or the use of their life insurance
proceeds with an agent. However, of those in contact with an agent, the large
majority (75 percent) mentioned him in reference to-settlement options only and
not as advisors on the use of the proceeds or the ways they should be saved or
invest ted.

Only 4 percent of the widows said that they had discussed settlement options or
the use of their life insurance proceeds with an attorney, and a majority (57
percent) of these mentioned the attorney only in regard to advice on the use of
the proceeds. As has been seen, when lawyers do discuss settlement options,
they recommend taking lump-sum settlements and when they give advice, it is to
put the money into a bank, stocks, or some other form of investment. Although
the answer cannot be supplied by this study, these findings raise a question as
to whether the lawyers do not feel that the settlement options would be advan-
tageous to their clients or whether they are simply not aware of the potential
advantages of settlement options.

Among the other persons most often involved in discussions with the widows, com-
pany officials were almost always seen as offering only information about set-
tlement options, while friends, relatives, and bankers were almost always seen,
as advising on the use or investment of the proceeds.
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Table 5 - Principl# Advisor.' , Rtetion, s to o the Widow Should
Ue.a ve. or inveet thet rocee4 frm Her jsband's Life Insurance

Advisor$

Advice Given

Put it in a bank
Invest in stocks

ay mutual funds
Take income option or annuity
u Goverment savings bopds
Take Interest option
Buy a house or pay mottige
Invest in a business
Invest i _jJC Insurance

Seek capital appreciation
Save it, no specific mntioned
Retain principal, live on interest
Proceed slowly, visely
uy the things you need

xiscllaneous

Number of cease

+Less than Sj of 1 percent

Note: Percentases viii add to more

Life
A4*0t

1

8

27
3

23

3
11

3

15

Security
Attorney Banker Salesan Friend

441
4
1

6
13

4

4

6
6

9

2

57Z
39

2

7

18
26
a

4

5
7

4

2
17
1

17
S

34Z
20
2
2

2
2
1

10

18

3
1
3

Relative Total

372
16
10
5

3

211
2

14

2
4
3

281
20
13
6
5
4
3
3
2
3
2
14

3
3
6

45 49 39 42 63 117 328

than 100 percent because of multiple answers.

Table 56 -- Occursnce of Settlment Option Advice, Advice on
the Use of Life Insurane Proceeds. or Both. by Tyve of Advisor

Advisor

Life Imursace agent
Family. close relative
Attorney
Friend

comny official
banker

Percentage of idov
mentioning advisors
in either capacity

111
7

3
3-
2

Information liven
Settlement Investment

option only advice only Both

752
7
25
690
I

15288
57
89

799

102
5

is
5
3
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Chapter 7

Disposition of the Life Insurance Proceeds
A number of things happen to life insurance benefits once they have been paid.
Some are used to meet final expenses and other bills outstanding at the time of
death, while additional amounts may be spent to meet the survivors' immediate
living expenses. Other sums may be spent in the immediate postdeath period for
automobiles, home remodeling, appliances and other durables, or travel. Al-
though some of these uses may provide continuing benefits in the sense that
they eliminate debt or protect other assets, in a larger sense they represent
committed funds that can no longer be used to meet future needs.

Approximately 1 widow in every 4 (24 percent) said that while her husband had
had life insurance, all of the proceeds were exhausted in the immediate post-
death period (see Table 57). At the lowest income level, in addition to 24
percent without life insurance proceeds, 57 percent of the widows said that
they had proceeds but that these proceeds had been exhausted soon after they
were received. The proportion that had exhausted their proceeds declined sharp-
ly as income increased, dropping to 8 percent among widows from families whose
incomes had been $15,000 or more.

Funds also may be saved or invested for future use or to provide a continuing
income for the surviving family. Widows were considered to have continuing
benefits from proceeds that they had saved or invested, that were received
under income options or left with the company under interest options, that were
placed in trust funds, or that were used to pay or reduce mortgages. While the
latter use represents a commitment of funds, it was considered to be an invest-
ment that paid dividends in reduced living costs.

Almost two thirds of the widows said that proceeds from the husband's life in-
surance remained to provide continuing benefits beyond the immediate postdeath
period. The proportion who had continuing benefits was highly related to the
predeath income level of the family, increasing from 19 percent of widovs whose
family incomes had been under $3,000 to 85 percent of those with incomes of
$15,000 or more.
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Table 57 - Proportion of Vidow Who Retained Life Insurance Proceeds Beyond the immediate Postdeath Period

Adlueted Total Feamily Income
Under $3,000- $5,000- $7,000- $10,000- $15,000

Retention of Proceeds $S3000 $4,999 $6.999 $9.999 $14.999 or more Total

No life insurance 242 18 102 61 42 62 82
Isursoce - vidow did

not receive proceeds - 1 2 + 1 1 1
Insurance - proceeds exhausted

in immediate poeldeath period 21~ 2~ 16 5
Insurance - proceeds saved or

Invested to provide income TX ., 79L J< 2- .. & h
1002too 1002 100Z 1002 1002

+Leaa then % of I percent

Over 8 in every 10 of the widows of insured husbands (83 percent) said that at
least some of the proceeds had been used to meet final expenses. The two "Im-
mediate expense" categories that follow final expenses in Table 58 require some
explanation. The widows were not asked specifically about the amount of pro-
ceeds spent to meet living expenses in the period immediately following the
husband's death; hence, it was possible for the amount of proceeds allocated to
fall short of the amount received. As can be seen from the table in the Tech-
nical Supplement, these amounts were generally small; it is reasonable to assume
that most of the widows in the "Immediate uses -- use not specified" category
,sed some proceeds to meet immediate living expenses. This category contained
37 percent of the widows of insured husbands and is essentially unrelated to
the predeath income level of the family.

The category "Immediate uses -- use specified" in Table 58 includes widows who
said "yes" to the question (which followed a battery of savings and investment
questions) "Did you do anything else with the insurance proceeds soon after you
received them?" Twenty-six percent of the widows said "yes" to this question.
The breakdown of the 26 percent of the widows in this category is shown in
Table 59. It also includes those who said "no" but who had payments from credit
life insurance covering the type of loan or installment purchase (other than
mortgage) that would not automatically become due and payable upon the husband's
death.

Because it was a "catchall question," a few widows were included who had, in
fact, invested proceeds rather than expending them for immediate uses -- for
example, those who bought homes for themselves or undertook remodeling so that
they could rent rooms or apartments. The large majority, however, reported ex-
penditures or uses of funds that cannot be considered as saving or investing for
the future (see Table 59).

- 71 -

389 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



Table 38 - Prisortios of VIdos Who Allocated Life Insurance Proceeds to Imdiate Uaes and to Various
$Sints and WavE2n-0t media in the aediate Poatdeath Period (vidom of husbands vith life ineursca

Proceeds withheld or
psid to other bensficiaries

Proceeds vent to:

Final expenses
Immediate uses (unspecified)
Immediate uses (specified)
savings accounts

Checking accounts
Mortgage payments
Income options
Stocks
Mutual funds
Trust funds
Government savings bonds
Interest option
Other savings or investments

Adjusted Total Family Income
Under $3,000- $5,000- $7,000- $10,000- $15,000
$3.000 $4.999 f69 $9999 $14.999 or more

21 61 52 41 - 82

81 89 86 87
44 36 43 35
13 23 25 31
11 38 53 58
11 14 14 16
5 2 11 10
1 2 4 7

-- -- 1 2
.. - 1 2
-- 1 1 2

1 + 2
2 2 2 1

81
40
30
70_
25
17
11
5

3

2
3

Total

82 61

66
35
29
78
18
21
12
17
it
10
7
2
1

83
37
27
59
18
12
7
4
3
3
2
1
2

+Less than h of 1 percent

Table 59 -- Other Imediate Uses of Proceeds (vidovs of Insured husbands)

Use of Proceeds

yaid outstanding bills, loa and installment purchases
Used for current living expenses
Repaired or remodeled family home
Purchased a home
Purchased an automobile
Purchased appliances
Travel or vacation
Other

Percent

142
4
3
1
1

2

Of the various methods of saving or investing proceeds, the widows' initial de-
cisions were clearly in favor of savings accounts. This category not only in-
eludes widows who put money into regular savings accounts, or accounts with
savings and.loan associations and similar institutions, but those who purchased
certificates of deposit. Overall, 59 percent of the widows of insured husbands
initially placed some of the proceeds in savings accounts, with the proportion
increasing from 11 percent at the lowest income level to 78 percent among fmi-
lies that had had incomes of $15,000 or more.
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As the level of predeath family income increased, so did the proportion of
widows utilizing each of the various methods of saving and investing. The In-
crease, of course, is partly a reflection of the increase in the proportion of
widows who had proceeds remaining after final bills and immediate living ex-
penses had been net. Therefore, Table 60 shows the proportion of widows who
elected each of the various savings and investment media among those using pro-
ceeds for savings and investments only (i.e., elimination of those who received
no proceeds and those whose proceeds were exhausted in the imediate postdeath
period). Because of differences in the mounts of proceeds available for sav-
ings or investment and perhaps because of differences in investment preferences,
there is still a marked tendency for the variety of financial media used to in-
crease with increasing family income. The exceptions to the trend are the pro-
portions putting money into checking accounts, miscellaneous savings, and in-
terest options. At the $15,000 family income level, there is a noticeable in-
crease in the proportion of widows who utilized stocks, mutual funds, and trust
funds.

Table 60 -- Percent of Widove Chooeing Various Savings and Investment Media for Life Insurance
Proceeds Not Ixhausted in the Imediate Poetdeath Period (idove with proceeds to save or invest)

Adjusted Total Foully Income
Under $5.000- $7,000- $10,000- $15.000

Savings or Investments $5000 6999 $9999 $14,999 or more Total

Savings accolnts - 741 80x 821 851 881 821
Checking accounts 32 20 22 31 20 25
Mortgage paynente 8 17 15 21 23 18
Income options 5 7 10 14 13 11
Stocks -- -1 6 19 5
utual funds -- 1 3 4 12 4

Trust funds - 2 3 3 11 4
Government savings bonds 2 2 3 3 8 3
Interest options 1 1 3 2 2 2
Other savings or investments 6 2 2 4 1 3

ftber of cases 116 270 438 365 154 1,343

In addition to examining the proportion of widows who allocated funds to various
uses or to the various savings or investment media, the data were also examined
to determine the proportion of proceeds that were allocated. Although the fig-
ures are presented in the form of percents, they may be thought of as the share
of each life insurance dollar that was allocated to a particular use or that
went to a specific savings or investment medium (see Table 61).

Of each dollar of potential benefits, 3 cents was lost to the widows because of
policy loans, contested policies, or theesignation of someone other than the
widow as the beneficiary. In relative termsthe loss of proceeds struck hara -
eat at the families in the very lowest income group, where 10 cents of every
insurance dollar was withheld or paid to someone other than the widow.
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Fifteen cents of every dollar was allocated to the payment of final expenses,
i.e., burial costs, medical expenses, taxes, etc. At the lowest income level,
35 cents of every dollar was allocated to final expenses, with the amounts
gradually declining as family income increased -- at the $15,000 income level,
only 10 cents of every insurance dollar went to final expenses. Eight cents
of every dollar was allocated to other immediate uses, specified or unspecified.

Of the total life insurance proceeds, 74 percent remained after final expenses
and other mediate uses to be saved, invested, or to provide other continuing
benefits to the widows. At the lowest income level, 39 cents out of every
dollar remained, and the amount increased with increases in the family income
level, reaching 82 cents of every dollar at the $15,000 income level. Thirty-
seven cents, or half of the proceeds available for saving or investing, was
initially allocated to savings accounts. Trust funds captured 9 cents of every
dollar, primarily because of the large amounts allocated to trust funds by fami-
lies with incomes of $15,000 or more.

Tale 61 - Distribution of Agiregate Life Insurance Proceeds
in the Imediate Postdeatb Period vidowe of husband with life insurance)

Distribution

Proceeds withheld
or paid to other.

Imediate uses

Fiual expenses
Living snd other expenses,

or unallocated

Saved or Invested
to provide income

Savings accounts
Truet funds
Mortgage payments
Income options
Stocks
Mutual funds
Checking account
Interest options
Governsent savings bond"
Other savings

or investmerts

Mean dollars distributed

Number of cases

+Less than % of 1 percent

M1,Jited Total il7 Invco
Under $3,000- $5,000- $7,000- $10,000- $15,00

0 P $6.9" $9.9" $14.M or more Total

lo 21 3% 2z 32 32 31

51i 462 322 301 222 131 232

35 26 21 19 12 10 15

16 20 11 11 9 5 8

391 52% 651 681 751 621 742
19

3
4

7

38

1
6

4
1
4-

40
1
7
6

1
3

16 2
1001 100I

43
2
7
5

2
4
3

2
100i I00

43
2

10
7
2
3
3
2
1

2

30
21
6
5
9
6
1
2
2

37
9
7
6
4
4
3
2
1

1
1002 100% 1002

$2,400 $3,400 $5,700 $7,700 $12,500 $27,300 $10,200

58 145 270 438 365 154 1,586
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Stocks and mutual funds received 8 cents out of every dollar of life insurance
proceeds. Again, it was primarily from the funds received by the upper income
families. A similar amount, 8 cents out of every dollar of proceeds, was re-
tained by the companies under either the interest or the income option. Unlike
stocks and mutual funds, however, the proceeds retained by the companies under
options tended to come from families at all levels of income, not from just the
most affluent.

The figures in Table 61 are based on the mean amount of proceeds allocated to
the various uses. In any category of use, the mean can be distorted by a few
widows allocating unusually large amounts of proceeds to it. For example, in
the $5,0.0-to-$6,999 income category, 5 percent of the proceeds were allocated
to Government savings bonds, compared with no more than 1 percent in any of the
other income brackets; this is the result of one widow who allocated $25,000 of
proceeds to Government savings bonds and represents her unitary decision rather
than any small strengthening in the appeal of Government bonds peculiar to wid-
ows from families in the $5,000-to-$6,999 income bracket. In interpreting the
findings for any particular category of use, or any savings or investment cate-
gory, the overall amount allocated to that category and the consistency of any
trend is more important than is the occasional atypical figure.

Detailed tables showing the amounts allocated to various uses and to specific
savings and investment media are presented in the Technical Supplement.

The widows who had been able to place some of the proceeds from the husband's
life insurance into savings or investments were asked how they thought they
might use the money. The largest single group, accounting for 48 percent of
those with savings, said that they had no special plans -- that they would try
to keep a nest egg for their future security or as a reserve for emergencies
(see Table 61.).

Many of the answers implied that the widows hoped to retain whatever proceeds
were left for some specific future need such as children's education, the pur-
chase of a home, future travel, or retirement. In other words, they did not
think of the proceeds as providing continuing income to meet day-to-day living
expenses but rather as funds that could be used to meet large, nonrecurring ex-
penditures. While all families need such reserves, to the widows facing a fu-
ture marked not only by reduced income but by restricted access to credit, the
need may assume particular importance.

Some of the widows, however, did anticipate using some of the proceeds from life
insurance to meet their ongoing living expenses. Some 20 percent of those with
savings said that they anticipated drawing on principal to meet routine living
expenses, and 9 percent said they hoped to retain the principal but to use the
interest as income.

Of the various answers given, only two were strongly related to the amount of
Individual life insurance carried by the husbands. These were the use of pro-
ceeds to finance children's education and the use of interest as income. Both
of these uses require larger amounts of savings than remained for most of the
widows.

- 75 -
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Table 62 - Anticiated Use of Life Insurance Proceeds Allocated to Savinau or Investment.

Amount of individual Life insurance Owned by Husband
None, had Under $5,000- $10,000- $25,000

Anticipated Use other ins. $5000 $9.999 $24,99t or more Total

No special plans (neat 6U) 492 451 601 441 1.31 481
Routine living expenses 17 27 9 22 15 20
Reserve for education 9 9 15 16 28 12
Retain principal -- use interest for income 9 8 3 11 29 9
Reserve for nonroutine expenses 12 10 9 4 7 9
Emergency fund (against unemploYment) 5 6 8 6 4 S
Pay outstanding bills 6 3 1 2 2 3
Reeirve for retirement 1 -- 4 3 -- 2
Inheritance for children 2 2 + 3 - 2
Reserve for purchase of home 2 2 1 1 - 2
Reeerve for future travel 1 1 1 -- 1 1
Miscellaneous 3 3 5 5 10 4

Number of caes 263 335 158 130 56 942

+L-ss than %f of 1 percent

A Final Word

The reader is reminded that a description of the survey methods, including a
reproduction of the questionnaire, is contained in the Technical Supplement
to Volume 1, The Onset of Widowhood. The Suppleudnt also contains tables that
document certain of the findings discussed in Volume 1.

The second and concluding volume, Adjustment to Widowhood -- The First Two
Years (which will be Research Report 1971-4) examines the potential for
financial hardship that existed when the husband died and the extent to which
hardship was realized. Particular attention is given to the roles of life
insurance and other income maintenance plans in preserving the financial health
of the widow and her family.

- 76 -

394 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



391

The LIFE UNDERWRITER TRAINING COUNCIL (LUTC) was created

in 1947 Ihrough the combined efforts of life insurance company

and field organizations. The Council's primary function is to provide

practical sales training for life insurance salesmen and to serve as

a clearing house for information on life insurance education and

training. Over 1,000 class groups, located in communities through.

out the United States, participate each year in LUTC programs.

The Life Insurance AGENCY MANAGEMENT ASSOCIATION was

founded by life insurance companies in the United States and

Canada to study common problems of agency management through

original research and the development and exchange of ideas.

Member companies have in force about 95 per cent of the life

insurance sold by the Uniled States and Canadian companies. Asso-

ciate members are located in many other countries in the free world.

12 - 160 - 13.111 Printed In U.S.A.
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Filing note to LLAMA member companies:

This report is Research Report 1971.4 in
LIAMA's regular research report series.

Its LLAMA file number is 730

An Opinion and Attitude Study
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Adjustment to Widowhood-
The First Two Years
This is the second and final report on the Widows Study, a Joint undertaking of
The Life Underwriter Training Council and the Life Insurance Agency Management
Association.

The first report dealt with the onset of widowhood: the economic situations of
the families before and immediately after the death of the husband, the finan-
cial decisions the widows faced and the help they received in making them, etc.
This second report deals with the adjustment period that followed: the changes
in living standards and the factors that dictated these standards -- employment,
liquid assets held, and life insurance proceeds -- the effect of the husband's
death on the children's lives, and finally, the widows' own descriptions of the
problems they face and their recommendations on how future widows might be
spared some of these problems.

The stumary on the following pages covers both reports on the study. Readers
wishing further detail on the first phase of the study are referred to Volume
One, The Onset of Widowhood (LIAHA File 730), and to the Technical Supplement
to that volume. A technical supplement to this second volume is also available.
It contains detailed tables and additional documentation of the findings re-
ported here.
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The Widows Study
A husband dies and a wife begins a new life alone -- with the responsibility
for maintaining herself and her family.

If she is in good health, the widow may be able to earn an income. She will
have the proceeds from her husband's life insurance; she will also have social
security while the children are growing and after she reaches retirement age --
but are thee resources, together with whatever miscellaneous financial as-
sistance she may receive, sufficient to maintain a semblance of her family's /
former standard of living?

The Widows Study was undertaken to help the insurance Industry evaluate Its
success in accomplishing it al a &f alVlr-tng the hardshiLs caused .by the
premature death of the family head and to discover possible ways to improve
coverage, methods o' benefit payments, service to policyowners and survivors,
and marketing strategy. Most important, the study was undertaken to provide
insurance representatives with realistic information about widowhood so that
they might offer improved counseling to their prospects and policyowners -- and
to the survivors.

The results of the study are reported in two volumes: Volume One, The Onset of
Widowhood, and Volume Two, Adjustment to Widowhood -- The First Two Years. Sup-
plements to both volumes contain detailed supporting tables and technical infor-
mation. (Volume One is Research Report 1970-8 and. Volume Two is Research Re-
port 1971-4 in LIAMA's regular research report series. Both are LLA File 730.)

Method

A description of the survey method, including a reproduction of the question-
naire, is contained in the Technical Supplement to Volune One. In brief, the
method was as follows.

The information was gathered in a series of personal interviews conducted in
late 1968 and early 1969 among a sample of women whose husbands had died in
1966. This time period of approximately two years after the husband's death
was chosen because it was thought to be long enough for the pattern of long-
term adjustment to widowhood to be apparent but short enough for the widow to
recall with reasonable accuracy her family's financial situation before the
death of her husband, as well as her decisions in the immediate postdeath pe-
riod.

-- -
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The sample was drawn from the death certificates of married males under the age
of 65 who had lived in the following Standard Hetropolitan Statistical Areas:
Boston, Chicago, Houston, and San Francisco. Standard Hetropolitan Statistical
Areas include within their boundaries suburbs, small cities, and open areas,
and roughly 2 out of 3 Americans live in SKSAts. Although the sample is not
representative of all deceased husbands under 65 years old in the United States
as a whole, the characteristics of the families in the study closely parallel
those of families in an age-equivalent segment of the population -- that is,
the portion of the total population that matches the age distribution of males
who die between the ages of 25 and 64.

Chilton Research Services of Philadelphia was responsible for drawing each of
the samples and for the selection, training, and supervision of the staff of
interviewers.
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Texas. Without permission to sample from their files of death certificates,
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appreciative of the assistance received from Dr. Robert D. Grove, Director of
the Division of Vital Statistics of the National Center for Health Statistics,
in gaining the cooperation of the states.

Finally, the sponsors are deeply grateful to the 1,744 widows for their will-
ingness to reveal very intimate financial details to the interviewers and to
the interviewers for their skill and understanding in carrying out their as-
signments.
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Some Implications of the Study
Can widows, through their own efforts and with bel2 from the various resources

programs, maintain their livin standards following the premature deaths of

/The results of this study indicate that about one half will be able to do so
'~fb~t that lonly i I_ futK Wffl Ina--poition where they can be co6is1M6redt~o

1\bIfng-di aa11-Iy-ahi-ii-ialtfree'from fincital worries.

The study points to the importance of life insurance and other survivor bene-
fits in helping to alleviate the financial hardship of widowhood. It also
points to the importance of the widow's earnings as a source of replacement in-\
come and to the contribution of adequate financial reserves to the maintenance
of living standards. However, the fact that a wife faces a 50-50 chance of
undergoin ageQqeip ing standards if her husband dies prematurely..-- .and
a I in SF chance of undergoing-.& serious' -C-rre--should & an ci O'mpla: I
cen"-ibit the adequacy of existing .life .insurance benefits. -I

Forxtthe life insurance industry, which is concerned with the aspirations and
AgL of individual fai.. ± a.._eyen.ejr faroii or

_placenc Even en living standards had been maintained, a varliyifyF-iU
MM wre pointed out by the data. There frequently was a need for replace-
ment income to substitute for the widow's earnings. Although a majority of
the widows who were working said that they would continue to do so even if fi-
nancial need were eliminated, at least a third of the working widows would
prefer to stop. The need to remain in the home was particularly acute for
those widows with infants, for those with health problems, and for the elderly.
A second general area of need was for funds to eliminate debt, particularly
mortgage and business debt, at the onset of widowhood. A third area was the
need for more adequate reserves to meet contingencies and the needs of retire-
ment.

While a decline in living standards implies that the widows' life insurance
proceeds and other security benefits were inadequate, the converse is not
necessarily true -- the maintenance of standards of living does not imply that
the benefits were adequate.

-3-
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The full extent of the need for life insurance cannot be estimated from the
data; however, the findings clearly suggest that the conditions of widowhood
can be iupro.ed through improved marketing of. life insurance. The following
points summarize the major implications for improved marketing base l on the
results of the Widows Study.

Death: physical and economic - Only two questions were asked about the nature
of the husband's death, whether it was caused by illness or accident and how
long the husband had been sick or disabled before he died. Yet the findings
give a a artlinsl clear and consistent picture of the JnjurJkou8 effects of a

rolonged- ternal illness or disablicy upon the financial well-being of the
family both before and after the husband died.

Illness or disability affects income by limiting the opportunities for normal
occupational advancement, by reducing the number of hours per week that one can
work, by causing a shift to a less-demanding type of employment, or by causing
loss of employment. C3hen employment is affected, savings may be reduced and
there may be a loss of both health insurance and life group insurance benefit .

As the period of terminal impairment increases, the reduction in.the level of
family income in the predeath period indicates that existing income maintenance
and disability benefit programs are only partially meeting the family's need
for replacement income.

Apart from reducing income, the period of illness or disability often creates
sizeable-expenditures for health care. Health iniurance, though covering a
majority of these expenses, on-lypartially prevents this burden for the sur-
vivors. The findings of the study reinforce the view that in planning for
family security, the need for health insurance and disability income protection
cannot be separated from the nee olfe insurance.

The sale of life insurance'-- Various segments of the families had acquired a
measure of economic security through a variety of institutional mechanisms.
Social security provided for some of the needs of the disabled, the mothers of
young children, and the elderly. Some of the families of former servicemen
received VA benefits. Half of the husbands had group life insurance, and some
of the widows received settlements from retirement plans.

However, because these programs are designed to provide mass coverage, the
benefits were often imperfectly correlated with the security needs of the indi-
vidual families.

The life insurance industry, operating through its sales representatives had
had the opportunity to reach these familes.Jefore the husbands' deaths and
provide them with personal financial planning assistance. In their sales in-
terviews, the agents had hadthe opportunity to work with the families to
establish individual financial coals, to discuss the risks of illness or dis-
ability and of death, to describe the iportance of insurance, and to coordinate
Individual insurance with institutional benefits in order to create meaningful
security programs.

-4-
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Yet when asked whether an agent had ever made a thorough review of her hus-
band's life insurance and prepared a program based on the family's needs, only
1 widow in 4 said "yes." Programing has, of course, become more common in
recent years, and this was reflected in the answers of the younger widows. It
was also more common in higher income families, perhaps reflecting a tendency
for agents to think of programing as inappropriate for families of more limit-
ed means. a]

Programming has been discribed as the only valid way of finding out how much
and what kind of insurance a family should have.* Life-Insurance in Focus
showed that it is an appreciated service and that family heads find that it in-
creases their motivation to buy.** The widows of men who bought after being
programmed said that the programs had been helpful, not merely because of the
proceeds but also because the programs had provided them with information and
guidance at the onset of widowhood. The results of this study reinforce the
view that need-relatedselling should be emphasized among all portions of the
life insurance public.

While the sale of insurance is the primary service provided by an agent, the
study points to an additional opportunity to be of service at the time of th
sale. In most families there was little evidence that steps had been taken to
prepare the wife for the eventuality of her husband's death. The sales inter-
view gives the agent an opportunity to go beyond Information aout thg family'st suranice.jeds and toprov *. r a jf 1 ni alcusel. Wills can be

discussed. If the family has not already done so, the agent can poInt to the
importance of having life insurance policies, birth and marriage certificates,
and other essential records brought together and kept in a place that will be
accessible to the widow. If the husband is the family financial officer, the
agent can talk about the importance of teaching the wife to take over.

Services such as these can help provide the basis for a continuing agent-client
relationship.

Effect of time on adequacy of coverage -- Judge by any standard, the amounts
olife i nce rece ved bthe widows were low. only a percent wee ene-
f-iciaries of as-much as $25,000 of ife insuran e6and, of these, most were from
upper income families. It is impossible to know with certainty whether the
coverage on these husbands differed significantly from that of men of comparable
ages in the general population; however, several factors may have combined to
reduce the level of ownership for some families. For example, fewer may have
had group life insurance because of changes in employment status resulting from
their illnesses or disabilities. Fewer of the younger husbands had purchased
individual life insurance than might be expected, perhaps because of the
physical conditions that led to their deaths.

*Robert I. Hehr and Robert W. Osler, Modern Life Insurance, Third Edition, (New
York, The Macmillan Company, 1961) p. 337

**Life Insurance in Focus, Volume 1, LIAHA Research Report 1960-5 (File 940)
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However, most of the husbands were not young, and there seems to be another
factor that accounts for the low level of ownership, not just among the fami-
lies in the Widows Study but among older families in general.

Unlike most products, which are purchased to meet specific current needs or
wants, life insurance is purchased in anticipation of the needs of survivors at
some unspecified future date. That these needs change as the family passes
through the life cycle is implicitly recognized in the process of programing
a husband's life insurance. Unfortunately, the aging process Is only one of
the variables that affects the need for life insurance. If the value of the
dollar chanes radicallyL as it did during the lifetime of thef-TTl~ iit~e
at , ejjj -f .Qj.j447fn-urance protection required by the survivors vwil
\ cliaa. Although it is an inference based on data from a variety of sources,

seems probable that the low level of ownership at older ages is largely the
result of families' failing to increase their coverage to reflect the changes
in the economy during the last 20 to 25 years of the husbands' lives.

Changing economic conditions alone suggest the need to periodically monitor a
family's insurance coverages of life, health, and disability income protection.
However, a variety of other factors may change and with them, the family's need
for life insurance. For example, occupational advancement may alter the family's
living standards, additional dependents may be added, mortgage or other substan-
tial debt may be acquired, the wife's ability to work may become impaired, and
so on.

While the needs of his survivors remain in a state of flux, studies show that
most purchases of individual life insurance take place between the time a young
man takes his first Job and the time he reaches age 40 to 45. During the remain-
ing 20 or 25 years before he reaches retirement, the probability that he will
buy additional insurance on his life is diminished, partly as a result of in-
creased resistance to buying and partly as a result of not being called on by
an agent.* Yet a man in his middle years can be a good buyer. The findings of
the Widows Study reinforce the view that more attention should be directed to
the "over-40" market, not only as a valuable social service but also as a source
of additional sales.

Settlement options and lumbp-sum payments - The study findings point to a vari-
ety of cash needs. The need for cash settlements to meet final bills is not
new, but the study shows how highly variable these needs can be. At all income
levels, the families were exposed to the risk of large medical expenses that
were not covered by health insurance. Taxes, estate administration, and
outstanding loans (primarily business loans rather than installment or other
consumer credit) contributed to the variation in expense faced by upper income
families. The magnitude of the cash sums that might be required to meet final
expenses should be made known to the public as well as to agents.

*See The Opportunity to Buy, LIAMA Research Report 1968-3 (File 940).
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The study shows that relatively few of the homeowners had made provision for
prepayment of their mortgages through life insurance. Where prepayment is pos-
sible, mortgage insurance provides a relatively inexpensive way of eliminating
debt and, in effect, increasing the income of the widow.

The widows' needs f(oL .=b.aaaes to meet unforeseen emergencies were seen to
be stronaLe than may previously have been recoantzed. In common with all fami-
lies;-t he wilvshave need of reserves to meet large, nonrecurring expenditures
such as a wedding for the daughter, paint for the house, replacement of major
appliances, taxes and insurance premiums, sewer assessments, college costs,
medical bills, etc. Others may wish to help their grown children, for example,
by giving them the down payment for a home. Funds may also be required for
retirement. Once a particular expenditure has been made, however, a complete
husband-wife family may be able to replenish its savings in anticipation of
future needs -- most widows will not. For the remainder of her lifetime, there
will be little opportunity to add to the resources that were available at the
onset of widowhood. As her reserves are depleted, so is her security. Recogni-
tion of their vulnerability may account for the strong desire on the part of
many widows to keep their life insurance proceeds intact and not to use them to
supplement their incomes.

Only 8 percent of the widows of insured husbands said that they had received
any of their proceeds under income options. The infrequent use of options
reflects, at least in part, the small amounts of proceeds received by many of
the widows and the need for cash to meet final expenses and to create reserve
funds. It also is the result of the widows'being unaware that they may have
had the choice of options and the fact that agents and other financial advisors
often did not mention options as alternative methods of payment. A few of the
widows also may have suspected the motives of the companies in seeking to retain
the proceeds under income or interest options. A majority of the widows, how-
ever, said that if the conditions were appropriate, a widow would be wise to
receive some of her proceeds in the form of xinthly income payments; this sug-
gests that there may be somewhat greater demand than current usage indicates.

The findings point to a need for flexibility -- and caution -- in determining
the method of paying life insurance proceeds. Dtscgussion of settlement options
as a way of meeting the surviving family members' needs for reserves ana re-
pace nc 'eifiuld properly betin with the-IM1tiII!i iUrcfse of "life ur-
ance rather than at the time of claim settlement-U.--Tt--ioE1"6u co'fIu-ie as an
ij-ejraif part of "th e ;-goig programing procedure. As there are changes in
the survivors' needs as the family passes through the various stages of the life
cycle and as there are changes in economic conditions, periodic reviews of a
client's portfolio provide additional opportunities to review the methods of
benefit payment with the family so that the method of settlement, as well as the
amount of coverage, fits the family's changing situation -- and so that the wife
understands the program's purposes. Because many years may elapse between the
initial purchase and the filing of a death claim, it becomes a responsibility
of home office and field management to ensure a continuity of service.
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Claim settlement -- In the hours and days following the death of the husband,
people in a variety of occupational roles had an opportunity to assist the
widow and to make the transition process easier. However, the results of the
study indicate that most, including life insurance men, limit themselves to very
specific types of assistance. The morticians arrange the funerals; the clergy-
men say the appropriate words; and the life insurance men and social security
clerks file the necessary forms.

Because half of the husbands died after reaching age 55, and in light of the
lack of recent agent contact among men in this age group, the probability is
high that the widows' claims were serviced by strangers. It would be natural
for an agent, lacking a sense of personal attachment to the survivors and aware
of the widow's grief, to adopt an impersonal approach. Lack of training in
methods of claim settlement also may have played a part. Company manuals
typically discuss only the internal mechanics of the settlement process, i.e.,
the forms required and how they should be submitted so as to expedite payment.
A recent survey-of company beneficiary services practices showed that while
almost all companies recommend that the agent discuss the availability of set-
tlement options, a majority take no position on activities such as advising or
assisting the beneficiary in filing claims on other life policies or the hus-
band's group benefits.* The "death claims" file in the LIAMA library contains
not a single article discussing extended service at a beneficiary's time of
bereavement.

In addition to the simple courtesy of offering to help the vidow file her claim
and assisting in the other paper work created by her husband's death, agents
can serve in other ways. At no other time in her life is a woman likely to
have as much cash at her disposal as when her claim checks are delivered. She
must then decide what portion to spend and how much to save and invest, and
where. Although frequently she will have had no experience in making large
financial decisions, the study shows that the great majority of widows will
make these decisions alone. These conditions suggest the need for trained
financial counselors to work with widows in the postdeath period -- even if a
family has had on-going services of an agent while the husband lived.

A further area of service suggested by the study is a review of the widows'
insurance needs. The amount of life insurance owned by most widows, partic-
ularly those with children, points to unfilled needs. While the ownership of
other types of insurance was not explored, the widows' dependence on their own
earning capacity, when coupled with the small amount of financial reserves pos-
sessed by most widows, points to a need for a thorough review of their health
and disability income protection.

*LIAMA Products and Services Bulletin Number 73, July 1970
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Summary
The following 40 points highlight the major findings from the two volumes. In
a very real sense, however, they mask the great variety of conditions that
existed, brth at the onset of widowhood and after two years. For a fuller ap-
preciation of the consequences of premature death, the reader is directed to
the more detailed presentation in the reports.

1. For just over a third of the husbands (34 percent), death had come within
a day of the onset of the terminal illness or accident. More than half
(52 percent) had suffered periods of impairment of at least one month be-
fore death, and for 28 percent there was at least a year between the onset
of final illness or disability and death. (Volume One)

2. There was strong evidence that prolonged terminal illnesses or disabilities
weakened the families' financial positions before the husbands died: Many
were unemployed, income was down, and savings and investments were reduced.
The adjustment to the loss of the husband's earning capacity had already
begun for some widows and for others it had been completed before the
husbands died. (Volume One)

3. The median, or "typical," widow was faced with final expenses amounting to
$2,860. The average (mean) final expense was $3,900, of which $1,740 rep-
resented medical bills, $1,510 the cost of the funeral, and $650 for taxes,
estate administration, and miscellaneous items. (Volume One)

4. Per capita final expense ranged from $2,000 for families whose annual in-
comes had been less than $3,000 to $7,200 for those who had had predeath
incomes of $15,000 or more. The costs of estate administration, loans
that became due, and taxes were the primary cause of the difference between
the income groups. (Volume One)

5. When medical expenses were incurred, the average bill was $2,800, and when
the illness or disability had been of six months' to two years' duration,
the average bill increased to $3,600. Health insurance paid for 60 percent
of the aggregate medical expense; however, only two thirds (64 percent) of
the widows with medical bills said they had received health insurance pay-
ments. For them, health insurance paid 77 percent of the total medical
bill. (Volume One)

6. Together, life and health insurance paid for almost two thirds (64 percent)
of the total final expense. Savings that existed at the time of death was
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the only other source used to pay for as much as 10 percent of final
expenses. (Volume One)

7. In the course of settling their husbands' estates, more than half of the
widows came in contact with morticians, social security officials, and
family members or close friends. Some 43 percent said they had come in
contact with life insurance men. (Volume One)

8. The widows rated family members and attorneys as being the most helpful
persons with whom they had dealt. Life insurance men were low on the list
and were in the middle of a group that included clergymen, social security
officials, bankers, and union representatives. (Volume One)

9. The majority of the husbands (71 percent) died intestate. Where there were
wills, 86 percent of the widows said that the wills had helped. When there
were no wills, 86 percent of the widows doubted that one would have been
helpful. (Volume One)

10. Upon the death of their husbands, the widows received an average of $11,900
in lump-sum payments from all sources including life insurance, retirement
plans, social security and VA funeral benefits, gifts, the sale of posses-
sions, etc. Life insurance accounted for 69 percent of the lump-sum assets
received, while 18 percent came from retirement plans. (Volume One)

11. Despite the demands of the first two years of widowhood, lump-sum assets
received at the husband's death produced a net increase in the asset
strength of the families. Whereas just under 7 in every 10 of the families
had had some financial assets in the predeath period, almost 8 in every 10
of the widows' families had some assets in reserve two years after the
husbands died. Families with $10,000 or more in assets increased from
18 percent to 33 percent, while the median holding increased from $1,000 to
$3,800. The greater her financial assets, the more likely the widow was to
say that her former standard of living had been maintained. (Volume Two)

12. The average per capita monthly survivor benefit was $155, of which 67 per-
cent came from social security, 15 percent from retirement plans 12 percent
from VA benefits, 5 percent from life insurance, and 1 percent from miscel-
laneous sources. (Volume One)

13. Ninety-two percent of the widows said that their husbands had had some form
of life insurance, and 91 percent received proceeds. However, only 7 per-
cent received monthly benefit payments from income options or annuities.
(Volume One)

14. Individual policies purchased from legal reserve life insurance companies
had been owned by 70 percent of the husbands. These policies accounted for
46 percent of the total life insurance in force on the lives of the hus-
bands, with group life insurance accounting for an additional 40 percent.
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Servicemen's life insurance, credit insurance, fraternal insurance, etc.,
accounted for the remainder. (Volume One)

15. Only 38 percent of the widows who were beneficiaries of individual life
insurance said that agents had helped them file their claims; however,
almost all (95 percent) were satisfied with the way their claims had been
handled. Over half of the beneficiaries of individual policies (52 percent)
said that they had received their first checks within two weeks, and only
12 percent waited for two months or more. (Volume One)

16. Almost all of the husbands (96 percent) had been covered by social security,
and 59 percent of the widows had received monthly income payments from that
source. Of those receiving monthly benefits, 46 percent said that it took
three months or more for their first checks to arrive, and only 23 percent
received their first checks within a month of filing their applications.
Of those receiving monthly benefits, 87 percent were satisfied with the way
their social security claims had been handled. (Volume One)

17. Over 8 in every 10 of the beneficiaries of life insurance said that no one
had talked with them about the choice of settlement options and almost half
(47 percent) did not know that they might have had a choice. Yet one third
of the beneficiaries said they thought a widow would be wise to receive
monthly income payments if proceeds remained after paying immediate expenses
and 28 percent said it would be wise if the circumstances were appropriate.
Only 39 percent opted for outright lump-sum settlements. (Volume One)

18. Two thirds of all the widows had some proceeds remaining from life insurance
after meeting their final bills and immediate living expenses. The propor-
tion with proceeds remaining was strongly related to the family's former in-
come level and increased from 19 percent when family income had been less
than $3,000 to 85 percent when it had been $15,000 or more. (Volume One)

19. Of the total life insurance dollars received, almost one fourth (24 percent)
was used to pay final bills and the widows' immediate living expenses,
22 percent was committed to income options, mortgage prepayment, or trust
fuztd,while 54 percent was allocated to liquid savings or investments.
(Volumes One and Two)

20. When the widow had been able to save or invest some of her life insurance
proceeds -- 61 percent had done so -- the average amount was $8,100. Three
fourths of those with proceeds remaining said that they had neither sought
nor received advice before making their initial savings or investment
decisions. (Volumes One and Two)

21. Almost half (48 percent) of the widows who had saved or invested some of
the proceeds from their husbands' life insurance said that at the onset of
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widowhood, they had had no special plans for these funds and that they
hoped to keep them intact as a nest egg or reserve for unforeseen contin-
gencies. Only 1 in 5 initially planned to draw on her savings to meet
routine living expenses; however, almost twice as many (36 percent) said
that at least some of the proceeds had been claimed by routine living
expenses during the first two years of widowhood. (Volumes One and Two)

22. On the average, one fifth of the proceeds that had been saved or invested
at the onset of widowhood were exhausted within two years of the husband's
death. While 42 percent of the widows had not touched their savings or in-
vestments during this interval, 44 percent had used part, and 14 percent
had used all. (Volume Two)

23. Despite the fact that many had received only modest amounts, 77 percent of
Me benettclarles sai~d -thi1teiir husfi-alid"flT Tnfiuii ceNa-been of
great help to them. Even when all proceeds had been used to pay final
bills and other immediate expenses, 63 percent described life insurance as
having been of great help. For those who had proceeds to save or invest,
85 percent said life insurance had been of great help. By comparison,
79 percent of the widows who received monthly income from social security
said that these payments were a great help. (Volume Two)

24. Life insurance and social security (monthly income) were valued for some-
what different reasons. In describing how their lives would have been dif-
ferent without social security, the widows talked of having to go to work,
of having their children's education affected, and of hardship more often
than they did when talking of life insurance. When speaking of what their
lives would have been like had they not received the life insurance, more
references were made to being burdened with debt and of lacking a sense of
financial security than when they talked of what their lives would have
been like without social security. (Volume Two)

25. In describing what their lives might have been without life insurance,
references to debt were highest among widows who had used all of their
proceeds to meet immediate postdeath expenses. When at least $15,000 re-
mained beyond the immediate postdeath period, life without life insurance
most often would have meant going to work, hardship, altered living ar-
rangements, and the absence of a sense of financial security. (Volume Two)

26. One fourth of the widows said that an agent had prepared a program outlin-
ing her husband's life insurance needs, and a majority (64 percent) of
these said that the program had proved to be very, or fairly, helpful.
When helpful, it was because the programs provided for the widow's needs,
because their husbands had bought specific types of insurance (e.g.,
mortgage insurance), or because of the information the programs provided.
When not helpful, primarily it was because the husbands had not purchased
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the insurance that had been recommended and only rarely because the
programs could not be used as planned or because they were defective.
(Volume One)

27. The incomes of the widows' families were down an average of 44 percent
from the predeath levels. The change varied from an increase of 4 percent
when family income had been less than $3,000 to a decrease of 57 percent
when family income had been $15,000 or more. Almost 6 in every 10 (58 per-
cent) of the widows had incomes that fell below the estimated amount that
would have been needed to maintain their families' former standards of
living. (Volume Two)

28. Of the aggregate income received by the widows, 40 percent came from their
own earnings; 35 percent came from monthly income maintenance benefits
(social security, VA, life insurance, etc.); 17 percent came from interest,
investments, and rentals; and 8 percent came from members of the family or
friends. Monthly income maintenance benefits were the primary source of
income for widows from lower income families (former income less than
$7,000), for those with children of less than high school age, and for
widows at retirement age. For all others, earnings were the primary source.
(Volume Two)

29. One half of the widows said that their living standards had declined follow-
ing the death of their husbands, and 1 in every 5 described her living
standards as being much lower than before. Although suffering the greatest
average decline in income, widows from families whose incomes had been
$15,000 or more were the ones most likely to say that their living standards
had been maintained. However, maintenance of living standards was not
strongly related to former income level or to the stage in the life cycle
at which the wife was widowed. (Volume Two)

30. Among widows who maintained their living standards, 57 percent said that
they could not have done so without life insurance and 50 percent said they
could not have done so without social security. Compared with social
security, life insurance was cited more often by widows from upper and
upper middle income families (former income of $10,000 or more) and by
those without dependent children. Social security was mentioned more often
by widows from low-income families (incomes less than $5,000) and to those
with children of less than high school age. (Volume Two)

31. While the widows believed that life insurance, social security and, of
course, their own earnings and abilities as money managers had helped them
maintain their standards of living, whether they were successful often
depended on a combination of factors. A detailed statistical analysis
pointed not only to the importance of income but also to the widow's educa-
tion, to her former income, her age, and the number of her dependents -
the conditions that determined her need for replacement income -- to her
reserves, either in the form of assets accumulated before the husband's
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death or received from life insurance and other survivor benefits, and to
the effects of the terminal illness. (Volume Two)

32. The most common manifestation of a lowered standard of living was a
pervasive sense of concern about money, e.g., of the need to cut back all
unnecessary spending and of the fear of acquiring debt. Clothing, social
and recreational activities, and food were the specific areas in which cut-
backs were most often reported. (Volume Two)

33. Almost half of the families (47 percent) had dependent children, and
37 percent of the-widowed mothers said that their financial situations had
had an effect on their children's lives, 23 percent saying that the plans
for their children's education had been, or would be, affected, and 24 per-
cent saying that their lives had been affected in other ways. (Volume Two)

34. When a change in educational plans was foreseen, the widows spoke most
often of altered financing -- in particular, that the children would bear
more of the cost themselves. However, among those who had had children in
college or other programs beyond high school when the husbands died, almost
as many spoke of interruption or termination of education as said that other
financing was required. When the effect was in other areas, the widows
spoke most often-of general deprivation, i.e., of the children having to
do without many things. Curtailed social and recreational activities and
less clothing were the specific effects mentioned most often. (Volume Two)

35. Just under half of the widows (47 percent) worked during the year that
preceded their husbands' deaths, while two years later 56 percent were work-
ing. During the two-year interval, 18 percent went to work, 8 percent
stopped working, and 9 percent changed Jobs. A disproportionately large
share of the widows who went to work came from upper and upper middle in-
come families ($10,000 or more). Among widows 60 or older and among those
with dependent children from low-income families (less than $5,000), there
were net decreases in the proportions working. (Volume Two)

36. Almost all (93 percent) of the working widows said that they needed the in-
come from their work; however, two thirds would continue to work even if the
financial need were eliminated. The proportion who would stop was highest
(42 percent) for mothers of preschool children. (Volume Two)

37. Just under 6 in every 10 (59 percent) of the homeowning families had
mortgage debt at the time the husbands died. One fourth of the widows who
inherited mortgages used life insurance proceeds to prepay them, either in
full or in part; however, less than I family in 8 had made provision for pre-
payment before the husband died. (Volume Two)
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38. Over 8 in every 10 of the widows (81 percent) had insurance on their own
lives, but the median coverage for insured widows was only $1,750. Widows
with children owned the largest amounts -- yet even among those with pre-
school youngsters, fewer than 1 in 6 had as much as $10,000 of life insur-
ance protection. The most common reason given for owning life insurance
was to provide funds to meet burial expenses. (Volume Two)

39. One third of the widows (32 percent) encountered some difficulty managing
their family's finances following the husband's death, but difficulty was
encountered by almost two thirds (63 percent) of those whose husbands had
handled the family finances before they died. Lack of experience, unsure-
ness, and income reductions were the primary causes of difficulty. (Volume
One)

40. Loneliness was the most serious problem of widowhood, followed by financial
problems and the problems of raising children without a father. The
problems of raising the children were the predominant concern of mothers
with children of less than high school age. Financial problems were felt
most heavily by the widows from lower income families, by those whose
living standards had undergone the greatest declines, and by those who
received little or no life insurance. (Volume Two)
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Chapter 1

Widows' Incomes
The widows' financial histories give a partial answer to the kinds of income
changes that families experience when a husband dies. It is only a partial
answer because a prolonged terminal illness or disability can have a profound
effect on a family's income structure before the physical death of the husband.
One husband in every 6 had been ill or disabled for at least two years before
he died. For many of their families, the adjustment to the loss of income had
begun, and for some it may have been completed, before the wife became a widow.

It would have been meaningless to have asked the widows of men who suffered
long periods of terminal impairment to estimate what their families' incomes
might otherwise have been. Each widow, however, was asked her family's income
for the year that ended with her husband's death and whether it.had been
reduced that year as a result of his terminal illness. If she said that there
had been a reduction, as over 1 in every 5 of the widows did, the amount of
the reduction was added to her family's actual income to arrive at an estimate
of family income had the final year been a "normal" one. This adjustment
reduces, but does not eliminate, the difference between the incomes of the
families in the study and those of families of comparable ages in the general*
population.*

The distribution of family incomes in the predeath and postdeath periods is
shown graphically in Figure 1. The predeath amounts are based on the "normal"
year and the postdeath ones on family incomes at the time of the interviews or,

Failure I

DIstcibution of FPaIly Income i the Predeath and Poetdeath Periods

$7,000-
$9,9

Predeath
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year

Postdeath

$10,000-
$14,999

272 24

$15,000
or more

61b2
*See Volume One, pages 19 and 20, for a discussion of these differences.
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for the 5 percent of the widows who had remarried, on the family incomes
immediately before they remarried. As may be seen, there is a marked downward
shift after the husband's death. In numerical terms, the average "normal"
year's income for the families had been $9,540. At the time the widows were
interviewed two years later, the average income of the widows' families was
$5,380 -- a decline of 44 percent; in terms of median Income, the drop was from
$8,420 to $4,910.*

Changes in living standards

Taken by itself, the decline in family income following the death of the
husband is an interesting descriptive statistic; however, the survivors should
be able to tolerate some decline, if for no other reason thAn the elimination
of the husband's living expenses. The more realistic comparison is the one
between the widow's income and the amounts that would enable her to maintain
her former standard of living.

There are various ways of removing a husband's living expenses in estimating
the income his survivors would need in order to maintain their living standard.
In the absence of estimates developed from families themselves through tech-
niques such as programing, the traditional methods have been either to apply a
straight percentage factor (to assume, for example, that the survivors need
about 70 percent of forme- income) or to reduce family income by some constant
number of dollars. However, neither of these methods can produce an accurate
estimate of the replacement income needs of families that differ in terms of
predeath income or that differ in terms of the wife's stage in the life cycle
at the onset of widowhood.

Two criteria were used to evaluate the adequacy of the widows' incomes. One
was the widow's own perceptions of the changes that had taken place in her
circumstances during the two years that followed the husband's death. Each
was asked: "Compared with your standard hen your husband was alive,
would you say you are lng better, jus& &he sage slightly lower, or muth
lowern" Half of ihe widows said that they had been able to manta ntheir
T87l;'-ostandards of living, including 6 percent who said that there had been
some improvement. On the other hand, 30 percent said that their living
standards were slightly lower and 20 percent -- 1 widow in every 5 -- said that)
their living standards were much lower.

The second criterion was based on a study of family living costs conducted by
the Bureau of Labor Statistics (BLS) of the U.S. Department of Labor.** This

*No adjustment has been made in these figures for the national changes in
family income between the two periods.

**Sources: U.S. Department of Labor, Bureau of Labor Statistics. Three
Standards of Living for an Urban Family of Four Persons. Bulletin No. 1570-5,
and Revised Equivalence Scale for Estimating Equivalent Incomes or Budget Costs
by Family Type. Bulletin No. 1570-2, Washington, D. C.
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study made it possible to estimate the amount of income each of the widows
would need in order to maintain her previous standard of living. These esti-
mates took account not only of the differences in living costs between the four
SMSA's but also of the widow's age, the number of her dependents and their ages,
the family's former income level, and whether the family had owned its home.

Within the framework of the criterion developed from the BLS data, it is
estimated that 42 percent of the widows had been able to achieve incomes that
equaled or exceeded their replacement income needs while over one third
(35 percent) were at less than 75 percent of need.

Thus, according to the widows' estimates, half had maintained or improved
their living standards, while according to the BLS estimates, 42 percent had.
There is no reason, of course, why the two criteria should provide identical
estimates of the proportions of widows with incomes "sufficient" to maintain
their former living standards. In comparing their current and former standards
of living, the widows are making psychological judgments that include not only
the changes in income but also their reactions to those changes. In addition,
they may be maintaining their standards by planned or unplanned reductions of
capital (dissavings) or by equivalent income, e.g., having had their home
mortgages paid off at the onset of widowhood. Neither dissavings nor equivalent
income were counted when the widows' current incomes were compared with their
estimated replacement income needs based on the BLS data.

The methods used to derive the widows' estimated replacement income needs are
discussed in the Technical Supplement to this volume. Two assumptions are
made, however, that have a bearing on the outcome of the analyses. One assump-
tion involves families who, before the husbands died, had had incomes below
the poverty line as defined in the BLS study. For these families, the widows
were assigned replacement income values that were at the dividing line between
poverty and nonpoverty, even though these values were sometimes higher than
the predeath incomes had been.

The other assumption deals with the widows from the upper income segment of
the population. When family income increases beyond the level required to
provide normal comforts, an increasing proportion will be devoted to such pur-
poses as the accumulation of investment assets, the husband's special interests
and hobbies, and the purchase of luxuries. Short of programming, it is diffi-
cult to determine how much of this expense a family would feel it could eli-
minate and still provide adequately for the needs of the survivors. In addi-
tion to the poverty level income, the BLS study defined what was called a
higher, or "American," standard of living. It defines a level, for example,
beyond which a family might reasonably be expected to send its children to
college without requiring scholarship aid. For a husband-wife family with three
children living in their own home in Boston in 1966, an income of $18,600 was
required to achieve-this higher standard of living. On the other hand, a
childless couple would have needed an income of only $8,800 to reach the same
standard.
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When a family's income exceeded the higher BLS standard while the husband was
alive, the higher standard for a one-parent family of similar composition was
set as the survivors' replacement income needs. For some of the 28 percent of
the families whose incomes had been above the upper standard, this ceiling may
underestimate the survivors' perceptions of their needs. However, without a
ceiling, the needs of others in this group might have been grossly nver-
estimated.

Changes in living standards according to former "normal" Income

Income changes and the widows' perceptions oftheir living standards are
sumarized in Table 1 for families that had been at the several income levels.
When incomes had been lowest -- "normal" income of less than $3,000 a year --
the average income of the widows' families was 4 percent higher than it had
been when the husbands were alive. As the level of former family income in-
creased, so did the mean income of the widows' families - but at a lower rate.
In other words, the higher the former family income had been, the greater the
percentage decline for the widows' families. Among families whose "normal"
incomes had been $15,000 or more a year, the widows had an average family
income of $7,510, just 43 percent of their former level.

The fact that as former family income increases there is a progressively
greater reduction in the widows' incomes, both in absolute and relative dollar
amounts, might suggest a progressive lowering of living standards. However,
as may also be seen from Table 1, the families' needs for replacement income,
as estimated from the BLS studies, are proportionately less for the higher in-
come families than for the lower. Rather than paralleling former family in-
come, the mean estimated replacement Income need parallels the widows' income
but, except for the top income bracket, at a slightly higher level.

The highest and lowest income categories show the.effects of the definitions
that imposed a ceiling and a floor on the amount of replacement income that was
estimated to be required to maintain the survivors' former standards of living.
In other words, that only 24 percent of the very low income widows were able to
achieve incomes equal to their estimated needs is at least partly the result of
setting their needs at a level sufficient to bring them out of poverty rather
than at a level sufficient to maintain their former standards. Conversely, the
needs established for the families at the upper end of the continuum may have
been too lenient; however, it is the widows from families whose "normal" incomes
had been $15,000 or more who were most likely to say that their living standards
had been maintained. Of these upper income widows, 62 percent said that they
had been able to maintain their former standards of living and only 11 percent
described their circumstances as being much lower.
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Three fourths of the families (74 percent) had had "normal" incomes of between
$5,000 and $15,000. Within the three categories of this range, the widows'
incomes drop from 69 percent to 53 percent of their former levels, but the
proportion who believe that they maintained their living standards is almost
constant at about 46 percent. Similarly, the proportion who had incomes that
equaled or exceeded their estimated replacement income needs based on the BLS
estimates is quite constant at about 38 percent.

Below the $5,000 income level, there again is an increase in the proportion of
widows who believe that they had maintained their living standards. On the
other hand, those whose incomes had been under $3,000 were the ones most likely
to say that their circumstances were much lower than before. It seems probable
that many of the husbands of these widows suffered long terminal illnesses,
since even when adjusted to "normal," the predeath family incomes were this
low. When asked to compare their current living -standards with those main-
tained while their husbands were alive, some of these widows may have made
their comparisons with the periods when their husbands were well rather than
with the final periods of the husbands' lives.

Table 1

Widow's Financial Situation According to Normal Former tastily Income

Normal former faily income*
Under $3,000- $5,000- $7,000- $10,000- $15,000

$3.000 $, " .999 $9,"9 $14.999 or more Total

Averaged
Normal former family income
Widow's income
ILS estimated replacement income need

Average vidow's income as a percent of average
former fally income

Distributions of vidows .cordtng tot

Percent of 518 estimated replacement income
need provided by widow's income

1002 or more
75 - 99
Under 75

Widow's estimate of bow current living
standard compares with former one

Same or better
Slightly lower
Mluch lower

Numer of casesse

$2,040 $4,050 $5,830 $8,210 $11,790 $21,730 $9,540
2,120 3,280 4,010 5.330 6,280 9,310 5,380
2,630 3,590 4.420 5.810 7,240 7,510 5,740

1041 812 69t 651 532 432 562

242 462 382 40%
16 19 22 27
60 35 40 33

loot 1RON Io-I 1002

372
26
37

1001

662 422
13 23
21 35
100M 1002

582 542 462 452 472 621 502
11 26 31 33 33 27 30
31 20 23 22 20 11 20

100 L8O o04 6 100 1002 1002

78 182 304 466 385 161 1,744

*Also called "adjusted total family income" (in Volue One) or "normal" predeath Lnco
*The total column includes 168 widows whose normal former family income could not be determined. In all

colums, som of the bases for the individual means and percentage distributions are somewhat smaller th n
the number of cases shown because of the exclusion of other unknown data.
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Chang" in living standards according to stage in life cycle

When incomes are examined by the stage in the life cycle at which the wife was
widowed, former family income is found to be highest for those families in
which the youngest child was in the eighth grade or beyond (see Table 2).
However, it is the older widows without dependent children who had undergone
the greatest percentage decline in intone (current income only 42 percent of
former family income). As can be seen, the younger families with preschool
children have the smallest decline (current income 69 percent of former income),
and at each successive stage-in the life cycle, the percent of former income
grows smaller.

Table 2

Widow'. Financial Situation According to Stage In Life Cycle at Onset of Widowhood

state in life cycle at onset of widowhood
Denendent children, yotmgeat childs 1o dependent chTldTen

Pre- Kindergarten Gr&de a -- widow's ater
school through trade 7 or beyond Under 55 55 or older

Average:
Normal former family inboo
Widow's Loco
u. estimated replacemnt tnom need

Average widow's Intome as a percent of average
former family iocosi

Distribution of widows according to:

Percent of ILS estimated replacement income
need provided by widow's income

1002 or more
75 - M9
Under 75

Widow's estimate of how current living
standard compares with former ooe

Sa or better
Slightly lower
Much lower

Mnber of cae.'

$8M0 $91940
6,150 6,780
7,900 7,570

692 681

251 362
26 28
' 9lot &~

/
S482

32
20

24OV

512
30

11 it

426

*Some buss for the individual m ans and percentage distributions are
clusion of unknown data.

$11.130 $9,570 $8,220
6,440 4,780 3.430
6,760 4,470 3.710

58 50 422

441
27
29

422
34

502
19
31

1002

382
17IMF45

492 522
27 28
24 20

l~ff TO-0

337 346 395

somewhat smaller because of the ex-

Although the incomes of the families are highest in the middle stages of the
life cycle, the estimated replacement income needs based on the BLS data are
highest for families with preschool youngsters. The needs of these families
are high because of family size. Additional analyses not presented here showed
that where there were preschool youngsters, the median number of dependent
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children at the onset of widowhood was 3.4 compared with 2.5 when the youngest
child was in kindergarten through seventh grade and 1.2 when the youngest child
was in the eighth grade or beyond. As family size declines, so does the BLS
estimated replacement income need, with the sharpest drop occurring between the
families with older dependent children and those whose children, if any, were
no longer dependent.

As Table 2 shows, there is essentially no relationship between the widows'
stages in the life cycle and the proportion who feel that they have been able
to maintain their former living standards. If anything, the widows' own
ratings indicate that those whose youngest child was in the eighth grade or
beyond may have felt the financial impact most heavily. However, when the BLS-
derived estimates of replacement income needs are the criterion, this group
more often met its needs (44 percent) than any except the younger of the two
groups of widows without dependent children.

It is seen that the gap between current income and estimated need is greatest
for the families with young children and for widows at the other end of the
life-cycle scale. The discrepant results obtained from the two measures are
due, at least in part, to setting the estimated replacement income needs of
poor families at levels that would bring them up to the poverty line. Across
the life-cycle groups, the proportions of families with incomes below their
estimated needs parallel the proportions who were below the poverty level
before the husbands died.

The reasons that a relatively high proportion of the young families had
poverty-level incomes before the husbands died are that fewer of the husbands
had reached their full earning potentials, fewer of the wives were working to
help supplement inadequate incomes, and income demands were high because of the
size of the families. The families with young children also were the ones most
likely to report that life insurance had been applied to mortgage payments; had
the reduction of housing costs been added in as income, the gap between current
income and estimated replacement income would undoubtedly have been reduced.
At the most advanced end of the life-cycle continuum, poverty was also rela-
tively high in the predeath families, at least partly because of the lower
percentage of working wives and because of income reductions resulting from
prolonged terminal illnesses.

The apparent explanation of the discrepant findings produced by the two criteria
is that while the widows from low-income families may have felt that they had
been able to maintain their former standards of living, those standards, as
Judged by the BLS budgets, are inadequate.

Actual standards of living before and after the deaths

The discussion so far has centered on the comparison of the widows' incomes,
their perceptions of their standards of living, axid their BLS-derived estimates
of replacement income needs. The BLS figures, however, can also be used as
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they were originally intended, that is, as bench marks to judge the standards
of living that the families have achieved. Although only two standards have
been discusssandards were actually defined: the lower or near-
poverty budget, the traditional modeBt-but-adequate budget, and the higher
budget. Table 3 shows the proportions of families who net the various standards
when the husbands were alive and the proportions who met them afterwards.
Before the husbands' deaths, over half of the families (52 percent) had incomes
equal to or greater than the amounts required to meet the modest-but-adequate
standard of living. After the deaths of the husbands, 42 percent of the widows
had been able to meet or exceed that standard. On the other hand, one fourth
of the families had been below the poverty level (below the lower BLS standard)
before the deaths of the husbands, whereas almost one third (32 percent) of the
widows' families had poverty-level incomes.*

Table 3

tetimated LS Livina Studard. Based oa Actual Income "In the Predesth and Postdeath Periods
Accordina to Duration of Husband's Terminal Illness

Duration of husband's terminsl illness
L-M$ than 6 months 6 uoths or more All families

IS-Defined St ndard 'rede ath Postdeath Predeath Poe tdeath Predeath Potdoath

1iSher standard 351 231 1in 231 281 231
Adequate standard 26 19 22 19 24 19
Lover standard 22 26 24 26 23 26

low lowes standard 17 32 37 32 25 32

Nuber of caes 1.000 596 1,603

The shifts between the predeath and postdeath periods may appear to be rela-
tively small; however, the predeath standards reflect the full impact of income
reductions that resulted from the husbands' terminal illnesses or disabilities.
For example, when the illness had been of less than six months' duration, the
proportion of families with incomes below the modest-but-adequate level in-
creases from 39 percent in the predeath year to 58 percent for the widows'
families.- However, when the duration was six months or more, the percent below
the modest-but-adequate level decreases from 61 percent to 58 percent. In other
words, when the terminal illness was prolonged, death produced a small net
improvement in the widows' circumstances as judged by the BLS figures. It may
also be seen that while the financial status of the two terminal illness groups
was quite different in the predeath period, identical proportions of the widows
are at each of the BLS budget levels two years after the deaths. Thus it is
clear that long-term illnesses or disabilities result in modifications in living
standards before death, with many families experiencing little further downward
adjustment afterwards.

hFor the predeath families, the standard of living was based on actual income
receivedduring. the husband's final year of life. The footnote to Table 11,
Volume One, stating that normal family income was used, is in error.
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Sources of income before and after the deaths

Table 4 shows the composition of family income in the predeath and postdeath
periods for families that had been at the several income levels before the
husbands died.

Table 4

Aver&&e Income from Various Sources in the Predeath and Poetdeath Periode
According to Normal Former Family Income

Normal former famly income
Under $3.000- $5,000- $7,000- $10.000- $15.000

Source $3,000 $4,999 $699 $9,999 $14,9"t or or e Total

Normal former family income - averages
Husbmd's earnings $ 450 $2,040 $3.890 $6,060 $ 6,280 $17,260 $6,890
Wife's earnings 160 520 850 1,220 2.370 2,570 1,440
Income maintenance' 1,220 1.300 740 440 520 400 630
Interest, investments, and rentals** 150 90 160 310 300 1,410 450
Others in family (living in or outside

of household) 60 100 170 180 120 90 130
$2,040 $4,050 T5830 T.210 1.790 $2I,7?0XT 540

Widow's Income -- averages
widow'e earnings $ 410 $ 900 $1,430 $2,110 $2,840 $4,000 $2,170
Income maintenance' 1,200 1,610 1,760 1,950 1,990 2,060 1,840
interest, investments, and rentals*" 230 260 490 750 960 2,730 910
Others in family and friends 200 390 310- 480 460 520 420
Welfare s0 120 20 40 10 0 40

$2120 $3.260 $4,-0 10 $5, 330 $260 $9, 310 $5,.360

Median widow's total income $1,650 $2,860 $3,880 $5,050 $6,130 $8,580 $4,910

*Includes social security disability and survivors' benefits, pension and other retirement income, disability
income, veterans' benefits, life insurance income options and annuities, Workmen's Coe nsatioo, and for the
husband, unaployment insurance

*Except for life insurance income options and annuities, reduction of savings or investments are not con-
sidered as income.

Except for the very lowest income group, the husbands' earnings provided the
largest single component of family income, and as would be expected, his
earnings taken as a percent of family income also increase as family income
increases. The very low income families tend to be those in which the husbands'
earnings had ceased and in which maintenance income such as pensions, unemploy-
ment compensation, disability income payments, etc., were the major source of
support. Income maintenance benefits for the widows provide the largest single
source of income for those whose families had been below the $7,000 level before
their husbands died. Above the $7,000 predeath level, there is essentially no
further increase in the mean income maintenance benefits received and the widows'
own earnings become the largest single source of income for the survivors. The
widows' earnings continue to rise as the level of former family income increases
- but at a lower rate. The figures for the widows' incomes are sumarized
graphically in Figure 2.
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Figure 2

Widow's Income According to Normal Former Pamily TacIom

Normal income - final year

Actual income - final year

$5,000 $10,000 $15.000 $20.000

Normal former family income

$25.000

*reakdcwo of eourcee of vidow's tocome

?.Soo ?-

5.0001-

2,5001-

$5.000 $10,000 $15.000 $20.000

Widow' a
earnings

Income
Maintenance

Other
sources

$25,000

Normal former fmily income

The line at 45 degrees on Figure 2 represents the families' incomes for the
final year assuming that there had been no reductions in income resulting frot
the terminal Illness or disability. The dotted line just below it shows the
incomes as they actually had been that year.
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At all levels of former family income, the widows received more income from
interest, investments, and rentals than their families had received when their
husbands were alive. At the $15,000 predeath income level, however, income
from interest, investments, and rentals become a significant component of the
widows' incomes. Much of the increase in interest and investment earnings can
be attributed to the life insurance proceeds since, as was seen in Volume One,
these proceeds provided 69 percent of the aggregate lump-sum assets received by
the widows following the deaths of their husbands.

Detailed tables showing the amounts received from the various sources and the
percent of widows with incomes from each are contained in the Technical Supple-
ment to this volume.

Sources of widows' incomes according to stage in life cycle

Table 5 and Figure 3 show the components of the widows' incomes-by the stages
in the life cycle at which they were widowed. For those who had preschool or
elementary school children, income maintenance -- primarily social security --
is the largest component. For widows with preschool children, income main-
tenance accounts for approximately two thirds of the aggregate income received.
At more advanced stages, family size and income maintenance benefits decrease
and the widows' own earnings become the largest component of income. For
widows in their middle years, grown children help provide support; as the
detailed tables in the Technical Supplement show, this help is primarily from
children still living in the widows' homes rather than from those who have left
to start homes of their own. For the widows who were 55 years old or over,
earnings decrease in relative importance and income maintenance benefits again
become the major component of income.

Table 5

Average Widow's Income from Various Sources
According to Stage in Life Cycle at Onset of Widovhood

S ats in lite cycle at onset of vidowhood
Dependent"F child ran yoinset child 1o dependent chIldren
Pro- Kindergarten Grade 8 -- vidow's aet

Source s....ol through trade 7 or beyond Under 55 55 or older

Widow's earnings $1,080 $1,850 $3,120 $2,800 $ 820
Income maintenance 4,010 3,580 1,640 520 1,500
Interest, investments, and rentals 700 960 3.020 900 930
Others in family and friends 280 370 620 540 120
Wel fare 80 kO 40 20 60

yr. - MMYI 640 478 T3-.43

Normal former family income $8.880 $9,940 $11,130 $9,570 $8,220

Interest, investments, and rentals -- although never the major components of
income -- contribute significantly to the aggregate income at all stages in the
life cycle. Their, proportionate contribution, however, is greater for the older
widows than for the younger. Income from these sources includes only actual
earnings, not the reduction of capital to meet ongoing living expenses.
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Figure 3

Vidow'a Income According to Stage in Life Cycle at Omeet of Vidovbood

Vidov's
income

$12, $
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- / "Income need

""" * " ldov' sInc~ome "..

=Normal former family income

Actual income in final year

..

Preschool Kindergarten Grade S
through trade 7 or beyond

Dependent children, youngest child

Under 55 55 or older

No dependent children - vidov'e age

Frequency of the various sources of widows' incomes

So far, the analyses of the sources of the widows' incomes have been based on
average amounts. The average for a source is, of course, based on all widows,
including those not receiving any income from that source. Another way of
looking at the data is to examine the proportions receiving income from each of
the various sources. Overall, the most commonly reported source was income
maintenance benefits; more than two thirds of the widows (68 percent) said that
they were receiving such benefits. Almost as many (64 percent) were able to
report at least some income from interest, investments, or rentals, while 56
percent said that they had income from work. Just under one fourth of the
widows (22 percent) received some help from family or friends and 3 percent
reported welfare payments.
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Figure 4 shows that except for welfare payments, the higher the widows' incomes,
the higher the percentages that report income from each of the various sources.
However, the most striking difference between the low income and upper income
widows is in the proportion with income from earnings. Only 25 percent of the
widows with incomes below $3,000 said that they had had income from earnings in
the preceding year compared with 83 percent of those with incomes of $10,000
or more. Similarly, the proportion with income from interest, investments, or
rentals increased from 49 percent at the lowest income level to 86 percent among
widows with incomes of $10,000 or more.

Figure 4

Percent of Widow. viii, Incom. from Various Source.

2 V1 th
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Another analysis carried the examination of the sources of the widows' incomes
still further. The relationship between predeath and postdeath living stan-
dards on the basis of the BLS data was examined in relation to the sources of
the postdeath income. A striking relationship was found regarding earnings.
At the lower end of the predeath living standard scale, the widows who improved
their living standards following their husbands' deaths reported income from
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earnings considerably more frequently than did those whose standards of living
remained low. Among those who had had high standards of living while their
husbands lived, those who had maintained these standards generally reported
employment earnings and those whose standards had lowered generally reported
no earnings.

Thus, working or not working appears to have been one of the major determinants
of whether the widows were maintaining (or, at the lower income levels, raising)
their former standards of living. There is no suggestion that those who had
found employment had done so "to keep busy." Rather, it seems that when the
security benefits provided by the Government and by the husbands' employers and
those voluntarily acquired by the husbands proved insufficient, they had actively
sought to correct the imbalance.

In fact, the data suggest that some ingenuity was exercised by most of the
widows. Work was an unattractive, if not impossible, solution for many,
particularly those with young children, those with disabilities, and those who
were approaching or had reached retirement age. Other solutions, such as
seeking help from the children or from welfare, partitioning the home in order
to rent rooms or apartments, etc., were adopted but most often adopted reluc-
tantly.

Depending on the estimate used, some 42 percent or 50 percent of the widows did
manage to maintain their previous standards of living, but this fact says
nothing of the sacrifice or disruption of family life that may have been
required to maintain them. For the remaining widows, lowered standards of
living resulted -- even though these widows, too, generally combined their own
efforts with the security benefits received.

Subsequent chapters will explore the change in living standards in more detail,
the effects of the deaths on the work histories of the widows, other effects of
the loss of income on the manner of living, and what life insurance meant to the
widows.
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Chapter 2

Factors in
Maintaining Standards of Living
Widows who felt they had maintained their standards of living

Two years after the onset of widowhood, half of the widows said that they be-
lieved they had been able to maintain their former standards of living. They
were asked how this had been accomplished. As may be seen in Table 1, a vari-
ety of conditions were mentioned but the most frequent was "by working."
Other answers given by at least 10 percent of those who said they had main-
tained their living standards were "social security," "life insurance," and
"careful money management."

Table I

Factors that Helped Widowa Maintain or Imrove) Their Livina Standarda
- Volunteered in swer to the Free-Responas Question

I of the vidows vho
maintained (or improved) their

Factor volunteered living standard.

Work 422
Social security 22
Life insurance 13
Careful money management 13
Help fromt family 9

Ilitination of husband's living expensee a
Savings 8
Pension (other than social security or V.A.) 7
V.A. benefit. S
Rome paid for 5

Income from Inveatments S
limnatlon of husband's medical expenses 4

Living arrangements shared 4
hjeiness Income 3
Have always been thrifty 3

One or more dependents are nam self-supporting 3
Life style altered 1
Dome sold I
Welfare I
Standard reduced before husband's death I

Miscellaneous 4

Nuber of cases - 777

Note: Will add to more than 100 percent because many widows cited more
than one factor
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As the following comments illustrate, the widows often cited several factors
as having helped them maintain their living standards. As the comments also
show, having maintained her family's living standard does not imply that the
widow and her family were necessarily living "the same as before."

'7y wages have gone up $1 per hour, and we have social security and V.A.
If I rm low, I use the life insurance money that I put in the credit
union -- and then I put it back."

"I'm more careful now. I'm nervous about bills and I try not to get any.
I'm more careful about buying for myself."

"Actually, I have the scme income through life insurance and social
security."

'Well, through God and my benefits. I work and manage my money to get us
by. "

"With social security, V.A. benefits, and by working six days a week I
have been able to keep up."

'Well, I work and watch my money. Also, I'm alone now and don't have the
doctor's bills anymore. I just finished paying off the last one."

"By continuing to work past the age of 65."

"My son helps and I get social security. My daughter quit college and
she's working now, too."

Since the question asking how the widows had maintained their living standards
was a free-response one, the answers reflect only those factors that they
thought of at the time of the interview. To provide a more direct measure of
the role of life insurance, the widows who said that they had maintained their
former living standards were asked whether they could have done so without life
insurance. For comparison, a similar question was asked about social security.

Table 2 on the following page shows the proportions of widows with various
characteristics who volunteered that work, social security, or life insurance
had helped them maintain their living sCandards and the proportions who, in
answer to the direct question, said that they could not have maintained their
living standards without social security or life insurance.

Life insurance and social security -- In answer to the free-response question,
social security was mentioned more often than was life insurance (22 percent
vs. 13 percent) as a factor that had helped the widows maintain their living
standards. The rankings are reversed, however, when the direct question was
asked; as can be seen, 57 percent of the widnwa said that they could not have
maintained theigjiviLn standards without life insurance compared with 502r- I
cent for social security.
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Table 2

The Role of Work. Social Security. and Life Inaurance in the Maintenance of Livina Standards
Amos Widove Wbo Felt that They Bad Maintained (or Imoroved) Their Standard.

I of smpie say- I of Vidowl Who aintained standards anserinsl
ing standard of Free-reeone question Direct question

living maintained Social Life iQ- Social Life in-
(or improved) Work security surance security eurence

All vidows 502 422 222 132 501 571

teral former family Income
$15.000 or more 621 491 192 252 312 632

0,000 - $14,999 46 so 16 15 46 .
5,04 9."g 45 42 24 10 37 56

Under 5.000 55 22 28 6 69 47

Stage in life cycle at onset of vidovbood
Dependent children, youngest child

preschool 482 281 421 142 M 652
1UndergaTtea through grade 7 51 36 44 23 84 68
Grade I or beyond 42 53 19 11 59 62

so dependent children - vidovte age:
under 55 49 52 5 13 7 46

55 or older 52 38 16 7 41 51

Life insurance proceeds remaining after
final and other ismadiate expense

$15,000 or more 631 352 311 351 532 851
5.000 - $14,999 - 52 45 21 is 50 71

Under 5,000 44 47 24 8 56 59
None remaining 43 40 17 3 45 41
no insurance 53 44 19 - 60 -

Social security benefits
$200 or more per month 511 342 442 211 831 692
100 $199 " 51 29 33 14 72 64

Under 100 " 41 41 22 8 73 49
FPeral benefit only so $6 5 10 14 48

Vtoue earnings
$200 or more per sooth 55i 691 14% 102 371 501

100 - $199 " 45 49 32 24 73 69
Under 100 " 38 45 30 12 82 80
0on 44 7 30 15 62 63

percent of SiU estimated replacement income
need provided by vidoe's incom

1002 611 s 161 101 .471 501
75i 9 2 46 46 30 17 62 62
Under 75 36 20 27 14 60 71

The reversal in rankings reflects the different roles that these two benefit
programs played in the lives of the widows. To anticipate the discussion in
Chapter 5, two of the more important uses of life insurance were the elimination
of debt at the onset of widowhood and as a source of funds to draw upon for un-
foreseen expenditures. In answering the direct question, many may have been
saying that they could not have maintained their living standards had they not
had life insurance to eliminate or lessen the burden of debt or to draw upon in-

- 32 -

432 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



429

emergencies, while in answering the free-response question, they may have been
thinking about budgeting and the ways they meet their day-to-day expenses.

Former family income -- The results of both the free-response and the direct
questions show that as the level of former family income increases, life insur-
ance plays an increasingly important role in the maintenance of living stan-
dards. The higher income families, of course, owned larger amounts of life
insurance and, as is seen in Table 2, the importance of life insurance increases
markedly as the amount remaining after final expenses increases.

Unlike the figures for life insurance, the proportion of widows who said that
social security had helped then to maintain their living standards declines as
the level of former family income increases. The decline cannot be attributed
to differences in the proportions of widows receiving social security benefits
(see Technical Supplement to Volume One), but it may be a function of a variety
of factors, including the fact that as income increases, so does the variety of
sources of replacement income -- and thus the importance of any single source
declines.

Stage in life cycle -- The answers to the free-response question show the
importance of social security to families with young children, i.e., of elemen-
tary school age or y-nger. For these families, almost all of whom received
monthly benefit payments, social security was volunteered more often than was
work as being a factor that had enabled them to maintain their living standards.

In answer to the direct question, life insurance also reaches its highest im-
portarce among families with young children, but as may be seen, it does not
reach the level attained by social security. That the older widows mentioned
life insurance less often than did the younger reflects the difference in the
amounts of life insurance the widows received (see Chapter 5) rather than
signifying a decline in the older widows' need for life insurance.

Amount of life insurance proceeds -- As the amount of life insurance proceeds
remaining after immediate expenses increases, so does the proportion of widows
who said that they had managed to maintain their former living standards. The
only reversal to this trend occurs among widows who said that their husbands
had not carried life insurance. However, it may be seen from Table 2 that
similar reversals also occur when social security and the widows' earnings are
related to the maintenance of living standards.

As the amount of remaining life insurance proceeds increases, there is a steady
upward progression in the proportion of widows who volunteered, in answer to
the free-response question, that life insurance had helped them maintain their
living standards. The proportion Jumps to 36 percent among those with $15,000
or more remaining after final expenses. Among widows in this top category,
life insurance was mentioned as often as was work as a factor in the maintenance
of living standards, and it was mentioned more often than was social security.

It may also be seen in Table 2, fiom the response to the direct question, that
there is a steady upward progression in the proportion of widows who said that
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they could not have maintained their living standards without life insurance
-- increasing from 41 percent among those whose proceeds were exhausted in the
immediate postdeath period to 85 percent among those with $15,000 or more of
proceeds remaining.

Social security benefits received -- When $100 or more in monthly income bene-
fits were received, social security was mentioned more often than was work as a
factor in maintaining living standards. When any monthly income benefits were
received, a higher proportion of the widows said that they could not have main-
tained their living standards without social security than said that they could
not have done so without life insurance.*

Earnings -- Except for those widows who had no earnings, social security and
life insurance both decline in importance (in response to the direct question)
as the level of the widows' earnings increases. Widows with the highest earn-
ings, however, tended to be those without dependent children and hence they
were not eligible for social security benefits-

BLS estimate of adequacy of income -- As was seen in Chapter 1, there is some
relationship between the two criteria that were used to evaluate the adequacy
of the widows' incomes, but this relationship is not as strong as might be
expected. In other words, of those widows with incomes that equaled or ex-
-ceeded their estimated replacement income needs on the basis of the BLS data,
only 61 percent said that they had maintained their living standards whereas
36 percent said that they had maintained their living standards while having
incomes of less than 75 percent of estimated need. In part, the failure to
find a higher relationship is due to the subjective nature of the widows' rat-
ings and to the floor and ceiling placed on the amount of estimated replacement
income needed to maintain standards. However, the fact, based on the response
to the direct question that the importance of life insurance increases as the
ratio of current income to estimated need declines suggests that dissaving may
have been a factor in the maintenance of some widows' living standards.

Changes in spending

As further measures of the economic impact of premature death, all of the
widows were asked a few brief questions about changes in their families' spend-
ing and shopping habits.

*That, on the basis of the answers to the direct question, life insurance ex-
ceeds social security in the aggregate (57 percent vs. 50 percent) is due to
the fact that 41 percent of the widows received no monthly income from social
security while only 9 percent received no life insurance benefits. As has been
seen, a substantial minority of widows (41 percent) attached importance to life
insurance even though all proceeds were exhausted in the immediate postdeath
period; in contrast, among those who received the $255 funeral beikefit only,
only 14 percent attached importance to social security.
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Almost half of the widows (45 percent) said that there had been changes in
spending patterns following the deaths of their husbands. As may be seen in
Table 3, 19 percent said that they were spending more in certain areas while
32 percent said that they were spending less because of changed interests and
activities. (These percentages add to more than the 45 percent reporting
changed patterns because some vidows said that expenditures were up in some
areas while being down in others.)

The widows whose former family incomes had been high were more likely to report
changes in spending patterns, both upward and downward, than were those whose
former family incomes had been lower. However, it may also be seen in Table 3
that increased expenditures are associated with the maintenance of living stan-
dards while decreased expenditures are associated with declines in living stan-
dards.

Table 3

Charges in Spoendi!a Sause of Osaeted Interests and Activities

Some expendi tures have:
Increased Decreased

All vidova 192 32Z

Norl former famly income
$15,00 or more 321 492
10.000 - $14.99t 21 38
3,000 - 999" 17 29

Under S,000 17 24

Widow's atiets of how current living
standard compares vith former one

Sene or better 251 262
Slightly lower 14 38
"4uch lover 10 460

Table 4

Charges in Spandle4L Fatterma for Various Type. of eknditure

$s~I, n area has$
Area of w urs ill , D creaeld

boCreatiou and social activities 62 l1S
Clothing 7
Food 2 11
Travel 3 S
Nom repair 3 1

Automobile 1 3
personal care I I
Utilities- 1
child care 1 -
,Childrea'e activities 1 -

Miscellaneous

Total 192 322

Note: ill add to more than total percent shown because of multi-
. pIe anvers
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Table 4 shows the proportion of all widows who said that a particular item of
expense was either up or down. For example, 7 percent of all widows said that
expenditures for clothing were up, frequently because they had gone to work
and housedresses would no longer suffice.

Increased expenditures -- Despite the fact that these widows tended to report
decreased expenditures for social and recreational activities, 6 percent said
that they had increased their expenditures in this area. These widows said that
rather than entertaining, they vent to movies, concerts, and plays more often
than they had when their husbands were alive.

A variety of other reasons were cited as causes of increases in expenditures.
One widow who had nursed a husband through a 12-year illness said that she now
made it a point to get out and take an annual vacation. Another said she now
had to pay to have all the repairs made that her husband had taken care of him-
self. One widow said that she and her daughter ate many TV dinners and other
quickly prepared meals that cost more than the meals she had formerly prepared.
One admitted that many costs were up because she could not budget as well as
her husband had.

Increased expenditures were more characteristic of widows who were raising chil-
dren than of those without dependent children. The data are not shown in
tabular form, but 38 percent of the widows with preschool children said that at
least some of their expenditures had increased, and the proportion declines to
only 14 percent among those without dependent children. Comparing the two
extremes, the major differences between widows with preschool children and those
who did not have any dependent children were in increased expenditures for
clothing (18 percent vs. 5 percent), children's activities (8 percent vs. less
than J of 1 percent), and child care (4 percent vs. less than 4 of 1 percent).
Some of the mothers were apparently trying to compensate for the loss of the
husband by doing Pore for their children. However, others were describing the
increased costs of raising a growing family. As one widow put it, "we spend
more on food, the price of living is Up, and the children are older an& eat
much more now."

Decreased expenditures -- Expenditure reductions resulting from changes in
interests and activities were most common in the areas of social and recrea-
tional activities, food, clothing, and travel. Decreases in spending for social
and recreational activities and, to a lesser extent, travel account for the facc
that the widows from upper income families were more likely to say that some
expenditures had declined than were those widows whose incomes had been lower.
For example, when normal fa-Aly income had been $10,000 or more, 29 percent of
the widows said that they were spending less for social and recreational activi-
ties compared with only 5 percent when incomes had been under $5,000. Similarly,
the proportions mentioning decline in travel expenditures in the two groups
were 10 percent and 2 percent respectively. Otherwise there are only minor
differences between the proportions of widows from the several income levels who
said that specific areas of expenditure had declined.
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Reductions in expenditures for social and recreational activities and for
clothing are associated with lowered standards of living. Of those who main-
tained their living standards, 13 percent reported spending less in the area of
social and recreational activities compared with 24 percent of those who said
that their circumstances had been reduced. Similarly, of those who maintained
their living standards, only 4 percent mentioned spending less on clothes
compared with 11 percent among those whose standards had been reduced.

Aside from these two areas, there is little or no association between reduced
expenditures and reduced living standards.

Changes in shopping habits and in major expenditures -- The widows were also
asked whether they had changed their shopping habits, whether they had had to
postponeany major purchases or repairs, and whether they were doing more for
themselves than they had before their husbands died. It is seen in Table 5 that
45 percent of the widows said they had changed their shopping habits, e.g., had
become more attentive to sales and to prices than they had been. Although only
two years had passed since their husbands died, 3 out of every 10 of the widows
said that they had hai to postpone making repairs or purchasini-specific major
items, such as the replacement of furniture, appliances, or the automobile. One
widow in every 4 said that she now did more things for herself, such as sevin&
her own clothes.

Table S

Chama ii 6 ihosta &ad S"eedipa pattern"

Shopping habits Major purchases Vido dos
he" cheaed have been ro tpood sore for herselfki! Vida"8 5 301 151

Urinal formr family Lncome
$15,000 or mre 31s let 11%
10,000 - $14,9" 45 31 11

5.000 - 949" 31 21
Dnder 5.000 51 36 - 33

Vidov's eatisiate of how current living
standard compres with formsr one

Sam or better liZ 121 161
slightly lower 57 42 33
*Mh Lower 73 55 37

It might be hypothesized that changed shopping habits, doing more for o4iself,
and postponing various replacement expenditures would be ways of maintaining
l-ng-itandards in the face of reduced income. However, as can be seen from
Table 5, each of these changes is strongly associated with a reduced standard
of living. For most widows, maintaining their former standards means that they
do not have to make major alterations in their shopping habits, become home
craftsmen, or postpone needed repairs and major purchases.

The changes in spending patterns among the half of the widows who admitted that
their standards of living had declined were examined separately.
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Spending patterns associated with lowered standard of living -- As would be
expected from the previous analysis, when specific cutbacks were mentioned, they
centered on clothing (32 percent), recreation and social activities (29 percent),
and food (22 percent). As also would be expected from the previous analysis,
there are substantial differences in the ways in which widows from families at
different income levels said that their circumstances had declined. The differ-
ence between widows of high-income and low-income families in the percent saying
that their spending habits had changed is even more pronounced than it is among
the total sample of widows: At the highest income level, half of the widows
said that the decline was noticeable in the area of recreation and social activ-
ities compared with only 9 percent of the widows from families whose incomes
had been under $5,000. Conversely, widows from lower income families were more
likely to say that they had had to reduce expenditures for food, clothing, and
utilities.

The most common way, however, that the widows said their lowered standards of
living were noticeable did not deal with cutbacks in specific areas. It con-
cerned the problem of budgeting on a reduced income -- having to watch every
penny, to cut out all unnecessary expenditures in every area, etc. This answer
was given by almost half (46 percent) of the widows whose standards of living
had lowered. Although it was frequently mentioned by widows from all income
groups, those in the middle groups (normal former family income $5,000 to
$14,999) mentioned it most.often.

The frequency with which the various manifestations of lowered standards of
living were mentioned is surprisingly similar for the widows who described their
living standards as being only slightly lower and for those who said they were
much lower than before. Some differences are noted for the "money management,"
"clothing," and "food" categories, but even these are relatively small. In
other words, if there is a difference, it must be in the degree of deprivation
rather than in the kind of deprivation that was experienced.

Table 6 shows the replies to the question about the ways in which the lowered
standard of living had been most noticeable for various groups: for those who
said that their standards were slightly lower, for those who said they were much
lower, and for each of the normal former family income groups.

The following are representative answers given by widows who described their
standards of living as being only slightly lower than before.

"Your whole life chan es. You don't entertain, you don't vacation, and
you can't save like you did."

"I'm not suffering, but sometimes when we need clothes and I charge them I
find it hard to meet the bills. I could afford a couple of luxuries before,
but not now."

"I don't have as many clothes, and I never watched what I spent as closely
as I do now."
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"We used to take trips, which I absolutely have not been able to do. We
had an active social life -- I don't have. Being alone makes a lot of
difference, you can't do the things and entertain as you-used to."

- "My middle boy had to go to work instead of college. I cm afrid to spend
because I have my little boy to raise and educate."

"I need to have work done on my house. Things that I would have had done
so fa8t before I think about twice nw that I on atone."

"I had to give up my lovely apartrwnt. I don't go out to dinner as we did
before. I can 't afford things for myself that I once could."

"OMe thing is food. You don't have the luxury in food. I can't go out
and I don't take vacations."

"I pulled in my horns and ecopoized on clothes, household expenses and my
social life."

Table 6

MnifastetionD of Lered Stanards of Living

Widow$a* 2 tard Is Norml foper famd icom
Slightly Itch " bder $5O0- $10.000- $15,000
lover lower 0,000 $99 Ltt9 or note Total

Haney manageeat ("Reduce all unnecessary
spending budgett very carefully."
"Nothing for extras," "Accumulating
debts") 422 502 372 482 482 402 462

Less for clothing 28 37 36 32 30 25 32
Less for recreation, social activities 30 27 9 27 32 So 29
Less for food 20 24 30 24 1 11 22
Lie for travel, vacations 13 12 4 10 17 30 13

Cut back on hon mintenance, repair& i 8 10 I1 10 5 9
Cut back on appliances, how furnlshnges 7 6 7 6 S 2 7
Cut back oa utilities (keep heat low, no

telephone. etc.) 4 4 7 4 4 1 4
Less for madicim, doctors 3 5 4 6 A - 4

ed to go to work, increae aearniaS 4 3 4 4 3 4

Lack sense of security, feat of future A A 5 3 - -
Bad to move from house, apartment 2 2 2 1 3 7 2
Unable to save 2 2 1 2 2 3 2
Loss of independence L 3 3- - 2
Lees for gifts, charities 1 2 3 2 2 2

Save to share living arrangemnsa 1 3 2 1 1 2
Cut Uck oa insurance 1 1 1 2 - 1
LAae for eildren's education 1 1 I + I I
Miscellaneous 7 7 13 8 6 8 I

NuAer of cases 476 384 121 396 202 61 860

Note: Will add to sate than 100 percent because of multiple answmrs

4Lass than Ij of I percent_
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The comments suggest differences in the severity of deprivation among widows
who described their circumstances as being "only slightly lower." .Fq1.WJm
In comments from widows who said that thairstandards were such lower than
be ore touc on many of tf same themes, but some seem to conta a aF" ' t onal
overtone o desperation.

"I don't have the clothes I used to have. No tranportation. I don't
have the right food anymore."

"Well, I think the first is that I'm not able to meet taxes. I'm not able
to do the things we did together. We went to church and were altaye going
scuevhere for the union. I didn 't have to work before, and we used to
take vaoation, to visit the children. We did things for other people then."

"We don't have the money to go out to eat. We had a car and used to travel
a bit. r just don't have the income to do a lot of things we used to take
for granted. "

"When I want to go out and buy some extra things, like toys or clothes, or
go into a restaurant, r get soared and I don't do it."

"Well, I haven't been able to buy anything we didn't need for daily living.
We buy just what we need to get by $rom day to day."

"We have lese clothes and we go less. M husband kept the repairs up on
the house and kept the yard nice. we don't ha,,e those things now."

"we have lese entertainment, less household goods, and the children don't
have enough clothes. It is expensive to buy shoes and clothes for four
chi ldren. "

Combinations of characteristics associated with widows' living standards

The relationship between having maintained living standards and each of several
variables, such as the amount of life insurance remaining after immediate
expenses, was shown in Table 2. However, no process as complex as the change
in living standards can be understood by examining only one variable at a time.
Factors may combine in a variety of ways to produce groups of widows who were -
particularly advantaged or disadvantaged. In order to identify those combina-
tions of characteristics that were most highly associated with the maintenance
or reduction of living standards, a aultivariate analysis was performed.*

*The method used was AID (Automatic Interaction Detector) developed by survey
research specialists at the University of Michigan. See: John Sonquist and
James Morgan, The Detection of Interaction Effects, Monograph 35, Survey Re-
search Center, Institute for Social Research, University of Michigan, Ann Arbor
1964.
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The analysis was based on the following 10 explanatory variables, listed in
order of their abilit- to predict the maintenance of living standards when
considered by themselves. A more complete description of these variables is
contained in the Technical Supplement.

1. Widow's education
2. Widow's earnings
3. Amount of life insurance remaining beyond the immediate postdeath period
4. Duration of the husband's terminal illness
5. Family's financial assets before the husband died
6. Widow's monthly income maintenance benefits
7. Ownership of the widow's home
8. Stage in the life cycle at the onset of widowhood
9. Husband's income
10. Whether monthly income is received from family or friends

The responses to the question concerning living standards were given scores
ranging from I through 4, with a high of 4 assigned when the widow said that
her living standard had improved and a low of I assigned when she said that her
living standard was much lower. The average score for the total sample of
widows was 2.34.

Starting with the total sample, the analysis begins by examining all of the
possible ways of using each of the explanatory variables to split the sample
into two subgroups and selecting the "best split." The "best split" is the one
that provides the greatest separation between those widows who maintained or
improved their standards of living (scores of 3 and 4) and those whose circum-
stances had declined (scores of I and 2). Each of the two subgroups is divided
according to the "best split," and so on until no greater separation can be
achieved by adding variables.

The results are presented diagrammatically in the chart on the following page,
which should be read beginning with the box at the left-hand side of the page.
It shows that when the total sample is examined, the best job of predicting the
maintenance of living standards is achieved when the widows who were high school
graduates or better (53 percent of the sample) are separated from those who had
not completed high school. The average standard-of-living score for those
widows who were high school graduates or better is 2.47 compared with 2.20 for
those who had not completed high school.

When the analysis was repeated for the better educated widows, the importance
of having had some financial assets accumulated before the husband died became
apparent.* The mean score for those with at least some financial assets is
2.53 compared with 2.24 for widows whose families had not been able to accumu-
late financial assets in the predeath period.

*Assets included savings, investments, and real estate other than owner-
occupied homes.
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The widows who had the combined advantages of a high school education or better
and assets accumulated in the predeath period differ in a variety of ways from
the remainder of the sample. Although this group-contains only 42 percent of
the widows in the total sample, it includes 76 percent of the widows whose
husbands had earned $10,000 or more year before they died, 74 percent of those
who had $10,000 or more of life insurance proceeds remaining beyond the immedi-
ate postdeath period, and 66 percent of those whose families had been able to
accumulate at least $5,000 in assets before the husband died. In other words,
while education may have provided some of the widows with the background and
skills to deal intelligently with their new roles as family heads, the combina-
tion of education and predeath assets has defined (granting some overlap with
the remaining groups) the most affluent and highly insured segment of the
widowed population.

When the widow had a high school education or better and had assets accumulated
in the predeath period, those with earnings of $167 or more a month have a
higher standard-of-living score (2.65) than do those who either were not work-
ing or who had lesser earnings (2.40). For a small group of the widows with
the higher earnings, an additional "advantage" is created when the husband's
terminal illness had been of two or more years' duration. While this may ap-
pear to be an anomaly, the long-term terminal illnesses may have forced the
wives to begin their adjustment before the husbands died, hence thbir tendency
to say that their standards had been maintained in the postdeath period.

The analysis was terminated for those widows who had the advantages of educa-
tion, predeath assets, and monthly earnings of $167 or more because no further
division of this subgroup could produce a marked discrimination between those
who had maintained their living standards and those whose circumstances had
declined.*

Education and assets without $167 earnings -- Although there was overlap be-
tween the groups, widows who had the combined advantages of education, predeath
assets, and earnings of $167 or more tended to be in the middle stages of the
life cycle, i.e., their youngest children were of junior high school age or
beyond or the widow had no dependent children and was under 55 years old.
Those with the same advantages except for earnings of $167 tended to have young
children in the home or to be over 54"years old. Although they received sub-
stantially higher income maintenance benefits than did the widows with the
higher earnings and also had, on the average, higher amounts of life insurance
remaining beyond the immediate postdeath period, the mean standard-of-living
score is 2.40, just slightly better than the 2.34 for the sample as a whole.

Within this subgroup, the analysis identified two conditions that are associated
with higher-than-average standard-of-living scores and one that is associated
with a substantially lower one.

*See the Technical Supplement for a discussion of the criteria used in the
decision to terminate the analysis for the various subgroups.
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The lower standard occurs in a relatively small group whose husbands had suf-
fered terminal illnesses of six months' to two years' duration. Data presented
in Volume One shoved that medical expenses and total final expenses were high-
est for illnesses of this duration.

When the widows whose husbands had had terminal illnesses of under six months
or over two years are broken down into subgroups, it is an advantage to have
been 55 years old or over (almost all received some income maintenance benefits
and, by inference, had relatively low replacement income needs) or, if younger,
to have had at least $10,000 in life insurance proceeds remaining after final
expenses. Those younger widows with at least $10,000 available beyond the im-
mediate postdeath period have an average standard-of-living score of 2.68
compared with 2.25 when lesser amounts remained.

Education but no assets -- Compared with the group Just discussed, the widows
who had the advantage of education but who lacked the advantage of assets ac-
cumulated in the predeath period also tended to be the ones with young children
in the home. However, in addition to not having assets in the predeath period,
they had less life insurance available beyond the immediate postdeath period.

As can be seen in the chart, within this group (i.e., high school education or
better but no predeath financial assets) those widows who had preschool or
elementary school children (all but one of whom were receiving some income
maintenance benefits) had higher scores than did those without children in this
age group. However, of those with young children (elementary school or pre-
school),only those who, in addition, had $5,000 or more in life insurance
proceeds remaining beyond the immediate postdeath period were able to obtain
standard-of-living scores that are better than average.

Less than high school education -- Almost half of the widows (47 percent) had
stopped their formal education before completing high school. This proportion
may seem high, but it is identical to the expected value based on Bureau of the
Census data for United States women of comparable ages. The "typical" widow in
the sample was almost 52 years old when her husband died and would have comple-
ted high school in 1932. At that time, a much smaller proportion of girls
completed secondary school than is true today.

Perhaps somewhat surprisingly, the analysis found that the most predictive
split for the widows with lesser educational attainment is on home ownership,
with those who inherited mortgages experiencing greater declines in living
standards (mean score of 2.01) than did hose who rented their dwellings or
who owned their homes outright (mean score of 2.27). When compared with the
other widows who were less than high school graduates, an inspection of the
data shows that those with mortgages tended to be younger (56 percent had de-
pendent children compared with only 34 percent among the others) and to have
had husbands with higher incomes. In other words, the presence of a mortgage
may have defined a group with higher needs for replacement income than was true
for the other widows who had not completed high school.
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Given a mortgage, it helps somewhat if the widow had earnings of at least $167
a month (mean score of 2.20). If she did not have this level of earnings, it
is particularly disadvantageous to have been widowed in the middle stage of the
life cycle, when she had not reached age 55 but had no children below high
school (mean score of 1.54). This is the stage in which the smallest amounts
of income maintenance benefits are received.

Home owners or renters -- Just over I widow in every 3 (34 percent) had less
than a complete high school education and either owned her home outright or
rented. Within this group, if the family had been able to accumulate as much
as $5,000 in assets before the husband died, the widows have a mean standard-of-
living score of 2.54; somewhat better than average.

If she did not have this level of predeath assets, it is a- advantage if her
husband had earned less than $5,000 a year and she had earnings as a widow of
at least $167 per month (mean score of 2.59). If shft did not have this level
of earnings, it is an advantage if her husband's terminal illness lasted less
than six months (mean score of 2.48). If the family lacked assets of as much
as $5,000 in the predeath period and the husband had had an income of $5,000 or
more, the widow is at a particular disadvantage if her education had not ex-
tended beyond eighth grade or if she had somewhat more education but was left
with no life insurance proceeds remaining beyond the immediate postdeath period.

In all, the multivariate analysis is able to account for only 12 percent of the
variation in the standard-of-living scores. That more of the variation could
not be "explained" is at least partly due to the subjective nature of the
widows' perceptions of how their living standards had changed. However, it
also reflects reality. To ask which widows will maintain their living standards
is, in a sense, the counterpart of asking, "How much life insurance is enough?"
The answer depends on many factors including the family's living standard be-
fore the husband dies, the nature and duration of his terminal illness, the
debts the widow inherits and the benefits that become available to her, and the
constraints on her ability to work and upon her financial responsibility. Be-
cause the combination of possibilities is almost limitless, no simple rule of
thumb can suffice.

When asked how they had maintained their living standards, the widows tended to
cite their sources of income and their skills as money managers. The multi-
variate analysis, however, shows that not only is income important but so are
the conditions, such as the widow's stage in the life cycle, that help deter-
mine the need for replacement income. Further, the analysis points to the
importance of reserves, either in the form of assets accumulated before death
or received from life insurance. Finally, it points not only to the beneficial
effects of having a good education but also to the potentially harmful effect
of the husband's terminal illness upon the widow's well-being.
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Chapter 3

The ChildrenIThe husband was lost through premature death at a time when almost half of the
fa-WrTies (47 pecen-tY"s fiff-hand children to raise and educate. tn-Itese-TAI -
lies the typicaT1- iri5i'-d t 4iti Ewo children (zeiinTand 1 in every 5
was caring for at least four. As was mentioned in Volume One, 92 percent of
all the children were still living with the mother two years after the death
of the father, and those who had left home, almost without exception, had been
in college or in their final years of high school when the father died and pre-
sumiably had left to start homes of their own or to fulfill their service obli-
gations.

Changes in education plans

As one measure of the financial impact of the death upon the lives of the chil-
dren, each of the widows was asked about the plans she and her husband.had had
for their children's education and whether those plans had changed because of
her husband's death.

Three out of every 4 said that they had hoped that at least one of their chil-
dren would receive a college degree, Including 2 percent who talked of advanced
degrees. When only those families in which the oldest child had yet to gradu-
ate from high school are considered, 71 percent said that they had hoped for a
college degree. Having had college plans, as would be expected, was related
to the income level of the family, with the proportion increasing from 57 per-
cent when normal income-had been less than $5,000 to 90 percent when it had
been $15,000 or more. There was no relationship, however, between college
plans and the number of children ia the family or the grade in school of the
oldest child.

In almost one fourth of the families with children (23 percent), the oldest
child was enrolled in college or other training beyond high school at the time
the husband died. When these mothers were asked whether the death had affected
the children's education, over I in every 4 (26 percent) said "yes." Similar-
ly, when the oldest child had been in grades 8 through 12 at the time of the
death, 25 percent of the widows said that their educational plans had been af-
fected. When the oldest child had yet to reach eighth grade, only 20 percent
of the widows believed that the death would have an effect upon their plans for
their children's education.

There can be a variety of reasons other than financial why a widow might say
that her husband's death had not had an effect on her children's education.
For example, the fact noted above that widows with younger children were less
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likely to say that their education would be affected suggests that some may
have been unable to anticipate the ultimate impact of the loss of the husband's
income.

Another reason is suggested by the fact that modest plans were less likely to
be affected than were those that were more ambitious. When the family had
planned to send one or more of their children to college, 28 percent said that
their children's education would be (or had been) affected compared with only 6
percent when there were no specific plans or when the family had not expected
to send a child beyond high school. Furthermore, even when college was planned,
some families may have expected that the children would have to bear most of
the costs themselves, even if the husbands had lived.

The survey showed, however, that there was a direct association between the
disruption of educational plans and the widow's financial situation. When the
widow said that her former standard of living had been improved or maintained,

-only 12 percent said that their children's educational plans had been altered
compared with 27 percent when standards were slightly lower and 46 percent when
the widows described their living standards as being much lower than before.

Use oE life insurance to implement plans -- The widows were also asked whether
any of the proceeds from their husband's life insurance would be (or had been)
used to help finance their children's education. Overall, 35 percent of the
widows with children said that some life insurance would be (or had been) used,
and the figure rose to 40 percent among widows who had children in college or
other training beyond high school at the time the husband died. When a widow
said that life insurance would be (or had been) used to help pay the costs, she
was more likely than the others to say that the plans she and her husband had
had for their children's education has not been altered.

Table I shows that when the oldest child had been a student beyond the high
school level at the time the father died, only 18 percent of the widows who had
used (or would use) life insurance to help pay the costs said that their chil-
dren's education had been affected. When life insurance had not been (or would
not be) used, 32 percent reported changes in plans.

Table 1

Percent of Widous Sayin Children's Educational Plans Would Be (Had een) Altered
Accordint to USe of Life Insurance to lsle PaY Costs and Grade i. School of Oldest Child

Children's education would be had been) altered
Life insurance to LiF Inesurace not to

Grade in school of oldest child help finance education help finance education*

College or other training beyond high school let 32Z
Grade 8 through grade 12 1? 28
Preschool through grade 1 1) 24

includess faumlies in which the husband was not insured. those in which ell proceeds were used to eet
final expenses. and those with soe proceeds remaining eyond the imediate postdeath period.
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The same relationship holds for families vith younger children (13 percent vs.
24 percent) despite the fact that here those who would not use life insurance
include both the families expecting to send a child beyond high school and
those with more modest educational plans.

How plans changed -- The widows were asked about the ways in which their chil-
dren's education had been, or would be, affected by the husbands' death. Al-
though the answers shown in Table 2 are classified by the grade in school of
the oldest child at the time of the death, it should be borne In mind that the
widows were describing the effects of the death on all of their children, not
necessarily the oldest. The families most likely to have been affected were
those in which the oldest child had been enrolled in some form of training be-
yond high school at the time of the death. While this category contains fami-
lies in which the child was in business school or other vocational training, in
over 9 in every 10 of these families the child was in college. Of the widows
in this category, 12 percent said that the change involved the method of fi-
nancing their children's education. When the method was specified, it was most
typically that the child would have to work more to pay for his education --
although some mentioned loans and other nonscholarship aid and a few mentioned
scholarships. However, it is also seen that 1 widow in every 10 said that the
death had caused one or more of her children to interrupt or terminate his edu-
cation.

Host of the widows whose oldest children were in grades 8 through 12 at the
time of the death also were in a position to assess the impact of the death
upon their children's education. Again, 12 percent mentioned altered financ-
ing. However, 7 percent of the widows said that because of the death their
children would not go beyond high school and 2 percent said that a child had
dropped out of high school following the death.

Among widows whose oldest children had yet to reach eighth grade at the time of
the death, 14 percent recognized that altered financing would be required if
their children were to go as far in school as the families had hoped. However,
compared with those who had children of high school age, the mothers of the
younger children were less likely to believe that the death might mean a re-
duction of goals.

-Widows from families whose incomes had been $15,000 or more a year were some-
what less likely than were the remainder of the sample to say that the death
had affected their children's education (15 percent vs. 26 percent), and the
data suggest that when income was less than $10,000, there was a somewhat
higher probability that the widows would say that thelt children's education
hid been interrupted or that they would not go beyond high school. However,
there was not a marked relationship between the families' former income and
the way the widows said the effects on education would be (or had been) mani-
fested.
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Table 2

affect of the Rejah oe the Ctlurea's Iducatlonal 1lef.
Accordias to Grade I School @1 Oldeat CkiLd

Grade is school of oldest child
at time of bkabeade death

college or other Orae Pre;cool
training beeyod tbovh through

hiab school xrad. 12 Mras" 7

I of widows saying that plane for chlldrea' education had
bhe affected b7 the bokead's death 261 252 202

Vays in tich plea were adree17 affected

Uwuatice teru zaated or taterneted
Did not costime college 91 -

other training b4eyei high school 1 4 -
" hiah eol - 2 4.

Total education terminated or interrupted 7f 4

Goal lovered
V me (1d) mot go to profeelal or gTaduate school +- -vocational school or Jusior colee 12 1S +

be7oad hi& school 1 1
Total oals lowered If -3 4

illto(;) to a lea.-ezaoelve college thas planned 2 21 4
Ubelic hg school rather thea private or

paochial school 2 1 37Trotal ezeaa redced 2-' ---'t

Altered fi IM

Cild .1( ) depeed ore oe em earaLage 72 6
U U U M loamo r other aid 2 3 1
U U U U acholarehp 1

Not apeciled
Total altered fimascle gh

Xicellansous advree efflite 1s

Death WIll have advastaeao effect me plae + 12

mber of casa 155 474 313

Notes Beeme of naltipla &aware, percent within categorie may ad to Mere thba the eubtotala ead tbe
subtotale add to mre tha the percent of widws sayig their plans wera affected.

teas than 4 Of I perCeat

Other financial effects on the children

The widows with children also were asked, "Besides education, have your chil-
dren's lives been affected in any way because of your financial situation since
your husband's death?" One in every 4 (24 percent) said "yes." As can be seen
from Table 3, the proportion of mothers who said that their children's lives
had been affected in ways other than education is also associated with the
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maintenance of living standards, increasing from 11 percent when the family's
living standard had been maintained to 49 percent when the family's circum-
stances were much lover.

In describing hoy their children's lives had been affected by their financial
situations, the widows frequently were unspecific, citing general deprivation
in a variety of areas. One mother said. "The reatisation that Daddy's not
here. They don 't ask for things beoase Dady 's payoheok isn't here eea
month. n Another said, '%*en they ask me for a bicycle, or a big gift, or more
clothes, or (money for) going out,, I don't give it to them. Maybe wie wouldn't
bW the bicycle if my huaban-1 were here, but now I feeL I'm depriving them."
Uhen specific effects were mentioned, they tended to be in the areas of the
children's social and recreational activities, including vacations, and in
their dress. In the recreational area, the widows were concerned not only
about the children having to curtail their activities but also about their ova
inability to do things with their children, such as taking them to dinner.
Recreation and clothing, together with general deprivation, account for uch

Table 3

Ways Other Thea Mucation That Children's Ute Were Affected by Widow's Financial Situation
Accordig to Malotenonce of Standard of Utica

All vidows widow's estimate of
with current lhvlnl standard covered with formr one

children Sam or batter Sliahtly lower xcb lower

I of vidovs saying that children were affected
by the death other than in plans for education 242 11% 272 492

Vaye to which children were adereely affected:

Do without - no specific reference (e.g..
"Do without so may thigh, " "Can buy
only nace sitiee." atc.) $1 32 52 21

Social ectiv.tiea, Vacations curtailed 6 1 9 11
Cannot dress W well 5 1 1s
Went to work to support (or help support)

self or foully 3 2 3
Cannot have "a automobile L + 4 1

Alone wr. because widow ts working I - 1 3
Less medical and/or dental care 1 + 1 3
Cannot eat avell 1 + + 3
Lowr school grade. because of working 1 1
marriage poetponed 1 1

fust li vith others + - 4 I
Kiacellneous hareful effects 2 1 3 3

Effects vere beneficial 1 22 - 2!

Number of cases 988 474 309 199

r'ote: Will add to more than the total percent of fanilius in which children were affected other than in
plan. for education because of multiple answers

+Less than i of I percent
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of the difference between the vidows who had maintained-their living standards
and those who describe--their standards as being such lower. The only other
specific effect mentioned by as many as I percent of the widows with children
was that one or more of the children had gone to work to help support himself
or the family.

Relatilfew widows admitted that they had had to cut back on more basic ex-
penditures, such as food or medical care, although occasionally one did. -The
mother of a 12-year-old son, for example, said "He does not have the things the
other kids do. I do my beet, but he aUl&zs needs clothing and it's so expen-
sive. He's not eating as well because I don't haae-the money to spend on food."
This widow fit one of the sets of conditions that the multivariate analysis
(see Chapter 2) shows to be associated with a lowered standard of living. That
is, she-was not a high school graduate, her home was mortgaged and, though she
received $221 a month from social security, she had an income of only $65 a
month from her own earnings. The husband had died as the result of a heart
attack when he was 51 years old and the family's income that year had been
$10,500. While he undoubtedly was earning less when he purchased his life in-
surance, the husband owned but a single $1,000 policy - the agent had sold a
$1,000 policy on .the wife at the same time - and all of the proceeds had been
used to help pay $1,300 in funeral bills.

Total financial effects -- When the educational and other effects were combined,
it was found that just under 4 out of every i0 of the mothers (37 percent) said
that their financial situations had had an Impact on the lives of their chil-
dren. For a few of these families, the deaths had brought an improvement in
the financial situation and the widows found they could do more for their chil-
dren; however, the effect was overwhelmingly negative. It-also was strongly
related to the maintenance of living standards. In families in which the
widows said they had maintained their standards, only 20 percent said that
their financial situations had adversely affected their children's lives com-
pared with 43 percent when standards were slightly lower and 71 percent when
the widows described their circumstances as being much lower than before.

Because life insurance is one of the factors associated with the maintenance
of living standards, it is not surprising that it is also related to the pro-
portion of families in which children's lives were affected. As may be seen in
Table 4, as the amount of life insurance proceeds available to the widow in the
form of liquid savings or investments increases, the proportion of widows who
said that their children's lives were affected shows a steady decline.

No systematic relationship was found between the proportion of families in
which children werd affected and either the wife's stage in the life cycle at
the onset of widowhood or the number of children in the family. Except for
families whose incomes had been $15,000 or more a year -- widows from these
families were somewhat less likely than the others to say that their financial
situations had affected their children's lives -- there was no relationship
between the family's normal income and the proportion of families with children
affected in any way by the widow's financial situation.
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Table 4

km ChIldrea's Lives Vere Affected by the Widowes Finsaclal Sitfatiou
According to aoumt of Life Insuramc Proceed. Saved or Invested

no proceeds
All sev or Invested

vidae or no Issurace

Va children affected:
Iducattom
Other Veay

Total vith children affected
Children not affected

*Ae4r of ceasC

231
24

371
63

100

982

301
28

54
1001

172

Life imeurace Proceeds saved or invested
Under $5,000- $10,000- SLS,000
$5o0o $9.9" $1499g or -or.

251 221 161 101
25 21 16 12

38!
62

i00
33
'7

100i

261
74

Loos

201
s0

1001

2)8 126 79 121
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Chapter 4

Work
The largest single source of income for the surviving families came from the
widows' own earnings. Because work so often is the response to pressing finan-
cial needs and because it can also provide at least a partial answer to the
most common problem of widowhood -- that of loneliness -- the work histories of
the women during their first two years of widowhood was examined in some detail.*

Just under half of the widows (47 percent) had worked, either full or part time,
during the year that ended with the husband's death. Two years later, 56 per-
cent reported income from their own earnings.** This net difference of 9 per-
centage points, however, grossly underestimates the full impact of the death
upon the work experience of the widows.

In measuring the economic impact of premature death, it has been seen that the
time of physical death is not always an appropriate reference point. Half of
the husbands had shown one or more signs of income impairment before they died;
that is, they were not employed or they were receiving some form of disability
or retirement income, or they had been Ill or disabled for at least six months.
Table I shows that in every age group, the proportion of wives who were working
was noticeably higher in families in which one or more of these signs of income
impairment was present than in those in which there were no signs of impairment.
Much of this increase say be the result of wives entering the labor market be-
fore the husband's physical death but after the onset of "economic death." If
all of the families had resembled the unimpaired group, only 41 percent of the
wives would have worked during the final year of the husband's life and the net
increase in the proportion of wives with work experience between the predeath
and postdeath periods would have been 15 percentage points rather than 9.

*Throughout this report it is assumed that the changes between the predeath and
postdeath periods are the result of the death of the husband. However, some.
changes might be expected if we had aged a sample of surviving families by two
years. In terms of work histories, the changes would reflect not only the
general level of employment at the two points in time but also those resulting
from the normal flow of wives into and out of the labor market. Restricting
the study to the two years following the husband's death, however, minimizes
the effects of time as a producer of change In comparison with the death of the
husband as the producer of change.

**For the 5 percent of the widows who had remarried, work experience in the post-
death period refers to the period before remarriage.
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Table 1

Percent of Vtyea I lo ad Durtna 3aabm's VL a Tear
Accordtie to Inairment of the asbafd'P I .ncoe ed Vito's Me a: Oat et of V16owbood

ie's Age at
onset of vidwood

Uader 3
35 - 44
45 - 54
55- 4
6S or older

%uead' Lacome

411
52
5'
503O

basused,' Lccim
pot int Td

302
45
51
34

a

&sy 12 vidom Is this category

The overall difference between the predeath and postdeath periods reflects only
the net change in the proportion of the widows with earnings. While some of
the widows vent to work following the deaths of their husbands, others stopped
working. In addition, some changed jobs; some changed from part-time to-full-
time employment, or vice versa. When the widows had changed jobs, there was a
trend toward increased intensity of employment; that is, 50 percent of the job-
changers had been working full time before their husbands died compared with
76 percent working full time afterward.

The major changes in work experience between the
are sumarized in Table 2. It is seen that just
had experienced some change in employment status
widowhood.

predeath and postdeath periods
over I widow in 3 (35 percent)
during her first two years of

Table 2

Shifts is Sploym at from the ?rekath to the Postdaatb Perlod

Percent of
- all vi6dM

Continued is same Job beld before husband's death
hanged Jobs

Started worklaS
Stopped working
Did not work at either point in tie

a .
3'

1002

Because the widows who had stopped working after their husbands died run coun-
ter to the trend toward increased employment, they were asked why they had
stopped. Among those who had stopped, there was a disproportionate share from
families in which there were preschool or elementary school children and from
those in which the widow was at least 60 years old at the onset of widowhood.
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These conditions are reflected in their answers. As can be seen from Table 3,
one third said that they had stopped because of their health and 12 percent said
that they had reached retirement age. Almost one fourth (24 percent) said that
they had stopped working to care for their children. Social security and other
survivor or pension benefits had enabled many of these widows to stop working,
but only 4 percent said that they had stopped because they thought it was more
advantageous to receive those benefits than to work.

Twenty-two percent gave answers that fell into the miscellaneous category.
About half of these were references to involuntary cessations of work, that is,
the widow had been laid off because a business had closed or had cut back on
employment. Some quit because of Job dissatisfaction, while a few said that
they had stopped because they needed to rest after caring for their husbands
through the prolonged terminal illnesses.

Table 3

WtMu WViwe' ReaaoM for 8toI Voft After TheWI kabeads Died

Foor health 33Z
To care for childrm 24
leeched retirmet 1 iaou.t" 6
Sed topped before bueboad's death to care for his 6
Nora *dmtaseo~ to receive social security or other survivor beesito 
To further educate I
Wiacelloeens 22

fter of cases 13

otet" VII add to me tkm 100 percast because of multiple Mr

One out of every 3 of the wives (33 percent) who had not been working at the
time of the husband's death had gone to work afterwards. Although few went to
work Imediately (i.e.1 within the first month of widowhood) 40 percent had
done so within the first six months. An almost equal amber (41 percent) were
able to postpone going to work until the second year of widowhood.

The typical, or median, widow who went to work was 50 years old at the onset of
widowhood, and almost three fourths (72 percent) were between 45 and 64 years
old. The remaining 28 percent were under 45 - none of the woman who were 65
or older at the beginning of widowhood went to work. Almost all of those who
went to work (90 percent) said that they had worked at some time during their
lives, but only one third said that they had worked in the previous 10 years.
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Though the question was not asked, the data suggest that about half of the
wives with previous work experience had not worked since the early years of
their marriages. Because of their ages and the lack of recent work experience,
it might be anticipated that the widows would have had difficulty finding jobs;
yet only 15 percent said that they had encountered any problems. Although the
older widows and those whose previous work experience was most remote were the
ones most likely to have encountered problems, they did not differ markedly
from the others. For example, of those who were under 45 years old, 9 percent
said that they had had problems finding jobs compared with 18 percent of those
who were 55 or older. Similarly, of those who had worked within the previous
10 years, 14 percent had had problems finding jobs compared with 19 percent of
those who had not worked for at least 20 years. (It is possible, of course,
that age and lack of experience had caused some widows not to seek employment
or to seek and not find it; the question was asked only of those who had actu-
ally gone to work.)

While neither age nor lack of recent work experience had proved to be a handi-
cap to the large majority of the widows who had taken jobs, these factors were
the most common sources of the problems that were encountered. Other factors
that caused problems for some widows were their health, lack of transportation,
lack of facility in English, preemployment tests, and the unavailability of
part-time jobs. Several widows said that they had had to settle for jobs that
they felt were beneath their qualifications.

Husband's income

In addition to actual former family income and former family income for a
"normal" year,'the survey obtained information about the husband's own income
before he died -- the amount that death took from the family income.

Before the death of the husband, there was a strong inverse relationship be-
tween the husband's income level and the employment status of the wife. The
decline in the proportion of wives at work as income increases is the type of
relationship usually found in studies of working wives and reflects the fact
that wives go to work primarily in response to their families' economic needs.*

It is seen in Figure I that with the loss of the husband's income, a dispropor-
tionately large share of the widows from upper income families went to work.
When the husbands had had incomes of $15,000 or more a year, only 15 percent of
the wives worked in the predeath period compared with 55 percent at work post-,
death - an increase of 267 percent. When the husbands had earned less than
$5,000, 56 percent of the wives were working predeath while in the postdeath
period the proportion had decreased to 54 percent.

*U.S. Department of Labor, Bureau of Labor Statistics: Special Labor Force
Report No. 59.
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The net result of these changes Is that there is no relationship
the husband's incom had been and the probability that the widow
in the postdeath period.

between what
was working

Stage in life cycle

The relationship between work and the wife's stage in the life cycle at the
onset of widowhood is also a familiar one. The proportion of working wives is
highest in the middle years, when the youngest child is beyond elementary
school age or when the children are no longer dependent and the wife ts rela-
tively young. They tend not to work when there are young children in the
family, particularly preschool children, or after the wife reaches age 60.

After the death of the husband@, there was an increase in the proportion of
widows at work in each of the life cycle groups except for the very oldest.
Unlike the relationship between husband's income and work, the relationsP ip be-
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teen life cycle and work not only is maintained in the postdeath period but
is even somewhat accentuated (see Figure 2).

1aw8. 2

erceat of Widom workise t. the Predeth &al ?oetdetth Period.
Accordlsa to Stage to Life Ccle at Ost of V4odwbood

Pere"t
of vies
or widw-

1001 I-

U Ulvee orrki* beforebuebsee's death

w Vidowe worilm after
bu , ad's deathgo: I-

?Ot -

6021~-

Sol I-

4OX I-

202 -

l0 I-

I Laderarten Grade 6
t rog pasd I or be

Dspeat dClUrs. Youngeet Child

__J L
bder 60 60 or older

go depeost childrw - widow.a age

While work say often be a response to economic necessity, advanced age or the
presence of young children are counterpressures. This can be seen more clearly
when the effects of income and life cycle upon the work histories of the widows
are examined jointly. As can be seen from Table 4, within each life cycle
group, the proportion of widows who were working in the predeath households Is
highest when the husband'a Income is lowest. Within an income level, the pro-
portion at work in the predeath period continues to be lowest when there were
no dependent children and the wife was 60 years old or over and, although the
details are not shown, when there were preschool children in the home.

In the oldest life cycle group, the net decrease in the proportion at work fol-
lowing the death of the husband holds in the two Income groups having enough
cases to examine. There was also a net decrease among lower income families
with dependent children. While all other groups showed net gains in the pro-
portions of widows at work, the increase was greatest among those families in
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which the husband's income had been at least $10,000. Among these higher in-
come families, the net gain in employment was as great for those with preschool
children (a net gain of 25 percentage points) as for those in which the young-
est child was of junior high school age or older (a 26 percentage point gain).

Table 4 -

Percent of V1dove Working i the Predeath end Postdeath Period.
According to ,baamd'e Forser lmccoe ad Stale t Life CYcle at the Onset of Vi&VOod

Ebaad' forupr income
Under 3,000 MOT O _ $o1 0 or more

I ofvive Iofwido If Is of vide s I of o e ofidow
Stage to life cycle at working vorkins working boring working vorklng
the oet of vidowhood predeath postdeeth predeatb poetdeath pre.ath 22sedeath

Depesdent children 62t S81 482 571 27t s1
10o depeodent children

-- vidow's age:
Under 60 62 71 52 70 32 59
60 or older 40 22 9 34 - -

Survivor benefits

As would be expected from the preceeding analyses, the availability of survivor
benefits in the form of monthly income payments was related to the change in
the proportion of widows at work between the predeath and postdeath period&.*

Table 5 shows the proportion of wives at work in the predeath households and
the proportion of widows at work according to the husband's former income and
the amount of monthly survivor benefits received. It is seen that if the widow
received some monthly income benefits and if her husband had an income of less
than $5,000, there was a net decline in the proportion of widows at work. For
all others, there was a net increase in the percent working and the higher the
husband's income had been, the greater the increase in the proportion of widows
at work.

Table S

Percent of Vidos Working in the Predeath and P.stdtth Periods
According to Asmoat of Mothly 1joe Survivor besetit Reived and Nusbabd a Form, Incme

Hoothlr survivor benefit paenet

Sof vives I of vdos I of ves I of vidows tofvvt of video
Iuabod' e working voritin Workieg vorking Vorking working

former loc qredeath postdeatb predeath nostdeath q t nootdeath

$10.000 or more 321 351 19t 46t
5.000 - ,9.99 613 792 47 ,1 37 3

Uder 5.000 72 $3 47 38 51 34

These benefits include social security, veterans' benefits, and income settle-
ments of the husband's retirement plan and life insurance.
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No evidence was found that the amounts of life insurance benefits received in
the form of lump-sum payments were related to the proportions of widows who were
working. This is due in part to the fact that as the amount of income required
to maintain the former standard of living Increases, a progressively smaller
share Is provided by monthly income survivor benefits. Although the total lump-
sum amounts of life insurance received tend to increase with increasing need for
replacement income and, therefore, might reduce the motivation to work, it is
seen that most widows tend not to think of their proceeds as a source of capital
for meeting routine living expenses. It appears that as the gap between month-
ly income survivor benefits and income required widens, there is increased
motivation to work as a means of providing the income necessary to maintain a
semblance of former standards.

To test the relationship between the amount of proceeds received and subsequent
work experience, it would be necessary to compare widows who had equivalent
background characteristics and needs for replacement income but who differed in
the amount of life insurance received. A sample of 1,744 widows does not permit
this degree of control.

Reasons for working

Not all of the widows who eventually would go to work had done so within the
first two years of widowhood. As a measure of their intentions, the widows
who were not working were asked whether they planned to work at some time in
the future. Of these not working, 29 percent said that they did anticipate
going to work, 16 percent were not sure, while 55 percent said that they did
not expect to work. As a result, some 75 percent of all the widows either were
working at the time the survey was conducted, were planning to enter the job
market, or were not sure. For 1 widow in 4, work was neither a current reality
nor a future prospect.

As would be expected, the widows who planned either to work or who were not
sure were concentrated among the families with young children. There was also
a tendency, though less marked, for the future workers to come from homes In
which the husbands' incomes had been the highest.

It is impossible to know how many of the widows who expected to go to work
would have done so even if their husbands had lived. Many undoubtedly would
have gone to work at some tine regardless of what happened to the husband.
While the full impact of death upon the work experience of the widows cannot
be stated, the net impact over their lifetime will be greater than the net dif-
ference of 9 percentage points between the predeath and postdeath periods that
was described in the initial paragraphs of this chapter.

In discussing the need for replacement income, the proportion of widows who,
because of economic necessity, are involuntary participants in the labor market
is of more importance than is the absolute percentage who are working. To get
an estimate of why they worked, the widows were asked, "Many widows work because
they need the money to help support themselves and their families. Is this one

- 60 -

460 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



457

of your reasons for working?" Only 7 in every 100 said that money was not a
factor. The 93 percent who said that money was indeed a reason were asked, "Do
you think you would continue to work even if you didn't need the money?" A
similar set of questions was asked of those who planned to go to work or who
were not sure.

Of the widows who were working, 1 in every 3 was a reluctant or invaiwary
worker; that Is, they said that money was a reason for working and -that they
would quit if the need were eliminated. As can be seen in Table 6, tho widows
who went to work did not differ appreciably from those who had been working
before their husbands died. Of those with plans to work, 4 in every 10 indi-
cated that they would prefer not to, while 15 percent said that money would not
be a factor if they decided to work.

Among all the widows in the study, approximately I in every 5 (19 percent)
could be classed as a reluctant worker. The work attitudes of the women who
were widowed at various stages in the life cycle are shown in Figure 3. The

Flijur 3

Moeey a a Reaaoa for orkift Accordt to Stage I Life ycie at Onset of Mdcwbood

Percent of
all Widows

too% Workin, but WmOY oot a
ME factor

W wori g and &*ad mnoy.El but Would Vork anyvay

901 Working and nee4 iUe,.U etbervie woULd not wore

701

601

301

401

301

202

101

esacbo@1 Lindergrten Grade 4 Under 60 60 or older
through grade 7 or beyo-d

Depmdent cbildre, poVOget child No dependent children - vrdow'* age
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proportions of each group working reluctantly follow the total proportions at
work - increasing to a peak of 27 percent among vidows in their middle years
and then declining. However. the proportion of workers who would prefer to
quit if there were other income is highest among those who had preschool chil-
dren in the how (42 percent) and lowest among those 60 or older without depen-
dent children (28 percent). At no stage in the life cycle did a significant
proportion of widows say that money was not a factor in their decisions to
work, although there is some increase in nonfinancially motivated work at the
older age levels.

Table 6

Money " a auhoa for Vorkim

Continued Working
frow Prodaatb period

Need Tomy, otherwise Vould not work
need moMeY, would work aly

money Not a factor

331 331
61 57
6 10

1001 1002

Went Total cur-
to work reotly vorkia

331
60

7
1001

Number of cases "9 271 940 378

Figure 4

MOsY a A &ea for orIMAg or PlAMMiSM to Work According to State is Lif Cycle at Onset of Vidowhood

Percent of
alL Widows

v:i

Preschool kindergarten Grade a
through grade 7 or beys

Dependeat children, yougest child

Vorkia or plan to
work, but noney
not a factor

working or plea to
w ork end ,eed
money, but "old
work aywy
Vorkint or plan toU work aid sd
money, ot.1rvise
would not work

Under 60 60 or older

No dependent children - widow's age
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Figure 4 shows the work attitudes for the various life-cycle groups when the
attitudes of widows currently working are combined with those of the widows
who expected to Vork (or who were not sure). This should not be interpreted as
a projection of the percent of widows who will be working at som future date
because some of the plans will not be realized and because some of those cur-
rently at work may leave the job market or change their attitudes toward work.

As can be seen, at each stage in the life cycle except for the very oldest, at
least 8 in every 10 of the widows either were working or had-some expectation
bf going to work. For all but a small minority, financial need played a part.
If financial need were eliminated, a substantial minority of widows, particu-
larly if there are children in the home, would prefer to leave or not to enter
the labor market.

The relationship of the husband's income level to the work attitudes of the
widow is shown in Figure 5. While the proportion of widows working is essen-
tially unrelated to the husband's former income, the proportion of widows work-
ing reluctantly is. When the husband's income had been less than $10,000, just

Figre 5

1hs7 a a Bs for Wotrtu Accordlos to ibs.'s ftera taco.

Verciet of
aul vtdiMs
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over 1 in every 5 of the widows said that she was working only because of
economic necessity. This compares with but 4 percent of the widows of men in
the higher income bracket. Also, a larger proportion of the widows of upper
income husbands than was true of widows of husbands with lower incomes said
that money had not motivated their decisions to work.

A similar picture emerges when the widows currently at work are combined with
those who might become workers. In the top husband's-former-income bracket,
the proportion of widows who were reluctant workers, current or anticipated,
was 15 percent compared with almost 3 in every 10 (29 percent) among those
whose husbands had been below the $10,000 income level. Conversely, a higher
percentage of the upper income widows said that the decision to work would not
be dictated by financial need.

Shore detailed tables showing the relationship between income, life cycle, and
the widows' work experience and attitudes are contained in the Technical Supple-
ment.

Occupation

A variety of factors may account for the fact that when they worked, a seller
proportion of the widows of upper income husbands could be classed as reluctant
workers than was true of those whose husbands had earned lesser amounts. It
may be due in part to underlying differences in attitudes toward work as a
proper activity for women or in willingness to admit that work was a necessity.
At least part of the difference, however, can be attributed to the kinds of jobs
the widows held.

Table 7 shows the occupational distribution of widows of husbands of various in-
come levels. Compared with the widows of men who had had incomes of less than
$5,000, the widows of men with incomes of $10,000 or more wohre more likely to
hold professional or clerical jobs and were less likely to be operatives or
service workers.

Table 7

Widov's Occupatlon According to Euband'a Form Income

asobd's former Income
Widow's occupatioa Under $5.000 15.000-38.998 410,0or nor* Total

Frofeeoetal or eamlprofeseional 52 101 202 II
IzacutLve or eamlexecvtive 4 4 6 5
Clark 25 38 44 37
8.1me pereos 1 It 9
forms, crafts, or operative 24 17 6 !.
Service worker or Laborer 38 13

Number of cae 406 473 150 1,101
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As a further refinement, the proportion of working widows who would prefer to
quit was calculated controlling on the husband's income and the widow's occupa-
tion (see Table 8). Within a given occupational category, it can be seen that
there is still a strong tendency for the proportion of widows working reluctant-
ly to be highest at the lower income levels. However, within a given income
level, there are also differences between occupations. Regardless of income,
widows in jobs that fall under the heading of professional or executive are
least likely to say that they would stop working if the need for income were
eliminated, while those working as foremen, craftsmen, or operatives are most
likely to say they would quit. An unexpected finding was the relatively low
proportion of reluctant workers in service occupations (although laborers are
included, almost none of the widows held jobs in the "laborer" category).
There is no ready explanation of this trend other than the observation that
this category includes babysitting and, perhaps, similar types of employment
that could be arranged at the convenience of the widow.

Table 5

Percent of Workime V Wde %ho Vould Prefer to Stog Working
Acordle. to a9bande Former Income and Vido's cuptiom

MAebad'e former incomeidow'e occupation Under $5.000 65.000-t9.59 110.W0 or

Profesaional, eamiprofessiooe) epeeytiw,
or seMiexcutive 323 261 SR

Clerk or sales person 4l 32 16
Form, crafteman, or operative 53 6-
Service worker or laborer 36 26

Vocational training

For many of the widows who had been working when their husbands died, for those
who went to work, and for those yet to enter the labor market, vocational train-
ing could be important not only to help them qualify for better paying positions
but, equally impgrtx, to jrepa~e them for the kinds of jobs that provide the
most satisfying careers. Yet of all the widows in the study, only 10 percent
said that they had taken any form of training in the two years that they had
been widowed - 7 percent said that they had completed courses and 3 percent
said that they were currently enrolled.

Among those who had gone to work following the husband's death, 1 in every 5
(20 percent) reported further training. This compares with 10 percent among
those planning to go to work, 9 percent among those who continued at work
through the postdeath period, and 4 percent among those with no plans to enter
the labor market.

in terms of biographical characteristics, widows who had taken some form of
training tended to be better educated (19 percent of those with at least some
college training versus the 10 percent in the total sample), to be young (17 per-
cent of those under 45 years old), and to be from the higher income families
(13 percent of those whose former family incomes had been $10,000 or more).
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The relatively small proportion of widows vho had taken courses may only par-
tially reflect the demand for vocational training. While many of those who
went to work may have felt no need for additional training, two thirds of these
widows had not been in the labor market for at least 10 years and it seems
probable that some would have liked "brush-up" or new training,'but' feIt that
they had to go to work immediately. Similarly, while it may have been through
preference that some of the 29 percent of the widows were In the sm jobs thaq.
they had held as working wives, others may have felt that they could not afford
to stop working while they upgraded their skills.

'.. /1e ultimate objective of a program of income maintenance is not to predeter-

mins how a widow should live but, rather, to provide her with funds so that shehas som freedom of choice in planning her life and that of her family. The
T Th e ited oi ve th fai hper hvef incte ta is oth to predeter-
dta presented in this chapter have indicated at work .ather tn being

freely chosen, too often has been forced-_upontba wldo, bv eeMMW1_ necessity,
a e aore s a an opportunity to develop the skills t ouldenbehrto wor ms fetiy
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Life Insurance:
How It Is Used and What It Means
Life insurance is a complex product, evolving to meet a variety of human needs.I For the family, however, it Is thought of as serving two basic purposes: to
provide the survivors with funds to pay funeral expenses and the other costs
associated with a death; and if the insured is the family head, to provide the
survivors with a continuing income and the funds to meet future contingencies
such as the costs of education. This chapter will examine the ways in which
the cross section of vidows had used the proceeds from life insurance in the
two years following their husbands' deaths, their plans for the money received
from life Insurance, and what these proceeds had meant to them.

Some of the immediate uses that were made of life insurance proceeds were re-
ported in Volume One, The Onset of Widowhood. It was seen that over 9 in every
10 of the widows (91 percent) had received proceeds from some form of life
insurance but that often the amounts received were very small. Including those
Swho received none, less than half of the widows (48 percent) had as much as
$5,000 in life insurance to allocate among their immediate an4 future needs.{ Three out of every 4 widows (83 percent of those whose husbands had 6een in-
sured) applied life insurance benefits to the payment of final expenses. Over-
all, final expenses claimed 15 percent of the aggregate proceeds, while an ad-
ditional 8 percent was spent in the immediate postdeath period, primarily to
meet the widow's immediate living expenses and to pay outstanding bills and
loans. For 24 percent of the widows, these .v .... ,-._
insurance benefits received.

Although two thirds of the widows (67 percent) had proceeds to be saved or in-
vested, some said that rather than putting it in savings, they had used at least
part of this money to buy appliances, to take vacations, to make repairs to
their homes, etc. These expenditures, most of which could be classed as im-
mediate uses of life insurance, e4Luste.dXhe xemaipin$_.proceeds of an addi-
tional 2 percent of the widows. When tbrAe.vtwi.aare ier-
c! iL LU .. e- 664i proceeds an4. be 24 percent h"adus'ia1,.f their.
b~nef ortWhe. fuers.,., for finsLbjU.s-azdi[Or their own mediate lirv'ng
exesp the proportion of widows for whom life insurance could be a source of
1iiome And funds for future cpoltaencies is reduced to_65 percent.

In analyzing the widows' savings and investments, a distinction was made between
proceeds that were committed and those over which the widows could exercise some
degree of control, i.e., their liquid savings and investments. Committed
proceeds included those that were allocated to the repayment of mortgages,
those that were paid under income options (including payments from family in-
come policies) or annuities, and those that were held in trust for the widow or
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for her children. Controllable, or liquid, savings and investments included
monies placed in savings accounts (including certificates of deposit), checking
accounts, savings bonds, stocks and mutual funds, miscellaneous Investments,
and the proceeds that had been left with the insurers under the interest option.

Overall, just over 6 in every 10 of the widows placed proceeds in liquid savings
and investments, 11 percent reported at least some proceeds committed for mort-
&age redemption, 7 percent reported some coitted under income options and an-
nuities, and 3 percent had committed proceeds in trust for themselves or for
their children. Table I shows the breakdowns according to former family income,
life cycle, and amount of husband's life insurance.

Committed proceeds

Widows from the higher income families and those with dependent children were
the ones most likely to report each of the various committed uses. These uses
are even more directly related to the total amount of life insurance the husband
had owned, increasing quite consistently with increases in the amount of insur-
ance that had been held.

There Is, however, one reversal. While, up to the $25,000 level of coverage,
the proportion of widows who received monthly payments from income options does
increase as the amount of the husband's life insurance increased, when the hus-
band had owned $25,000 or more, the proportion of widows receiving such payments
dec:lines to 18 percent (from 25 percent at the $15,000-to-$24,999 level). Be-
cause of the relatively small number of widows involved (only 164 said that their
husbands had owned as much as $25,000 of life insurance), this reversal may be
the result of chance variation in the data. On the other hand, at the $25,000-
or-more level, there is a sharp jump in the proportion of widows who said that
proceeds had been left in trust. This pattern suggests that among men who had
owned the largest amounts of life insurance, there may have been a real shift
I preference away from life insurance companies and toward trust departments
o.f banks.

Liquid savings or investments

The proportion of widows with liquid savings or investments is related, as
would be expected, to the amount of life insurance the husbands had owned. How-
ever, as can be seen from Table 1, there is a sharp dividing line between widows
whose husbands had owned less than $5,000 of insurance and those who had owned
larger amounts. When the amount owned was less than $5,000, some 60 percent of
the widows said that all of their proceeds had been consumed in the process of
mo-eting final bills and other imdiate expenses and only 39 percent had been
able to allocate proceeds to some form of committed and/or liquid savings. On
the other hand, when the husband had owned $5,000 or more, over 90 percent of
the widows had had some proceeds to provide continuing benefits beyond the im-
mediate postdeath period.
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Table I
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Because their husbands tended to be either uninsured or owners of only small
amounts of life insurance, only 3 in every 10 of the widows from families with
incomes of less than $5,000 had had proceeds to assist them beyond the Imediate
postdeath period. However, in the $5,000-to-$9,999 income bracket, 64 percent
had proceeds available to provide continuing benefits, and at the top income
bracket, 84 percent had continuing benefits.

Compared with widows without dependent children, those with children were some-
what more likely to have had continuing benefits from life insurance at the on-
set of widowhood (approximately 70 percent vs. 60 percent). This, again, is a.
reflection in differences in the amounts of life insurance the husbands had
owned.

We have seen that just over 6 in every 10 of the widows had proceeds and had
placed at least part of them into some form of liquid savings or investment at
the onset of widowhood. Just over half of the widows (52 percent) said that
some of these proceeds remained in liquid savings or investments two years
later. This represents 85 percent of the widows who had put proceeds into
liquid savings or investments at the time of widowhood, and again those at the
top of the former-family-income and husband's-life-insurance scales were more
likely than were those at the bottom to still have some of their proceeds in
liquid savings or investments at the end of two years.

Amount of proceeds

For the widows who received life insurance proceeds, the average payment was
$9,950.* Approximately $2,350. or 24 percent, of the proceeds received were
expended in the immediate postdeath period. However, $7,600 remained to pro-
vide continuing benefits, of which $5,450 (54 percent of the total dollars
received) was placed into some form of liquid savings or investment; the other
$2,150, or 22 percent,of the average benefit received was allocated to payments
under income options or annuities or to repayment of mortgages or was held in
trust for the widow or for her children.**

Table 2 shows both the average amounts of life insurance proceeds received by
the widows and the percent of proceeds received that were allocated to the sev-
eral broad categories of use in the immediate postdeath period. In terms of thq
amounts of life insurance received, there are wide differences not only between

*On the bottom line of Table 37, Volume One, a figure of $9,900 was reported.
The labeling for the averages reported on that line should read: "Average
amount received by widows of insured husbands." The figure of $9,950 is the
average excluding that 1 percent of the widows whose husbands had been insured
but who did not receive proceeds.

**For clarity, the amount of proceeds received and the amounts allocated to
various uses have been rounded to the nearest $50. Percentages, however, are
calculated before rounding.
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widows from homes at different income levels but also between women who were
widowed at different stages in the life cycle. For example, widows who had
preschool children received, on the average, almost twice as much as was paid
to widows without dependent children. Some possible reasons for these differ-
ences were discussed in Volume One. In particular, it was suggested that the
major cause of the lover coverage among older widows was their husbands' failure
to increase coverage to meet changing economic conditions (see Volume One, page
8).

As would be expected, the smaller the mount of life insurance owned by the
husband, the higher the proportion that was used to meet final bills and other
immediate expenses. Conversely, the larger the amount received, the greater
the share comitted to payments under income options, to mortgage payments, and
to trust funds. Perhaps somewhat surprising are the relatively constant shares
of proceeds that were allocated to liquid savings or investments and also the
relatively constant shares that remained after two years. Except for the
recipients of small amounts of proceeds (i.e., less than $5,000), the proportion
of proceeds initially allocated to liquid savings and investments varied between
50 and 60 percent, while the proportion remaining after two years varied between
40 and 50 percent. (No adjustment was made for interest earnings or changes in
the value of the various savings or investments.)

In contrast with the $5,450 initially put into liquid savings and investments
by the average widow receiving proceeds, the figure rises to an average of
$8,100 among the 61 percent who used-any of their proceeds in this manner.
Nevertheless, this average is affected by a few large investors or savers. Al-
though the average amount was $8,100, Table 3 shows that exactly half of the
widows with liquid savings or investments had saved less than $5s,000 and only
27 percent had as such as $10,000 of savings. Even among the highest income
families, where the average amount of savings was $16,200, almost half (47 per-
cent) had loes than $10,000 saved or invested. The picture becomes even more
bleak when one considers the widows who did not receive proceeds and those who
used all of their proceeds in the imediate postdeath period.

TabLe 3

DietrlWt to of Amoupt of he ave-l or tavestd y Vi4ows with -Am Savies or lmveetuenta
£co1a tMer Income

All Widwe with proceed s 9Nmal former family income
Asoust of proceeds eaisega or laveateee stsed Under #5.00- $10.000- $15,000
#&"Id or invested of insdlt oe tdsth Deriod Sh.00 $9M 14.9" or More

$25.000 or Mrs 61 21 52 241
1S.000 $24,999 8 31 5 11 13
10.000- 1499 t) 7 10 19 16
3.000 - 9M999 23 16 23 25 21

r o €'"t 74 0 40
A-~ ~ 1001 100 LOU

*i~er of cas 935 74 420 270 120

- 72 -

472 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



469

Proceeds remaining after two years

Table 4 shows the liquid savings and investment history for these widows. As
has been noted, these widows had, on the average, placed $8,100 into liquid
savings or investments. During the two years that followed, 42 percent said
that they had not touched these savings, 44 percent said that some had been
used, and 14 percent said that all had been used. Of the $8,100, some $6,350,
or 79 percent, Initially placed in liquid savings or investment remained after
two years.

It might be presumed that because their needs for replacement income were
greater, widows from upper income families would have made the greatest use of
proceeds in the two years following the deaths of their husbands. While this
Was true in terms of absolute dollar amounts used, the proportion of widows who
had not touched their proceeds was highest at the upper income levels. Widows
at these income levels also had the highest percentage of proceeds remaining.

table A

Savrias ead lavestemte Used Is the IrpOt Two Yeer of Vidowhood -
Widows Mw Md Put Any te losurao, Proceed. Into Leutd Saviana or Invesemnts

All vidows
with proceeds. In savia
ad ivestasnts at ad of
imwediate stedeath period

Average msoumt tasttialy saved or Inveeted

SavIng, a d iavetaets after I years
I of Widow who bad exhausted them

MUo~ sow H ed but notall
left thee Istact

Average amti reainng stter 2 les

I of total ialtIal ssvise and Ioveatments
romiaml after 2 Years

Weber of cases

$8 *100

42

4,350

791

W03

Norma! former fomllt rocoes
under $5.000- $10,000- 15.000
$500 flJfl. -14,91L or more

$3.600 $3,100 *5,850 #16,200

291 172 131 51
36 43 46 48
35 40 41 47

1007 1 TI 1-00 1002

$2.700 $4.250 7,00 $13.500

751 7)2 191 $31

67 412 245 115

ista. to life cc
Deaeedeat chlldres, oM9a
Pro- ILadergartea I

school tbrouw t rade 7 or

Average m i talt ally saed or Lavesied

Savings ead Lavesntst after 2 Years
I of widen who had exhausted thee

Saosged smebet aot al.
left them Latsct

Average emoat reimagS after I year

z Of total laitla svis d Lavetaete
realag after 2 year*

limber of cases

$10.600

161

52

$9.950

151
45
40
IMI

85150 $,850

i7 792

139 234

a at oMet of vljdwhood
it childs so depefdent childre
re 5 - widow's ate:
kSMo4 Veder 35 5 or older

$7,550 $6,650 14,150

141
49

1001

131 151
41 31

I1 1001

1$1350 #5.200 $51450

111 761 "41

191 L54 143
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When widows were examined by their stage in the life cycle at the onset of
widowhood, it is seen that those without dependent children were less likely.
to have touched their savings than were those who had dependent children. In
terms of the percent of savings used, the greatest drain occurred among those
widows who had children of Junior high school through college ages.

Were the proceeds used as planned?

When they first placed their proceeds into liquid savings or Investments, fewer
than 3 out of every 10 widows said that they had planned to use these funds a
sources of Income to meet the day-to-day expenses of living, i.e., food,
shelter, clothing, etc. - it Is seen in Table 5 that 20 percent said they had
expected to draw upon their savings to meet these routine living expenses,
while an additional 9 percent said they had hoped to retain the principal and
to use the interest as income. The widows who had planned to draw upon their
savings to meet their current living expenses tended to be those with the Meall-
er amounts saved and, as would be expected, those who had planned to use the
interest as income were those with larger amounts.

Table $

Aotitrtl*4 Uses of Uto 1"Is rceeds A&" to Alloca10ted to kytm ai d Imvstoete-16M With 1toes s1 of I~9f

A11 kmnmt of pro- Vidtw widow
with pt- cos e oM 9a Mo j bas ba oto*od Red 13,9000." 01.5.000 depeedeat depeaes~t

so specl. plow, a meet on 402 522 433 4"3 441 493
bwttm ltvina expseeo 20 24 1 1 15 is
baer" for oderAtatm 11 9 13 11 22 -

seerv for serostine living oames 9 10 10 6 10 a
btS. principal an Lateaat for Laom 9 3 11 to 9 9

bamr" for toem livis exmpoe" 5 8 7 5 7
Partoutades bills 3 3 2 3 3 3
laborttam for chldrma 1 3 3 2 2
MaIrw for retirmest 1 3 1 1
Ssamrp for prchaa fai 1 2 2 1

Resem for utu" travel 1 4 + 1
Kiltellmaboo 6 4 4

*MOSr of eases 1,006 411 317 157 627 361

es. them Is of 1 preset

Notes 111 add to mote them 100 parcest bacama of aeltiple amers
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The largest single group, accounting for almost half (48 percent) of the widows
with liquid savings or investments, said that they had had no special plans for
these proceeds at the onset of widowhood. Representative replies were:

"For seourity. God forbid that amething should happen to m, but thee
is money so I ahoul n't be a burden to my ohi dren."

"That's alt I wanted to do. To salt it oay. It's not very much, but
it's my security.,"

"I thought I might need it later for emergencies, such as a illness or
seething like that." "

"to use as my nest egg."

"Just lot it sit there until I would want to do something With it."

"Nothin. I Just figured I'd put the $1,000 mm where I oouz't goet
it."

"Just keep it as tong aslo ould. I might have to live on it one of these
days."

"Just saew it. During his illness, I got so worried about cash to meet
parents that I haven't learned to feet secure let."

When they placed their money into savings, 9 percent of the widows had antici-
pated using some of it for such nonroutine living expenditures as new furniture,
repairs and remodeling, orthodontics, etc. Others said that they had hoped to
retain their savings to meet such future contingencies as their children's
education (11 percent), inheritance for the children (2 percent), retirement
(1 percent), the purchase of a home (I percent), and travel (1 percent). Al-
though perhaps not as specific, 6 percent said that they had hoped to retain
their proceeds as sources of future income should they become unable to work or
should they decide to stop working.

Except for the difference in those planning to draw upon savings to meet cur-

rent living expenses and those planning to use interest as income, the only
other use that shows a marked relationship to the amount of proceeds saved is
that of education. Among widows with small amounts saved, 9 percent said that
they had planned to use some of their proceeds to meet educational expenses
coaared with 17 percent among widows with $15,000 of proceeds saved. When the
widows had dependent children, education ranks high among the anticipated uses,
falling just below the proportion that had planned to use principal or interest
for income (22 percent vs. 24 percent).
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As seen in Table 4, over 4 in every 10 of the widows (42 percent) who had
placed some of the proceeds from their husbands' life insurance into liquid
savings or investments at the onset of widowhood had not touched these proceeds
in the two years that followed. However, among those who had, the following
reflect the vays in which life insurance was put to work:

"Dentite' bill.. I needed aome extra money for that."

"If I get tow, I need money and I can't make it on the money I have oming
in. "

"For taxes and Just living. Ihave to keep my tratorupoI can have a
garden."f

"Everyday expen es, a eton4 for my husba, a oewetery lot for myeelf, and
to send mW son to school."

"Hme repairs, I added a room for the ohi 1den."

"I" had to pay to bury my brother back Fast."

"For my son. He had a breakdowm and spent nine months in the estate hoapi-
tal. I used some of the money to pay hi. bill.."

"Bills, taxes, repairs on the house, things for the children."

"Paying tuition for meelf and my ohildren."

114 two daughters and I went to Chicago for My other daughter's wedding."

"r remrodelted the house."

"I di&'t ork for six month.. I had to supplement y additional coete
over .ooial security and the pension plan with savings."

"A hospital bill for myelf, daily living, my daughter's wedding, college
fee .

"Just to live on and to tide me over until I went back to work."

"laxee and repaire"

"Just ordinary living expense., and I had the house painted."

When survivor benefits are paid in a lum sum, one of the riek Is that the
beneficiary will spend the money unwisely and fail to make adequate provision
for future needs. Although very much the exception, this risk occasionally ay
have been realized. For example, one widow said, "I bought a now oa and lot.
of clothe.. I redecorated the house, took some trips, and ran around like
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azy." She described her husband as very domineering, and although all of her
proceeds had been spent, she said they had provided her and her children with a
necessary period of release.

In terms of percentages, Table 6 shows that 36 percent of the widows who had
allocated life insurance proceeds to some form of liquid savings or investment
had drawn upon these funds to meet routine living expenses. Home repairs and
remodeling were reported by 11 percent, medical expenses were mentioned by
7 percent, the purchase of an automobile was mentioned by 6 percent, and 6 per-
cent said that some savings had been used for education. Fewer than 1 in every
20 of the widows with savings or investments said that some of this money had
been used for travel or vacations, to purchase appliances or other durables, to
provide assistance to children or relatives, or to purchase a home. The uses
are not highly related to the amount of proceeds saved or invested, -.ad except
for expenditures for education and, possibly, for automobiles, there are only
minor differences between widows with'and without dependent children.

Table 6

Actual Postdeath Uses of Life Insurnce Proceed. That Were Allocated to SviM ts and Investments-
Widows with Proceeds Saw" or Invested

All Amount of pro- Widow Widow
with pro- ceo saved or tsUlted baa haa no
ceeds so under $5,000- $15,000 dependent dependent
allocated 5 4000 $14.9 more children children

Woe of the proceeds allocated to savings
and laveatmenta has been used 421 412 382 402 371 471

Routine lin aspen 362 401 342 342 31 352
Somerepairs, rmodelig 11 10 14 11 12 10
FMlY mOeIil ez43mee I 1 7 5 6 8
Purchase of eutoeobile 6 6 7 7 9 3
Education for childrn 6 S 1 8 12 -

Travel, vacation 5 2 5 7 5 5
Assist children or relatives 4 3 4 8 5 4
Purchase appliance., furniture, durables 3 4 3 4 5 2
Purchase home 2 2 2 4 3 1
Miscellaneous 4 2 5 6 4 4

uber of ce .046 429 329 166 654 395

Notes *Vill add to nore than 100 percent becaese of mitiple amers
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Many of the widows were able to make clear distinctions between what they had
planned to do with their proceeds when they were placed in savings and how
those proceeds had actually been used in the two years that followed. For ex-
ample, the widow who had hoped to retain her savings so that she would not be
a burden to her children should something happen to her had used $800 of the
$3,000 initially saved. " en wwy runs short and there is nowhere to turn, I
have to use some of nV funds," she said. Of the widows who had drawn upon
their proceeds to meet routine living expenses in the first two years of widow-
hood, only 38 percent had stated that this was one of the uses they were think-
Ing of when they first put their proceeds into liquid savings or investments.
Similarly, of the 54 widows who had used money from their savings to pay for
trips or vacations, only 3 said that this had been a planned use of savings.

What life insurance and social security meant to the widows

Because many of the widows had received only moderate or small amounts of life
insurance, a question might be raised as to the importance of these benefits
to the economic well-being of the widows. To provide at least a partial
answer, the beneficiares of life insurance policies were asked, "hat did your
husband's life insurance mean to you? Would you say it was of great help, some
help, or no help at all?" For comparison, a similar question was asked of
widows who had received social security benefits.

The results of these two questions should not be construed as an evaluation of
the true economic or social contributions of these two survivor benefit pro-
gram to the overall welfare of widows. It also should be emphasized that the
answers were obtained only at one point in time -- two years after the deaths
of the husbands. As they grow older, some of the widows till enter the social
securityo"blackout period," while others will become eligible for social secur-
ity retirement benefits. Additional life insurance benefits will be exhausted
to meet the widows' living expenses, to pay for education, and to help them
absorb the impact of various emergencies - and the memory of the role life
insurance played in their husbands' final expenses may weaken. The purpose of
the questions was simply to see whether widows do attach importance to life
insurance and, because most life insurance is paid in the form of lump-sum
settlements while social security is paid in the form of monthly income, to
obtain an estimate of what these two types of payments mean to widows.

Very simply, most widows do believe that the life insurance benefits they
received were of great help. Overall, 77 percent of the widows who had re-
ceived life insurance proceeds said that these benefits had been of great help.
If at least $15,000 of proceeds remained after meeting the immediate expenses
of the postdeath period, 93 percent said that their insurance had been of great
help, and even when no proceeds remained beyond the immediate postdeath period,
63 percent of the widows described their insurance benefits as having been of
great help (see Table 7).
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Table 7

Widow.' tatigg of the 5lPfuln4as of Their Life Insurance Benefits

All re- Proceeds consumed
All calving in Immediate

vidove proceeds postdeath period

711
191

1002

771
22
1

L0I

Wuber of cees 1,718 1,551

632
35
2

l00t

400

All with Amotat of Proceeds rewmalint
proceeds Under $5.000- $15.000
r a t #5.000 114.99 or eore

85z 771 891 93Z
15 22 11 6
+ I I 21021 T0_Z TOOU 1001

999 M4 371 2 4

Stage in life cycle at onset
Dependna t children, youngest child,
Ire- K idargarten Grade S

school through trade 7 oeyonz

dova receiving Prcee
of Vidowhood
No dependeat children

- Widow's aie
Under 55 SS or older

Normal former fmtly Icoe
$5,00o #99 - 149 or-more

Great help 832
So" help 16
Not =bch help I

1OO2

Number of
cASae

821 802 752 732 862 792 792 772
17 19 2S 26 14 20 21 22

LOOT 130 -1- WE 1001 1002 1-2 -11 loot

204 385 317 296 349 192 697 363 153

41eae than % of I percent

The proportion of widows who said that they had been greatly hetped by life in-
surance is somewhat higher for the younger widows than for the older, probably
because the younger iws had been beneficiaries of larger amounts of.life
insurance. However, it is also seen that the proportion of widows who said that
life insurance had been of great help is highest amongt_he lower income fami-
lies. For many of the low-income families, life insurance may have been the
only source of funds to help the widows meet outstanding bills and their hus-
bands' final expenses.

Of the widows who received social security, 57 percent said that these benefits
were of great help, 29 percent said they were of some help, while 14 percent
said that these benefits had not been of much help. However, as can be seen
in Table 8, the ratings given by widows who received monthly income benefits
from social security are considerably more favorable than are those given by
widows who received only the lump-sum funeral benefit. Of the widows who re-
ceived only the funeral benefit, 17 percent said it had been of great help;
these are primarily widows from families whose incomes had been low before the
husbands died. When monthly income payments were received, 79 percent said that
these benefits had been of great help to them. As with life insurance, the
proportions of widows who said that their monthly income payments from social
security were of great help are highest among those receiving the largest
benefits, those with the youngest children in the home, and those from the lower
income families.- The helpfulness ratings given to life insurance and to month-
ly income from social security are not only parallel but are almost identical
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Table 8

wide' Ist-tas of the Selgfulneeo of Their Social Security Se fte

All All vith so- FImeral All with Amount of sothly
widoes clal macurity benefit otLy monthly incoms Ver 1100 4100-799 7 0 or more

Great help
Some help
not much help

532
27
3

No rocia eecurit7 7

W3nbor of cases 1,714

571
29
14

1.603

17250
33

1001

79Z
17
4

1001

49 1.116

712
21
S

loot

761
21
3

872
12
IO0

263 35 495

Vi6ws receive othly lcoe bo fit$
Stana jinUfe ccle. at ogeet of Widobood

Decadent dre, youeat cild: no Norml former faIr inco
pre- itnd rgartes Grade I deandest Vader $5,00 $10.000- $15.000

school throumb aree 7 or beoad children 43000 09." 614.99 or More

Great help 83t 8s 772 732 71 821 82 6
Soe help 16 U1 20 212 I 16 13 2
310t Och belp 1 3 1

LOOT loot MAO 1002 A - Ao

Number of case 233 407 -282 192 109 244 500 16

for widows at each stage in the life cycle and at each of the various income
levels. Perhaps the major difference occurs among widows from the highest in-
come families, where 12 percent said that their income benefits from social
security were not of much help.

To probe the meaning of the two benefit programs in somewhat more detail, the
widows were asked to describe the ways in which their lives night have been
different had they not had life insurance or monthly income from social secur-
ity. Representative-comients of widows who said they had been greatly helped
by both life insurance and social security:

VITWUT SOCMA 8=0111

$92 a Math: 1I vould hove AM to taedtf to
Out to got1 aoAC AktIZ M in w*

stae o OAA t zmI 8Y It huz*.a

6170 a masth: 1Z vould wot be obte to env .y
Amo for' e&aiost pa",or.e at

$186 a masth: 'IZ a~Wd ham hod to aek Oq
AMdl" to help mv. I vowt4 not hwe
had we4hfre to Wte Mn. I dewt got
MAh as it is, bait s. frw I how rt

asked IV We for' Ovt a,. thy m
al Itofferiod to help st

AM VIIUno DUWM

*2,000: OZ Juset wou&.# how. beeu oble to Vife
ad hi a good bs4at. It m9du hoe been

O a he*wy bwded.

121,0001 'I wuZd't be oule to foros. SAe dW
an .0 m AI ZteuN &It m to Work - afte" Wdmqtwv e both heated.'

$3.000s 1 wwtd hame beeaos iun dbt boam"e I
h ~ ~ ~ d WI moth"ei a.
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WITHOUT SOCIAL SWOITT AWm

$196 a month: NI don't think I oo'id hae kept
the house. I've used it for house paW- and
imnte oti n .o t -

$200 a mouth: I would hav let everything I
had beoniss I ooutd't have fed and
olothed ft daugter. and

$202 a moth: I would be ,ian m fultV bad
finamolal oondition. Z don't a h
I oowbd have made it. Vie Mti boi, and
an I lveon it. rhat'e neary ali we
ham; I Just don't know how e I'd luve
withOW- it.,

$M06 a mthi I standd of U$.ip would have
deaoeaaed. 1* yomeiee drnqhtr wa
#tilt at boarding aolool, mid we omtult and
havv afforded the ap mt md the house
wme bought imv.

$300 a months tI ould hawe ohwmgad ow. stwmir
of lving. I would ham had to epend a
great deal of the ineaamoe mer inutead and
of imeeet"" it.'

ON0a mot 6ZIwou have gone to work& to be
abUe to wake houw" pcqmente. I wiork mo
to oetomlnt motat aeama'it md the AnW
pensio, but I have m ,mier job mad
work tes houre than before.

$32 a moeth: to m there uould be "0 WON of
taken re n of m fan(ityPD eela
beeeaia I wae hoepitalaed-fow ffve and
Wamth free the aoo"dWt that killed
qr JiebW.

33I a month: 0z would ave a to go out to

ono. At that tam jW daugez Wo andLife i urnne of coure wa almo of gWaoelrokn wdwsvowrei h
omy the homa' t me ins 0hoo. I

WITVOUT LIfl DIUIMCK

$6,000: WS(p probably oouLdn't have finsehed
eohool. I'd hape had debate, and this W
I weas f v of all bill..

$13,300, of which $9.000 was used to repay sort-
Sage: "I wud have toet iv house. I
woudd have had to pa $,00o out of m
pocket that I didn't have. I bought gro-
awle due to the long wait for aooiab s.-0ouaity parme t. I amuldN't hap* dom it."

$4.000 mort ep inuzance: "I'd have oet ey how.
M~ ttvl boy and I would nuot have a hom.."

$",000: 'ye would bie reettdw in a ohoqewm diauot
and the oU Udrm wowtd be attending a
public aohoot and I would be mmah moeim
debt."

648,000: 'It would hame beem a goat differenoe in
the ahitdrox'e coltler. uad edmoaticm. I
wuldn't hnv bee, able to paW off the
amrt* on the house or M fiv the oar
all at on".

$1,50 , "I'd etill be working. Ditl. woulN't
have gotten paid a* quityj ae they did.
I'd stilt bepaoirn for the !ewmm out of

$43,0001 I would have no soeue t for sw fomdiy.
mom"e of it, I mn able to roie my
ONAWMia 0h way I wae esvpoeed to."

$3,000: NIt wuld howi taken inuah lomsger topa,
Wi Ifeweva e aue nd I would ZO~

a hard tim =trt owe with debts and a
lowitmeom-I

Life Insurance, of course, was also of great help to nany widows who were In the
social security blackout period. A few representative moments were:
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$6,000: "We were always short of cash. He hadn't had that good a job for
very long. I couldn't have paid for the funeral without it. Now
I have something, even if I lose my job. I feel safe."

$10,000: "I wouldn't have been able to pay expenses. It gives me a nest
egg to fall back on when I retire."

$15,000: "I could not have met the bills. It took the pressure off. I
had 19 months of worry, and I have not recovered yet. It's a
comfort to know I an keep the houcc."

$2,000: "I'd have had to go to worK sooner and start paying what I could
on my bills. It would sure have taken a tong time fo pay them."

$12,600%. "Well, I would have had to sell my land to pay off the funeral
and a $2,500 business loan that didn't have credit life insur-
ance *"

$12,000: "I won't even let myself think about what might, or could, have
happened."

How their lives might have differed without the monthly income

The widows' overall impressions of how their lives might have differed had they
not had life insurance proceeds or monthly income benefits from social security
are summarized in Table 9. Although in many ways. their reactions to these two
forms of survivor benefits are similar, it is seen that when talking of their
social security benefits, more references were made to work, to education, to
child care, and to the elimination of hardship than there were when they talked
of life insurance. When speaking of life insurance, more references were made
to the elimination of debt, payment of funeral costs, security, and nest eggs
than there were when they talked of social security.

The meaning of both types of benefits, however, is strongly related to the stage
in the life cycle at which a woman is widowed, to her family's former income
level, and to the amount of benefits received. Table 10, for example, shows
the major variation in answers to the question of how their lives might have
differed related to the stage in the life cycle at which the wife was widowed.
A major intent of the widow's benefit under social security was to provide
young mothers the option of remaining at home with their children rather thaa
being forced to work to support themselves and their families. As can be seen,
work Is the predominant answer of the mothers who had at least one child of pre-
school or elementary school age at the time they were widowed. References to
child care are also concentrated among widows with young children. When the
children are older or when the widow is alone, the option of not working ap-
parently declines in importance; however, for widows with children of high
school or college age, there is a sharp rise in the proportion who said that
the monthly checks from social security help them to educate their children.
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Table 9

Now Life Would Rave Sean Different Without Life Insurance or Koothly Social Security Payments

What would have been different without
life insurance or mothly Social security payments

Life insurance --
widow v th any
life insurance

proceeds

Debt (utod have beenin debt, deeper in debt, etc.)
Financial hardship (flfe would hve beent more diffcuit, eto.)
Work pattern (ould haw had to go to work, to work fuZ time, to

ohmVe Jobs to inoreaee arniVge, et.)
Funeral arrangente (would have had to umse otr money, to have bor-

roLW to pej for it, to have had toe. xpenaivt one, eto.)
Living arrangements (Nvuld have had to give up hmse, apartment, etc.)

Feeling of financial security
Ability to keep or build up savings or reserve
Ability to retain savings
Children's education
Living standard

Dependence on family
Need for welfare
Noe mintenace
Child care (children left alone, o eee"j
Feeling of indepde*ce

to hire babysitter, etc.)

Own medical, dental care
Children's medical, dental care
Feeling of dignity
Ability to keep life insurance proceeds
iscellneous

Life would not have been different

taber of cases 1.51

fLese than i of I percent

Note: Column will add to more than 100 percent because of multiple answers

Table 10

261
20

19

16
1

1

8

4

3
2
1
1
1

+

2

.9

Social security --
widows with

monthly income
from social security

21

26

3,

1
10

2

5
10
4

3
5

2

72

1,104

Selected Area in Which Life Would Nave Been Different Without Life Insurance or
Monthly Social Security Paymente According to State in Life Cycle at Onset of Widowhood

- dovw with Life Insurance or Social Security*

What would
have been different

Work rattern
Children's ed6atioo
Child care

Life would not have been
different

Ngber of cases

Dependent children, youngeat child:
Preschool Kinderzarten throuab trade 7 Grade S or beyond
Life Soc. Life Sot. Life Soc.
ins. see. ins sec. ins. sec.

261 541
7 2
4 21

it 23

201 2)1

261 461
11 7
2 14

21 52

375 406

151 201
8 29
- 1

52 101

313 280

No dependent
children

Life Soc.
ins. sec.

171 252
- 1

33 111

630 187

'A complete tabulation showing all areu is included in the Technic.l Suppliment.
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For some of the young mothers, life insurance also had eased the need to work,
and for some it had helped with education; however, the proportions of widows
who gave these answers regarding life insurance is substantially lower than the
proportions giving them regarding monthly income benefits from social security.
It is also seen that at the more advanced stages in the life cycle, there is an
increase in the proportions who said that their lives woulW not have been dif-
ferent had they had no life insurance or monthly income from social security,
perhaps reflecting a decline in the level of benefits received.

Table 11 shows the major variations associated with the widows' former family
income levels. It is immediately obvious that widows from the higher income
homes view both benefit programs quite differently than do those whose former
family incomes had been lower.

Table 11

Selected Arsa in Which Life Would Rave Seene Different Without Life Inurance or
Monthly Social S u Aity payments Ucordina to orsel Former Tasly loco* --

ViYov with Life Isurdce or Socil 'Securily

"1 12.O00 I5OW91,.9 110.000-114.999 $15.000 or nore
Wh~at would Life Soc. Life Soc. Life Soc. Life Soc.

have been different ine. sec. is. seec. in#. see. ins. eec.

Debt 331 1 301 2Z 231 31 111 +
Fiaucial hardship 22 41 19 28 19 22 14 111
Work patterns 15 26 1 42 19 35 26 27
Funeral erraggeneste 30 - 18 1 12 2 7 4
Living arrangamte 8 10 10 12 19 14 17 14

Feeling of financial security 2 3 10 2 13 1 20 6
Cldrea's education + 1 4 a S 17 12 20
Living standard 2 3 3 3 5 4 13 8
Need for welfare 3 10 3 6 2 2 - 4

Life would not have bees

different 31 21 31 52 - 41 61 61 221

Smer of cae 187 16 679 500 358 244 151 109

a& co~lste tabatios eboviwg all are" is included in the Technical Supplant
+Lees than % of I percent

Without life insurance, widows from low-income families see themselves as having
been burdened by the cost of the funeral and by other debts at the onset of
widowhood. Somewhat smaller proportions talk of hardship and of having had to
go to work or to increase their working hours. As the level of former family
income increases, the proportions who mention debt, funeral costs, and hardship
decline, while the percentages who talk of life insurance as having enabled
them to limit work, to maintain their living arrangements, to educate their
children, to maintain their standards of living, and to have a sense of security
all tend to rise.

- 84 --

484 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



481

Without monthly income from social security, the widows from low-income families
see themselves most often as having faced hardship, not knowing what they would
have done, and having had to go to work or to increase their earnings by working
longer hours. The proportion mentioning hardship decreases sharply as the
level of former family income increases. It also may be seen in Table 11 that
the proportion of widows who said they would have had to work or to increase
their earnings had they not had the monthly income from social security is highest
among widows from middle-;ncome families (i.e., former family income $5,000 to
$14,999), while the proportion who said that their children's education would
have been affected is highest among the upper income families. It is interest-
ing to note that at the $15,000 former family income level, 22 percent of the
widows who received monthly income checks from social security said that their
lives would not have been different had the checks been eliminated.

In describing their lives without monthly income from social security, most of
the widows gave answers that were unrelated to the amounts of benefits received.
Two exceptions were in the proportions mentioning work and child care, both of
which increased in frequency of mention as the amount of the benefit increased.
For example, of the widows receiving less than $100 a month, only 21 percent
mentioned work compared with 49 percent among widows receiving $200 or more per
month. The difference ut.doubtedly reflects the differences in family size, the
presence of younger children, and the inclusion in the low-benefit group of re-
tired widows. A third exception was in the opposite direction; the proportion
who said that the loss of the monthly income benefit would have made no differ-
ence declines from 14 percent among those receiving less than $100 a month to
Just 2 percent among those receiving $200 or more. A detailed table is con-
tained in the Technical Supplement.

Table 12

Selected Areas in Which Life Would Have been Different Without Life Insurance
AccordinA to Aount of Proceeds Rlaeint yond mediate Foetdeath Period --

Widows Receivina Life nurance Proceeds'

What would have been different None reainal Under $.00 $5,00-4.999 15000 or more

Debt 431 292 15 91
Financial hardship 13 22 18 24
Work pattern S 16 26 31
Funeral arrangente 31 23 5 2
Living arrangeent. 6 19 25

Feeling of financial security 1 6 20 21
Childres'e education 2 14
Living standard 1 2 S 12

Life would not be been'different 5 52 U I

Number of cases 385 3?9 367 243

*A complete tabulation eboing all area to included in the Technical Supplement
+Lees than I of I percent
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When describing their lives without life insurance, a variety of answers were
related to the amount of proceeds that remained after final bills and other
immediate expenditures had been made. It is seen in Table 12 that the propor-
tion of widows who mentioned that they would have been unable to pay debts and
funeral expenses is highest among those who expended all of their proceeds in
the immediate postdeath period and declines sharply as the amount of remaining
proceeds increases. For widows with at least $15,000 of proceeds remaining
beyond the immediate postdeath period, life without life insurance most often
would have meant going to work or increasing working hours, hardship, altered
living arrangements, and the absence of a feeling of security.
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Chapter 6

The. Widows' Financial Assets,
Housing, and Life Insurance
The uses of life insurance were explore4 in some detail in the preceding chap-
ter. No attempt was made to trace in similar detail the ways in which other
assets had been used. However, to fully assess the financial strength of the
families, it is important to examine their asset holdings after the first two
years of widowhood.

The families' predeath assets were discussed in Chapter 1 of Volume One. It
was seen that these assets tended to be somewhat smaller than might be
expected of families of comparable ages in the total population and that at
least part of the difference could be attributed to the detrimental effects
on savings of prolonged terminal illness. It was also seen that at the time
of the husbands' deaths, there were wide differences in the financial strength
of the families.

Whea the husbands died, their widows received cash - in the form of lump-sun
settlements from various survivor benefit programs, from gifts, and from the
sales of businesses and other possessions - that exceeded the aggregated val-
ue of their families' predeath asset holdings (6ce Volume One, Chapter 5).
Whereas the mean predeath asset holding was $8,900, the mean amount of cash
received in the immediate postdeath period was $11,900. Even more marked is
the difference in the medians - a median of $1,000 In predeath assets com-
pared with a median of $6,050 in cash benefits received. The majority of the
cash benefits, 69 percent, came from the settlement of life Insurance poli-
cies, with 18 percent coming from lump-sum settlements of retirement plans.
The remaining 13 percent came from the sale of possessions or businesses and
from such sources as gifts, social security and VA funeral benefits. (See
Technical Supplement to Volume One, Table S-22.)

Although various demands had been placed on the widows' asset holdings in the
two years following the deaths of their husbands (or to the time they remar-w
ried), the lump-sum assets received at the time of death produced a net In-
crease in the financial strength of the families when compared with the pre-
death period. Table 1 shows that whereas just under 7 in every 10 of the
widows said that the family had had some financial assets in the predeath
period, just under 8 in every 10 said that their families currently had some
assets in reserve.* The proportion of families with $10,000 or more in finan-
cial assets increased from 18 percent to 33 percent, while the median holding
increased from $1,000 to $3.000.
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Table 1

Fail Financial Assets in the Predeath Period end Tvo Tears After the Death
According, to Norml Former Frmsll Incm

sorml former fMlly icome
All widows Under $5,000 15,000-19.M9 110,00-114 M 15,000 or Dori
Pre- Poet- Pre- Poet- Pre- Poet- Ire- Poet- Pre- Poet-

Financial aaets death death death death death death death death death death

$35.000 or more 62 10 21 21 21 4 91 151 241 411
10,000- $34,m9 12 23 2 3 8 18 1 36 28 32

Under 10.000 51 46 36 44 52 5S 55 36 43 26
Have soft assets IrI Y97 in Uh! MY 77! MI U M3 HT

bimber of cases for mdiaa
vith "Sets 986 1,062 84 103 435 492 284 305 138 138

formal former fam11 income
Nadl" Al widoes tnder D50000 . 110.000-$1.999 115.000 o more

Fa.illea vith assets
Predeath $3,500 $1,850 $2,700 $ 3%950 $13,800
Postdath 7.400 1,400 4,650 12,50 28.200

All fm1liee
Prodeath .61,000 $ 0 - $ 600 $ ;,20O $1U,600
LP Sm at death 6,050 1,650 4,950 10,150 20,600
Poetdeath 3.800 0 2,950 10,200 28,350

Assets according to former family income

The low-income group, i.e., families whose normal incomes had been less than
$5,000, contained 14 percent of the vidows and shoved very little change be-
tween the predeath and postdeath periods. This group received only small
amounts of assets at the time of death and most of the assets vere exhausted
in the process of meeting final bills and the widows' iemdiate living ex-
penses. While the proportion of widows vith some assets increased by 9 per-
centage poifits, more than half of the widows in this group (51 percent) said
that they had no assets to provide security against emergencies or. if needed,
to supplement their incomes. Among those who did have assets, the median hold-
ing was only $1,400.

*Financial assets include liquid savings in the form of savings accounts, cer-
tificates of savings, checking accounts and savings bonds; equity investments
in the form of stocks and mutual funds; real estate other than owner occupied
homes; life insurance proceeds retained under interest option etc. In cal-
culating postdeath Assets, it was assumed that life insurance proceeds placed
in trust funds had remained in trust and that the value had not changed. Life
insurance proceeds retained under income options or annuities were not in-
cluded as financial assets, nor were the values of owner-occupied homes.
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Just under half of the families (49 percent) had had normal incomes in the
$5000-to-$9,999 bracket when the husbands died. At this level, the upward
shift between the predeath and postdeath periods is the most marked, with the
median holding increasing from $600 to $2,950. However, the median amount re-
ceived from all sources at the time of death was just under $5,000. and the
asset holdings of this group two years later are modest. While 77 percent of
the widows said that they had some financial assets, only 1 in every 5 (22 per-
cent) could claim as much as $10,000.

One fourth of the widows were from families whose incomes had been at the
$l0,000-to-$14,999 level. As can be seen, in this group the proportion of
families with at least $10,000 in reserve jumped from 27 percent in the pre-
death period to 51 percent two years after the onset of widowhood; however,
few (15 percent) had asset holdings of $35,000 or more. In other words, while
most widows at this income level did not have assets sufficient to be a major
source of income,-the typical widow did have a reserve equal to about one and
two-thirds times her current income. The financial strength of these families
depended heavily on assets received at the time of the husbands' deaths.

The $15,000-and-over category contained 12 percent of the sample, and 41 per-
cent of these families had $35,000 or more in assets two years after the hus-
bands died compared with 24.percent in the predeath period. The median asset
holding had increased from $11,600 to $28,350. Because many of these widows
from upper Income families had substantial asset holdings, the per capita in-
come from investments, savings, and trusts for this group exceeded the amount
received from income maintenance plans and was second only to work as a
source of income.

Assets according to stage in life cycle

Table 2 shows the distribution of assets according to the widow's stage in the
life cycle at the tim her husband died. In the predeath families, both
the proportions of families with assets and the median amounts of assets held
shows a small but consistent rise from the youngest life cycle group through
the oldest.

In term of lump-sum assets received at the time of death, however, the re-
verse trend Is found, i.e., families with preschool youngsters received a
median of $9,000 in lump-sum assets, and this declines to $4,500 for the vid-
ows 55 years old or over without dependent children. Because of the differ-
ence in the amount of assets received after the husbands' deaths, such of the
systematic progression that existed in the predeath households is eliminated.
The group with preschool children still has the smallest proportion of widows
with any financial assets (70 percent), yet the proportion with $10,000 or
sore in assets (30 percent) is not appreciably different from that of the other
life-cycle groups, nor is the proportion with $35,000 or more. In other words,
while there was some strengthening of the asset position of the widows at each
stage in the life cycle, assets received by the younger families after the
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death - the bulk of which came from life insurance - enabled then to over-
cone the advantage held by the older families in the predeath period. On the
other hand, regardless of the stage in the life cycle at. which she was widowed,
the typical widow had only modest assets to draw on other than her own earning
capacity and whatever income maintenance benefits she was receiving.

Table 2

Feily Finaocial AaeAte t the Predaatk Period and Two Years After the Death
According to Stae in Life Cycle at Onset of Widowbood

Finaacial asets

$35.000 or mre
10,000 - $34.99

Uader 10,000
save so assets

*mber of cases for median
with aseete

Median

Peniliaa with assets

Stae is life cycle at *ast of widowbood
I edat children. youaest child: go dependent children

Kindergarten Grade U -- widov'e a&@:
School through trade I or .kayoed_ Under 55 55 or older

Pro- Post- PT- Poet- Pr- Poet- Pr. Poet- Pre- Poet-
death death death death death death death death death death

42 101 6 10 91 111 32 71 as 132
5 20 7 20 12 21 15 24 16 22

29 40 37 48 48 48 54 49 52 46
59-1 5- ;0 67- 79- 1 W9 01W2 M2 902 6-2 81-

129 152 239 258 193 219 192 209 233 246

Stale i life cycle at onset of vidowhood
Doeadet children, rouglact child: So dependent children

Pret- Llnergart urea. a
school through grade 7 or beyond

Predaath $1,600 $,150 $3,000 $3.350 $4,950
Postdeath 8,000 6.050 7,200 6.250 6.800

All fmilles
Pred eth $ 400 S 750 1 900 t.300 $2,350
LAmp sum at death 9.000 7,350 7.000 4.700 4.500
Poetdoeth 2,700 2.950 4,650 3,550 3,950

Types of assets

Of the various assets, liquid assets* were the ones most commonly held. As
can be seen in Table 3. 66 percent of the families had held some form of liq-
uid assets in the predeath period, and this increases to 77 percent among the
widows' families. In term of share of total assets, liquid assets account
for 35 percent in the predeath period and 48 percent of the widows' holdings.
At least part of this shift may reflect the widov' desire to seek the safety
of 6anka and similar savings institutions as opposed to more risky types of
investment that might also require specialized investment knowledge. At least
part of it, however, may result only because savings were abnormally low when
the husbands died, having been used to supplement income or to meet expenses
during the husband's terminal illness or disability.

*Liquid assets include savings and checking accounts, certific, te of deposit,

and savings bonds.
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The proportion of families owning stocks or mutual funds increases from 17 per-
cent to 22 percent and, while there is a 40 percent increase in aggregate dol-
lars invested, the share of total assets allocated to these forms of equity
investment declines from 24 percent to 21 percent. Detailed tables showing
the percent of families with liquid assets and the percent who had investments
in stocks and mutual funds in the predeath and postdeath periods are shown in
the Technical Supplement of this volume.

The proportion of families who owned real estate other than their own homes
declines from 15 percent among the predeath families to 13 percent among the
widows' families. The aggregate amount of these real estate investments re-
mains almost constant between the two periods, but their share of total assets
declines from 32 percent to 20 percent, indicating that this was a relatively
unattractive form of investment for the funds received after the death of the
husband.

The proportion with miscellaneous investments increased from 3 percent to 7
percent. Part of the increase represents investments in family-owned busi-
nesses, loans to childreh and other relatives, etc. However, this category
also includes the life insurance proceeds remaining with the companies under
interest options -- 1 percent of the widows had funds uitder interest options --
and amounts held in trust for the widow or children. The monies allocated to
trust funds account for this category's showing an increased share of total
assets in the postdeath-period.

Tabi, 3

components of Total Financial Assets

Percent of all widowa Percent of
owning each cleas of asset total assets

Predeath PostAath Predeath Postdeath

Liquid assets 662 772 35. 482
Stocks and mutual funds 17 22 24 21
Real estate other thsn owner-occupied hoses 15 13 32 20
Other savings and Investuenta 3 7 9 11

Assets in relation to maintenance of standard of living

The widows' liquid assets represent the funds most readily available for use
in emergencies or to supplement current income. There is evidence that the
availability of these assets is associated with the widows' beliefs that they
had been able to maintain their standards of living. As can be seen in Table
4, 61 percent of the widows-who had $10,000 in savings after the two years of
widowhood said that they had maintained their living standards and this de-
clines to 38 percent among those who had no liquid assets by then.

Similarly, when the widow's current income equaled or exceeded her estimated
replacement income need derived from the BLS data (see Chapter 1), 71 percent
of those with $10,000 in savings said that their living standards had been
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maintained compared with 48 percent of those vith no liquid assets. It is
also seen that the same relationship holds for widows with incomes that were
between 70 percent and 99 percent of estimated need. The relationship tends
to be obscured for those whose incomes fell below 70 percent of the estimated
need. This may be the result, at least in part, of the inclusion in the low-
savings, low-income group of some widows who had not maintained their-own
homes and who were dependent on others in both the predeath and postdeath peri-
ods; thus they said that their living standards had been "maintained."*

Table 4

Percent of Widows Who Said that They Had aintained Their Former Standards of Living
According to ZLU .atimate of Adequsc o Current Income and Amomt of Liquid Asset Holdings

Widow'! All Ratio of widow's income to ALS estimated income need
aeset holdinas widow 1002 or more 702 to 992 Less than 702

$10,000 or more 61X 712 632 37X
2,000 - $9,999 51 62 49 36

Under 2.000 45 65 39 27
None 38 48 34 34

Total 502 612 452 352

Home ownership

The interviewers' efforts to locate widows from the information provided by
the death certificates indicated that as many as 44 percent of the widows may
have moved in the two years that followed the loss of their husbands (see Tech-
nical Supplement to Volume One). Many of thoseftho moved could not be Jater-
viewed because they were no longer living in the areas covered by the study
or because they could not be traced to their new addresses. As a result, the
widows who were interviewed are overrepresentative of those who remained in
their former homes.

Moving is clearly related to whether the family had owned its home in the pre-
death period. Overall, 15 percent of the widows in the sample had moved, but
only 9 percent of the homeowners had moved compared with 31 percent of those
who had been renters. These differential rates of moving mean that the sample
not only overrepresents widows who had remained im-the homes they had shared
with their husbands but also that it is overrepresentative of the level of
home ownership in the four SMSA's. For these reasons, trends such as the
shift away from home owcoership to apartment dwelling, the increase in the
proportion of widows who were sharing living quarters with others, etc., are
understated in the data and the contribution of equity in owner-occupied homes
to the financial strength of the families is overstated.

*Although the data are not shown, the relationship is not obscured for those
who said that their living standards were much lower. When income fell below
70 percent of estimated need.. 45 percent of the widows without liquid assets
said that their standards were much lower compared with only 23 percent when
the widows had $2,000 or more in savings.
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In one area, however, the potential distortion created by the inability-to
locate many of the movers is at a minimum, and that area concerns the use of
life insurance proceeds to prepay mortgages outstanding at the time of the
lhmihandi'deaths.

Among families that had been homeowners, approximately 6 in every 10 had had
mortgages at the time of the husbands' deaths.* When there had been mortgages,
one fourth of the widows (26 percent) said that life insurance proceeds had
been used, either voluntarily or contractually, to pay off the mortgage in full
(18 percent of those with mortgages) or in part (8 percent of those with mort-
gages). As may be seen-in Table 5, the higher the family income had been, the
higher the proportion of families that had been homeowners, the higher the
proportion of owners that had had mortgages, the higher the proportion of
widows who said that life insurance proceeds had been used to pay off their
moYrges-in part or in full. However, the increase in the last -- the per-
centage of widows who used life insurance proceeds to prepay part or all of
their mortgage loans -- is small, from 15 percent at the low end of the income
scale to 33 percent at the upper end.

As would be expected, the proportion of homeowners with mortgages declines at
successively more advanced stages in the life cycle. With the exception of
the most advanced group (i.e., those widows without dependent children who were
55 or over when their husbands died), the proportion of widows with mortgages
who used life insurance proceeds to prepay their loans also declines as suc-
cessively more advanced stages are reached. The reversal in trend among the
oldest group may reflect the widows' decisions to use some of their proceeds
to eliminate their mortgages because the outstanding balances were small and
may not reflect insurance purchased specifically for mortgage redemption. The
increased use of life insurance for mortgage payment among the younger widows
seems to reflect more modern sales practices and the purchase of policies
specifically intended for mortgage redemption. Even at younger levels, how-
ever, approximately 7 in every 10 of the widows with mortgages had not used
life insurance to eliminate or reduce their outstanding loans. In addition,
of the widows who applied life insurance proceeds to mortgage payments, less
than half (45 percent) said that the money had been earmarked for that purpose.

In other words, in families with mortgages, less than 1 in every 8 had made
provision before the husband died for prepaying their mortgage through life
insurance. These data clearly indicate a market for mortgage insurance that
is largely untapped.

*For widows who had neither moved nor used life insurance to prepay mortgages,
mortgage indebtedness was determined at the time of the interview rather than
at the time of the husbands' deaths. Because some mortgages may have been
scheduled to retire during the two-year interval or because other monies re-
ceived by the widow following the death may have been used to prepay them, the
proportion of families with mortgages at the time of death may be slightly
higher than this.
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Table S

Home (hership. Nortsgle Indebtedness, and the Ue of Life Insurance to Pay Mortgagee

All
vidove

Percent of all vidows owing their own home 731

Percent of homeovners with mortgage debt
when the husband died 59Z

Percent of those with mortgage debt
Life insurance uaed to pay off all mortgage 181

" part of 8
" not used to pay on M 74

1002

Number of vidova with mortgage debt 844

Normal former fasilIticoe
Under $5'o0 - $10,0 - 015.000
$5.000 $9.9 $14.9" or more

491 691 84Z 671

342 592 671 591

81 152 231 261
7 9 7 7

!L 76 JLQ
1001 1001 1001 100

56 364 243 108

Percent of all vidovs ovning their own homes

Percent of homeowners with mortgage debt
when the husband died

Percent of those with mortgage debt
Life insurance used to pay off all mortg ag

" . . part of
not used to pay oan

Number of vidows with mortgage debt

of vidowhood
No dependent children

- vidow's eaet
Under 55 55 or older

67Z 78Z 801 711 681

841 741 591 592 402

221
9
69

100|

211 171 131 19Z
9
70

100Z

6
77

1001

6
81

100f

9
72

139 267 167 153 118

Insurance on themselves

In addition to their other financial assets, just over 8 in every 10 of the
widows (81 percent) had some insurance on their own lives. However, as can be
seen in Table 6, most owned relatively small amounts. The median ownership
for all widows was only $1,050, while the median coverage for insured widows
was but $1,750. Widows who had preschool children tended to have the largest
amounts of life insurance, with the level of coverage (mean) decreasing at
successively more advanced stages in the life cycle. Yet even among the widows
with preschool youngsters to raise and educate, less than 1 in 6 had as much
as $10,000 in life insurance protection.

Although 8 in every 10 of the widows were insured, when they were asked why
they owned life insurance, just over half (53 percent) could give reasons that
were specifically related to the need for life insurance. One in every four
(26 percent), though insured, gave answers unrelated to need, such as the pol-
icy having been bought long ago, that it had been bought by someone else, or
that it was part of her employment fringe benefit package (see Table 7).
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Amount of Life Insurance Owned by the

Table 6

W idowAccording to Stega in Life Cycle at Onset of Widowhood

Amount owned:
$10,000 or more

5,000- $9,999
2,000 - 4,999
1,000 - 1,999

Under 1,000
Total Insured
None owned

Median amount owned:
Insured widows
All widows

Average amount owned:
Insured widows
All widows

Number of cases for
median and average
with insurance

All
widows

92
10
19
35
8

13
19

1002

$1,750
1,050

$4,350
3,550

1,328

Stage In life cycle at onset of widowhood
Dependent children, youngest child: No dependent children
Pre- Kindergarten Grade 8
school through grade 7 or beyond

162
18

20
20
3

23
T0OO2

13%
13
23
32
5

86-
14

Y002

$3,000 $2,000
2,000 1,800

$6,100 $4,750
4,750 4,050

11
10
20
34
7

isi
18100y

$1,900
1,100

- widow's axe:
Under 55 55 or older

82
10
25
33
7

831
17

1002

22
6

12
45
12
771
23

1002

$1,950 $1,050
1,350 1,000

$4,500 $3,600 $4,050
3,650 2,950 3,100

182 339 262 259 286

Table 7

Widows' Reason. for Owning Life Insurance According to Stage in Life Cycle at Onset of Widowhood

Total owning life insurance

Reasons related to need
Butial. final expenses
Provide for the children
Necessary, the thing to do
Inheritance for the children
Children's education

All
vidow@

812

422
8

4
2
+.

Total giving reasons related to need* 532

Dependent children, youngest child:
Pre- Kindergarten Grade 8

school through grade 7 or beyond

772 862 82% 792

332
29
3
1

43%
19
2
1

392
6
3
S
1

562 622 ' 92 50%

Reason not related to need:
Have had it for years
Group insurance at place of employment
Purchased by someone else
Don't know, no anser

miscellaneous reasons

Number of cases

102
9
5
2

261

21

1,741

*The am of the individual reasons in this category is
than one need-related reason.

32
3

11
2
19%

7% 102 122
6 12 10
7
1

211

22 32

6
1

295
42

3
1
282

it

240 425 337 739

larger than this total because some widows gave more
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As would be expected, when a widow without dependent children specified a need,
it was most often for funds to provide for her burial and for other final ex-
penses. Only negligible proportions gave other specific reasons for having
life insurance. However, even among families with children, insurance to meet
final expenses was mentioned more often as a reason for owning than was the
need to provide money for the children's continued care and support. The pro-
portion who said they owned life insurance for the support of their children is
highest (29 percent) when there were preschool youngsters in the home, and it
declines to 6 percent among those whose youngest child was of high school age
or older. A few widows mentioned owning life insurance as a form of savings,
but the number is too small to warrant a separate category.

The widows' needs for life insurance, of course, cannot be compared with those
of other family heads. Many had no one dependent on their earning capacities,
while for a few, income maintenance benefits, together with the estates created
by the husbands, would provide for the dependent survivors in the event the
widows should die. However, the modest nature of the widows' financial assets
and life insurance coverage suggests that many dependents, and their potential
guardians, were being exposed to unnecessary risk.

- 96 -
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Chapter 7

Widowhood in Context
The interviews were held with the widows approximately two years after the
husbands died, but this choice of a two-year interval was an arbitrary one.
This time perid was chosen because it was thought to be long enough for the
pattern of long-term adjustment to widowhood to be apparent but short enough
for the widow to recall with reasonable accuracy her family's financial situa-
tion before the death of her husband as well as her decisions in the mediate
postdeath period.

Economic adjustments

To determine whether the way of life after two tears of widowhood did, in fact,
provide a reasonable estimate of her long-term adjustment, the widow was asked
to make a series of ratings. Each widow was given a card containing circles
numbered from 1 through 10 and was told that the number 10 represented the
situation where a family is living comfortably and has no real financial wor-
ries. Circle number 1, on the other hand, was defined as representing the
other extreme, i.e., a family not living comfortably and very worried about
its financial situation. Using this scale, the widow was asked to rate her
family's financial situation before her husband died, in the period following
his death, currently, and as she estimated it might be five years in the
future. The widows who had remarried were asked to rate their situations
both immediately before remarriage and-currently. The results are shown in
Figure 1.

As may be seen, almost half of the widows (47 percent) rated their families'
financial situations as being 8 or better in the predeath period. Although
only the two ends of the scale were defined, it can be assumed that in the
predeath period, these families were living comfortably and were reasonably
free of financial worries. Only 12 percent rated their predeath situations
as being 4 or less, i.e., a rating suggesting serious financial problem.
The group in between -- those who gave ratings of 5 through 7 and who may be)
assumed to have had moderate financial problems -- includes 41 percent of the
predeath families.

In the postdeath period, the proportion of families living in relative free-
dom from financial worries, i.e., ratings of 8 or better, drops from 47 per-
cent to 24 percent, while the proportion reporting serious financial prob-
lems jumps from 12 percent to 38 percent, an increase that is more than
twofold. It may also be seen in Figure 1 that the ratings for the imme-
diate postdeath period are similar to those given for their current financial
situations (or before remarriage).

- 97 -
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In terms of the future, there is seen to be some slight improvement. The

proportion of widows who see themselves as being relatively free of financial
worries increases from a current level of 24 percent to 30 percent when they
estimated their situations five years in the future. Similarly, the percent
whose ratings indicate serious financial problems drops from 35 percent to
32 percent.

This optimism about the future, however, is almost entirely due to the ratings
given by widows who had remarried or who expected to remarry. Table 1 shows
the median current and in-five-years ratings according to marriage plans.
For those who had remarried, the median current rating shown in this table is
based on the ratings after remarriage rather than on the ratings for the per-
iod immediately before remarriage used in Figure 1. As can be seen, 5 per-
cent of the widows had remarried, and their median after-remarriage and future
ratings are 8.0 and 8.6 respectively, while widows who said that they defi-
nitely would remarry or probably would (12 percent of the sample) have median
ratings of 5.5 and 6.6. For those women who either were not sure or had lit-
tle expectation of remarriage (83 percent of the sample), there is'only a
negligible Increase when the ratings for the future are compared with those
for the present.

Figure 1

Rtings of financial Worry for Various Time Period@
Percent of -Parceatiof All VdovE
all widowa

1002

902 Relatively free of worry
ratings of 8 to 10

802

702

602 Moderatewor
ratings of° t~ o

502

402

302 3oz i Serious worry
-ratings of I to

202

102

Predeath Poetdeath Currently* In five years

75th percentile: 9.35 7.38 7.37 7.94
median: 7.27 3.14 5.27 5.55

25tb percentile: 5.31 3.43 3.62 3.84

*For vidowe who had remrried, imodietely before remarriage
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In other words, except for those prospects of remarriage, financial worries
increased almost immediately after the death of the husband, stabilized at
this new level, and are expected to continue at that level Into the fore-
seeable future.

Table 1

lidam' Ratings of Their Current and Puture Finanial Situations
According to Expectation of Ramerriane

Percent Median ratinas of freedom from financial care
of iayle Currents In five years

Already rveirried 5% 8.0 8.6
Probably will remarry, have definite plan to 12 5.5 6.6
Not @ae 26 5.6 5.7
Probably will not remrry, definitely plan not to 5.1 5.2

*For vidows who had remrried, rating is of the financial situations after remrriase

The apparent stability of the median ratings at all postdeath levels might,
of course, be masking much individual variation in the widows' financial
situations. For example, if the proportion expecting improvement and the
proportion expecting deterioration were approximately in balance, the over-
all median rating for the future would be the same as that for the present.
To test for this possibility, correlations were computed between the ratings
given for each of the time periods by the individual widows (using the ratings
immediately before the remarriage as the "present" ratings for the widows who
had remarried). All correlations were positive, indicating that the widows
who gave ratings among the highest (or lowest) tended to also be among those
giving the highest (or lowest) for the other periods. The correlation between
the immediate postdeath ratings and those for the present was high (.89), as
was that between the current and in-five-years ratings (.85). In other words,
the correlations showed that the consistency of the medians for the periods
after the husband died did indeed reflect consistency among the individual
widows. *

Additional evidence of the stability of the widow's financial situation was
obtained from the following questions. "Looking into the future, can you see
any changes in your financial situation, or do you think you probably will
continue on as you are now?" A change for the better was foreseen by 17 per-
cent, just over half of whom said that they would be getting more income by
going to work,, by getting better jobs or promotions, or by shifting from part-
time to full-time employment. The only other major source of improvement was
through remarriage, which was mentioned by one fifth of the 17 percent. A
few expected improvement from such sources as their children becoming old

*The correlations between the predeath ratings and the others were: immediate
postdeath, .52; current (or before remarriage), .47; and in-five-years, .43.
The correlation between immediate postdeath and in-five-years was .67.
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enough to contribute to family income, the settlement of the husband's estate,
increased investment income, etc. Only 7 percent foresaw changes that would
worsen their financial situations, and this was primarily from loss of income,
either social security benefits as they entered the blackout period or in
earnings because of illness or having reached retirement age. The remaining
76 percent foresaw no changes that would materially alter their current fi-
nancial situations.

Figure 2 shows the ratings of financial worry given by widows from families
who had been at different income levels before the husbands died. As may be
seen, freedom from financial care is associated with higher predeath income
status. After the deaths, the widows from each of the income groups show
greater financial worries than before, but the advantages imparted by higher
income in the predeath period tend to be maintained.

Figure 3 shows the ratings given by widows who had had various amounts of life
insurance proceeds left for savings or investment after final bills and their
immediate living expenses had been met. The trends are similar to those in
Figure 2, with one interesting exception. For the various income groups, the
declines in financial well-being that followed the deaths of the husbands were

Figure 2

Average Ratings of Financial Worr for Various Time Period#
According to Normal Former FmaIly Income

Rating
Comfortable,
no real 10
financial worries

9

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

4 -

Normal former family
incoe t

- 15,000 or more
- --.. $10, o0o-$14,9"1

2 -- $5,000- $9,99
-Under $5,000

Not comfortable.
very worried about 1 ,I
finamcLal situation Predath Poeteath currently* In five years

'For widows who had remarried, Lmediately before remarriage
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of similar magnitude; however, widows with no proceeds to save or invest under-
went a greater decline than did those who had some proceeds remaining beyond
the mediate postdeath period; in addition, the larger the amount of pro-
ceeds that remained to save or invest, the smaller the decline in financial
well-being. In other words, having life insurance proceeds in reserve helped
cushion the economic impact of the husband's death, while the absence of pro-
ceeds may have accentuated it.

The changes in the families' living standards were examined in Chapter 2.
Figure 4 shows the ratings of the families' financial situations given by
widows who said that they had maintained (or bettered) their living standards,
those who said that their standards were slightly lower, and those who said
that their standards were much lower than before. For each of these groups,
the mean ratings of the predeath period are essentially 'equal, and the ratings
of the postdeath periods are in agreement with the widows' statements describ-
ing the changes in their living standards. Those who said that their living
standards are now much lower are, in fact, describing a condition in which
they are not living comfortably and obviously are concerned about their finan-
cial situations.

Figure 3

Averae tinae of Pinancial Worry for Various Tim Periods
According to Amount of Life Insurance Proceeds Sved or Invested

Rating
Comfortable,
no real 10
financial worries

6

6 -. ...-...

, -Amount of life Insur-
ance proceeds saved or
invested:

3
$10,000 or mre
$5,000-$9,999

2 -- Under $5,000

Not comfortable.
very worried about 11 I I
financial situation Predeath Poatdeath Currently* In five years

eFor vidows tho had rmarried, immediately before remarrisge
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Figure 4

Av TrSe Rating. of Financial Worry for Various Time Periods
According to Widow'a uti--te of n Current Living Standard Coqarea With Former One

Rating
Cofortable.
no real 10-
financial vorries Current living standard Is:

9 - Sae or better
-- --- Slightly lower

- - uMch lower

a

4

6 ---;-

S se---------- a-- -

3

2-

Not comfortable,
very worried a;out 1 , I I I
financial situation Predeath Postdeath Currently* In five years

For whows vho had remarried, immediately before re-marriage

Problems of widowhood

This study has concentrated on the financial aspects of widowhood and on the
ways in which the widow's life had been affected by her new financial situa-
tion. To place this aspect of widowhood in perspective, each of the widows
was asked: "What do you consider your most serious problem since your husband
died?" As can be seen in Table 2, almost 4 in every 10 (39 percent) included
the loneliness of widowhood among their answers. Some spoke directly about
the husband:

"Just missing him."

"Trying to get along without him. It's funny but it's love and com-
panionship. You don't get someone out of your system so easy after
26 years. "

'Well, just being alone, I guess. I miss him so much."

Others spoke of loneliness in terms of lack of contacts with other adults:
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"Companionship. AMj children talk children-talk, so I go into my room
and spend so much time alone. This is not good."

"It was trying to adjust to a new way of life. I found after a while
I was not included in the things we were when we were.a couple. People
were nice, but I just didn't fit."

Host, however, spoke simply of being alone:

"Being all alone."

"Loneliness;" but I have a nice family with four lovely children and I
feel very lucky."

"Being lonesome. A complete big void that cannot be filled."
Table 2

Most Serious Problems of Widowhood

Loneliness (Pres husband, being on the outside. #o. ) 39Z
Financial (liing on rewdod income, trying to make end. Meet, eto.) 23
Raising the children without their father 19
Maintaining the house and yard husbandn nod t tre to oare for and fiz things, etc.) 9
Health. a

Money management and financial decieion-aking 8
The future 4
Emotional (nervous, ueet, hard to get f~nctioning again, eto.) 4
Working (going to work, facing a Zifetime of ijork, etc.) 3
Not working (not being abl to work, to find etea, work, eto.) 2

Managing husband's businees
Miscellaneoua 5

No serious problem 92

Number of cases 1,739

Note: Adds to more than 100 percent because of multiple e anavera

Almost 1 widow in 4 (23 percent) included some aspect of family finances as
being among her most serious problems. Typical of these answers:

"Finances and my daughter having to help me."

"Money. There's never enough to do what I really need to do. Mj
salary is just too little."

"The financial end. Meeting the bills. I find it hard to get by on
what I get."

"Well, just worrying about making my money cover all the bills. I
an afraid without my husband to depend on."

- 103 -

503 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



50

"Money is one. If there is not enough money, it can scure be a problem.

'Worrying about how I'm going to meet the expense and upkeep of the
house. I can get by day and day, but if anything serious crops up,
it's not going to be easy."

One widow in every 5 (19 percent) talked of the problems of raising the chil-
dren without a father, and their answers suggest that the problem may have
been particularly acute where there were boys in the family.

"It's raising two boys. I have the full responeiblity of trying to
teach them right from wrong and how they should choose their friends.
I want them to learn good manners and how to act in public, which is
why I take them out to dinner as often as I can. "

"The boys need a male influence. It's very hard for a mother to do
it alone."

"Raising the children and not having a man 's opinion. They need a
father."

'Welt, golly, that can cover a lot of territory. Managing the house
and raising the children is a problem. When he was here I had someone
to lean on and tell the boys the dos and don't. I find this harder to
do as I get older and they giow older."

"Just being without a husband. AMj husband took charge of raising the
ekildren and the responsibility of raising them all alone with no help
and no one to discuss things with, realty. I don't like being the head
of the household."

"The children's problems. Knowing how to direct them. They are good
kid& basically, but I wish I could have the confidence I was doing
'right. "

Most of the mothers did not specifically link the problems of raising their
children with the financial aspects of widowhood, although occasionally one
did:

"Lack of control of my children. I have to be away in order to sustain
us. Also, I have had one baby-sitting problem after another -- this is
my greatest expense next to my house payment."

"It's financial and my children. You can't buy what you want, and you
can't buy the children what they like."
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The problems of maintaining the home, i.e., the difficulty and expense of find-
ing someone to do the routine chores and repairs that the husband had done,
were mentioned by 1 in every 10 of the widows.

"All those miserable little repair jobs that amount to nothing but cost
you a fortune if you have to call somebody in to do them. You take those
things so for granted."

"Keeping up my home. I love it and I don't want to give it up, but
it's hard for me to keep it u by myself. There are certain things
you cannot do by or for yourself ..nd it's expensive to have everything
done for you. "

"The entire responsibility for the upkeep on the home. I have to pay
someone to do everything that needs to be done around the house, whereas
my husband did everything himself."

Approximately 1 widow in every 12 (8 percent) made some reference to her
health. These frequently were linked with financial problems, in part be-
cause they limited the widow's ability to work, and sometimes because of the
expense of the illness itself.

"Security, because I a?' subject to cancer -- my bill was $5,000 this
b ar -- and I worry if I can keep going."

"I can't go to work because I an disabled."

"My health is so bad and I have to let my children do so much for me.
But I'm lucky because they say they want to."

In Volume One (pages 32 and 33) it was seen that a widow tended to have diffi-
culty with finances when her husband had handled all of the family's finances
before he died. The problems of financial decision-making were included among
their most serious problems by 8 percent of the widows.

"I'm now head of the house and have to do all of the worrying. I 'm
responsible for everything."

"Handling the finances of the home and everything. I'm not a good manager
and have no experience of handling financial situations."

For a few widows, however, taking over from the husband had provided an oppor-
tunity for growth:

"I suppose it would be having to learn to think for myself. It has been
a good experience in some ways. I didn't lam I was this independent."
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As can be seen from Table 2, relatively few of the widows (4 percent) specifi-
cally mentioned that fear of the future was among their most serious problems.
When fear was mentioned, it tended to be linked with health and financial
problems:

"Fear of becoming sick and having it eat up my money."

"Worrying about the future and what will happen if I can't cope with
things like illness. Fear of not being independent."

Four percent of the widows made direct reference to emotional problems. When
mentioned, the widows tended to talk of lack of motivation or the inability
to come to grips with their other problems. A few told of acute disturbances
requiring medical treatment and sometimes hospitalization. Much of the lone-
liness, of course, may have represented emotional withdrawal.

Only 3 percent said that having to work was one of their most serious problems,
while almost as many (2 percent) said that the inability to work was a problem.
One percent said that they encountered difficulty in attempting to take over
and manage businesses that their husbands had had.

Interestingly, when asked to name their most serious problem, almost 1 in
every 10 (9 percent) of the widows denied that they had any. The conditions
that allowed these v.omen to feel that they had escaped the problems of widow-
hood were not explored. Some, however, said that they had no problems because
they had made their adjustments to being alone, while for a few, the adjust-
ment may have been made before they were widowed:

"This is hard for me to answer because my most serious problems were when
he was ill. He was ill for such a long time and I had many problems to
resolve then, such as learning to reapportion my time."

Table 3 shows how the problems of widowhood are related to several character-
istics, such as the family's former income level and the stage in the life
cycle at which the wife was widowed. Loneliness, as can be seen, was men-
tioned most often by widows from upper income families and by the older widows
who had no dependent children. This does not mean that the widows from lower
income homes or those who have children were less lonely or missed their hus-
bands any less. What it does show is that for widows from lower income fami-
lies, or perhaps more directly, for widows suffering the greatest declines in
living standards, the financial problems of widowhood often are of overriding
importance. As was seen in Chapter 2, these widows tended to come from fami-
lies who had the smallest financial resources before the husbands died, tended
to have received less life insurance, and tended to have less income from work
and from income maintenance programs. Although life insurance is only one
factor in helping widows maintain their living standards and although it tends
to be associated with other sources of financial strength, it is seen that as
the amount of life insurance proceeds that were allocated to liquid savings
and investments increases, there is a marked reduction in the proportion of
widows mentioning financial problems.
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Chapter 7

Table 3

Most Serious Problem of Widowhood

Mansing Money No
Lonli- Finen- Not husband'. Child uanage- serious

nas cial vorkina business care Health mant problem

Normal former family incom
$15,000 or more 5o 122 + 4X a sz a *
10,000- $14,999 44 19 12 + * S *
5,000- 9.999 36 26 2 1 a 8 * a

Uder 5,000 34 33 3 - C 16 C C

State in life cycle
at onst of widowhood

Dependent children, youngest child:
Preschool 242 a C C 562 22 a C
Kindergarten through grade 7 28 * 46 2 a
Grade 8 or beyond 39 C * C 19 7 f t

No dependent children 46 C a a 1 11 C C

Widow's estimte of how current living
standard compares with former one

Same or better 432 102 + C a 72 C 132
Slightly lover 41 29 22 7 5
Much lover 28 46 4 C a 12 C 5

Life Insurance proceeds allocated
to liquid savings and inveutments

$10,000 or more 472 102 C282 72 122 C
Lese than $10.000 42 21 20 6 7
None 34 32 C C 14 12 5 C

*Problems not significantly related to characteristic at the I percent level are not shown.

+Lees than % of 1 percent

Among families in which there were children, the problems of raising the chil-
dren without their fathers are seen to dominate either loneliness or the fi-
nancial problems of widowhood. The fact that concern is highest among widows
with the youngest children undoubtedly reflects the recognition on the part
of these mothers that they will be responsible for providing guidance through-
out most of their children's formative years. The only other problem signifi-
cantly related to the stage in the life cycle at which the wife was widowed
is health.

In the present study, life insurance proceeds are associated both with youth
and with upper income status. Because the young families tended to own larger
amounts of life insurance, the proportion of widows mentioning child care
problems increases as amount of proceeds increase. There is also an increase
in the proportion mentioning that they had problems managing money, perhaps
in part because they had the proceeds to manage but probably also because
upper income husbands are more likely to leave complicated estates and be-
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cause wives in upper income families are less likely to be involved in hand-
ling family finances when the husbands are alive.*

Advice to wives on preparing for widowhood

At the end of the interview, each of the widows was asked, "Can you think of
anything that could be done to help or make it easier for widows to adjust
tn a new way of life?" As can be seen from the answers in Table 4, many of
the widows used the question as an opportunity to offer advice to other
widows, and frequently it was advice on how to adjust to the emotional shock
that followed the death of their husbands. This tendency to respond in terms
of their bereavement, rather than addressing themselves to the range of prob-
lems that they may have faced, may also account for the high proportion of
"don't know" answers (23 percent) and for those who denied that anything could
be done to help. For example, one widow said, "I wouldn't know what to suggest.
Some say to go to work, but if you can't, you can't. Getting away fro home
helps, but you're faced with the same thing (grief) when you come back."

Another said, "There is no answer. It is terrible, but that's the way it is
and you have to get used to it." Or, "I really don't know. It is a personal
thing and everyone is different; some have to talk out their problems and
some don't." Or, "I don't think anyone can help -- no one could help me.
You have to work things out for yourself. Just don't give up, keep your chin
up is all. "

Although many felt that the problems of bereavement were ones that the widow
has to work through by herself, almost one third (32 percent) stressed the im-
portance of keeping active and alert. "Keep many friends to help pass the
hours, and do church work. You must convince yourself that you aren't going
to see your husband again as long as you are alive, so you must go on doing
the noZa everyday things." Often the advice to keep active included get-
ting a Job, not necessarily as a solution to the economic problems of widow-
hood, but more as a way of easing the psychological burdens. For example,
"If they can work, it's the beat therapy there is, whether they need the
money or not." Another said, 'Wsell, if they're never worked, go out to work.
It gives you the incentive to go out and be with the public. It puts some-
thing else on your mind." Similarly, "Go to work if that's possible, because
I figure the tireder you are, the less time you have to think."

A smaller group, composed of 6 percent of the widows, stressed the need to be
optimistic and to have faith. These answers had a strong religious component:

"Have faith that God will give you the strength and comfort to come
through."

*The Family Financial Officer, Research Report 1966-5 (File 940)
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Table 4

Thinu That Widows Believe Could Be D6ne to lIp or Make It Zalor for Other Widova
to Adjust to a rey W47 of Life

Be active (kep busy, got a job, join a obb, dom't withdV,3 e@to.) 321
Be optialatic, have faith 6
Tell friends and relatives not to forget vidow 4
Create a counseling service (dainioe to d(eoue prob&aw of wJodwood, a telephone e,(Oe lik.e

AZ.oohoUe Anonywo, e*to.) 4
Seek copetent financial, lalW aid (get home t a&daowe, etO.) 3
Seek cowatent help for amotioa"l problem 1
Rmarry 1

Broade.social security estimatee baocout perd, tmer retiowra agte, esiminte learning re-
qurmet eta. ) A

Increase socal security.benAlit

ibaralize eligibility rules for disability income under social security +
Increase V.A. benefits I

Job training or retraining progresa 2
Better Job opportunities. (help v(4,i fd Job#, .PVoye more u i ing to hie older w aw, eto.) 2
Day care centers for children +
Relief from Federal, state, or local tazes 1
Increased educational aid for widows' children I

Prepare vives for widowhood Ohew tAm tea faRil fianoe, kno what to eveot, eta.) 4
CerMlife Inuranca (hew ort4e i urwoe, make grow inaiome ocalulfor-, .ta.) 3

Kiscellaous 7

Nothing can be done:
Widow must work thing@ out herself lZ
Bach situation is unique 6

Don't know, no answer 23Z

umber of cases- 1,744

+Leeas then % of 1 percent

"The only thing I can think of is religion; you've got to havg it in
order to survive. My faith in God and hie understanding pulled me
through; r couldn't have done it atone."

Although the large majority talked of the widow's need to solve the problems
of bereavement herself, 4 percent asked that friends and relatives not forget
them. One percent urged widows to get competent help with their emotional
problems from medical and social agencies.

Four percent of the widows suggested the creation of a widows' counseling
service. Although this frequently involved creation of an agency that a
widow could go to or telephone for advice on handling her emotional problems,
others would include provision for advice on investments and family finance.
More directly in the financial area, 3 percent would advise a new widow to
seek competent financial and legal counsel from existing sources before making
major investment or financial decisions.
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In thinking of the solutions to the financial problems of widowhood, a number

of widows suggested changes in social security. As can be seen in Table 4,
5 percent suggested broadening social security by eliminating the blackout
period entirely, by lowering the age of eligibility for retirement benefits,
or by eliminating the earnings requirement. An increase in the level of
social security benefits -- primarily the monthly benefit although occasion-
ally the lump-sum funeral benefit was included -- was mentioned by 4 percent.
One percent asked for a broadening of Medicare coverage to include younger
widows.

A need for job training, or retraining, programs was mentioned by 2 percent
of the widows, while 2 percent spoke of the need for help in finding jobs, in-
cluding a change in attitude on the part of employers toward hiring older
women. A small group, consisting of less than of 1 percent, talked of the
need for day-care centers. Tax relief for widows and assistance in educating
widows' children were each rentioned by 1 percent of the sample.

Because of their bereavement, and perhaps because of the way the question
was asked, most of the answers might be considered as advice to other widows
or suggestions for solving the problems that widows encounter after the death
of the husband. However, some did offer suggestions that were directed to
wives and husbands.

Some widows stressed the importance of preparing wives for widowhood (4 per-
cent of the sample).

"If women knew what their benefits were before the husband died, they
could plan and it would not work such a hardship. They should plan
and have insurance."

"I would think wives should receive some form of education as to what
might be expected of them in this event and should take a more active
part in making fir 2ial decisions and sharing of responsibilities."

"A husband should inform his wife of where their assets are and what
their financial situation is."

'Women should know what is going on in the financial area in their
family. I work in a bank and see the situations women get themselves
into simply because their husbands have, by design or accident, kept
them in the dark about monthly income, checking accounts, etc."

"Every woman should know about her financial situation. If she doesn't
know what the light bill is, she's got a problem. There could be edu-
cation .through the news media, and husbands could tell their wives what
to do and warn them to beware of investment schemes."

- 110 -

510 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



507

Or simply,

"Afen should prepare their wives to handle finances. Women should prepare
themselves emotionally for the adjustment."

spite the importance of life insurance to the majority of the widows studied,
only 2egent touched on life innurinnE-t- r answers. This may have been
Because of the reasons already mentioned or perhaps because they felt that if
they had mentioned life insurance, it might have implied criticism of the hus-
band. Those who did urge families to carry life insurance tended to be widows
whose husbands had carried either no regular life insurance or only small
amounts. One widow admitted: "I wish now we hadn't waited so tong about the
life insurance we meant to take out, but we just put it off." Another said,
"For one thing, if there could just be more insurance so there could be some
left over from f.koeral expenses to help get the wife started on her own."
Or, "A husband should have more insurance so his widow could carry on and keep
her home." Or, "Everybody should have enough insurance to protect their loved
ones." Except for one who was the beneficiary of a $10,000 NSLI policy, each
of these widows received less than $5,000 in benefits.

Of the answers in the miscellaneous category, only two were mentioned often
enough to possibly have deserved categories of their own. One was the sugges-
tion that there be social clubs where widows could meet. The other was a
general reference to the need for more money but with.no source specified. As
the widow of an accountant put it:

"Nothing but money. If we only had a little more to live on things
would be a lot easier."
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The LIFE UNDERWRITER TRAINING COUNCIL (LUTC) wos created
in 1947 through the combined efforts of life Insurance company
and field organizations. The Council's primary function is to pro-
vice practical sales training for life insurance salesmen and to
serve as a clearing house for information on life insurance
education and training. Over 1,000 class groups, located in
communities throughout the United States, participate each year
in LUTC programs.

The LIFE INSURANCE AGENCY MANAGEMENT ASSOCIATION
was founded by life insurance companies in the United States
and Canada to study common problems of agency management
through original research and the development and exchange
of ideas. Member companies have over 90 percent of the life
insurance in force In the United States and Canada. Associate
members are located in many other countries in the free world.
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CODE OF ETHICS

NATIONAL ASSOCIATION OF LIFE UNDERWRITERS

The position of the Life Underwriter is unique in dt he is the Uaison
between his client and his company. As a life insurance advises heow
a high professional duty toward hi& client, while, at the mrne time, he
also occupies a position of trust and loyalty to his rr-F-y. Only by
observing the highest ethical balance can he avoid ay con aet .
these two obligations Therefore:

I BELIEVE IT TO BE MY RESPONSIBILITY:

To hold my business in high esteem and strive to maintain its presage.

To keep the needs of my clients always uppermss

To respect my client' condense and bold in trust personal information.

To render continuous service to my clients and their beneiciaries.

To employ every proper and legitimate ns to persuade my diss o
protect insurable obligations; but to rigidly adhere to the observance of
the highest standards of business and professional conduce.

To present accumtely, honestly and completely every fact em tial to my
dient' decisions.

To perfect my skill and to add to my knowledge though continuous
thought and study.

To conduct my business on such a high plane that others aulatig my
example may help the standards of our vocatim.

.To keep myself informed with respect to insurance laws and regulations
and to observe them in both letter and spirit.

To respect the prerogatives and cooperate with all others whose services
are constructively related to ours in meeting the needs of our clients.
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PREAMBLE
In the belief that development of an oranzation
for outstanding life Inaurance underwnters who
produce lage volumes of business will result in
sastant-iat benefits to the general public, to the
institution of life insurance and to such under.
writers themselves, the Million Dollar Round Table
of the Nadonal Association of ifle Underwriters
has been formed.

ARTICLE I
HAWE

The organization is an Illinois Not For Proft Cor
poation, the full name of which i. the Million

r Round Table of the National Association of
Life Underwriters.

ARTICLE II
PURPOs

The purposes for which this organiation has been
formed and will be operated are as follows:
(i) To provide an incentive for all life insurance
alesmen to reach their full potential In profeaaional

development, technical competence and sales per.
formance.
(2) To elevate the professional standard and
prestige of life insurance slesmen.
(3) To promote the public understanding of the
professional approach to the full time career of life
insurance selling.
(4) To provide a program for the continuing edu
cation and enlightenment of its members In all
phames of life underwriting and other related fields
of knowledge.
(5) To promote the Code of Ethics of the Na-
tional Association of Life Underwters, which is
hereby made a part of thi Constitution and By-
laws.
(6) To study selected problems affecting life in.
surance and the techniques of life underwriting to
benefit the institution of life insurance and the
public
(7) To foster and develop understanding and
cooperation with the law and accounting profes-
alona, fiduciary institutions and other organizations.
(8) To serve the public by supporting the general
principles of legal reserve life insura.ce and to
acquaint the public with its services and advantages.

ARTICLE III
EXECUTIVE COMMITTEE

Seeto 3.1 Governig Body
The Million Dollar Round Table shall be governed
and managed by an Executive Committee duly
elected by the membership.
Seedio 3.2 Composition
The Executive Committee aha 1 

consist of five per.
sons of whom four shall be e

t ,.ted. The fifth shal
be the retiring President.
Seedo 3.3 Ina ll to Serm
() Pea Presidene - If the member who is a Past

President shall be unable to serve or complete
his term of office or is functioning as President
pro tempore, then the next most recent Past

President who is available shall fill the vacancy
for the unexpired term.

(b) Presiden - If the President &hall be unable
to complete his term of office, the immediate
Past President shAll function as President pro
tempore for the unexpired term.

(c) OtAer Electd Members - If any other elected -
member shall be unable to serve or complete
his term of ofce, his unexpired term ha be
filled by a member who is selected by unani-
mous vote of the remaining members of the
Executive Committee.

Section 3.4 Memberskip Requirement
Each member of the Executive Committee shall be
either a Life member or a Qualifying and Life
member.
SectIon 3.5 Durutron elOfce
The members of the Executive Committee shall take
office on September I following the Annual Meet.
ing or, if no Annual Meeting, September 1 follow-
ing the completion of a mail ballot. Members of the
Executive Committee shall hold office through Au-
gust 31 of the following year or until their duly.
elected successors take office.
Section 3.6 Authorky
The Executive Committee Shall have fll authority
to interpret and implenme all the provsions of thisConstitution and Bylaws. All such interpretatiois
shall be by unanimous vote of the Executive Con.
mittee and hall be final and conclusive.
Section 3.7 Meetings Q o.rmm
The President shal call such meetings of the Execu.
tive Committee as required or upon request of three
members of the Executive Committee. A majority of
the Executive Committee shall constitute a quorum.
Section 3.8 Vodn
Three affirmative votes of the Executive Committee
shall be necessary to carry any motion or acton
exeept where a unanimous vote s specified in this
Constitution and Bylaws.
Section 3.9 Of e
The officers of the Million Dollar Round Table shall
be the elected members of the Executive Committee,
with titles of President, 'ust Vice President, Sec-
ond Vice President, Secretary and the Immediate
Pat PresidenL
Section 3.10 D.del oOIfewrs
The President shall be the chief executive ofcer
and shall preside at all meetings of the Executive
Committee. The duties of the other officers shall be
determined by the Executive Committee.
Section 3.11 Limittion ot Recdeaao
No officer shall be elected twice to the same office.
Section 3.12 Annual Election
The Executive Committee and officers shall be
elected annually at the Annual Meeting or, if none,
by mail ballot.
Secton 3.13 Regul Nominedons
Nominations for the Executive Committee and offi-
cars thereof may be made either by the Nominating
Committee or by the members, a hereinafter pro-
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vided. Only members duly nominated may be sub-
mitted for election.
Section 3.14 Nominawing Committee Report
The report of the Nominating Committee shall be
submitted tu the members at least thirty) days prior
to the Annual Meeting. Should there be no Annual
Meeting, the election shall be condu, ted by mail
ballh4 on a date designated by the President but no
later than Auguq 31. The report of the Nominating
Committee shall be submitted to the members at
least lhirt da~s prior to the date designated for the
mail ballot.
Setlion 3.15 Additional Nominations by

Written Petition
Additional nominations may be made by written
petitions signed 6%i at least tent) percent C20'; I
of the then total membership, provided such nomi-
nations are received by the Fresident at least ten
days prior to the Annual Meeting or in the absence
of such meeting, at least ten da)a prior to the day
designated for a mail ballot.
Section 3.16 Election Procedsiar
If there shall be two or more candidates for any
office of the Executike Committee, the person re-
ceilving the largest number of votes shall be elected
to such office n the event of a tie for election to
the Executive Committee and for office therein, the
Nominating Committee shall choose from those re-
ceiing the same number of votes and such choice
shall constitute election to the Executive Committee
and such office.

ARTICLE IV
MEMBERSHIPS

Section 4.1 Clisa.
Tere shall be three classes of membership: (1)
quatif)iig, (21 Qualifying and Life, and (3) Life.
Each class of membership shall be a privilege which
may be granted or withheld each year by the Execu.
tive Comrmittee.
Section 4.2 Duration
All classes of membership are granted for one year
only. Membership shall extend from the date of
approval of the application by the Executive Com-
mittee to either (a) the end of the current calendar
)ear if approval is granted on or after January 1,
or (b) the end of the next following calendar year
if approval is granted prior to January 1.
Section 4.3 Priveges
Privileges of membership as determined by the
Executive Committee shall apply to all classes of
members.
Section 4.4 QualiJying Membership
An applicant for Qualifying membership shall be.
come a Qualifying member for the first time when
he has met all the production, filing, service and
other requirements and conditions.
Section 4.5 Productlon Requirements
Each applicant for Qualifying membership shall
establish the fact that he has paid for at least ten
separate lives or cases or any combination thereof.
and either has personally received and retained,
or is personally entitled to receive and retain, the
full andard first year and renewal commissions on
at least one million dollars of credited business

which shall be determined annually by and In ac-
cordance with:
(a) Article XX - Credits for Qualifying Member-

ship and Official MDRT Converter and Guide;
(bi All other applicable provisions of this Consti-

tution and Bylaws; and
tc) Such interpretive rules as may be unanimous-

ly voted by the Executive Committee.
Section 4.6 Service Requisremts
An applicant shall have met all production, filing
and other requirements for (a) each of two succes-
sive years or (hi each of any three yeata within a
period of five consecutive years in order to attain
Qushfying membership,
Section 4.7 Prior Qua lying Membership
An applicant iho attained one or more years of
Qualifying membership prior to January 1, 1963, is
not required to meet the service requirement as set
forth in Section 4.6.
Section 4.8 IAI. Membership
Each applicant for Life membership shall meet, in
addition to all other requirements, the additional
requirement that he hs been approved as a Quali-
fying member for six consecutive years or for an
aggregate of ten years. However, this additional
requirement shall be waived for Life memberships
obtained for or prior to the year 1962.
Eflective for qualif-4ing as a Life member or Quali.
flying and Life member of the 1976 and subsequent
Million Dollar Round Tables, the Chartered Life
.'nderwriter (CLUI designation slall be an addi-
tional requirement except that the CLII designation
requirement shall not apply to the followin..
lal An applicant %ho attained Life membe-lp or

Qualifying and Life menmbership prior to the
1976 Million Dollar Round Table;

ib) An applicant who signed his initial contract as
a life insurance agent after attaining age 45;
and

(c) An applicant who is a citizen of a country
other than the United States or Canada.

Section 49 Credit for Provisional Applicant
yee(8)

The number of years for which a member was
approved as s Provisional Applicant shall be counted
as qualifying years for the purpose of his Life
membership.
Seetlon 4.10 Welver ol Prodasction CredUs

/or LI/4 Membership
A Life member must meet all of the requirements
for Qualifying membeiship except the production
credits as provided In Section 4.5.
Section 4.11 UL/ Membrah-p-Age6S
Each applicant who has attained his 6Sth birthday
and who has completed IS years of qualification
or 20 years of membership, may apply for Life
membership - Age 65 - upon the completion of
such forms and the payment of such dues as the
Executive Committee may determine.
Section 4.12 eM ajyl sp w4 .il.

Each applicant for Qualifying and Life membership
shll establish the fact that he has met all the re-
quirements for and is entitled to both Qualifying
membership and Life membership.
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Seto4iS njiunWLAI..r Lil

Each aj%["n who is a Put President may be
anurov~d for Q lior ing and Ufa or Life member-
sip - Put P=reident, upon completion of such
form and the payment of dues u the Execu-
tive Committ may determine.

ARTICLE V
PROVISION APPLICANT STATUS

Seedhes &I D.$niiion
Provisional Applicant status is one which is obtained
by an applicant who applies subsequent to January
I, 1963, when he has met all the production, filing.
service and other requirements but has not met
theme in each of two consecutive years or each of
any thm years in a period of five consecutive years.

ARTICLE VI
INACTIVE STATUS

Seeloa6a 1 HowObiain"
A member who resign his membership due to cir-
cunances which in the opinion of the Executive
Committee are of exceptional nature may be clai.
fed to Inactive Staus. Exceptional circumstances

include but not be limited tv milituy service
and other such service as may be approved by the,
Executive Committee as determined on an indidual
basis. Those in an Inactive Status shal pay no dues
for the period of such service and shaU not have
any privileges of membership.

ARTICLE VII
APPUCAT)ON PROCEDURES & RULES

Section 7.1 Appllatios Form an
Supporting Dommm"

Applications for any clas of membership shall be
submitted to the Executive Committee in such form
and accompanied by such supporting documents
n the Executive Committee may determine.
Section 7.2 AddIion ln/ oration
The Executive Committee s have the unrestricted
rih and power to require the furnishing of such
aditional dta and information as it may deem
advisable.
Seced. 7.3 Apprw ,eisalDepproai o

Apploicds
The Executive Committee shall approve each such
application for membership which meets al stated
requirements uncle the Executive c.mittee unani.
moussly votes for disapprovaL Where an applicant
for membership or provisional status has previously
violated established insiia rules or rules of con-
duct, his application may be declined by unanimous
vote of the Executve Committee. The Executive
Committee shall not be required to disclose its rea-
son& for such disapproval to the applicant or anyone
else. No member of the Executive Committee shall
vote on his own application for membershp.
Seetio 7.4 Dateee loSubmiting Applsionu
Appllcatio for membership shall be submitted
after Octoer 31st bt not later than March 1st.
Section 7.5 Appcmna'a Cernjbeteos
Each applicant for membershp shall sig and sub.
t. as part of his application. a certificate in such

form as the Executive Committes may require and
establishing thee facts:

(a) That he atained his 21st birthday not later
than the last day of his quaficatso. period.

(b) T he was and a a de paid member in
good sanding of an accredted local life under.
writers association. However, the Execotiv
Committee may waive this t by
unanimous vote in the Case of (i) aappli.
cant ohedr than a resident of the U.S. or Caa-
64t, (iil an applicant who was not a m
ber of such association during his entire quali.
fiction period which fell within the alicnts
first twelve months under his initial contract as
a life inurance agent, and liit an applicant
who is a Qualif)ing and Life or Life member
who has become totally and permanently dis-
abled.

(c) Th a no complaint or p oceedimg of any nature
has ever been brogh against him by or
through (i) any life underwriters association,
or (ii) any governmental body or represena-
tive thereof having jurisdiction over his 11-
cense(s). It any such complaint or proceeding
has been brought, the fact thereof shall be
marked on or attached to such certificate.

Section 7.6 Insurasce Company Co.rticaion
In order to establish the facts of his paid business,
each applicant for membership shal furnish the
Executive Committee with a statement (in such
form as the Executive Committee may require)
from a home office ofcial of each insurance com-
pany in which such applicant claims production
credit, certifying to the production for which credit
is claimed, together with such other pertinent infor-
mation as the Executive Committee may require.
Section 7.? Righs o Ezeeu~li Comass

to Appr~ Menpbershp
Each Executive Committee shall grant membership
or Provisional Applicant status for only the year for
which apication is made except as provided in
Article on Membership Reinstatumet

ARTICLE VIII
TrMINATON OF MEMAISM AND

PROVISIONAL APPLICANT STATUS
Section 8&1 By Revo n
The Executive Committee may revoke, rescind, or
otherwise terminate by unanimous vote any mem-
bership or any Provisional Applicant states granted
currently or in the prior three qualification years
to any applicant, but only if the Executive Com-
mittee has additional information which in its e
discretion would have caused it to vote unanimously
to disapprove such applicant if such additional in-
formation had been known &t the time such applica-
tion was approved.
Section &2 ByLoss fA"soemetiom

The membership or Provisional Applicant status
granted to any applicant shall automatically term.
nate if his membership in a life underwriters asso-
ciation has been revoked, terminated or suspended.
Section 8.3 By nwuaJ.ridwadAfiiadea
No me..%ber or Provisional Applicant shall join any
group or organization which uses or authorizes the
use of (a) any insignia adopted by the Million
Dollar Round Table, or (M) the words Million
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Dollar Round Table or any combination thereof, or
(c) any words which have substantially the same
import, - unless the Executive Committee shall
expressly authorize such use by such group or or-
ganization. The membership or Provisional Appli.
cant status granted to any applicant who violate@
this provision may be revoked by unanimous vote of
the Executive Committee. However, this Section 8.3
shall not be construed to prohibit or discourage
members of the Million Dollar Round Table from
forming any local discussion or study group which
does not violate the shove prohibition.
Sodion 8.4 By F'ViatLon ol Rules of

InallnLa or Condie
Any member or Provisional Applicant who fails or
refuses to comply with the insignia rules or the
rules of conduct established by the Executive Corn.
mittee shall be subject to deniaL suspension or revo-
cation of his membership or status by unanimous
vote of the Executive Committee.

ARTICLE IX
MIfUlM1IP REINSTATEMENT

Section 9.1 By R*Iroocdv@ Approeae
Within two years from the date of revocation, re-
scission. or other termination of any clasa of ment
bership, the Executive Committee by unanimous
vote, may reinstate such membership if it has addi.
tional information which in its sole discretion
would have caused it toaspprove such membership
if such additional information had been known at
the time of such termination.
Setlon 9.2 Li/J Membr rslp R*1#%s1WeuM
Should a Life member fail to renew his Life mee.
bership by nonpayment of dues or by noncompi.
an"e with the requirements fee Life membership
for one or two consecutive years, he may be rein.
aated only upon payment of an amount equal to
his unpaiddues for such year or years, and by his
meting the then current requirements for Life
membership. Should a Life member similarly fail
to renew his Life membership for three or more
consecutive years, he shall cease to be eligible for
membership of any kind unless and until eain
meets all the requirements for Qualifying member-
ship in the year immediately preceding his applica.
tion for reinstatement, and upon payment by him
of an amount equal to unpaid dues for a maximum
period of three years on the basis of current dues
at the time of such reinstatement.
Section 9.3 Re.Instrud meta Jrom mactive

Slat
A former member In an Inactive Status shall be
eligible for reinstatement, by unanimous vote of the
Executive Committee, to the class of membership
he held at the time of resignation. The period of
time spent in Inactive Status shall be omitted from
all calculations of time required in the Constitution
and Bylaws for consecutive years.

ARTICLE X
INSIGNIA

Setton 10.1 AulorIse Insigrnia
The official inignia of the Million Dollar Round
Table shall be determined by the Executive Com-
mittee.

Secton 10.2 Roaiu G mmaig U
The right to use the insignia at any tim shall be
subject to such rules and prohibitions as the Execu.
tive Committee may determine.

ARTICLE XI
DUES AND CHARGES

Section 11.1 Applioants
Each applicant shall pay such fling fees, dues, and
other charges as the Executive Committee may
determine.
Section 11.2 Members
Each member shall pay such annual dues and asss
ments as the Executive Committee may determine.
Section 11.3 0or Foes aid Chergt
Each member and each Provisional Applicant shall
pay such registration fees lut meetgs and active.
ities, and such charges for materials and insignia,
as the Executive Committee may determine.
Sectwon 11.4 Paymeral In U.S. Fuds
AUl dues and charges shall be payable and paid in
United State. funds.

ARTICLE XII
MEETINGS AND VOTING

Seetlon 12.1 AnnualMestin
The"Annual Meeting of the Million Dollar Round
Table shall be held at such time and place as the
Executive Committee may determine. Written notice
of said meeting s be given not less than thirty
days prior to the date thereof.
Seetloro12.2 SpecitsMe.htis
Special meetings of the Million Dollar Round Table
may be called by the Executive Committee at its
discretion. Written notice of said meetings shall be
given not lea than thirty days prior to the date
the~reof. a

Secton 12.3 Voting
At an annual or special meeting of the Million
Dollar Round Table each member shall have one
vote, which vote may be cat in person only. Unless
otherwise pecifically provided by this Constitution
and Bylaws a majority vote of those members
present and voting duall govern.
Seeos 12.4 Voting byaisU
On any mail vote, no less than thirty percent
(30%) of all metubers shall cast a ballot to co.
statute a valid vote. Unless otherwise specifically
provided by this Constitution and Bylaws a major.
ty vote of those members voting shall govern.

Section 12.5 Quorum
At an annual or special meeting of the Million
Dollar Round Table a quorum shal consist of at
least thirty percent 130%) of those members reg.
istered for said meeting.
Section 12.6 Rules*I Cond ae
Members and Provisional Applicants shall accept
and conform to the Code of Ethics and to those
tules, of conduct which the Executive Committee
may determine and publish for the conduct of those
attending any such meeting.
Section 12.7 Parlamentau Guide
Roberts' Rules of Order Revised shall be the official
parliamentary guide for all business sessions.
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ARTICLE XIII
COMMfTEE

Section 1&l Appomam
The President, with the approval of the Executive
Committee. Shall annually appoint such standing
committees as provided In this Constitution and By.
laws and such other committeeas the Executive
Committee may deem advisable.
Secdon 13.2 Nonating CoesmUt, e
At leas six months prior to each Annual Meeing.
the President shall appoint a Nominating Commit.
tee which shall consist of five member, one of
whom shall be designated by him "5 chairman.
The President and two available Past Presidents
shall be members of the Nominating Committee.
but the other two members shall not be members of
the Executive Committee or Pas Presidents.
Section 13.3 Finance Comm te.
The President shall appoint a Finance Committee
to review Boancei of the Million Dolla Round
Table and report annually to the membership.
Section 13.4 Membership Committee
The President shall appoint a Membership Com-
miutee to assist the Executive Committee in the
qualification of applicants for membership.
Section 13.5 Inlgnis Comnmste
The President shall appoint an Insignia Committee
to assist the Executive Committee in the adminis-
tration of the insignia, publicity and advertising
rules.
Section 13.6 Costiution amW yl eenCemmltie

The President shall appoint a Constitution and By.
laws Committee to advise the Executive Committee
and membership in the intrpreation of this Con-
stitution and Bylwwa and in drafting any amend-
ments thereto.

ARTICLE XIV
EXECUTIVE DIRECTOR

Section 14.1 Emplaymeu
There shall be an Executive Director whose em-
ployment shall be made by a unanimous vote of the
Executive Committee.
Section 14.2 Compnaeon
Compensation of the Executive Director shall be
determined by the Executive Committee.
Section 14.3 Diae.
The Executive Director shall mane, su mae and
direct the operations of the Million Dolar Round
Table within the authority delegated to him by the
Executive Committee. He shall be an ex-oficio mem-
er of the Executive Committee without vote.

ARTICLE XV
FISCAL PROCEDURE

Section 15.1 FIscil Yer
The iscal year of the Million Dollar Round Table
shall be fixed by the Executive Committee.
Section 15.2 Anu ilBudgel
The Executive Committee shall, by such procedure
as it may prescribe, adopt a budget each fiscal year
appropriating and authorizing expenditures of funds

for the operation of the Million Dolli.r Round Table.
Fudte set th we provided by themember' de or =teve

SectIon 15.3 N.ewCop.aamstien
No member of the Millon Dollar Round Table or
of the Execve Committee, or of ay other co-
mittee, sall receive any compensation .for seis

ARTICLE XVI
LIMITATION ON UAU ES

Section 16.1 Ldledsus on [kel as
The Million Dollar Roon Table shall ieaify
and hold barn each person who ha is now,
or hall hereafter serve as an o&cer of the Milii.
Dollar Round Table, as a memer of the Execuve
Committee, the Membership Committee, or any
other authorized committee of the Milion Dollar
Round Table, or a an employee of the Million Dol
lar Round Table, or any e who readers serv.
ices as a reut of having been retained or employed
by the Executive Committee for esch purpoes.
from and against any and all claims andli y.
whether the same are aetiled or proceed to jo-
ment, to which such person shell have becomea-
ject by reason of his having acted in the capacity
or capacitie heretofore enumerated, or by reason
of any action alleged to have been heretofore or
haresher taken or omitted by him In such ca.
pacity, and shall reimbure (to the extent not
otherwise reimbursed) each soch person for all legal
and other expense&, including the cost of setl-.en '
reasonably incurred by him in connection with any
such claim, liability, suit, action or proceedin
providd, however, that no such n shabe "
deumnied against, or be reimbur s for, any cam,
liabilities, costs or expenes incurred in connection
with any claim or liability, or threat or prospect
theref, b upon or arising out of hs own w M
ful misconduct, in the performance of his dties.
The rights accruinq to any person under the po-
visions of this section shall ut exclude any other
right to which he may be lawfully entitled, nor
shall anything herein cootained rtrict the right of
the Million Dolar Round Table to indemnify or
reimburse such person in any case ea though not
specifically hereis provided for.

ARTICLE XVII
AM&MOR4Th

Seetlt 17.1 AAnmsaelMeudag
The Constitution and Bylaws may be aneid at
any Annual Meting but no amendment Al be
voted upon and adopted unless such aneodae
has been sent to each member at est thirty days
prior to the Annual Meetin and received the alr.m

ir vote of two-hirds of the menbers prmest
and voting.
Section 17.2 Debese. Ana Meetingd
Is the ahence of or between Annual Meetiap.
amendments to the Constitution and Bylaws may
he submitted to thn membership by a mall ballot
o, ducted by the Executive Coomitt provided
fur.%er that a period of at et thirty days shas
be gmen betwem the date the ballet are sailed
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and a date fixed for the close of voting thereon.
To be adopted, each such amendment shall have
received the airmaive vote of two-thirds of the
members voting by mail.
Section 17.3 By WriUen Peiton
Amendments to the Constitution and Bylaws may
be proposed by written petition signed by at least
twenty percent 120,i I of the then total member-
ship and delivered to the Executive Committee not
less than forty-fi,,e days prior to the date of any
Annual Meeting to that notice thereof may be sent
to each member at least thirty days prior to the
Annual Meeting.

ARTICLE XVIII
MILLION DOLLAR ROUND TABLE

FOUNDATION DIRECTORS
SectIon 18.i Nominate Three Director.
The Nominating Committee shall nominate three
regular Directors of the Million Dollar Round
Table Foundation, who shall be chosen from Life
or Qualifying and Life members, none of whom is
either a current member of the Nominating or Ex-
ecutive Committees, nor a Past President of the
Million Dollar Round Table.
Section 182 AumumalElectlon
The three regular Directors of the Million Dollar
Round Table Foundation shall be elected annually
at the Annual Meeting of the Million Dollar Round
Table or, if none, by mail ballot.
Section 18.3 Reguar Nomnailon
Nominations for three regular Directors of the
Million Dollar Round Table Foundation may be
made by the Nominating Committee or by the mem-
bers as hereinafter provided. Only members duly
nominated may be submitted for election.
Section 18.4 Nomiwia g Commiftee Report
The report of the Nominating Committee shall be
submitted to the members at least thirty days prior

to the Annual Meeting. Should there be no Annual
Meeting. the election shall be conducted by mail
ballot on a date designated by the President but
no later than August 31. The report of the Nom.
inating Committee shaU Ilf submitted to the mem-
ben at least thirty days prior to the date designated
for the mail ballot.
Sect1on&5 Add"loopuNomnsMtionu by

Wriuen Petition
Additional nominations may be made by written
petitions signed by at least twenty recentt J20% )
of the then total membership, provided such nomi-
nations are received by the President at least ten
days prior to the Annual Meeting or in the absence
of such meeting, at least ten days prior to the day
designated for a mail ballot.
Section 1&6 Election Procedure
If there shall be more than three candidates for
the three regular Directorships of the Million Dol.
lar Round Table Foundation, the three person
receiving the largest number of votes aal be
elected. In the event of a tie, the Nominating Coin.
mittee shall choose from those receiving the same
number of votes and such choice shall constitute
election to the Million Dollar Round Table Founda.
tion Board of Directors.

ARTICLE XIX
MISCELLANEOUS

SectIon 19.1 DissoLution o/the Millon
Doler Round Tible

On dissolution of the Million Dollar Round Table,
any funds remaining shall be distributed to one or
more organized and qualified educational, scientific
or philanthropic organizations to be selected by the
Executive Committee,
Sectfon 19.2 Previous Constitution and

Bylaws Supersedead
All provisions of the previous Constitution and By.
laws of the Million Dollar Round Table are hereby
replaced by the provisions hereof.
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PART 2

ARTICLE XX

CREDITS TOWARD QUAIWYING MEMBERS I
AND OFFICIAL MDRT CONVlNER AND GUIE

Section 20.1 Form A - MDRT Credi

Section 20.2 Form B - OffIda MDRT
Comp y C na~r

Section 20.3 Form C - Appliodias
Conertet Record

Section 20.4 Campoy Certlyin Leaer

Section 20.5 Cu,,lin /or Ciaulfi,, ad

Peakdell

Section 20.6 EzciuAd Credk.

Section 20.7 DeflU~eios and Iaserpromaa
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FORM A- MDRT CREDIT CONVERTER
Seetloes20.1

To simplify the calculation of credits for all types of policies written by a life insurance company and elii'bs
for MIRTcredit, the MDRT has developed a credit converter by which the company is to classy its pole
according to Groups A, B, C, and D.
EACH COMPANY WILL INSERT ITS OWN POLICIES BY NAME ON THE MDRT CONVERTER
FORM B DEVELOPED FROM A STANDARD BASED UPON THE INITIAL PREMIUM PER
THOUSAND FOR ITS LEVEL PREMIUM $100,000 ORDINARY LIFE POLICY AT AGE 35. WHEN
A COMPANY ISSUES BOTH PARTICIPATING AND NON-PARTICIPATING POLICIES, TWO
STANDARDS WILL BE NECESSARY. HOWEVER, ONLY ONE CONVERTER FORM FOR CLAS-
SIFYING POLICIES WILL BE NEEDED. FOR EXAMPLE:

Age 35, male, $100,000 Ordinary Life Level Premium, participating ............... $2,174
Age 35, male, $100,000 Ordinary Life Level Premium, non-participating ....... $1,777

After each company selects its STANDARD(S), it will determine the ratio of initial pRcmium per
thousand of all other policies at age 35 (excluding term, annuity and group insurance) to the
STANDARD (Ordinary Life premium at age 35).

GROUP A -CLASSIFICATION OF COMPANY POLICIES
Where the initial premium ratio of a policy at age 35 is 70.100% or more of the STANDARD, the name of
the policy shall be entered under Group A (see Form B). All such o-iciis, classified and entered by name
under Group A, will receive 100% face value credit for MDRT purposes regardless of the age when written.

GROUP B- CLASSIFICATION OF COMPANY POLICIES
Where the initial premium ratio of a policy at age 35 is at least 35% but less than 70% of the STANDARD,
the name of the policy shall be entered under Group B (see Form B). All such policies classified and entered
by name under Group B will receive 70% face value credit for MDRT purposes regardless of the age when
written.

GROUP C -CLASSIFICATION OF COMPANY POLICIES
All term (level, increasing and decreasing) policies and term riders shall be classified and entered by name
under Group C (see Form B). All graded premium (whole life or other) policies whose initial premiums are
less than 35% of the STANDARD shall be classified and entered by name under Group C. Al[ such policies
will be credited at 15% of face value or commuted value.

SEE MDRT CONVERTER GUIDE FOR SPECIAL RULES PERTAINING TO TERM CONVERTED
TO PERMANENT INSURANCE.

GROUP D- CLASSIFICATION OF COMPANY POLICIES
All Group Life insurance, Group Annuities (including Deposit Administration) and Individual Annuities
both annual and single premium including "jumping juvenile" and other individual policies not classified
under Groups A, B, or C (see Form B) shall be credited as follows:

(1) On Group D individual contracts of any kind, credit will be based on $1,000 of volume credit for
--c-15.00 of annualized first year commissions which have become payable.

(2) On Group D group coverages, credit will be based on $1,000 of volume credit for each $15.00 of
first year commissions actually received.
(Credits for individual or group health insurance coverages are not allowed.)

COMPANY NOTE:
Upon completion of classifying its policies on Form B, as discussed above, each company is requested to
reproduce its completed Form B and mail it to its MDRT member agents and those agents who may be
potential MDRT applicants. Completed Form B is essentilI to an applicant for the recording of his pro-
duction on his Form C - MDRT Converter Rw~ord (see copy enclosed).
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Setlam M2i

FORM B-OFFICIAL MDRT COMPANY CONVERT
For us by COMPANIES In cl ng polie for MM credit.

(Mate We inance c aay a)

I IPORTANT: upon - Of "this Form 5, copanes ae rquesd to
reprodce and to MMS mebr w." nd pofeia applicash.

Our initial level premium per $1.000 at AV 35 for a $100,000 Ordinary We policy is the STANDARD.
The initial premiums per 81,000 of all other of our company p t a 35 have bean calculated
(excluding term, term riders and annuities) and compared to our STANDARD. The policies have been
assied and entered by ,ame in the proper group below as instructed. See Constitution and Bylas

Artcle XX, Section 20.6, page 18. for business excluded from receiving MDRT credit.
AU policies entered under Group A and Group B will be considered as written at age 35 recurdlm of the
age at iuae.

GROUP A GROUP OR"OUP C GROUP D

Description Enter name of Poli" Enter name of Enter names of Enter nanes of all up
if initial pru rnum Is policies if initial (a) all term life poicien (it
70-100% or more premium is 35%, and term de awance is excluded)
of STANDARD but ls than 70% (b) all poles it and all annuity

of STANDARD initial prunium is (annual and
lee than 36% of pnmum) poboe s
STANDARD

MDRT 100% 70% 16% of 81,000 per e. $1&00 lot
CREDIT of face value of face value fae orcommutedvalue yr o . Credit poup

polices an comn. reed.
Credit iadildeal -

on c00re, Paybk

company 1. 1. 1
Isht 2. 2.

By 3. 3. &

Name 4. 4. L

Under & &

Group 6. 6

7 7. .

etc. etc.
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SfetdM 203

FORM C-APPUCANTS CONVERTER RECORD
(Nazae and addrem i aent)

(Name of company)

Th1i Form C is to be used by applicants to record policies for MDRT credits according to company Form B which
classifies policies as to credit allowed and is available upon request from the company on which the policies wern
placed. A separate Form C must be prepared for each company on which MDRT credit, for business placed, is
claimed. When all policies have been entered and totaled on Form C, transfer the column totals for Group A,
Group B, Group C and Group D to the Certifying Letter-Part V. Forward the Certfying Letter--Part . to
the company for certification. Be sure to send a copy of your Form C with the Certifying Letter to the com-
pany. This will help the company in its certification process. When the company completes its certification and
signs the Certifyin. Letter, the green and yellow copies are returned to you. Send the green copy along with
your other application papers to the MDRT office, 36 South Wabash Avenue, Chicago, Illinois 60603. See Con-
stitution and Bylaws Article XX, Section 20.6. page 18, for business excluded from receiving MDRT credit.
Certifying Letter-Part V must be postmarked by March I of the year for which application is made.

Name of Insured
and/or Policy Number

or Case Number.
Effective Date

Face Amount of
Policy or Commissions
Received (whichever

applicable)

MDRT CREDIT
TOTALS*

GROUP A

100%
CREDIT

of face valve

GROUP 9

70%
CREDIT

of face value

GROUP C

15%
CREDIT
of face or

commuted value

GROUP D

$1,000 per ea.
$15.00 lst year
comm. Credit group
policies on comm.
recd. Credit indi-
vi al policies on

comm. payable

('To be transferred to Certiiing Letter - Part V)

-I5-
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Setls 20.4

PART V MILLON DOUAR ROUND TABDU PART V
CERTIFYINO LETTER 36 South Wabamsh Avenue CErTYNO UTTERChkeg, Illinois 60603

IN5TUOM
COMPLETE IN QUADRUPLICATE. Send aD completed copies of Certifyn Letters to the proper boome oc
The home offe checks and veries your producton, and i it w correct will sig the Certifying LAttW A return
two copies to you, and one copy to the MDRT olce. When you receive the two copies fr the home ces attach
the GREEN copy to your other application papers and forward all to the MDRT cie in me MM & iAs
pakMag. (See instrction sbeet accompanying your application kit or mors detailed i)t -

[NAME & ADDRESS -j
HOME OFE

THIS IS TO INS CiO
CERTIFY After you have "iped thle Certifying

THAte sen th INk copy to the
THAT MDRT odles and rekmr the GREEN

and YELLOW ' e to the applicant.
Keep the WHITE copy for your

L I
is entitled to the credits shown below, calculated in accordance with the MDRT Comtitution & Bylw
(as last amended) and as referred to herein. See Article XX, Section 20.7 regarding EFFECTIVE DATE OF
BUSINESS PAID FOR.
QUALIFICATION PERIOD BEGINNING .... 19-, through 19

(Qualification period CANNOT END before October 31 or after December 31 of the year for which
production is submitted.)

Number of Total
GROUP A Lives or Cses Volume
1. All policies of this company which receive 100% of

face value credit under the M4DRT Converter. - -

1. All policies ofthis which:"e 70%offaos
value credit under the Converter.
a. Ust converted value only.

GROU C -
1. AD policies ofthis com pany % Of

or commuted value un
a. Lst converted

GROU 
D 

cm"1. All op eas premium an-
nuitisand luping" eriapikw

amt yeoum sion rec eived o

("Tmmndr totals from MDRT Coarverte Far)

TOTAL
Million Dollar Round Table Credit-Lfvs/Cqeas and Volume
it is wadentod that th" cert yig lete -or tuPitutes Pan t V y ~r qin l a ,a xd be postma -Aw d an cw blh , Mac 1.
IM7, the saent WOther seceinar pas to your appblfiain

Date Nm d ( Us Cq0m Mimi (Skmam md iWe)
IonW t h th"s b b m was IN ICMWmd ts e of dCenpeto Ham Odoe Addra the atm Qficon~ Paed *emi #whb= l d by
de& a s - I mw a.
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seed=. 20&5

GUIDEUNE FOR CLASSIFYING AND CREDITING UFE INSURANCE POLICIES

UNDER THE MILJON DOLLAR ROUND TABLE CONVERTER

JUVENILE ENDOWMENT POLICIES

Becuse these policies have a maximum age of issue less than age 35, it is impossible to compare premiums
per thousand to the STANDARD at age 35. So, in lieu of using the age 35 ratio, compare the initial
premium per thousand at the maximum age of issue of the endowment policy with the initial premium
per thousand of your STANDARD at the same ae. If the ratio is 70-100% or more of the STANDARD,
classify all such policies regardless of the age of isue in Group A, if 35% but less than 70% of the STAND-
ARD, classify all such policies regardless of the age of issue in Group B.

"JUMPING JUVENILE" POLICIES

"Jumping juvenile" and similar policies which provide for one or more automatic increases in face value
shall be credited under Group D and receive $1,000 of volume credit for each $15.00 of net first year
commissions which have becmepayable.

"JUNIOR" ESTATE BUILDER POLICIES

Such policies which provide for a maximum age of issue of less than age 35, plus increases in premiums
and face value make it impossible to compare initial premiums per thousand to the STANDARD at
age 35. So in lieu of using the age 35 ratio, compare the initial premium per thousand at the ma imum
age of issue with the initial premium per thousand of your STANDARD at the same %e. Classify all
such policies regardless of the age of issue in Group C, B or A according to the relationshp of the ratio
to the STANDARD.

TERM CONVERSIONS TO PERMANENT INSURANCE
TERM CONVERSIONS AFTER TWELVE MONTHS

Classify the new policy in Group A or B according to its relationship to the STANDARD. If the new
policy falls in Group A enter full face amount (100%) under Group A for credit. If the policy falls into
Group B multiply the face value times 70% and enter the results under Group B.

TERM CONVERSIONS WITHIN ONE MDRT QUALIFICATION PERIOD

A term policy written in one qualification period for an initial period of one year or more but converted
in less than twelve months in the same qualification period shall not receive term credit. Credit shall be
given on the basis of the new policy which is in effect at the time of certification by the company. Classify
the new policy in Group A or B according to its relationship to the STANDARD and credit accordingly.

TERM CONVERSIONS WITHIN TWELVE MONTHS WHICH COVER
TWO MDR QUALIFICATION PERIODS

A term policy written in one MDRT qualification period and converted in less than twelve months but
falling into the next MDRT qualification period shall be credited as follows:

The face amount of the converted policy, less 15% for the term credit allowable in the prior MDRT
-qualification per shall be entered in either Group A or Group B of the Converter, according to its

reati ip t he STANDARD.
For example, a $10,000 term policy written in November, 1967 and converted in February, 196, to a
$10,000 permanent policy which is classified in Group A wouli he credited as $8,500 under Group A.
If the policy is classified in Group B, $5,500 would be credited under Group B. Group B provides for a
normal credit of 70% of face value. However, because of the prior allowable 15% credit, this becomes 55%.

Note: The 85% Group A credit and 55% Group B credit referred to above is the maximum MDRT
credit allowed for the converted policy whether or not the 15% allowable term amedit was teken
in the prior MDRT qualification penod.

-17-
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Section 20.6 Eaclfded CredA s
(a) Any business which has been or could have

been used in any previous qualification period.
(b) Business, in excess of sn aggregate of $25,000

MDRT credit in any one Qualification Period
on the fife of the applicant for membership
in this organization, or his/her spouse or any
other person who is a dependent for federal
income tax purposes, any portion of the pre.
miunms for which are paid, directly or indi.
rectly, by such applicant or his/her spouse.

(c) Accident and health insurance, and/or hospital,
surgical and medical expense insurance written
for individuals.

(d) Any form of group accidental death and dis-
memberment. accident and health and/or bo-
pital, surgical and medical expense insurance.

(e) Any form of "creditors group insurance."
) Conversions from group or wholesale life in.

surance to any permanent plans of single or
annual premium life insurance, unless full
standard first year commissions are paid.

(g) Conversions from permanent plans of life In-
surance to any other plans of single or annual
premium life insurance.

(h) Additions to the initial face value of any in.
suraie policy, whether arising from dividends
(or other refunds) or special coupons or other-
wise.

(i) InitiaL interim, or preliminary term insurance
which is written for a period of less than twelve
months.

0f) "Industrial" or "Intermediate" business.
(k) Term insurance on the life of any child or wife

under any type of "Family" policy or similar
policy or combination of policies.

(I) Business submitted for qualification by either
an elected or an appointed officer in the life
insurance company or companies in which he
is an elected or appointed officer.

(m) Business of any type issued as part of, or in
connection with, any transaction which results
in or may be reasonably expected to result in
(i) the cancellation or surrender of any exist.
ing policy of a type which would normally be
eligble for MDRT credit, or in (ii) the elec-
tion of paid-up insurance or extended term in.
surance under any such existing policy -
except that this paragraph (W) shall not apply
to that portion of any such issued business
which is in excess of the original face amount
of such existing policy or policies.

(n) Renewable term insurance policies when they
are renewed, automatically or otherwise.

Section 20.7 Deftilionis and Interpreaions
(a) Persistency Requirement. Credited business

shall include only business which has not been
terminated on or before the las day of the
qualification period except for business termi.
natd by death or term conversion.

(b) Basirtess Paid For and Underwritten. Business
to be credited shall be paid for durng the
qualification period. Business shall be con-
sidered to have been paid for as of the date
when the coverage first became fully effective
with home office approval from the standpoint
of payment of a claim (regardless of company
practice or the distance between home and

field office). However, no credit shall be A.
lowed until the home office has finally accepted
the premium (without any agreement to iefund
all, or substantirily all, thereof) and also until
first year commissions have become payable
without any right reserved to the insurance
company to recover same, except in case of
recall under the contestable provisions of the
contract.

(c) Qsaificoaion Period. The qualification period
for which business will be credited &hall consist
of a period of twehe consecutive months or les
preceding the period for which membership is
granted. Such consecutive months shall begin
on or after January 1st and shall end on any
selected date on or after October 31st but not
later than Decenler 31st.

(d) Case Definition. A case shall be either one
group policy or a pension or profit sharing
trust involving policies for which credit is
allowed. All the lives thereunder shall count
as only one separate individual life. Each
group of employees becoming eligible on the
annual anniversary date of an existing pension
or profit sharing trust shall count as a separate
case if the essential characteristics of new busi-
ness are then present.

(e) Joint, Partnership, Brokerage Basiness. On
joint or partnership business, or on brokerage

uineas placed in the name of an applicant by
another underwriter, credit shall be given for
only that proportion of the business for which
an applicant has actually received and retained,
or is entitled to receive and retain, the full
standard first year and renewal commissions.

f Compensation Equivalent of Commissions. The
Executive Committee, by unanimous vote, mar
allow credit for business paid for by an appl,.
cant exclusively for his own personal account
even though he is compensated on a basis of
other than commissions, but only if the asure-
gate compensation payable to the applicant on
account of such paid business shall be at least
the approximate equivalent of the full stand.
ard first year and renewal commissions paid
with respect to such paid business.

(gl Minionwn Nwnber of Lives or Cases. No
applicant shall be eligible for Qualifying mem.
bership unless he has paid for at teas ten sep-
arate lives or cases, or any combination thereof.

(h) Overriding Commissions. Business shall not
count if the only interest of the applicant In
such business is in the form of overrding com.
missions or the equivalent. Furthermore, the
proporton of the business for which an appli.
cant shall receive credit shall not include any
proportion based on overriding commissions or
the equivalent.

(i) Foreign Business. Credit shall be allowed for
the business of an applicant for membership
who resides outside t United States or its
territories. However, all such business paid for
in foreign funds shall be credited on the basis
of the mean rate of exchange converted to
United States dollars on the las day of the
applicant's qualification period except that no
such adjustments shall be made In the cae of
Canadian business.

-I8-

530 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



527

Senator HART. Our next witness is Dr. Joseph M. Belth, professor
of insurance of the Graduate School of Business, Indiana University.

In discussion with our opening witness, Dr. Belth's activities and
contributions in the subject area have been commented on.

The committee bids you welcome. You may proceed, as you like.

STATEMENT OF DR. IOSEPH M. BELTH, GRADUATE SCHOOL OF
BUSINESS, INDIANA UNIVERSITY

Dr. BELTIT. Thank you, Mr. Chairman.
I am Joseph M. Belth, professor of insurance, Graduate School of

Business, Indiana University, Bloomington.
I am also president-elect of the American Risk and 'Insurance Asso-

ciation, an organization of insurance professors and others interested
in insurance education.

I am author of "Life Insurance: A Consumer's Handbook," and
various other books and articles on life insurance.

I am not being compensated for the preparation of this statement.
The views expressed are my own, and not necessarily those of any
institution, organization, or other individual.

I would like to express my appreciation, Mr. Chairman, for the
invitation to present my views at these hearings.

The purposes of my statement are to describe, first, the general
nature of the market problems that have spurred the truth in life
insurance movement; second, the specific nature of a variety of decep-
tive sales practices that ure widespread in the life insurance market,
third, the developments of the past 5 years that have led up to these
hearings; and, fourth, a proposed method by which adequate infor-
mation disclosure to the consumer might be achieved.

Mr. Chairman, my formal statement is quite lengthy. As you sug-
gested in your letter of invitation, I have prepared a brief, oral state-
ment that summarizes the main points in my full statement. And I
might mention, Mr. Chairman, that during the statement we may
need a slight interruption because I plan to utilize the overhead
projector, and we may need a few moments to get it set up.

Senator HART. Mr. Sharp alerted us to that. The prepared state-
ment will be printed in full.

[See material received for the record at the end of Dr. Belth's
testimony.]

Dr. BELTH. Thank you.
The market for individual life insurance in the United States is

characterized by ignorance, complexity, and apathy. Buyers are ig-
norant about the amount of life insurance they need, about the kinds
of policies that are appropriate for them, and about the large price
differences among life insurance companies.

Many life insurance agents, also, are ignorant of these things, be-
cause State licensing examinations generally require only a minimum
of knowledge, and because most company and industry training pro-
grams place the emphasis on sales techniques rather than technical
knowledge.

Some of the complexity associated with life insurance are unavoid-
able because of the nature of the life insurance transaction, but much of
the complexity stems from the fantastic proliferation of policy types.
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This proliferation has gone far beyond reasonable bounds, and operates
primarily to confuse and frustrate the life insurance consumer.._

Buyers are apathetic about life insurance because it is associated
with the unpleasant subject of death. Most life insurance, therefore, is
bought because a life insurance agent persuades the buyer to take
action rather than procrastinate.

To overcome the apathy of buyers, agents must be highly trained
in the techniques of salesmanship. The necessity for this type of train-
ing leads to the frequent omission of adequate technical training, and
to the development of a wide variety of deceptive sales practices.

I would like to explain what I mean by the word "deceptive." In iny
view, a presentation is deceptive if it tends to give the recipient an
erroneous impression of important relationships. The emphasis in this
definition is on the recipient. When I describe a life insurance adver-
tisement or sales presentation as deceptive, I do not intend to suggest
that the deception is necessarily deliberate on the. part, of the life in-
surance company or agent.

In an atmosphere of ignorance, complexity, and apathy, there are
ample opportunities for the exploitation of consumers. Many policy-
holders are overcharged for their life insurance, in the sense that they
could have bought comparable coverage at much lower prices.

One might ask how large price differences can exist. The market for
individual Iife insurance is characterized by an absence of reliable
price information. As long as buyers think all life insurance companies
charge about the same price, companies that charge high prices can
sell just as successfully as companies that charge low prices.

Many sales presentations involve little, if any, price information.
Often the presentation is based on emotional considerations, and about
the only kind of price information that enters into the presentation
is the size of the first premium.

The life insurance market is characterized not only by an absence
of reliable price information, but also by the presence of deceptive
price information. In my opinion, Mr. Chairman, the deceptive sales
practices found in the life insurance industry constitute a national
scandal.

For the purposes of analysis, I have divided deceptive life insurance
sales practices into three categories. In order to illustrate these three
categories, I ask your indulgence, Mr. Chairman, for just a few
moments while we attempt to get the machinery in operation.

[At this point the projector was set up and slides shown.]
Dr. BELTI. Mr. Chairman, class A practices are those involving a

misallocation of the interest factor. Please consider an analogy. This
table shows the growth of a 5-percent savings account in which $1,000
is deposited at the beginning of each year.

In the 10th year, $629 of interest is credited to the account. Suppose
someone says, "You are earning $629 of interest on your 10th year
deposit of $1,000. That's a 62.9 percent rate of return. Isn't that
fantastic?"

The problem here stems from a misallocation of the interest. Only
$50 of it should be attributed to the 10th year deposit of $1,000. This
kind of misallocation is the basic ingredient of class A deceptive sales
practices.

Mr. Chairman, I have a few examples of the results of class A
deceptive practices. In each instance I will show a paraphrase of a
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sales statement, and then I will show a translation based upon a reason-
able allocation of the interest factor.

Statement: By buying policy A-an American General straight life
policy-instead of policy B-an American General term policy-you
would be investing the premium difference in the 10th year at about
44-percent interest.

Translation: By buying policy A instead of policy B, you would
be investing the premium difference in the 10th year at about 3.8-per-
cent interest.

Statment: The third-year cost of this $100,000 Provident life and
accident policy is minus $11.

Translation: Under reasonable assumptions, the 3-year cost of this
policy is $163.

Statement : The 10th-year cost of this $100,000 Acacia Mutual policy
is minus $87.

Translation: Under reasonable assumptions, the 10th-year cost of
this policy is $880.

Mr. Chairman, class B practices are those involving comparisons
based upon the simple addition of dollar amounts payable at different
points in time.

Please consider an analogy. Jones retains Smith to do a particular
job, with the understanding that upon completion Smith would be
paid $1,000 per year for 40 years, a total of $40,000. After the job is
completed, Jones says:

Smith, you've done such a great Job that I'm going to pay you 10 percent more
than we agreed upon. I'm going to pay you $600 per year for the first 30 years,
and then $2,600 per year for the final ten years. That's a total of $44,000, which is
10 percent more than the $40,000 I originally agreed to pay you. Isn't that gen-
erous of me?

The problem hem stems from a failure to take account of interest.
Under a reasonable interest assumption, Jones is proposing to pay
substantially less to Smith than originally agreed upon, not more. This
kind of failure to take interest into account is the basic ingredient of
class B deceptive sales practices.

Mr. Chairman, I have a few examples of the results of class B de-
ceptive practices. Again, I will show a sales statement followed by a
translation based upon reasonable assumption.

Statement: The average yearly cost of policy A-New England
Mutual life paid up at 65 poicy-is about half the average yearly cost
of policy B-a Travelers term policy.

Translation: Under reasonable assumptions the average yearly costs
of policies A and B are about the same.

Statement: Policy A (a $100,000 Metropolitan policy) is lower in
cost than policy B (a $100,000 Connecticut Mutual policy) by about
$900.

Translation: Under reasonable assumptions policy A is higher in
cost than policy B by about $1,500.

Statement: Policy A (a $100,000 New York Life straight life policy)
enjoys a price superiority over policy B (a $100,000 Manufacturers
Life term policy) of about $66,000.

Translation: Under reasonable assumptions, the prices of policies
A and B are about the same.
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. Mr. CHUMRIS. Mr. Chairman, I have one question. When you use
the term "reasonable assumptions" throughout these charts, would you
define that -reasonable assumption ?

Dr. BELTH. Yes, Mr. Chumbris. They are carefully spelledout in the
full text of my statement.

Mr. CmmHums. Yes, I understand that.
I think you give it context, in watching these pictures, if you put

it in at this point. Read your "reasonable assumption" at this point,
so ve'll have it in the printed hearings.

Dr. BELTH. Yes The reasonable assumptions used in the last com-
parison between the New York Life straight life policy and the Manu-
facturers Life term policy, as I recall, were 5 percent interest, the
1957-60 ultimate basic mortality table for males aged 35, and Moor-
head's table R for lapse rates with certain modifications that are care-
fully explained.

Mr. CHuBiPxs. Those reasonable assumptions that you just defined,
they are subject to dispute among the 12 so-called methods in adjusting
costs; isn't that true?

Dr. BELTH. There has been very little discussion, Mr. Chumbris,
of these assumptions. In fact, there has been very little discussion of
this whole area, and I would be very encouraged if you would promote
discussion of what constitutes reasonable assumptions during the
course of these hearings.

Mr. CHumrurs. Mr. Moorhead, who follows you, has put out the
joint committee report which cites, I think beginning on page 15 or
16, the 12 methods in determining costs. Yours is just 1 of those 12. Is
that correct?

Dr. B.LTH. That is correct.
Mr. CHUMBRIS. That is correct?
Dr. BELTm. That is correct. May I cortinueI
Mr. CriUMBiRS. Yes.
Dr. BELTI. Mr. Chairman, class C practices are those involving

presentations that are simply false. Their falsity usually is difficult to
detect because they are complex and tricky.

I have a couple of examples of the results of class C deceptive sales
practices.

Statement: The cost of this $50,000 Massachusetts Mutual policy is
about $40 per year.

Translation: Under reasonable assumption, the cost of this policy
is about $250 per year.

Stateffient: The first-year cost of the $20,000 of life insurance pro-
tection in this Hartford Life plan is only $53.

Translation: The first-year cost of the life insurance protection in
this plan is about $246.

Mr. Chairman, that completes the slides, and Ijisk your indulgence
for just a moment while we remove the machinery.

FThe slide projector was removed.]
Dr. BELTiy. Mr. Chairman, the technology for accomplishing ade-

quate disclosure is available, and all that is needed is the legislation
to implement an information disclosure system.

In my formal statement. I have included a detailed description of
one such disclosure system. The proposed system is based on the policy-
holder's receiving information from two sources: first, a two-page form
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that contains prescribed information to be given to the policyholder at
or prior to delivery of the policy; and second, the premium notice that
the policyholder receives on each yearly anniversary of his policy.

The first pag of the two-page form would contain annual infor-
mation about the policy, and the second page would contain summary
information. The yearly premium notice would contain information
in addition to that which companies already provide routinely.

The proposed information disclosure system would provide the fol-
lowing information to the consumer at the point of sale: First, theannual premium to be paid each year; second, the amount payable on
death in any year; third, the amount payable on discontinuation of the
policy in any-year; fourth, the dividends payable each year under the
company's current dividend scale; fifth, the amount of life insurance
protection in effect each year; sixth, the price of each $1,000 of life
insurance protection each year; seventh, summary information allow-
ing the policyholder to see the extent to which he is buying protection
and the extent to which he is accumulating savings; eighth, summary
information allowing the policyholder to make comparisons among
similariiplicies issued by different companies, if he wishes to do so; and
ninth, certain other important information, including the cost of policy
loans and the cost of paying premiums other than annually.

A possible alternative to a rigorous system of information dis-
closure such as the one I have outlined would be the standardization of
life insurance policies and a drastic reduction in the number of policy
types. In my opinion, only two policy types would be needed: straight
life and either 1-year renewable term or 5-year renewable term.
The difficulty with this approach is that it would tend to place the life
insurance industry in a straitjacket. Furthermore, I have more faith
in the ability-of honstimers to make decisions for themselves then in the
ability of regulators to make decisions for consumers.

However, in order to be able to make decisions for themselves, con-
sumers must have access to reliable information. The purpose of the
information disclosure system I have proposed would be to require life
insurance companies and their agents to give consumers reliable in-
formation at the point of sale.

Truth-in-life insurance legislation would benefit all consumers of
life insurance. Among the identifiable groups that would be greatly
aided are the following: First, young married couples who are just be-
ginning to develop) a life insurance program; second, returning vet-
erans who -have, in connection with their Servicemen's Group Life
Insurance, a conversion privilege exercisable in any one of hundreds
of converter companies; third, college students who are constantly
being solicited on the basis of razzle-dazzle proposals usually involv-
ing the use of a promissory note for all-or a major part of the first an-
nual premium; fourth, persons who are constantly being solicited
through the use of newspapers, magazines, or direct mail; and fifth,
persons who may have purchased life insurance policies carelessly, and
who wish to find out if replacement with new policies would be of
substantial benefit to them.

The life insurance industry and the State regulatory agencies did
nothing in this area prior to your public statement, Mr. Chairman,
more than 4 years ago. In that statement, you referred to the posi-
bility of truth in life insurance legislation. Since then, there has been
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some activity, but very little has been accomplished of direct benefit
to life insurance consumers.

In my opinion, there is an urgent need for truth in life insurance
legislation at the Federal level. Such legislation could be drafted so as
not to preclude the States from adopting their own disclosure require-
ments, but rather to have the effect of establishing minimum standards
and putting disclosure requirements into effect in those States that fail
to take action.

Thank you, Mr. Chairman.
Senator HARW.Thank you, professor.
I did have an opportunity last night to read a summary of your full

testimony, which, together with your oral presentation this morning,
makes me reasonably comfortable to ask you-some questions.

The disclosure that you suggested, the information disclosure that
you outlined here this morning, has been presented by you to insurance
industry groups.

Have you gone to insurance industry sources and suggested the dis-
closure that you talked about this morning I

Dr. BELTH. Yes, sir.
Actually, I have presented certain parts of this, some of the tech-

nical aspects and so forth, in various papers and at various meetings
over a period of approximately. 111/2 years. This total disclosure sys-
tem that I presented this morning was first presented last May at a
symposium cosponsored by the University of Wisconsin and the Wis-
consin Insurance Department. Since that time, I have presented this
to a couple of other groups.

Senator HART. Now, what kind of reaction have you gotten, either
at the Wisconsin symposium or in your other more technical presenta-
tions to the industry?

Dr. BELTH. I would have answered that question, Mr. Chairman,
prior to this last Saturday, by saying there has been no informed reac-
tion of any kind. On Satirday morning, I received a 19-page, double-
spaced letter from a very distinguished actuary concerning the system;
but, frankly, I haven't had enough time to filly digest his comments.
I do plan to fully digest them and'respond thoroughly.

Senator HART. Well, the reaction has not been overwhelming.
Dr. BELTiT. The reaction can be described simply as silence.
Senator HART. Have you heard specifically from the National Asso-

ciation of Insurance Commissioners Task Force?
Dr. BELTH. The reaction from the task force concerning the specific

proposal has been silence.
Senator HART. Then turn to the second subject matter in your testi-

mony, the deceptive sales practices. I Irnow that we can't repeat tlw
definition that you give in your paper.

The caption "deceptive sales practices" is much harsher than the
definition that you have included in your paper saying that. What re-
action have yoi had from insurance industry groups to these criti-
cisms?

Dr. BELTH. Mr. Chairman, I have commented rather extensively in
statements that I submitted for the record at two different hearings
of the Consumer Subcommittee of the Senate Commerce Committee.
the first one of which was in March 1970. And I have also made several
talks to agent groups and to industry, groups and to insurance home
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office groups and to actuarial groups about these practices. The re-
action of the industry has been silence.

Senator HART. What have you heard from State insurance com-
missioners?

Dr. BELTH. The reaction from State insurance commissioners has
been total silence.

Senator HmR. If the information disclosure system that you have
outlined this morning was put into effect, what is your opinion as to
the consequences this would have on life insurance agents

Dr. Brni. The effect on agents, Mr. Chairman, would be extremely
difficult to predict, and it's an extremely sensitive and emotional issue.
I know that much from watching at least the facial expressions when
I present these ideas, even though there are no comments forthcoming.

I sincerely believe that the most important function of this kind of
information disclosure system would be the educational function, and
I believe there would be important educational effects not only on
agents but also on consumers over a period of time. It would not be
immediate; it would take time for them to be educated to the implica-
tions of the information they are being given; but it would have, I
think, a tremendous educational effect on agents.

I have already received a small amount of reaction to my new book,
which some agents have told me is a little bit harsh on agents--at least,
that's what they read between the line-and some of the reaction has
been furious reaction from agents, and others have shown a very en-
lightened kind of reaction. They felt that they learned a great deal
from examining the book and showed that they are reasonably in-
terested in the material.

Just to illustrate the problem of getting this information out, Iplan
within the next week or so to write a letter to the American College
of Life Underwriters, which administers the national Chartered Life
Underwriter, or CLU, program, which is the most advanced educa-
tional program for life insurance agents in the country. They have a
very substantial body of material that the candidate must master in
order to pass the series of 10 examinations to qualify for the CLU
designation.

I plan to formally request the college to include my book in its
required material for the education of agents. I hold no hope of having
anything other than laughter in response, but the problem of getting
the agents to read this material and digest it is tremendous.

If there were a system of mandatory disclosure, the kind of informa-
tion that is needed, I think, for the consumer to make an intelligent
decision is exactly the same kind of information the agent should be
presenting to the consumer so that both of them will thoroughly under-
stand what the insurance is, not only what is being bought, but also
what is being offered. So I believe that the educational function would
be tremendous.

Now, another aspect of the educational function involves learning
something about, for example, the very substantial differences in price
among companies.

This could become a very serious problem. I must disagree with one
point that was made earlier. I'm not sure whether it was made by
Mr. Nader or by Mr. Petkas. I do not think agents can go rushing from
one company to another quite so freely as suggested in that response,
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and the reason that they will find that very difficult is because of cer-
tain commissions that they receive after the first year of a policy, com-
missions that are not fully the property of the agent.

We sometimes refer to them as "nonvested commissions," which
would be forfeited in the event that the agent were to shift his alle-
giance to another company, and the value of the nonvested commis-
sions that have been earned by many agents is enormous, so that they
would have to think many times before making a quick shift, and I
must say that this would create problems.

However, I believe also the very fact that they could not shift.
quickly or without substantial loss means that they might very well
bring strong pressure to bear upon the companies With which they are
contracted, to try to get the company to be more competitive.

And it seems to me that if a company whose prices are out of line
based on a reasonable system of disclosure were pressured to bring
their prices more into line with the competition, it would be very
healthy, would be consistent with the enterprise system, and certainly
would be of benefit to consumers.

Senator HART. You referred to the third category, and I asked you
the consequences on agents. You responded, and included in it refer-
ences, consequences to companies.

Do I understand you, as far as companies are concerned, to suggest
that this kind of disclosure information would make difficult the sale
of a policy which appeared to have a higher cost? Is that correct?

Dr. BELTH. Yes. I believe that it would make more difficult the sale
of relatively high priced contracts, not only because the information
would be disclosed to the consumer, but also because the information
would be disclosed to the agents.

Senator HAr. Is the insurance buyer able to make a judgment as to
whether he is comparing apples and apples or apples and ranges?
You know a bargain price may not be a bargain price at all.

Dr. BELTH. Mr. Chairman, we have indicated that there is just a lot
of complexity inherent in life insurance contracts, and I do believe that
the kind of disclosure that I have suggested would, in certain aspects,
allow comparisons even among different kinds of licies.

However, it would be my hope that the disclosure system over a
period of time would gradually lead to the point where consumers
would make the decision on the amount of life insurance they need
and what kind of life insurance they feel is appropriate for their cir-
cumstances before they ever got into the question of price.

And then the disclosure would involve essentially comparable offer-
ings of different companies, so that consumers would be making pre-
liminary decisions on need and price and then be comparing essentially
comparable contracts.

Senator HAr. The disclosure system that you've outlined for us
calls for a two-page illustration of dividends to be given the potential
buyer. How will that work?

Dr. BELTm. The two pages of information, at least one possible lay-
out of the information, is contained in the fill text of my testimony.

I would assume that the form it would actually take in practice
would be two pages, 81/§ by 11, white paper, with computer output on
it. It would be machine handled, probably, and the information would
be prepared at the home office, in many cases at the same time the policy
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is prepared, and then the disclosure statement would be available at
the time of delivery of the policy.

However, I indicated that the disclosure statement would be given
to the consumer at or prior to delivery of the polic , which means that
if the consumer wanted the disclosure statement ahead of time the re-
quest could be made of the agent, who could easily request the infor-
mation from the company, and the company could send the disclosure
statement on ahead of the policy itself.

Senator HART. What I had in mind was the problem, and perhaps
it isn't a problem, in the handling of the dividends which would be
,included in this illustration.

Does this introduce a factor that contributes toward identification
of the true purchase price, or does it introduce a further confusion?

Dr. BELTH. In my opinion, Mr. Chairman, the inclusion of what
probably should be called illustrated dividends is extremely important
and necessary. It also creates a problem or a number of problems.

I think first I should attempt as best I can to explain what the phrase
"illustrated dividends" means.

When a company issues a participating policy, which is one in which
the company contemplates the payment of periodic dividends, which
are really generally classified as "refunds," they frequently-

Senator HART. Have you just described dividends?
Dr. BELT. A life insurance policy dividend is generally viewed as

a refund.
When the company publishes a listing of illustrated dividends at

the time of sale, what this really is is an illustration of the formula
and the assumptions used by the company in calculating its dividends
on policies currently being issued.

Actually, if they were to publish the formula and the assumptions,
this would be very complex and no one would understand it. So instead
of publishing the formula and the assunptions, they publish an illus-
tration of the formula and the assumptions, what the formula and
assumtpions would produce on this policy in the form of, let's say,
annual dividends.

That's why I think the best name for it is illustrated dividends.
Thesw are not guaranteed, they are not estimates even. They are pre-
cise. They are exactly what the company will pay, provided they make
no change in the formula or the assumptions that go into the formula.

I sometimes have described it in class as being what the company
would pay if they never touched the computer. It would just auto-
matically pay these amounts.

But the fact is they do touch the computer, and so the dividends paid
in the future can deviate upward or downward from what was illus-
trated at the time of sale, and that creates the problem.

My attempt to at least forestall part of the problem created by this
is a certain piece of information that I suggest. be included in the
annual premium notice.

Today companies show on the premium notice the dividend payable
this year. What I have suggested is that they show not only the divi-
dend payable this year but also the dividend that would have been
paid this year under the illustration used for sales purposes at the
time of sale. Thus the consumer would be given a reminder of what
the illustrated figure was on the two-page disclosure form that was
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given to 'him at the point of sale. Then he's also told what dividend the
company is currently paying.

The reason that I think this would have a beneficial effect is that
this would make companies that might be so inclined, hesitant about
illustrating, let us say, overly generous dividends at the time of sale in
order to show unreasonably low-cost figures.

It would cause them to be quite hesitant because they know that
every year when the premium notice goes to the policyholder they
would'have to remind the policyholder what it is that they illustrated
for sale purposes at the point of sale. This is merely a kind of dis-
closure attempt to discourage companies from being what some people
refer to as overlyv optimistic" at the time of sale.

Senator HART: Since you are here, and you have a rich background
and an academic distinction, let me ask you this very broad question.
What do you consider to be the major problems in ihe life insurance
market?

Dr. BEmTIi. That is a big question, and Mr. Chairman, I think that
I should admit that .I probably have certain biases. My feeling on this
is that the major problem, as far as life insurance consumers are con-
cerned, is the lack of good, solid, reliable information at the point of
sale concerning the benefits and prices of the insurance they are pro-
posing to buy.

Senator HART. Mr. Chumbris.
Mr. CHUMBRIS. Thank you very much, Mr. Chairman.
Professor Belth, I read with great interest your book.
Dr. BEIjTI. Thank you for the p lug," Mr. Chumbris.
Mr. Ci[uMABIS. Anda without a doubt it has many of the issues we are

discussing during the course of these hearings. We actually made a
digest of your 200-page book, trying to break it down to about 20 pages
so we can get to the point that you have made in your book if we need
it during the course of these hearings.

These questions that I will ask you at this time will be, asked of sev-
eral other witnesses who will'appear--discussing costs-and we would
like to have reactions to these questions as we go in the next few days
from the other witnesses.

Your testimony about the method or methods of comparing life
insurance policies of different companies brings this inquiry.

I understand that there have been at least 12 methods suggested by
the various experts. I now ask you if there is general agreement among
the experts that any particular method is superior for this pur-
pose, or is there much disagreement on this issue?

Dr. BELTH. Mr. Chumbris, I suppose that, to the extent that there
have been some comments in the insurance press, and so forth, there is
rather substantial evidence of disagreement.

However, in my judgment, there has not been really open, informeddiscussion of any of the proposals. The industry committee, for which
I have the highest regard, did not at any time invite any participation
in its deliberation by anyone representing agents or anyone in the
marketing end of the'business, nor did they invite anv kind of partici-
pation by anyone representing the consumers point of view.

The discussions that were held by the committee were never made
available for public scrutiny. There -have not been open discussions
and there have been no industry forums that could be described as
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truly, informed discussions with all points of view represented. As far
as informed discussion about this whole issue is concerned, there has
been silence.

Mr. CHUMBRIS. But we are not bound by -that caveat that you just
stated. Our purpose is to find out about those 12 different methods, and
to find out if there is a superior method, and if a superior method or
one method could be agreed upon, whether that method would help the
consumer in being able to determine which -is the best policy for his
needs and his family's needs. That is the purpose of this hearing.

The second question: Does the preferred method, which is your
method, the Belth method, require assumptions such as interest rates,
mortality, and lapse of policy?

Dr. BELTH. Yes, it does.
Mr. CHUMBRIS. How about the other proposed methods? Do they

require the use of different assumptions, and please name them if they
are different assumptions.

Dr. BELTH. Mr. Chumbris, of course this is my own summary cap-
sule description of all the other methods. All of the methods involve
assumptions. The so-called traditional net cost method, which I de-
scribed in somewhat more detail in the full text of my statement, in-
volves the simple addition of dollar amounts payable at different points
in time. This very definitely involves assumptions. The assumptions
specifically are zero percent interest, zero mortality rates every year,
and zero lapse rates every year, and those are assumptions.

All of the other methods similarly require assumptions, but there
has been no-I emphasize no-informed public discussion of what the
assumptions should be in a good system.

The whole reason for the presentation I made at Madison last year
was to attempt to stimulate some open discussion, not only of assump-
tions but also of methods. The results of my attempt to stimulate open
and public discussion have, at least so far, been futile.

Mr. CiiUMBmS. You mentioned the traditional method, which is the
method that has been used in the past. As I understand it, Mr. Moor-
head, who is going to testify next, in his report comes up with a method
which is the so-called traditional method with interest added to it. Is
that correct?

Dr. BELTH. That is correct.
Mr. CHUMBRIS. That would take care of two, and there are nine

other variations, not including yours, is that correct?
Dr. BELTH. That's correct.
Mr. CHUMBRIS. We hope during the course of these hearings that we

may be able to get full explanation of each of those 12 methods.
Now, I ask you this question. If other experts use your preferred

method, do they assume different rates of interest than you do, differ-
ent mortality tables, or different interpretations of lapses of policies?

Dr. BELTIm. To my knowledge, no one, expert or otherwise, has been
utilizing the method I have recommended.

Mr. CIUMBRIS. Thank you.
A review of expert data indicates that these assumptions take on

different significance over a 10-year period, a 20-year period, a 30-
year period, or possibly more. Would not a significant difference
between the assumptions and the actual experience over such periods
as 20 years result in a material difference between the costs you pro-
ject and the actual costs or the costs that someone else may project?
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Dr. BELTH. Let me see if I understand the question.
Mr. CRrtMBRTS. Yes. I'll read it again, if you wish.
Dr. BELT. Yes.
Mr. CHUMiBRIS. A review of expert data indicates that these assump-

tions take on a different significance over a 10-year period or iet~s
assume they use a chart for a 20-year period or a 30-year period, and
so on, because you book those as far as 50 years, is that correct?

You have one from 35 to 85 in your book, in one of youi charts.
Would not a significant difference between the assumptions and the

actual experience over such periods as 20 years result in a material
difference between the costs that you project and the actual costs?

Now let's assume that you used the 5 percent that you mentioned in
the showing of the pictures, and someone else uses 6 percent or 4 per-
cent or 31/2 percent.

Dr. BELTH. The answer to your question, Mr. Chumbris, is yes. The
longer the period of time over which the analysis is performed., the
more powerful and significant the assumptions become.

The important point to note, however, is the purpose of making the
assumptions. The assumptions that I am suggesting in the proposed
system are made at the point of sale. They are made at a time when
the consumer does not know what the future holds. He does not know
what a reasonable interest assumption would be 15 or 20 years from
now. He doesn't know when he's going to die, and so forth, so the.
whole idea of making assumptions at the point of sale is to help him
evaluate different alternatives, and the only purchase of the evaluation
is to help him make a decision at the point of sale.

I would be the first one to say that making the assumptions, does not
guarantee that he has made good assumptions, based on what kind of
experience actually unfolds in the future, but he's got to make some
assumptions. He even mhkes them under the traditional method. He
assumes zero percent interest, zero possibility of death, and so on.

For example, in the analogy that I gave in one of my slides about
Smith and Jones, an offer is made to pay $1,000 a year for 40 years
after completion of the job. But then Jones comes* along and offers
$600 a year for the first 30 years and $2,600 a year for the last 10
years, adding up to $44,000, or, on the basis of simple totals. 10 per-
cent more than under the original contract.

I mentioned that thb modified offer is actually less under reasonable
assumptions. My statement was based on a 5-percent interest assump-
tion. If zero percent had been used, the 10-percent statement would
be correct. Jones simply added up the figures so the recipient of this
proposal, for an alternative way of receiving payments under the
contract, has to mtke an assumption.

So what's a reasonable assumption? Perhaps a reasonable assump-
tion is what he could do with the money if he got more of it-now rather
than later, and he looks at the savings bank down the street or the
savings and loan down the street and finds he could earn 5 percent,
so he says let's assume 5 percent for the moment and see what it looks
like.

When he does that, under that Jones-Smith thing, it turns out that
he's been offered 19 percent less. rather than 10 percent more under a
5-percent interest assumption, but if we made some other interest
assumption the figures are different.
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This does not mean that Jones should simply go ahead and accept
this new offer without doing something, so he tries to evaluate it on
the basis of reasonable assumption.

And what I've been attempting to do, by putting out this system
hopefully for discussion, is to include not only the system but also
the. assumptions and try to stimulate discussion among informed
people in the life insurance industry about what reasonable assump-
tions would be.

And we have not so far been able to obtain informed discussion on
the entire subject.

Mr. CHUMBRIS. I want to assure you, Professor Belth, I am not
going to debate the issue. I'm going to ask these questions. We are
going to ask the same questions of the other two experts that we have
listed as witnesses this week and let the record be evaluated in light
of the entire record.

Dr. BE.T!. Forgive me, Mr. Chumbris, if I get enthusiastic. It's
been 12 years that we've been working on this.

Mr. CiiUMBws. Yes.
Let's go to this other point, on the same point but another possible

differentiation.
In participating policies we have the issue of dividends. How do

you compute the costs based on dividends of a company; and if the
dividends actually paid over the next 20 years differ materially from
your scale, would there be a material difference between the costs you
project and the actual costs?

Dr. BELT!!. Yes.
Mr. CHUMBRIS. With the use of computers, one suggested cost com-

parison method would -have an expert rank the 1,800 companies from
the lowest to the highest.

Are there not possibilities that Company A might rank higher than
Company B on one type of policy but lower than Company B on
another?

Dr. Bwrn!. Yes; very definitely. As a matter of fact., this is one of
the very serious problems, even with my book, because it only con-
tains the information for certain policies.

And there is a big caveat in there that the figures pertain only to
the policies shown, so that this, or Commissioner Denenberg's Shop-
pers' Guide have had very interesting impact on the industry. They
are merely based on certain policies.

Any kind of listing has got to be out of date the minute it's pub-
lished; in fact, it's out of date even prior to the publication date and
furthermore applies only to the policies shown.

That is why the whole idea of shoppers' guides or listings or con-
sumers' handbooks, or anything like that, is not an adequate substitute
for a full system of information disclosure to the consumer at the point
of sale.

Mr. CHUMBRIS. Thank you.
That same possibility could occur also on a $25,000 policy of A as

to a $10,000 policy of B, of the same type of insurance policy.
Dr. BZru'rn. That is correct.
Mr. CirumnRis. And Company A may rank above Company B on a

policy issued at the age of 35, but below Company B on a policy issued
at the age of 25.

543 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



540

Dr. BELTH. That is correct.
Mr. CHUMBRIS. Hence, if the consumer used the wrong ranking on

a different policy or a different amount or a different issue, he would
then be possibly misled or seriously misled.

Dr. BELTH. That is correct. and is precisely the reason why listings
of price figures are not an adequate substitute for full information
disclosure to the consumer at the point of sale in regard to the precise
amount and type of policy being considered.

Mr. CHUrBRTS. You have already answered this, but would a mul-
titude of rankings among 1,800 companies be necessary to protect that
consumer f

Dr. BELTH. No, sir, it would not.
Mr. CHUMB R s. Now let us relate to another use of cost comparison

methods as it would apply to the consumer.
In making comparisons among similar policies used by the different

companies, I must say, from what I have heard from these various
methods, that I do not see how the ordinary consumer could make
logical comparisons.

What is your reaction to that comment?
Dr. BELTH. I believe I responded to that in connection with the

chairman's question concerning the tremendous educational function
that the disclosure would perform.

I do believe that initially when the disclosure, when the system is
first adopted, if it were ever adopted, and made available to consumers,
at first there would not be immediate ability to absorb the information.

I feel that it would be an educational process; it would take many,
many years. Gradually consumers would becdme aware of the nature
of the information being made available.

Once there is agreement among people about the nature of the infor-
mation that, should be disclosed, and the assumptions that should be
used, and the method that should be used, then we can get on with the
business of educating agents and consumers about what the life insur-
ance contract benefits are and what their costs are.

Mr. CHUMBIRS. Thus far we have been discussing costs. It seems to
me that there are a number of other considerations more important to
the consumer than costs in deciding his decision to buy life insurance.

Your preferred method will not help the consumer in deciding
whether to buy a term insurance or ordinary life insurance.

Dr. BELTIi. Yes, sir, it would.
Mr. CHUMBRIS. How?
Dr. BFLTjr. This is very carefully spelled out in my book and I hope

it got into your 22-page condensation.
Mr. CHUMBRIs. I'm sure it did. I'm going to give you a copy of the

2 2-page item.
Dr. BELTr. Once an information disclosure system, a reasonable

information disclosure system is made available, it then becomes pos-
sible for the consumer to see the extent to which he is buying protec-
tion, the extent to which he is accumulating savin, ina policy he
might. be considering.

And he can then begin to make an intelligent decision about how
much he would like to put into this kind of a savings program, if
indeed, he wishes to put any in.
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But I don't see that it's the function of regulators or insurance com-
missioners or anyone else to tell the consumer whether he should put
his money into tlis kind of a savings program. -

But I am suggesting that he desperately needs reliable information
about the amount to which-the extent to which-he is buying protec-
tion, and the extent to which he is accumulating savings when he buys
a cash value policy, and then he can make a decision on how much
straight life, how much term, and so forth.

Mr. CHIUMBRIS. Would that answ6i- be the same in determining
whether he should buy participating insurance or nonparticipating,
and may I define the difference, or let you define the difference between
the two in answering that question?

Dr. BEiLTi It would be a great help to him in making the distinc-
tion between participating and nonparticipating.

A participating policy, as I indicated before, is a policy in which
the comnpany contemplates payment of the periodic, so-calledI"dividend"

A nonparticipating policy is one in which at the time of issue they
do not contemplate the payment of any periodic so-called "dividend."

If he gets a reasonable presentation of the value, among other things,
the value of the illustrated dividends, he could see the extent to which
the higher premium usually associated with participating policies-
usually, but not always associated with participating policies-is off-
set by the presence of these illustrated dividends.

The point is that under the present system of lack of reliable infor-
mation he generally pays a higher premium for participating insur-
ance, but lie has no way of judging in any reasonable context whether
the additional premium he pays in order to have a participating is
being reasonably offset by the payment of dividends.

He has no way of making any kind of an evaluation, and so under
the -present system I'm proposing the premium would be evaluated
and the dividends would be evaluated, among other things, and he
would be able to see, you know, whether he is getting reasonable value.
for the additional premium paid.

Mr. CHUMBRIS. So that the record will be clear on this, let me ask
you this. When I prefaced my question, I was referring to your using
the Belth method of costs. Would you be able to nake these differences;
are you bringing in the element of the system of disclosure?

Did I read that into your last answer you were discussing?
Dr. BELI. I don't understand your question, Mr. Chumbris.
Mr. CuITMs RS. When I asked you these series of questions, I pre-

faced it with the remark that thus far we have been discussing costs.
It seems to me that there are a number of other considerations more
important to the consumer than just costs in deciding which policy to
buy.

Your preferred method of costs-would they, or would they not help
a person in determining whether to buy termn insurance or ordinary
life insurance

Dr. BLur. Yes.
Mr. CHrMBRs. OK.
Now what about your method of costs in helping a person determine

what company to buy from or what agent to choose?

25-407 0 - 74 - pt.I - 3S
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Dr. BELTn. I think it would be extremely valuable in deciding what
company to do business with, and it would also be of great help in de-
ciding what agent to do business with; and the whole problem of the
relationship of the agent, to the company and to the consumer I think
I dealt with in response to questions from the chairman.

Mr. CHUIBRIS. Well, thank you very much, Professor. You have
been very patient with these questions, but I think that they are the
key questions that we must get some basic information on.

Thank you, Mr. Chairman.
Senator HART. Well, because of another committee meeting which

happens to meet around the luncheon table, we are compelled to recess.
We will resume at 2:30. I understand you are going to be in the city
the next day.

Dr. BELTH. Yes.
Senator HART. Very well, we will recess to resume at 2:30.
[Whereupon, the hearing recessed at 12:35 p.m. to resume at 2:30

the same day.]
AFrERNOON SESSION

Senator HART. The committee will be in order.
At the recess Mr. Chumbris was questioning.
Mr. CHUmBRis. I have just one question.
Earlier Mr. Nader was the witness, and I brought tip the point, that

the Consumers Union book really pushes term insurance, there is no
doubt about it. But there were occasions where they agreed that part
term insurance and part ordinary life would be appropriate.

I believe in your book you give some examples which would indicate
that, under certain circumstances, a $50,000 policy could be divided
between term and ordinary life to meet the problems of that particular
family.

STATEMENT OF DR. JOSEPH M. BETH, GRADUATE SCHOOL OF
BUSINESS, INDIANA UNIVERSITY-Resumed

Dr. BELTH. That is right.
That was in a situation where the individual had made a decision

that he wanted to accumulate some savings through the life insurance
mechanism, so he wound up buying some term insurance and some cash
value insurance.

Mr. CHUMBRis. Thank you very much.
Senator HART. Mr. Sharp.
Mr. SHARP. Thank you, Senator.
Senator Hart has mentioned, Professor Belth, your academic back-

.round. In addition, we understand that you also have some practical
background, you were a life insurance agent

Is that correct?
Dr. BELTIH. That's correct.
Mr. SHARP. For how long?
Dr. BELTH. Approximately 5 years.
Mr. SHARP. I have here a table which shows the rankings of straight

life policies issued by 10 large companies under the traditional net cost
method, and under vour retention method.

In it there are dramatic shifts in ranks. For example, the Metro-
politan policy shifts from second under the traditional method to
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eighth under the retention method; and the Bankers Life of Iowa
policy shifts from seventh under the traditional method to first under
your retention method.

Do you have a copy of that table ?
Dr." BETH. I know what table you are referring to.
Mr. SHARP. Would you please explain the reasons for such dramatic

shifts? I would like to preface, before you do, that you do not list
prices. You are just listing the rank.

Dr. BELTH. This is a listing taken from a table that was in the
statement I submitted in connection with the SEC hearings on vari-
able life insurance.

The 10 companies were selected nonrandomly. They were specifically
chosen to illustrate the dramatic shifts in rank. They are companies
that tend to shift dramatically, either upward or downward, when
shifting from a traditional net cost method to a more refined method.

The companies that shift and turn out substantially worse under a
more refined method, such as the Metropolitan Life in the case you-
referred to, the policies are characterized generally by relatively high
premiums, relatively steep dividend scales, which I will explain in
just a moment, relatively large cash values, and the presence of ter-
minal dividends.

Now, the steep dividend scale is one in which the early year dividends
are relatively very small, and the later year dividends are relatively
very large. So if 'you plotted them on a sheet of graph paper, there
would be a very steep slope to the illustrated dividends.

The companies with such a scale, under the traditional method, tend
to look relatively good because when you add up the simple total,,
the relatively large dividends in the later years get. the same essential
weight as the early year dividends, even though they are paid much
later.

Now, when a refined method is brought into the picture, which takes
into account such things as interest and the probabilities of payment,
then the large dividends in the later years are given more appropriate
weight.

As a result, the companies that have these steep dividend scales tend
to substantially worsen in their rank position.

Now, the other companies that tend to dramatically improve their
position, such as the Bankers of Iowa that you cited which moved
from seventh to first, the reason for that is that these policies are gen-
erally characterized by relatively small premiums, relatively low pre-
miums, relatively small cash values, relatively flat dividend scales.
There is still an upward slope, but it is much less steep. And usually
there is an absence of these terminal dividends which are payable on
surrender of the policy.

As a result, those are the companies that tend to dramatically im-
prove their position when a refined method is used.

Mr. SHARP. Mr. Chairman, I would like to offer for the record this
particular table that we were discussing. I believe Mr. Chumbris has
a copy of that table.

Senator HART. Without objection.
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[The table follows:]
COMPARISON OF RANKINGS UNDER TRADITIONAL NET-COST METHOD AND BELTH RETENTION METHOD FOR

$25,000 PARTICIPATING STRAIGHT LIFE POLICIES ISSUED IN 1970 TO MEN AGED 35 BY 10 LARGE LIFE INSURERS

Rank under Rank under
traditional Belth

net cost retention
Company method method

Phoenix Mutual ................................................................. 1 6
Metropolitan Life ................................................................ 2 8
Aetna Life ..................................................... 3 9
Mutual of Now York ------------------------------------------------------------ 4 7
Confederation Life .............................................................. 5 2
Prudential ...................................................................... 6 10
Bankers Life (Iowa) ............................................................. 7 1
Provident Mutual ................................................. 8 4
Crown Life .................................................................... 9 3
Manufacturers Life .............................................................. 10 5

Source: U.S. Senate Antitrust and Monopoly Subcommittee. Derived from: Statement of Joseph M. Beith to Securities
and Exchange Commission proceedings on variable life insurance May, 1972: Belth, "Life Insurance: A Consumer's
Handbook" (Bloomington, Ind., Indiana University Press, 1973) tag* 4-1, pp. 6445.

Mr. SHARP. Professor Beith, I have here the statement which you
submitted to the Security Exchange Commission in connection with
their hearings on variable life insurance.

In your statement you commented in some detail on the fact that the
life insurance trade association, in their petition, referred to the sav-
ings eli ment of the life insurance policy as "an incidental outgrowth
of the level premium system," and 'a relatively small, if not insignifi-
cant, consideration when compared with the chief purpose of a policy:
to provide protection against the risk of death by the pooling of
funds."

Would you please explain your comments on these statements by the
trade association?

Dr. BFLTH. Well, I indicated that it is correct, that the savings ele-
ment of a conventional level premium policy is an outgrowth of the
level premium system. But I expressed the opinion that the savings
element is not minor, incidental, relatively small, or insignificant, to
use the words that were in the petition submitted by the trade
association.

To illustrate that, I took a policy. It happened to be a $25,000 par-
ticipating straight life policy issued by the Northwestern Mutual. I
did the kind of analysis that I have suggested in the full text of my
testimony for the second page of the two-page form.

In the results of that I evaluate the protection portion of the con-
tract, I evaluate the savings portion of the contract.

The way it turned out was that, according to the system of evalua-
tion that I have suggested, the savings element had a value roughly
double the value of the protection element.

As a result of that information, I concluded that it would be inap-
propriate to refer to the savings element as minor, icidental, rela-
tively small, or insignificant.

Mr. SHARP. Mr. Chairman, I would like to offer Dr. Belth's full
statement to the Security Exchange Commission, so that we may have
the- benefit of that statement as well as the petition of the trade asso-
ciation and any rebuttal on this point.

Was there any rebuttal on this point?
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Dr. BELTH. No: there was not. To my knowledge, the reply brief
made no reference whatever to this point,

Senator HAirr. Without objection.
[The document follow& Testimony resumes on p. 553.]

STATEMENT OF JOSEPH M. BELTH B azv THE SECuRTIS AND EXCHANGE
COMMISSION

I am Joseph M. Belth, professor of insurance, Graduate School of Business,
Indiana University, Bloomington, Indiana. I am author of "The Retail Price
Structure in American Life Insurance" and various other life insurance studies.
I am not being compensated for the preparation of this statement. The views
eepresed-4n the statement are my own and not necessarily those of any institu-
tion, organization, or other individual. I am representing neither the life in-surance industry nor the mutual fund industry; the statement is written fromthe viewpoint of the life insurance consumer.

L INTRODUCTION

Except at very young ages, the likelihood of death increases as age increases,and with increasing rapidity. Life insurance sometimes is written on a one-year
renewable term basis, with premiums increasing in a manner designed to offsetthe increasing likelihood of death. Under such an arrangement, however, the
insurance company experiences a phenomenon called "adverse selection," inwhich policyholders with deteriorating health tend to renew their policies and
policyholders in good health tend to-discontinue their policies. This adverse
selection leads to a deterioration in the "quality" of the group, and to a larger
than anticipated number of death claims relative to premium payments. Attempts
to anticipate the adverse selection by more rapid premium increases tend to ag-
gravate rather than solve the problem.

Level-premium life insurance, under which the premium remains constant, isa technique adopted by the life insurance industry in an attempt to minimize
adverse selection and at the same time make it financially feasible for policy-holders to continue their protection even to advanced ages. Such an arrangement,
however, requires that the policyholder be overcharged (relative to mortality
costs, expenses, and profit) in the early policy years to offset the inadequacy ofpremiums in the later policy years. The level-premium arrangement makes lifeinsurance companies major financial institutions and transforms what would
otherwise be an insurance transaction into a combination or paflc'ge transaction
involving both insurance protection and a savings medium.

In conventional, level-premium life insurance, the face amounts and the cashvalues are guaranteed in the contract. The result of the guaranteed cash values
is a savings element that resembles a savings account or a savings bond in many
of its major characteristics.

In the type of variable life insurance described in the petition filed by the
American Life Convention (ALC) and the Life Insurance Association of America
(LIAA), the face amounts and cash values would fluctuate in accordance withthe performance of a separate investment account, with the face amount guaran-
teed not to decline below its initial level at the time the contract was issued.The assets behind-variable life insurance are likely to be invested primarily inequities, and the result would be an investment element that resembles a mutual
fund whose assets are invested primarily in equities.

Thus variable life insurance involves both insurance protection and an invest-ment element, just as conventional, level-premium life insurance involves both
Insurance protection and a savings medium. Therefore, it can be argued thatvariable life insurance should be regulated under the state insurance laws because
it involves insurance protection. On the other hand, it can be argued that variable
life insurance should be regulated under the federal securities laws because it

__Involves a substantial investment element.

I..THE SAVINGS ELEMENT
In the ALC-LIAA petition, the statement is made that "the nonforfeiture

benefits are invariably minor for many years in relation to the death benefitunder the policy." Similarly, the statement is made that "the 'investment element'
of the policy, an incidental outgrowth of the level premium system, is a relatively
small, if not Insignificant, consideration when compared with the chief purpose
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of the policy--to provide protection against the risk of death by the pooling of
funds."

It is true that the savings element of a conventional, level-premium life in-
surance policy is an "outgrowth of the level premium system." In my opinion,
however, the savings element is not "minor," "incidental," "relatively small," or
'"Insignificant."

To Illustrate, figures are shown below for a $25,000 participating life paid-up
at age 90 policy issued in 1970 to men aged 35 by The Northwestern Mutual Life
Insurance Company. The annual premium is $578, so the face amount Is about
48 times the annual premium-a figure well in excess of the minimum multiple
of 38 proposed In the ALC-LIAA petition.

In the calculation of the figures shown below, an assumed interest rate of 5
percent is used. The mortality rates used in the calculations are those in the
1957-80 ultimate basic table for males. The lapse rates are those in Moorhead's
Table R, with certain modifications. The formulas used In the calculations are
shown in my article, "The Relationship Between Benefits and Premiums in Life
Insurance," which appeared In the March 1969 issue of The Journal of Risk and
Insurance.

The components of the annual premium for the illustrative policy, on the basis
of the specified assumptions, are as follows:
Protection element ----------------------------------------- $96.28
Savings element ------------------------------------------- 181.94
Illustrated dividends --------------------------------------- 209. 73
Company retention ----------------------------------------- 90.05

Total ---------------------------------------------- 57 00
Thus, on the basis of the specified assumptions, the savings element of the il-
lustrative policy has a value almost twice that of the protection element. And the
savings element of the policy is of even greater importance In the case of higher
premium policies, such as the life paid-up at age 65 plan that served as the basis
for the schedule of minimum multiples contained in the ALC-LTAA petition.

III. DECEPTIVE SALES PRACTICES

The sales and advertising practices of life insurance companies sometimes are
deceptive. To provide a glimpse of what can be expected In the sale of,variable
life insurance, this section describes certain practices that are used in the sale
of conventional life insurance.

At the outset, I would like to explain what I mean by the word "deceptive."
In my view, a presentation is deceptive if it tends to give the recipient an erro-
neous impression of important relationships. The emphasis in this definition is on
the recipient. When I describe a life insurance advertisement or sales presenta-
tion as deceptive, I do not intend to suggest that the deception is necessarily
deliberate on the part of the life insurance company or agent.

For the purposes of discussion, the various practices described here may be
divided into three categories. Class A deceptive practices are those that involve
a misallocation of the interest factor. Class B deceptive practices are those that
involve comparisons based upon the simple addition of dollar amounts payable
at different points in 4ime. Class C deceptive practices are those involving pres-
entations that are simply false.
Claus A practices

Because of the package aspect of cash-value life insurance contracts, it is
necessary to distinguish between the "premium" for the contract and the "price"
of the protectTo-n element of the contract. To compute the price of the protection
element, it is necessary to separate the protection element of the-policy from the
savings element, at least in a theoretical sense. Since the separation involves the
making of assumptions, no single price figure can be established as the price:
rather, any price figure must be accompanied by a statement concerning the
assumptions used In computing that figure.

The nature of a life insurance price figure may be illustrated by an analogy.
Assume that an individual is purchasing a package AB that consists of an item A
and an Item B. When only the price of the package AB is given, no single figure
can be established as the price of either A or B alone. To calculate the price of
A, it is necessary to make an assumption about the price of B, and vice versa.
Thus, any figure established as the price of A must be accompanied by a state-
ment about the assumed price of B, and vice versa.
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In cash-value life insurance, the two parts of the package are protection and
savings, and any figure established as the price of the protection must be accom-
panied by a statement about the assumed rate of return on the savings element.
Conversely, it is possible to make a statement about the rate of return on the
savings element only if an assumption is made about the price of the protection.
In short, the price of the protection and the rate of return on the savings element
are two sides of the same coin, and either can be used to make comparisons
among policies.

Class A practices are those that involve a misallocation of the interest factor.
Since the complexity of life insurance is a major barrier to an understanding of
the full implications of Class A practices, I have developed a simple analogy that
strips away the complexity and illustrates the fundamental problem.

The savings account analogy.-Assume that an individual puts $1,000 per year
into a savings account, and that the account is credited annually with 5 percent
interest. The saver would start the tenth year with $11,578 and add $1,000 to it.
At the end of the tenth year, his account would be credited with Interest of $629
(5 percent of $12,578), making his account $13,207 at the end of the tenth year.
Of the $629 interest in the tenth year, $50 would be attributable to the tenth year
deposit of $1,000, and the other $579 would be attributable to the previous deposits
made during the first nine years.

In my opinion, it is deceptive to state, suggest, or imply that the $629 of
interest in the tenth year is attributable in its entirety to the tenth year deposit
of $1,000. In other words, the rate of return here is 5 percent, and I regard as
deceptive any presentation that states, suggests, or implies that the saver is
earning 02.9 percent interest on his tenth year deposit of $1,000. This form of
deception is the basic characteristic of Class A practices. _

The Harris articlc.-In the February 1970 issue of Life Insurance Selling
magazine, there is an article by Richard F. Harris, Jr., entitled "I Tell Corpo-
rations, 'Put the Difference In Permanent.' " In this article, $989 per year is the
difference between a decreasing term premium and a straight life premium. Mr.
Harris attributes the full amount of the cash-value increase in any given year to
the $989 difference paid in that year. For example, in the tenth year, he shows an"annual increase in assets" of $1,427. He attributes that increase to the $989
difference paid in the tenth year, and then he shows the "annual % tax free
profit" that year as 44.3 percent.

The cash value of the straight life policy at the end of thirty years is $45,134.
Implicit in the relationship between a $989 annual deposit and an accumulation
of $45,134 at the end of thirty years is an annual interest rate of about 2.6
percent. If an adjustment were made for the different amounts of protection
under the decreasing term policy and the straight life policy, the implicit annual
interest rate would be about 3.8 percent. -Such rate-of-return figures are not
mentioned in the Harris article. Instead, after a negative figure in the first year,
the "annual % tax free profit" figures range from 15.6 percent in the second year
to 77.5 percent in the thirtieth year.

The rate-of-return figures In the Harris article correspond to the figure of 2.9
percent used in the savings account analogy. In this instance, the misallocation
of the interest factor results in an overstatement of the rate of return on the
savings element.

The ledger statcmciot.-Many companies utilize the so-called ledger statemnt as
a part of their sales material. In the typical ledger statement, the dividend for
any given year and the cash-value increase for the year are subtracted from the
annual premium in order to arrive at a cost for the year.

In a 1971 ledger statement prepared by the Acacia Mutual Life Insurance
Company, for example, the annual premium for a $100,000 straight life policy
issued to a man aged 40 was $2,448. In the tenth year, the dividend was $435, the
cash-value increase was $2,100, and the cost for the year war minus $87.

The effect of this presentation is similar to the effect of the Harris article
described above. Actually, a portion of the $2,100 cash-value increase in the tenth
year is attributable to interest on the savings element developed during the first
nine years. When a reasonable allocation of the interest factor is made (by
assuming 5 percent interest, for example), the cost of insurance in the tenth
year is $880 rather than minus $87. Thus, the misallocation of the interest factor
in the typical ledger statement results in an understatement of the cost of the
protection.
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Class B practices
Class B practices are those that involve comparisons based upon the simple

addition of dollar amounts payable at different points in time. Here again, an
analogy may be used to illustrate the fundamental problem.

The work contract analogy.-Let's assume that Jones retained Smith to do a
particular Job, with the understanding that upon completion Smith would be
paid $1,000 per year for forty years, a total of $40,000. After the job is com-
pleted, Smith asks Jones to begin the payments, and Jones says: "Smith, you've
done such a great job that I'm going to pay you 10 percent more than we had
agreed upon. I'm going to pay you $600 per year for thirty years and then $2,600
per year for the final ten years. That's a total of $44,000, which is 10 percent
more than the $40,000 1 originally agreed to pay you."

Hopefully, Smith would see that Jones failed to take interest into account.
For example, let's compare the two payment plans with an assumed interest rate
of_5 percent. The present value of the original payment plan ($1,000 per year
for forty years) would be $18,017. The present value of the modified payment
plan that Jones proposed, however, would be $14,562.

In my opinion, it is deceptive to state, suggest, or imply that the original
payment plan is 10 percent better than the modified payment plan. In other
words, what Jones described as an arrangement providing 10 percent more for
Smith actually provides 19 percent less, assuming 5 percent interest. This form
of deception is the basic characteristic of Class B practices.

The Brinton talk.-In September 1970, at the annual meeting of the National
Association of Life Underwriters, Dilworth C. Brinton, C.L.U., gave a talk on the
advantages of straight life over term insurance. An article describing the talk
appeared in the September 16, 1970, issue of the life insurance edition of The
National Underwriter.

Mr. Brinton indicated that, for a $100,000 straight life policy issued at age 25
and continued to age 65, the "net return over cost" is $30,923. Then he indicated
that, for a $100,000 one-year renewable term policy over the same period, the"cost of term insurance" is $34,579. Finally, lie stated that the "total difference"
in favor of the straight life policy is $65,502. (The above "cost of term insurance"
and "total difference" figures differ from those in Mr. Brinton's talk by $35,
because I was unable to reproduce precisely his "cost of term insurance" figure.)

Mr. Brinton's analysis does not take interest into account. His straight life
"net return over cost" figure was calculated by adding up the forty years' pre-
miums, subtracting the simple total of the forty -years' dividends, subtracting the
cash value at the end of the forty years, and subtracting the surrender dividend
payable at the end of the forty years. His "cost of term insurance" figure was
calculated by adding up the forty years' premiums and subtracting the simple
total of the forty years' dividends.

When an assumed interest rate of 5 percent is applied to this situation, the
"cost" of the straight life policy in present-value terms Is $9,163, and the "cost"
of the term policy Is $9,733. These figures still favor the-straight life policy, but
by $570 in contrast to Mr. Brinton's figure of $65,502. The comparison used by
Mr. Brinton falls to consider the interest factor and thereby distorts tOe rela-
tionship between two markedly different kinds of life insurance contracts.

The traditional net cost method.-The most frequently used technique for illus-
trating the price of life Insurance Is the traditional net cost method. This method
serves as the basis for the price Information contained in the most widely dis-
seminated volume of life insurance policy data-A. M. Best Company's Flitcraft
Compend.

Frequently a twenty-year period of analysis is used. The simple total of the
dividends for the twenty-year period and the cash value payable at the end of
the twentieth year are subtracted from the simple total of the premiums for the
period. The remainder Is divided by 20 (the number of years in the period of
analysis), and the result is the twenty-year average net cost.

The method may be illustrated with the Acacia Mutual figures referred to
earlier. The premiums are $2,448 per year; thus the simple total of twenty years'
premiums is $48,960. The simple total of the first twenty years' dividends is
$8,441, and the cash value at the end of the twentieth year is $39,500. The
twenty-year average net cost, determined by subtracting the dividends and the
cash value from the premiums and dividing the remainder by 20, Is $50.95, or
51 cents per $1,000 of face amount.

The traditional net cost method distorts comparisons among policies. For
example, since the simple total of dividends is used In the calculations, com-
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panies are encouraged to "steepen" their dividend scales. A company is said to
have a steeper scale than another company when the former -pays smaller
dividends in the early policy years and larger dividends in the later policy years
than the other company. When a company steepens its dividend scale, it benefits
not only from increased interest earnings by deferring the payment of larger
dividends, but also from the fact that many policyholders will either die or dis-
continue their policies before receiving the larger dividends in the later years.

To illustrate the manner in which the traditional net cost method distorts
comparisons, consider Table 1. Figures are shown there for $26,000 participating
straight life policies issued In 1970 to men aged 35 by ten large companies.
These policies were not chosen at random; rather, they were selected because
they tend to shift markedly in rank (either upward or downward) when moving
from the traditional net cost method to the Interest adjusted method. The only
difference between the traditional net cost method and the Interest adjusted
method is that the latter takes account of interest. In this illustration, the
assumed interest rate in the interest adjusted cost calculations is 5 percent.

TABLE I.-TRADITIONAL NET COSTS AND INTEREST ADJUSTED COSTS FOR $25,000 PARTICIPATING STRAIGHT
LIFE POLICIES ISSUED IN 1970 TO MEN AGED 35 BY 10 LARGE COMPANIES

(Ranks, from low to high]

Interest
adjusted

Traditional costCompany net cost Rank (5 percent) Rank

-Phoenix Mutual .................................... -$3.46 1 $6.34 7Metropolitan Life ................................... -3.09 2 6.33 6
Aetna Life ......... ........................ -3.00 3 6.66 9Mutual of New York ................................. -2.92 4 6.43 8Confederation Life .................................. -2.33 5 5.97 2Prudential ......................................... -2.22 6 7.17 10Bankers Ufe (Iowa) ................................. -2.21 7 5.49 1Provident Mutual ............................. -1.92 8 6.07 3Crown Life ......................................... -1.25 9 6.08 4Manufacturers Life .................................. -1.19 10 6.31 5

The policies of the five companies whose ratnks improved when moving from
the traditional net cost method to the interest adjusted method--Confederation
Life, Bankers Life (Iowa), Provident Mutual, Crown Life, and Manufacturers
Life-are characterized generally by relatively low premiums, relatively fiat
dividend scales, relatively low cash values, and no termination dividends. The
policies of the five companies whose ranks worsened when moving from the
traditional net cost method to the interest adjusted method-Phoenix Mutual,
Metropolitan Life, Aetna Life, Mutual of New York, and Prudential-are char-
acterized generally by relatively high premiums, relatively steep dividend scales,
relatively high cash values, and termination dividends. The traditional net cost
method, which involves the simple addition of dollar amounts payable at different
points In time, distorts comparisons among policies.
Class 0 practices

Class C practices are those involving presentations that are simply false. Al-
though such practices do not involve a misallocation of the interest factor or a
failure to take account of the interest factor, their falsity usually is difficult
to detect because they are complex and tricky. Two examples of such practices
are presented below.

The Paul artftcc.-In the November 1969 issue of The Radiator (the magazine
of the Massachusetts Mutual Life Insurance Company), there is an article by
Raymond L. Paul, C.L.U., entitled "Why Get Complicated?" Mr. Paul suggests
the following technique for handling the question of investment return when it
arises in the sales interview:

Ask the prospect what kind of return he would expect to get if he Invested
$1,000 a year. Assume he answers 8 percent. Then ask him what kind of return
he would expect to get if he invested the $1,000 a year in a life insurance con-
tract. Assume he answers 4 percent.

What would it cost the prospect to buy the -life insurance? Wouldn't it be the
difference between what he would have earned on the 8 percent investment and
what he would earn on the life insurance investment? This difference amounts
to $40 a year.
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If the prospect invests $1,000 a year In a straight life contract at his age of 30,
his family would get $50,000 when he dies. "Mr. Prospect, that's $50,000 of
death protection for $40 a year. Can you really afford to Invest in anything else?"

Under Mr. Paul's assumptions, the life insurance buyer would forgo $40 of
Interest each year for each $1,000 invested in the life insurance policy. In the
first year the amount forgone would be $40. In the second year, however, even
disregarding compound interest, the amount forgone would be $80, because he
would be forgoing the extra interest on the first year's $1,000 as well as the
second year's $1,000. By the same token, and again disregarding compound
interest, he would forgo $120 in the third year. In other words, while the tech-
nique suggested by Mr. Paul refers to "$50,000 of death protection for $40 a
year," the actual figures (disregarding compound interest) should be $40 in the
the first year, $80 in the second year, $120 in the third year, $400 In the tenth
year, $800 In the twentieth year, and so forth.

Thhc Wolfe tcchniqu.-In his book See You Next Week (published by The 'Re-
search & Review Service of America, Inc.), Wayne W. Wolfe suggests the fol-
lowing technique to persuade a term insurance policyholder to convert to straight
life:

Mr. Client, you have a lot of protection in that term policy for the $300 it costs.
You know, of course, there is no cash value in it. It's the kind of policy you have
to die to beat. Did you know, Mr. Client, that the permanent kind of life in-
surance can be so arranged that you eventually get all of your money back If
you don't die? [Wait for answer.]

Since you get all of your money back, the cost of permanent insurance Is really
Just the Interest on your money, Isn't it? [Wait for answer.]

Now, here's an intriguing point. Since the term premium pays just for the
insurance, with no return, isn't that term premium just like interest on the
permanent premium that buys the same amount of insurance? [Wait for answer.
Repeat If necessary.]

In that case, you are paying about 30 percent interest, Mr. Client.Let me show
you what I mean. At your age of 30, your $50,000 term policy costs yoli $300 per
year. Whole life, which would return all of your money eventually, would cost
you $1,000 a year for the same amount. The term premium is interest on the
permanent. That's where I got the 30 percent Interest figure. Don't you think
that Is pretty high? Can you invest money anywhere for that much return?
[Wait for answer.]

Well, you can make Just such an Investment here, by converting that term to
permanent life insurance!

Under Mr. Wolfe's assumptions, the $300 term premium would be 30 percent
of the straight life premium in the first year following conversion. In the second
year, however, even disregarding compound interest, the $300 term premium
would be 15 percent of the $2,000 total paid into the. stxalght life policy. By the
same token, and again disregarding compound Interest, the figures would be 10
percent In the third year, 3 percent In the tenth year, 1% percent in the twentieth
year, and so forth.

IV. DISCLOSURE REQUIREMENTS

The problems of price measurement and disclosure in connection with conven-
tional, level-premium life insurance have been discussed for many years. In 1966,
in my book "The Retail Price Structure in American Life Insurance," I con-
cluded that there is a lack of effective price competition In the life insurance
Industry and suggested a rigorous system of price disclosure. On September 5,
1967, the subject was treated In a front page story in The Wall Street Journal.

In 1968, the Washington State insurance department promulgated an adminis-
trative rule requiring that certain price information be disclosed to the buyer
when an agent recommends the replacement of one policy with another. Although
the rule pertained only to replacement situations, It was significant because it
represented the first strong life insurance price disclosure requirement by a
regulatory agency.

Also In 1968, Senator Philip A. Hart, chairman of the Subcommittee on Anti-
trus and Monopoly of the Committee on the Judiciary, engaged In an Important
exchange of correspondence with William .. Driver, then the top official of the
Veterans Administration (VA). The correspondence grew out of Senator Hart's
concern about the situation of Vietnam veterans with regard to their life Insur-
ance. The federal government made a limited amount of low-priced life insurance
available to veterans of World War I, World War II, and the Korean War. In
1065, a program known as Servicemen's Group Life Insurance was established

554 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



551
on a cooperative basis with the life insurance industry. The serviceman is pro-
vided with a limited amount of low-priced coverage, and the veteran has the
privilege of converting it without evidence of insurability within 120 days fol-
lowing discharge. To exercise the conversion privilege, the veteran buys a regular

S policy from any one of a substantial number of companies operating in his state
•4 of residence. For example, if a recently discharged veteran inquires about his

conversion privilege, he is furnished with a long, alphabetical list of companies-
perhaps 200 or more of them-and no price guidance. In his correspondence with
Mr. Driver, Senator Hart urged the VA to assemble life insurance price infor-
mation aRd make it available to Vietnam veterans. Mr. Driver declined to do so.

On October 15, 1968, Senator Hart referred publicly to the possibility of "truth
in life insurance" legislation. In a speech before a life insurance industry group,
he made the following statements:

Obviously, If it makes sense to tell consumers how much of what is in a pack-
age on a supermarket shelf, or how much interest they will pay for using someone
else's money, it makes sense to tell them how much they are paying for death
protection and how much they are saving when they plunk down a life insurance
premium.

Hopefully your industry will think so too-and start supplying the Information.
If not-watch for Truth In Life Insurance to follow Truth in Packaging and

Truth in Lending through the legislative mill.
Because that's the way people are thinking in constuierland.
On November 25, 1968, similar comments were made by Wilbur J. Cohen, then

the Secretary of Health, Education, and Welfare. In his testimony at a Federal
Trade Comnmisson hearing, Secretary Cohen suggested the need for "more uni-
formity, more comprehensive protection, and more price comparison" in various
areas of insurance, including life insurance.

Early in 1968, as a direct result of Senator Hart's admonition and Secretary
Cohen's comment, three life insurance trade associations-the ALC, the LIAA,
and the Institute of Life Insurance (ILI)-appointed a prestigious industry
conunittee to look into the price disclosure problem. The committee was chaired
by E. J. Moorhead, then the president-elect of the Society of Actuaries. The
report of the committee was released in May 1970. The major recommendation of
the committee was that the Interest adjusted method be used in making cost
comparisons instead of the traditional net cost method. Thus, if the major recom-
mendation of the report were I mplemented, a major step would have bee n taken
in the direction of overcoming the problem of the Class B deceptive practices
referred to earlier in this statement.

Developments since the release of the industry report, however, suggest that
whatever progress is made on a voluntary basis is going to be painfully slow. The
three trade associations that formed the special committee "received" the report
and authorized its publication. They did not approve or endorse the report, how-
ever, apparently out of a fear of violating the antitrust laws.

A major insurance trade publisher-The National Underwriter Company-
developed a comprehensive volume of price information based on the interest
adjusted method recommended by the committee. However, the other major insur-
ance trade publisher-A. M. Best Company-apparently is planning to do nothing.

The recognition of the interest adjusted method by the life insurance com-
panies has been slow. One company-Bankers Life (Iowa)--supported the coiu-
mittee's recommendation quickly by making interest adjusted costs for its policies
available as a part of its sales material. A few other companies placed interest
adjusted cost figures in their rate books. At the urging of Mr. Moorhead, and as a
result of publicity given to the problem by Virginia H. Knauer, President Nixon's
special assistant for consumer affairs, many more companies are planning to
make interest adjusted cost figures available to their agents. Even so, many
major companies apparently are still planning to do nothing. In a letter dated
March 3, 1972, Blake T. Newton, Jr., president of the ILI, sent Mrs. Knauer a
list of eighty-four companies that "either have taken action or are shortly plan-
ning action in informing their agents about the interest adjusted method of
policy cost comparison." Among the forty-four United States companies with at
least $3 billion of ordinary life insurance in force at the end of 1971, for example,
twenty-five were shown on the list as having taken or planning to take action to
provide interest adjusted cost figures to their agents. However, six companies in
that size category-Aetna Life, Connecticut General, Continental Assurance,
Northwestern Mutual, Southwestern Life, and United Benefit-were shown in the
list as having taken or planning to take action to inform their agents about the
interest adjusted method, but "without figures." And thirteen companies In that
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size category-Allstate Life, Franklin Life, Home Life (New York), Investors
Syndicate Life, Liberty National, Lincoln National, National Life & Accident,
Nationwide Life,- Provident Life and Accident, Republic National, State Farm
Life, Travelers, and Western and Southern-were missing from the list.

Oven If all companies were to make interest adjusted cost figures available to
their agents, such information would not necssarily reach prospective buyers.
Furthermore, the availability of interest adjusted cost figures would not elimi-
nate the use of the discredited traditional ne% cost method or other Class B
deceptive practices.

There have been sharply negative reactions to the committee report from
persons representing life insurance agents. Here are a few such comments:
"The whole theory of 'lost interest' will never be acceptable to the field force."
"I do not see the reason for including an interest factor In the purported cost
of life insurance only, when life insurance is obviously in competition with other
spending and saving vehicles to which this method of 'cpsting' is not applied."
"While we deplore misleading statistics as much as anyone does, we are getting
fed up with the whole doctrine of lost, or negative, interest." "Adoption of the
interest adjusted method would just lead to confusion and would inhibit the sale
of life insurance." "It (the Interest adjusted method] would not work and It
probably is illegal."

The committee report is silent on the subject of price information for one
policy year at a time-a problem that Is even more serious than the one to which
the committee addressed itself. In other words, the committee report is silent on
what have been described in this statement as Class A deceptive practices. Nor
does anything in the committee report relate to the problem of Class C deceptive
practices.

The committee report fails to deal with a major aspect of Senator Hart's
admonition. The Interest adjusted method provides the buyer with no information
on the extent to which he Is buying protection and the extent to which he is
putting away savings when he buys a cash-value -life insurance policy.

In February 1972, the Wisconsin insurance department promulgated an ad-
ministrative rule to take effect June 1, 1972, relating to disclosure requirements
and deceptive practices In the sale of life insurance. The rule does not require
disclosure of price Information, although It does require disclosure of certain
premium and face amount information. As for deceptive practices, the rule de-
fines deception in such a way as to appear to encompass many of the deceptive
practices referred to in this statement. However, the effect that the rule will
have on life Insurance sales practices remains to be seen. In my opinion, its
effect will be Inconsequential.

In March 1972, a task force on price illustrations was formed by the National
Association of Insurance Commissioners (NATO). Presumably the task force is
considering the possibility of developing a model bill or model rule providing
for disclosure of information on the costs and benefits of life Insurance policies.
What the task force will recommend, what the NATO will do with the recom-
mendation, and what the states will do subsequently even if the NAIC adopts a
model bill or model rule remains to be seen.

In April 1972, the Wisconsin Insurance department proposed an administrative
rule relating to price disclosure in life Insurance. The rule would require that
certain policy Information, including interest adjusted cost figures, be furnished
by each company to Its agents, and that the information be furnished to any
policyholder or prospective buyer upon request. The information that is the sub-
Ject of the proposed rule would not constitute adequate disclosure even If re-
quired. But the provision that the information be furnished to prospective buyers
only upon request means that the proposed rule was emasculated even before it
was disseminated to Interested parties for comment. A hearing on the proposed
rule Is to be held on June 2, 1972.

Also In April 1972, the Pennsylvania insurance department published "A
Shopper's Guide to Life Insurance." It contains nome suggestions for life in-
surance buyers and some premium and Interest adjusted cost figures for certain
policies Issued by major companies operating in Pennsylvania. Although publica-
tion of the guide is a commendable effort by the Pennsylvania Insurance depart-
ment, the Information is not an adequate substitute for required price disclosure
to the consumer at the point of sale.
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V. CONCLUSION

Deceptive sales practices flourish in the sale of conventional life Insurance, and
thus far the states have not shown the willingness to take strong, affirmative
action to eradicate such practices. The potential for deception in the sale of the
even more complex variable life insurance is frightening to contemplate.

Despite the strong movement toward disclosure in other areas of business in
recent decades, the states have not shown the willingness to require any sub-
stantial disclosure to the consumer at the point of sale in connection with con-
ventional life insurance. The technical problems of disclosure have long since been
solved, but no implementation has been accomplished.

In 1970, the NAIC adopted a Model Variable Contract Law and a Model Vari-
able Contracts Regulation. These documents, which are referred to in the ALC-
TIAA petition, provide for certain information to be included in variable life
insurance contracts and for certain information to be disclosed to policyholders
and prospective buyers. However, neither of them provides anything approaching
adequate disclosure to the consumer at the point of sale. Even if the NAIC
should adopt a strong model bill or model rule, which is unlikely, such bill or rule
probably would not be lut into effect in more than a handful of states.

Because of the greater complexity of variable life insurance, adequate dis-
closure is even more urgent than in the case of conventional life insurance. But
the performance of the states in connection with conventional life insurance
suggests that there is little chance of adequate disclosure requirements being
adopted by the states for variable life insurance.

It can be argued that variable life insurance should be regulated under the
state insurance laws because it involves insurance protection. It is to be expected
that the life insurance industry would argue for regulation of variable life under
the state insurance laws, since such regulation probably Would be less rigorous
than regulation under the federal securities laws.

On the other hand, it can be argued that variable life insurance should be
regulated under the federal securities laws because it involves a substantial in-
vestment element. It is to be expected that the mutual fund industry (at least
that portion of the mutual fund industry not affiliated with life insurance corn-
ironies). would argue for regulation of variable life insurance under the federal
securities laws, since mutual funds are so regulated.

Thus the Securities and Exchange Commission could go either way in respect
to the regulation of variable life insurance. And subsequently the courts could go
either way. Squarely in the middle of this debate is the life insurance consumer.

Should the ALC.-TjIAA petition be denied, and should variable life insurance be
subjected to regulation under the federal securities laws, presumably the Com-
mission would develop special disclosure rules and other requirements relative to
variable life insurance so as to protect the interests of consumers. Should the
petition be approved, however, and should variable life insurance be subjected to
regulation under the state insurance laws, the Interests of consumers probably
would not be protected adequately. The states have failed to protect adequately
the interests of consumers in the sale of conventional life insurance. Under such
circumstances, it is unlikely that the states would protect adequately the interests
of consumers in the sale of variable life insurance.

Thank you.
Mr. SHARP. Dr. Belth, you discussed earlier this morning in reply to

Senator Hart's question about the impact of information disclosure,
the impact it would have on consumers, agents and companies.

Now, with regard td agents, you statedl I believe,, that: in many in-
stances life insurance agents' contracts provide for nonvestid com-
missions, is that correct ?

Dr. BELT. Yes, that is correct.
Mr. SHARP. Are you saying that if the company has advanced an

agent, during his training period, for example, $10,000, and that agent
after 7 years -has renewal commissions due him of $30,000 let us say,
and he then leaves that company or 'he dies, does he forfeit the entire
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$30,000? Or does he just forfeit the amount of the $10,000 advanced
during his training course?

Then, of course, in the case of death-what does his widow receive?
Do you have any comment on that?
Dr. BELTH. Well, first of all, the $30,000 you are referring to-you

mean the value of the nonvested commisisons?
Mr. SHARP. Yes, the value of the nonvested commissions.
Dr. BELT. It might -be useful to distinguish between a situation

where the agent leaves the company and where the agent dies.
I have not made any systematic study of agents' contracts. I might

mention that I am not familiar with any really extensive discussions.
There may be such, but I have not seen an extensive discussion of an
analysis of agents' contracts.

But it -is my understanding that on nonvested commissions, where
the agent leaves the company and either goes with another company or
leaves the insurance business entirely, that he would forfeit all of his
nonvested commissions, regardless of their amount and regardless of
their relationship to what might have been invested in the man during
the early years of his training, under some advance or salary arrange-
ment.

I believe that there are differences with regard to what would 'hap-
pen if he died'. I am not familiar with that sufficiently to respond care-
fully.

I think in some cases some of what we might call nonvested might
actually go to the family of the deceased agent, where they would
not go to the agent if he survived but -merely terminated the relation-
ship with the company.

Mr. SHARP. Does that, in your opinion, tend to make the agent a
captive of the company, and would the result be restricting agents'
competition?

Mr. Nader testified this morning that and you make allusion in-your
statement that perhaps the competition in the industry is for agents.

The question really is: Does this make the agent a captive of the
particular company, locked into the system? I think that was what was
expressed this morning. And would the ultimate result be to restrict
competition? Would this be acting as a restraint on competition in the
marketplace?

Dr. BrrTJ. Yes. I believe very definitely that the effect of nonvested
commissions is to tend to lock in many agents with their primary
company.

I should point out that my understanding is that in the earlier days,
sometimes called the days of rugged individualism, the agent was given
no advance, no salary. 'It was a straight commission business, and if
he didn't make it, he just simply starved.

In those days, it is -my understanding that typically contracts were
fhlly vested, commissions were fully vested. They were fully the
property of the agent, If he left the company, the took them with him.
If he left the company, even died, -his family would receive what he
would have received.

But as the need developed for financing of agents, at the same time
there developed the idea of nonvested commissions so that the company
would 'be in a position to recoup its investment in agents who failed.
He would forfeit the nonvested commissions, and they would thereby
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recoup what they had--or at least part or more than they had-
invested in his early years.

So we should understand the content of this. But I think the effect
of nonvested commissions is that it tends to lock in an agent; and I
do believe it has very, very strong anticompetitive effects because it
means, if the disclosure gets to the agent, he gets very unhappy with
his company. It makes ft extremely expensive for him to Shift his
allegiance.

I think this restricts competition very seriously because-and I
think I agree with what Mr. Nader and Mr. Petkas said this morning-
the competition is very keen for agents. The company that wants to sell
life insurance, 'what they have to do is recruit agents, and then the
agents will sell their life insurance.

Mr. SHARP. Would a law protecting the agents by preventing the
forfeiture of whst are now nonvested commissions make sense, at least
to the extent of any commissions due him in the future, beyond what
the company costs of training him or advances to him were?

Would such a law mke sense in your view?
Dr. BELTH. I have never given careful consideration to this. It is

an intriguing idea.
The idea of limiting the amount of forfeiture perhaps to the amount

invested in the agent in terms of salary and draw or some combination,
together with interest-4e could take interest into account in the cal-
culation and then limit the amount of forfeiture-it is an intriguing
idea. I think it perhaps deserves some exploration.

Mr. SHARP. Well, along those lines, we have, of course, nonforfeiture
of cash values in life insurance contracts. Is there any correlation?

Dr. BEiTir. There might be a correlary of some kind between non-
forfeiture laws so that if a policy holder pays the level premium for a
number of years, there would be laws requiring the payment of cash
surrender values.

This would, in effect, limit to some extent the amount of forfeiture
involved if he should discontinue the contract. That is for the buyer.

It is an interesting notion, nonforfeiture of nonvested commissions
for agents. As I say, it is a very intriguing idea.

Mr. SHARP. Now, you have had some experience with the National
Association of Insurance Commissioners meetings and proceedings
over the years. Do you know, of your own knowledge, has any such idea
been considered, either by the industry or the National Association of
Insurance Commissioners?

Dr. BETH. I do not recall ever having seen it.
Mr. SHARP. Mr. Chairman, that is all the questions I have. I would

like to take a few minutes to put in some documents.
First, I would like to submit for the record-I do not know if Dr.

Belth has done this already-an article he wrote for the Antitrust
Bulletin with Prof. W. J. Maxwell, called "The State of Competition
in the Life Insurance Industry."

This is a reprint, and I will make copies available to minority.
I would also like to offer for the record a copy of the January issue

article from Money magazine, entitled "What Life Insurance Really
Costs," a review of Dr. Belth's book, if minority would have no
objection.
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Also, this is a "Communication," I take it. It is reprinted from the
Journal of Risks in Insurance, voluume 37, No. 2, June 1970, pages
313 to 315, entitled 'Further Comments by an FSA (Fellow of the
Society of Actuaries) "iby Murray Projector.

It deals with Dr. Belth'sbenefits premium method, which I believe,
Door, is the retention method.

Dr. BELTH. It is the same thing as the retention method.
Mr. SHARP. I offer this for the record.
[The documents referred to were received for the record and appear

at the end of Dr. Belth's testimony.]
The last series of documents deal with the question of a "dividend"

on a participating policy. Here we have pages taken from a book of
Dr. Dan MoGill, who is the Ecker professor of Life Insurance and
executive director of the S. S. Huebner Foundation for Insurance
Education, University of Pennsylvania, Wharton School.

This is from his book on life insurance, a textbook called "Life In-
surance," published by Richard Irvin, 1959; and it is two pages from
chapter 16, dealing with the question of dividends.

Also, two pages from the book, "Life Insurance," by MacLean, 9th
edition, McGraw-Hill, 1962, pages 142 and 143, chapter 8 entitled
"Dividends."

[The documents follow. Testimony resumes on p. 558.1
[From "Life Insurance" McGill (Irwin, 1959)]

CHAPTER XVI-SURPLUS AND DIVIDENDS

CONCEPT OF GAINS AND LOSSES
It has been stressed in earlier chapters that the long-term obligation assumed

by a life insurance company, coupled with the fixed terms of Its contracts, forces
the company to calculate its premium charges on a conservative basis. The nature
of mutual life Insurance is such that the adequacy of the gross premium can be
given the highest priority; and consequently, it is found that mutual companies
incorporate ample margins of safety Into each of the basic assumptions entering
into. their gross premiums. The premiums of stock life companies must likewise
meet the test of adequacy; but careful consideration must also be given to the
competitiveness of the premiums, since no adjustments in the charges are made
after the policy is issued. The margins in stock company premiums will be
narrower, therefore, but still present. Thus. it is to be expected that both mutual
and stock companies will normally show a gain from each year's operations.

The Immediate result of a gain is to increase the surplus of the company; that
is, the assets of the company will show a greater increase than the liabilities.
The disposition of the gain, however, will depend upon whether it was realized
by a stock or a mutual company. The gain in the case of a stock company will
have been realized from either a specific margin for profit in the gross premium
or favorable deviations of actual experience from assumed experience, or both.
Irrespective of the source, the gain is analogous to the net earnings of an ordi-
nary commercial organization and is available for distribution to the stock-
holders as compensation for the use of their capital. However, only a portion of
the gain will normally be distributed to stockholders in cash, the remainder
being left in surplus to finance the acquisition of new business and to provide
a financial buffer against adverse contingencies.

The addition to surplus In the case of a mutual company will likewise come
predominantly from favorable deviations of actual experience from assumed
experience, but they cannot be regarded as earnings in the usual sense. They
represent overcharges made for the sake of safety, and it is understood by all
concerned that adjustments In the company's charges will be made on the basis
of actual experience. The basis for calling the deviations of actual from assumed
experience "earnings" in the case of stock companies and merely "overcharges"
In the case of mutual companies is that, In the one case, the gains go to third
parties (stockholders) while, In the other case, they go back to the persons from
whom they originated. Aggregate gains in a participating company are essen-
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tially a yardstick for measuring the proper proportion of the gross premiums to
be returned to the policyholders and are in no sense a measure of the profitability
of the business.

The refund to mutual policyholders is called a "dividend." This is an unfortu-
nate term, since only with respect to the excess of actual over assumed invest-
ment earnings can such a refund be regarded as a return on invested capital-the
usual connotation of the word. It is nothing more than a refund of a deliberate
overcharge and should not be confused with ordinary dividends payable to cor-
porate stockholders.

[From Life Insurance, MacLean, 9th Ed. (McGraw-Hill) (1962) ]

DIVIDENDS

In life insurance, dividends are the parts of the company's surplus allotted,
usually annually, either in cash or in some other form, as explained later, to the
holders of participating policies. The word "dividend" is, to some extent, a
misnomer, such an allotment being more in the nature of a refund of part of the
premium paid rather than a return on capital invested-the usual meaning in
other commercial transactions.

Surplus. In the operation of an insurance company the various assumptions
involved in the premium calculations are not exactly realized. Because of the
conservative view of the future generally adopted in the calculation of premium
rates for participating policies, the actual conditions experienced usually prove
to be more favorable than those assumed. Owing to medical selection and the gen-
eral trend toward lower mortality rates, deaths do not take place at so high a
rate as is indicated in an ultimate mortality table based on past experience. Sur-
plus funds, therefore, result front saving in mortality. The rate of interest"
realized on investments is usually greater than that assumed, and in that case
the funds of the company are further increased by excess Interest. Again, the
loadings may be more than sufficient to provide for expenses and contingencies, so
that a saving from loading results.

Surplus may also rise from capital gains. These may result either from writing
up (increasing) the book value of an asset or from -the sale of an asset for more
than the value at 'which it is currently being carried on the company's books-
the "book value."

Losses (decreasing surplus) may, of course, also be incurred at times from any
of the above-mentioned sources. Thus the actual mortality may exceed that
"expected," as it did in some companies during the influenza epidemic in 1918.
The rate of interest earned may be less than that assumed, as was the case in
many companies in the middle 1940s. Expenses may exceed loadings, and capital
losses may be incurred by the necessity of writing down the book value of an
asset or from its sale at less than book value.

The surplus funds may also be increased in other ways. Thus if the amount
paid as a cash-surrender value is less than the amount of the reserve held
against a policy at the date of lapse, surplus will be increased. Such a "profit"
frequently represents, in whole or in part, money returned to surplus which was
originally taken from it in order to establish the reserve (as was explained in
Chapter 7). To that extent it is not a true profit. Nevertheless, the reserve is
released, and the excess of the reserve held over the amount allowed as a sur-
render value increases the surplus as of that date.

It will be seen, therefore, that under practical conditions the actual assets
arising from the accumulation of premiums less expenses and claims will differ
from the amount of the reserves required and that normally a surplus will
result.

When a company makes up a financial statement, the surplus may appear in
one or more of three classifications: (1) funds not representing actual liabilities
but held for special purposes, such as the "mandatory security reserves" required
by some states: (2) funds set aside for the purpose of paying dividends in the
ensuing or in future years; (3) unas.igned funds not specifically "earmarked"
but available for any purpose and to meet any contingency. The first and third
of these items may be considered as the net surplum and the total of the three
items as the gross surplus. The surplus which has arisen during the past year
from the various sburces mentioned above may, in 0 * *

I The term "Interest" is conventionally used to mean "income on investment." although
a portion of that income is in other forms, such as dividends on stocks and rents from real
estate owned.

25-407 0 - 74 - p1. I - 36
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Mr. SHARP. Also a court decision, Well vs. Metropolitan Life In-
8urance Go., City Court, City of New York, February 9, 1939, cited as
101 New York Law Journal 661.

It was held that "the so-called 'dividends' in a mutual company ae
not dividends in the ordinary sense of the word, but merely represent
an excess premium or overcharge to the policyholder."

[The document was received for the record and appears at the end
of Dr. Belth's testimony.]

I also would like to submit for the record the decision of the Treas-
ury Department, Office of Commissioner of Internal Revenue, referred
to by Mr. Nader this morning. This is Treasury Depart ent Decision
1743, dealing with the question of "dividends declared by insurance
companies as not being deductible from gross income, and when such
dividends are apphed to the payment of renewal premiums, to shorten
the endowment or premium paying period," et cetera.

Inthi-decision the Treasury Department delared that they are not
dividends "in the commercial sense of the word, but are simply refunds
to the policyholder of a portion of the overcharge."

I would like to put those in the record.
Thank you, Mr. Chairman.
Senator HART. Without objection.
[The Treasury decision follows. Testimony resumes on p. 561.]

(T.D. 1743.)

SPECIAL EXCISE TAX ON CORPORAi IONS

Dividends declared
Dividends declared by insurance companies are the dividends referred to in

section 38, act of August 5, 1909, as not being deductible from gross income,
and when such dividends are applied to the payment of renewal premiums,
-to shorten the endowment or premium paying period, to purchase paid-up
additions and annuities, etc., they must be included in and accounted for as
Income. b

TizAsua'r DEPARTMENT,
OFFICE OF COMMISSIONER OF INTERNAL REVENUE,

Washington, D.C., December 16, 1911.
SI: Section 38 of the act of August 5, 1909, provides that every insurance

company now or hereafter organized under the laws of the United States, or of
any State or Territory of the United States, or under the acts of Congress ap-
plicable to Alaska or the District of Columbia, or now or hereafter organized
under the laws of any foreign country and engaged In business in any State or
Territory of the United States or In Alaska or In the District of Columbia, shall
be subject to pay annually a special excise tax with respect to thb carrying on
or doing business by such insurance company equivalent to 1 per cent upon the
entire net income over and above $5,000 received by it from all sources during
such year. The act referred to provides that such net income shall be ascertained
by deducting from gross iiome received within the yeat from all sources (first)
all the Ordiary and necessary expenses actually paid within the year out of
income in the maintenance and operation of its business and properties, includ-
ing all charges, such as rentals or franchise payments, required to be made as a
condition to the continued use or possession of property; (second) all losses
actually sustained within the year and not compensated by insurance or other-
wise, Including a reasonable allowance for depreciation of property, if any, and,
In the case of insurance companies, the sums other than dividends paid within
the year on policy and annuity contracts, etc.

In the administration of this law the questions of what was meant by the use
of the word "dividend" and the status of dividends declared by insurance com-
panies have arisen. These questions have been receiving most careful considera-
tion in this office for the past six months. Many hearings have been had on this
subject, at which have appeared officers and counsel representing nearly all of
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the insurance companies interested. In addition to elaborate arguments, a num-
ber of briefs have been filed and this office has onits own account made careful
and painstaking investigations.

Reduced to final analysis, the contentions of the various companies are chiefly
t W4 ;: -.

First-That dividends declared by mutual and participating companies are not
dividends in the commercial sense of the word but are simply refunds to the
policy holder at the time the annual premium of the policy contract is collected,
which overcharge-is merely held in trust by the company issuing the policy, and
annually or at stated periods all, or a portion thereof, is returned to the person
holding the policy.

A careful consideration of the language used by Congress on this subject, a
- consideration of the provisions in the policy contracts relating to dividends; the

statements of the insurance companies to their policy holders; the statements
made by the insurance companies to the public generally through their authorized
advertisements, their literature, and by their agents; and the sworn reports of
the insurance companies made to the various State authorities show that this
contentleni-ie-utenable.

The language in the various policies differs a little, but the contract itself sets
out specifically that the policy shall entitle the holder annually or at stated
periods to a divided which shall be the distributive share of the policy in the
surplus of the company, the amount thereof being fixed by the board of directors
or in some other designated method.

In the authorized literature sent out by each of the various companies the
amount of the dividend is in general made the most prominent feature, and, as
a matter of common knowledge of every person who has reached the age of
maturity, each and every one of the agents of these companies presents a mass
of alleged facts and figures showing the financial benefits to be derived by
taking a policy in any given company on account of its large annuat surplus
and the-dividend to be declared on the policy as a result thereof. In fact, in
the current magazines, street-car advertisements, etc., one is confronted with
allegations set forth in attractive type of the dividends earned and declared
on the policies of one or another of these companies.

In all of the policy contracts and in the literature and representations of the
agents and officers of the respective companies the amounts thus paid to the
policy holder are desiguqted dividends, are treated as dividends so far as appears
both by the companies and the policy holders receiving them, and an examination
of the sworn reports furnished by these insurance companies to the various
State officers discloses the fact that these amounts are still called dividends,
and In the face of these facts it becomes an impossibility for this office to rule
that such dividends should be considered under any other deslgnatioji or that
the amounts so paid should be deductible from gross income in making the
returns of annual net income.

It was vigorously contended by counsel, representing certain of these com-
panies, that it was necessary at the outlet to disregard entirely the policy
contracts, the published literature, the representations of officers and agents,
the sworn returns to State authorities, and to consider the proposition only after
these items had been eliminated; that owing to the exigencies of business and
the competition of insurance companies it was necessary, in order to secure
new business, to convince the prospective policy holder of the desirability of
the same and that this commercial necessity, had resulted in the companies
making misrepresentations of facts as to dividends to their prospective pur-
chasers of insurance, and that names and designations having a single specific
meaning In the commercial world, and which were therefore attractive to pros-
pective policy holders, had been adopted to represent transactions which they
now hold are entirely different from what their name implies and represents,
and from that which the policy holder himself believed he was receiving, and
that business necessities had caused a continuance of these misnomers. It was
represented that, in fact, there were no dividends, but merely a refund of over-
charges, which, for reasons above stated, were usually referred to as dividends.

It appears, however, from the Investigations of the books themselves that
In many cases the earnings of the companies from previous investment and
holdings are nearly, if not quite, as large as the amounts which are annually
distributed as dividends, and while it may be true that the dividends in whole
or in part might be distributed from premiums rather than from these earn-
ings, it does not appear that a separation of sources of income Is made for the
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purpose of ascertaining the funds available for dividends. The insured is not
prbmised a refund, but a participation in the surplus or profits is promised

-and the plea that the dividend declared is a refund of a portion of the premium
heretofore paid, rather than a distribution of the actual surplus of a company
derived from all sources, does not appear to be consistent.

It does not appear, therefore, that the facts warrant the contention of the
counsel that dividends are refunds of premium payments, but on the contrary
it appears that most of the companies are in a position to declare a dividend
which will conform to the commercial definition of dividends urged by counsel
as the correct definition.

The language of Congress relative to deductions from gross income is as
follows: "And in the case of insurance companies the sums other than dividends
paid within the year on policy and annuity contracts," and there is no clearer
or more reasonable rule of construction than that every clause or word of a
law should be presumed to have been intended to have some force and effect.

When all the facts are borne in mind and it is remembered that such facts
were all before Congress at the time the specific language was adopted that an
insurance company should be entitled to deduct "the sums other than dividends
paid within the year on policy and annuity contracts and the next additions,
if any, required by law to be made within the year to reserve funds," it is clear
that by "dividends" Congress had in mind the same thing that the insurance
companies themselves have been designating as dividends, and that whether
'such dividends are dividends in the commercial sense or not they constitute
what Congress specifically prohibited from being deducted.

Second. The second contention, and the one most vigorously advanced by many
of the companies, is that granting that dividends paid to policy holders in cash
are dividends within the intent of the statute, when such dividends are applied
to (a) the payment of renewal premiums; (b) applied to shorten the endow-
ment of premium-paying period; (o) applied to purchase paidup additions and
annuities, they are not dividends but refunds applied as stated. The conten-
tion is that the company does not actually receive the money and that it Is not,
therefore, to be taken up in the income accounts, but that owing to provisions
of local statutes over which they have no control they are forced against their
will to take up these items on their ledger accounts and on their sworn state-
ments as income.

A careful consideration would appear to show the complete fallacy of this
contention. It is not disputed that when the dividends shall have been declared
and the ratable distribution determined by the duly constituted authority of
the company, the title to the ratable share is thereby vested in the policy holder.
Such being the fact, the company Is thereafter the mere custodian of the amount
of dividend thus declared and agrees as agent to make disposition of such amount
in accordance with the direction of the owner thereof. This is specifically set
out in the policy contracts, and the disposition of the dividend Is determined
solely by the election of the policy holder himself.

The insurance company declares a dividend and the policy contract gives the
insured, in whose favor the dividend is declared, the absolute direction of its
disposal. He may direct that it be paid to him in cash or he may direct its dis-
posal as hereinbefore stated, by the conspany, which acts as the agent of the
policy holder in applying the dividend as he may direct. The dividend having
been regularly declared, the amount belonging to each policy holder is entirely
within his control in accordance with the terms of his contract, and he may and
must direct its disposal as stated. For purpose of illustration, suppose a policy
holder elects to direct the disposition of his dividend to the part payment of his
next renewal premium. The company contends that such an election on the part
of the policy holder is a debate on the part of the company. When we consider,however, that the title to this dividend has already veAted in the policy holder,
it would appear that there is no abatement of premium, but that the policy holder
who pays a continuing annual premium, remits to the company a certain portion
of that premium in cash and directs that the company take the amount of divi-
dend due and payable to him and add it to the amount remitted In cash in pay-
ment of the premium then due to the company. The policy contracts of the com-
panies themselves, the receipts for premium payments, and the whole transaction
appear to establish this beyond any question.

The contention that the company does not receive the amount of money belong-
ing to thypolicy holder which is in the physical possession of the-company, and
which the policy holder directs to be taken and added to the amount which he
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remits and thus pay his premium liability, is, moreover, not acceptable as an
accounting proposition.

Nor can this office concur in the proposition that the company can, at the
direction of the owner or a sum of money In its custody, take such sum and make
a part payment on an obligation therewith and then contend that out of its
liberality it has abated a portion of the obligation exactly equal to the amount
of money in its possession thus applied at the direction of the policy holder.

The second and third allegations as to disposition of dividends declared fall
Identically within the reasons set forth, and a further detailed discussion thereof
does not appear necessary. It appears clear, therefore, that under the language
of the law the dividends excepted from deductions are the amounts disbursed
annually by the various companies as dividends and that after the dividends are
once declared, and by the direction of the policy holder are transferred back to
the company for the purpose of paying premiums, purchasing additional insur-
ance, or shortening the term of Insurance, the amount of dividends so
re-transferred to the company constitutes income in every sense identically as
though the actual cash was paid therefor, and such items shall be so treated and
accounted for. The contention of the insurance companies that their ledger
accounts and sworn statements are untrue and incorrect as to the Item of divi-
dends can not be acccepted.

Certain decisions of State courts appear to lend color to the position assumed
by the various companies. It should be borne in mind, however, that the various
statutes construed or referred to In these decisions differ both in language and
intent frout the statute now under consideration, and without raising the question
as to the extent to which these various State decisions are under consideration,
and without raising the question as to the extent to which these various State
decisions are binding, it is clear from a careful consideration thereof that they
do not furnish a safe guide to follow in determining the intent of Congress as
evidenced by the language now under consideration.

The various agents will, therefore, continue to make up the returns from the
ledger accounts of the insurance companies, recommend disallowance of any
deduction claimed on account of dividends, and report as items of income all
dividends declared by insurance companies and repaid to the insurance con.
panies by direction of the owner thereof, even though the physical possession of
such dividends shall have continued with the company.

The matter of amortization of bonds has already been the subject of an official
ruling. The various items of depreciation claims and of certain questions relative
to reserves are not sufficiently general for a ruling to be made thereon, and such
questions will, for the present, be made the subject of individual consideration.

Respectfully,
ROYAL E. CABELL,

Comnmisioner.
Mr. JOHN W. SINSEL,

Internal Revenue Agent, New York.

Senator HART. Senator Hruska will preside. I have an appointment
with the mayor of Detroit.

Senator HRUSKA. Thank you, Mr. Chairman.
Dr. Belth, I am very sorry not to have been here this morning when

you testified. I understand you also answered some questions. I do not
know what questions were asked of you and what your answers were,
but I have one or two observations and maybe a question or two.

I noted in your statement that you so kindly furnished the commit-
tee in advance-I refer particularly to that part of your statement
in which you describe and discuss deceptive sales practices.

You defined the word or described it, deceptive, as a presentation
which tends to give the recipient an erroneous impression about im-
portant relationships.

Now, sectioa 5 of the Federal Trade Commission Act makes decep-
tiveness and-deception a criminal act and, therefore, whenever it is
found, it is subject to a penalty of $5,000 a day for each day that
deception continues, if it does.
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Was it in the sense of that Federal Trade Commission provision
that you use and discuss this deceptive sales practice i n your statement ?

Dr. BLTH. Senator Hruska, the way in which I used the word,
I will have to confess that I have no formal legal background, so that
the way in which I used the word was with rather heavy alliance on
the third edition of Webster's Dictionary.

The word there, as I read the definition in the third edition, conveys
the idea that the word "deception," in and of itself, does not necessarily
connote intent. That was the reason for the choice of that word.

I *did not have any particular idea. in mind concerning whether
decetion-or the kind I was describing-would be actionable under
the ederal Trade Commission Act. or any other, as a matter of fact,
even under State insurance laws, rules prohibiting deceptive practices.

I just expressed the opinion that if it, gives an erroneous impression,
it involves deception, as defined in Webster's thiird; and indicated that
it is this matter of erroneous impressions leing conveyed by the
presentation.

Senator IRUSKA. So it was in a lay sense that you used the word,
rather than a legal sense or statutory sense.

Dr. BEL .That is correct.
Senator HRUSKA. You do say in your statement that, when you de-

scribed deceptive, you say, "I do not intend to suggest that the decep-
tion is necessarily deliberate."

Dr. Bwrn. That is correct.
Senator HRUSKA. On the part of the life insurance company or the

agents.
As a matter of fact, if we took that page, I guess it is, table 1,

the annual information sheet that you prepared for your talk in Madi-
son last night, that would be vulnerable a little bit, would it not, on
the basis of deceptiveness in this respect-and I ask the question-
you used the factor there of 5 percent in order to arrive at your figure.

Dr. BEJTHr. That, is right.
Senator HRTSKA. In truth and in fact isn't this what you are saying

there that, if the insurers would take their amounts of money and put
it away someplace themselves, they would get 5 percent, and, therefore.,
it is all right to use that figure in the computations for the purpose
of that table?

Isn't that what you are trying to convey?
Dr. BETmr. In a way, ves But I prefer to explain it in terms of this

notion of allocation of ihe interest, rather than in terms of what he
could earn if he put the money somewhere else.

It has the same effect , but I really do prefer to explain it, more re-
cently in terms of the allocation question.

Now, ' is an assumption, and it is a way of allocating the interest
in what I would hope is a reasonable way, so that the results would
convey-give a reasonable idea to the consumer of important relation-

S course, one of the reasons I do this is to try to stimulate, if at all
possible, open public discussion of the subjet.

As I indicated this morning, probably on more than one question
that was asked, there has been a total absence of open public discussion
of this subject by the insurance industry.
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Senator HRUSKA. Well, of course, that allocation business you de-
scribe and you discuss very thoroughly in your statement that you filed
with the committee.

I was referring to the table, the annual information sheet that you
suggested as being one of the methods of being able to get specific
information that someone could understand.

Now, of course, immediately, when you say 5 percent, you say, "I am
assuming a rate."

Now, somebody else would say 4 percent, some would say 6,
some maybe 3. But at any rate, whatever it is, is the consumer in
truth and in fact given 5 percent on the money that he has in the
policy if he used it himself and invested it himself ?

Suppose, instead of leaving it in this insurance policy, he would
invest it, presumably, in a private concern. But is it in truth and in
fact 5 percent. which would result in a certain amount of income to
him upon which he would have to pay taxes, which he does not pay on
the money that is left in policy. Isn't that true?

He would not net 5 percent that you are talking about. Could it
be suggested by a critic who would not be kindly disposed to you that
you, yourself, are engaging in some sort of deception; namely, an
erroneous impression?

Dr. BELTIK. When the question is phrased" in truth," I have extreme
difficulty with it, because the whole idea of an assumption is not
intended to convey truth.

An assumption is what the individual or some reasonably expert
people think would be a reasonable assumption. -It is not a matter of
truth or falsity.

So let us start on that basis.
Now, the question of whether he invested it-it is quite true that

he might, if he were to invest the money, he might invest it somewhere
in which he would receive some income that was taxable. He might
also invest it somewhere and receive income that was not taxable.

But what I did attempt to do in the disclosure system that I propose
for discussion, as a basis for discussion, I attempted to completely
omit the entire question of taxation, on the grounds that the tax ques-
tion is separate and should not be part of the disclosure system.

For example, if-I understand that there was a bill-I did not
study it carefully, but 'I understand there has been a bill from time
to time introduced called truth in savings, which would involve dis-
closure of interest rates on various kinds of savings media.

I believe that the disclosure there would be in terms of the interest
rate, without regard to its tax treatment. Perhaps this is at least
partially parallel to that. We leave the question of taxation out of the
disclosure system.

Now, it would be possible to develop a disclosure system which
would be based on two additional assumptions, beyond the rate of
interest to be assumed.

There could be an assumption (a) whether it would be taxable or
not. You could assume that., yes, it is taxable. There could be a further
assumption about., if it is taxable, what the tax bracket, the applicable
tax bracket would be of the individual or policy owner.

This would introduce two additional assumnptions that would have
to be made.
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I simply propose that we not make assumptions in that area.
Senator H RUSKA. Well, I know that is what you mean and that is

the basis upon which you say that you are leaving out this assumption,
the question of taxation.

That is not something that the insured sees, you see. He does not
have the opportunity to ask you the question that I have, that I am
asking you. He has this sheet of information, and it says that the
inteikest rate is calculated at 5 percent to arrive at the net. value of the
policy.

Well now, you cannot give him a credit for 5 percent. Ie is never
going to get 5 percent. He is going to get 5 percent less his tax rate;
and that 5 percent would be on top of the taxes, on top of the net
revenue which he is getting. So it would be the highest rate which
he pays.

I just raise that as just one of the things. I wonder if sometimes
there is not too great a facility to refer to somebody else's product
as deceptive. Then say, "Well, now, I was not deceptive, because I
assumed this and I dia this for these reasons," and so forth.

I am confident that if we had-and in due time we will-a simple
way of determining the value of a policy, I imagine we are going to
get an explanation something like this: Even though interest is not
mentioned, even though the factor of money can keep inviting invest-
ment by the insurance company and the proceeds therefrom of that
income are added to their reserves to make payment possible in due
time-I imagine it will be said, and I think with some justification,
anyone who pays an insurance premium knows that that money does
earn interest, anyone, because all you have to do is figure out the
number of years times the premium he pays each year, and he knows he
cannot get that money back in the form of $1,00 endowment or even
$1,000 death benefit unless something was added to it.

Therefore, the basis of saying, inasmuch as this is not computed,
therefore-and it is not stated-therefore, it is deceptive.

Well, I would think it would not take any amount of great intelli-
gence to deduce that there is value to money that ig on deposit.. Most
people know that when money is on deposit it earns dividends.

That is the point that I ain trying to drive at. It is the factor of
interest not paid, and yet I would doubt seriously that there would be
anyone who would not understand that interest is being earned by the
insurance company.

In the absence of that mentioned, expressly referred to, to callthat
deceptive, I do not think it is deception at all. Do you really?

Dr. BELTH. Yes, sir; I do..
Senator HRUSKA. Then would you give us your reasons, if there is

any justification, for saying that the normal insurance buyer and
policyholder does not know that when money is in the hands of some-
one it earns interest.

Would you deny him that bit of knowledge and understanding?
Dr. B.LTH. The reason that I feel that the omission of the reason-

able attempt to allocate the interest with a reasonable interest assump-
tion constitutes deception is that the life insurance contract is so com-
plex that even though a person might have an idea that interest is
somewhere floating about, he simply has no conception of the effect of
this interest that is floating about on the results presented.
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I went to some pains to present the class A deception that I refer
to in the statement with some slides this morning to show the effect of
changing from what amounts to what I think is a misallocation of the
interest to a reasonable allocation.

The differences are quite astounding.
I just simply feel that unless a reasonable attempt is made to make

a reasonable allocation, then deception is involved.
But, having said all that, I would simply welcome open public

discussion of precisely the points you are raising by the life insurance
industry.

Senator HRuSKA. Well, I suppose that is a way of looking at it;
that life insurance is complex. But certainly if over the kitchen table
the life insurance agent is taking to his customer and he says, "Here
is a 20-year paid-up insurance contract. You will pay a little rate
here, but you will pay only 20 years and then you are all done and
you can put it away. In due time you can take the cash out, or upon
your decease, your wife or widow will get the money."

And if the premium is, say, $30 a year and there are 20 years, that
comes to $600. Most people would know that they are paying in only
$600, but if he should die, he is going to get $1,000. Or, if it is going
to ripen into value in 20 years, he is going to get $1,000 in cash or $8950.

Most people would know that his money is earning interest in the
insurance company's hands, don't you think so?

Doesn't it appeal to one's sense of reason?
Dr. BELTI. Yes, sir, I do believe they would know that interest is

somehow floating about, but they would have no conception of its
magnitude.

Senator HRUSKA. Perhaps not, perhaps not. And I do not know
how much. It is difficult.

At any rate, when I saw that word "deception," I thought of it in
terms of the law. I believe the provisions of the legislation on this
subject say that deception will be considered, in section 5 of the
Federal Trade Commission Act, for fine of $5,000 for every day that
it is practiced.

That is a pretty severe penalty. Maybe we would not have as many
life insurance agents if we l)ad that type of penalty.

Counsel, have you any further questions?
Mr. SHrARP. No questions.
Senator HRUSKA. Thank you very much for coming and testifying.
Dr. BELTiI. Thank you for the opportunity.
[The following material relating to Dr. Belth's testimony was

received for the record. For further material see appendix. Testimony
resumes on ). 690.]
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STATEMENT OF JOSEPH M. BELTH

I am Joseph M. Belth, professor of insurance, Graduate School of

Business, Indiana University, Bloomington, Indiana. I am also president-

elect of the American Risk and Insurance Association, an organization of

insurance professors and others interested in insurance education. I am

author of Life Insurance: A Consumer's Handbook and various other books

and articles on life insurance. I am not being compensated for the preparation

of this statement. The views expressed in this statement are my own and not

necessarily those of any institution, organization, or other individual.

The purposes of this statement are to describe (1) the general nature

of the market problems that have spurred the truth-in-life-insurance movement,

(2) the specific nature of a variety of deceptive sales practices that are

widespread in the life insurance market, (3) the developments of the past

five years that have led up to these hearings, and (4) a proposed method

by which adequate information disclosure to the consumer might be achieved.
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I. Market Problems

Ignorance, complexity, and apathy are the three words that best

characterize the life insurance market. Their combined effect produces

fertile ground for the exploitation of consumers.

ignorance

Host prospective buyers do not understand the different kinds of life

insurance policies. They do not know there are large differences in price

among life insurance companies for essentially the same coverage.

Nor is ignorance confined to life insurance buyers. Many if not most

life insurance agents are ill-equipped to provide reliable financial advice

to their customers. State licensing examinations require a minimum of

knowledge about life insurance. Company training programs and most industry-

wide training programs place the emphasis on sales skill rather than technical

knowledge.

Nor is ignorance confined to life insurance buyers and life insurance

agents. Many life insurance company home office executives have only a

superficial knowledge of life insurance. Life insurance company investment

officers and many life insurance company attorneys are engaged in specialized

work that has only an indirect effect on the life insurance market. And those

responsible for sales development generally have come up through the sales

ranks. Many of these sales executives were successful in the field, but

sales success is not synonymous with technical knowledge. Indeed, it is

often argued that technical knowledge tends to hamper sales efforts.

Complexity

The complexity of life insurance reinforces the ignorance referred to

above. There are two kinds of life insurance complexity, however, that

relate directly to consumers.
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The first of these is the complexity that is inherent in life insurance

because of its nature and purpose. Death rates increase with advancing

age; therefore, in the absence of special arrangements, premiums increase

with advancing age. When special arrangements are made to avoid increasing

premiums, the resulting level premiums involve an overcharge in the early

policy years that gives rise to a savings element. The life insurance policy

is thus transformed into a complex package consisting of life insurance

protection and a savings medium.

The second kind of life insurance complexity stems from the proliferation

of policy types. It is not surprising that there is virtually an infinite

variety of life insurance policy types, because businesses in many industries

engage in product differentiation in an attempt to avoid price competition.

But the proliferation in life insurance has reached large proportions.

There are many so-called specialty policies. These usually are designed to

fit an elaborate sales presentation, rather than to perform real services

for the buyer. There are also many different policies of the so-called

conventional type -- so many, indeed, that it is difficult to distinguish

between conventional policies and specialty policies.

Apathy

The apathy in the life insurance market is widespread. It is also

important in at least two respects.

First, apathy on the part of buyers is at least partially responsible

for what happens in the life insurance market. The typical person does not

like to talk about life insurance, because it forces him tothink about his

own death. People would rather spend their leisure time discussing automobiles,

sports, politics, social problems, or the state of the economy.

The effect of the apathy is to make life insurance very difficult to

sell. This difficulty, in turn, makes it necessary for life insurance
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companies to provide intensive sales training for their agents. Since the

companies want to get their agents into production quickly, there is not

enough time to give them a thorough grounding in the technical aspectsof life

insurance. Moreover, there is a strong feeling that technical knowledge

does not assist, and may actually hinder, sales efforts.

Once an agent starts to sell, he is likely to encounter difficulty

in maintaining satisfactory production. His-selling problems usually stem

from apathy on the part of prospective buyers. So he must be provided with

constant encouragement and more sales training. The constant emphasis on

sales techniques, moreover, probably tends to harden the resistance of buyers.

So the agents are given more and more sales training to overcome the sales

resistance of their prospects. In short, apathy on the part of buyers is

at least partially responsible for the emphasis on sales tactics and for the

kind of sales tactics employed by life insurance companies and their agents.

The second important effect of apathy on the life insurance market is

that it tends to perpetuate ignorance. When people are not interested in

discussing life insurance, they do not find out how it operates or how it

can be useful to them. They do not learn of major differences among policies

and among companies. They get the idea that all life insurance is the same.

Thus, there is a circular characteristic to the ignorance, complexity,

and apathy that permeate the life insurance market. The apathy fosters

ignorance and complexity, because consumers generally are not interested

enough in life insurance to try to dispel their ignorance and cut through

the complexity. At the same time, ignorance and complexity foster aparhy,

because consumers generally do not realize the extent to which they are being

penalized by ignorance and complexity and therefore are not interested in

life insurance.
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The Results

In such an atmosphere of ignorance, complexity, and apathy, there are

ample opportunities for the exploitation of consumers. Some companies train

their agents to use a single sales presentation designed to sell one

particular policy, without consideration of the suitability of the policy

for a particular buyer. Many such policies are high-priced as well as

unsuitable, and their primary redeeming virtues are a large agent's commission

and an even larger profit for the insurance company.

Many policyholders are overcharged for their life insurance, in the

sense that they could have boughtcomparable coverage at much lower prices.

How can large price differences-exist? The market for individual life insurance

is characterized by an absence of reliable price information. As long as

buyers do not have good information, and as long as buyers think all life

insurance companies charge about the same price, companies that charge high

prices can sell just as successfully as companies that charge low prices.

The life insurance market is characterized not only by an absence of

reliable price information, but also by the presence of deceptive price

information. The specific nature of these practices is described in the

next section of this statement.
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II. Deceptive Sales Practices

Lire insurance contracts generally are long-term financial instruments

that perform useful functions in our society. In my opinion, however, the

sales and advertising practices of life insurance companies sometimes are

deceptive. In this section of the statement, I will illustrate and comment

upon a variety of such practices.

I would like to explain what I mean by the word "deceptive." In my

view, a presentation is deceptive if it tends to give the recipient an

erroneous impression of important relationships. The emphasis in this

definition is on the recipient. When I describe a life insurance advertisement

or sales presentation as deceptive, I do not intend to suggest that the

deception is necessarily deliberate on the part of the life insurance company

or agent.

Background

- Except at very young ages, the likelihood of death increases as age

increases, and with increasing rapidity. Life insurance sometimes is

written on a one-year renewable term basis, with premiums increasing in

a manner designed to offset the increasing likelihood of death. Under such

an arrangement, the insurance company experiences a phenomenon called

"adverse selection," in which policyholders with deteriorating health

tend to renew their policies and policyholders in good health tend to

discontinue their policies. This adverse selection leads to a deterioration

in the "quality" of the group, and to a larger than anticipated number of

death claims relative to premium payments. An attempt to anticipate the

adverse selection by more rapid premium increases tends to aggravate rather

than solve the problem.

575 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



572

Level-premium life insurance, under which the premium remains constant,

is a technique adopted by the life insurance industry in an attempt to

minimize adverse selection and at the same time make it financially feasible

for policyholders to continue their protection even to advanced ages. Such

an arrangement requires that the policyholder be overcharged (relative to

mortality costs, expenses, and profit) in the early policy years to offset

the inadequacy of premiums in the later policy years. The level-premium

arrangement and the legislation requiring cash values make life Insurance

companies major financial institutions and transform what otherwise would

be an insurance transaction into a combination or package transaction

involving both insurance protection and a savings medium.

Because of the package aspect of cash-value life insurance contracts,

it is necessary to distinguish between the "premium" for the contract and

the "price" of the protection element of the contract. To compute the

price of the protection element, it is necessary to separate the protection

element of the policy from the savings element, at least in a theoretical

sense. Since the separation involves the.making of assumptions, no single

price figure can be established as the price; rather, any price figure

must be accompanied by a statement concerning the assumptions used in

computing that figure.

The nature of a life insurance price figure may be illustrated by an

analogy. Assume that an individual is purchasing a package that consists

of an item A and an item B. When only the price of the package is given,

no single figure can be established as the price of either A or B alone.

To calculate the price of A, it is necessary to make an assumption about

the price of B, and vice versa. Thus, any figure established as the price

of A must be accompanied by a statement about the assumed price of B, and

vice versa.
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In life insurance, the two parts of the package are protection and

savings, and any figure established as the price of the protection must be

accompaniLadbya statement about the assumed rate of retrain on the savings

element. Conversely, it is possible to make a statement about the rate of

return on the savings element only if an assumption is made about the price

of the protection. In short, the price of protection and the rate of return

on the savings element are two sides of the same coin, and either can be

used to make comparisons among policies. -

Class A Deceptive Practices

For the purposes of discussion, I have divided the various practices

described here into three categories. I have designated these as Class A,

ClasIT-j--A %-Class C deceptive practices.

Class A practices are those involving a misallocation of the interest

factor. Since the complexity of life insurance is a major barrier to an

understanding of the full implications of Class A practices, I have developed

a simple analogy that strips away the complexity and illustrates the

fundamental problem.

The savings-account analo.--Assume that an individual puts $1,000

per year into a savings account, and that the account is credited annually

with 5 percent interest. The growth of the account over a period of ten

years is shown in Table 1, with the figures rounded to the nearest dollar.

Consider the tenth year. The saver starts the year with $11,578 and

adds $1,000 to it. At the end of the year, his account is credited with

interest of $629 (5 percent of $12,578), making his account $13,207 at the

end of the year. Of the $629 interest in the tenth year, $50 is attributable

to the tenth year's deposit of-$1,000, and the other $579 is attributable to

the previous deposits made during the first nine years.

25-407 0 - 74 - pt. I - 37
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TABLE 1

GROWTH OF $1,000 PER YEAR AT 5 PERCENT INTEREST

Interest Amount in
Deposit at Credited Account at

Year Beginning of Year for Year End of Year

1 $1,000 $ 50 $ 1,050
2 1,000 103 2,153

3 1,000 158 3,310

4 1,000 216 4,526

5 1,000 276 5,802

6 1,000 340 7,142

7 1,000 407 8,549

8 1,000 477 10,027

9 1,000 551 11,578

10 1,000 629 13,207
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In my opinion, it is deceptive to state or imply that the $629 of

interest in the tenth year is attributable in its entirety to the tenth

year deposit of $1,000. In other words, the rate of return here is 5

percent, and I regard as deceptive any presentation that states or implies

that the saver is earning 62.9 percent interest on his tenth year deposit

of $1,000. This form of deception is the basic characteristic of each of

the Class A practices described below.

The Harris article.--In the February 1970 issue of Life Insurance

Selling magazine, there is an article by Richard F. Harris, Jr., entitled

"I Tell Corporations, 'Put the Difference in Permanent. '" The article is

reproduced in Appendix A.

In this article, $989 per year is the. difference between a decreasing

term premium and a straight life premium. Harris attributes the full

mount of the cash-value increase in any given year to the $989 difference

paid in that year. For example, in the tenth year, he shows an "annual

increase in assets" of $1,427. He attributes that increase to the $989

difference paid in the tenth year, and then he shows the "annual % tax free

profit" that year as 44.3 percent.

The cash surrender value of the straight life policy at the end of

thirty years is $45,134. Implicit in the relationship between a $989 annual

deposit and an accumulation of $45,134 at the end of thirty years is an

annual interest rate of about 2.6 percent. If an adjustment were made for

the different amounts of protection under the decreasing term policy and

the straight life policy, the implicit annual interest rate would be about

3.8 percent. Such rate-of-return figures are not mentioned in the Harris

article. Instead, after a negative figure in the first year, the "annual

% tax free profit" figures range from 15.6 percent in the second year to
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77.5 percent in the thirtieth year. These figures correspond to the

figure of 62.9 percent used in the savings account analogy.

Harris denies that he is discussing compound interest. Actually,

the question of simple versus compound interest is a relatively minor

part of the problem here. Consider the savings account analogy. Of the

$629 interest in the tenth year, $500 is attributable to the ten deposits

themselves (5 percent of $10,000), and $129 is attributable to interest

on the interest on the nine previous years' deposits. In other words,

about one fifth of the interest in the tenth year is attributable to the

effect of compound interest.

The Provident Life and Accident advertisement.--In the April 1970

issue of Life Insurance Selling magazine, there is an advertisement by

the Provident Life and Accident Insurance Company of Chattanooga, Tennessee.

The advertisement is reproduced in Appendix B.

Consider the third policy year. The annual premium is $1,689. The

cash value increases by $1,700 -- from $1,800 at the end of the second

year to $3,500 at the end of the third year. The Lash-value increase is

subtracted from the annual premium, and the advertisement shows a third

year net cost of minus $11.,

Comparing the full amount of one year's cash-value increase with that

year's premium is similar to comparing the full amount of one year's increase

in a savings account..with that year's deposit. When a reasonable allocation

of the interest factor is made (by assuming 5 percent, for example), the

third year price of the protection is $163 rather than minus $11. In the

seventh year, the price of the protection (again assuming 5 percent interest)

is $403 rather than minus $111. The manner in which the above figures of

$163 and $403 are calculated is explained later.
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The American General advertisements.--In the January 28, 1967, issue of

The National Underwriter (life insurance edition), there is an advertisement

for the American General group of companies. One of a series of "Back Page"

advertisements written by Benjamin N. Woodson, American General's president,

the article is entitled "Policy #367,285 Revisited." The advertisement is

reproduced in Appendix C.

In this advertisement, Woodson discusses the thirty-seventh policy year

of his contract. He states:

a . .the increase in value from 1966 to 1967
amounted to $85.90, which grew out of the payment,
just made, of an annual premium less dividend of
only $60.26 . . .which means that my cash value
increased this year at the rate of $142.54 for
each $100 deposited [Emphasis in original.]

Woodson attributes the entire cash-value increase of $85.90 in the thirty-

seventh year to the payment of $60.26 -in that year, although a substantial

part of the $85.90 increase is attributable to interest on the savings

element developed during the preceding thirty-six years.

The effect of this advertisement is to imply that the rate of return

on the $60.26 deposit in the thirty-seventh year is 42.5 percent above and

beyond the price of the protection that year. On the other side of the

coin, the effect is to suggest that the price of the protection that year

is minus $25.64. When a reasonable allocation of the interest factor is

made (by assuming 5 percent, for example), the price of the protection in

that year is $90.97 rather than minus $25.64.

In March 1970, 1 criticized the above advertisement in a statement

prepared for the Consumer Subco ittee of the Senate Commerce Couuittee.

Woodson responded to my criticism in another "Back Page" advertisement

that appeared in several places including the August 1970 issug.of The
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Insurance Salesman. In the more recent advertisement, which is reproduced

in Appendix D, Woodson indicated that he was wrong when he attributed the

increase in cash value solely to the current premium payment. Woodson

also alluded to another aspect of the problem. The situation may be

sumnarized by co.asidering the following three statements and their truth

or falsity:

(1) "The premium payment in the thirty-seventh
year is $60." True.

(2) "The cash-value increase in the thirty-seventh
year is $86." True.

(3) "The $86 cash-value increase grew out of the $60
premium payment." False.

Now, suppose one substitutes for the third item the statement that "the

$86 cash-value increase grew in part out of the $60 premium payment and

in part out of interest on the accumulation of the previous thirty-six

years." All three statements are now true, and the use of deception has

been avoided, in my opinion.

But suppose one makes only the first two true statements and omits

the third statement entirely. In my opinion, deception is now involved,

because unless the listener is extremely familiar with life insurance-and

adept at handling financial reasoning, he is apt to infer that the $86 cash-

value increase grew out of the $60 premiumpayment. In other words, if one

makes the statement about the cash-value increase, I feel he must go one

step further and make the correct statement about the sources of the increase.

The Northwestern Mutual advertisement.--In the April 1964 issue of

Successful Farming magazine, there is an advertisement by The Northwestern

Mutual Life Insurance Company. The advertisement is reproduced in Appendix E.

In this advertisement, the price of the policyholder's $72,600 of

"protection" is determined by making a comparison between the current year's
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increase in his dividend account). The result is "only $97 a year."

The effect of this advertisement is similar to the effect of the Harris

article and the advertisements described above. Actually, a substantial

portion of the $1,548 cash-value increase is attributable to interest on

the savings element developed during earlier years.

Thledger statement.--Many companies utilize the so-called ledger

statement as a part of their sales material. An example is reproduced in

Appendix F, which shows the form of ledger statement used by the Acacia

Mutual Life Insurance Company. -

In this case, the "annual'net payment" each year is determined by

subtracting the annual dividend from the annual premium. Then the "cash

value increase during the year" is subtracted to arrive at the "annual

net cost or gain." By the tenth year, the latter figure is a "gain,'

or negative cost. In that year, for example, the "annual net cost or

gain" is a "gain" of $87 (or, stated another way, an "annual net cost"

of minus $87).

The effect of this presentation is similar to the effect of the Harris

article aid the advertisements described above. Actually, a substantial

portion of the $2,100 cash-value increase in the tenth year is attributable

to interest on the savings element developed during the first nine years.

When a reasonable allocation of the interest factor is made (by assuming

5 percent, for example), the price of the protection in the tenth year is

$880 rather than minus $87. The manner in whlch the figure of $880 is

calculated is explained later.

An alternatLve.--$Since the prLce-of-protection understatement (or

rate-of-return overstatement) in the above illustratLons results from a
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misallocation of the interest factor, all that is needed is a reasonable

allocation of the interest factor. This can be accomplished easily.

Consider, for example, the tenth year in the Acacia Mutual ledger

statement. The minus $87 cost shown in the statement can bv-calculated

by the following formula:

P + CVP - CVC - D - C
I

where P is the premium for the year, CVP is the cash value at the end of

the preceding year, CVC is the cash value at the end of the current year, D

is the dividend for the year, and C is the cost for the year. In other words,

$2,448 + $16,900 - $19,000 - $435 - $-87.

A reasonable allocation of the interest factor may be accomplished by

changing the formula to read as follows:

(P + CVP)(l + i) - CVC - D = C

where i is the assumed interest rate expressed as a decimal, and all the

other items are the same as in the earlier formula. For example, if 5

percent is the assumed interest rate,

($2,448 + $16,900)(1 + .05) - $19,000 - $435 - $880.

It would be necessary to identify the interest rate associated with

such yearly cost figures. For example, the above figure of $880 should be

identified as the tenth year's price of protection, assuming 5 percent

interest. I feel that this is a reasonable way in which to illustrate the

price of protection, and that such an approach would remove the deception

inherent in Class A practices.

Class B Deceptive Practices

Class B practices are those that involve comparisons based upon the

simple addition of dollar amounts payable at different points in time.

Here again, an analogy may be used to illustrate the fundamental problem.
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ork contract analoti--Assume that Jones retained Smith to do a

particularjob, with the understanding that upon completion Smith would be

paid $1,000 per year for forty years, a total of $40,000. After the job is

completed, Smith asks Jones to begin the payments, and Jones says:

Smith, you've done such a great job that I'm going
to pay you 10 percent more than we agreed upon.
I'm going to pay you $600 per year for thirty years
and then $2,600 per year for the final ten years.
That's a' total of $44,000, which is 10 percent more
than the $40,000 I originally agreed to pay you.

Hopefully Smith would see that Jones has failed to take interest into

account. For example, assume that Smith puts each payment into a savings

account that earns 5 percent, compounded annually. Under the original

payment plan ($1,000 per year for forty years), he would have $126,840 in

the account at the end of the forty years. Under the modified payment

plan that Jones proposed, however, Smith would have only $102,518 in the

account at the end of the forty years.

In my opinion, it is deceptive to state or imply that the original

payment plan is 10 percent better than the modified payment plan. In other

words, what Jones described as an arrangement providing 10 percent more for

Smith actually provides 19 percent less, assuming 5 percent interest. This

form of deception is the basic characteristic of each of the Class B

practices described below.

The Cooley article.--In the May 1970 issue of Life Insurance Selling

magazine, Harold P. Cooley provides some suggested responses to a number of

common objections encountered in the sale of life insurance. In one

part of the article, Cooley describes a possible response to the statement

that "I believe in buying term and investing the difference." The article

is reprouced in Appendix 0.

16
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Cooley coppare$ a $10,000 level term to 65 contract for a man aged

30 with a $10,000 life paid- up at 65 contract. The policies have annual

premiums of $99.70 and $224.20, respectively. Cooley assut'Ts that the

premiums for the life paid-up at 65 contract are paid for ten years and

that the policy then goes on extended term insurance for an additional

twenty-four and a fraction years. For purposes of the discussion that

follows, I assumed that the period of extended term is exactly twenty-

five years.

Cooley adds up the ten premiums for the life paid-up at 65 contract,

subtracts the simple total of the first ten years' dividends, and then

divides the remainder by 35 in order to obtain an average yearly cost.

The result is $52.71 per year -- a figure that Mr. Cooley describes as

"about half the [$99.701 cost 'of term to 65."

Cooley's analysis does not take interest into account. When an

assumed interest rate of 5 percent is applied to this situation, the idVerage

yearly cost of the ten years' premiums (minus the ten years' dividends) for

the life paid-up at 65 contract and the twenty-five years of extended term

insurance is $89.04. This is in contrast to Cooley's figure of $52.71.

Although the interest-adjusted figure of $89.04 is below the $99.70 term

premium, the difference is much smaller than suggested by Cooley.

The Brinon talk,.--In September 1970, at the annual meeting of the

National Association of Life Underwriters, Dilworth C. Brinton, C.L.U.,

gave a talk on the advantages of straight life over term insurance. An

article describing the talk appeared in the September 16, 1970, issue of

!Me National Underwriter (life insurance edition). The article is reproduced

in Appendix H.

17
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Brinton indicated that, for a $100,000 straight life policy issued

at age 25 and continued to age 65, the "net return over cost" is $30,923.

Then he indicated that, for a $100,000 one-year renewable term policy over

the sane period, the "cost of term insurance" is $34,579. Finally, he

stated that the "total difference" in favor of the straight life policy

is $65,502. (The above "cost of term insurance" and "total difference"

figures differ from those in Brinton's talk by $35, because I was unable to

reproduce precisely his "cost of term insurance" figure.)

Brinton's analysis does not take interest into account. His straight

life "net return over cost" figure was calculated by adding up the forty

years' premiums, subtracting the simple total of the forty years' dividends,

subtracting the cash value at the end of the forty years, and-subtracting

the surrender dividend payable at the end of the forty years. His "cost of

term insurance" figure was calculated by adding up the forty years' premiums

and subtracting the simple total of the forty years' dividends.

When an assumed interest rate of 5 percent is applied to this situation,

the "cost" of the straight life policy in present-value terms is $9,163, and

the "cost" of the term policy is $9,733. These figures still favor the

straight life policy, but by $570, aa 'ci ared with Brinton's figure of

$65,502.

The Better Homes and Gardens article.--In the April 15, 1967, issue of

The National Undervriter (life insurance edition), an advertisement covering

three full pages was run by Better Homes and Gardens magazine. Two of the

pages are a reproduction of an article that had appeared earlier in BH6C.

The article deals with various misunderstandings about life insurance, and

one section contains a-comparison between a $10,000 nonparticipating five-
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year renewable term policy and a $10,000 nonparticipating straight life

policy. The page containing that qection is reproduced in Appendix I.

The comparison is at issue age 25. 1 do not know what company's

figures are used in the BH6G article, which refers to the company as a

typical one, but in this discussion I am using data for policies issued

at that time by the Connecticut General Life Insurance Company. The

figures are similar to those in the article.

The article points out that the premiums from age 25 to age 65 for

the term policy add up to $5,049. Then it is pointed out that the premiums

over the same period for a straight life policy in the same company would

be $5,308, but that there would then be a cash value of $5,730. The

article concludes that the policyholder's "net gain" in the case of the

straight life policy is $422, which might be referred to as a negative

cost. The article implies that the straight life policy enjoys a cost

superiority of $5,471 over the term policy.

The analysis above fails to take interest into account. When an

interest rate of 5 percent is applied to this situation, the present

value of the term premiums is $1,622. The present value of the straight

life premiums is $2,391. The present value of the cash value at 65 is

$814. The cost of the straight life policy is now $1,577. In short,

when 5 percent interest is taken into account, the apparent cost

superiority of the straight life policy is only $45, as compared with

$5,471 when the BHW procedure is used.

The Wisconsin National advertisement.--In the August 1970 issue of

Life Insurance Sellina magazine, the Wisconsin National Life Insurance

Company ran a half-page advertisement concerning a new family income rider

"at industry's lowest rates." The advertisement is reproduced in Appendix J.

BEST COPY AVAILABLE
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The advertisement cites several examples, including an annual premium

of $127.60 for a-tenty-year, $400 per month family income rider for a

person aged 15. This is indeed a low premium. A similar rider in the

Connecticut General Life Insurance Company, for example, requires a

premium of $172.80.

The reason for the low premium is the fact that the Wisconsin

National now uses 8 percent interest in calculating commuted values for

its family income riders. Although the advertisement makes reference to

the "maximum income" of $96,000 payable under the rider, no reference is

made to commuted values or to the 8 percent commutation rate.

The initial commuted value of the rider at 8 percent interest is

$49,160. The initial commuted value of the Connecticut General rider, in

which 3 percet interest is used, is $72,560. These widely differing

initial amounts of decreasing term explain the premium differential. Indeed,

when the premiums mentioned above are divided by th6 respective amounts of

decreasing term (expressed in thousands of dollars), one finds that the

Wisconsin National rate is $2.60 per $1,000 of initial coverage, while the

Connecticut General rate is $2.38.

The Wisconsin National does have something to offer here. After all,

the beneficiary who is in a position to take the $400 per month enjoys

what amounts to a settlement option that guarantees 8 percent interest.

But the advertisement onits reference tO the interest factor and implies

that Wisconsin National's twenty-year, $400 per month rider (a maximum of

$96,000 in the event of deAth immediately) is the same as any other company's

twenty-year, $400 per month rider.

Followingmy public criticism, the Wisebnsn National revised its

advertisement to reduce the emphasis on cost and" refer specifically 'to'
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the 8 percent comutation rate. A copy of the revised advertisement is

reproduced in Appendix K.

The traditional ME cost method.--The most frequently used technique

for illustrating the price of life insurance is the traditional net cost

method. This method serves as the basis for the price information

contained in the most widely disseminated volume of life insurance policy

data -- A. M. Best Company's Flitcraft Compend.

Frequently a twenty-year period of analysis is used. The simple

total of the dividends for the twenty-year period and the cash surrender

value payable at the end of the twentieth year are subtracted from the

simple total of-the premiums for the period. The remainder is divided

by 20 (the number of years in the period of analysis), and the result

is the twenty-year average net cost.

The method may be illustrated with the figures shown in Appendix F.

The premiums are $2,448 per year; thus the simple total of twenty years'

premiums is $48,960. The simple total of the first twenty years' dividends

is $8,441, and the cash value at the end of the twentieth year is $39,500.

The twenty-year average net cost, determined by subtracting the dividends

and the cash value from the premiums and dividing the remainder by 20, is

$50.95, or 51 cents per $1,000 of face amount.

The twenty-year average net cost also may be calculated by adding the

first twenty "annual net cost or gain" figures in Appendix F, and then

dividing by 20. In this sense, the twenty-year average net cost figure

embodies the entire series of price understatements reflected in the

"annual net cost or gain" figures.

The traditional net cost method does not simply understate the price

of protection. It also distorts comparisons. For example, since the simple

21
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total of dividends is used in the calculations, companies are encouraged

to "steepen" their dividend scales. One company is said to have a steeper

scale than a second company when the first company pays smaller dividends

in the early policy years and larger dividends in the later policy years

than the second company. When a company steepens its dividend scale, it

benefits not only from increased interest earnings by deferring the

payment of larger dividends, but also from the fact that many policyholders

will either die or discontinue their policies before receiving the larger

dividends in the later years.

To illustrate the manner in which the traditional net cost method

distorts comparisons, consider Table 2.- Figures are shown there for

$25,000 participating straight life policies issued in 1970 to men aged

35 by ten large companies. These policies were not chosen at random;

rather, they were selected because they tend to shift markedly in rank

(either upward or downward) when moving from the traditional net cost

method to the interest adjusted method. The only difference between the

traditional net cost method and the interest adjusted method is that/

the latter takes account of interest. In this illustration, the assumed

interest rate in the interest adjusted price calculations is 5 percent.

The policies of the five companies whose ranks improved when moving

from the traditional net cost method to the interest adjusted method --

Confederation Life, Bankers Life (Iowa), Provident Mutual, Crown Life, and

Manufacturers Life -- are characterized generally by relatively low premiums,

relatively flat dividend scales, relatively small cash values, and the

absence of terminal dividends. The policies of the five companies'whose

ranks-worsened when movitg from the traditional" net cost method to' the

interest adjusted method -m Phoenix Mutual, Metropolitan Life, Aetna Life,
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TABLE 2

TRADITIONAL NET COSTS AND INTEREST ADJUSTED COSTS FOR $25,000
PARTICIPATING STRAIGHT LIFE POLICIES ISSUED IN 1970

TO MEN AGED 35 BY TEN LARGE COMPANIES

(Ranks, from low to high, shown in parentheses)

LtTraditional_ I.terest.Adjusted

Company

Phoenix Mutual

Metropolitan Life

Aetna Life

Mutual of New York

Confederation Life

Prudential

Bankers Life (Iowa)

Provident Mutual

Crown Life

Manufacturers Life

Traditi onal
Net Cost

$-3.46 (1:

-3.09 (2'

-3.00 (3

-2.92 (4'

-2.33 (5

-2.22 (6

-2.21 (7

-1.92 (8

-1.25 (9

-1.19 (1'

)

)

)

)

)

)

)

)

)

Interest Adjusted
Cos t (5%)

$6.34 (7)

6.33 (6)

6.66 (9)

6.43 (8)

5.97 (2)

7.17 (10)

5.49 (1)

6.07 (3)

6.08 (4)

6.31 (5)

4,

- 23 -
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Mutual of New York, and Prudential -- are characterized generally by

relatively high premiums, relatively steep dividend scales, relatively

large cash values, and the presence of terminal dividends.

T~e alte.natvle.--The various Class B practices involve comparisons

based upon the simple addition of dollar amounts payable at different

points in time. The results are an understatement of the price of

protection and a distortion of the relationships among policies. The

problems stem from a failure to consider the interest factor and a failure

to consider the relative probabilities of the various dollar amounts

being paid or received by the policyholder.

One alternative is tolrecognize just the interest factor. The Report

of the Joint Special Comnittee on Life Insurance Costs, which was released

in May 1970, contained such a recommendation. The committee concluded

that "Allowance should, in our opinion, be made in the cost index for time

because the value of money in terms of the interest it can earn is too

important to ignore.' The conittee recounended the use of the interest

adjusted method, which differs from the traditional net cost method in that

the interest factor is taken into account.
/\

Another alternative is to recognize not only the interest factor

but also the relative probabilities of the various dollar amounts being

paid or received by the policyholder. The above-mentioned committee/
* concluded that such probabilities should not be introduced into the

calculations, but it is feasible to do so. In my opinion, the second of

the two alternatives is preferable.

Class C Deceptive Practices

Class C practices are those involving presentations that are simply

false. Although they do not involve a misallocation or an omission of the

24
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interest factor, their falsity usually is difficult to detect because they are

complex and tricky. Several examples of such practices are presented below.

Ik a t cle.--sIn the November 1969 issue of The Radiator (the

magazine of the Massachusetts l9.tual Life Insurance Company), there is an

article by Raymond L. Paul, C.L.U., entitled "Why Get Complicated?V- 4 The

article is reproduced in Appendix L.

Paul suggests a technique for handling the question of investment.,

return when it arises In the sales interview. He concludes that the-buyer-

of a straight life policy is getting "$50,000 of death protection for $40

a year."

There are several flaws In Paul's suggested technique, but I will

mention only the major one. If the assumptions in the article are accepted,

the life insurance buyer would forgo $40 of interest each year for each

$1,000 invested in the life insurance policy. In the first year the amount

forgone would be $40. In the second year, however, even disregarding

compound interest, the amount forgone would be $80, because he would be

forgoing the extra interest on the first year's $1,000 as well as the second

year's $1,000. By the same token, and again disregarding compound interest,

he would forgo $120 in the third year. In other words, while the technique

suggested by Paul refers to $50,000 of death protection for $40"a year, the

actual figures (disregarding comq,>und interest) should be $40 in the first

year, $80 in the second year, $120 in the third year, $400 in the tenth

year, $800 in the twentieth year, and so forth.

.ft Wft technigue,--In his book See You Next Week (published by The

Research .& Review Service of Amrica, Inc.), Wayne W. Wolfe suggests a

technique to persuade a term insurance policyholdor to convert to straight

life. The presentation is reproduced in Appendix M.

. 25-
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,Assume that the policyholder is aged 30, that he is paying $300 per

year for $50,000 of term insurance, and that he would pay $1,000 per year

for straight life if he converts. With these figures, Wolfe suggests that

the policyholder would be investing his money at 30 percent interest if

he converts the term policy to straight life.

The major flaw in Wolfe's suggested technique is similar to the

one in Paul's presentation. In the first year, the $300 term premium

would be 30 percent of the straight life premium. In the second year,

however, even disregarding compound interest, the $300 term premium

would be 15 percent of the $2,000 paid into the straight life policy.

By the same token, and again disregarding compound interest, the figures

would be 10 percent in the third year, 3 percent in the tenth year, 1

percent in the twentieth year, and so forth.

.V haRtford Life advertiseent.--In December 1972, The Hartford

Life Insurance Company ran a two-page advertisement in several publications,

including Beat's Review (life insurance edition), Life Insurance Selling

magazine, and The National Underwriter (life insurance edition). One page

of the advertisement is reproduced in Appendix N (the other page shows a

picture of a man and his young child).

The advertisement states that, for $20,000 of term coverage for a

26-year-old man, the "first-year premium will only be $531" There is a

strong implication that the first-year price of the protection is $53.

What is not pointed out in the advertisement is that split life is a

package arrangement, consisting of term insurance and an annual premium

annuity, under which all or a substantial portion of the expense loading

is built into the annuity portion of the package. "4

26
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The illustration in the advertisement involves $20,000 of term insurance

and a $600 annual premium annuity. It should be noted that only a $200 annual

premium annuity would be needed in order to obtain $20,000 of term insurance

in the split life package. For a package consisting of $20,000 of term

insurance and a $200 annual premium annuity issued to a man aged 26, the first-

year price of the protection in the entire package would be $246, assuming 5

percent interest, and using the formula mentioned earlier as an alternative to

Class A deceptive practices.

* There is another way of looking at this situation. The advertisement

'mentions that the $600 annual premium for the annuity will amount to "a nice

tidy sum" of $10,482 by the end of fifteen years. This translates into an

average annual rate of return of about 1.9 percent -- a rather dismal figure

at a time when United States savings bonds are paying 5.5 percent when held

to maturity in less than six years. Thus, the low price of the term insurance

portion of the split life package is made possible by the low rate of return

associated with the annuity portion.

The Wabash Life brochure,.--A few years ago, the Wabash Life Insurance

Company offered a specialty policy called the Jet 9-C, for which the annual

premium was $500 per unit. The contract was participating and contained a

conventional dividend clause. According to the company's dividend scale at

the time, the dividends for policy years 2 through 8 were $50, $60, $70, $80,

$95, $100, and $110, respectively.

In the sales brochure describing the policy, there was the usual indication

that the "illustrated dividends are neither projections nor guaranteed," and

then the dividend scale was shown as "10% upon the payment of the second annual

deposit in full, 12% upon the payment of the third annual deposit in full," and

so forth. The relevant page of the brochure is reproduced in Appendix 0.

27
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There was no specific indication that the second year's dividend,

for example, was $50. Nor was there a specific indication that the second

year's dividend was 10 percent of that one year's annual premium. Although

it may have been obvious to some people that the dividend was 10 percent

of that one year's premium, it was not obvious to everyone. In a hearing

before the Oregon insurance commissioner, several of the company's

policyholders testified that they bought the policy by withdrawing funds

from other savings because they thought they would achieve a higher rate

of return by buying the policy.
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III. Recent Developments

October 1, 1968 was the effective date of an administrative rule

promulgated by the Washington State insurance department requiring that

certain price information be disclosed to the buyer when an agent recommends

the replacement of one policy with another. The rule required only a

few year-by-year price figures for the original policy and the proposed

replacement policy. Also, there were certain technical problems with the

rule. Despite the problems, and although the rule pertained only to

replacement situations, it was significant because it represented the first

strong life insurance price disclosure requirement by a regulatory agency.

The rule has since been superseded by a regulation that is similar to the

model developed by the National Association of Insurance Commissioners.

Neither the new Washington State regulation nor the NAIC model contains a

price disclosure requirement.

On October 15, 1968, Senator Philip A. Hart referred publicly to the

possibility of "truth-in-life-insurance" legislation. In a speech before

a life insurance industry group, he made the following statements:

Obviously, if it makes sense to tell consumers how much of what
is in a package on a supermarket shelf, or how much interest they
will pay for using someone else's money, it makes sense to tell them
how much they are paying for death protection and how much they are
saving when they plunk down a life insurance premium.

Hopefully your industry will think so too -- and start
supplying the information.

If not -- watch for Truth in Life Insurance to follow Truth
in Packaging and Truth in Lending through the legislative mill.

Because that's the way people are thinking in consumerland.

Similar comments were made by Wilbur A. Cohen, then the Secretary of

Health, Education, and Welfare, on November 25, 1968. In his testimony

at a Federal Trade Commission hearing, Secretary Cohen suggested the need

for " more uniformity, more comprehensive protection, and more price comparison"

in various areas of insurance, including life insurance.
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Early in 1969, as a direct result of Senator Hart's admonition and

Secretary Cohen's comment, three life insurance trade associations appointed

a prestigious industry committee to examine the price disclosure problem.

The chairman of the coittee was E. J. Moorhead, then president-elect of

the Society of Actuaries. The report of the committee was released in May

1970. While the report contains suggestions that, if implemented, would

represent a major forward step, several crucial areas were left untouched.

The major recommendation of the committee was that the interest adjusted

method be used in making cost comparisons among similar policies issued

by different companies. This method, as its name implies, takes interest

into account in evaluating the premiums that the policyholder pays to the

insurance company and in evaluating the payments made to the policyholder

-by the insurance company. It differs from the traditional net cost method,

which involves the simple addition of amounts payable at different points

in time. The latter method is widely used in the life insurance industry,

but understates the price of life insurance and distorts comparisons even

among similar policies.

The report is silent, however, on the problems of price information

for one policy year at a time and what are referred to in this statement as

Class A deceptive practices -- problems that are even more serious than

those to which the committee addressed itself. Furthermore, the report

fails to deal with a major aspect of Senator Hart's admonition -- the need

to inform the buyer about the extent to which he-is buying protection and

the extent to which he is accumulating savings when he buys a cash-value

life insurance policy.

Effective action by the life insurance industry in response to the report

has been minimal. The three trade associations that formed the special

co-mittee "received" the report and authorized its publication. They did not
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approve or endors.the report, however, apparently out of a fear of violating

the antitrust laws. A major insurance trade publisher --'The National

Underwriter Company -- developed a comprehensive volume of price information

based on the interest adjusted method recommended by the committee. The

other major insurance trade publisher -- the A. H. Best Company -- has done

nothing. One life insurance company -- Bankers Life Company (Des Moines,

Iowa) -- has supported the committee's recommendation by Including the interest

adjusted method in some of its sales material. A few other companies have

placed interest adjusted cost figures in the rate books they furnish to

their agents. At the urgirg of Virginla.H. Knauer, President Nixon's special

assistant for consumer affairs, a number of additionalcomuanies have indicated

that they plan to place interest adjusted cost figures in their rate books.

The reaction of most of the rest of the industry has been silence. A few

persons -- mostly agents and others representing the agents' point of view --

have reacted with hostility. The rest of the industry -- about 1,700

companies and about 200,000 agents -- have not reacted at all.

In the face of the life insurance industry's apathy, and perhaps in

part because of it, price disclosure legislation has now burst upon the

scene. Commissioner Stanley C. DuRose of Wisconsin has promulgated an

administrative rule requiring life insurance companies operating in Wisconsin

to make interest adjusted price figures available to buyers at or prior

to delivery of the policy. The rule took effect January 1, 1973. Unfortunately,

the rule refers to the required figure as a "life insurance surrender value

comparison index," a name that is likely to obscure the fact that the figure

is an index designed to facilitate price comparisons. Also, the rule

exempts from its requirements a long list of policies, such as policies

smaller than $5,000 in face amount, policies issued on substandard risks,

term policies, and policies with face amounts that vary with duration.
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In a letter accompanying the announcement of the rule, Commissioner DuRose

suggested that the rule is merely a first step and that more comprehensive

techniques may be developed under the auspices of the National Association

of Insurance Comissioners.

The Pennsylvania insurance department has issued "A Shopper's Guide

to Life Insurance," which shows interest adjusted price figures for numerous

major companies that operate in Pennsylvania. The guide and several

supplements to it are being made available to the public.

The National Association of Insurance Commissioners is studying the

problem. Initially, the task force working on the problem was comprised

of individuals one notch below the commissioner level. in late July, 1972,

in a move recognizing the importance of the problem and the substantial

policy questions involved, the NAIC president changed the group to a

commissioners' task force. Commissioner DuRose is the chairman of the

new task force.

- 32 -
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IV. A Proposed Information Disclosure System

Although the first life insurance price disclosure requirement has

been promulgated in Wisconsin, the precise form that such disclosure will

take on a broader scale is not yet known. In this section of my statement,

one possible approach is presented. It could serve as a basis for truth-in-

life-insurance legislation either at the state level or at the federal level.

The proposed system is based on the policyholder's receiving information

from two sources: (I) a two-page form that contains prescribed information

to be given to the policyholde" at or prior to delivery of the policy, and

(2) the premium notice that the policyholder receives on each yearly anniversary

of his policy. The first page of the two-page form would contain annual

information about the policy, and the second page would contain summary

information. The yearly premium notice would contain information in addition

to that which companies already provide routinely.

The First Page

The first pap of the two-page form would consist of seven columns

of information. The arrangement of this page is illustrated in Table 3.

The first column shows the policy year. Information would be shown

for each of the first twenty policy years, and for each fifth policy year

thereafter until the policyholder's age 85, or until the policy is scheduled

to terminate, if sooner. By the age of 85, most policyholders have either

died or discontinued their policies, so information beyond that point would

be of little value. Information should be provided to that point, however.

Traditionally, information is given only for twenty years, but many

policyholders utilize their coverage longer than that. And some companies

tailor their policies so as to look attractive for the first twenty policy

years.
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TABLE 3

ANNUAL INFORMATION

The following annual information pertains to a $25,000 participating life
paid-up at age 90 policy issued in 1970 to a man aged 35 by The Northwestern
Mutual Life Insurance Company, Milwaukee, Wisconsin.

(2) (3) (4) (5)(1)

Policy
Year

1
2
3
4
5

6
7
8
9

10

11
12
13
14
15

16
17
18
19
20

25
30
35

40
45
50

Cash Illustrated

(6)
Amount of
Protection

Value Dividend (Col. 3 - Col. 4)

$ 0
449
912

1,384
1,864

Annual Face
Premium Amount

$578 $25,000
578 25,000
578 25,000
578 25,000
578 25,000

578 25,009
578 25,000
578 25,000
578 25,000
578 25,000

578 25,000
578 25,000
578 25,000
578 25,000
578 25,000

578 25,000
578 25,000
578 25,000
578 25,000
578 25,000

578 25,000
578 25,000
578 25,000

578 25,000
578 25,000
578 25,000

$ 86
92
99

107
120

134
148
162
176
190

203
217
231
245
254

262
271
279
288
296

422
464
503

537
561
576

$25,000
24,551
24,088
23,616
23,136

22,648
22,152
21,649
21,138
20,669

20,193
19,709
19,219
18,722
18,219

17,710
17,196
16,676
16,152
15,621

13,378
11,180
9,121

7,266
5,552
4,008

(7)
Price of

Protection
per $1 000ra

$ 20.85
2.69
2.77
3.13
3.28

3.46
3.66
3.88
4.15
6.86

7.13
7.43
7.80
8.22
9.03

9.89
10.85
11.89
13.05
14.28

22.11
34.04
53.03

79.74
121.61
189.13

*The interest rate assumed in the calculation of these figures is 5 percent.

2,352
2,848
3,351
3,862
4,331

4,807
5,291
5,781
6,278
6,781

7,290
7,804
8,324
8,848
9,379

11,622
13,820
15,879

17,734
19,448
20,992
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The second column shows the annual premium. This is the amount that

the policyholder pays to the insurance company at the beginning of each

policy year to cover the basic policy and any supplementary life insurance

coverages that might be attached as riders. In the illustration, the premium

is constant, but in many policies it fluctuates. In five-year renewable term

policies, for example, the premium rises every five years. In "modified"

policies, the premium for the first few years is lower than the premium in

subsequent years. And in some policies, the premium declines periodically.

The third column shows the face amount. This is the amount that the

insurance company pays upon the death of the policyholder in any given year,

not including any dividends that may have been left with the insurance company,

and assuming that there is no policy loan outstanding at the time of the

policyholder's death. In the illustration, the face amount is constant, but

in many policies it fluctuates. In some policies, for example, the face

amount drops by one-half at age 65. Some policies provide additional

decreasing term coverage for twenty years, so that the face amount declines

for twenty years and then levels out. Some policies provide additional

increasing term coverage for twenty years, so that the face amount increases

for twenty years and then drops back to the original figure. And there

are many other possible arrangements.

The fourth column shows the cash values. This is the amount that the

insurance company pays to the policyholder when he discontinues the contract,

not including any dividends that may have been left with the insurance

company, and assuming that there is no policy loan outstanding at the time

the policy is discontinued.
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The fifth column shows the annual dividends. These are the amounts

that the insurance company would pay to the policyholder each year on the

basis of its dividend scale at the time the policy is issued. These figures

are not guaranteed, and they are not estimates. They are simply illustrations

-- what the company would pay if no change were made in the company's

dividend formula or in the assumptions that go into that formula.

The information referred to in the preceding paragraphs may be described

as "basic data" or "raw data." The figures are yearly amounts paid to or

by insurance companies, and are not combinations of other figures. The

information referred to in the paragraphs that follow, however, are not basic

dnta, but rather are derived from the basic data.

The sixth column shows the amount of protection. Since the face amount

is payable on death, and since the cash value is payable on discontinuation of

the policy, the difference between these two figures represents the amount

of life insurance protection enjoyed by the policyholder each year. Also,

the amommt of protection is based on the protection-savings view of cash-

value life insurance, under which it is assumed that the cash value is an

asset of the policyholder.

The seventh column shows the price for each $1,000 of protection.

This figure for any given policy year is calculated by the following formula:

(P + CVP)(1 + ,i) - CVC - D

A)CT

where P is the annual premium for the given year, CVP is the cash value

at the end of the preceding year, I is the assumed interest rate expressed

as a decimal, CVC is the cash value at the end of the given year, D is the

annual dividend for the given year, and AMT is the amount of protection for

the given year expressed in eousands of dollars.

j6
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In Table 3, the figures are based on an assumed interest rate of

5 percent. For example, the $6.86 price per $1,000 of protection in the

tenth policy year was calculated as follows:

($578 + $3,862.25)(1 + .05) - $4.331 - $189.50 . $686

20.669

The figures shown above are accurate to the nearest cent, whereas the

figures in columns 4 through 6 in Table 3 are accurate to the nearest dollar.

The 5 percent interest rate was used because it is the rate currently paid

on many savings accounts, and the savings element of cash-value life

insurance is similar to a savings account in many of its major characteristics.

Some observers have criticized the above formula because the price

calculation includes an interest factor. Their argument is that thd cal-

culation unfairly enlarges the price of life insurance, because interest

is not added to the price of other commodities and services. This argument

is without merit. The above formula does not add interest to the price of

the protection; rather, it introduces an interest factor in order to

allocate the interest element and produce an appropriate price figure.

It should be noted that the numerator of the formula is precisely the same

an the formula mentioned earlier as an alternative to Class A deceptive

practices.

To illustrate, suppose a "net" $25,000 nonparticipating straight life

policy is constructed for a man aged 35. The word "net" in this context

refers to a pblicy whose premiums and cash values reflect only interest and

mortality, assumptions, and make no provision for expenses or profit. When

such a policy is constructed using 5 percent interest and the 1957-60

ultimate basic mortality table for male lives, the annual premium is $264.06,

the cash value at the end of the ninth policy year is $2,545.25, and the

cash value at the end of the tenth policy year is $2,873.43.
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The price per $1,000 of protection in the tenth year of this hypothetical

policy, using the above formula and a 5 percent interest assumption, is

calculated as follows:

($264.06 + $2,545.25)(1 + .05) - $2,873.43 = $3.45.

22.12657

The figure of $3.45 corresponds precisely to the pure mortality cost of the

protection in the tenth policy year, with no provision for expenses or profit.

The policyholder would be aged 44 in that year, and the death rate at age 44

in the 1957-60 ultimate basic mortality table for mile lives is 3.45 per 1,000.

If the interest factor were omitted from the formula, the price in this

case would be minus $2.90 per $1,000 of protection -- an absurd result. In

other words, the introduction of the interest factor into the formula simply

allocates the interest element so as to produce an appropriate price figure.

The Second Page

The second page of the two-page form would consist of summary information.

The arrangement of this page is illustrated in Table 4.

The first figure is the present expected value of the annual premiums.

This is the single sum equivalent of the annual premiums for the fi-fty-year

period, expressed as of the policy's issue date. The calculation takes into

account not only 5 percent interest, but also the probabilities of payment.

Since the only reasons for nonpayment of future premiums are death and policy

discontinuation, the payment probabilities are based on a mortality table

(which shows probabilities of death) and a lapse table (which shows

probabilities of policy discontinuation).

The second figure is the present expected value of the proLection element.

The value of any given year's protection is determined by multiplying the

amount of protection in that year by the probability of death in that year

according to the assumed mortality table. Then the present expected value
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TABLE 4

SUMMARY INFORMATION

The following summary information pertains to a $25,000 participating
life paid-up at age 90 policy issued in 1970 to a man aged 35 by The
Northwestern Mutual Life Insurance Company, Milwaukee, Wisconsin.

Present expected values:*

Premiums .................... .. ........ $7,240

Components of the premiums:

Protection element ..................... $1,206

Savings element......... .2,279

Illustrated dividends ..... ............... 2,627

Company retention ......... ....... .. .... 1,128

Total ............................................. $7,240

Supplementary premiums:

Waiver-of-premium provision ............. $ 113

Ratio of benefits to premiums** ..........

Annual percentage rates:

Semi-annual premiums .................

75.5%

...................... 8.27

Quarterly premiums ......................................... 8.07.

Monthly premiums................... ................... . 7.07.

Loan clause .......................... .................... 6.0

*The assumptions used in the calculation of these figures are 5 percent
interest, the 1957-60 ultimate basic mortality table for males with
select data for the first fifteen years, and Moorhead's R lapse table
with certain modifications.

**The numerator of the ratio is the sum of the present expected values of
the protection element and the savings element. The denominator of the
ratio is the difference between the present expected values of the premiums
and the illustrated dividends.
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of the year's protection is determined by taking into account both interest

and probabilities of payment. Finally, the present expected value of the

protection element, or single sum equivalent of the protection element, is

the combined present expected values of the protection for the fifty-year

period.

The third figure is the present expected value of the savings element.

This is the single sum equivalent of the annual increments in cash value

for the fifty-year period, expressed as of the policy's issue date. Interest,

mortality, and lapse again are taken into-account.

The fourth figure is the present expected value of the illustrated

dividends. This is the single sum equivalent of the illustrated dividends

for the fifty-year period, expressed as of the policy's issue date. Interest,

mortality, and lapse again are taken into account.

The fifth figure is the present expected value of the company retention

-- what the company keeps to cover its expenses and make a profit -- from the

policyholder's point of view. This is the difference between what the

policyholder pays in (the present expected value of the premiums) and what

he gets back (the sum of the present expected values of the protection

element, savings element, and Illustrated dividendsY. When comparing similar

policies issued by different companies, a buyer should be interested in

policies with relatively small retentions.

The price of the protection in a policy is the sum of two items! the

present expected value of the protection element and the present expected

value of the company retention. When comparing similar policies issued by

different companies, the buyer should be interested in policies with

relatively low prices of protection. However, since the -present expected

value of the protection element tends to differ slightly even among similar

policies, it is slightly better for the buyer to rely upon the company

retention figures rather than the price figures.

25-407 0 - 14 - pt. I - 39
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The next item is a listing of the present expected values of the

premiums for various supplementary provisions, such as waiver of premium,

accidental death, or guaranteed insurability. Of these, the illustrative

policy includes only a waiver-of-premium provision.

Various benefits-premiums ratios can be constructed using the above

present-expected-value figures. One such ratio is shown in Table 4. In

this instance, the "benefits" are considered to be the protection element

and the savings element, so the numerator of the ratio is the sum of the

present expected values of these two items. The "premiums" are considered

to be the premiums minus the illustrated dividends, so the denominator of

the ratio is the difference between the present expected values of these two

items. Generally, the buyer would prefer policies with relatively high

benefits-premiums ratios, although comparisons based on ratios sometimes are

difficult to interpret. Thus, no ratio should be considered as a substitute

for the dollar figures shown in Table 4.

The present expected value of the premiums and the benefits-premiums

ratio in Table 4 are based on the assumption that premiums are paid annually.

When premiums are paid more frequently, the life insurance company imposes

carrying charges. Since the size of the carrying charges differs widely

among companies, the added cost of semi-annual, quarterly, and monthly

premium payments should be disclosed. The information is shown in Table

4 in terms of annual percentage rates calculated with the table provided

by the Federal Reserve System for use in connection with the Truth-in-

Lending law.

The final item in Table 4 is the annual percentage rate provided for

in the policy's loan clause. This is important because the policies of

some companies provide for interest to be paid in advance. A stated interest

rate of 6 percent payable in advance, for example, is equal to an annual

percentage rate of 6.4 percent.
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The Premium Notice

Premium notices on the anniversary of the issue date of a policy

routinely show the premium currently due and the current dividend being paid

by the company. In addition, however, ft is essential that the premium

notice show the dividend that would have been paid under the company's dividend

scale at the time the policy was issued. Since dividends are not guaranteed,

it would be possible for a company to illustrate large dividends at the time

of issue in order to show a small retention. To reduce the likelihood of

such activity, the illustration used at the time of sale should be disclosed

to the policyholder along with the current dividend being paid by the company.

Some companies' premium notices show the amount by which the cash

value of the policy increases during the current year. Such information

should not be shown, because of the possibility that erroneous inferences

might be drawn by the policyholder. Instead, the yearly premium notice

should disclose the price per $1,000 of protection in the past year, using

the currently prescribed interest rate assumption aid the current dividend

being paid by the company.

The premium notice should also show information concerning any dividends

left with the company. For example, the amount of accumulated dividends

should be shown, and the annual percentage rate currently being paid on

such dividend accumulations should be disclosed.

The premium notice should also show information concerning any policy

loan that is outstanding. For example, the principal and interest currently

payable should be shown, and the annual percentage rate on policy loans

should be disclosed.
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V. Conclusion

The market for individual life insurance in the United States is

characterized by ignorance, complexity, and apathy. Buyers are ignorant

about the amount of life insurance they need, about the kinds of policies

that are appropriate for them, and about the large price differences among

life insurance companies. Many life insurance agents also are ignorant of

these things, because state licensing examinations generally require only

a minimum of knowledge, and because most company and industry training

programs place the emphasis on sales techniques rather than technical

knowledge.

Some of the complexity associated with life insurance is unavoidable

because of the nature of the life insurance transaction. But much of the

complexity stems from the fantastic proliferation of policy types. This

proliferation has gone far beyond reasonable bounds, and operates primarily

to confuse and frustrate the life insurance consider.

Buyers are apathethic about life insurance because it is associated

with the unpleasant subject of death. Most life insurance, therefore, is

bought because a life insurance agent persuades the buyer to take action

rather than procrastinate. To overcome the apathy of buyers, agents must

be highly trained in the techniques of salesmanship. The necessity for

this type of training leads to the frequent omission of adequate technical

training, and to-the development of a wide variety of deceptive sales practices.

In an atmosphere of ignorance, complexity, and apathy, there are ample

opportunities for the exploitation of consumers. Many policyholders are

overcharged for their life insurance, in the sense that they could have

bought comparable coverage at much lower prices. How can large price

differences exist? The market for individual life insurance is characterized
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by an absence of reliable price information. As long as buyers think all

life insurance companies charge about the same price, companies that charge

high prices can sell just as successfully as companies that charge low

prices.

Many sales presentations involve little if any price information.

Often the presentation is based on emotional considerations, and about

the only kind of price information that enters into the presentation is the

size of the first premium.

The life insurance market is characterized not only by an absence of

reliable price information, but also by the presence of deceptive price

information. In my opinion, the deceptive sales practices found in the

life insurance industry constitute a national scandal.

The technology for accomplishing adequate disclosure is available, and

all that is needed is the legislation to implement a disclosure system. in

this statement I have included a detailed description of one such disclosure

system.

A possible alternative to a rigorous system of information disclosure

such as the one I have outlined would be the standardization of life insurance -

policies and a drastic reduction in the number of policy types. In my

opinion, only two policy types would be needed -- straight life and either

one-year renewable term or five-year renewable term. The difficulty with

this approach is that it would tend to place the life insurance industry

in a straitjacket. Furthermore, I have more faith in the ability of

consumers-to make decisions for themselves than in the ability of regulators

to make decisions for consumers. However, in order to be able to make

decisions for themselves, consumers must have access to reliable information.

The purpose of the information disclosure system I have proposed is to

require life insurance companies and their agents to give consumers reliable

information at the point of sale.
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Truth-in-life-insurance legislation would benefit all consumers of

life insurance. Among the identifiable groups that would be greatly

aided are the following: (1) young married couples who are just beginning

to develop a life insurance program; (2) returning veterans who have, in

connection with their servicemen's group life insurance, a conversion privilege

exercisable in any one of hundreds of converter companies; (3) college

students who are constantly being solicited on the basis of razzle dazzle

proposals usually involving the use of a promissory note for all or a major

part of the first annual premium; (4) persons who are constantly being

solicited through the use of newspapers, magazines, or direct mail; and

(5) persons who may have purchased life insurance policies carelessly and

who wish to find out if replacement with new policies would be of substantial

benefit to them.

The life insurance industry and the state regulatory agencies did nothing

in this area prior to Senator Hart's public reference more than four years

ago to the possibility of truth-in-life-insurance legislation. Since that

time, there has been some activity, but very little has been accomplished

of direct benefit to life insurance consumers.

In my opinion, there is an urgent need for truth-in-life-insurance

legislation at the federal level. Such legislation could be drafted so

as not to-preclude the states from adopting their own disclosure requirements,

but rather to have the effect of establishing minimum standards and putting

disclosure requirements into effect in those states that fail to take action.

Thank you.
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APPENDIX A

By R. F. "DICK" HARRIS, JR.

American General Life Iviiraner (mpans.

"Buy term and invest the difference"

I Tell Corporations,
"Put the 'Difference' in Permanent"

N RECENT months I have received
a number of inquiries-some have

been almost attacks-concerning a
concept I have developed and pre-
sented in speeches and sales congres.
ses around the country.

I call the concept "corporations
should buy term and invest the dif-
ference . . . in permanent," and the
difficulty arises in the part of the pre-
sentation that deals with a corpora-
tion's return on capital.

In order to set the record straight,
and also to share the idea with addi-
tional life underwriters. I would like-
to present the concept here with spe.
cial emphasis on the "return on Lap-
Ital" portion.

The concept grows out of the evolu-
tion that is taking place in our busi-
ness, including the evolution taking

Richard F. "Dick&" Harris, Jr., better known In
the life insurance business as "SCash$," entered
the businem In Atlanta following his graduation
from the University of Georgia In 1939 with a BS
in commerce. He moved to Charlotte, North Caro-
lina, where he was an agent and manager for Pilot
Life until he became a Texan by moving to Houston
in 1961. He Joined American General In 1963 and
has been a member of the company's Presidents
Cub five of the six years he has been eligible. A
life and qualifying member of the Million Dollar

place in marketing concepts. One ex-
ample is that of the corporation head
who says, "We're gong to buy term
and Invest the difference." We've al-
ways heard that, but In years gone by
I attempted to change the executive's
mind. Now, however, I let the cor.
poration have the term, rather than
attempting to argue with the head of
the company. Then when I deliver the
term policy, I begin the following dis-
cus.ion:

"Sir, does your corporation intend
to keep that term policy?"

In Texas he replies, "Is a hluebird
blue?"

Then I say, "Now that your vo,-
poration has bought the term insur-
ance. where are you going to invest
the difference?"

His answer is, "In our corporation.

Round Tale, he has hesn a parlicipant in MIDHT
programs and Is a sought-after speaker. As man.
ager of the Busine" Planning Diilsin of nmerican
General's Houston City Agency he nga .- n much
Joint work, which together with his Indivldual pro-
duction a'eounts for ajlproximately 81,000,090 In
permanent life insurance premiums each year (ye,.
that says premiumal). In addition to his Industry
activities, he is an active member of the Episcopal
Church, the Mason,. and other civic and se -irr
organizations.

Reprinted from iLkJ Insurance Selling, Vol. 45, No. 2 (February, 1970),
pp. 24-26, 28.
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that's where, because we can make
more on that difference each yjear
than your permanent insurance policy
will provide." (Please note that he
said "each year.")

I say, "Sir, how much annual net
yield-net after all expenses and
taxes-does your corporation earn on
its capital?"

He says, "Fifteen per cent," or what-
ever the actual figure is.

I then ask, "How do you arrive at
that figure?" to which he replies,
"Well, we divide our capital into our
annual net income after all expenses
and taxes, and we arrive at the 15'I'-
net-yield figure."

Then I say, '"hat's remarkable!"
"You're darned right it is." he says.
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APPENDIX A -- CONTINUED

"and that's a heck of a lot more than
your insurance company will give us,
which is why our corporation bought
the term insurance instead of that
permanent insurance."

I respond with, "I congratulate you
on your wisdom and on your idea of
having your corporation purchase
term and invest the difference in your
corporation. Your corporation is doing
well and will continue to do so with
your keen business acumen.

Exchange the Term
"You've given my company a great

idea on buying term and Investing the
difference, and in appreciation for
that Idea let me tell you what we're
going to do for you. We have designed

a special policy called 'Executive 50.'
and here it is, right here. I've been
authorized by my company to let your
corporation have It, provided you ex-
change that 'Super 100' dec, e..ing
team insurance policy for it."

He objects., "But we want and hay,
paid for that decreasing term policy!"

I say. "Sir, this Executive 50 is allso
super, it's also for $100,00. and it ha'
decreasing term insurance built into
it,

"You're age 30. so your 'Super 100'
term insurance costs you $300 ii year.
You said you wanted it, and your
corporation bought it. and you said
you were doing to keep it. But ink. if
your corporation will exchange thati
term policy for this Ex,'cativ,. 50 and

This is the ilultration Mr, Harris uses to show the annual profitability of "investing the difference" in
permanent isurance.
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invest the dLfferenc*--M a year--
with my company, we will guarantee
to credit to your corporation account
an average annual amount of $1,50
for 30 years."

He sys, "Man, how can you do
that?"

My answer is, "Let me show you,"
and then I refer to the Illustration of"corporations should buy term and
invest the diference . . . in perman-
nent," which is shown on page 25.

I then explain the illustration in
this way:

'"olumn (1) shows your Super 100
decreasing term insurance. Compare
that colunn with Column (7) for each
year.

"Column (2) is your premium for
the Super 100 decreasing term-$300
each year.

"Column (3) is the $M ann l dif-
ference between the premium for our
Executive 50 at age 30 ($1,29) and
the $30 annual premium for the de-
creasing term.

"Column (4) is the guarantee a*-
sual Increase in corporate amets at-
tributable directly to that $989 ddi.
ferenco in premium, because your
corporation will be paying the $300
each year in either case.

"Column (5) s the corporation's
annual percentage of tax-free gain on
the $6. Sir, your corporation will
not and does not make that kind of an-
nual percentage of tax-free gain on
its own capital. To arrive at the per-
centages in Column (5), subtract
Column (3) from Column (4) (ex-
cept year one) and dlvide the $9
into that difference. For example, in
year five, Column (4) Is $1,24 Sub-
tract the $989 difference, which leaves
$M. Divide th $ by $M9, and the
result Is 268 or 26.8% return in that
wear on the *9W.

"Column (6) is the corporation'@
cumulative asst

"Column (7) is the Executive W0's
net amount of death proceeds (the
decreasing term insurance built in).
To arrive at those figures subtract
Column (6) from the face amount.
Again for year five, the face amount
is $100,00, the cumulative saset in
Column (6) is $534 leaving net
death proceeds of $94W, as reflected
in Column (7).

"Now, I sold erlier that we would
guarantee to credit your corporation
account with an average annual
amount of $1.5W for the depot od
that $114 with my company each year.
U you will divide the 30th-year cu.
mulative aset figure In Cohamn (6)-
$45134-by 30 years, th result will
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be $10 average annual available
cash for the corporation directly at.
tributable to the * difference in-
vested in the permanent polky."

Amnua Re, mr

At the start of this article I indi.
cated that I have been challenged on
this illustration by a number of life
underwriters, and Invariably the chal.
lenge grows out of a mlaunderstand.
ing of what it is I'm Illustrating. We

are sot taWd3  about compound ix.
terts-we are ets4va about a corpo.
retios's assUi1 rehrn os its Ceaptal!
This concept Is about corporations,
not about personal Investments. It has
nothing to do with what individuals
can do with their private funds placed
in their investment programs. 'That's
a different subject altogether. This is
apparently where some people get
lost-they attempt to relate the net
annual yield on the $909 "difference"
to compound Interest.

Corporate owners and thoee whose
responsibility it is to make corporate
annual reports to shareholders are
concerned primarily with the year at
hand--the one year for which they
must account. They think in terms of
an anual percentage return on their
corporaUon's capital for that year, and
they think in terms of one year at a
time. Of course, they make plans for
more than one year, but when they
think in terms of the profitability of
the corporation, it is always in terms
of annual profitability.

I am not naive enough to think that
large corporations don't have invest.
meant income as well as income from
sales, or that they don't consider corn-
pound Interest on those Investments,
because they do. However, smaller
corporations and closely held corpora.
tons seldom have investment income.
and therefore their executives are not
concerned with compound interest.

But whether they have investment
income or not is beside the point; this
illustration simply has nothing to do
with compound Interest It is an illus-
tration of a corporate net annual re-
turn on a capital aset-the $M9 "dif.
ference," which the corporate head
told me he was going to invest in the
business.

Compare Proe4aabwsly
It is important that this point be un-

derstood, because an accountant to
whom this illustration is shown Is like.
ly to talk in terms at compound in-
terest, and the life underwriter who

hopes to avU with it must be able to
satisfy the accountant that no attempt
is being made to compare this return
with any fosin of long-term invest.
meant return: it is to be compared with
the corporation's profitability, its re-
turn on its capital on an annual basis.

Well. back to the presentation:
After the corporate client analyzes

all the columns for each year, he usu-
ally says, "Well, I'll be doggoned,"
and I say, "Me too!"

He agrees his corporation does not
earn that kind of annual return on
its capital, and I always point out
again that for the $989 each year (be-
cause we fixed in his mind that he
would be paying the $300 each year
anyway) h.; corporation has dvailabk-
an average of $i,50 a year.

This concept and the illustration
will answer the constant, "Our cor-
poration is going to buy term and in.
vest the difference." The corporate
client will buy term with little or net
delay, because of the great differe-ne
in premium, so I sell him the term
with no argument. But I order the
permanent policy as an alternate, and
I take both policies to the delivery in.
terview. I explain the term policy
carefully, and I fix in his mind that
his corporation will be paying th-
term premium-that's the key to this
sale. Then I show him the illustration
and the permanent policy, and he will
exchange the term for the permanent
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APPENDIX B

Provident Ordinary Life isn't ordinary. Look at
the rates, compare the cash values, study the net cost.
Extra-ordinary? It certainly is!

WHL - F -168 MAE $ioo1oo

ANNUAL PREMIUM Y u AMOUN

1 $1.689 $ 200 $1.489.00 $ 200 $ 600
2 1,68g 1,600 89 10 !1,800 4,900
3 1,689 1.700 - 11.) 3,500 9,300
4 1.689 1,700 - 11.00 5.200 13,500
5 1,689 1,700 - 11.00 6,900 17,400

6 1.689 1,700 - 11.00 8,600 21.200
7 1,689 1.800 - 111.00 10,400 25.000

CHATTANOOaA

Reprinted from Life Insurance Selling, Vol. 45, No. 4 (April,

1970), p. 42.

618 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



615

nMgPIX C

"n adnwu1 1neof ISw $0a 46woenns
ai An, MAlandoo A-wooa. Catacef Osn"

0.0a sa*wr es -0 wit to, lnose -40.6i"a
o" .elimidmod atsoW -Moaicac *-nwibasa

POLICY #367,285 REVISITED

AN HOES Aw vee a check lkin p Seie osdhe 3kh mauvl premium"L on oaide olcife inswee piracy.

This escfitbrovphs she policy into my ihoauht, end sappeted shat
erim though luod old &6.211 hes already keen she subleclt o
dlio.unet oat skit pra is migki be sitly so rtepes ain oa she
tMpsslai sics ies or% ic has rcndere me k#0s she )sar. For thn

4si. I Jei. l, cjmplifts file instraace in action, coi shotajh it his
eeil ial.caly at work. Ni. dath claim has hate pad. no d ilt

intionc pagad fit prmiumit wasted. aw. saars) ow iurtender talue Pd
)to Pitoa) h.ght est nn tnmtslnS in union--w in pit pinee
sI minth. sts Ins at an innntimsrti lua. 55o ist to so rswantip and~ indee
fnrr sie ii att. treint so bild my Archit ani my Yneotteth.

And stw it aSetr also s iitt a tealittiL ta.t of lire insurance
piaen ON be#j whisk as mach regon maningfal shoama a poictosee od
a tin p ilc k il doi in the liuer. Ihere is. loe mcos of vu% li

stiease gat=! maSl/sle iteaentei so she %sed% 'liree i silae tbis pwtity
bt ,ee. awlds #,bi is abed of in l a)." ihaa in she phrase. "Slarslum
oiday, shso paity mdl do es-es.i lr e iv #br )er n icome"

sAe are ilsta t a e dieglsaiax thin ta ask our peespecsie
tulr s lock lhed IN, c shr sie liar ds.ie&s of mite. hecase

sh % sir of Is lure airim us remseo. Bt ahe Paingl oe sIt will
coinince him sis sthty mienys

Is ofen meileat re thas sle difference bet Ien lookini ahead in
life and looking bock upo. she lears pe. by is a ocd dial like
looking as she rital hlad shrogh ikhe "wtonp" end e m telescopes
an sksn atsna she righi end of the plait so look beet at the pash

Jrltad% imatoli0 . The oseine tapgtrasrt the lesh lsi Ef she miles
ahedj. mrad fnetslsoesimi shoct btkuth. a nd. similarly. life; iltl cas
sat so lel sI" the ycars ahead will h aes and eMs ai s h cinst.
while she )tg gone bol Wst ieetttittivlnse eer-decreatinJ length.

That in it eatcir so iaprcimser this lile insurance can do b)- lI ollp
mI a poli) c beri,, and notm he t boi dla e. than b) calkiap

Nises one yss to he conceived ash delitred. Therefore I insis yetw
now so kk t as a -".ryn-old prlicy whik Seem to its onc so he
ancir so $" m3itsha sn op. s a perdily doecs time flah st.

p tl4i.v v.'.la$S. a 45010 aoniling Nwhes144leMIK. S lifecntaia we
itv Nnsetblr 4. 19?) in Sc.ntin Nelsos t'CMvst'h's. age 21, of

(kha-sci. lllin.. The poiy wats pataeat so Gace M. cock. Inindedt
iie .4 sher Innaeid. S ie. etks 1ase. ot she following January

2$. it eaome paIable 6n Gesuseefk '*eedscn. \',r o she tIatorni. at
iS oelt is The pila) wet at led for and dated she last day heloee
oipe-hane-shbi lat day in all ierll. when tka psrticular ipplicas
cold bh litfe sgarince Ii ete 21-and is is inieessitp so note ohm
skit-o %s a rnsun loe ai n qlasc a imphlling 3? lease @a* as is

Non bei thea. Polity $67.23 was bougha ls shan i wak fir
thai hs aeirr blik Tuesday. Oisaer 29. 1929. when the Stock maet
collaisel s nuall) in a anle da) end precipisated she Grts Deitrersoo

a . oms sue when go eesed skis the wocid had come to is rnd.
whevin iseed shas the economic lusure of the essswe was &I black a
the bllss of a w€i in she middle of she nipha, when it seemed shats
no Anmatsal promise could he Me of strusted.

Yet Policy M.7.24$ made peeate to me from which it his er
,wterrvl--geer shoupg at could eat flreewv the decade of depecsuaia
sheh Ia aheSd. not she doreaw in interests rates aslmo to she
santhinp pins. not eor d Weer IW and Korea end Vii Nam. not she
infltionary increase in operainep cat. which would drise rents and
wines, and pos spe and peretss and m l ioa e t ler ocar m of expeaw
to levels aten snimaginmle. - -

Ine e aiple. the perry promised me on Drcember 4. 1929. shet k
ould iand twy so pay me or lead me S.fl9.0 on December 4.

39(d, t tpromi-d so he ready to pas me or lend me $2.405.60 on thoe
Same da of 196'. The 'sth-lear alurs wcee ready and wiising whes
the dise itilled asowad. The Ulsh%)r als.., will be wooing foe ae
oa slot coming mtan ery if I watt them.

And-roc so isideatl-he iereae int tmlhe tram 196 to 1967
age.mseued so 5190. wtich Sew" ous of the peymea, js mmdc , of a

annual pve-miun less didiead of onl) S 26 2... whaio means that
my cash %lse increaed shis la a she care ad $141.54 foe each
100 deposited!

T %A It'fL I% Ihe intereninp yean hate ben in papUoreon. ad
-t ses Fho5 base rtwn ithout fll fdims yacr so Iece. end lave

iell me sIMC h out number.
'lli marijns sa hl tplicI silt cliilueily of the siseral eanreas

akitn .2 ba %t t ae as rctlascal-percee iroilaseral which
en Aith men t• oal si at, I tstlec Ias I slid ssy! fin ile si to begeieor
aime Iseini" Oad nfla ntdl) 'I'le in 1 n4ii' w oeW lsisOte."

lAib III shin: csllasin, wa% a peisiialsle .ini. Once I Solted oa
@nMtun L oiual in a )rts Itimirn on Ihe piay by using it as tillaseral
so line n.. the sisthA4+ of a ,o a n utibr Ie at hank rat in vead ad
sillalmnt i lt' lver I statlc A sosianiel pefis ron tie tale se our
irs hoint, whi it sae limet iii nlssi. whih we wore de to bay
in alt. irns plie coly because ol the gaardnioid ho rowimp power
which cAts ir. %fils I*I is ,nabl sim lit Slake mAlansige iii an
inseSirions oil gnrsunito whuk roisaeot a prilvi po ti'r shin she ensure
asoni I hate dprstsi-sJ in she poli c o tha day.

Sn my emisl snsiesmntr in Pilsit v4.2N1 a now a fecasise figce:
alis it. iy peol stpuraanideS hot oraiwmn Ljowee has brecah me more
Ihol s) t41 inlsome l in the ataicoyrw. d I slid lin the Policy!

inTlF railst %1 eIclsslls nd ds tnd a i, sill mn inirkestiisp Snor.
A coo. Tht) thawem nhat " V di' ol at, hAtr Airag-d .l NIq. etanpi
from an taslt hick a 1011,4I i 1941 s aa l yl 199i in 19%0 and
up a)gsn I,* a ro-w hiuh of 411.74 in I'Mt, ancs- si asinual priasaum
it 't. she n,-s premium has asrteap p N6.17. tie "ino; S14.4% p-
ihasangl this. trssetsil). a gum alsims she animns which would
hatenui aha a xsas pumranisk hdos pto is la VIs. rl is actually

isi.%has itoir tbin ts iiuilly whih ninild ir tcitined y . . .
lhich ilphasisrt she las ishag e snurjca st isti.nall) she only
tuiinvti) in wrtece on emrh whsh howlss d abliss its p ce in she
paw quarir census.

lhe fratio, m|t ie, g wShlt you m I arid all Jt.) lire insurance
men Inst. namely, that shtrr i~ntS snmtuih difursrote eiher way
retain yiicid parsicipatie lifes inwrucr and pcond pssransieclsc
life inIsoahr gU hars oi 1 ttr Muck i$ y rc eye.

ls imprani thing, as shot aisual hss.e diamasirs it stt which
yom thieii ,. ht shis ytav likc onat s the oebee!

Ia the close at bead it is of on eirn/.1 raeireeee te me whether
ibis Ol l l.ii-d OAcitb baa airad me so i I low ibiry-re years it
parasi.cga er msa.Af~laiMao. rf eI ito thir-i.ii a yewrs de Ihi
cr rrialdi eodde'e be far eja-5. aw d Ait s-a I , t ore.) OW is eo
eaoocini o,,ogr,ie Io me t h,, cbl ci lie. lh.si mi,. ie--4bat I
btse etpcrnerverd ri ,meli.o in se. hot I f,,,e Pnsteaed cIc
proot s, gmSl,. I/i prcepr daid #iaerretti aiia,. fhis aeeeled eel
idea of curia Iaed M iI eel laieael ibs patrdierm at my family' a eldit
aid my *a a

a 6 4,

05 I G 4la. ho sl5, THINk. thas I had tshi t s-thante et Drcem.i
Aut 1  

. 1911) wed :hetsae: pushed aeurl neinantl so hay Policy
'.21$0 l. v I am' It v, as ne of the Ives decisions in economic

mavist whkh I base cret made.
es . vc. cls trlstion, p reapa is weai' Sck a pood drcisiaa.

mfter cll.
I should heta bought ten tho d, not iel

Den e wishes,

& V.nD e e \2[-1W1; ext

Houston Oklahoma City Pattsburgh H oateln Lit, Honolulu Patrtiot Lie. New York

Mssarae i Force Jawry 1. In?... Three Belke. figOf Hiandrd Fff.ix *illion Dollars

oprint~d frm Mra National Underwiter (Life & Wealth Insurance Edition),Jauiry 28, 1967, p. 19.

619 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



616

APPENDIX D

A life Insurance adverftsemenf of the
American General Companies

presented regularly in this space for the
edification and inspiration

of insurance men A women everywhere

CONSUMERISM

TJHIS It THE asA when **consumerism" is the word of the day. Thisis an age whe every warranty, every guarantee, every reprCsets.
ton, is minutely examined by guardians of the public welfare. It is an
age of so-called truth-in-lending laws. which require that the borrower
or istallnrest buyer must be told in simple teems and in words of one
syllable the precise rate of interest which applies to his transaction.

In this environment, challenges are occasionally thrown at our age-
old cusbon of contrasting, for the edification of our policylsolder or pros.
pective buyer, annual premium outlays and year-to-year increase in
cash surrender values.

I teel that those who que.ei ;lis practice are competent and
sincere, and that they speak with constructive intent, in the advocacy of
accuracy and precise presentation. And after considering the matter for
a time, I conclude that those who raise this question have a point. They
are rigbt, I conclude, when they my we should not make this comparison
in language which indicates that the increase in cash value grovis out of
the premium paid is iar viwe yea. I think we must agrie that this
implies, quite improperly of course, that she policy prints its own money,
or gets it by bucketfuls free at the town pump.

But on she other hand, the life underwriter who directs attention
so that increasing value has a poln:, too. When he notes that the increase
in cash surrender value of a given policy was, or is, or will be, a given
amount in a Sihens )ear, he is reporting a ate?

t seems to me, after considerable reflection on the subject, that the
central question is not the fact itself but is, rather, a matter of the
lasage in .4kb Ike jat is presessed.

ON IXAMPLI, LOOKING BACK on what I myself have said and writtenon the subject, I ind that soessetimes (though not always) I have
carelessly said something to the effect that the 1140 increase in my total
withdrawal value lot a given policy year "grew out of" or "arose from"
the 1100 premium I paid that year.

When I mid it that way, I wta wrong. I stand corrected. The (act
is that my 1140 increase in cash value that particular year grew in iart
from the 6100 of new money I paid into my policy and in part front
interest on the cash value (or, more ccurstely, the reserve) which I
had accumulated previously over a period of yese.

So we art wrong when we say that this year's 11,400 increase in
withdrawal vale "grow out of" this yeas's 11,000 premium payment.
(A life insurnce company can't create money, let us remember; it only
csaserwrb she policyholder's resources, and isa part them by the miracle
of compound interest.)

But surely we are nt wrong when we point out that a given year's
premiums is or will be $1,00, and the in that same yeer, from one
policy anniversary to the neat, the cash surrender value will increase
by 11,400.

Wa As EIGHT when we point this out, lot this is a simple fact.
It is a fat8 that the increase in cash value does Otrar. When we tell

the owner of a 1100,00 whole life policy issued ten years previously,
at age 35, that his cash surrender value increased in that tenth policy
year by 12.01 1, while his premium outlay for that same year was 11.7 ??.
we speak the lateral tracb. When we cell our 10-year-old prospective
buyer of a 550,000 life-paid-up-at-65 contract that his equity trill in.
crease $1,302.0 in the nineteenth contract year, while his premium
outlay tha same year wall be only 13%., we are selling him with
compltk veracity exactly what will happen if he is still alive, and still
eas she policy, and does indeed pay that nineteenth premium.

If we were imprudently to say or imply that the increase "grows out
of the payment of the current annual premium, we would mislead.

And we should be on guard against tarelessness of expression in this
scositise area.

But when we present sn accurate language the simple fact that the
insured's equity did, or will. increase thirteen hundred dollars in the
year in question, and note Iy contrast that the: premium paid in that
same yer was, or will be, only eight hundred and filty dollars. we speak
the simple truth.

W ATH sEjUaL AtLUtA(Y. we can point out to the owner of a 5900
savings account that after he depoits another 5100 on January I,

and lets interest accrue for a year, his balance on December 41 will he
11,045, an increase of $145 for the )ear, of which hr contributed only
1100 in new money.

This is fully analogous to the fact that our 45-yea-oetld owner of a
sen-year-old whali life policy enjoyed an increase in his life insurance
equity that year of $2011, while paying a premium of 11,771 And in
the case of the life policy, we can explore more deeply, and find that
his equity would have increased by 1181.44 ei vs if 6e had sot paid the
tearth prssiis---that is, if he had taken $12.100 of reduced paid-up
insurance and let its cash value grow as it is guaranteed to do--which
only adds to the dramatic impact of our original statement.

We add still more dram, and still more precision, i( we probe still
further: If we want to he as tehnical and erudite as all that. we may
undertake to tell our poiKyoweter eaattly how his cash valuC grow,
and precisely what he jets for his money and for the use of his money.

We will tell him that his mean ynsount as risk in that tenth policy
year is 985,9t4. We will eatlain that out of his current premium must
come the purchase price of that one year's protection in his forty-fourth
year of life. To compute this we will use a figure of 55.97 per 51.000,
which is just about the lowest retail price for one-year term insurance
for that age and amount we can readily find in an assortment of statis.
tical compends. We will take his previous year's cash valut tit 11.011,
augmented by the $1,58.79 which remains out of the tenth annual
premium after deducting the value of the year's protection. and will find
that this amrsount grows at the rate of 5.3% per annum thut year (tait-free
or tan-favored) over and above the insurance company's expenses of
operation, in order to produce that guaranteed year-end sash value!

And this, too, if a iat - and a pleasant one to contemplate.

wOULD LIKt so carry this dissertation further, but )ou donmt have
time to read moe, and I donst have time to write, because I must

stop now. to pay another premium on one of my own life policies
Doing so will cause me almost no pain at all. even though I hast- no
idea what the cash-vatue increase may be for that particular polK in
this particular year. I don't need to know the enact score for any one of
my policies; I am comforted by the realization that when I lump all my
policies together, old and new. large and small, whole ilfe nd limited.
pay. participating and guaranteed-cost, my equity increases something
in the neighborhood of $116 in the year 1970 each time I pay 1100 in
premiums.

And even though much of she $116 arises Irom interest on my
accumulated values and only part of it grows out of the $100 of new

- morey paid in, my awareness of this increase nevertheless serves to make
the payment of premiums pleasant rather than painful, heartening
rather thun worrisome, and c(mforting rather than irkrsne.

- Best wishes,

-t . ~ ,~r
American General Insurance Company, Hus,,is ' American Gneral Equipment Lesin; Contpraion. /lotri ' American (ierr.l I ret lnvsranseComgpay, loars.t-NashrfteCl.hfoaa City '. America (r general investment Csporaism. lhinttis ' Ansttciasn (ictiAl KIcalty C itpiny., /lrsim
* Assurance Company of Americ a. Ne w VistA ' 1-islltly an IelPisst Ctwmpany of Maryland. talrsrrwr ' I liwAtian ale I n luiranc (i. l11.Hosotsfie ' Life and Casualty Insurance Company of Tencst. Nas hislt ' Main Bcadi and C(amially (sontjsiny. lIprrnsl ' Mryland
American General Insurance Company. Hlun . ' Maryland Casualty Company, Rftimore . I ioal Stanslard n!srance ( osrany. II-,t,,itn
Northern Insurance Company of New York, Ne, Yori ' Patriol Life Insrance Company, Nrw tork The little Guarantee ( impany. lialt,s'e

04 . suuwqei 0 m.. .a, jokIo Lft 60NWua For".a,, I -*Aho

Reprinted from The Insurance Salesman, Vol. 113, No. 8 (August, 1970),
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APPENDIX E

"I protect my family

with $72,600 worth of

Northwestern Mutual

insurance and my

net cost last year

was only $97."

W$'il/iam P. Sdwan), Noi'hwtlesre Muolw policy wner from West Bend. Iowa. has run a 401) acre farm on a %hope ernp ho fi ike ps'as If) rI car
He feeds M500 keed mf hours and 210 hsead of colne a yea, owns a good supply of maokinerry.

"In 1954. my Northwestern Mutual agent started me on a program of permanent lire insurance.,Ri..*r.cw, .,-

premiums of $1,645 a year. But the cash values, including the exceptionally high interest and dividends paid by

Northwestern Mutual, increased last year at the rate of $1,548 a year. So the $72,600 or protection for my wire

and seven children cost me only $97 a year. Besides the protection, part of those policies will provide the $10,000

I'll need for a down payment on my own farm in a few years." * * * * * New features from

Northwestern Mutual can help improve your insurance programs-Owner-option plan allows additional policy

purchases without physical examination-Quantity-earned-savings plan provides worthwhile premium reduction

in many case-New budget-type payments of premiums at remarkably low cost. For detailed

information about all our new features, talk to the NML agent nearest you. He's listed in

your local telephone directory under "Northwestern Mutual."

R. NORTHWESTERN MUTUAL LIFE I eZ~
"BECAUSE THERE II A DIFFEPlNCE"

R e p r in te d troims S u c v{. ,s I ar, mi n , V ,l . 0 1s , NM . /I (A p r i l , I ) J,) I. I

v, Aw
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APPENDIX G

WHY DON'T YOU
TRY THIS?
By HAROLD P. COOLEY

Objections and How to Answer Then

We were happy to have Allan Kent
as our house guest a while back, and
you may be sure that the life insur-
ance business and its personnel got a
good going-over. In recounting some
past experiences with agents, I told
him about a fellow who developed
an intriguing way of disposing of
"objections."

No matter which one of the routine
objections the prospect came up with,
the agent would counter with this:
"Now, look, before we get into that,
let me tell you something. I've been
in this business long enough to know
that there are a dozen 'objections' a
man can come up with the minute I
open my mouth about life insurance.
I've not only encountered every one
of them, but I've made a study of
them to the point of having a real,
honest answer to every one. I'm sure
that both of us have too much to do
to spend a lot of time sparring with
each other. Do you mind if I get on
with my business-for a few min-
utes?"

My friend used this method success-
fully enough to make a good living,
and I have an idea that some of our
readers might take a leaf out of his
book.

Ordinarily, canned sales talks don't
work in this business as well as in
commodity selling, but I think you
can "can" a carefully considered an-
swer to any of the usual "objections"
that are offered, after all, as a means
of killing off the interview. I'm going
to give you my idea of an answer to
a few of these roadblocks that you
encounter.

"I'm not Interested In any more life
Insurance." Don't be too cute in han-
dung this one. It's a little too "smarty"
to ask, "What is it about life insurance
you're not interested in?" That just
encourages a smart retort. Try this:
"I can understand your lack of in-
terest in any more life insurance ol
the kind you know aboul. I suspect
I've got a different kind in mind. Let
me show it to you."

If you don't like that, try this: "I'm
not surprised at your lack of interest
in any more life Insurance. It's a pret-
ty damn dull subject and seems to be
more concerned with death than life.
The only part of life insurance you're
likely to be interested in is what it
pays-to you if you live and to your
family if you don't, and that can be a
helluva contrast to what you pay.
There could be a lot you haven't dis-
covered about that. I'd like to show
you something. I probably should
start by asking you, rather than tell.
ing you. You refer to more life insur-
ance. Could I ask, 'more than what'?"

"I have all the life insurance I can
afford." The answer to this statement
can begin a good deal like the pre-
vious one-"you could easily have
all the insurance you can afford of
the kind you know about. What I
want to show you could be quite dif-
ferent."

Remind him, in a kind way, that
there are a number of things he can't
afford but Is currently paying for. He
might trade some of them for things
he can't aford to be without. He may
be one of the great majority whose
yearly outgo about equals his income,

Reprinted from Life Insurance Selling, Vol. 45, No. 5 (May, 1970),
pp. 12, 14.

a
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and it's q.ljil,' t.iw;ill" lhit he.. viii
have tn hIm,- fille, ,. l:I' n,mir wic', he
needs wNillh 0-,r- ,twio , - -. ;pt,fri l:,!;l

year for thi ips i. CII do 'lui t nicely
w ithotit - lh111 ;lli , v . t I v ll.!/ cailit 4I
ford. O rily rtvl:., ,h,.,s .1 i:,i ;,, ,.

1n .'V.' i ' l ift . I, 1. , 1 . V

ft.l lain.-. .... ., in : ., ,ii. - .)1, -b .d

for ltill,; ljI.'s ill V 1, . '1 5 l)w t.ss
-Would yoii t-,;id n,.,. l i;t, ori oe'

pallly l,. '' '. , ,I C" ! ,4,' l-4:,f, -s "not

l1h a t [fl -, w, l , i. . '.1 , , , ,it
l11 0i f L I I , 1 '. ... 4I' ,1I. 1 1 ;0! l,,r Ilh t'

inlt,:rview',. V'I,', ,l:..'( . ll,'t w 4)r(lh

too rnit'h. i.,- have I l ,( ill!, (ii lose,

by asking 1.1m if le'l give you n
Ch nce to ti11 Ii l, just why you havre
called. y(,1, 1, ii.lhi 4.111, Ili; t lteli,4 i 1,

something li!; "friientd" (-ver Ioohi'd. If
he insists that htis fri,'u1 hs dome a

good job for luiu :mi.] lt he \:oiiddin't
want to h.' fierrn wl'- o!,r agent,

I'd move on to . i: pr.sl,:el',.' 't.
"I can invest ft-, i , It later

advantage 'ian 11i0ag i: to a life

instirnimt ' mwio It, V." Of 0ML'SOi, there'
are two key ,itueIiIl,5i you will wsk-.-
whint m"),w"y iht'.v,:If,' iii ivihtit Y)il've

got to ';k + 1. 11.4. ,hill Ill % 4)l11' )1 1tlest
m anner. If ,., s stl, ti -'Ji, iu,'Ui L-
fuse to tail'.. I; .,',,4 i L , o.v tir man is

in the miIdlv-in'ilae ch'Iss, yu cal
be (litil: t, in Ilhit hic's not I1ilking
:! iN . i --,upital l)l t has prI)-
ably tx.cn ca!l d oil by a mutual fund
,ale,smnn with growth ideas. If your
opening question doesn't smoke him
out, make it plain to him that it's
quite impossible to draw fair com-
parisons between the contractual
guarantees of the life insurance con-
tract and thp variable results of buy-
ing tiny pieces of some mammoth
business that promises nothing. Tell
him that what you're offering comes
first and that am adequate life insur-
ance program represents sort of a
"spending or investing license" for the
rest of his surplus Income.

"Life insurance costs too much at
my age." "That's a natural assumption
on your part, but let me show you
something you never heard of." Open
your rate manual and show him the
figures that correspond with these
that I've taken out of a stock life com-
pany book:

"You, ut 45, can buy $10,00 of
ordinary life at an annual premium of
$275.80, but if you had bought it 15
years'ago at age 30, the annual pre-
mium would have been $160. How-
ever, by now, at the end of 15 years,
$4,250 of your $10,000 would have be.
come fully paid-up-so you would be

plying th l $161) lii, ;i . "

(l lit- v i i i iiyi. ; * 'a inw r ur

0 i I i I 41 ,'? ' 61 'I I' INiI re ]i ,,f.

l...,,li.'~ ~ lI,,' ,,o ,l'lY i,, k,,:;S is , Ir

rair d s te. yol , s1 o. yoll dsn't know

aIi. ki' Who 'v O llcitally 'dIle . 'II lt

i$s09itIi his lfr wilh terin insurai e
1111dl lh1vl ,onsisfelorl'i (Itid regidobrly

Di ,~1 111 4, lie 11110. c IAI. 111' liv, 40I1 lt iS

l*lvi'stL11 1 l'(,Itlo ll5 1 1 it( i lll,,l ,I ,w liniary

life. It's . ti 2,. t 0 ili d i 1 VC2)y, bil

it 1 Ist isn'llwili. 1)1211 lil lhw 'er ],(I
like tin show you soui-thing abimt

let-il in$1 . l. ct that l'ii l l i r't y ll'V ,'

ntvtl,r s'( l rt.
"S edwins.u' Ir lin 30 yvirs Chlt lilys

$10,0lif0 Iti ,Il to 65 for sin nmitial, ifre

f itrm of 2$4.70. hvir l.lly,7 day. -

b it f fape r p1 l l li IiI,.1:- J1I p eitsll.
policies y a d hi ' 24wlll, yer a11I.r.I..wind

liv,,s to 65 alld troy ', I,1% :15 .m

ianius tolallie t h. 10 yWilelhe
idg $r o, Nit wnoks ou tob

"Ott flhv otl-.r Ila.yi, Ili. c,,idd have

l3.pylars of- .,i,l ,00) Mins 65 far
if gr, il nllls DpltiIllII in .1 l11l 1llll l

al aeany - of $ 53.5 a r, :I-d in -ab
usinil, his dividcn, ls tit rudhuv', til(* PVV-

, miu,,, woul lavu pmll illit 114-t lohil

(of $1.8415. At thli,! J)Iill, if" I, t4 L IIll liles

he t he ct far e ct the ext65."
ed insuran4, provision in his contract
and be guaranteed llt his full $0,000
of life insurance will continue in force
for I trms (i 24 year s whl $10y-
with no further pl'ernitn payments.
When you add this 24 years and 157/
days of insurance to the 10 years he

paid $1,845 for, it w6rks out to be
34.43 years of $10,M)1 insurance at

an average of $53.59 a year--about
hal the cost of term to 65."

At age 40, our friend is going to be
older and, hopefully, smarter than at

age 30, and he's likely to forget all

about that brilliant "investment of the
difference" and continue to pay his
premiums and have his whole $10,-
000 fully paid-up at 65 with a guar.

anteed cash value of $7/,399-along

with a probable terminal dividend of
$1.o."rh,.rv'. ,,ih.lim-ly i,, ,,vid,,nc,,- IlI,,t
p~inltM , hl i 11 h,,-ilg 111116 111 ,.111.1 01t.t
by "inv,.Ming" laity ",lilTurt-nee" in

anything.

Correspondence inay be addressed

to Harold P. Cooley at 40 Rim St.,
Kingston, Mans. 02360. • •
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APPENDIX H

Counters Buy Term Invest The
Rest Argument At NALU Annual

By DILWORTH C. BRINTON

This is not an against talk. It is
not against term insurance which I
sell. It is not against variable an-
nuities which I sell. It is not against
mutual funds which I am licensed
to sell. It is not against owning
stocks, which I buy.

It is a for talk. It is for under-
standing whole life. It is for under-
standing the relationship of term
insurance to whole life. It is for
keeping old policies in force. It is
for understanding how the rate of
return increases as your policy
grows older. It is for determining
how to tell accurately what the
"difference to invest" is. It is for
understanding the built-in-hedge
against inflation we have in partici-
pating whole life. It is for showing
how term insurance plays into the
hands of inflation. It is for showing
why you should buy as much as you
can as soon as you can.

Let's look again at the term-whole
'life picture. Many of us are guilty
of supposing that just because we
understand what we are talking
about that our client understands
also. We must be sure he under-
stands whole life before we discuss
differences.

I use a whole life ledger sheet
with several important things I
show every client. I want him to
be so well informed he can answer
the "twisters," because I won't be
there when the "twister" calls. The
columns In red are the most im-
portant columns on this summary
because they show when you are
getting more out of your policy than
you are putting into it. It shows that
you never risk more than $2,600
when you buy $100,000 protection

for your family at age 35. It shows
you can get all your money back
by the 13th year. This is because in-
terest works for you in whole life.

Relationship Of Types
Now that we see some things

whole life can do let's study the re-
lationship of term and whole life.

Isn't it wonderful to know we can
show this relationship for all ages
on a single sheet. Here's what we
learn about term insurance.

1. Very few people ever collect
on term insurance because life ex-
pectancy is over age 70 for any
person presently older than 15.
Therefore term insurance is tem-
porary. insurance and temporary
insurance should not be used for
permanent Insurance needs, except
in emergency situations.

2. Because of extremely low ini-
tial premiums very few people
know how expensive term is over
a long period of time.

3. Term insurance and inflation
have exactly the same definition.
Each and every year you pay a
higher price for the same thing.
People who are worried about in-
flation should not buy term insur-
ance. Term insurance is "creeping
inflation" to age 45 and "galloping
inflation" thereafter. We will dis-
cuss this In detail when we discuss
relationships.

4. We learn that for a healthy per-
son, term can be lapsed and then
reinstated without a financial pen-
alty-Indeed there is a gain-if you
live. I have seen men under finan-
cial pressure drop term insurance
because they can pick it up a few
months later at the same price and
save the premium in the meantime.
This is another reason term insur-
ance doesn't pay off. It often isn't

The shortcomings of term insur-
ance were contrasted with the ad.

vantages of whole
life in a talk by
Dilworth C.
Brinton, New
York Life, Mesa,
Ariz., during the
annual meeting
of National Assn.
of Life Under.
writers at Min-
neapolis. Mr.

OIh, . C ",",, Brinton counter.

ed the "buy term and invest the
difference" argument In his talk,
which was presented on Sunday eve-
ning during a sales workshop ses-
sion, a new feature at the NALU
convention. His talk appears here
In an excerpted form.

in force when it's needed.
Deciding whether to buy term or

permanent insurance is somewhat
like deciding whether to rent or buy
a farm. If you need it for 30 or 40
years it is usually better to buy,
(if you are a good farmer) as the
value of the farm will increase as
you care for it.

If you rent a farm or rent insur-
ance for 40 years all you have is
rent receipts. If you buy it, you
own it. If you own it you can sell
it. We will guarantee to buy it back
if you don't want it. From 25 to
65 a $I00,000 whole life policy shows
a net return over cost of $30,923.00,
add the $34,614,00 cost of term in-
surance and the total difference is
$65,537.00. At age 35 term shows a
cost of $32,364.00 and whole life a
net return of $16,792.00. Total dif-
ference $49,156.00.

Another interesting relationship
is shown here. Term insurance goes
up every year after you buy it.
Whole life goes down every year
after you buy it. (Current dividend
scales not guaranteed.) The sad-
dest man I can imagine is the man

Reprinted from The National Underwriter (NALU Convention Daily;
Life & Health Insurance Edition), September 16, 1970, pp. 10, 12-14.
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on the red Die after it crosses the
blue line. He is then paying more

* for term than his wiser neighbor is
for whole life. The wise man is then
in a position to buy whole life and
Invest the difference.

iletlm em, t Term
We mentioned term Inmrance

should be avoided by those who
fear Infstion-what should they
buy? Whole Ifel Todays particlpat-
n lg Whole life has a built in hedge
against Inflation because every year
you pay a lower premium (with
presumably cheaper dollars) for the
same amount of protoctlonl (An
fant who mlls primary non-par
usually had part1deating Insurance
in his portfolio for those who want
it.)

Let's explore this hedge against
inflation a little moe, using age
25. T2e total whoe life premium to
age 65 Is only $",27.00 for 100,-
000.00 of protection. Even it all of
that were pd at onee-which It
Isn't e than $0 cents on the dollar
is being paid In. This mens you still
have a lot of room for Inflation be-
fore the total dollars returned
would have les purehasins power
than the dollars paid In. There I
another factor that's very Important
that can't be measured. Dollars re-
eived from Insurance m almost
always bihe utility dollar than
thm pod L.

Another hedge Is built into par-
•tiepating whole litf. As Interest
earnings to up or mortality goes
down, this too Is reflected In par-
tiripating whole life and the cot
is reduced again.

Note 01 Cau"l
A note of caution is that we do

not use decreasing or disappearing
term for our demonstration (show-
ing differencee to Invet") because
the rate of decline in eovese is
too rapid to permit Its use.

The usual presevntauon of the
"buy term, etc" group Is to take

,the initial difference of whole life
and decreasing tem and compound
it for the life Of the policy or to apt

622

APPENDIX H -- CONTINUED

65. This will not work If the cal-
culations are made on a year to year
bass.

This brings out a very Important
point of procedure. Do not deal In
generaltle--be sure everything Is
figured out on a basis that actually
works. If you are checking a plan
that h8a Insurance and an equity
product combined then separate It
into Its component parts.

Have you ever considered that
the cost of money for a business Is
usually higher for tem insurance
than for whole life? When you buy
whole life the cost of the money for
the premium can nemr exceed 5%
because you can borrow the cash
value for that amount anytime you
have a business opportunity or
emergency. What Is the cost of
money for term insurance? What
happens when you buy term insur-
ance? It diminishes your cksh and
doesn't result In a corresponding In-
crease In credit elsewhere.

It you are earning 10% on your
assets then the cost of money used
for term insurance is 10% because
it would have earned that if you
hadn't put It into term Insurance.
When you buy term insurance you
reduce the net worth of your com-
pany thus reduce your borrowing
power.

lacIros I Value
On the other hand when your

company buys whole life-particu-
larly under the new ratable system
of accounting you have a corres-
ponding increase in value under
other assets to offset the decrease
In cash.

You may have noticed that the
"Invest the difference" group (who
all have 10-20 hindsight) use 12%
or even 15% as the annual growth
rate for their investment.

My comment on this is that
money is entitled to a wage but is
not entitled to a profit.

If our client can borrow at 8%
(or 5% if he owns cash value life
Insurance) then that is all money
is worth. His net cost of borrowing

started a voluntary investment pro-
gram in mutual funds were still in
the program at the end of 10 years,
87% had failed.

Earning Inereae
The important thing to note is

that every year you keep a whole
life it becomes better. The rate of
earnings increases. Should you cash
In a two year old policy to "buy
term, etc," the correct interest earn-
Ing figure has now risen from 4.5%
to 6% interest net after taxes.

Should you cash in a 10-year-old
policy to "buy term and invest the
difference?" I think this is where
most of the controversy has arisen
and I also think this Is where many
equity fund salesmen have made
serious errors of fact in their pre-
sentations because they do not un-
derstand the wonderful things that
have happened to a whole life
policy by the time it is 10 years old.

It doesn't seem quite fair to me
that the "twister" should be able
to take the dollars we have so care-
fully saved and use them to work
against us. The very fact that he has
no other liquid assets than our life
Insurance cash values indicates the
odds are against his successfully.
following an "Invest the difference"
plan.

Therefore, recognizing the fact
thiat if he cashes in his policy h" wilt
have $17,300 in cash to pu intoi
an inv(stnicnlt plan, how. d4, wt,
proceed? If we t-a'l iii the in.uitnee
we have nothing l,,t to compare
with, so the solution I ue ik. 'n krep
the whole lif(- insurnce let himn
borrow the loan value, put i' into
the market and charge the nvt in-
terest again.tt us. The net interest
cost after the tax deduction j.4 ap-
proximately 3': (40': income tax
bracket and 5'' insurance loan in-
terest rate). Remember at thiq point
that we are not discussing whether
or not we should buy equities, we
are concerned with whether to use
our ten-year-old whole life policy
or cash it in and "buy term and in-
vest the difference."

There are additional plus features
for the whrnle life plan. Hre thy
are:

t. You can keep the whole life at

BEST COPY AVAILABLE
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an increasingly lower premium or
the term another five years at an
ifteasingly higher premium.

2. You can repay the whole life
loan from the investment fund and
then use the policy for a retirement
income based on today's guaranteed
annuity rates.

3. You can repay the loan and
have a paid up policy of approxi-
mately $75,000 with no further pre-
mium payments.

4. You can repay the loiM, keep.
the $100,000 protection in force
and let the dividends pay all or aJ.
most all the premiums.

5. You have had the safety and
compulsion and automatic premium
loan provision in the whole life
over the 20 year period. You cen't
measure this in dollars but a fcwl
it is extremely Important.

Deferring Payenut
How many of you have ever re-

ceived a large insurance premium
notice and said, "Oh no. not this
month, how can I possibly pay 0i
But somehow you do and you keep

the protection. Can't you just iir
yourself saying this under the otih.
plan. "Boy, this term insu-anc - is
too high this month. Am I ,,ve-
thankful I don't have whole tie

- I'll defer my investment p~ay,.f',
till next month and try to c:,rh u
then." And that's the be.innii, o'
the end.

6. When you buy whl,. lif',
waiver of premium can be ndd,-dl
which waives the whole life gros.;
premium of $2.294 rather thnn tht,
lesser term premium. -

7. When you buy whole life ynts
can deduct the insurance premriutii
when figuring your net g.nin nt ar.,,
65. Term insurance pre'Mii'nn c.in-
not be deducted from your inve:4-
ment when you buy term artri ir-
vest the difference. When plnnngnL
your retirement would you r.r-ihrwr
be spending deductible or nnw ,,,..
ductible dollars? I'll take whole F,',
with its tax-free build-up ;t% it
grows and the deductibility of p,,,-
miums from the annuity ;nenne.

3EST COPY AVAILABLE
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APPENDIX I

TEN MOST
MISUNDERSTOOD
FACTS
ABOUT
LIFE
INSURANCE
81, George auth, raslera Cenis,

Every year, millions of prospective
insurance buyers-and many long.
time policyholders-rely on myths
about life insurance. They buy (or
don't buy) thousands of dollars
worth of policies, using Model. T
notions about insurance. Because
insurance costs constitute a major
portion of any family's finances,
Better Homes and Gardens presents
this article to help demolish ten of
the most plaguing insurance myths.

-- I

1. YOU HAVE TO DIE TO COLLECT haul; term insurance to provide additional
Not true. Almost 58 percent of life insurance coerage for that financially crucial period
pa)ments go to p'flicyholdcrs while the)" whilejh kids grow up.
liP. That's because most life insurance is of One popular combination is the "family
the "permanent" kind-policies that build income policy" whose term portion gradual.
ul, a substantial cash valuee over the years. ly reduces oer a period of 10 to 20 years.
This cah value is a guaranteed asset which according to your choice. Another is the
you can draw on Ahenever the need arises, "levi-l term rider" which you can add to a
such as when the time comes to pay your permanent policy to double or eten triple
youngsters' college bills or when you retire, your basic protection for a given number of

Of course, life insurance is bought basiral- ye.ars. And there is the "family plan," where
ly as financial protection in case of death, 1he atraighl life insurance is on the father.
and indeed one type of policy--"term" in- and additional units of term insurance cover
aurance % hich co% era you only for a specified tho- mol her and each child up to a certain
period of time and does not accumulate a age. usually 21.
cash 'alue- is written only Aith that pur. In addition, young families can buy re-
pose in mind. [Jut the beauty of pirrnaoiirmt durti term insurance to co% er the declining
i .,rnryrc is that it otfftrs nut only protection Ialancr of their nortgaK , or to back up
in death but real upefulnies in life. iho,rt-tprm loans. Sme .riung couples buy

There are many different ways you can coni'rtible term insurance, planning to
put our permanent insurance to use during ch;ii ige r to 'rnianiv'nt insurance an their
)our lifetime. The." include: inrriasing income ilrnt"Is. And one ap.
e The possibility of borro%ing against the pr,:,rh often used iy .oung profiional
cash% alue of. sour policy at extremely favor- faiiihs is through so-catlid "modified" life
able interest rates. insurance which prpitles permanent cover-
* C'ont-rion of the cash %alue into a guar- age on an arrangement %here premiums
anteed life-long retirement income, start low ani rise at a fixed rate in later
0 Surrender of the polic. for its cash value years. in aiticipatiun of increased income.
to meet a financial emergency or when in- A good insurance agent canadt iseyou which
surance protection is no longer needed. program is ifst for you, and he will then
* "Fndowments" that enable you toaccom- tailor the policy to your h!pcific needs.
plish a savings goal while . our protection is 4. YOUR GROUP INSURANCE IS ENOUGH
in force, aid which is paid out to you in Vetter check your fringe bi-nefits. Most
cash or in lifetime installments then the group life insurance plans provide only
policy reaches maturity after a specified abotol oneyear's income, or even less. Thisis
number of years ...-. '-far from enough hacking for any family that
2. TERM INSURANCE IS ALWAYS CHEAPER I h:s lost its br'adwiin'r. Also remember
It's cheaper only if )Do dii- Athin the period that group insurance is term insurance and
of the policy's term-and that's not likely has no cash value: it's not a source of emer.
to happen in younger families. If you live, gene) funds. And alth,,ugh your group in-
then it is certainly not cheaper: ,urance may continue after retirement, the

With one typical insurance company, amount then is considerably reduced. In
you'll have to count on paying out about short, you can figure on your group insur-
$.30Q in total premiums user the years to ance as a valuable ruir, pr,irelion in your
maintain a $10,000 renewable and convert. famoil'soverall financial program, but don't
ible term policy from age 25 to 65. Your count on it to carry the loao all hy itself.
premiums will go up e'ery five years, you 5. IF YOU MISS A PREMIUM YOU LOSE
can't renew the policy after age 65. and YOUR POLICY
when it ends there won't be any cash value Don't worry: there's always a grace period
for you to draw on. Your net expendi- of one month, and your insurance remains in
ture: $5,300. force at least that long itometimes even

Ontheotherhanda permanent "straight" CeOtRsNtisis "At Pee*
life policy bought at sge 23 from the very .
same company wiml cost you about $5.400 in WHY SOME POLICIES PAY DIVIDENDS
premiums through age 6). but at that Poilit AND OTHERS DON'T
you'll hate $5.700 in cash value. Your net With some policies you participate In the
gain: 5300. What's more. you can then con- inyronce company's business experience,
tinue this policy at the same annual coat for and with others you don't.
a long as you like, or use the cash value to The "'participating" policy-whelher per.
convert it to an $8.300 policy completely manent or term-requires a higher pre.
paid up; or continue the full $10,000 for an- mium. and then. depending on the com.
other 15 years without further coet; or take I pany's Investment income, operating e.

penses, and the claims paid, you get a re.
the cash value in cash or in the form of a fund in the form of so called "dividends"
guaranteed monthly income. ' 1 which are totree. Your real net cost 1oe any

'-11"YOUNG COUPLES CANNOT AFFORD
ENOUGH INSURANCE AT THE TIME
THEY NEED IT MOST
Again. not true. There are any number of
ways foe young couples to get life Insurnee
that covers their needs witbout making them
insurance-poor. Such a program usually in-
volves a combination of permanent and
term insurance: permanent insurance as the
nucleus of family protection for the long

given year is the premium minus the divi.
dend. Of course, the dividends can't be
guaranteed and they can rse and tell over
the years.

With "nonparticipating" policies, the In,
luralce Company fixes its Premiums as
closely as possible to what it expects will be
the actual cost of your policy and conset.
quently there are no dividends. Here the
premium is your actual Cost.

.. printed from The National Underwriter (Life & Health Ineurance Edition), April 15,

1967. p. 12.
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APPENDIX J

F40A MILY NCMERIE

t e s

.o~ 3 i ,'b

CHECK YOUR OWN RATE BOOK WITH
FIGURES SHOWN ON CHART ABOVE!
Score WNL's Family Income Rider as another industry first!
Age 25 featured - other ages at proportional savings.
Along with the LP.95 non.par, non-smoker policy, it's a
solid example why G.A.'s who want sales action look to
Wisconsin National. Want more reasons?
0 Non.par and par available.
* Policy rates based on prospect's LAS-T bthday.
* Outstanding health portfolio.
* 5-year agent financing; recruiting and training assistance.
* S&H Green Stamp incentive program.
* Top contract combined with rich production bonus for P.P.G.A.'s.
* Fully vested HR.10 retirement plan.

Interested? Write or call Tom McDougall, (414.235.0800),
WNL's sales vice president. Ask about G.A. opportunities in
Ky., Ill., Ind., Minn., Neb., N. Dak., Ohio, Pa., S. Dak., Wis. -
and our Security Planning Center in Milwaukee. You'll get
the straight facts - fast - and we'll bet you'll like 'em!E Quality Service Since 1908

WISCONSIN NATIONAL LIFE
INSURANCE COMPANY
P.O. Box 740 * Oshkosh, Wsconstn 54901

Reprinted from Life insurance Selling, Vol. 45, No. 8 (Aug.tit, 1970),
p. 70.
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APPENDIX K

CHECK YOUR OWN RATE BOOK WITH
FIGURES SHOWN ON CHART ABOVE!
Score WNL's Family Income Rider as another industry first,
with ultra-low rates by using 8% Interest on commuted value.
Along with the LP.95 non.par, non-smoker policy, it's a
solid example why G.A.'s who want sales action look to
Wisconsin National. Want more reasons?
" Non.par and par available.
" Policy rates based on prospect's LAST birthday.
" Outstanding health portfolio.
" S.year agent financing; recruiting and training assistance.
" S&H Green Stamp incentive program.
* Top contract combined with rich production bonus for P.P.G.A.'s.
• Fully vested HR.10 retirement plan.

Interested? Write or call Tom McDougall, (414.235.0800),
WNL's sales vke president. Ask about G.A. opportunities In
Ky., I., Ind., Minn., Nab., N. Dak., Ohio, Pa,, SDak., Wis..-
and our Security Planning Center in Milwaukee. You'll let
the straight fac(s - fast - and we'll bet you'll like 'em!

Quality Service Since 1908
WISCONSIN NATIONAl LIFE
INSURANCE COMPANY
P.O. Box 740 * Oshkosh, Wisconsin 54901

51

Reprinted from Best's Review (Life & Health Insurance

Edition), Vol. 71, No. 9 (January, 1971), p. 58.
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APPENDIX L

by Raymond L. Paul, CLU

Rockford
q

t/ yos view yotr role as a life insurance salesman as an opportunity to expose
yor prospect to your expcrtie us a logician, or i/the objt of your intertien', is
to display your technical knowledge, then read no farther. il1orcccr, if yon are
loohipog for a concise yet simple explanation of the return on a life insurance con.
tract versbs the return on other investments, read on. I told $530,000 of Con-
vertible life in 25:, JO, 50s and on up to $125,000 in the first six montb of
thij year, applying :hi idea.

When the issue of return enters the
selling interviews, ask the prospect, "If
you 1d a $1,000 a year to invest in any
investment, what kind of return do you
think you would get on your money?"

ASSUME he answers 8 percent. "In
other words, Mr. Prospeci. for every
$1,000 you invested you would earn
$0 a year in interest. Isn't that right?
Now, Mr. Prospect, if you were to in.
vest that same $1,000 in a life inmr.
ance contract, what kind of a return
would you expect to get?" Most men
normally say 4 percent. Regardless of
what he says, I will not quibble over
either of the percentage figures he
chooses. "Therefore, Mr. Prospect, for
every $1,000 you invest in life insur.
ance you wiU get $40 a year in interest.
What would it cost you to buy the life
insurance? Wouldn't it cost you the
diferetce between what you would
have earned on your 8 percent invest.
ment and what you would earn on your
life insurance investment? This amounts
to $40 a year. Would $40 a year in
additional earnings have any eflec on
your family's standard of living?"

Next, I explore what he gets for his
$40 a year. First, he gets a semi-com.
pulsso" savings plan which forces him
to save regularly and consistently over

Mr. Powl

Raymond L PeAl, CLU, joined the
Rockford Agency in 1938 following
graduation from the Univerfity o Wri.
cosin where be had majored in in.
sarrance. The Illinois assocae, who

earned hit Chartered Life Underwritr
deJigasion in 1960, bu beea a COtin-
aing qadir for she company's Presi.
den',i ed Leaders Clubs, a weJ as sm
ansuad recipient of the indasiry' N.
ional Quli:y Award. He is also

certified applacans of the Million Dollar
Rownd Table,

Reprinted from The Radiator (Massachusetts Hutual
Vol. 57, No. 10 (November, 1969, p. 4.

a long period of time. This is money
he would normally fritrvr away. Two,
he gets an absolutely safe investment;
and, three, if he is around the age of 30
and invests $1,000 a ycar in a Convcr.
tible Life contract, his family will get
$50,000 when Ix dies "'Mr. Prospect,
that's $50,000 worth of death protection
for $40 a year. Can you really afford to
invest in anything else?"

AS A FOOTNOT*E, the sophisti-
eated posmpect may .my that I am over-
looking the fact that we are using com.
pxu.nd interest. My answer to him is
that we also overlooked the income tax
con.'quenccs of each method of invest.
ing. Also, how much would he actually
have to invest each year after he has
puttrhawtd $50,000 worth of term insure.
ance to protect his family?

After digesting this sales idea, I
would hope that any knowledgeable
Mass Mutual agent could poke holes in
my logic However, I have found that,
for me at least, sophisticated Mass Mu-
tual agents historically have been a very
poor market My prospects are just as
rich but not as sophisticated.

Life Insurance Company),
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APPENDIX H

Yoe get protection but no
c, sVI tlle in tenn.

Permanent can give money back
a if you don't die.

Since you gel all your money
back, cost k interest oil yor

111lle'i.

Isn't l(ri premIn like initri.st
oil pe~rianenl prep'iin ?

You're paying about 3M interest.
Let me Vlhow you Olat I 111e'%1.

".. , ~vM, tit) havea loot o1"plnim'limil in lhit

nii INliity for tt $ iit ctsI.. Y4l1l klim. orFt1)llflN.
dhial1 thlrv is i.m tuld vti' iii it. It' Ont kii.,I a i1 IlPEicyV il tllaIvo
to (lit, to I H-'d.

"Did y.oi ktlo,, , that tIlw X-IIlIHlit
kind of lift, ilitrative 'ai lx- .il arratige( tliat \i li tvieitilual v

gel all o|'your tiutiny batk il Vol (i110 di.?'

(WAIT FOR ANSWER)

Silt't V()I l.g4t .1l1 Ill' v-31r 331iv Ilt 01k. teIh ill' eIX- Illuali lit
iiraniv i% really juist tlit illterit. (311 votlir 3i1iev. i% tt it?'"

(WAIT FOR ANSWER.)

"Nip, iv. h's, il ililrigiliing imxint. Sive't ti-nii pti-i.,,lill p~as,% juil

for lhii i rlmi rall .t wilhiit) it- lrli, iitl tiga tl-li) plell1illlil jlit
like iiite-rt't 1)II the- Ii-1il wiit p)r lliiiii dhial lilt%*, ill.-iiait'

(WAIT FOR ANSWER. REPEAT IF NECESSARY.)

"In i t'it asu y,oil itr p~ail ilig allxpit 301PJ illiturl-t.

"L*ti lilt- %hiiw Veill wl il I llivati. At vili age'. . \11311

.ie1 11 Vicy tEists ).11i $ .. r y'e.ir. WVdiiIe
lilt., vivhi'ig wlo d retllirli all oh'i ,oiir iuno ve v'vliilalhly. mihl
tilr y)ol $ it \'.',ir fIr lilt, Sint. itll l| "111. ' t0.i11
pri'iiiilln is ilcrtNt I3i tit, ix-nuaut3il . "lilalts %%hr, I git till
*I(V illt'rt t ligirv'. .)onl Vli Ihliuk thai i% pi.tl' high? (Cit

you ilv et.l 1 iilli'V anIh.nrv liir Ih3al iitu(13 rwthim ?'.

(WAIT FOR ANSWER)

"Wll, >4331 Vil) II11kI jIMS Mliii lai illv iltllivll| li'l'. IhV tilln l-
ing Ihiat Wnil it ) |wniiaulviil lilt- ili~llrtlli'e!'"

Reprinted from Wayne Wo Wolfe, See You Next Week (Indianapoolis: The
Research and Review Service of America, Inc., 1968), pp. 74-75.
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APPENDIX N

With Split e
father doesn't have to die
to send his son to college.

Say a 26-year-old man wants
life insurance and also wants to
make sure his 3-year-old will have
money when it comes time to go
to college.

Split Life is the sensible, flexible
insurance that can fill both needs.
At once. And at low cost. Here's
how: the father can takeouta $600

nual premium annuity which
over 15 years will build up toa nice
tidy sum. ($10,482 to be exact.)
After buying the annuity, the father
has the right to cover himself (and/
or other members of his family)
with as much as $60,000 worth of
annual renewable term life insur-
ance. Painlessly. For example, say
he takes $20,000 worth of cover-
age. His first-year premium will
only be $53!

So now whether the father lives
or dies, money will be available
to his son. And if he lives and

doesn't really need term insurance
later on, he might want to transfer
some of it to his son who will.* Not
a bad wedding or graduation gift!

Split Life is good for the con-
sumer and good for the agent. In
fact, it's the greatest new pro(llu(
to hit the life insurance industry in
decades. And it all boils down to
economics and flexibility. Espe-
cially because Split Life can in-
sure two or more people instead
of one. For less than the price of
most other policies.

Find out more about Split Life
and its many uses by writing us-
The Hartford Life Insurance Com-
pany, Hartford Plaza, Hartford,
Conn. 06115. And the sooner the
better. Because if it's good for the
consumer and good for you the
agent, it's got to be good for us.

Insurance by The Hartford.
You are our business.

ThE HARTFORDL

*Term coverage is in e-ct only if 0he annuity is in effect and i .ubjl ko the son's insufahility. (Split Life i% r ,wailak, in all % tal%)

Reprinted from Best's Review (Life & Health Insurance Edition),
Vol. 73, No. 8 (December, 1972), p. 41.
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.PPEDTX 0

THE WAB.Ai,,

DIVIDENDS are provided and illustrated In writing as follows:
"While this policy is continued In force, except as extended term insurance, it shall be

credited with such share of the divisible surplus of the company as may be determined and
allotted as a dividend at the end of the second policy year and annually thereafter."

The following Illustrated dividends are neither projections nor
guarantees but are consistent with the present dividend scale.
Future Dividends cannot be guaranteed and will depend on
the condition of the company and the action of the Board of
Director.

10% upon the payment of the second annual deposit in full.
12% upon the payment of the third annual deposit in full.
14% upon the payment of the fourth annual deposit in full.
16% upon the payment of the fifth annual deposit in full.
19% upon the payment of the sixth annual deposit in full.
20% upon the payment of the seventh annual deposit in full.
22% upon the payment of the eighth annual deposit in full.

Dividends as annually declared may be paid to the owner In
any of the following elections, the OWNER of this contract
reserving the right to be paid in ONE of the following manners;

(1) Cash:

(2) Left with Company to accumulate Interest of not less than 3%.

(3) Apply dividends declared toward subsequent premium payments.

(4) Purchase paid up additions.

• more
Here Is a Powerful Idea - It helps you accumulate money

Here is hew it works for vow N
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(Excerpted From Money Magazine, Vol. 2, No. 1, Jan. 19731

What Life Insurance
Really Costs

A new study discloses
hidden differences that sometimes upendthe

industrys"tamdtionarcomputatuons.

Insurance agents teach their customers to judge the cost
of life insurance by competing premiums and other data in
the agent's rate book. The lesson needs to be unlearned, for in-
dependent researchers have lately discovered sizable hidden
differences in the cost of polices-differences often at great
variance with those shown in agents' books.

This revelation has put the mind-numblng subject of life
insurance in the political spotlight. Senator Philip A. Hart ot
Michigan and Virginia H. Knauer, the President's special as-
sistant for consumer affairs, are pressuring the insurance com-
panles to publish rmre reliable cost figures. Herbert S.
Denenberg, the Pennsylvaninsurance commissioner, jolt-
ed the industry and alerted the Oublic las year with a shop-
per's guide ranking a good many companies by cost.

The man whose research over the past decade has led
to this heightened cost is Joseph M. Belth, pro-
fessor of insurance at Indiana University. Next month, in a
new book called Life Insurance: A Consumer's Handbook (In-
diana University Press, $6.95) Belth will publish the most re-
vealing analysis yet devised. It shows that by selecting a low-
cost policy, a buyer can save hundreds or even thousands of
dolar over 20 years.

Anaying various $100,000 sraight life policies of 25
very large U.S. companies

plrdssel9th with the highest financial
sanding, Belth discovers, for
example, that a 3S-year-old
man can save more than
$3,100 if he buys hls insurance
from Bankers Life, of Iowa,
rather than Republic Natimal,
of Texa. Twice that saving is
possible when smaller compa.
nies are thrown into the -com-
puison The tables at right
give Belth's cost comparlons
of $100.000 policies of par-
ticipating (or dividend-paying

straight life, nonparticipating straight life and five.year re-
newable term insurance from major companies. On any of
these types of plans, big cost savings are available.

Moey discussed Belth's appraisals with actuaries and
other responsible officials of seven of the companies whose
policies he analyzed. Those whose policies are shown as low
in coat generally applauded, and nobody questioned Belth's
analytic methods or, for that matter, his professimal com-
petence. Theodore B. Stein, associate director of marketing
services for ConnecticutMutual Life, calls Belth "a guy in
many ways ahead of his time." Robert N. Houser, senior vice
president and chief actuary of Bankers Life, finds Belths
approach overly complicated but agrees that it separates the
high-cot companies from the low-cot companies.

Robert C. Winters, a vice president and actuary of Pro-
dential, whose policies are shown to range from high to
medium in cost, says Belth's method solves some problem
and creates other. "I see no glaring error in Belth's work,"
Winters says, "Obut you can't make a difficult subject simple
by saying something simple about It. Price comparison is a
complex and difficult subject. Thus far, for instance, no one
has found a way of marketing in lovrer-ncome markets with
as much cet effectiveness as in richer markets."

An indusry committee headed by EU. Moodead, a vice
prese t of lntqon Lfe, of North Cuolia has recommended
the addition to rate books of cost figures Iudix n a maj
hidden element, the interest a policyholder's money could be
earning elsewhere, but leaving out other cost ctM Moor
head stands by this socalled interest-adjusted method be-
cause of its simplicity, but acknowledges that "fairness
intUe with complexity."

Straight life insurance, perhaps the most ornate final&
cial product most people will ever buy, makes an especially
pertinent subject for Belth'. inquiry. Like other policies,
straight life pays off at death. But while you live the policy
also provides an automatic savings accumulation, a tax shel-
ter for the interest on your savings, low-interest loans, a
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Comparing th& costs of $10000 policies
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retirement annuity and other estate-planning embellishments.
Straight life also solves an insurance underwriter's prob-

lem called "adverse selection." An unblinkable fact about any-
one is that after adjustment for the perils of infancy, his death
becomes more probable every year. It follows-that as poli-
cyholders grow older, more money must be reserved to pay
claims, and that the cost of insuring people must go up every
year of their lives. If the increase is reflected in higher pre-
miums, policyholders of sound body tend to discontinue their
insurance, while those in poor health hang onto theirs. Inev-
itably, the mortality rate among the group still insured runs
higher than normal. As a consequence, premium rates get
steeper, hastening the grimly selective process.

To decelerate the process calls for a policy with the same
premium every year. Straight life levels the premium with ro-
coco elegance-in effect, by disguising a yearly decline in the
amount of insurance protection. The premium is much larger
than needed to pay death benefits in the early years, when
few will die. The overcharge goes into the cash value of the
policy, analogous to a savings account. With each contribu-
tion to cash value, the insurance portion of the policy is re-
duced. If the policyholder dies, the money his beneficiaries
get consists partly of his own savings and partly of insurance.
But the policyholder need not die to get the cash out of his pol-
icy; he can pocket the money by surrendering his insurance,
or he can borrow most of it.

Life insurance agents are apt to claim that after 20 years
the cost of straight life is zero or negative. Their rate books
give what is known in the industry as a "traditional" 20-year
net-cost illustration. This cost method, by subtracting divi-
dends and cash value from total premiums paid, often leads
to the magical conclusion that the policyholder can look for-
ward over the yeam to getting back hundreds or thousands of
dollars more than he pays in.

There are many false traditions, and this is one of them.
Referring to implications of zero cost or profits from straight
life, Stanley C. DuRose, Wisconsin's insurance commissioner,
says: "These things just are not true." DuRose, who is chair-
man of a task force of the National Association of Insurance
Commissioners looking into new ways of expressing costs,
states the group's objective: "We want to get the consumer
something that is more understandable, more accurate and
not misrepresentative."

Crxa items of cost are omitted from the traditional 20-
year illustration. Compound interest, for one: the premiums
and cash value have earning power of at least 5% a year at cur.
rent savings account rates. Probabilities of payment, for an.
other: there is a dance that the policyholder may die in less
than 20 years; there is a much greater chance that he will let
his insurance lapse, effectively shortchanging himself of the
greater cash benefits timed for later years, especially in
straight life. As Belth sees it, these factors must be given math-
ematical weight in any fair statement of the cost of life in-
surance. Most insurance actuaries agree-as well they should,
since Belth is merely applying basic principles of cash flow
and present values.

The essence of these principles can be seen in a simple
hypothetical example from outside the realm of insurance.
Suppose the Ajax Co. offers to pay you (for services rendered)
$100 ten years from now and $200 additional in 2_0 years. Its
competitor, the Baxter Co., offers you $30 in ten years and
$300 in 20 years. With no knowledge of present values or in-
tuition about such things, you might grab Baxter's offer as
$30 higher. But suppose you took into account a 5% return
on the money. And since small firms like Ajax and Baxter

sometimes go bankrupt, suppose that you reckoned on an 80%
chance that either company would make the ten-year pay-
ment and a 60% chance it would make the 20-year payment.
On those assumptions, Ajax's offer blossoms forth as the bet-
ter one. Its present value is $94.34. Baxter's is $82.57.

In a life insurance policy, payments come in the form of
various benefits. One is the death protection itself-the finan.
cial security of knowing that a guaranteed sum of money will
go to your beneficiary. A participating policy also pays an-
nual dividends. The policyholder pays higher premiums than
in nonparticipating plans,and in return the company pays him
back an annual share of its operating surplus, if any. In this
way, he participates in the success of the company's opera.
tons. Dividends illustrated for sales purposes are those that
would be paid over the next 20 years if the company did not
change any of its current assumptions about operating results
or its payout strategy. Dividends usually increase each year

-on existing policies, but some companies withhold more divi-
dends than others until later policy years. The timing helps
determine the dividends' present value to the policyholder. In
straight life policies, companies also vary the rates at which
cash values build up. So the present worth of future cash
values is another variable cost factor.

Insurance companies do not disclose the portion of each
premium earmarked for insurance protection, cash values, ex-
penses and profit. They do report enough raw data, however-
premiums, annual cash values and dividend illustrations-to
permit-outside experts like Beth to make reasonable infer.
ences about the value of both the premiums and the benefits
and hence about the amount of money the company retains
for expenses and profit.

Belth assumes a 5% interest rate. He figures the prob-
ability of payments by using industry.wide mortality rates
and policy.lapse rates. These assumptions are made from the
average customer's point of view, not any particular compa-
ny's. As far as the customer is concerned, the lowest-cost pol-
icy of a given type and size is the one that gives him the most
present value and the company the least

Beth's technique shows how the insurance agent's tra-
ditional presentation can throw the customer for a loss. A Met.
ropolitan Life agent's analysis of his company's $100,000
straight life policy for a 35-year-ol man points out that after
20 years the policyholder can cash in his policy and take home
$6,800 more than he paid in. In that light, Metropolitan's pol-
icy looks like a better deal than Connecticut Mutual Life's
$100,000 straight life, which shows a cash "profit" of only $5,-
900. Belth's more penetrating searchlight radically alters the
perspective. The Connecticut Mutual policy is revealed as
costing $1,496 less:

MEROO AN MUWIAL

PREMIUM 521,487 U075

INSURANCPROThIo1O oil 2AU

DWWENDS 4,133 ,448m
CASH VALUE 10,S 9,79

AMOUNT R TAM n 4,401 2A0
SY COMPANY

DOWERE20CS IN COST $ 1405

Such comparisons demand exquisite attention to detail.
Metropolitan's straight life premium, for instance, includes a
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disability benefit If the pIcyolder cannot work for dx
month bemse fMumesor njury, he weed pay no fin ther pre
miums until he recovers. Bet subtract the pejo of this pre
mium waiver from the Metropolft prelim Wore no
his calculatlons. In a few other policies, be Austs for the fect
that in some polices the premium is based on the buyers age
at his lat birthby rather than his nearest birthday.

Mot policies hold their approximate order of cost in
Belth's comparisons regardless of the amount of Inurnce or
the age of the person buying it. But a few big shifts do occur.
For example, Prudential's policy ranks a middling 13th among
25 policies in our table of participating straight life policies
with $100,000 face value. Among $25,000 polkies of the
same companies Prudential's ranks as one of the costliest.
Franklin [We's $100,000 stght life ranks fairly low in cost
among 15 policies in our table of nonparticipating policies. Its
$25,000 policy is one of the mot expensive.

Knowing the cost life IMnunce helps a buyer select a
policy of a given type but definitely does not ten him which
type to buy. Although participating straight lfe hs tended to
cost less than nonpaticipating, the cost difference in the end
will depend heavily on investment results wd therefore on
economic conditons. In prosperous times, pert1pating pol-
icies may prove the better deal. Bearish polcyholders-and
those who would settle for the certainty of a guaranteed price-
will prefer nonparticipating.

Strdgt life, for those who can afford enom h of it, pro-
vides the discipline of automatic savings. The tax law en-
courages this discipline. Taxes ae levied only on the excess
of cub value and dividends over premiums paid and only
after a policy has been cahed In. But the premium at first is
four times a large as for five-year renewable term insurance.

Term insurance is a plan with no savings element. Be.
cause It is pure and undisguised insurance protection its pmr.

mlum goes up as the policyholder grows older. In five-ye
term insurance, increase come every five yeas From age
35 to 39, a man will pay 497, lop dividends for State Farm
Mutual's $100,000 polfcy he will pay $2,219, less dividends,
for Bankers Life taght lWfe. After apromaty 20 year,
the prevlums 1or the two policies pull even. Later, the term
premiums are higher.

Renewable term suits the breadwinner who wants as
much family protection as possible for his premium dollar-a
typical need inchild-rearing yeam. Thispla also appeals to in-
veston who wish to handle their own money or turn it over to
a mutual fund, rather than putting it In an Insurance policy,
whose rate of return is impossible to pin down either bele-
hald or in retronpec& Five-year renewable term take. Its name
from a guarantee that the policyholder can renew it every
five years until age 65 or 70 at preset premium rates no mat-
ter bow poor his beth. Along with renewability goes co-
vertibility to straight life, also without proof of good health
This privilege dos between es 60 and 70. Our table gives
each policy's cutoff dates for renewal and convertibility.

The choice of a Insurance plan should precede the
choice of a policy, but once a choke has been madethe pol-
cy with lowest " give. the most for the premium dollar.

Beith makes a good beinnin the search for low-ca In-
Wu-ance But no me private investigator can anayse more
than a few of the thousand of available straight life and five-
year renewable term policies Nor can be hope to make a
dent in the many other Insurance plans. Omitted from Belth's
studie, for Intnce, Is deceasng term, a plan widely used
for mortgage insure The Insurance shopper must have
complete cost data before he can deal on anything like even
terms with an agent. He can expect to know the facts only
when the entire lie hnurance industry agrees-or Is fored-
to adopt Bet's or some other trusworthy method of sating
the relative costs of all avaHab policies. am

The tables on poe 53 provide
valuable cot information on policies

valuable nationay from most of the big.
est and strongest U.S. life insurance

companies. Muchwider extremesro cost
can be found, however, If the analysis
is broadened to include smaller Insurers,
reglonan and those that do business
only with specially qualified-poliyhold-
ers. People in certain walks of life and
certain states, for instance, can buy cov-
erage at cost far below what most peo-
ple must pay. The savings are attribut.
able largely to the elimination of sale
agents, whose training and commissbos
add substantially to the cost of conven-
tionaly marketed policies.

Savings banks in Connecticut
Massachusetts and New York are autho.
rised by ate law to sell a kind of no-
load life insurance through tellers' win.
dows. Connectlut banks are limited to
selling $5,000 of insurance to each ca-
tomer-a pittance In terms of most peo-
ple's needs. But Massachusetts banks

e cheapest and the dau
can sel up to 64 1,000 of protecion and
in New York the ceiling is $30,000. Res-
Idents. of those states and people em-
ployed there are eligible to buy savings
bank lie himw Others are not.

Joseph Belth's analysis of 25.000
participating straight Hie policies make.
it possible to compare 1970 costs of sav-
ings bank policies with those of t
major insurance companies in our table.
The amot of a 35-year-old policybold-
es money retained by these companies
over 20 years for participating straight
life ranged from a low of $652 at Bank-
ers Life, of Iowa, to a high of $1,455 at
Republic National Life, of Texas. M.
sachusetts banks retained $319-less
than half as muchas Bankers Life-mid
New York banks retained $590. (Big
cuts in New York bank premiums last
yea have brought the coats mo near-
ly in line with Maschusetts'.)

Clergymen and others employed
by religious groups can turn to M ,-
ters Life & Casalty Union, of Minne-

apolis, for special low-cot coverage. On
$25,000 of stragh life, Ministers Life
retains $457.

The best deal by far, however,
goes to pofyholder o the Tescher In-
urance &Annuity Assoation of Amer-

Ica. Austerely run TIAA, with hardly
any sales costs, retains a minu"ule$49
over 20 years of st right life coverage
The only eligible customers ae employ-
en of college and certain other educ-
tonal institutions. They can buy as
much TIAA insurance as they need.

An example of policies at the high-
cost extrem is the Pyramid M $25,000
straight life policy issued by Alexander
Hamilton Life Insurance Co of America.
The policy h a high premium and pays
back small guaranteed amounts each
year in addition lo dividends. Belth's
analysis shows that the company retain
$2,724. That's almost twice a much re-
tained a in the most expensive policies
of companies in our tables and 55 times
the cot of a[IAA policy.
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[From the Antitrust Bulletin, Vol. 15, Summer 1970)

THE STATE OF COMPETITION IN THE
UFE INSURANCE INDUSTRY

by

JOSEPH M. BETH and W. DAViD MAXWELL

I. INTRODUCTION

In terms of number of firms, income, and assets, the life
insurance industry is huge. At the end of 1968 there were
approximately 1,775 life insurance companies in the United
States. Premium income for these companies in 1968 to-
taled approximately $31 billion, investment income approx-
imately $9 billion, and other income approximately $2 billion.
"Admitted" assets (those assets that the companies may
legally include on their balance sheets in the determination
of their solvency positions) totaled approximately $189 bil-
lion at the end of 1968, and life insurance in force was about
$1.2 trillion."

A conventional concentration-ratio approach suggests that
'-the industry is relatively concentrated. At the end of 1968
the two largest companies (by admitted assets) accounted for
about 28 percent of the industry's admitted assets, the four
largest about 40 percent, the eight largest (Prudential, Metro-
politan Life, Equitable of New York, New York Life, John
Hancock, Aetna Life, Northwestern Mutual, and Connecticut

The authors are, respectively, Professor of Insurance in the
Graduate School of Business at Indiana University and Professor of
Economics and Dean of Liberal Arts at Texas A & M University.

The authors wish to acknowledge the assistance of several col-
leagues-Professors J. Fred Bateman, James D. Foust, John D. Long,
and James M. Patterson-who commented on a preliminary draft
of the article. Also, the draft was distributed to the sixteen life
insurance companies referred to in the article, and several sugges-
tions were received from the companies. The authors are grateful
for the comments-some of which have been reflected in the article-
but the authors alone assume full responsibility for the views ex-
pressed in thie article and for any errors that may remain.

1 Life Insurance Fact Book 1969 (annual; New York: Institute
of Life Insurance), pp. 53, 68, 102.
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General) about 54 percent, the twenty-five largest about 74
percent, and the fifty largest about 84 percent

A Major contention of this article, however, is that the
state of competition in this industry cannot be judged ade-
quately by the extent of its concentration. Life insurance is
an unusual economic good. Both its peculiarities and the con-
ditions under which it is sold give rise to a number of
practices that reduce the level of effective price competition.
These peculiarities and conditions obscure the effective price.
The primary purposes of this article are to discuss these
peculiarities and conditions, illustrate certain measures of
effective price that take them into account insofar as pos-
sible, and then use those measures to provide insights con-
cerning the degree of price competition in the industry.

II. LIFE INSURANCE AND IGNORANCE

The degree of competition in an industry is not simply a
function of the number of firms. In pure competition, for
example, the crucial assumptions for the firm concern its
behavior. The type of behavior assumed simply becomes more
plausible when accompanied by a further assumption of a
large number of firms.' Furthermore, even if an industry is
comprised of a large number of firms, the industry cannot

2 Best's Flitcraft Compend 1969 (annual; Morristown, N. J.:
A. M. Best Co.). For comparison with various other industries, see
Concentration Ratios in Manufacturing Industry 1958 (Report Pre-
pared by the Bureau of the Census for the Subcommittee on Antitrust
and Monopoly of the Committee on the Judiciary, United States
Senate, 87th Cong., 2d Bess.) (Washington: U. S. governmentt
Printing Office, 1963); and Edwin Mansfield (ed.), Monopoly Power
and Economic Performance (New York: W. W. Norton & Co., Inc.,
1964), pp. vii-xiii, 65.68.

3 Cf. Milton Friedman, Essays in Positive Economics (Chicago:
University of Chicago Press, 1963), p. 39, n. 34; Fritz Machlup, The
Economics of Sellers' Competition (Baltimore: The Johns Hopkins
Press, 1952), p. 137; and Robert L. Bishop, "Market Classification
Again," Southern Economic Journal, Vol. XXVIII, No. 1 (July,
1961), p. 45, n. 8.
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be regarded as highly competitive despite its numbers, if
collusion is present.'

Less often emphasized are a number of other factors that
influence significantly the degree of price competition in an
industry or market. These factors generally allow firms to
resort to various forms of nonprice competition that they find
less rigorous than simple price competition. One of these
factors is the ignorance of buyers concerning the comparative
value of product qualities. This consumer ignorance encour-
ages product differentiation, which in turn weakens price
competition (particularly where price itself is taken as an
index of quality). Given this ignorance on the part of buyers,
the advantage to firms of product differentiation is increased
and the ability of the buyer to make meaningful price com-
parisons is reduced.5

Still other aspects of an economic good, or conditions sur-
rounding its sale, may decrease the ability of the typical con-
sumer to make meaningful price comparisons and thus en-
courage further resort to nonprice competition. For example,
the purchase of durables by periodic payments obscures the
price actually paid and may lead rival sellers to attempt to
make buyers judge the purchase solely in terms of the magni-
tude of the individual payment-a single aspect of the trans-
action. That buyer ignorance is a significant impediment to
meaningful price comparisons in installment buying is im-
plicit in recent consumer legislation of the "truth in lending"
variety.

' An outstanding example of (government-sponsored) collusion
among a large number of firms is provided by the motor-carrier
industry. See W. David Maxwell, "The Regulation of Motor-Carrier
Rates by the Interstate Commerce -Commission," Land "Economics,
Vol. XXXVI, No. 1 (February, 1960), pp. 79-91.

5 Tibor Scitovsky, "Ignorance as a Source of Oligopoly Power,"
American Economic Review, Vol. XL, No. 2 (May, 1950), pp. 49.53.
This is not to suggest that the motive for product differentiation is
always to make price comparisons more difficult. Whatever the mo.
tivation, difficulty in making price comparisons is one of the results
of product differentiation.

25-407 0 - 74 - pt.I - 41
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In purchases of items such as automobiles and houses, the
seller, by not stating the price while seeming to do so, can
then engage in price discrimination based in part on the
relative ignorance of particular customers. And again legis-
lation such as that requiring the posting of the "list" price
on automobile windows is, at least in part, an attempt to
compensate for the buyer ignorance that hampers effective
price comparisons.

Another factor that makes effective price comparisons
difficult and encourages resort to the use of-substitutes for
price competition is the trade-in, which is a prominent feature
of many transactions. Also, "package pricing"-a single price
for a razor with blades, a bag of charcoal briquets with lighter
fluid, an appliance with service contract-makes price com-
parisons more difficult and can be used to exploit buyer
ignorance.' Finally, effective price comparisons are obscured
in purchases such as those made by cooperative association
members, who will receive dividends the exact magnitude of
which cannot be known at the time of purchase.

In the marketing of life insurance, "product" differentia-
tion reaches large proportions. Even the multiplicity of
clauses and contingencies embodied in the typical life insur-
ance contract permits the insurance company to emphasize
particular features of a given policy with little or no fear
that the relative desirability of these and other features of
this policy can be easily compared with similar features of
other companies' policies.? Thus, even if the relative prices
of various policies were known to the buyer, he still could not
make meaningful price comparisons.

6 This is not to imply that all package pricing is designed to take
advantage of consumer ignorance.

7 In conventional life insurance policies, the settlement options
are extremely complex and difficult to compare, and differences
abound in connection with the definition of disability in the waiver-
of-premium -clause, policy loan interest rates, the length of the period
specified in the suicide and incontestable clauses, policy change pro-
visions, carrying charges for the payment of presniums other than
annually, and many other items.
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But the relative prices are not known. The typical pur-
chaser of life insurance does not know the effective price of
that which he is purchasing, particularly in the case of cash-
value life insurance. In part this is because the cash-value
polioyis a "package" of protection and savings, the relative
proportions of the components not being clearly evident.8
Thus even if he paid a given price at a given point in time for
the package, the typical consumer still would not know how
much he was paying for.the individual components. By anal-
ogy he would be purchasing charcoal and lighter fluid at a
package price without knowing the relative quantities of each
in the package. The effective-price is also obscured because
life insurance is typically purchased by periodic payments
through time, obscuring the effective price as in other in-
stances of installment purchasing. Thus, the analogy becomes

S The reasonable division of a cash-value life insurance policy
into its protection and savings components requires a number of
assumptions and extensive computations. In a recent attempt in this
area, the first-named coauthor found the present expected value of
the protection element of the $10,000 participating straight life policy
issued in 1969 to standard males aged 35 by The Northwestern
Mutual Life Insurance Company to be equal to about 19 percent of
the present expected value of the premiums, and the present expected
value of the savings element to be equal to about 36 percent of the
present expected value of the premiums. These figures are based on
4 percent interest and certain mortality and lapse assumptions. When
the interest assumption is changed to 5 percent (and with the mor.
tality and lapse assumptions left unchanged), the present expected
value of the protection element of the same policy is equal to about
17 percent of the present expected value of the premiums, and the
present expected value of the savings element is equal to about 30
percent of the present expected value of the premiums. Not only
are the protection and savings components of cash-value life insur-
ance dependent upon various assumptions, but also some life insur-
ance industry spokesmen even deny that it is appropriate to view
cash-value life insurance as a combination of protection and..savings.
See Annual Meeting and Staff Reports 1968 (annual; New York:
Institute of Life Insurance), pp. 11, 57; "Belth Comments on New-
ton, Pillsbury Talks at ILI Annual," National Underwriter (Life
ed.), January 18, 1969, p. 2; and Joseph M. Belth, The Retail Price
Structure in American Life Insurance (Bloomington, Ind.: Bureau
of Business Research, Graduate. School of Business, Indiana Univer-
sity, 1966), pp. 33.35. The latter book is cited hereafter as Retail
Price Structure.
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that of an installment purchase of a refrigerator with service
contract, the dimensions of neither the refrigerator nor the
contract being clearly evident.

The "trade-in," or surrender, value of insurance, like that
of a durable, is recognized by the seller and has the same
result of obscuring the effective price and rendering price
comparisons more difficult. Despite the ambiguity of the
"package," this recognition is more formal than in the case
of durables and is a recognition of appreciation rather than
depreciation of the economic good involved. Thus, by analogy,
our seller of the refrigerator plus maintenance stipulates, in
selling the package (on the installment plan), a schedule of
the increasing prices through time at which he will purchase
the increasingly valuable refrigerator from the consumer.
The latter, however, cannot trade in the refrigerator on other
makes and its increase in value is recognized only by the
company that sells it.9 Finally, in purchasing a participating
policy, the effective price is further obscured and price
comparisons rendered 'more difficult by the existence of
dividends.' 0

Thus, in transactions involving insurance, ignorance has
many more dimensions than the ignorance of product quality
stressed by Scitovsky. Ignorance extends even to the price
itself, the question of "What is the price?" being quite com-

9 The insurance consumer, however, does not have to make a
further purchase from the seller in order to secure the value of his
"trade-in." For a discussion of the reasons for the existence of cash
surrender values in level-premium life insurance policies, see Appen-
dix A in this article.

10 Most life insurance policies are of the participating variety,
under which periodic dividends are paid by the company. The word
"dividend" in the context of life insurance usually is considered a
misnomer, since most observers regard such a payment essentially
as a refund of a deliberate overcharge in the premium. Note that
this overcharge is separate and distinct from the overcharge inherent
in level-premium policies relative to one-year renewable term (in-
creasing premium) policies. For a discussion of the development of
participating policies, 'see Joseph M. Belth, Participating Life Insur-
ance Sold by Stock Companies (Homewood, Ill. : Richard D. Irwin,
Inc., 1965), pp. 5-25.
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plex.1" Consequently, the seller has great latitude in stressing
features of the good other than its effective price, and price
competition may be avoided. Because of buyer ignorance,
"product" differentiation at times involves the use of com-
plex policy provisions that tend to confuse the customer and
render comparisons infeasible.' 2 Not surprisingly, premium
competition is used as a substitute for price competition and
customers are also appealed to (in the case of participating
policies) on the basis of dividends.

Finally, the insurance company may show the prospective
customer the traditional "net cost," which is calculated by
subtracting the cash value at the end of some chosen period
and the sum of the dividends payable during the period from
the sium of the premiums payable during the period. But since
interest is ignored in the calculation and since the mix of
protection and savings changes through time, the customer
is little closer to comparability than he was before the cal
culation-though he may think he is. To indicate but a single
aspect of the problem, since in the traditional net cost method
all dollars have equal weights despite different present values,
steepening the dividend scale (diverting a disproportionate
share of dividends to the later portions of the period) does
not affect the net cost. Thus, two participating policies hav-
ing identical net costs and alike in every respect except the

"I Even when computer facilities are available and prepared to
perform price calculations, the procurement of the necessary policy
data presents incredibly difficult and complex problems. Indeed, the
difficulties are so great that few if any life insurance companies are
likely to have enough detailed price information about other com-
panies so as to be fully cognizant of their own and the others' relative
price positions. For a detailed discussion of the policy data prob-
lem, see Retail Price Structure, pp. 62-69.

12 Some policies fit an elaborate sales talk and at the same time
make analysis extremely difficult. These are sometimes referred to
as "specialty policies." For a comprehensive treatment of this sub.
ject, see Spencer L. Kimball and Jon S. Hanson, "The Regulation
of Specialty Policies in Life Insurance," Michigan Law Review,
Vol. LXII, No. 2 (December, 1963), pp. 167-258. An example of
an unusually complex policy is the K-1832-B contract issued in recent
years by the Life Insurance Company of Kentucky. For a detailed
description of this contract, see Appendix B ,n this article.

L
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temporal distribution of dividends are not directly com-
parable.15

Given the many dimensions of ignorance in transactions
involving insurance (and the practices that substitute for
overt price competition), it is perhaps apparent that the ex-
tent of the industry's departure from the ideal of perfect
competition is not fully reflected by concentration ratios. The
shortcomings of these ratios in this regard may well be
greater in this major industry than in any other. Casting
further light on the state of competition in the industry, how-
ever, is far from simple. A major problem is to devise a
defensible method of determining effective price-a method
that permits valid comparisons to be made.

If such a method of determining effective price were de-
veloped, the extent of variation in the effective price charged
by different companies in the same market (for policies that
can be reduced essentially to a comparable basis) would pro-
vide some indication of the extent of departure from perfect
competition. And, in the absence of any evidence to the con-
trary, the variation in effective prices can be attributed to
buyer ignorance. As Stigler has observed,

Price dispersion is a manifestation-and indeed it is
the measure-of ignorance in the market. Dispersion is a
biased measure of ignorance because there is never
absolute homogeneity in the commodity.... But it would
be metaphysical, and fruitless, to assert that all dis-
persion is due to heterogeneity. 1

In the sections that follow, two methods of price measure-
ment are presented. Then the methods are applied, first to
several fairly large samples of participating and non-
participating policies for which data are available, and then
to certain participating policies issued by the fifteen largest
United States companies that sell such policies.

Is For a discussion of dividend scale steepening, see Appendix C
in this article.

14 George J. Stigler, "The Economics of Information," The Jour-
nal of Political Economy, Vol. LXIX, No. 3 (June, 1961), p. 214.
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III. LIFE INSURANCE PRICE MfEASUREMENT

In this section, two methods of life insurance price
measurement are presented. The first is referred to as the
"level-price' method," and the second is referred to as the
"benefits-premiums method."

The Level-Price Method

As previously argued, a cash-value life insurance policy is
a "package deal" comprised of savings and protection. The
unique portion of the package, however, is the protection
component. Savings can be "purchased" by the consumer from
a number of (noninsurance) sources at known (usually
negative) prices, but the sources from which protection can be
purchased are more limited and the comparability of prices
much less.

In a "package deal" such as this, it is possible to ascertain
the effective price paid for one component only by- making
some assumption concerning the effective price of the other.
Given the presumption that life insurance usually is purchased
primarily for the death protection it provides, the better
approach in evaluating a life insurance policy would appear
to be that of assuming that the consumer pays an effective
price for savings comparable to the price of savings purchased
from an alternative (noninsurance) source.'"

Simply stated, the effective price of protection for any
given policy year is the premium for the year, plus the interest
"forgone" by the policyholder in the year on the savings
element of the policy, minus the increase in the savings
element of the policy in the year, minus the dividend (if any)
for the year. The amount of protection in any given year is

Is For a description of the opposite approach, in which the ob.
jective is to calculate the rate of return on the savings element of
the policy, see Joseph M. Belth, "The Rate of Return on the Savings
Element in Cash-Value Life Insurance," Journal of Risk and Insur.
ance, Vol. XXXV, No. 4 (December, 1968), pp. 569-81.
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the face amount of the policy less the savings element in that
year. Then, the level price per $1,000 of protection is an
average of the yearly prices per $1,000 of protection, weighted
by the amounts of protection, recognizing the interest factor,
and also recognizing the probabilities of the policyholder's
surviving and continuing the policy in order to incur the
respective yearly prices.' 6

The level-price method may be illustrated by applying it to
an actual policy. The data shown here pertain to a $10,000
participating straight life policy issued in 1969 by The North-
western Mutual Life Insurance Company. The annual
premium is $238.90 (including the charge for the waiver-of-
premium clause), the cash value at the end of the fifth policy
year is $745.50, the cash value at the end of the sixth policy
year is $940.70, and the dividend payable at the end of the
sixth policy year (according to the Company's 1969 dividend
scale) is $53.50. It is assumed in the calculations that the
policyholder would earn a net interest rate of 4 percent if the
savings element of the policy were invested elsewhere. Under
these assumptions, the three steps in the calculation of the
$3.29 yearly price per $1,000 of protection in the sixth policy
year are shown in Table 1.

TABLE 1

ILLUSTRATIVE CALCULATION OF YEARLY PRICE PER $1,000
OF PROTECTION IN SIXTH POLICY YEAR

Data and Assumptions:
Annual premium: $238.90
Cash value at end of fifth year: $745.50
Cash value at end of sixth year: $940.70
Dividend payable at end of sixth- year: $53.50
Face amount: $10,000.00
Interest rate: 4 percent

16 For a detailed description of the level-price method, see Retail
Price Structure, pp. 35-43.
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Illustrative Calculation:
1. Price oi protection in sixth year:

Cash value at end of fifth year .................... $ 745.50
Add premium for zixth year ........................ 238.90

Total "investment" at beginning of sixth
year ............................................................... $ 984.40

Add 4 percent interest .................................... 39.38

Total "investment" at end of sixth year ...... $ 1,023.78
Subtract cash value at end of sixth year .... 940.70

$ 83.08
Subtract dividend at end of sixth year ...... 53.50

Price of protection in sixth year ................ $ 29.58

2. Average amount of protection in sixth year:
Face amount at beginning of sixth year ......
Subtract "investment" at beginning of sixth

year ................................................................

Amount of protection at beginning of sixth
year ...........................................................

Face amount at end of sixth year ................
Subtract "investment" at end of sixth

year ...............................................................

Amount of protection at end of sixth year..
Average amount of protection in sixth year

3. Price per $1,000 of protection in sixth year:
Price of protection in sixth-year ...............
Divide by average amount of protection in

sixth year, expressed in thousands of
dollars ...............................

$10,000.00

984.40

$ 9,015.60
$10,000.00

1,023.78

$ 8,976.22
$ 8,995.91

$ 29.58

- 8.99591

Price per $1,000 of protection in sixth year $ 3.29.
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Similar calculations are made for each policy year in the
period of analysis. The figures for selected policy years for
the illustrative policy are shown in Table 2.

Two points should be noted about the figures in Table 2.
First, the price per $1,000 of protection in the first year is
high relative to the corresponding figures for the other early
policy years. This is a reflection of the "front-end load,"
which is typical of cash-value life insurance policies.

Second, after the first year, the trend in the yearly prices
per $1,000 of protection is upward. Indeed, the shape of tfie
yearly-price curve resembles a mortality-rate curve. This
illustrates the point that the yearly price per $1,000 of life
insurance protection tends to increase with increasing age
not only in the case of term policies, but also in the case of
level-premium, cash-value policies.

TABLE 2

YEARLY PRICES PER $1,000 OF PROTECTION IN SELECTED POLICY
YEARS FOR ILLUSTRATIVE $10,000 PARTICIPATING

STRAIGHT LIFE POLICY

Policy Attained Yearly
Year Age Price*

1 35 $ 21.95
2 36 3.30
3 37 3.20
4 38 3.37
5 39 3.32

10 44 5.74
15 49 6.45
20 54 9.69
30 64 23.29
40 74 61.27
50 84 167.98

Yearly prices per $1,000 of protection, assuming 4 percent
interest.
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The calculation of the level price may be illustrated by
reference to the yearly prices per $1,000 of protection shown
in Table 2. When the fifty yearly prices per $1,000 of pro-
tection are "leveled" using a 4 percent interest rate, one par-
ticular set of mortality and lapse assumptions,"7 and the
appropriate amount weights, the resulting fifty-year level
price per $1,000 of protection is $8.69.

The Benefits-Premiums Method

Another approach to the evaluation of a life insurance
policy is to (1) compute the present expected value of the
benefits under the policy, (2) compute the present expected
value of the premiums for the policy, and (3) examine the
relationship between the two present-expected-value figures.
The results of this approach are shown here, using the data
for the Northwestern Mutual policy referred to earlier.

Simply stated, four elements enter into the relationship
between benefits and premiums-the protection element, the
savings element, the premiums, and, in the case of partici-
pating policies, the dividends. The present expected value
of the protection element of the illustrative policy for the
fifty-year period of analysis-using the same interest, mor-
tality, and lapse assumptions referred to earlier-is $636.26;
the present expected value of the savings element is $1,192.31;
the present expected value of the premiums is $3,333.07;
and the present expected value of the dividends is $1,237.25.1s

27 The mortality rates are those in the 1957-60 ultimate basic table
for male lives. See "1962 Reports of Mortality and Morbidity Ex-
perience," Transactions of the Society of Actuaries, Vol. XIV (1962),
p. 48. The lapse rates are those in Moorhead's Table R. See Ernest
J. Moorhead, "The Construction of lPersistency Tables," Transactions
of the Society of Actuaries, Vol. XII (1960), p. 553. Table R shows
lapse rates only for the first thirty policy years, so the table has been
extended arbitrarily for the purposes of this article.

11 For a detailed description of the benefits-premiums method,
see Joseph M. Belth, "The Relationship Between Benefits and Premi-
ums in Life Insurance," Journal of Risk and Insurance, Vol. XXXVI,
No. 1 (March, 1969), pp. 19.39.
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One of the ways in which to construct a ratio of benefits
to premiums is to treat the present expected value of the
protection element and the present expected value of the
savings element as "benefits" under the policy, and to treat
the present expected value of the premiums less the present
expected value of the dividends as the "premiums" for the
policy.9 Using this approach, the ratio of benefits to pre-
miums for the fifty-year period of the illustrative policy is
calculated as follows:

Ratio. _ $636.26 + $1,192.31 - .872.
$3,333.07 - $1,237.25

An absolute measure of the.relationship between benefits
and premiums is simply the difference between these two
items. Thus, if E is designated as the absolute measure,
then E is equal to the present expected value of the premiums
minus the present expected value of the benefits. 0 Using this
approach, and defining "premiums" and "benefits" as indi-
cated in the preceding paragraph, the value of E for the
fifty-year period of the illustrative policy is calculated as
follows:

E = $3,333.07 - $1,237.25 - $636.26 - $1,192.31 = $267.26.21

IV. PRICE AND PREMIUM VARIATION

In this section, the price measurement techniques de-
scribed in the preceding section are applied to two sets of
data. First, results are shown for a fairly large sample of

19 For a discussion of various other ratios of benefits to premiums,
see ibid.

20 The letter "E" was selected to represent, the "excess" of the
present expected value of the premiums over the present expected
value of the benefits. It also may be viewed as the present expected
value of the "expense" (including contingency margins and profit)
factor of the policy from the buyer's point of view.

21 All of the figures shown- in the article are accurate to the near-
est cent. Errors produced by rounding are the cause of the occasional
one-cent discrepancies between the value of E and the values of the
elements that enter into the calculation of the value of E.
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policies issued in 1962. Second, results are shown for a
smaller sample consisting of certain participating policies
issued in 1968 by the fifteen largest United States companies
that sell such policies.

The Larger Samples"
Price data in the form of twenty-year level prices per

$1,000 of protection for eighty-eight participating and sixty
nonparticipating straight life policies issued in 1962 to stand-
ard males aged 35 are shown in Table 3. While the sample
cannot be established statistically as representative, no known
bias in the direction of greater price variation was involved
in its selection. 8 Among the participating policies, the mean
level price was $7.55, the standard deviation was $1.52, and
the coefficient of variation (the standard deviation expressed
as a percentage of the mean) was 20.1 percent. Among the
nonparticipating policies, the mean level price was $8.80, the
standard deviation was $0.71, and the coefficient of variation
was 8.1 percent.'

Similar price data were assembled for $10,000 twenty-
payment life policies issued in 1962 to standard males aged

22 For a detailed description of the manner in which these data
w-ere assembled, see Retail Price Structure, pp. 4-6, 71-81, 101-04.

28 There is a possibility that a bias in the opposite direction was
present. Some of the information was obtained directly from com-
panies by means of a comprehensive questionnaire (all usable returns
were included), and there may have been a tendency for companies
with relatively high prices to refrain from furnishing data. Thus,
there may have been less price variation among the policies studied
than would have been found if all of the companies had furnished
data. For a discussion of this point, see Joseph M. Belth, A Report
on Life Insurance (Bloomington, Ind.: Bureau of Busiiness Re-
search, Graduate School of Business, Indiana University, 1967), pp.
44-49.

" Interpreting the absolute differences in price between partici-
pating policies and nonparticipating policies is difficult. For exam-
ple, the prices of the former reflect the companies' nonguaranteed
1962 dividend scales, while the prices of the latter are based entirely
on contractual guarantees. Comparisons of coefficients of variation,
however, are not fully subject to the same difficulties. For a dis-
cussion of the relationship between prices of participating policies
and prices of nonparticipating policies, see Retail Price Structure,
pp. 165-66.
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35. The price data were twenty-year level prices per $1,000
of protection, and the assumptions used in the price calcu-
lations were the same as those shown in the footnote to
Table 3. Among the fifty-four participating policies studied,
the mean level price was $9.73, the standard deviation was
$2.37, and the coefficient of variation was 24.4 percent. Among
the thirty-nine nonparticipating policies studied, the mean
level price was $12.19, the standard deviation was $1.51, and
the coefficient of variation was 12.4 percent.3 5

TABLE 3

DISTRIBUTION OF VARIOUS COMPANIES BY PRICES OF $10,000
STRAIGHT LIFE POLICIES ISSUED IN 1962 TO

STANDARD MALES AGED 35
Number of Companies

Level Prices*

$ 4.00-$ 4.99
5.00- 5.99
6.00- 6.99
7.00- 7.99
8.00- 8.99
9.00- 9.99

10.00- 10.99
11.00- 11.99
12.00- 12.99
13.00- 13.99

Participating

1
10
22
26
18
3
5
2
0
1

Nonparticipating

9
30
17
4

Total number of companies
Mean

Standard deviation
Coefficient of variation

88
$7.55
$1.52
20.1%

60
$8.80
$0.71
8.1

* Twenty-year level prices per $1,000 of protection, using 3 per-
cent interest, Xis mortality rates with Buck's select modification, and
one-half Linton's A lapse rates.

25 Interpreting the absolute differences in price between straight
life policies and twenty-payment life policies is also subject to many
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Similar price data also were assembled for $10,000 five-
year term policies issued in 1962 to standard males aged 35.
All of the term policies included in the analysis were re-
newable to at least age 65 and convertiblM to at least age 60.
The price data were twenty-year level prices per $1,000 of
protection, and the assumptions used in the price calculations
were the same as those shown in the footnote to Table 3.
Among the twenty-six participating policies studied, the mean
level price was $9.24, the standard deviation was $0.75, and
the coefficient of variation was 8.1 percent. Among the
thirty-one nonparticipating policies studied, the mean level
price was $9.84, the standard deviation was$0.91, and the
coefficient of variation was-9.2 percent 26

The results of the analysis of the effective prices paid
for protection support the arguments presented earlier.
First, variations in price are large, as indicated by coefficients
of variation ranging from 8.1 percent to 24.4 percent.2 7

Second, also strengthened is another result that might be
expected on the basis of the earlier arguments. Because of
the added element of dividends, comparisons of participating
policies are probably more difficult for the typical consumer
than comparisons of nonparticipating policies. Accordingly,

more reservations than is the comparison of coefficients of variation.
For a discussion of the relationship between prices -of straight life
policies and prices of twenty-payment life policies, see ibid., pp.
81-100.

26 Care must be taken in attempting to interpret the absolute
differences in price between term policies and cash-value policies.
For a discussion of this subject, see ibid., pp. 104-21.

27 Some appreciation of the meaning of the magnitudes of these
coefficients of variation can be secured by comparison with the price
variations in other industries. In a study of twenty-eight retail food
outlets in Indianapolis, for example, price variations of the food
component of the Bureau of Labor Statistics' Consumer Price Index
yield (for the two different days studied) coefficients of variation of
4.2 percent and 4.0 percent. See Albert Haring and Wallace 0.
Yoder (eds.), Trading Stamp Practice and Pricing Policy (Bloom-
ington, Ind.: Bureau of Business Research, Graduate School of Busi-
ness, Indiana University, 1958), p, 239.
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one might expect larger coefficients of price variation in the
case of participating policies. Except for the five-year term
policies, this was, indeed, the case. Thus, analysis of 241 of
the 298 policies yielded the expected result.2 8

Third, because of the "package" aspect of cash-value life
insurance, comparisons of cash-value policies are probably
more difficult for the typical consumer than comparisons of
term policies. Accordingly, one might expect larger coeffi-
cients of price variation in the case of cash-value policies.
Generally, this was the case, except that the coefficients of
price variation among-the five-year term policies were equal
to or slightly greater than those of the nonparticipating
straight life policies. Thus, analysis of 181 of the cash-value
policies relative to the term policies yielded the expected
results, while analysis of 60 of them did not. One of the
four coefficients that could be exp, -+ed to be greater than
those of the term policies was not.

Fourth, it is also to be expected on the basis of previous
arguments that premium variation would be smaller than
price variation-that premium competition would be substi-
tuted for price competition. Analysis of the premium varia-
tion among the same companies for which the preceding
analysis of price variation was made tended to fulfill this
expectation. The sample of straight life policies (eighty-eight
participating and sixty nonparticipating) yielded coefficients
of premium variation of only 5.1 percent and 3.3 percent,
respectively, as compared to the corresponding coefficients of
price variation of 20.1 percent and 8.1 percent. The twenty-
payment life policies (fifty-four participating and thirty-nine
nonparticipating) had coefficients of premium variation of,
respectively, 5.7 percent and 5.3 percent, as compared to the
corresponding coefficients of price variation of 24.4 percent

28 Nonetheless, one of the three comparisons of coefficients of price
variation did not yield the expected result. The samples of five-year
term policies, however, were the smallest samples and had the smallest
difference between coefficients.
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and 12.4 percent. The five-year term policies (twenty-six
participating and thirty-one nonparticipating) had coeffi-
cients of premium variation of 10.1 percent and 8.9 percent,
respectively, as compared to the corresponding coefficients of
price variation of 8.1 percent and 9.2 percent. Thus, only
the five-year participating term policies failed to fulfill the
expectation of smaller relative variation among premiums
than among prices. As suggested earlier, however, the ab-
sence of a savings element in term policies tends to make
comparisons more feasible, and also tends to make premiums
a more reliable measure of relative prices than in the case
of cash-value policies. It should perhaps also be noted that
the differences in these measures of relative variation are,
in general, larger when occurring in the expected direction.

The Sample of Fifteen Policies2'

Certain data on $10,000 participating straight life pol-
icies issued in 1968 to standard males aged 35 by the fifteen
largest (measured by admitted assets) United States com-
panies that sell such policies were assembled for more in-
tensive analysis. As might be expected on the basis of
previous arguments, premium variation was minuscule, yield-
ing a coefficient of variation of only 1.9 percent, as shown
in Table 4. Variation in benefits-premiums ratios was rela-
tively small, yielding a coefficient of variation of 4.8 percent.
Predictably, however, variation in level prices and in E-values
was large, yielding coefficients of variation of, respectively,
11.8 percent and 20.0 percent. Thus, the results suggest that
the degree of price competition is relatively small among
irdustry leaders.

Decomposition of the fifteen policies into their constituent
elements yields the information shown in Table 5. The

" For a description of the manner in which these data were as-
sembled, see Joseph M. Belth, "Life Insurance Price Measurement,"
Kentucky Law Journal, Vol. LVII, No. 4 (Summer, 1968-69), pp.
687-711.
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E-values shown, it will be recalled, are the results of sub-
tracting the values shown in the intervening columns from the
present expected value of the premiums. As Table 5 indi-
cates, there is considerable variation among companies in
the present expected value of dividends (reflected in a co-
efficient of variation of 15.5 percent), this variation largely
accounting for the (also considerable) variation in E-values.

TABLE 4
PREMIUMS AND VARIOUS PRICE MEASURES FOR $10,000 PARTICI-

PATING STRAIGHT LIFE POLICIES ISSUED IN 1968 TO STANDARD
MALES AGED 35 BY FIFTEEN MAJOR COMPANIES

Company

Aetna Life
Connecticut General
Connecticut Mutual
Equitable of New York
John Hancock
Lincoln National
Massachusetts Mutual
Metropolitan Life
Mutual Benefit
Mutual of New York
New England Mutual
New York Life
Northwestern Mutual
Penn Mutual
Prudential

Mean
Standard deviation
Coefficient of variation

Premium Level Price

$246.20
230.10
240.40
239.00
240.80
242.00
242.90
244.10
246.00
234.10
238.50
238.60
238.90
241.60
249.75

$240.86
$ 4.69

1.9%

$ 9.86
9.17
6.98
8.52
8.82
9.10
7.71

10.06
8.21
8.98
8.05
8.13
6.41
8.56

10.04

$ 8.57
$ 1.01

11.8%

Assumptions: 4 percent interest, 1957-60 ultimate basic male mortal-
ity rates, and Moorhead's R lapse rates. Premiums
shown include the cost of the waiver-of-premium pro-
vision. Level prices shown are twenty-year level prices
per $1,000 of protection. Ratios shown are twenty-year
benefits-premiums ratios. E-values shown are twenty-
year E-values. For a detailed discussion of the manner
in which these results were obtained, see the paper cited
in footnote 29.

Ratio

.723

.754

.827

.769

.761

.748

.800
.715
.786
.754
.786
.779
.853
.770
.718

.770

.037
4.8%

E-Value

$588.89
517.33
326.68
463.48
491.57
516.67
390.33
617.98
430.85
505.97
422.38
428.51
276.64
465.86
611.65

$470.32
$ 93.85

20.0%
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TABLE 5
COMPONENTS OF $10,000 PARTICIPATING STRAIGHT LIFE POLICIES ISSUED

rN 1968 TO STANDARD MALES AGED 35 BY FIFTEEN MAJOR COMPANIES

(ExPREssED IN TERMS oF PRESENT EXPECTED VALUES)
Company

Aetna Life
Connecticut G
Connecticut IS
Equitable of
John Hancoci
Lincoln Natio
Massachusetts
Metropolitan
Mutual Benefi
Mutual of Ne
New England
New York Li
Northwestern
Penn Mutual
Prudential
Mean
Standard devi
Coefficient of
Assumptions:

y Premiums Dividends Protection Savings E-Value

$2,652.31 $528.53 $299.58 $1,235.32 $588.89
eneral 2,478.86 371.79 290.31 1,299.44 517.33
mutual 2,589.83 700.30 292.19 -1,270.65 326.68
Jew York 2,574.74 564.80 294.75 1,251.71 463.48

2,594.13 534.04 294.59 1,273.94 491.57
nal 2,607.06 556.06 295.45 1,238.88 516.67
Mutual 2,616.76 662.75 292.08 1,271.60 390.33

Life 2,632.19 464.86 283.11 1,266.25 617.98
t 2,650.15 639.19 291.35 1,288.77 430.85
w York 2,521.96 462.59 296.27 1,257.13 505.97
Mutual 2,569.36 592.81 294.22 1,259.96 422.38
fe 2,570.43 632.32 297.26 1,212.34 428.51
Mutual 2,573.67 690.66 290.14 1,316.22 276.64

2,602.75 577.73 292.39 1,266.78 465.86
2,693.11 527.64 282.80 1,271.03 611.65

$2,595.15 $567.07 $292.43 $1,265.33 $470.32
ation $ 50.98 $ 88.00 $ 4.49 $ 24.72 $ 93.85
variation 2.0% 15.5% 1.5% 2.0% 20.0%
4 percent interest, 1957-60 ultimate basic male mortality rates,
and Moorhead's R lapse rates. For a detailed discussion of the
manner in which these results were obtained, see the paper cited
in footnote 29.

V. SUMMARY AND CONCLUSIONS

When there are a large number of sellers of a standardized
product, it normally can be assumed that there will be little
difference in the prices charged by the various sellers. Price-
conscious customers would desert a seller who attempted to
charge a price substantially above the market price, and there
would be little incentive for an individual seller to charge a
lower price-since it is unlikely that a lower price would be
more profitable for him but not for others.

Given consumer ignorance, however, sellers are encouraged
to differentiate their products, thereby making price com-
parisons difficult and offsetting the tendency toward price
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uniformity that would otherwise occur. If the product is
typically purchased by periodic payments, if "trade-ins" are
involved, if the-product is a "package deal" comprised of two
or more separate goods but priced as one, or if an uncertain
portion of the price is returned in the form of dividends, the
effective price can be further obscured and sizable variations in
the effective prices charged by even a large number of sellers
can be maintained.

Product differentiation in the sale of life insurance is so
highly developed that few consumers can make meaningful
price comparisons. By the conditions under which it is sold,
it is paid for by periodic payments. Cash-value life insurance
is a "package deal" of protection and savings, the relative
magnitudes of-the components not being clearly evident to the
consumer, and the savings element manifests itself in a "trade-
in" or cash surrender value that obscures the effective price.
In the case of participating policies, the existence of dividends
also obscures the effective price. Thus, variations in effective
prices can be expected to be substantial-reflecting the sub-
stitution of product differentiation, premium competition, and
other practices for overt price competition.

Life insurance and the conditions under which it is sold are
so complex that a major obstacle for the researcher (as well
as the consumer) is determining the effective price. In the
present article the level-price method of measuring the price
of protection is presented, along with the benefits-premiums
method. The level-price method is used in ai analysis of three
relatively large samples of insurance policies (straight life,
twenty-payment life, and five-year term policies constituting
the three samples), and both methods are utilized in a more
intensive examination of the participating straight life-policies
of fifteen large life insurance firms.

In the three larger samples there are large variations in
level prices, as indicated by coefficients of variation ranging
from 8.1 percent to 24.4 percent. In all instances except that
of five-year participating term policies, there is greater
relative variation in prices than in premiums. With the same
exception, there is greater relative variation in the level prices
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of participating policies than in the corresponding non-
participating policies.

- In the more intensive examination of comparable policies
issued by the fifteen industry leaders, premiums are almost
identical, yielding a coefficient of variation of only 1.9 per-
cent. Variation in benefits-premiums ratios is also small.
Variation in level prices and in E-values, however, is quite-
large, yielding coefficients of variation of, respectively, 11.8
percen-ii-d20- percent. An examination of the variation in
the constituent elements of the policies suggests that the
major source of variation in E-values is variation in
dividends.

While the results of the analyses do not permit a precise
statement of the degree of competition in the life insurance
industry, they do support the contention that the industry is
less competitive, in terms of price, than the number of firms in
the industry-or even concentration ratios-might suggest.
While the factors to which this is attributable are present in
the sale of other economic goods, it is seldom the case that all
are found in the sale of a single good, as in insurance. This
raises the question of whether the interests of the consumer,
in the case of insurance, need further safeguards than those
providedlbylhe market mechanism. -

In recent years at least two public policy suggestions have
been offered. One is the suggestion that a rigorous system of
price disclosure be mandated for the life insurance industry."
Another is the suggestion that consumers purchase term
insurance and place their savings elsewhere so as to avoid the
complexities of cash-value life insurance.8 ' It is outside the
purpose of this paper to comment on these and other possible
alternatives to the status quo, but hopefully the material in
this paper will provide sustenance for the debate.

s0 See, e.g., Retail Price Structure, pp. 217-29, 236-50. See also
"Hart Warns of 'Truth in Life Insurance' Bill," National Under-
writer (Life ed.), October 26, 1968, pp. 15, 20-21.

31 See, e.g., The Consumers Union Report on Life_ Insurance
(Mount Vernon, N. Y.: Consumers Union, 1967), pp. 85.90.
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APPENDIX A

The Background of Cash Values
Except at very young ages, the probability of death

increases as age increases, and with increasing rapidity. Life
insurance is sometimes written on a one-year renewable term
basis, with annual premiums necessarily increasing in a
manner designed to offset the increasing probability of death.
Under such an arrangement, however, the insurance company
tends to experience a phenomenon referr )d to by the insurance
industry as "adverse selection," in which the policyholders
with deteriorating health tend to renew their policies and the
policyholders in good health tend to discontinue their policies.
This leads to a deterioration in the "quality" of the group,
and to a larger than anticipated number of death claims
relative to premium payments. Attempts to anticipate the
adverse selection by more rapid annual premium increases
tend to aggravate rather than solve the problem.

Level-premium life insurance, -under which the annual
premium remains unchanged, is a technique adopted by the
life insurance industry in an attempt to minimize adverse
selection while at the same time making it financially feasible
for policyholders to continue their protection even to advanced
ages. Such an arrangement, however, requires that the policy-
holder be overcharged (relative to mortality costs, expenses,
and profit) in the early policy years to offset inadequate
premiums in the later years." The level-premium arrange-
ment and the legislation requiring cash values are what make
the life insurance industry a financial institution of gigantic
proportions. At the same time, the level-premium arrange-
ment transforms what would otherwise be an insurance trans-
action into a combination or package transaction involving
both insurance protection and a savings medium.

" For-a discussion of adverse selection and the principles under-
lying level-premium, cash-value life insurance, see Dan M. McGill,
Life Insurance (Rev. ed.; Homewood, Ill., Richard D. Irwin, Inc.,
1967), pp. 25-39.
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In the early days of level-premium life insurance, many
companies offered no cash values, so that the policyholder who
discontinued his policy after paying level premiums for a
number of years might receive nothing upon termination of
his policy. Today, however, all states have "nonforfeiture
laws" that require companies to provide cash values equal
to or greater than certain specified minima.

Today's system of nonforfeiture legislation generally is
attributed to Elizur Wright, the first insurance commissioner
in Massachusetts. Wright, who had earlier been active in the
anti-slavery movement, turned his reforming zeal to life
insurance when he learned that level-premium life insurance
without cash values could result in situations that were in-
some respects even more distasteful than slave -auctions. It is
said that Wright's transformation into an advocate of cash
values stemmed from an experience he underwent during a
visit to London. He witnessed the operation of an organized
market for the life insurance policies of elderly men who were
in need of money. Since the life insurance companies provided
no cash values, policyholders who needed money offered their
policies to the highest bidder. In such a situation, the bidders
were interested not only in the terms of the policy contract
but also in the state of health of the insured. After the highest
bidder assumed ownership of a policy and became its
beneficiary, he then had a keen interest in- the early death of
the insured. From the viewpoint of the insured, this has been
described aptly as "a very dangerous situation." S

33 For a discussion of this subject, see Philip Green Wright and
Elizabeth Q. Wright, Elizur Wright: The Father of Life Insurance
(Chicago: University of Chicago Press, 1937), pp. 220-23.
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APPENDIX B

The Anatomy of a Specialty Policy

The simplest of insurani- policies is a contract of con-
siderable complexity to the typical consumer. A really com-
plex policy is unfathomable to most consumers, n-gating
any possibility of meaningful comparisons. Even a careful
scrutiny of a complex policy is apt to leave the -consumer in
no position to weigh this alternative against others.

An analysis of a highly complex policy, the K-1832-B con-
tract, is offered as an illustration. Basically it is a twenty-
payment life contract; that is, the premium payments are
level for twenty years and zero thereafter, and the contract
runs for the lifetime of the policyholder (in this case, to age
100).

In the event of the policyholder's death during the first
twenty policy years, the following benefits are provided: (1)
a lump sum payment of $5,000, called the "immediate benefit";
(2) an income of $100 per month for a number of years equal
to twenty-one minus the policy year of death, called the
"monthly income benefit"; (3) a lump sum payment equal to
the simple total of the annual premiums paid between the
issue date and the date of death, called the "return of premium
benefit"; and (4) a lump sum payment of $5,000 payable
on the twentieth anniversary of the issue date, called the
"twentieth anniversary benefit." In addition, the policy is
participating, so that any dividends left with the company
serve to increase the amount payable on death. The policy
also contains a conventional waiver-of-premium benefit, under
which premiums are waived during the continuance of a
lengthy, total disability. Finally, the policy contains an acci-
dental death benefit provision, under which an accidental
death (as defined in the contract) results in a doubling of
the size of both the immediate benefit and the twentieth anni-
versary benefit.

In the event of the policyholder's death between the end
of the first twenty policy years and the attainment of age 65,
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a $15,000 lump sum benefit is provided. This is increased by
any dividends left with the company. No monthly income
benefit, return of premium benefit, twentieth anniversary
benefit, or accidental death benefit are provided in the event
of death during this period.

In the event of the policyholder's death after the attain-
ment of age 65, a $5,000 lump sum benefit is provided. This
is increased by any dividends left with the company. Again,
no monthly income benefit, return of premium benefit, twen-
tieth anniversary benefit, or accidental death benefit are pro-
vided in the event of death during this period.

In the event that the polijholder terminates the policy
prior to death, the policy provides for cash values. For issue
age 35, the pattern of cash values is a steady increase to $4,410
at the end of the twentieth policy year, then a steady de-
cline to $3,450 at the end of the thirtieth policy year (attained
age 65), and then a steady increase to $5,000 at the end of
the sixty-fifth policy year (attained age 100).

One particularly misleading aspect of the contract is the
fact that the monthly income benefit is referred to as pro-
viding initial coverage of $24,000. Indeed, the policy con-
tains a table showing the "aggregate amount" of the monthly
income benefit in the event of death at various points. These
figures are derived by multiplying the $100 monthly income
benefit by the number of monthly payments to be made. How-
ever, another policy provision gives the policyholder the right
to elect a lump sum settlement (or commutation) of the
monthly income benefit. If elected, such a settlement would
be based on commutation at an annual interest rate of 3
percent. This means that the initial coverage provided by
the monthly income benefit-in lump sum terms-is actually
$18,142 rather than $24,000. Nowhere in the contract is a
table of commuted values, although it is customary to include
such tables in policies providing monthly income benefits.

Similarly, the twentieth anniversary benefit is referred
to in the contract as providing initial coverage of $5,000. Here
again, the commutation provision gives the policyholder the
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right to elect a lump sum settlement based on commutation
at 3 percent interest. This means that the initial coverage
provided by the twentieth anniversary benefit actually is
$2,768 rather than $5,000. Again, no table of commuted values
is contained in the contract.

The front page of the contract refers to the "initial sum
insured" as $34,000. This misleading figure is derived by
adding together the $5,000 immediate benefit, the $24,000
monthly income benefit, and the $5,000 twentieth anniversary
benefit. As noted above, the actual "initial sum insured" is
the $5,000 immediate benefit, the $18,142 commuted value of
the monthly income benefit, and the $2,768 commuted value
of the twentieth anniversary benefit, or a total of $25,910-
more than $8,000 less than the figure shown in the contract.

It is possible to evaluate this type of contract, provided
that the necessary data can be obtained. Using the same in-
terest, mortality, and lapse assumptions as those underlying
the data in Tables 4 and 5, the first-named coauthor found
the present expected value of the premiums at issue age 35
to be $4,255; the present expected value of the protection
element, including all of the various death benefits provided
in the contract, to be $1,163; and the present expected value
of the savings element to be $921. Any reliable conclusion
about the price position of the contract was rendered impos-
sible, however, by the lack of information concerning policy
dividends.
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APPENDIX C

Dividend Scale Steepening

The impact of the shape of the dividend scale may be
illustrated by a comparison of the $10,000 participating
straight life policies issued in 1968 to standard males aged 35
by the Aetna Life Insurance Company and the Massachusetts
Mutual Life Insurance Company. The simple totals of the
first twenty years' premiums are $4,924 for the Aetna policy
and $4,858 for the Massachusetts Mutual policy. The simple
totals of the first twenty years' dividends, as used in
traditional net cost calculations, are $1,536 for both policies.
Thus, the -premiums less the dividends, disregarding the
temporal distribution of the dividends, are $3,388 for the
Aetna policy and $3,322 for the- Massachusetts Mutual policy,
a difference of $66. When the oversimplified techniques of the
traditional net cost method are used, this difference of $66 for
$10,000 policies is divided by ten to arrive at a twenty-year
figure of $6.60 per $1,000 of face amount. Then the $6.60 is
divided by twenty to arrive at a figure of 33 cents per year per
$1,000 of face amount.

That the difference is much larger than this may be
demonstrated by using present expected values rather than
simple totals. The present expected values of the first twenty
years' premiums, using 4 percent interest and certain
mortality and lapse assumptions, are $2,652 for the Aetna
policy and $2,617 for the Massachusetts Mutual policy. The
present expected values of the first twenty years' dividends,
using the same assumptions, are $529 for the Aetna policy
and $663 for the Massachusetts Mutual policy. Thus, the
premiums less the dividends, using present expected values,
are $2,123 for the Aetna policy and $1,954 for the Massa-
chusetts Mutual policy, a difference of $169, in contrast to the
earlier figure of $66. Furthermore, if it were desired to
express this difference per year per $1,000 of face amount,
and if the same interest, mortality, and lapse assumptions
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were used in the calculations, the figure would be $1.57, in
contrast to the earlier figure of 33 cents.

Another way in which to illustrate the impact of the shape
of the dividend scale is .to employ a "steepness index." One
such index is a ratio in which the numerator is the simple total
of the first twenty years' dividends (as used in traditional net
cost calculations), and in which the denominator is the present
expected value of the first twenty years' dividends. In an
analysis of the $10,000 participating straight life policies
issued in 1968 to standard males aged 35 by fifteen major
United States companies, 8' the first-named coauthor found
that their steepness indexes ranged from 2.23 to 2.97, with a
mean of 2.56 and a standard deviation of .24.

In general, a policy with a relatively low steepness index
will tend to show up better on a reasonably sophisticated
method of price analysis, and a policy with a relatively high
steepness index will tend to show up better on an unrefined
method such as the traditional net cost method. The Aetna
policy referred to earlier has a steepness index of 2.91, using
the same assumptions mentioned earlier, and the Massa-
chusetts Mutual policy has a steepness index of 2.32. Among
the fifteen policies, the Aetna policy is ninth lowest in price
under the traditional net cost method and thirteenth lowest
under a reasonably refined method. On the other hand, the
Massachusetts Mutual policy is seventh lowest under the
traditional net cost method and third lowest under a reason-
ably refined method.

S34 For a detailed report on this study of certain policies issued
by fifteen major companies, see the paper cited in footnote 29.
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ARTICLE: "FURTHER COMMENTS BY AN FSA," JOURNAL OF RISK AND
INSURANCE

Reprinted from Journal of Risk and Insurance, Vol. XXXVII, No. 2
(June, 1970), pp. 313-315.

FURTHER COMMENT
MuRsn- IoJ, CroO

In the iniodaactory footnote to a reccit
arlitla in this Journal.' Profsso Iclth
list c lght associates to whon ho is in-
dbtcd. and tlw. ad&d dat liv ,.
isU,-s full rtcipolibility for th, views

exprisscd in thie pawr and for any
errors that may rnain .. ."

To some ext.nt tile iii ilcbt!liiess is a
reciprocal rcldionhip. The pupose of
thi n ii CN flilaiii',ftiOi is to coiitiiiC this

two wa dehitor-crlitor rclabionsiil, by
idenifying vicws tht we share, and
errors tht n-main.

Tnilh ii Spending

Coinvinarisaac may be an il-dernmcl
wortl, but its ptogiv-s is well d,,incAl.
life ii lsurs markLtillg has been little
affected so far, but cnrctping cxniiacrba
i iill AaittlalyN' -ave a signifiVkAnt ,.,Mx t

oil nAL-it practc ul.
.r uclo.icliain,-r~; a has hg bet. it with

us,. The traditional tit)ay-sear not cost
m, thod Imi IKncii e.anoni ,'d Iy inl0sion
ill Ihc llaii lifei il a rmlnqce
sewia-vs. 1,'afoiuatlv, tIlle' pil,!ishcl
Maaliakaoiatas line doll,' little to reiucv

life illlual- t' p iUiia, phrc' Si done
niicha to fileR Xi -M il'illit)- in IXwlCy l'-
sin. lrnft margins lh:;c Lk%.it e aaiaitainchl
v,,lih-c cash s',liAus ad/or lii iii-is re-

Ad'iprv Witha 'lia r, & lir .:n' (I a'; kiirtl si.
'lik cea ,., i, a aticIi wi, satmi!,d in A .itt.

'it.spt .N. 1, Jh, "I tll.i le. 1k-
t ., ai Wa-il , A lSil Pr, +l:i-' ina I N-t a ',,nc ."
lo-.1 ni! 1" , ', d m V'. \\\\I, ).
I (N1I.-a , lw's l), pp. 10-59.

distributed to prodastr so-called lo\scr lit
costs.

Analykts and coa malta uts may have been
dissatisfied with the situlalion, but mar-
kiilg oaganuiaations and Aeaist's w,-re

sxy msuch sati-flcd. The dis'idhias were
few and dilfmcal, and withomt ilbacanmce
on sali practices. They may still bo fewt•
and diffutsEd, but since l'rofrsor Bc-li's
selinal ptaii- liaa thn'eir lark of inni-
e(ceC is 11o |on r gaja.antcek]

To Dream the Iupl ssiliui l)ream

11he tiaditiuaal twei)ty-)l .ir uemt co.t
ntlhod las suvis'c-d for ss ,nat rcaons,
one of ,-whih is its sinplicit). 11hc arth-
mctic call b done ivitholat a coaaptc r,
and can be con, lay the a-lit or iey'
holder. Vhy ilot correct it dcrliiencies
while ret ahiaing its simplicity?

Proc-s.or Beltln's answer to tlis qaics-
tioaa -as to alssuiiaa that ia.onpucilrs ii mill
coiaalle to become, incrra,iagly aviilalle
and tha1t s\t nivc alitlilir will sladily
det-liaic in iaalnot.ince ai a ntrrkr to tic
use of a highly din d lirtild of I'l ira
al)si. A simplC adri quitable sys' ,in ii
just ilot iosible, no nattls r hat.av c-,siiable.
It's one or the ollr. And as ciits has a
coniried dir ch : ,,tacts of Profeilor
Belth's dI,-'ision. Comiputatr policy anai ys
irc retuti-aely made asailail ' by lir
orncces to agcats, and are also ;avail.idalc

'r o v. caa- ia N M t.iil, 7 Tle J i ri.,taie Sa . inlc
faa Atic ,iraa l.at' lai.iaaia ce ( Ind,- a-'r Iii,:
B'arna a of Buii-s ric-csarch, CIniu'to S,1l1
nol Biainw tt, Infitin. Utit iit~, 1913).

BEST COPY AVAILABLE
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tetive arithmetic is no harrier to eten-
sine use of a refined or equitable cost
analysis.

The Tragic Flaw
flow equitable is the Ikel-price method

of xlicy analysis? The subjet article
lists correlations hctwecn benefits-
premiums ratios and level prices. Bank
correlation oefficients of "shott .99 arc
reported for straight life police, as well
as for hsenty-pax ement life policies.

This near perfect rank mirrcltion im.
plies the existence of two policies, which
are ranked in one order according to the
ratios of present values (benefits-pre-
miums natio) hut are misranked accord-
ing to their level prices. Details of these
two policies, with stch anomalous Tank-
ings, are not gin-n but their existence is
c1 rt'sis

It is xsible to prosice two ronpar-
tit ipating policies with equal premiums,
where tile policy with the higher cash
values (letter benefits-pr, miums ratio)
has the poorer level price ranking. This
possibility follows from the preceding
pmagraph, and is also confirmed by a
mlodification of an example presented by
Could? The ssugste"el modification is to
uiw one-thin of the lapse rates assumed
in Co d's original sample. With this
niolifieation, we have an example of
tilal-premiim policies, where the higher
cash value policy (with the tx,tter bne-
fits-premiums ratio ranking) has the
poorer len-l-price ranking.

The Not-So-Tragic Flaw

Bank conelation o-Ici-nts of .9) must
be treated is ith rej-cxt. The misrankings
are potible, bit ticist unlikely. The lesel-

Wls a o Could, "Dr. Nih's Price' lheory,"
The Acimar, VAl. III, No. 3 (March, 1909).
pp. 4-5. Fet Pr,fc'or Nhlehs di-cu%%ion of Mr.
(-osl'S attkcf s.'AC J, iph St. k'lth, =More
ANiout the 'PrkW IlM.ry," The A irar, Vol.
IlI, No. 6 (Juee, 1969), pp. I, 5-8.

price method producs accvptable rank.
tegs with acerptahle reliability.

The keel pike itself may still be
faulted as an absolute measure. Yet its
ability as a ranking technique may not
be so faulted. From the consumer's view-
point, policy r.uking is relevant, absolute
price irrelevant. The low price of a policy
is seldom a sueffcint inducement to buy,
:11 opposed to not buying at all. But pol-
ity rankings are often se-icicnt for policy-
selc(tioc, otce the decision to buy has
beien made.

The Beal World of Mathematics
The level price of a policy is a nwiasure

of something, even if that something Is
not readily understandable by policy'
holders or ac-eptable to other analysts or
actesaries. It c'ist% even if not )-ct fully
itntti.tox. it swild be ititeresting, for
example, to know more of the misranking
potential inherent in the level price. It
would be interesting, but mt resvanit to
the I ssaci.etiug of life insurance.

Tle ronccpt of the level price is tier'
stansdble to analysts. and a'ctuaries, but is
not likely to -lkntrate the consumer mar-
k't. 1he consumer does not nxessarily
itet-d to k-nos how a measure is calculated,
bitt lbc slot's mw-.el to know what it enls
after sovuwi- vlse Ines the culculatitig.
Without that smndeihtng., price com-
pttitios (or inon-cotmxtition) in the Dis-
ncylanid of policholder ltas ior will be
tmnaffceted.

Of coutre, policy rankings that result
from lvel prices might peit-itrate. These
rantlings are valid, using the ben.fits-
premitns ratio rankings as the measure
of validity. But then swhy not use benefits-
prnsimns ratios and ranlkings in the first
place? "" -

While Standing on One Foot

Professor Belth writes that the bencfits-
prenines ratio esold be simpler to-vx-
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Communicationt

plain and more easily undcrstood than the
le% el-price approach. An analogy %% ith loss
ratios is prsented. An analogy with "rc-
tention" as used i group imssr.mce sales
could alho be used. And an analogy with
mutual fund "sales load" is also possible.

The ease of explaining the result should
not mate us forget the difficulty in cloos-
ing the as'umptiotis required for calrula-
tion. Tlue cloices of interk-st, moit-dity,
anid lape assumptions will be diexiult.
am abraive, as th,'y are now with the
level priv. But the s-xplusatiou of tlhe
result wvill he easier, msithin te traditional
injunction of doing so "while stainlihg
on one foot."

To Right the Unmritcabe Wrong

"he bt','ts-prw'mitms r,,tio methodwas'ihrllow4-dand explained ill Prefer.

sor Btlth's 1906 ps)lieation.' As on.. of

4 Joseph M. Bdth. TIt; R,'til Price Structurie
in Amcrrka Life- hipvs.-, op. cit.. pi. 7.20.

315

several price measurcmncot approaches.
The method was then avoided in tle re-
maining 2W page., and in subse.quent
bisolu allicles, siutil publication of the
arik- under discussion. The eoraesqucnt
palxrs on level prices hame bken bounti-
ful for analysts and actuarie.;, but have
had ineonse..ential effect on salts prac.
ties.

I do not mian that buyer cost con-
sciousness is ne,"ess.ily all for the. good.
I do mean. thno'gh, that if we wish to
promote vost consciothness and Comipari-
sons amog buyers thess we should en-
courag- tht use of the bnefcits-prt.n-iums
ratio (ratio of present. value of bencizs to
present s'hie of premitms ).

I have confidcnx that if Professor
Belth ow gi% s-s the Ix-nefits-pcmniuns
method tht same -calns suppIt htireto-
for. given the hcvel.prkv method, then
he will has- tin- siguficu,.,t Ova, t on mar-
Letiut plactievs herctofoit, d'tied.
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INDIANA UNIVERSITY
Gradate cool of Bwiasu
lO0ooL O &USINi6 IUILUDNO

BLOOMINGTON. INDIANA 41401

July 13, 1973 TIL. No. ati-usi. 3297

Mr. Dean E. Sharp
Senate Antitrust and Monopoly Subcommittee
104 Senate Annex Building
Washington, D. C. 20510

Dear Dean:

Enclosed is a copy of a letter written by Mr. Cavanaugh to the
editor of Life Insurance Selling for publication in that magazine.
Also enclosed ts a copy of my response. I would suggest that
Mr. Cavanaugh's letter and my response be included as a part of the
hearing record.

Best personal regards.

yours,

Joseph H. Belth
Professor of Insurance

JMB/ss
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- Walter R Cavanaugh, C.LU.

V ~~A"'11190 Deniver
Detroit, Michigan 48224
Business: 888-7700

June 22, 1973

Life Instrance Selling
408 Olive
St. Louis, MO 63102

To The Editor:

Re: Deceptive Practices of University Professors

Professor Joseph M. Belth has been writing articles and making
speeches about his imagined deceptive practices of life insurance
salesmen.

The system that he has recommended to explain a life insurance
policy is so confusing - even to students of life insurance - that
it would leave any prospective buyer so bewildered that he wouldn't
buy anything. There seems to be a conserted effort on the part
of Chartered Life Underwriters and most agents who have the true
concern of the buyer at heart to keep things as simple as possible.
If we listen to Joe Belth, we'll change our old motto, "Keep it
Simple, Stupid" to "Keep It Stupid, Simple".

University professors, politicians and consumer activists don't
give the public credit for having a brain in their heads. The
public knows the use of money has a cost. Joe Belth would have us
spell it out on a six pdge proposal to sell a $10,000 policy. Pro-
fessors and politicians are so steeped in paperwork that they can't
understand giving the time-of-day to anything less than a six page
report with ten copies. Now they wantfto get in the act and carry
so much information around with us that we would look like newsboys
rather than life insurance salesmen.

University professors should talk about deceptive practices of
others. How does Joe Belth justivy using his position as Professor
of Insurance at Indiana University to promote the sale of his books
and articles plus garnering fees for speeches based primarily on
his positon as Professor of Insurance. I don't believe he could
get a handful of people to walk across the street to hear him if
a free dinner was thrown in -- if he didn't hi-a:il V- 't-lie ? ro-

25-407 0 - 74 - pt. I - 43
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Life Insurance Selling
June 22, 1973

fessor of Insurance title.

It is ironical that our critics should come from the two worst-
run institutions in the country, our universities, and the gov-
ernment. If Joe Belth wants to get into something that would
save a lot of money for the consumer, he could start on the cost
of education that has priced everyone out of the market except
those who get it free and those who are wealthy. He could use some
of the time when he is supposed to be on the job at the university
to do something constructive in the nature of training better in-
formed citizens in the proper usi of insurance and creating more
skilled agents.

I believe the insurance profession should start a net cost study
of what it costs in our taxes to pay university professors who can't
find time to do lheir teaching because they are so busy with well -
paid extracurricular activities. The professors should talk about
"deceptive Practices"--the universities had a threatened strike on
their hands when it was proposed that professors put in an 8 or 9
hour classroom week for at least six months a year. This would
have overworked them so badly that they wouldn't have had time for
outside interests nor the energy for those much needed paid sab-
batical leaves.

I personally think that any insurance organization putting Joe Belth
on a platform are out of their mind. Anyone who buys his books and
subsidizes his garbage also should have their heads examined.

I'll sit back and wait now until Joe takes another four weeks of
university time-torebut this article.

Sincerely,

W. R. Cavanaugh, C.L.U.

WRC/nc
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To the Editor:

When I testified at the life insurance hearings in Washington in

February of this year, Senator Hart asked me the following question:

"If the information disclosure system that you have outlined this

morning was put into effect, what is your opinion as to the consequences

this would have on life insurance agents?"

My response was as follows: "The effect on agents, Mr. Chairman,

would be extremely difficult to predict, and it's an extremely sensitive

and emotional issue."
4

In my opinion, Mr. Cavanaugh's letter is a good example of an emotional

reaction to my criticism of certain life insurance sales practices. For

that reason, I am sending a copy of his letter to Senator Hart, with the

suggestion that it be included in the published record of the hearings.

JOSEPH M. BELTH

Professor of Insurance

Indiana University

Bloomington, Indiana
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Morab 5v 1973

Dr. Joseph M. feith
Professor or Insurmnme

tiam University
School Of ] uness 31di.

llDAI, 4 7401

Dar Dr. Delth:

We appreciated your testimWn at the LifeInuac ern.

Subeimnt to your testimc , Cw iissimoer Stanley Dulce and
Mr. MYVA Mts testified.

On the second fty of the harin, the Wbcaittet received a
prepared sttet which vas rAbitted by CsIssioDr DuRcee on be-
half of the MAIC as Chiran of its Task Force. According to that
prepared statesat at pV h, ExhibLt 4 was attached by Coissioner
DAs "" evidence of the caexity of the problee" ad to show
that ono less than 21 different attets have bean nde to solve this
problem" (the "probleA"--cost disclosure).

OA the third ay of the hearings, the Wbccmit6s Word
Mr. BAWiS its who testified on behalf of the Anwrican Life In.

PSOAgs"Llntiau (ALIA) "whos 350 umber cbqanes write go%
of the life i rotten by United States cemnvies." Mr. mats
pyeared specifically "to present our viee cnerning cost infom-

tion currently awailale to purchasrs of life iLnsurae an4 the
varios price indicies that have bee dovelopad." On page 2 of his
prepared statw1nt, Mr. )ktz said: "That report (i~e. of the Joint
Social COMttA On Life InsuMMnc Costs) reviewed sm 12 different

thods for ecastrwtIng price isfies..."

We woUd appreciate for the record your response oad caimts
to the fo .lr eng @sticns
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(1) Are the 12 methods in the report of the Joint Special
C meittee on Life Insurance Costs all different methods
for camparing costs? Please explain.

(2) Are the 21 methods listed
statement of Camnssioner
all different methods for

We would appreciate receiving
possible.

in Exhibit 4 to the prepared
DR4a on behalf of the NAIC
comparing costs? Plese explain.

this information as soon as

Sincerely,

Philip A. Hart
Chair n

DES: CW4

N
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INDIANA UNIVERSITY
Gavau School ol Bwiimem
OCKCOL OF 39SIN" UE 3uMGo

BLOOMINGTON. INDIANA 47401

July 5, 1973 1. xo. ,,,-,,- 3297

Senator Philip A. Hart, Chairman
Subcommittee on Antitrust and Monopoly
Russell Office Building
Washington, D.C.

Dear Senator Hart:

This is in response to your letter of March 5, in which you asked
whether the various methods of price comparison that have been suggested
are all different methods. In my opinion, they are not. I believe that
they all should be considered as one method, but with different assumptions
and different approaches to their presentation.

Any measure of the price of life insurance over a period of time is
simply the difference between what the policyholder pays to the insurance
company and what the policyholder gets back from the insurance company.
To evaluate what the policyholder pays in and what he gets back, it is
necessary to make interest, mortality, and lapsation assumptions. In
my opinion, changing the assumptions does not constitute a change in
method.

Furthermore, the value of the difference between what the policyholder
pays in and what he gets back may be expressed as of the policy issue date,
as of the end of some time period, or as an average annual figure. Similarly,
it is possible to express what the policyholder gets back as a percentage
of what he pays in. In my opinion, changing the manner of presentation
does not constitute a change in method.

With the above as background, let us consider some of the "methods"
referred to in the Report of the Joint Special Coanittee on Life Insurance
Costs and in Exhibit 4 of Commtssioner DuRose's testimony.

1. Company retention. The difference between what the policyholder
payl in and what he gets back is expressed as of the policy's
issue date, and interest, mortality, and lapsatiom assumptions
are used in the valuation process.

2. E-value. This is the same as the company retention.

3. Benefits-premiums ratio. This is the same as the company retention,
except that the value of what the policyholder gets back is expressed
as a percentage of the value of what the policyholder pays in.

4. Benefits cost. This is the same as the company retention, except
that the result is expressed as an average annual figure rather than
as a lump sum at the policy's issue date.
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Senator Philip A. Hart
July 5, 1973
Page 2

5. Lewis modification of the level price. This is the same as the
benefits cost.

6. Present value of premiums. This is the same as the company
retention, except that zero lapse rates are used in the
valuation process, and cash values are not considered as
a part of what the policyholder gets back.

7. Interest adjusted. This is the same as the company retention,
except that the result is expressed as an average annual figure,
zero mortality rates are used in the valuation process, and it is
assumed that the lapse rate is zero in every year but the last and
100 percent in the last year of the analysis.

8. Accumulated premiums. This is the same as the interest adjusted
method, except that the result is expressed as of the end of the
period of analysis.

9. One thirtieth. This is a shortcut device for approximating the
results achieved under the interest adjusted method.

10. Traditional. This is the same as the interest adjusted method,
except that 0 percent is used in the valuation process.

It would be possible but not fruitful to analyze the various other
'methods" in this manner. The point is that the only differences among them
are differences in the assumptions used in the valuation process and
differences in the manner of expressing the results. In my judgment it is
inappropriate to argue that a vast number of different "methods" constitutes
a barrier to life insurance price disclosure when there are no fundamental
differences among the various methods.

Sincerely yours,

Joseph M. Belth
Professor of Insurance

JHB/ss
cc: Commissioner Stanley C. DuRose

Mr. E. J. Moorhead
Mr. Armand C. Stalnaker
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INDIANA UNIVERSITY
Graduate School ol Buxinesi
SCHOOL OF IUSINi-5 IUILUNO

BLOOMINGION. INDIANA 47401

June 26, 1973 T,,.. NO. 11, "'-3297

Hon. Stanley C. DuRose
Commissioner of Insurance
State of Wisconsin
201 East Washington Avenue
Madison, Wisconsin 53702

Subject: NAIC Model Rules on Price Disclosure and Deceptive Practices

Dear Comnissioner DuRose:

You and your Life Insurance Cost Comparisons Task Force are to be commended,
as are the members of the National Association of Insurance Commissioners,
for the actions taken in the price disclosure area at the recent NAIC meeting
in Washigton. It is encouraging that the Association has now endorsed the
interest adjusted method on an interim basis until such time as the results
of several ongoing research projects may point up the need for more elaborate
disclosure requirements.

Several questions are raised by the model rules that have been adopted. Since
the commissioners of the various states may soon be considering the adoption
of one or both of the model rules, I felt that it would be appropriate, raise
the questions publicly, so I am sending a copy of this letter t each of the
commissioners.

An extremely important question is raised by Section 5 of the model rule on
the "Life Insurance Interest Adjusted Cost Comparison Index." The rule states
that the index must be furnished by the agent or insurance company "upon request
of a sales prospect at or prior to delivery of 'the policy." Presumably this
means that there is no requirement to furnish the index if the buyer requests
it subsequent to delivery of the policy. More important, however, is the fact
that the index does not have to be furnished at all unless the prospect requests
it.

Certain life insurance industry associations, companies, and individuals have
argued for the "on request" approach on the grounds that there should be no
requirement of disclosure to buyers who do not want the information. Certain
consumer representatives and others, however, have argued that an "on request"
disclosure requirement is not a disclosure requirement at all. It means that
the buyer must know of the availability of the information and take positive
action in order to get it. Presumably he would even have to know enough to
ask specifically for the "life insurance interest adjusted cost index."

It is true that individual states could take the mandatory route by modifying
the model rule, but it would seem reasonable to have the model rule take the
stronger approach and let the states weaken it if-they choose. The question
is this: Why did the task force recommend the "on request" approach?
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Section 3 6f the same rule exempts certain types of life insurance policies.
One of the exclusions is term life insurance. An important reason for the
interest adjusted index is the differing slopes of the dividend schedules
of participating policies issued by different companies. It would seem that
the interest adjusted index would be sijqilarly useful in the case of term
policies because of the differing slopes of the premium schedules. Why did
the task force recommend the term insurance exemption?

Section 3 also exempts policies with a face amount of $5,000 or less. It
would seem that the small buyer is the person who can least afford to be
denied price information. Why did the task force recommend the small policy
exemption?

Section 3 also exempts substandard policies. Why did the task force recommend
the substandard policy exemption?

Section 4 requires that an interest rate of 4 percent be used in constructing
the index. Neither the task force report nor the model rule discusses the
interest rate. While the industry committee and certain companies and indi-
viduals have suggested 4 percent, certain others have suggested higher rates.
Why lid the task force recommend 4 percent?

My final question has to do with Section 5 of the model rule on "Deceptive
Practices in Life Insurance." Section 5(d) and the wording of the task force
report make it clear that the traditional net cost method should be prohibited
as a deceptive sales practice. Neither the rule-nor the report, however,
refers specifically to the kind of yearly cost-figures found in many ledger
statements; that is, cost figures calculated by~subtractlng the cash value
increase and the dividend, if any, from the annual premium.

The effect of such calculations is to allocate the entire interest factor to
the current year instead of allocating a substantial portion of the interest
to the accumulation of previous years, and the result is a substantial under-
statement of the cost for the year. Section 5(c) would prohibit "thee manipu-
lation of amounts and numbers in such a way as to mislead the prospective
purchaser concerning the cost of the insurance protection," but it is not
clear whether that subsection was intended to include traditional yearly ledger
net cost figures. Did the task force intend to define such figures as deceptive
and thereby prohibit them?

S cerely yours,

Joseph M. Belth

Professor of Insurance

JMB/ag

cc: Jon S. Hanson, Senator Philip A. HartJ Spencer L. Kimball, Virginia H. Knauer,
E. J. Moorhead, Bartley L. Munson, Armand C. Stalnaker
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LETTER TO JOSEPH BELTH FROM C. L. TROWBRIDGE, CHIEF ACTUARY, SOCIAL
SECURITY ADMINISTRATION, DEPARTMENT OF HEALTH, EDUCATION, AND
WELFARE, WASHINGTON, D.C., DATED APRIL 13, 1973

DEPARTMENT OF HEALTH. EDUCATION. AND WELFARE

SOCIAL SECURITY ADMINISTRATION

WASHINGTON, O.C. 20201

mc"cm TO.

April 13, 1973

Professor Joseph M. Belth
Graduate School of Business
Indiana University
Bloomington, Indiana 47401

Dear Joe:

I have your letter of April 6, replying to mine of March 8.
Since I wrote you last, I have also obtained a copy of your
Life Insurance: A Consumer's Handbook. I have a few questions
or further comments, inspired either by your.'letter or by a
reasonably close reading of the book. I will try to handle
your letter first, and some tie-ups with the book later.

Don't read too much into my comment about Sections I through
III of your testimony, only Section II of which has to do with
deceptive practices. My comment about "more importance than I
would give" was not directed at deceptive practices per se, but
rather at the whole issue with which the Committee is concerned.
The subject is important; but it is possible to make too much
out of it.

Of the two alternatives in your third paragraph, I too prefer
assuming a rate of return and forcing out a price of protection.
However, I am not particularly enamored with doing either. I
would like to see a good price measure of the insurance-savings
package. In buying an automobile, for example, it doesn't do
much for me to assume a price for the chassis, and force out a
price for the body--because I don't care about buying either
separately. I am interested in the total price, and being able
to compare with similar body-chassis packages.

Until I read your book, I had the idea that the purpose of
column (7) of Table 3 (of your statement) was to make comparisons
with individually offered term insurance, to see whether one did
better to split the combination. After reading your book, with
its emphasis on only trying to make pric: comparisons on similar
policies, I begin to wonder whether column (7) has any worthwhile
purpose, from the consumer's point of view. In the last para-
graph on page 2 of your letter you try to justify column (7).
The only argument that makes much sense to me is that about
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comparing with a mortality table. In the first place you don't
make such a comparison, and in the second, how the comparison
will look depends so heavily on the interest rate assumed.

This leads to the interest rate sensi tivity issue, and my use
of the word "arbitrary" in'connection with the-interest
assumption. In the case before us an interest assumption is
being used for one purpose only--the split of a price into
insurance and investment elements. We have seen that the split
is very sensitive to the interest assumption, and that two
reasonable and informed persons (we hope) can't even agree on
whether a before tax or an after tax interest rate is appropriate.
Probably my use of the word "arbitrary" should apply more to the
split than to the interest assumption.

Incidentally, you keep referring to the mathematical techniques
for combining the price elements as a "disclosure system". It
seems to me that all of the elements of price disclosure are
satisfied by columns (1) through (5) of your Table 3. Columns
(6) and (7) and all of Table 4 are hardly "disclosure ' matters.
Instead, they are the results of manipulating the elements
disclosed in a fashion that one hopes will make price comparison
meaningful.

I wish I could agree with you that the interest, mortality, and
lapse assumptions, used in your context, are no more arbitrary
than they are when an insurance company employs-such assumptions
in setting premium rates, cash values, and dividends. The way
you use these assumptions, they are needed for individual
decision making, and involve a personal view of interest, of
mortality, and of lapse. If a price system designer, or a
regulatory body, sets these for the individual, he must necessaril
be arbitrary. On the othdr hand, an insurance company socializes
by the use of broad averages based on experience. I thought you
pointed out the difference pretty well in your letter to the
New Hampshire Commissioner.

Fractional premiums seem to be handled by various companies in
three different ways:

1. Premiums charged to end of policy year of death, no
matter how premiums paid.

In this case your formulae appear to be correct,
for annual case and for fractional premium case-

683 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



68O

2. Premium charged to end of premium period in which
death occurs.

In this case, formula for annual case OK,
but interest rate in fractional premium case
overstated. -

3. Premium charged to date of death.

In this case, formula for annual case slightly
understates value of protection, but interest
rate in fractional premium case OK.

Your book recognizes the slight error for Case 3, and shows
it to be almost insignificant. A correction for Case 2 can
be made by subtracting from the interest rate imputed to the
fractional premium extra the mortality rate, expressed as a
percentage and averaged over the period considered. For the
case in your statement to the Committee, the mortality rate
above age 35 might average about 5 per thousand, or h%; and
the interest rates imputed to fractional premiums in Table 4
would then become 7.7%, 7.5%, and 6.5%--assuming Northwestern
Mutual handles as in Case 2 above.

There is one rather peculiar thing about the-above. A Case 3
company, the most liberal of all, would get credit for its
liberality in neither formula if the above were-followed.
For this reason, you might want to treat Case 3 like Case 2.-

Turning now to your book, I am struck by one of the poor effects
of using a uniform mortality assumption over all policies. In
an earlier letter I pointed out that substandard policies can
hardly be treated in such-a fashion, because the protection
element would clearly be badly understated, and the retention
therefore overstated. On page 76 of your book, in discussing
non-smoker discounts, you suggest the subtraction of the dis-
count from both the premium and the retention. If the non-
smoker discount is because of lighter mortality among non-smokers,
the second subtraction should be from the protection element
rather thai, from the retention.

Also note the Bankers Life (Iowa). PWL policy in Table 4-1 of
your book. This policy has the lowest retentionn" of any
policy on the page, $100 lower than the BLC SPWL just above it.
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The Preferred Whole Life policy is a super-standard policy,
with unusually strict underwriting standards, such that Bankers
Life expects only about 85% (of standard) mortality, and prices
the product accordingly. If so, the protection element is over-
stated by $100 or so, and the retention understated similarly.
Rbw many other policies of-a similar nature appear in your list,
I have no way of knowing.

I also note that Table 4 of your statement illustrates (presumably)
the same NW Mutual policy as shown in Table 4-1 of the book, but
most of the numbers are higher. Am I correct that the book looks
at the first 20 years only, whereas your statement to the Committe.
looks over the entire future lifetime? Which do you really intend

The ratio of benefits to premiums isshown as 75.5%, whereas a
similar calculation from the.book is 638 + 2687 = 80.5%. I

5666- 1533
can't believe that the ratio should go down as more years are
included. Moreover, the saving element in the book is $2,687,
but only $2,279 (for a longer period?) in the statement. Could
one of these be wrong?

Have you possibly changed the mortality or lapse assumptions?
Table H-2 in the book looks like an ultimate mortality table,
while Table 4 of the statement is based on a select table
(according to the footnote).

Back when I was working on this problem I had the idea that a
good index might be the present value of future premiums less
dividends. This idea got a lot of consideration in the
industry committee, but was finally thought inferior to the
interest adjusted method. I enclose an analysis showing that
this idea is a-§i-lification of your concept z~uth (I think)
many of the troubles with your concept eliminated.

This isn't really my field today, but I seem to have gotten
back into it. I guess I have no real objection to your passing
our correspondence around--but I don't feel that it needs to be
a formal part of the Committee record.

Sincerely yours,

Enclosure C. L. Trowbridge, F.S.A.
Chief Actuary
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ANALYSIS

The analysis of Professor Belth, illustrated in Table 4
of his testimony before Senator Hart's Subcommittee, and in
Table 4-1 of his book, is essentially a split of the present
value of all future premiums fnto four smaller present values.
The present values are computed on the basis of three assumptions,
an interest assumption, a mortality assumption, and a withdrawal
assumption.

The sum and its four parts are illustrated in Table 4 as follows:

a) The "protection" element $1,206

b) The "savings" element 2,279

c) Retention 1,128

d) Illustrated dividends 2,627

e) Premiums $7,240

In his ratio of benefits to premiums, the illustrated
dividends are considered to be return of premium (or negative
premium), so the analysis is slightly recast by breaking "premiums
less dividends" into three parts as follows:'

a) The "protection" element $1,206

b) The "savings" element 2,279

c) Retention 1,128

d) Premiums less dividends " $4,613

.Then the first two parts are considered benefits, and the ratio
of benefits to premiums less dividends is computed as

1206 + 2279 --.75.5%
4613

The retention is thus 1128 of net premiums, or 24.5%.
4613
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It is of importance to note that the premiums less dividends

figure ($4,613) is in itself a "price" for the combined savings
protection package, including all of the mark-up for commissions,
taxes, administrative expenses, and profit. It could well serve
the purpose of a price comparison method without breakdown into
its three parts, as long as policies with similar face amount and
with similar period of insurance are being compared.

The breakdown of the "premiums less dividends" into the
three smaller elements is confusing to the public, and will lead
to endless controversy because of its sensitivity to the actuarial
assumptions made. In particular:

a) The "protection" element is less than the present value
of all death claims, and the "savings" element is more
than the present value of all withdrawal benefits,
because Professor Belth has chosen to view the cash
value portion of any death claim paid as a withdrawal
from savings instead of a part of protection. The
opposite choice is at least as good, and perhaps more
in keeping with the way the public usually looks at
life insurance.

b) The three-way split depends almost entirely'on the
actuarial assumptions. In particular, a lower interest
rate assumption would increase the savings element
substantially, and lower the retention. A higher
mortality rate would increase the protection, and lower
the retention. Changes in all three assumptions affect
the premiums less dividends figure (the higher the
interest, the mortality, and the withdrawal assumptions
the lower the present values); but they affect all
policies about the same way, and do not distort relative
positions to any great extent. On the other hand,
relatively small changes in the assumptions (particularly
the interest assumption) greatly affect the split, and mx
give the public a greatly varying view of the relative
size of protection, savings, and retention.

Use of the premium less dividend figure as a measure of
price has the important advantage that it looks at the policy as
a whole, rather than as a sum of its indivisible parts. Moreover,
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it neither exaggerates or hides price differences when expressed
as a'percent. Its Only real weakness is that it gives the company
with higher cash values no credit for such higher values. A rank
of companies by premium less dividend, instead of by retention,
is taken from Table 4-1 of Professor Belth's book (every fifth
policy for simplicity) as follows:

Aetna Life
Bankers Life (Iowa)
Connecticut General
Franklin
"Jefferson Standard
Mass. Mutual
National Life (Vt)
Northwestern Mutual
Provident Mutual
Sun Life (Canada)

WL
PWL
L90
ESWL
L90
CL
PEP
L90
PML2
WL

Prn. less Div.

5722-1245 = 4477
5406-1529 = 3877
5254-642 = 4612
5457-1127 = 4330
5401-1027 = 4374
5668-1530 = 4138
5428-1269 = 4159
5666-1533 = 4133
4994-1046 = 3948
5612-1577 = 4035

Rank Retention Rank

(9)

(10)
(7)

8)
(5)

6)
4)
2)

(3)

1296
652

1283
1213
1311

853
919
808
846
902

(9)( 1)
8)

(7)
(10)
(4)

6)
2)

(3)
(5)

Ratio--highest/lowest 4612 = 1.19
3877

1311 = 2.01
652

Note price differences appear to be 19% from low cost to
high cost when measured by net premiums, 100% when measured by
retention. Even more exaggeration of price differences (when
measured by retention) would occur if lower interest assumed.
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[From Commerce Clearinghouse, Inc., Life Cases, vol. 11

500,187] WELLS v. METROPOLITAN LiFz Izs"UNcE Co.

____City Court of the Oity of New York, County of kings. February 9, 1939.
101 New York Law Journal 661.

Dividends; Partiolpaling Mutual Life Polloy; Non-partiotpating extended term
tnsuranoe.-In a suit on a participating mutual life policy, the controversy was
whether the policy had lapsed for non-payment of premiums of whether its cash
value was suficient to purchase extended term insurance for a period beyond
the date of death. This was dependent on whether or not insured was entitled
to a certain dividend. It was held that the so-called "dividends" in a mutual com-
pany are not dividends in the ordinary sense of the word, but merely represent
an excess premium or over-charge by the policyholder. Consequently, insured
could not be deprived of a "dividend" which had been ascertained and appor-
tioned while his policy was in full force and effect, even though it was not pay-
able until after the policy had lapsed.

Anschel E. Barshay and Phillip Hoffman, for plaintiff.
Tanner, Slllcocks & Friend, for defendant.

STATEMENT OF FACTS

Goldstein, J.: The facts here are not in dispute. On January 1, 1931, the de-
fendant issued its insurance policy in -the amount of $2,000 to Ernest J. Wells, in
which policy the plaintiff, Florence S. Wells, his wife, was designated as bene-
ficiary. The premiums were paid regularly by the policyholder until July 1, 1936,
when the policy was in default because of nonpayment of premium. By the terms
of the policy he was from that date on entitled to "extended term insurance,"
which was to be paid for by the cash value or net equity of the policy as of that
date. If that cash value or net equity was $24.73, It would have continued the
policy up to the care of the death of the insured, December 16, 1937. If the net
equity for cash value was only $19.12 the extended term insurance would not
have continued the policy to that date. Consequently, the determination of the
actual cash value or net equity in the policy is of controlling significance.

DIVIDENDS RECEIVED

After 1931 the policy holder received so-called "dividends" on his policy as
follows: For the year 1932 the sum of $9.88; for the years 1933 and 1934, $9.88
in each year. For the year 1935, a dividend in the sum of $9.88 was set aside and
allocated but never paid over to him. The defendant concedes that, if this divi-
dend had been credited to the insured.s account, the equity with the defendant
would have been more than sufficient to purchase extended term insurance down
to the date of his death. 'It is also admitted that all other policyholders whose
policies were in force during the year 1935 received their proportionate share
of the "dividend" for that year. The deceased, however, was deprived of them
by the defendant and the reasons offered for such action by the defendant are
these :

ARGUMENT FOR NON-PAYMENT OF DIVIDENDS

Dividends for the year 1932 were not paid until January, 1934. Dividends for
the year 1933 were not paid until January, 1935. Dividends for the year 1984
were not paid until January, 1936. The dividend for 1935 was retained by the
defendant because it claims that the dividend was not payable until the next
anniversary of the policy following the next succeeding 30th day of April, and
since the policy lapsed in July 1936, the alleged dividend for 1935 was not payable
until January, 1937. By that time the deceased had already died. The argument is
based upon paragraph "12" of the policy, which reads as follows:

"This policy is a participating contract except when continued as nonpartici-
pating paid-up Term Insurance, and the Company will annually as of the thirty-
first day of December of each year, ascertain and apportion any divisible sum
plus accruing hereon. Such Divisible surplus except as stated in the next succeed-
ing paragraph, will be payable on the next anniversary of this policy following
the next succeeding thirtieth day of April and May, at the option of the Insured,
or of the Assignee of record, if any, be either (a) paid in cash; or, (b) applied
within the grace period towards the payment of any premium or premiums; or

25-407 0 - 74 - pt. I - 44
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(c) applied to the purchase of a participating paid-up addition to the sum in-
sured; or, (d) left to accumulate to the credit of this policy * * ".

The defendant's argument then proceeds thus: If a dividend were, ascertained
and apportioned as of December 31, 1935,1t would not -be payable according to
the terms of the policy before quoted until January 1, 1937, which is the anniver-
sary date of the policy next succeeding April 30, 1936. As mentioned hereinabove,
on January 1, 1937 the policy was operating upon a non-participating extended
term basis and the Insured was therefore not entitled to receive the dividend,
payable on that date. The policy provides specifically that participating in divisi-
ble surplus is available only to "participating" policies, that is to say, those
under which premiums have been currently paid. The court observes, therefore,
that strictly according to The terni§-of the policy this alleged dividend which the
plaintiff now claims should be credited to the policy was not payable. If not, then
the term of the extended insurance had expired prior to the death of the insured
and at that time the policy was wholly out of benefit and had no value whatever.

The defendant then urges that this policy is governed by the provisions of sec-
tion 83 of the Insurance Law, subdivision 2 thereof, which refers to term and
industrial policies. Finally, says the defendant, a resolution of the 1935 dividend
contingent upon payment of future premiums.

INTERPRETATION BY STATE DEPARTMENT OF INSURANCE

Before commencing this action the widow's attorney wrote to the State De-
partment of Insurance requiring its opinion. He was advised that although the
department agreed with his interpretation of the policy, the department could
only recommend favorable action on the art of the defendant. It could not compel
favorable consideration of the claim. This was followed by a letter to time presi-
dent of the defendant. That resulted, apparently, in an offer to repay the $9.88,
but not the amount of the policy.

STATUTORY LAW

None of the arguments advanced by the defendant appeals to the court, either
in logic or in law. The second argument is disposed of by the defendant itself
in its opposing affidavit where it distinctly and unequivocally declares that the
policy in suit is an "Ordinary" policy and not a term or industrial policy. It is
difficult to understand the defendant's attempt at confusing the policy in suit with
"term" or "industrial" policies. Furthermore, this policy is plainly governed
by subdivision 1 of section 83 of the Insurance Law, as well as by sections 88, 89
and 101, subdivision 5. These sections of the Insurance Law require that the pro-
portion of surplus accruing upon such a policy "shall be ascertained and dis-
tributed annually and not otherwise" (sec. 83). Furthermore, "such apportion-
ment In the case of any policy shall not after the first policy year be made
contingent upon the payment of the whole or any part of the premium for the
subsequent policy year." (Idem.).

It Is further provided in that same section that the share of the surplus so ap-
portioned shall "be applicable to the payment of any premium or premiums upon
said policy or to the purchase of a paid-up addiction thereto. * * *."

Section 101, subdivision 5, plainly requires that each ordinary life policy con-
tain a provision "that the policy shall participate in the surplus of the company
annually." Section 89 prohibits discrimination between individuals of the same
class in the amount or payment or return of premiums or rates charged for the
policies of insurance or in the dividends or other benefits payable thereon. Sec-
tion 88 clearly indicates that the defendant's interpretation concerning "participa-
tion" is inaccurate.

ACCRUED RIGHT TO PARTICIPATE

After the so-called equity of the policy is applied to purchase extended term in-
surance, that extended term insurance is without participation. But that does
not mean that a policyholder is thereby deprived of a right to participate which
had already accrued prior to the lapse of the policy. In other words, at the end
of the year 1935 the plaintiff was entitled to participate in the surplus for the
year 1935 to the same extent as any other policyholder in good standing at the end
of that year. Of that dividend he could not be deprived by any subsequent act of
the insurance company. A forfeiture of the policy in 1936 in no wise affected his
right to that dividend for 1935, and he was, therefore, entitled to be credited
with the additional sum of $9.88 as a dividend for the year 1935--a year in which
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his policy was in full force and effect and for which he had paid the agreed pre-
mium in full. The provision concerning "non-participation" begins to operate from
the date of lapse of the policy and applies only to "dividends" declared thereafter.
It does not destroy a right theretofore accrued. Since other policyholders who had
paid the same premium and were in a similar position received their dividend
for that year, the deceased policyholder, too, was entitled to it..

BOARD OF DIRCOmRS' RESOLUTION

The resolution of the board of directors, urged as a defense, is equally in-
sufficient. In the first place, the resolution by no means clearly applies to the
policy in suit. It Is to be doubted whether the board had before it for considera-
tion the claim here sued upon. Since only a fragment of the resolution has been
presented to this court, that doubt must be resolved against the defendant. Sec-
ondly, even if it were clearly applicable, It would be void to the extent that
it purports to vary the terms of the policy itself, because the policy contains no
such condition to the payment of dividends as is contained in the resolution.

Nor may the board lawfully withhold such a "dividend" if the facts warrants its
distribution. Furthermore, section 83 of the Insurance Law distinctly requires
that the apportionment of dividends in the case of any policy shall not, after the
first policy year "be made contingent upon the payment of the whole or any part
of the premium for the subsequent policy year." Therefore, even If there were such
a provision in the policy itself, it would, in my opinion, be void, because it would
contravene section 83 of the Insurance Law.

Finally, in so far as the resolution attempts to incorporate a condition or stipu-
lation not contained In the contract of insurance Itself, it violates 58 of the
Insurance Law which requires the entire contract between the parties to be In-
corporated in the policy and prohibits the incorporation therein, by reference,
of any by-laws or other rules not physically made a part of the policy at the time
when it is issued (see Atlantic Life Ins. Co. v. Pharr, 69 F. 2. 1024, certiorari
denied 287 U. S. 647).

"DIVIDENDS" IN A MUTUAL COMPANY

But all of the arguments of the defendant are fallacious for a more fundamental
reason. They overlook the essential nature of the "dividends" to which every
policyholder in a mutual company is entitled. The average policyholder pur-
chasing a participating policy in a mutual company believes that his policy
represents an investment and that he Will share in the "profits" of the company.
That, however, is not the fact. The so-called "dividends" are not dividends at all,
in the accepted and ordinary sense of the word. In fact, they represent an excess
premium or overcharge paid by the policyholder, and then returned to him,
without interest, less the costs attendant upon collection and administration and
various other deductions. In Rhine'v. New York Life Ins. Co. (248 App. Div. 120,
aff'd 273 N. Y. 1), Mr. Justice Dore, writing for a unanimous Appellate Division,
said, at page 12:

"As the policyholders In a mutual life insurance company have paid in more
than was necessary, they are entitled to a return of such overpayments. The
dividends of a mutual life insurance company are, accordingly, strictly speaking,
not profits as in the case of an ordinary corporation, but really constitute a return
to the policyholder of the amount he has been overchargecd for his insurance. In
life insurance companies operating on the mutual plan the whole of the divisible
surplus is distributed among the members annually as equality as may be in the
proportions in which they have contributed to it."

In other words, the policyholder creates his own surplus, by paying more for
his Insurance in advance than it should actually cost, based upon the mortality
tables. At the end of the year, the exact amount of this excess is calculated by the
company and returned pro rata to the policyholders. As Judge Lehman of the
Court of Appeals said In the Rhine case, at page 13:

"The declaration of a dividend upon a policy reduces pro tanta the cost of insur-
ance to the holder of the policy. That Is its purpose and effect."

Viewed in this light, the defendant's contention appears to be most unreason-
able. In effect it is saying that unless the policyholder continued to make over-
payments of premium for 1936 and 1937 as well, he was not entitled to a return
of his overpayment of premium for 1935. Ceretainly the policy does not so provide.
and the statute specifically prohibits that interpretation. It Is plainly inequitable
and unconscionable.
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OVERPAYMENT IN DEFENDANT'S POSSESSION

Furthermore, the defendant had this overpayment in its possession at the enfi
of the year 1935 and at least down to the date of the lapse of the policy. The
$9.88 in question was just as much in the possession of the defendant on the date
of lapse as it is today. Thus, even if it were not actually "payable" to the insured
at the end of the year 1935, it still would constitute-as between the defendant
and the policyholder-an element of equity to which the policyholder might
justly lay claim in the event of lapse. Put differently the policyholder had the
power to prepay the defendant to the extent of the $9.88 already in its possession.
The defendant cannot complain if it received and retained it as its own property.-
A similar result was reached in Finley v. Ma88achu8ett8 Life 118. Co. (172 La.
477).

This case may therefore be summed up thus: The widow of the policyholder
is being opposed by resourceful and technical contentions to deprive her of the
amount due on the policy. The dispute concerns an overpayment of $9.88 admit-
tedly received by the defendant as premium and retained by it for several years
without conferring any benefit. The insistence by the Insurance company in this
case upon a strict and legalistic interpretation of the policy in suit sharply calls
attention to the fact that this action is one of a large class which often cones
before the courts for adjudication. A study of the principle and character of these
actions, which are becoming more frequent and more engrossing for the litigants
and the courts, prompts the comment upon the inadequacy of the present legisla-
tion and of the means of-preventing, as well as of adjusting, the disputes which
have become so common in the field of Insurance, at least as applied to human
life. The state of the law in this field does not appear to the observation and
experience of thiscourt to have kept abreast of developments of social, economic
and governmental significance which vitally affect life insurance in particular
and other forms of insurance in general.

High pressure salesmanship, misleading provisions in insurance policies,
unusually high lapse ratio (over 66%%), unfair advantages taken of inexperi-
enced and poverty-stricken policyholders-these were but a few of the evils con-
demned by the Legislature when it enacted the Savings Bank Insurance Bill last
year (Laws of 1938, Chapter 471; Insurance Law, sections 307 to 339, inclusive).

NEED FOR STRINGENT REGULATIONS

But that represents only a partial measure of remedial force in a very compre-
hensive and far-reaching field of public interest and welfare. When the average
citizen is asked to take ont a policy, he is presented with a glowing picture of the
benefits which he and his family will enjoy once the policy is in force. Although
the policy contains numer6us phrases and provisions as to the interpretation
of which even our courts do not always agree, much less attorneys, the prospect
is told nothing about them.

It is a rare case when the policyholder sees the policy before he applies for it.
Even rarer is his study of its technical language after he receives it and pays the
first premium. Indeed, there appears to be a legislative presumption that the
policyholder is ignorant of the terms of his policy (see Insurance Law, section
60, subdivision C). It is only when the policyholder is in dire need or suffers
some ill fortune that he consults the policy at all. Then, for the first time, does
he find, all too frequently, that the glowing picture presented to him when he
purchased the policy is nonexistent, or at least substantially marred. He discov-
ers a mass of technical phrases, utterly meaningless to the average layman, and
of doubtful import to trained minds. If misfortune should strike him, it will be
the burden of his widow to read and attempt to understand the fine print and
hairline-construed phrases of the policy.

Furthermore, as a result of the court decisions interpreting various policies,
the companies promptly make changes in the wording of their policies In order
to comply with, or more often overcome, decisions favorable to the policyholders.
When that policy in turn is sold to the public, nothing is told to it about either
the most recent court construction or the changes made in the policy by the com-
pany. Nothing Is told to the policyholder in plain language which would eliminate
all question of policy construction at a later time. The result is that many years
after the policy is written it is often learned that the policy bars relief because
of some minor technicality.

During this entire time, the policyholder has been believing that he has been
saving his money and protecting his family as well. Yet he finds to his surprise
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that if he desires to borrow on his own savings he must pay a substantial rate
of interest for borrowing his own money. If he desires to withdraw his savings
he cannot do Uo without canceling the entire policy. Usually he is faced with this
dilemma when he can no longer obtain other insurance. That accounts for the
fact-that most policies do not remain in force until their natural maturity. They
are either canceled or lapsed. Cancellations and lapses far outnumber the former.
In addition the policyholder is led to believe that the "dividends" which the com-
pany sends him annually are actually "dividends" in the same class with the
dividends which he would receive upon a share of stock in a corporation. That,
as has been shown above, is a deceptive illusion.

The most poignant disappointment, however, is generally not that of the
insured but that of his widow or other beneficiary, as in the case at bar. Had the
insured known When he took out his policy that he was purchasing a lawsuit over
the sum of $9.88, the sole purpose of which is to construe the policy, he in all
probability would not have purchased it. He would have realized immediately
that his widow would not be possessed of sufficient funds to employ counsel as
skilled and learned in the technicalities of life insurance law as are counsel
for the insurance company, and that the cost of litigation in this court and
through various appellate courts would be prohibitive. Fortunately, her counsel
have presented her arguments most ably. Furthermore, the mere assertion of
these technicalities breeds a distrust that ought not to exist between the assured
and the insurance companies. The fact that policyholders' protective associations
have been organized and are thriving in increasing numbers is proof of the fact
that an unhealthy condition exists.

Insurance companies perform some most valuable functions in our present-day
society. They should do more. If the directors of these insurance companies placed
the interests of the public before the selfish interests of the company and its
self-perpetuating executives a more humane policy toward these claims would
inevitably result. It is difficult to believe that in spite of repeated investigations
of insurance companies and their methods, nothing has been done to jostle their
management into a keener realization of responsibility and duty to the public
rather than to their own selfish ends. Insurance companies, through control of
billions of dollars of public moneys, wield a vast power, too great for the kind
of management exemplified by the attitude of the company in this and similar
cases. The officials of these companies represent, in truth, an unofficial govern-
ment that requires the stringent regulation so long sought, but not yet achieved.
Many years ago Justices Hughes and Brandeis pointed out some of the evils
here noted. Unfortunately too few of them have been corrected. Others have
been added since.

The principle of insurance is being extended to hitherto undreamed-of areas
of economic and social endeavor. Its scope and effectiveness is being broadened
daily. But in our dynamic society, insurance policies, as well as insurance com-
panies, must likewise keep pace with the times. The state has now acknowledged
in a multitude of ways Its obligation to protect the public In any private enter-
prise whenever that enterprise becomes affected with a public interest (German
,Alliance Ins. Co. v. Kansas, 233 U.S. 389). To my mind, life insurance has reached
that stage of economic and social d2.velopment which requires broader govern-
mental supervision than has heretofore been accorded it, implemented with ad-
ministrative quasi-judicial machinery to deal promptly and effectively with
various-phases of insurance as they affect the policyholders.

That insurance is affected with a public interest, and is subject to plenary
regulation and control for the public good was definitely and broadly established
by the United States Supreme Court twenty-five years ago In the case of German
Alliance Insurance Company v. Kansas (supra), and yet the exercise of the
legislative power then fully recognized has lagged far behind the development
of the law in cognate or analogous fields of public interest. The reasoning of the
majority opinion in that case by Mr. Justice McKenna upholding the sovereign
power of regulation and the facts adduced to support the .existence of such
power, would seem to have pointed most strongly to the necessity of arousing
a keener legislative interest in the problems of insurance and in the machinery
requisite to safeguard the public as well as private interests than is evinced by
the legislation enacted since 1914, at least in-the State of New York, which has
an unexcelled record for legislation of vast social benefit.

No one should be permitted to sell a lawsuit under the guise of an insurance
policy. In spite of all theorizing, the fact is that the policyholder and the insurance
company are not upon an equal footing. Indeed, the analogy to labor-employer
contracts is not too remote, for to-day insurance is a necessity and not a luxury.
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The law, however, lags behind the public interest. In sharp contrast with the

development of regulatory laws and machinery for their administration and
enforcement in other businesses affected with a vital public interest, the general
legislative policy has been one of laissez-faire, a policy long abandoned in analo-
gous fields ofeconomic and social welfare. The solution to this pressing problem
appears to lie with the Legislature and the governor. Perhaps a fact finding com-
mission consisting of representatives of the insurance companies, the general
public, the Bar and policyholders' associations, or similar groups, ought to be
created to explore the complex problems in their various relations with the
view of making recommendations to the Legislature. For example, policies ought
to be standardized and considerably shortened. The suggestion made by Superin-
tendent Pink in his recommendations to the Joint Legislative Committee of the
recodification of the Insurance Luw and dated October 24, 1938, to the effect that
"authority should be given the Superintendent to disapprove misleading pro-
visions in insurance policies," should be adopted. The policy should consist of a
plain and concise statement of the facts, not in technical language requiring
judicial construction, but in simple words of unmistakable import that cannot be
changed to favor the company by by-law, contract, or otherwise, except upon
direct authorization of the superintendent of insurance or the Legi8laturc.

RECOMMENDED ABOLITION OF TERM "DIVIDEND"

The improvements so far achieved in the form of tariff schedules and service
contracts of carriers and other public utilities by regulation of the State of New
York should furnish an example for emulation and greater achievement by in-
surance companies. Indeed, the statute itself ought to contain the standard clauses
to be inserted in every Insurance policy, in equally clear language. "Fine type,"
verbose sentences with numerous clauses and pyramidedconditions and provisos
ought to be banned or at least minimized. An explanation and translation of tie
policy ought to be furnished to every person incapable of fully understanding
the English language who requests it. The term "dividend" should be abolished
and the phrase "return of excess premium" substituted therefor unless true divi-
dends are actually declared. Before any policy is written a copy of the policy
ought to be furnished to the prospective policyholder along with a booklet further
explaining its implications in the light of certain circumstances. Particularly
should this be true of "mutual" companies, for in that case the officials and
directors of the company are trustees for the policyholders and owe them the
same fealty that is owed from any trustee to his beneficiary. The board af direc-
tors of such a company should not be a mere aggregation of representative names.
They should actively represent the best interests of the policyholders and not
act simply as a perfunctory body, blindly perpetuating practices long condemned.

The policyholder should be told the difference between renewable term insur-
ance and so-called "straight life insurance," which is really insurance or savings,
although both are paid for simultaneously. Tie policyholder should be told the
facts at least as clearly as they are contained in the booklets distributed by the
State Department of Insurance, Savings Bank Life Insurance Division.

CONCLUSION

I venture to say that much litigation could in that way be avoided, grief to
insureds and dependents spared, and goodwill between policyholders and insur-
ance companiespromoted. In the words of Superintendent of Insurance Louis H.
Pink, contained in his report of October 24, 1938, above referred to, page 35: "It
will take considerable courage and effort to alter the situation, but this is exactly
what the companies are called upon to do. They must exercise their best leader-
ship in an effort to put the sale of industrial insurance on a higher plan. Quality
service to the public, and not mere production, must he the goal." Though this
quotation refers to industriall life insurance, it is-equally applicable to ordinary
life insurance. It is to bW hoped that the protection here urged will not be long
in coming.

The motion for summary judgment should be granted in all respects.

Senator HRUSKA. The next witness is Mr. E. J. Moorhead of
Winston-Salem, N.C.

Mr. Moorhead, you have furnished the subcommittee with a copy
of your statement, which is quite extensive, and has some exhibits
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attached to it. And then we have a sheet here, "Highlights of Your
Testimony," is that something that you prepared, or is that something
that the staff prepared here?

STATEMENT OF MR. ERNEST 3. MOORHEAD, F.S.A., WINSTON.
SALEM, N.C.

Mr. MOORHEAD. That was not prepared by staff. I have seen it.
It was not prepared by me, either.

Senator HRUSKA. You may consider that the statement that you
did submit will be incorporated into the record in its entirety, and
if you wish to highlight it, you may do so, or you may read it, if you
wish. It would be a little bit long to read, andwe do have other wit-
nesses, but you may have your choice.

I should say for the record that Mr. Moorhead was the chairman
of the committee of the industry, the insurance industry, which
rendered the report that was first published in May 1972.

[Mr. Moorheads' statement follows. Testimony resumes on p. 701.]

TESTIMONY OF ERNEST J. MOOREHEAD

I am Ernest J. Moorhead of Winston-Salem, North Carolina. I am a Fellow
of the Society of Actuaries and ,Member of the American Academy of Actuaries.
Until my retirement in December, 1972, I was Chairman of the Joint Special
Committee on Life Insurance Costs formed by three major life insurance com-
pany associations--American Life Convention, Institute of Life Insurance, and
Life Insurance Association of America--whose original task was "to consider
the method or methods that a prospective buyer of life insurance may find most
suitable for use in comparing the premiums, dividends and cash value of com-
parable policies that are offered by different life insurance companies".

In this testimony I attempt to answer five questions that are stated in my
text, and also to describe the background and history of the Joint Special Com-
mittee on Life Insurance Costs.

By way of preamble, may I express the opinion that today very few life insur-
ance buyers make any attempt to compare prices and benefits of life insurance
policies. I believe that the nature of the sale, i.e. that it is usually made by an
agent of a single life insurance company in the home of the purchaser, makes it
impossible to change this situation rapidly without doing serious damage to the
process of bringing life insurance to the people who need it. As I hope that my
testimony will fully indicate, it seems to me desirable to concentrate on improv-
ing the quality of information, and the accessibility of that information, for
those buyers who are interested in comparing prices and benefits; while steadily
increasing the number of buyers who realize that it can be advantageous to them
to make such comparisons.

Question 1. Does the consumer have accurate, adequate and relevant infor-
mation with respect to the price and benefits of life insurance policies today?

With respect to the particular policy being offered, I believe that the buyer is
usually given information that is accurate and relevant. It appears that the
frequently missing ingredient is information that is adequate to permit suffi-
ciently valid comparison with policies available from other companies.

The adequacy problem is two-fold: first, to provide information in a way that
the buyer can use it for comparison with products available elsewhere; second,
to give the buyer easy access to corresponding information on competing products
whenever he wishes to make such comparisons.

The basic difficulty is that the comparative information that a buyer needs
must embrace a considerable period of years of the policy-20 such years being
reasonable and customary. Benefits may change during that period, premiums
may change, dividends are almost certain to change, and cash values, if any,
must change. Unless some capsule index is furnished by somebody, the buyer
who attempts to make comparisons is swamped with figures. Many companies
and trade publications have been furnishing a capsule index, extremely simple
in character, called the "Surrendered Net Oost". The trouble is that this index
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Is too simple, distorts or conceals differences that exist, and may rank policies in
a false order as to attractiveness.

A second difficulty is that the information on the dividends on participating
life insurance policies that the company furnishes through its 'agent depicts the
situation today (or possibly yesterday), not tomorrow. It has, wisely in my view,
been decided that estimates of dividends payable in the future must not be
furnished. The consequence is that the adequacy, from the buyer's standpoint,
of the information furnished is subject to an important tipper limit.

Que8tions 2 and 3. What information about the price and benefits of life insur-
ance policies should be disclosed to consumers at the point of sale? How should
that disclosure be achieved?

I have already indicated that I believe the totality of information about the
particular policy being offered is generally satisfactory, even thought the skill of
the agent in conveying an understanding of that Information varies tremendously.
The difficulty is in adequate comparison with products available elsewhere, and
it is on this matter that I shall concentrate in answering these two questions.

We must, I think, start by recognizing an iml)ortant distinction between Truth-
in-Lending and the life insurance situation. In the former, an interest rate that
is quoted has, of itself, a meaning to the borrower. For example, if a lender
states that its interest rate is 18%, that figure conveys a message; it may sug-
est that the borrower should look before leaping. But the news that the cost
index for a particular life insurance policy is, say $4.82 per thousand conveys
no such message. Such a piece of information is useful only to somebody equipped
to determine whether the prevailing price for a policy that offers the same or
similar -benefits is close to $4.82 or differs considerably from $4.82.

Consequently, it is, I think, futile to limit ourselves to encouraging or requiring
the agent to deliver a cost index to the prospective buyer. Somehow, people must
be helped to understand that prices of life insurance policies with similar benefits
differ considerably. Then the buyer must be given easy access to information
about the range of prices at which the kind of coverage lie or she plans to buy is
obtainable, as well, of.course, as the price of the particular policy whose purchase
is contemplated.

In the matter of helping people to understand that prices differ considerably, I
consider that this responsibility is shared by all organizations, private and pull-
lie, whose role is to provide guidance and protection to buyers. Publicity, and
lots of it, seems to 1e the answer.

For those buyers-undoubtedly a small minority, but a steadily increasing
number-who with the aid of such publicity accept the need for making com-
parisons, it is then necessary to furnish the index or indices that convey suffi-
ciently reliable capsule information. The question of what index is most suitable
is a difficult, one. The life insurance industry has made some effort to solve this
problem, but I believe it would be useful if some authority would direct the
leaders of the industry to bring that task to a prompt conclusion and to make a
clear statement of what kind of capsule information is considered appropriate.
Said authorities should not, and I am sure will not, accept any argument that
there is no satisfactory answer to this.question, because all the time the industry
itself, directly or through its trade )ublications, is providing buyers with capsule
information of a type that does not meet a reasonable test of validity, i.e., the
surrendered net cost method.

In selecting the index that should be used, the best first step, I think, is to
choose between two approaches which I have called respectively the Avcrage
Approach and the Snapshot Approach.

The Average Approach undertakes to synthesize all the individual periods
(luring which a policy may remain in force, whether short or long. The Snapshot
Approach on the other hand depicts the situation if policy termination, whether
by surrender or death, occurs at any particular point in which the buyer may at
the date of purchase be interested. I believe that it is unwise to attempt to comi-
pare methods without first deciding which of these two basic approaches is of
greater usefulness to the buyer.

Now, in the second matter, making available figures for companies other than
the one whose product is being presented by the agent, one can visualize his
being accomplished either by a manual in the possession of the agent or by a
central computer operation geared to provide information inexpensively and
rapidly upon request. Two major organizations have been printing manuals
yearly, and one of these, the National Underwriter Company, has done some
pioneer work in Issuing figures on other than the surrendered net cost method.
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Regrettably, neither publication is providing anything on other than the Sur-
rendered net cost method Just now.

Queetiow 4 and 5. Is there a need for standardization of life insurance policies
to enable optimum comparison shopping while preserving product innovation and
maximum 'beneficial choice? If so, how should such standardization be achieved?

I believe that some features of some policies issued by some companies are
unnecessarily confusing and uninformative, but I do not believe that mandatory
standardization is the answer. Absence of such standardization up to now can, I
think, be credited with having produced results that are favorable to the buyer
to a major degree.

I believe that state insurance departments can make policy standardization
unnecessary if they will do more than many of them are now doing in two im-
portant ways. First, they might disapprove policies whose descriptive titles sug-
gest benefit or underwriting advantages that do not exist, and particularly
disapprove policies whose pattern of benefits make them "competition-proof"
because other companies do not offer policies with corresponding benefit patterns,
unless of course the particular pattern involved has a clear purpose advantageous
to the buying public. Second, state insurance departments should disapprove
policies with patterns of price that can reasonably be said to have been actu-
arially manipulated to make those policies appear more attractive than they
really are. As Appendix A to this statement, I offer a memorandum dated No-
vember 9, 1972, containing a personal suggestion that I made to Commissioner
S. C. DuRosc for preventing any such manipulation.

HISTORY OF THE JOINT SPECIAL COMMITTEE ON LIFE INSURANCE COSTS

The Joint Special Committee on Life Insurance Costs was formed very soon
after, and in my opinion as a direct consequence of, Senator Hart's October 15,
1968 address to the Legal Section, American Life Convention, entitled Life
Insurance-The Consumer Perspective. The Committee was invited to devise a
defensible, reasonably simple method of price appraisal for the use of consumers
who are minded to do so; or, if exploration establishes that this goal is un-
attainable and inimical to the buyer's interest, to prepare a definitive statement
as to why this is so.

The Committee had no difficulty in disposing of the second of these requests.
We noted that the surrendered net cost method had been widely used and ac-
cepted for many years but we felt that its defects, particularly in the present era
of relatively high interest rates on savings, made it indefensible. After consider-
ing no fewer than eleven other alternatives, the Committee concluded that the
method called the Interest-Adjusted Method "is the most suitable for all those
of which we have knowledge."

Quoting the final five paragraphs of the committee report dated May 4, 1970,
"Appendix C of this report gives a series of comparisons of results ob-

tained by the Traditional Method and by the Interest-Adjusted Method. It
is noteworthy that many company rankings remain about the same under
either method, but there are enough substantial changes to justify making
allowance for interest by using the Interest-Adjusted Method instead of the
Traditional Method.

"This Committee feels that the Interest-Adjusted Method makes available
a method that is adequate in view of the imponderables stated in this report,
and that is less subject to criticism than the Traditional Method.

"Whenever the Interest-Adjusted Method is used, the interest rate should
be specified.

"We reiterate for emphasis that this or any other cost index is not appro-
priate as a substitute for adequate information to the prospective buyer
about the provisions of the policy and the pattern of premiums, cash values
and dividends from which the cost index was calculated.

"Even such information will not necessarily indicate for any particular
person what his choice should be. The purchase of a policy commands not
only the dollar benefits stated in the policy but also, and most importantly,
the services of the agent and the company that Issues it. These services
are of tremendous.value to the policyholder; differences in the quality of
these services are far more important than moderate differences in apparent
cost."

The eleven members of the Joint Special Committee, representative of mutual
and stock as well as large and smaller companies, unanimously agreed upon
the content of the report, but some members of the governing body of one of the
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three sponsoring organizations believed that either /he committee should never
have been appointed in the first place or that its conclusions were wrong. Conse-
quently, the three governing bodies adopted an intermediate stance by "receiv-
ing" the report, printing it and making it available to anybody who might ask
for a copy, but not publicizing it and not arranging for or encouraging any sub-
stantial discussions of its findings in their own subsequent meetings.

In July, 1971, Mrs. Virginia Knauer drew the attention of the.industry, and
later the public, to this state of affairs. Even though in the meantime the Joint
Special Committee had been discharged, I was encouraged and helped by the
staffs of the three associations to respond to Mrs. Knauer's inquiry and to
gather information on the extent to which life insurance companies had informed,
or were planning to inform, their field forces about the findings of the Joint
Special Committee, and to what extent those companies had supplied, or were
planning to supply, their field forces with data about their own policies on the
Interest Adjusted Method.

In the months that followed the list of companies that authorized us to
respond affirmatively on their behalf to Mrs. Knauer gradually grew to more
than 100 companies. Because this list included many large companies, it actually
represented a majority of the individual life insurance being transacted in the
United States.

It was noted that a considerable number of those companies had supplied
no figures and had no plans for supplying their agents with figures. Some of
those companies stated that they were opposed to the Interest-Adjusted Method;
they appeared to be satisfied to continue use of the surrendered net cost method
even though the Committee had stated its conclusion that "improvement is
possible without undesirable departures from convenience and understandability."

In March, 1972, the Board of Life Insurance Association of America passed
a resolution stating that "the Interest-Adjusted Cost Comparison Method has
certain advantages, but the Board desires to continue to study whether there
are other possible methods which may perfect and improve upon the oppor-
tunities to properly compare life insurance costs". The upshot of this was a
decision to reactivate the Joint Special Committee, omitting four members who
were no longer officers of member companies and adding one new member.

The Pennsylvania Insurance Department had just issued its Shopper's Guide
to Life Insurance, activity was developing in Wisconsin and elsewhere, the
National Association of Insurance Commissioners had put a task force to work
on the subject, and Mrs. Knauer was shortly to make an important statement to
the June, 1972, meeting of the National Association of Insurance Commissioners.

The reactivated Joint Special Committee promptly reaffirmed the conclusions
set forth in its 1970 report, pointed out the need for guidelines for proper use
of the index by the Interest-Adjusted Method or any method, urged continuing
study and recommended a strong continuing relationship with the Task Force
on Life Insurance Price Illustrations of the National Association of Insurance
Commissioners.

By the Fall of 1972, the Joint Special Committee had acquired several new
members and had lost the clear unanimity that existed in 1970. However, its
Chairman was authorized to raise several questions with the governing bodies
of the sponsoring associations. This was done personally and in a memorandum
dated October 6, 1972, (Appendix B herewith), about parts of which some of
the Committee members had some reservations. The result was that each govern-
ing body adopted a resolution recognizing the responsibility of the life insurance
business to furnish valid information to prospective buyers.

In November, 1972, the Committee met with the NAIC Task Force at the invita-
tion of the task force Chairman, the Honorable Stanley C. DuRose. The result
of this was a communication dated November 29, 1972, (Appendix Q herewith)
from me to Commissioner DuRose offering suggestions for future joint work on
questions discussed at the meeting.

On December 31, 1972, I became ineligible by retirement to continue on the
Joint Special Committee. Its new Chairman is Armand C. Stalnaker, President
of General American Life Insurance Company.
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APPENDIX A

SUBMISSION TO NAIC TASK FORCE ON LIFE INSURANCE COST COMPARISONS

MANIPULATION

1. At Denver and at Sioux Falls suggestions were made that to curb manipula-
tion of the kinds that defeat efforts to compare similar policies of different com-
panies it might be desirable either (a) to reject simple price comparison
procedures in favor of elaborate ones, or (b) to place new limits on freedom of
policy design. It is submitted that such problems can be avoided without taking
either of these steps.

2. The alternative suggested for your consideration is in three steps as follows:
Step I-By median-and-quartile analysis over a range of representative poli-

cies, establish the facts about prevailing cost and value patterns for at least the
first twenty policy years.

Step 2--Settle upon the following description of manipulation:
(a) If in the judgment of the commissioners a particular company's policy Is

at least as beneficial to the policyholder as the prevailing pattern it should not be
regarded as manipulated even if at particular points its results are superior to
the prevailing pattern.

(b) If a particular policy either is superior to, or fails to meet, the prevailing
pattern at substantially all points, it should not be regarded as manipulated.

(c) If a particular policy markedly fails to meet the prevailing pattern at
certain points but is markedly superior at other point? lbe question whether
manipulation has occurred should be considered a matter for investigation.

Step 3-T e actuary responsible for a policy that is in category (c) above
should be required to justify that pattern of cost and value to the commissioners
of the states in wbich that policy is to be Issued. Such justification must be in
terms of the buyers' rather than the company's Interests.

3. If the Task Force is interested in this suggestion I will be happy to under-
take the mathematical analysis and to furnish examples illustrating judgment
situations that arise under observed current conditions.

APPENDIX B

TO: Boards of Anerican Life Convention, Institute of Life Insurance and Life
Insurance Association of America.

REPORT AND RECOMMENDATIONS OF JOINT SPECIAL COMMITTEE ON LIFE INSURANCE
COSTS

I. THE SITUATION AND OUTLOOK

It appears highly likely that we are on the eve of a prescribed system of policy
cost comparison to be implemented through gradual adoption of model regula-
tions which will be offered by the Task Force on Policy Cost Comparisons of the
National Association of Insurance Commissioners. Impetus at the NAIC level is
vigorous. The influence of the Office of Consumer Affairs in Washington (Mrs.
Knauer) is strongly in the direction of encouraging action and discouraging
temporization.

The initiative in this matter is not now in the hands of the life insurance com-
pany associations. The most that can be expected now is that by appropriate
moves we may influence the decisions to be made, we may help to place this
question in perspective, and we may guide member companies toward the best
implementation procedures and attitudes.

The National Association of Life Underwriters has passed a resolution stating
that it continues "to support well-founded attempts to clearly and accurately
dispense information to the Insurance-buying public and to make available perti-
nent data regarding the many considerations necessary In purchasing appropriate
life Insurance coverage." This resolution however warns against "concentration
on any one aspect of purchasing life Insurance insulated from all others" and
states that "no single factor is determinative of the best insurance buy for all
individuals".
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II. HISTORY OF THIS QUESTION

In the late 1960's there were criticisms of the use of the Traditional .Methold
of policy cost comparison and of the lack f t any more reliable index for use by
interested buyers. In October, 1968, this criticism culminated in Senator Hart's
address to the ALC in which he described his own difficulties in obtaining infor-
nation that lie considered satisfactory for returning Vietnam veterans, and
threatened Truth-In-Life-Insurance legislation as a possible consequence.

In January, 1969, the Joint. SIecial Committee on Life Insurance Costs was
formed and wa.w requested either (1) to comne up with at defensible, reasonably
simple method of price apprai.,Ail for consumer use; or-if this proves iinlw)Ssi-
ble--(2) to develop an acceptable explanation of why this cannot he done. III
May, 1970, this Committee responded as best it could to this request, concluding
that "although no completely satisfactory method has been advanced or Is likely
to he, a practical improvement over the Traditional Method is achievable." After
describing the Interest-Adjusted Method the Comnnittee expressed in view that
it "Is adequate in view of the imuponderables stated in this report", "is less sub-
ject to criticism than the Traditional Method", and "is the nm(t suitable of all
those of which we have knowledge".

The Report warned that "this or any other cost index is not appropriate as a
substitute for adequate information to the prospective buyer about the provisions
of the policy and the pattern of premiums, cash values and dividends from which
the cost index was calculated".

The Boards of the sponsoring organizations received this Report but. did not
endorse it. The Report was furnished, upon request only, to member companies
and to others. Nevertheless a large number of copies were requested and con-
siderable publicity resulted. The Joint -Special Committee was discharged.

Fourteen months after release of the report Mrs. Knauer wrote a letter which
included the following two paragraphs:

"I would, therefore, be most interested in learning of the Committee's efforts
to bring their study and findings in regard to this question to time attention of the
life Insurance industry as a whole, as it would appear on the surface that the
industry has made little effort to expose your Committee's Report to the kind
of consideration and discussion merited by the Report. In short, if the consensus
of industry Is that another approach is more suitable, then the consumer should
be advised of it."

"I understand further that the FTC is, in a preliminary way, evaluating the
role which it might be able to play in this most imprtant area in view of the
restriction of the McCarren-Ferguson Act."

Later, Mrs. Knauer requested Information on how many companies had informed
their field forces about the Interest-Adjusted Method or were planning to do so.
At that time it was possible to give her the names of only two such companies, but
later reports furnished by the Institute of Life Insurance demonstrated that,
although -the number of companies taking or planning such action continued to
be a small proportion of all companies operating in the United States, action
was being taken by companies representing a major part of all ordinary business
written in this country.

In December, 1970, the National Underwriter Company published a volume
of statisical information on the Interest-Adjusted Method. Sales of that volume
are believed to have been small. The National Underwriter Company has shown
no disposition to publish a successor book, with the result that there exists no
convenient source of up-to-date information for making comparisons by the
Interest-Adjusted Method among large groups of companies.

In April, 1972, the Pennsylvania Insurance Department decided to fill this
vacuum by issuing the first edition of its Shopper's Guide to Life Insurance.
This received front page coverage in the New York Times and was the subject
of articles In leading periodicals. Many companies were rightly dismayed at
deficiencies in the format of the Shopper's Guide and at the manner in which it
portrayed cost comparisons.

In April, 1972, the Joint Special Committee was reconstituted with a mixture of
some of its prior members and several new members. This Committee has met on
May 17 and on September 14, 1972. The members present on May 17 unanimously
adopted the following resolution:

"On the basis of present knowledge, the committee reaffirms the conclu-
sions set forth in its 1970 report recognizing that there Is need for stronger
emphasis on the development of guidelines for the proper use of an index.

"The committee believes that the subject of life insurance cost comparison
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methods deserves continuing study and recommends that resources be made
available for that purpose.

"The committee believes that a strong continuing relationship should be
maintained with the NAIC Task Force on Life Insurance Price Illustrations
in its study of that sbject."

However, discussion at the September 14 meeting revealed concern that the
Interest-Adjusted Method, particularly with interest at as low a rate as 4%,
falls to give adequate weigit to the guarantees provided by nonparticipating life
insurance. The original Committee Report had described comparisons between
participating and nonparticipating policies by means of a cost index as of "at best,
moderate validity".

In June, 1972, Mrs. Knauer made an important statement to the National
Association of Insurance Commissioners. The following are excerpts from that
statement:

"The life insurance industry is proud of the faith and confidence tradi-
tionally reposited in its agents by consumers. This special relationship car-
ries with.it a continuing obligation to respond to the expanding informational
needs of a better educated and more sophisticated consumer. . . . If the life
insurance industry fails to meet its responsibility in this regard, then other
industries that compete for the consumer's investment dollar will 'educate'
the consumer about the products of this Industry. The latter type of 'educa-
tion' may well engender the kind of consumer action and consumer attitude
with which it will be difficult for the life insurance Industry to contend.

"Most of you are aware of my effort to promote industry discussion and
publio understanding (emphasis supplied) of the findings of the Joint Special
Committee on Life Insurance Costs. The findings are a blueprint for industry
acceptance of the principle that the discredited net cost method of cost com-
parison should be replaced by a better method. We know that progress has
been slow in accepting and implementing that principle...."

"Trade publications could hell) make this improved cost information known
to the consumer through the cost data available through his agent. Not all
of the replies I have received from trade publications are as responsive as
I had hoped they would be."

"I believe that a fair review of my correspondence with the life in-
surance industry and the events of the past year indicates that the industry-
at-large is still unwilling to present the customer with a key element of the
value comparison; i.e., a cost comparison."

(Mrs. Knauer then drew a parallel between life insurance and other indus-
tries that have been reluctant to facilitate value comparisons, referring to
"the same tired argument" having been used by us as by the others.)

"You as State Insurance Commissioners can do more than simply lay to
final rest a discredited method of cost comparison. It is my hope that this
year's Annual Meeting will'endorse the principle of clear and concise In-
formation on cost comparisons for the purchaser of life Insurance. Such a
move would greatly accelerate industry movement toward disclosure to
consumers of price comparison data."

In 1972 the states of Wisconsin, New Hampshire, Nevada and Pennsylvania
have reached at least the hearing stage on rules calling for the use of the Interest-
Adjusted Method for comparisons in sales situations.

In June, 1972, the NAIC Task Force on Price Illustrations (since reconstituted
and renamed) delivered an interim report Indratlng a desire to go beyond the
Interest-Adjusted Method by incorporating t e effects of mortality and per-
sistency as well. Both our prior and our rconst tuted Committee have had grave
doubts about the feasibility of introducing mortality and persistency into com-
parisons. The view that the NAFO Task Force expressed is that a method in-
corporating all three factors is more precise, more responsive, less subject to
manipulation, and likely to be more durable, than the Interest-Adjusted Method.

ITT. RECOMMENDATIONS

In view of all this the Joint Special Committee recommends as follows:
1. That the Boards promulgate a Joint statement making clear that the life

insurance industry does want to provide interested buyers with the best com-
parative information that can be designed and distributed. Such a statement need
not specify the method or methods to be used.

2. That the Boards indicate what mandate, if any, they are prepared to give
the Joint Special Committee to make recommendations In an advisory capacity
to the NAIC Task Force on Policy Cost Comparisons.
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3. That the Boards consider the implications of the current absence of any

statistical information on the Interest-Adjusted Method other than through the
Shopper's Guide of the Pennsylvania Insurance Department, and decide whether
the life insurance publications should be encouraged to provide authoritative data
in suitable form.

4. That the sponsoring associations authorize forums for full two-way discus-
sion of this subject among member companies, to the ends that viewpoints may be
exchanged, misunderstandings may be reduced, and the desire of our business to
give maximum valid information to life insurance buyers may be effectively
demonstrated.

IV. OBSERVATION BY MANUEL GORMAN

Mr. Manuel M. Gorman has stated his opinion that legal problems which
might have existed in connection with endorsement by the industry associations
of any particular system of policy cost comparison are substantially eliminated
if the initiative is that of the regulatory or legislative authorities, and the In-
dustry's position consists of presenting views and recommendations to the
regulators or legislators.
Committee Mem ber8hip

James N. Ackerman, Bankers Life of Nebraska.
Harry E. Atwood, Northwestern National.
Joseph B. Crimmins, Metropolitan Life.
Kenneth C. Foster, Prudential.
H. Carey Hanlin, Jr., Providen' Life and Accident.
Ronald K. Holmberg, Combined Insurance Company of America.
Russell R. Jensen, Northwestern Mutual.
Richard A. Leggett, Travelers.
J. Edwin Matz, John Hancock.
Armand C. Stalnaker, General American Life.
George W. Young, Connecticut General.
E. J. Moorhead (Chairman), Integon Life.

APPENDIX C

INTEGON LIFE INSURANCE CORP.,
I1iimston-Salcm, N.C., November 29, 1972.

Hon. STANLEY C. DuRosE,
Chairman, NAIC Task Force on Life Insufrance Cost Comparisons,
Madison, Wis.

DEAR' MR. COMMISSIONER: The papers accompanying this letter are a response
by the Joint Special Committee on Life Insurance Costs tothe assignment we
were so pleased to be given by you at Arlington Heights on November 9, i.e., to
offer some practical suggestions for further work on the questions that your
Task Force is examining.

You will find two enclosures herewith.
Enclosure No. 1 expands on our offer to engage in cooperative research aimed

at furnishing facts for analysis and decision-making purposes. These are illustra-
tive in nature and might be superseded by other approaches as the result of
a conference that we invite for the purpose of establishing the objectives of such
research. Nevertheless they may give a sufficiently clear idea of the kinds of
activity that ought to prove useful.

Enclosure No. 2 is a memorandum of some considerations to which the mnem-
bers of the Joint Special Committee seem to be largely, perhaps entirely, synpa-
thetic. In presenting these we desire very much to avoid mistakenly giving the
Impression of a fixed position on any points. As we see it, our usefulness to your
Task Force depends heavily upon our willingness to discuss any approaches that
appeal to you and your associates. Of this willingness you may rest assured.
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We hope very much that these enclosures convey the flavor of a working rela-
tionship between the Task Force and the Joint Special Committee that we believe
would be beneficial to the people that the life insurance business aims to serve.

Sincerely,
E. J. MOORHEAD, Chairman,

Joint Special Committee on
Life Insurance Cost8

Members of Committee
James N. Ackerman
Harry E. Atwood
Joseph B. Crimuins
Kenneth C. Foster
H. Carey Hanlin, Jr.
Ronald K. Holmberg
Russell R. Jensen
Richard A. Leggett
J. Edwin Matz
Armand C. Stalnaker
George W. Young

Enclosures: (2).
Enclo8ure No. 1 with letter of November 29, 1072, to Honorable Stanley
C. DuRose, Chairman, NAIC Task Force on Life Insurance Cost
Comparisons.

ILLUSTRATIONS OF RESEARCH PROJECTS AS THOUGHT-STARTERS FOR A CONFERENcE

flutraon No. I
Policy data would be requested from about 40 life insurance companies for

participating ordinary life policies and about 40 life insurance companies for
non-participating ordinary life policies.

Each company would be asked to give details of all the essentially whole life
continuous premiums policies in its 1972 portfolio, explaining the purpose of each,
the amount limits, the number of policies and amount of insurance sold in 1972,

-the-premiums, cash values and illustrated dividends at several representative
ages, any available mortality experience if the policy is labelled as preferred
risk, and any other information considered relevant for appraisal.

This information would be used to test the results obtained by whatever cost
comparison methods are to be explored, and particularly to identify the reasons
for material differences in rankings by different methods.
Illustration No. 2

An attempt would be made to examine the contrasts observable among repre-
sentative participating policies between the dividend scales published 10 and 20
years ago and the dividends actually paid. The purpose would be to provide a
commentary upon the usefulness of dividend illustrations to the life insurance
buyer.

Each company 'would be asked to describe its philosophy in the computation
and dissemination of dividend illustrations, leading perhaps to a useful position
paper on this subject.
Illustration No. 3

The range of prices by some agreed-upon method or methods would be examined
in an effort to determine the extent to which these differences are attributable
-W(aT the different markets served by different companies, (b) policy features
not reflected in the index, (c) other identifiable causes.
Illustration No. 4

A memorandum would be prepared setting forth the relative advantages and
drawbacks of what have been called the "snapshot" and "average" approaches
to policy cost comparisons.
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Illu8tration No. 5

A memorandum would be prepared suggesting what disclosure information
appears desirable-distinguishing "disclosure" from "comparison"-and what
steps, if any, need to be taken to discourage, limit and qualify information that
is unsuitable for comparison purposes but may erroneously be used for
coml)arison.

Illustration No. 6
A course of action would be developed for minimizing the possibility that any

comparison system will be presented in a manner that creates misunderstanding
rather than enlightenment.
IllIL8tratiou No. 7

To the extent that an interest rate assumption is necessary for comparison
purposes, a position paper would be attempted on the question whether a single
interest rate is practical, or whether comparitive information should be promul-
gated at more than one interest rate for alternate use by buyers in materially
differing circumstances.

Enclosure No. 2 with letter of November 29, 1972. to Honorable Stanley
C. DuRose, Chairman, NAIC' Task Force oil Life Insurance Cost Coni-
parisons

LIST OF GUIDING PRINCIPLES WHICH[ HAVE BEEN WIDELY SUPPORTED IN RECENT
DISCUSSIONS BY THE JOINT SPECIAL. COMMITTEE ON LIFE INSURANCE COSTS

(Tile first two of these already have, in addition to Joint C(5mmnittee agreement,
the blessings of the governing bodies of its sponsoring organizations.)

1. Life insurance companies have a responsibility to provide, upon request from
insurance buyers, the most helpful price information concerning their own policies
that is practical so that such buyers cal compare like policies between coImipanies.

2. Because every method- suggested contain-s inherent limitations it is imlpor-
tant that price comparison information be accomi)anied ly a statement of its
qualifications and limitations.

3. Any cost comparison index that is adopted should be put into proper per-
spective. This means, among other things, that buyers should he encouraged to
recognize considerations other than are reflected in price differentials, that the
value of the services of the agent not be mderrated, that the importance of small
price differences not be exaggerated, and that the hazards of inadvertently foster-
ing undue reverence for a particular index be avoided.

4. Presentation of any cost comparison index should not be made mandatory
in every sales situation. The emphasis here is on the word "Index". Purchase of
life insurance inevitably involves self-denial by the purchaser for the benefit,
usually, of family mneinbers, and people often find it easy to postpone making tile
necessary sacrifice. A price index has meaning for a particular buyer only if that
buyer uses it to make price comparisons.

5. There is need to define what price information is helpful for comi)arisoiI
purposes. The Joint Special Committee has no fixed position in favor of a par-
ticular solution but welcomes continued study of this question.

6; There is value in looking at a policy in several ways, even under a single
method, but no single number can be satisfactory. If the so-called "average"
method is used, no one set of averaging assumptions can be found to fit tile cir-
cumstances of even a substantial proportion of life insurance buyers. Oil the other
hand, if the so-called "snapshot" method is used, the interested buyer must be
enabled to examine his or her situation under several different perceived
circumstances.

7. Ally pro notional naterlal that creates confusion instead of enlightenlment or-
that misleads the public is deplored. This should go without saying-and is stated
here to avoid any possible misunderstanding of our view on this point.

8. It is highly desirable that any index be understandable by the agent who is
selling the policy. This follows, we believe, from the nature of a life insurance
sale and the relationship between agent and buyer that Is so important if the life
insurance is to achieve its full potential.

NoTEL--Comments in this enclosure are in part personal interpretations by the
Chairman of the Joint Special Committee.
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Mr. MOORIHEAD. May I, sir, skip both reading and highlighting,
and simply introduce myself by commenting briefly on four things
that were said this morning, and then proceed to questions? Would
that be permissible?

Senator HRusKA. Very well.
Mr. MOORHEAD. No; I am ready for questions whenever you wish,

but I thought it might be worth saying a word or two about a few
things that came up during the presentations so far.

There are really four points that I thought might be mentioned.
First, early this morning the word "secrecy" came in, and I squirmed
considerably at the use of that word because when the committee was
formed in 1969, we were not formed because no information was being
given to those who wished to compare policies.

We were put to work because the information that was being given
them was considered to be less satisfactory than some possible alter-
natives.

So we were searching for an acceptable improvement over a method
that already existed; namely, the surrendered net cost method.

The second observation has to do with the splitting of a policy into
its savings and protection elements. That matter came up in Senator
Hart's address in 1968, but nowhere in the committee report is any
reference made to that question, except very briefly in one particular
paragraph.

But I think, looking at the report with- the- benefit of hindsight,
among the things that I wish we had done differently, is to make more
extended comment on that particular points

The interest adjusted net cost, which is a dollar and cents figure pro-
duced by the method recommended by the committee, does accomplish.
I believe, just about what Senator Hart had in mind when he made
that comment. The figure produced is a reasonable approximation to
the amount which is not returned to a surviving policyholder out of
his premium, that is, not returned to him either in dividends or in
cash value.

I wish that we had made that point.
Senator HRUSKA. Mr. Moorhead, I am sorry. A bell rung from the

Senate Chamber, indicating a rollcall vote. You have testified here
before, and you know how rude those bells are. I will have to excuse
myself for about 5 minutes to vote, and I will come right back.

Mr. MOOIRHEAD. Thank you, sir. Shall I proceed?
Senator HRUSKA. I would prefer not. Just suspend for awhile.
[Whereupon, a short recess was taken.]
Senator HRUSKA. Can you repeat that for the clarity in the record?
Mr. MOORHEAD. The point I wa-. undertaking to make was that

Senator Hart, in his 1968 address, had urged that buyers be given an
understanding of how much of their premium goes into savings, and
how much goes into protection. -

I was venturing the thought that the interest-adjusted method rec-
ommended by our committee does do that. but I had failed to say s07 in
writing the report. That was the only paint, I was making, sir.

Senator HRUSKA. The amount of the savings feature of the policy
and that required to pay for protection cati be segregated?

25-407 0 - 74 - pt. I - 45
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Mr. MOORHEAD. That is what the interest-adjusted method does.
May I give ail example to illustrate what I mean?

Let us suppose that the annual premium for a policy is $20 a thou-
sand, and let us suppost that by the method recommended in this
report the interest adjusted net cost index comes out to be $4.82. There
would be a difference there between the $20 premium and the $4.82
of $15.18.

The $15.18 represents the average amount out of each $20 premium
that the surviving policyholder does get returned to him, either in
cash value by surrendering the policy or as an annual dividend.

Senator Hius&. Now, what are the component elements of the
$4.821

Mr. MOORHEAD. The component elements of that are two in number.
First, the part of the $4.82 that goes to the beneficiaries of those who
do not survive, and second, the amount kept by the company for
expenses, profit, or contingency reserve.

Senator HRUSKA. Mortuary claims.
Mr. MOORIMD. Yes, partly the claims and partly the amount that

the company keeps, what Professor Belth called the retention. That is
in the $4.82.

Senator HRUSKA. Does that answer your question?
Mr. SHARP. Yes, that answers my question.
Senator HRUSKA. Very well. You may continue with your additional

observations.
Mr. Mooamwx. Thank you. I have just two others.
Professor Belth made mention of the fact that the joint special com-

mittee, our committee, had not invited visitors into our deliberations,
and to the extent that that was a failure, that was my own fault.

But I think that the committee, certainly its chairman, thought of
this report as being the starter for future discussion, rather than an
attempt to close out the issue by coming out with an answer.

We were not convinced that we had produced the answer to this
question. We simply did our best to make a proposal for further con-
sideration by the industry, and anybody else.

The last point I want to make has to do with the question of whole
life insurance versus term insurance, which comes up quite often, and
I did want to aline myself with Professor Belth much more closely
than with Mr. Nader in that matter.

I believe three things. First, 'I believe that it is correct for the agent
and the prospective buyer, together, to decide first what kind of insur-
ance best fits the needs of the individual, and then go on to consider
whether the cost that is being offered is attractive.

Second, I think that, to the extent that the life insurance industry
has expressed itself in favor of permanent life insurance by the level
premium method, the motives were good motives. Rightly or wrongly,
there is a conviction that if an individual buys term insurance, he will
not have resources for retirement.

But the semicompulsive nature of the savings provision in a whole
life policy is believed to be desirable. There is concern that even if
saving outside is done, the money might not be accumulated; it might
be put into hazardous, investments and lost.

Third, I think that th;e industry has had, generally, a conviction that
term insurance is likely not to be in force when death occurs.
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I am not, at this moment, particularly supporting those arguments.
I am simply suggesting that it is not just , question of what makes the
company itself better off. The interests of the buyer are involved in
that presentation.

Senator HRUSKA. But you do think that the question of the type of
insurance should be discussed by the agent and the-aipplicant?

Mr. MOORHEAD. Yes.
Senator HRUSKA. Having i. mind the circumstances and the condi-

tions that surround that, particular applicant's life, and his holdings,
his income, property, and family, and all of these other factors. Is that
what you had in mind?

Mr. MOO1READ. Yes, sir. I think that is part, and a very important
part, of the agent's job. If the home offices make the mistake of over-
stressing the points that I have indicated in favor of permanent insur-
ance, well, they ought to change their practices.

But they-shouldn't be thought of, I believe, as being motivated
purely by the question of what makes the company bigger, and what.
brings in more money to the company. These other' considerations do
enter into it.

It was just really a footnote to what was said this morning.
If you wish, sir, I would be glad to answer any questions anybody

cares to ask.
Senator HnUSKA. Mr. Counsel, have you questions ?

rI. SIIARP. Yes; Senator, thank you very much.
To make the record complete, Mr. Chairman, I wish to offer for the

record, the Report of the Joint Special Committee on Life Insurance
Costs.

Senator HRUSKA. Without objection.
[The report appears at the end of Mr. Moorhead's testimony.]
Mr. SHARP. Thank you.
Mr. Moorhead, do you think that the failure of buyers to make care-

fill comparisons is at least, in part, because they think life insurance
policies issued by the different companies are essentially the same?

Mr. MooRHEAD. Yes; I do.
Mr. SHARP. You indicated in your formal statement which you sub-

mitted to the subcommittee that you think buyers are usually given
information that is accurate and relevant. Would you please explain
just what do you mean by "relevant ?"

Mr. MOORHAED. I think that by "accurate" I mean that the agent
does try to describe what the policy does contain in it. And the word
;relevant" in my language, means that the agent attempts to describe
what the policy will do for the individual. That was all I really meant
by "relevant."

Mr. SI[ARP. As part of what you are now telling us, Would you con-
sider price and benefit information a part of that relevancy?

r. MfOORHEAD. No; I would not, simply because of the point that I
make elsewhere in my testimony, that, giving an individual a price
figure is, as far as I can see, no value to him unless lie has the means for
making comparisons.

I guess I stressed that., perhaps, every bit as much as I ought to
have, but I think that those remarks in my testimony were motivated
by some suggestions that, it be -mandatory for an agent to deliver an
interest-adjusted cost index or some other cost index at the time of
sale.

707 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



704

And I am unable to see what that accomplishes unless we take the
other steps that are provided for in my testimony, the other steps
meaning to convey the idea to the public, generally, that prices do
differ, the point that you made a moment ago, Mr. Sharp. And, sec-
ondly, giving the individual easy access to something to compare that
figure with.

Mr. SHARP. Is your objection here really to the index method? Is it
an objection to presenting information that is merely an index or an
indice basis?

Mr. MOORHEAD. No; I am in favor of an index presentation. It is
designed to go beyond that, that I ain speaking. In addition to giving
it to him, we must help him understand that prices do differ, and we
must give him access to some means of determining whether that
particular figure that he is presented with is just about the prevailing
rate, or whether it is rather high, or whether it is exceptionally low,
that is whether it is "a good buy" or not.

It is the steps beyond providing an index in which I am interested,
not just the index itself.

Mr. SHARP. Professor Belth, in his testimony, expressed the opinion
that the information given to buyers at the point of sale frequently
is deceptive, as 'he defines it in his statement. What is your opinion on
this point?

Mr. MOORHEAD. Well, of course, I heard the interchange between
Chairman Hruska and Professor Belth on that matter, which makes
me cautious, but I will express general agreement with what Professor
Belth said. Is that sufficient, or would you wish me to go into that?

Mr. SHARP. Is that your answer?
Mr. MOORHEAD. I agree that things are said in the course of the sale,

and figures are presented in a way which can cloud the issue rather
than clarify it.

Mr. SHAR. You seem to say in your statement, Mr. Moorhead, that
whatever disclosure system is devised should be made available to
consumers only when they request it.

Would you please explain why you think mandatory disclosure at
the time of sale is not the right approach?

Mr. MOORHEAD. Really, for the reason that I spoke of a moment ago,
that I am afraid the formality of the delivery of a figure doesn't do
much by itself, but we must develop a buyer who is alert and who has
the means to do something with the cost index. If he doesn't have these
other two characteristics that I have specified-that is, an understand-
ing that these figures do differ, and access to other figures to make the
comparison-I don't see that we have done anything. That is my only
objection. I have no other objection, whatsoever.

Mr. SHARP. In your opinion, Mr. Moorhead, is the information dis-
closure system, suggested by Professor Belth, technically sound?

Mr. MOORHEAD. Yes.
Mr. SHAR. Suppose that a mandatory information disclosure sys-

tem, an information disclosure system such as the one proposed by
Professor Belth, were put into effect. What impact do you think such a
disclosure would have on life insurance consumers?

Mr. MOORHEAD. I think it would have some favorable effects, and
some unfavorable effects. I think that the favorable effects would be
that it would alert some people to realize that it could be, as I say,
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advantageous to them to look around before purchasing that particular
policy.

On the other hand, I think that it does create a genuine difficulty
in that life insurance is something that each of us is rather hesitant
about purchasing, and it would have, in some cases, the unfavorable
effect of simply postponing the purchase, maybe permanently.

I think that is a genuine difficulty, and we shouldn't blink at it.
Mr. SHARI". What impact do you think a disclosure system, an in-

formation disclosure system such as Professor Belth is proposing,
would have on life insurance agents and life insurance companies,
other than what you have mentioned?

Mr. MOORHIEAD. I don't, consider it a very serious one, except for the
amount of labor that is involved and I don't place that very high on
the list. I think that if this whole question could be thoroughly aired
within the life insurance industry, and agreement could be reached
that some method is the most desirable on all counts, then I think that
that method should be introduced.

And I doubt very seriously that it would do any major harm at all.
I think it would be all to the good.

Mr. SHAmRP. This is kind of a broad question that I am going to ask.
What do you consider to be the major problems in the life insurance
market from a consumer standpoint today ?

Mr. MOORIIEAD. Do you mean in the context of our present
discussion?

Mr. SHARP. Yes; and any other problems you may consider which
deal with deceptive practices in the life insurance sales market, in-
cluding cost information?

Mr. MOORHEAD. I think that the two largest problems that we have
to tackle are making sure that the people of the country do get an
opportunity to buy life insurance, and that when they get that oppor-
tunity they are given sound and valid advice on quantity, kind, and
price.

Mr. SHARP. By "kind," you mean various plans?
Mr. MOORHEAD. Yes; term versus permanent, or a mixture of the two,

anything of that sort.
Mr. SHARP. Do you envision any serious problems in developing

adequate disclosure requirements for variable life insurance? Have
you given any thought to any disclosure problems that are going to
arise now that the Security' Exchange Commission has ruled that
under the 1933 and 1934 acts, the variable life insurance product is a
security, and is subject to the disclosure rules of the SEC?

Mr. MOORIIEAD. I have not been especially close to that. I have many
times reflected that the sale of variable life insurance involving the
additional investment risk that is concerned, makes it, if possible,
doubly important that the individual thoroughly understand what it
is that he is buying.

Mr. SHARP. Mr. Moorhead, you are familiar, of course, with keyman
insurance?

Mr. M1OORHEAD. Yes, sir.
Mr. SHARP. How does a corporation treat the cash value in a policy

on a keyman executive?
Mr. AMOOInEm.D. I believe that they carry it as an asset in their

balance sheet.
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Mr. SaAR. Appendix B of your testimony is a report to the boards
of the then three trade associations-actually, there are now two, as I
understand-what are they?

Mr. MooRuAD. The American Life Insurance Association now,
formerly the American Life Convention, and the Life Insurance Asso-
ciation of America.

Mr. SHARP. And the third?
Mr. MOORHEAD. Institute of Life Insurance was the third.
Mr. SHARP. In that appendix you indicated that the Moorhead

Committee, as it is called, the committee you chaired, had grave doubts
concerning the feasibility of introducing mortality and persistency;
that is, payment probabilities into cost comparisons.

Would you please give us your personal views on this point?
Mr. MOORHEAD. My own personal views?
Mr. SHARP. Yes, sir, your own personal views.
Mr. MOORHEAD. My own personal view is that it is absolutely feasible

to introduce mortality and lapse into the calculations, and that there
is no theoretical objection to it, whatsoever. But that view is not
shared by all actuaries, and certainly not shared by all life insurance
people. I personally believe that there is no objection, however, to
doing it.

I have indicated in the main part of my testimony that I think that
before we choose a method, we need to distinguish between alterna-
tives called an "average approach" and a "snapshot approach." 'I
believe that if the average approach is used, mortality and lapse belong
in the calculation, but I may be a minority viewpoint on that. I am
certainly not expressing the views of all who have considered thesubject.

Tr. SHARP. Mr. Moorhead, in your opinion, do some companies tailor

their policies so as to look attractive on the basis of a 20-year tradi-
tional net cost comparison, the so-called traditional method?

Mr. MooRAD. Yes.
Mr. SHARP. To what extent does the interest-adjusted method pro-

posed by the joint special committee neutralize the effect of such
tailoring?

Mr. MooPHmD. I think that, to the extent that one accepts the snap-
shot approach, it neutralizes it completely. The question of what
interest rate should be used does need consideration, and I am, by no-
means, advocating necemarily 4 percent as was in the original.

I think that the interest-adjusted method as a snapshot method does
neutralize it.

Mr. SHARP. I have one more question after this question, Mr.
Chairman.

Senator HRUSKA. Go right ahead.
Mr. SHARP. In view of the hour, though, I would like to request,

if it is all right with Mr. Moorhead, of course, that he be asked to
furnish a letter for the record in response to the following question,
and I have it written down. I can read it in the record. I would like
to give him a copy.

Senator HRUSKA. Very well.
Mr. SHARP. Would you please explain the ways in which you believe

the widespread use of the traditional net cost method has influenced
the decision of some companies with respect to; (1) the choice of
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reserve basis; (2) the calculation of cash values; (3) the determination
of.a scale of illustrated dividends; (4) the use of terminal dividends;
(5) the relative emphasis placed upon participating and nonpartici-
pating policies; and six, product. design, general ly'

Mr. MIooRIIE.D. I would be delighted.
Mr. SHARP. If any clarification is needed on any point, we would be

pleased to continue the dialog.
Mr. Moo nEAD. Thank you.
Mr. ShARP. I have just one last question. I have trouble finding it in

your prepared statement, but somewhere in here, on page 3 you men-
tion this. You say:

In the matter of helping people to understand that prices differ considerably,
I consider that this responsibility is shared by all organizations, private and
public, whose role is to provide guidance and protection to buyers. Publicity, and
lots of It, seeur to be the answer.

Now, in speaking about "public," in another place you made ref-
erence to "authority," some "authoritative governmental source."

)on't let me misquote you, please. Your statement will stand, of course,
as submitted. But just what are you getting at here when you speak
about "public"?

Mr. MOORIrEAD. I think that, I was endorsing both the purpose of
this exploration for which we are all present, and I was endorsing
efforts such as by Pennsylvania through its Shoppers Guide. I think
that it, is perfectly legitimate for all concerned who have an interest
in this, to work on this very difficult problem of conveying the message
to the buyer.

NIr. SHARP. I)r. 1elth in his statement this morning called for truth
in life insurance legislation, not to preempt the States, but to allow the
States to have full opportunity to develop their own programs in con-
formity with, as I believe he stated, some minimum standards, and
that if a State did, of course, conform then its system, of course, would
be in effect in that particular State.

Have you ever given consideration or thought to this type of pro-
posal? If you have, do you have any views, or would you care to submit
them for the record later?
- Mr. MOOAuE..\D. Is that, question related to the previous one about
private and public? Or is that a different question?

Mr. Sim\np. Yes; it relates to "public."
Mr. MOORIEAD. For what my opinion is worth, which isn't much,

I think it would be better if this could all be done voluntarily rather
than by legislation. But if it isn't. done voluntarily, then I favor
legislation.

Is that responsive to the question?
Mr. SHARP. Oh, yes, sir. Thank you very much.
Thank you, Mr. Moorhead.
[The following was subsequently received. Testimony resumes on p.

7o8.]
SUPPLEMENT TO TESTIMONY OF FEBRUARY 20, 1973, BY E9. J. MOORHEAD

Question by Mr. Dean Sharp. Would you please explain the ways in which
you believe the widespread use of the traditional net cost method has influenced
the decision of some companies with respect to:

1. the choice of reserve basis,
2. the calculation of cash-values,
3. the determination of a scale of illustrated dividends,
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4. the use of terminal dividends,
5. the relative emphasis placed upon participating and non-participating poli-

cies, and
6. product design generally.
Answer. My belief is that the traditional net cost method has materially in-

fluenced many companies to calculate reserves and cash values by using (I) rela-
tively low rates of interest or "spit" rates, e.g. stepped-down interest rates after,
say, the first twenty policy years, and (it) so-called continuous rather than
curtate functions. (Both (i) and (i) result in higher premiums, reserves and
cash values that otherwise would apply.) These are not necessarily adverse to
the interests of policyholders, but it is true that a life insurance company that
chooses to offer low premiums and low cash values is competitively handicapped
by the traditional net cost method, and therefore there is a natural tendency to
offer the other alternative.

As to dividends, I believe that extraordinarily "steep" scales of annual divi-
dends are relatively rare. The proposal that comprises Appendix A of my formal
testimony was offered as a means for examining this question and controlling
such practices to the extent they are found. Terminal dividends, which are
legitimate enough within reasonable bounds, are vastly overvalued by the tradi-
tional method. In the late 190s the New York Insurance Department found it
necessary to issue special regulations to curb excessive use of terminal dividends;
those regulations no doubt have been effective, but only for companies that
operate in New York.

The traditional cost method has presumably encouraged some stock life in-
surance companies to issue participating as well as non-participating policies
since the method gives participating policies an unwarranted competitive edge.
This too is not harmful to policyholders provided such companies have ensured
that their participating policies genuinely share to an appropriate extent in the
earnings that they generate.

Second Question by Mr. Sharp. In your opinion, is the savings element of a
life insurance policy "an incidental outgrowth of the level-premium system"?
And, in your opinion is the savings element of a life insurance policy "a rela-
tively small, If not insignificant, consideration when compared with the chief
purpose of the policy-to provide protection against the risk of death by the
pooling of funds"? (The quoted descriptions are from Section III B of the peti-
tion filed November 29, 1971, by American Life Convention and Life Insurance
Association of America to the Securities and Exchange Commission in respect to
variable life insurance contracts.)

Answer. I cannot clearly answer this question either Yes or No.
The words "incidental outgrowth" are accurate but can be misconstrued. The

level-premium system is said to have been introduced in Great Britain in 1762,
but at that time the reserves necessitated by the system could not be considered
investment or savings elements by the policyholders because no cash values were
promised or even paid at withdrawal. Cash values came later and guaranteed
cash values even later. Chronologically the word "outgrowth" cannot be faulted;
the adjective "incidental" must be construed as meaning "subordinate" rather
than "minor."

Likewise, In comparing the savings element with the protection element of a
level premium life insurance policy the former can properly be called "relatively
small" in many but not all cases. The chief purpose of a so-called straight life
policy ought logically to be protection against death, but often the savings ele-
ments in such policies are being heavily emphasized in sales presentations;
furthermore, experience shows that more straight life policies terminate by sur-
render than by death. The quoted words "if not insignificant" are acceptable if
offered "not insignificant" but are dubious if offered as meaning "almost In-
significant."

Senator HnusK.. M'r. Moorhead, I believe the part of counsel's
questions. involving members of the public or the public, in his refer-
ence, to some authority, is contained in your testimony which reads
as follows:

The question of what Index is most suitable is a difficult one, and the life
insurance industry has made some effort to solve the problem, but I believe it
would be useful If some authority would direct the leaders of the industry to
bring that task to a prompt conclusion and to make a clear statement of what
kind of capsule information is considered appropriate.
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Now, there is additional testimony in your statement, but I pre-
sume that's the reference that was made a little bit ago by counsel.

Now, when you say "some authority," that embraces a number of
possibilities, doesn't it? WVouldn't it be the National Association of
Insurance Commissioners, for example, that would arrive at some-
thing and propose, as it has done a number of times, a model bill, a
model law, that would be followed?

Or it could be the industry itself or it could be the Federal Govern-
inent. But there are a number of possibilities in that direction, aren't
there, concerning the "authority" to which you refer?

Mr. MOORHIEAD. Yes, sir. And as far as the NAIC is concerned, the
appendix C to my testimony represents views which I hold and which
the committee held at that particular time, as to how we might pursue
it further with the NAIC.

I think that- they, Commissioner DuRose and his associates, are
working on this and it would be a most happy outcome if we could
work together and get a solution.

Senator HRUSKA. When you say "we," who do you mean?
Mr. MOORHEAD. "We," the life insurance business and the NAIC

task force. Yes, I favor that move, as far as it could be accomplished.
Senator HRUSKA. Preferably by somebody who knows something

about the insurance business, wouldn't that be helpful?
2 Mr. M0OORHEAD. Yes, sir.
Senator HRUSKA. And preferably also in the insurance business,

people who have dealt in the science and the activity of selling
insurance.

Mr. MOORHEAD. Yes, sir.
Senator HRUSKA. Wouldn't that bear on your question here that

you raised earlier in your testimony that very few life insurance buyers
make any attempt to compare prices?

Mr. AMoRFiArD. Yes, sir.
Senator HRUSKA. That's my statement.
Mr. MOORMIEAD. Yes, sir.
Senator HRUSKA. And you believe that the nature of the sale and

so on makes it impossible to change the situation rapidly without
doing serious damage to the process of bringing life insurance to the
people who need it.

Now, what do you mean by that? What is so traumatic about a
quick change in this regard? How would that affect delivery of insur-
ance to people who need it?

Mr. MOORHEAD. The emphasis is on the word rapidlyl" in that par-
ticular sentence. I'm icturing a situation in which, as you very cor-
rectly said, sir, very few people are now making any comparison. If
we suddenly try to change it to a situation ,in which everybody is mak-
ing comparisons, I fear the consequences in terms of procrastination
and general delay in issuing the insurance that people need.

Ithi nk that is why I conceive of the talk as being somewhat gradual
in nature.

Senator HRUSKA. If that were resorted to and a lot of these compari-
sons were there, you say it would lead to procrastination. Would it lead
to a chilling of the desire of the applicant to sign up for an insurance
policy?
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Mr. MOORHEAD. The reason I expressed it that way was because I
doubt that the desire exists very strongly. I think the agent has a very
important role to play in persuading the individual to buy life insur-
ancm The prospect does not come in to the interview with a conviction
that life insurance is something 'he want. The need -has to be brought
home to Mi-i, and sometimes rather dramatically. What I an trying
to suggest, is to accomplish the end of 'better consumer information
without getting us into a position where too many individuals will use
that as an excuse for not making up their minds, and putting it off,
because ours -is the greatest product for inviting procrastination that
there is.

Senator HusA. Well, in the field of variable insurance, now, we
are going to see the coming years require the equivalent of a pros-
pectus under the jurisdiction of the SEC, and I presume that prospec-
tus will have to be made available to the applicant, and that's the
ver y process about 'which you are talking is it not, in connection with
a disclosure of vital facts on an ordinary life insurance policyI

Mr. MOORHEAD. No, sir; it isn't really equivalent in my mind. I an
thinking that the press needed to make a rapid changeover would
involve raising a considerable question in the minds of a large num-
ber of individuals as to -how to go about making these comparisons
and what these particular figures mean.

I am really counseling a gradual change over rather than a sudden
changeover, 'but in the case of variable life insurance, in the first place
I think that that -will tend to be sold to people who are likely to be
interested in stock purchases, which is a limited group, and-

Senator HRUSKA. They are sophisticated persons?
Mr. MOORHEAD. I 'would -hesitate to use that word. I would prefer

that you use it rather than 1 use -it. But it seems to me that, in life
insurance of the fixed-dollar variety, the particular end of having an
intelligent choice can be arrived at in a not too hurly-burly fashion,
and thus keep all its advantages without encouraging the procrasti-
nation.

That's purely a viewpoint, and may not be of any value.
Senator HRUSKA. Your committee ,has made a judgment that the

interest-adjusted method is your preference--that is, the committee's
preference-in its report.

Mr. MOORHEAD. Yes, sir.
Senator HRUSKA. How many methods were considered and sug-

gested in this process of making that election?
Mr. MOORHEAD. I believe it was 12. I think the figure 12 was men-

tioned this morning, and they are classified in the 1970 report.
Senator HiiusKA. Now, is there general agreement among the experts

in this field that any particular method is superior for this purpose,
or is there considerable disagreement on the choice of which of these
plans or methods should be chosen?

Mr. MOORHEAD. There is some disagreement, but I attribute a good
deal of the disagreement to insufficient airing of the subject, and not
to genuine disagreement. I'm distinguishing between a disagreement
that is caused by imperfect meeting of the minds, and a disagreement
that results from a complete meeting of the minds and a divergence
of opinion.
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I think there is a great deal too much of the first of those two. I think
we have just not discussed this subject enough within the industry
in an orderly fashion, and that is what I attempt to bring out in
my-

Senator HRUSKA. Well, as a matter of fact, there was division of
opinion on your own committee of 11, was there not?

Mr. MOORHIEAD. They were unanimous on this report, sir.
Senator HRUSKA. But later on they kind of crumbled away a little

bit, didn't they ?
Mr. MOORHEAD. No; they didn't crumble away; what happened was

that, when the committee was reconstituted in 1972, we deliberately
brought onto the committee people whose opinions were different in
order to help with the airing process.

A number of the original members had retired or, in one case, be-
come disabled, and therefore were no longer eligible, and we tended
to fill the positions with people whose views were known to be different,
perhaps with the idea of helping to educate them. Who knows?

But the committee itself did not crumble. The original committee
members who were still on the committee still feel the way we felt
at the time of the 1970 report.

Senator HRUSKA. Now the interest-adjusted method requires, does
it not, the use of different assumptions, assumptions such as interest
rates and mortality and lapse of policies?

Mr. MOORHEAD. No, sir, only interest.
Senator HRUSKA. Sir?
Mr. MOORHEAD. Only interest, sir, not mortality. Nor lapse.
Senator HRUSKA. What about some of these other plans?
Mr. MOORHEAD. Generally speaking, the average approach methods

require mortality and lapse, and I think in answering Mr. Sharp, I
indicated that I think that that is entirely appropriate, and the snap-
shot methods do not require mortality and lapse, but only interest.

Every method-I should say every method worthy of the name-
requires interest.

Senator HIt7SKA. 'Well, some do require mortality experience, don't
they?

Mr. MOOR HEAD. Yes; they do, all the average methods.
Senator HRUSKA. And lapses?
Mr. MOORHIEAD. Yes, sir. Well, there are some that have mortality

only and some that have mortality and lapse, but they all have
interest.

Senator 1Lh1USKA. Vlien mortality is taken into consideration in try-
ing to arrive at, the end results, what mortality is used? Is it the mor-
tality on a particular policy in a particular 'year, or is it a type of
policy, or is the whole field of mortality experience of the company?
There are infinite varieties of mortality 'statistics that would be avail-
able and that could be used. Which particular ones are used?

Mr. MOORHEAD. I agree with you, sir, that there is an infinite variety,
but the range of difference is not exceedingly large.

The attempt in introducing mortality "into the calculations is to
weight the figures by the mortality of the group of which that particu-
lar buyer is a member. That's a little vague

Senat or HRUSKA. By age or by policy?
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Mr. MOORHE,,D. Oh definitely, by age.
Senator HRUsKA. So if he is 35, you take the mortality experience in

that age range?
Mr. MOORHEAD. Yes, sir. But choosing a mortality assumption is not

very difficult. Choosing a lapse assumption is where the difficulty
comes in.

Senator HusKA. Now, in these methods where assumptions are
required, is there difference of opinion among experts who work in
the field as to what particular assumptions they should use?

Mr. MOORHEAD. There is a difference of opinion, but I think not
unresolvable differences of opinion. I think it can be resolved.

Senator HRUSKA. But there is difference of opinion on interest, for
example, isn't there?

Mr. MOORHEAD. Yes, sir.
Senator HRUSKA. And I presume there could be about mortality,

although that would be a little more fixed than interest, with your
tables of mortality and your results ?

Mr. MOORHEAD. Yes, sir. The most difficult one is probably lapse, the
second most difficult is interest, and the easiest one is mortality.

Senator HRUSKA. Now, with the use of computers, one witness sug-
gested that cost comparison methods could be developed so as to have
an expert rank the 1,800 companies from the lowest cost to the highest
cost.

Are there possibilities that company A might rank higher than
company B on one type of policy and lower than company B on
another?

Mr. MOORHEAD. Yes, sir, in the same way as a particular supermarket
may rank higher on one product on its shelves and lower on another.
I think the parallel exists, so that a comparison is not between one
company and another; the comparison is between the policies at that
particular age and for that particular amount issued by various
companies.

If I am a purchaser, I must say to-myself, having decided what kind
of coverage I need and in what quantities I needt with the aid of an
agent, then the quesiion is what is the rnge of prices 'for that precise
product by the various companies from whom I might purchase it.

Senator HRUSKA. Well, of course, that is not what the question was.
TUhe question was that, assuming you wanted to rate companies--fter
all, an applicant might say, "Well, show me a -book. Where do you rate
in the companies I Are they rated ?"

And you say, "Yes, they are rated." "Show me a book." And then
he'll find some place there Ie will find the name of the company that is
represented by that sales representative.

Is it possible to rank companies from the lowest to the highest in
prenum costs ?

Mr. MOORHMAD. Not except with relation to a particular policy, a
particular amount, and a particular age. I don't believe that any of the
people (who have studied this believe that there is some way to throw
together all the different policies of the companies and produce an
answer that says, "This company occupies such and such a position."

And even if it were done, it would be of no value to the purchaser.
Senator HRusKA. And it would not be of any value for too long a

period of time, 60-90 days, 3 months or 4 months, and you would find
all kinds of changes occurred that would change the ranking.
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Mr. MIOORIIEAD. That is absolutely so. You have described it
extremely well.

Senator HRUSKA. As a matter of fact, it is that actual experience
in these several activities that is necessary before a dividend can be
declaredI

Mr. MOORHEAD. Yes, sir.
Senator HRUSKA. And thereafter the law prohibits the representa-

tion of what a dividend will be at any time in the future, because
there is no sound way of doing it without actually laying the founda-
tion for moneys that are available to pay dividends.

Mr. MOORHEAD. Yes, sir.
Senator HRUSKA. Is that not true?
Mr. MOORIEAD. Absolutely, sir, yes.
Senator HRUSKA. I don't recall what your testimony said about the

factor of competition within the field of life insurance. There are some
1,800 companies understand, although a small number of those com-
panies probably wrfte half of the volume, roughly, isn't that true?

111-Y1ORHEAD. Yes.
Senator HRUSKA. Some 8 or 10 companies probably write as much as

50 percent of all the insurance that is written?
Mr. MOORHEAD. There is a very large diversity, yes.
Senator HoUSKA. In general terms.
Mr. MOORHEAD. Yes.
Senator HRUSKA. Well, what about the competition? Have you in

your -experience as a life insurance man found that there is competi-
tion in the market ?

Mr. MOORHEAD. Yes. I say in my testimony, the number of
buyers who make comparisons is smaller than I believe it ought to be,
and then I believe it will be.

But nevertheless, they are an important. segment and they do tend
to keep companies on their toes. Furthermore, there is at present, and
has been for a large number of years, a considerable pressureln the
actuaries in the home offices to improve dividend scales, that pressure
being exerted by the agents.

The agents are not interested in being embarrassed by finding that
their product will not stand up in competition. They also are honest
individuals who want to be able to present a product that they can be
proud of. So they get after the company to accomplish the best earn-
ings on its investments that can be arranged and to keep its expenses
down; and they get after the actuary to develop the most attractive
dividend-scale in order that it may be competitive.

So I think competition does exist, and we are talking here purely
of degree.

Senator HRUSKA. Now, instead of a situation where there are 1,800
life insurance companies,- suppose there were only 10-in automobiles
there are only 3 or 4. whichever way you look at it-but sup-
pose there were only 10 big companies in America, and they write life
insurance and nobody else writes life insurance. What would you say
then about competition in the life insurance business?

Mr. MOORHEAD. I don't feel competent to answer that question, but
I will do my best with it.
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M[r. MOORHEAD. They would change the ranking, but I think that

Professor Belth and I have both stressed in our writings that small
changes should be ignored. That is, we are only talking about major
differences, and-

Senator HRUSKA. And all the figures you have to get are a reasonable
classification of an average applicant -within age range, for example,
and that would have to do with the size of his family, for example, his
income and any mortgage indebtedness that he might 'have by way
of indicating what is the best policy for him.

And wouldn't you have to app roach itin that way?
Mr. MOORHEAD. Absolutely. I think it would be a tremendous mistake

to make any kind of price index rank ahead in importance of the selec-
tion of the right policy. If that's your point, I thoroughly agree.

Senator HRUSKA. Now, dn view of some of the data indicating that
these assumptions that are made, in order to make one method or
another one work, take on different significances over different periods,
saying 10 years, or 20 years, or 30 years.

Now, would not a significant difference between the assumption
and the actual experience over that period of time result in a material
difference between costs which are projected and actual costs which
are encountered?

Mr. MOORHEAD. Yes, and that has been part of the basic difficulty
that we have faced. The question is, if I could attempt to express it
in other words, if we are giving a cost index based on illustrated divi-
dends, has that got any particular value in view of the fact the
dividends may change?

Is that expressing the same question in other words I I believe that
it is.

Senator HRUSKA. Yes.
Mr. MOORHEAD. And the committee did wrestle with that question

and we concluded that the resemblance between the dividends illus-
trated at a particular time and the dividends actually paid in the
future was distinctly large enough to justify some reliance being
placed on the results.

The order does change as time goes on, but nevertheless the com-
panies that have shown an attractive net cost based on the illustration
do tend to be the same companies that have an attractive net cost when
the results emerge.

What I call in my testimony an "upper limit" to the value of the
information, is the fact that all that you can use are either dividends
of today or dividends of yesterday. There is no way to use dividends
of tomorrow.

But still the buyer would be, in my opinion, wise to look at the
dividends of today, simply because there is no way in which he can
be supplied with the dividends of tomorrow, and that information is
valuable ID him.

Senator HRUSKA. Recent reference has been made to the dividends
also as a deceptive mechanism because all that happens, so say these
critics, is that the insurance company charges more than it should
charge in the first place, and then they refund part of it back.

Is it that simple In calculating dividends and paying them out,
are there not factors like these involved: the mortality experience that
actually transpired; also the rate of earnings on invested funds, and
also the cost of doing business? 'Is that not so I!
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I think that competition would exist and would be strong. I think
that the fact that the number of comparisons that could be made would
be limited to the policy being offered plus nine others would probably
accentuate the competition.

But I feel most inadequate to handle. that question. It's much too
difficult for me.

Senator HRUSKA. You think it is too "iffy" ?
Mr. MOORHEAD. I don't think it. is too 'Iffy." I think the question is

an excellent question; I'm just not capable of answering it.
Senator HRUSKA. Well, I've often wondered what the situation

would be, ,as to the critics of the life insurance industry, if 1,750 of
the 1,800 companies were swept to one side. I wonder what the shouts
and the cries would be about the lack of competition.

Mr. MOORHEAD. Oh, I think that there is another point there, sir, and
that is that a number of the companies are in different markets. It
isn't as though there were 1,800 companies all competing directly with
one another in exactly the same markets. Some are concent.rating on
one group of citizens of the country. Some concentrate, for instance, on
group insurance. Some concentrate on rural ,markets. Some concentrate
on teachers, and so on, so they are not all strung out in a list, all work-
ing together in the same nmarkot. -

Senator HRtSKA. All of them do not do business in any one com-
munity? I would doubt that they would.

Mr. MOORH1EAD. That's right., or among any one group of citizens.
Senator HUSKA. Or not even in one State?
Mr. MoomE.n. Absolutely not.
Senator H-RUSKA. Mr. Sharp, do you have any further questions?
Mr. SHARP. Very brief ones, Senator.
Mr. Moorhead, I asked Dr. Belth, and I'll repeat the same question

here to you: The Life. Insurance Trade Association, in their petition
to the SEC in connection with its hearings on variable life insurance,
referred to the savings element of life insurance policies as, "an inci-
dental outgrowth of the level premium system."

In your opinion, is the savings element of a life insurance policy "an
incidental outgrowth of the. level premium system?"

Mr. MOORIIEAD. Would I be permitted to answer yes or no, and then
elaborate?

Mr. SIHARP. Why don't I ask the full question, and perhaps to save
time, and in fairness to the witness because I think 'he would like to
elaborate on what he ,is saying, if he would submit a letter for the
record, and perhaps givehis views on this.

Mr. MOORHEAD. Yes.
Mr. SHARP. So I will finish the question.
And in the same petition, the association stated that the savings ele-

ment of a life insurance policy is "a relatively small, if not insignifi-
cant, consideration when compared with 'the chief purpose of the
policy, to provide protection against the risk of death, 'by the pooling
of funds."

.Again, I would ask, in your opinion, is the savings element of a life
insurance policy "a relatively small, if not insignificant, considera-
tion," et cetera?
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We will supply this to you in writing, if you would like, so-that you
can answer the question. And if you would answer that question
basically in two parts, the second part of the question; taking the
Moorhead committee report and the interest-adjusted method that you
have described, if you could explain how the savings element shows up
in the figures in the report, we would appreciate learning that.

Mr. MOORHEAD. Yes; I would be glad to do that.
Mr. SHARP. As they were presented in the report.
Mr. MOORHEAD. Yes, sir.
[The following was subsequently received for the record from Mr.

Moorhead. Testimony resumes on p. 718.]
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Mr. SHARP. And my last quick question to you is, in your opinion,is there meaningful price competition as, for example, opposed to pre-
inium competition, in the life insurance market today?

Mr. MOORHEAD. I am answering that yes, and I think it impinges
very closely on Senator lIruska's question. I think that there is a good
dea of price competition; I wouldlike to see more.

Mr. SHARP. Price competition for the price of death protection? Is
there meaningful price competition for death protection?

Mr. MOORIJEAD. I have a little more, difficulty with the question put
in exactly those words. I think that the price competition that exists
goes a great deal beyond just the premium itself.

I think that the traditional method, with all its defects, does start in
the direction of being the price of protection, although I think the
defects are serious. Therefore, I think that since the traditional method
is being rather widely used, there is price competition.

The trouble is that it is not always signaling the right message, and
so it, runs awry in that. respect. That, there is price protection that goes
beyond the premium for the policy, I have no doubt whatsoever.

Mr. SIIARP. And that this is furnished to the buyer today, that. the
premium for the package of protection is furnished to the buyer so
that he could understandthe comppnents and, from a theoretical sense,
price protection and savings.

Mr. MooriIEAD. I think something is being done in that direction,
but I am one of the critics of the existing procedure. I think it needs
improving, and so my answer is a qualified yes. I think that some-
thing is being accomplished, but not enough.

Mr. SHARP. If you would care to add any further views on this
point, or any other points-your own personal views-we; would be
very pleased to receive them for the record, as well as any of your
writings for the transactions of the Society of Actuaries.

And in this regard, Senator, we would, concerning this witness,
like to put in a group of statements and speeches the witness has made
to the Society of Actuaries in various meetings since the publication
of the Moorhead report.
- Is that all right with the witness?

Mr. MOORHEAD. Absolutely. I'll be most happy to do so.
Mr. SHARP. And if there is anything else you would like us to submit,

please let us know.
Mr. MOORHEAD. Thank you.
Senator HRUSKA. Without objection, what will be done, subject to

the will of the Chair, as to editing for purposes of eliminating, and
with consultation with the staff on eliminating duplication, things
of that kind.-

[The speeches referred to appear at the end of Mr. Moorhead's testi-
mony.1

Mr. SHARP. Thank you, sir.
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Senator HRusKA. Now, Mr. Moorhead, the National Association of
Insurance Commissioners has a task force working on this subject;
hasn't it?

Mr. MOORHEAD. Yes, sir.
Senator HRUBKA. They've done quite a lot of work, and I know the

work of your committee has been helpful to them.
What progress are they making? Have you had any recent reading?
Mr. MOOrIEAD. Our committee met jointly with Commissioner Du-

Rose's committee last November, and at that point we were asked
to make suggestions for future work, and that is the last appendix
to my testimony, our set of suggestions to them for future joint work
on this question.

Senator HRUSKA. That will -be testified to by Mr. DuRose?
Mr. MOORIHEAD. Yes, sir.
Senator HRUsKA. That's fine. Thank you for having been here.
Mr. MOORHEAD. I appreciate the opportunity.
Senator HRUSKA. We will now stand in adjournment for the day,

and meet tomorrow morning at 10 a.m., in room 22-28, this same room.
[Whereupon, at 4:45 p.m., the subcommittee adjourned, to reconvene

at 10 a.m., the following day.]
[The following, in relation to Mr. Moorhead's testimony, was re-

ceived for the record. Testimony resumes on p. 791.]
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INTRODUCTION

This committee was formed to consider the method or methods that
a prospective buyer of life insurance may find most suitable for use in
comparing the premiums, dividends and cash values of comparable poli-
cies that are offered by different life insurance companies.

There have been criticisms, particularly in recent years, of the com-
parison method that has long been prevalent, which will be called in
this report the Traditional Method. Its process is to add together the
premiums for a period of years, usually twenty, and to subtract the
cash value at the end of the period and the sum of all policy dividends
shown in the life insurance- company's illustration for the period. The
result of this arithmetic, which might be positive or negative, was fre-
quently then divided by twenty (or by the period if other than twenty
years), and by the number of thousands of the amount insured, the
result being described in such terms as "Average Surrendered Net Cost
per $1,000."

At this point it should be noted that an index determined in this way
is a legitimate measure of the excess, positive or negative, of dollars
payable to the life insurance company over dollars assumed payable by
the life insurance company. It does indicate what the net outlay would
be if the company's current dividend scale were to remain unchanged
and the policyholder were to surrender his policy for its cash value at
the end of the period.

But it is only, in the case of a participating policy, an illustration, not

5
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a statement of guaranteed result nor an estimate or prediction of future
cost. Objection can reasonably be made to using it as a means for indi-
catitg, or permitting the inference, that one company's policy is more
attractive than another's.

The major criticisms levelled at the Traditional Method when it is
used as an index of comparative net cost have been as follows:

S(I) It assumes that the current dividend scale will continue un-
changed, a clearly artificial assumption and certainly not an
expectation. Nobody knows what dividends will be paid on par-
ticipating policies in years ahead. Illustrative dividends do not
represent estimates of what a company will pay. They are nothing
more than just the company's current dividend scale as it would
apply to a currently issued policy.

(2) It assumes that future changes in dividend scales will affect all
companies in roughly the same manner or degree. Again, this
is most unlikely to be the case since it disregards changing pat-
terns within companies as to investment yields, underwriting
results, and expenses of operation.

(3) By ignoring interest it fails to give any recognition to the time
when a dollar is paid either by or to the policyholder. The effect
of this generally is to attribute a lower cost to a participating pol-
icy than to a like non-participating policy, to a policy with high
premiums and high cash values than to a like policy with low
premiums and low cash values, and to a policy with low early
and high later dividends than to a policy with a "flatter" divi-
dend pattern.

(4) It is based on the artificial assumption that the purchaser will
keep his policy in force for exactly 20 years (or other period
used) and then surrender it.

(5) In many cases it carries an implication that may strike a buyer
as puzzling, that is, if he keeps his policy in force for the indi-
cated period his insurance will have cost very little, or less than
nothing.

But having said all this our Committee desires to point out that net
costs by the Traditional Method do provide an easily determined, easily
understood and not at all misleading basis for comparing the premiums,
illustrative dividends and cash values of the policies of many companies,

6
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perhaps even a majority, whose dividend and cash value patterns happen
to resemble each other quite closely. Furthermore the omission of any
allowance for interest was not a serious defect until interest rates ob-
tainable on savings rose as they have risen in quite recent years. In the
days when savings accounts earned 2% or 3% before deducting income
tax the interest element was hardly significant enough to justify the
complications that it introduces into a net cost calculation.

Criticisms of the Traditional Method have been heard from time to
time within our industry and have spread into academic and govern-
mental circles. Our Committee observes with regret that in some cases
tle original complaint that a less than satisfactory method of compari-
son exists has been erroneously expanded to the point of saying that
no method of comparison exists. We must emphasize that any prospec-
tive purchaser is and has been able to obtain from an agent or life
insurance company or public library a great deal of factual material
about available products, premiums, dividends, cash values and policy
provisions. Rankings of companies by net payments and net costs have
been published, have been readily available to agents and have been
widely used for competitive purposes.

The tendency of companies and publishers to continue using the
Traditional Method is attributable to its convenience and ready under-
standability, and to the belief (with which this Committee thoroughly
agrees) that no completely satisfactory comparative net cost index ex-
ists or can be devised. Even though our Committee has concluded that
improvement is possible without undesirable departures from con-
venience and understandability, we recognize that for many purchasers,
especially those buying policies with relatively modest outlay, the diffi-
culty of grasping the concepts of any more elaborate method may create
misunderstanding rather than enlightenment.

Before attempting to reach its conclusions our Committee studied
four preliminary questions which may be stated as follows:

I. Is any cost exhibit justifiable in view of the changeable nature
of dividends on participating policies?

II. What are the criteria that a method should aim to satisfy?
Ill. What are the pros and cons of the various categories of method

that have been suggested?
IV. What specific range of information is needed to provide suffi-

cient opportunities for the comparisons that people may wish
to make?

A review of each of these questions now follows.

7
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I. IMPLICATIONS OF THE USE OF CURRENT
DIVIDEND SCALE ILLUSTRATIONS

It is well known that to reflect changes in investment, mortality and
expense results companies must frequently change the scale of divi-
dends they pay on participating policies. This raises questions about
the usefulness of any cost exhibit based upon illustrated dividends. This
matter has importance in two separate areas: the comparison of non-
participating with participating, and of participating with participating.

A cost index is of, at best, moderate validity when one of two poli-
cies being compared is non-participating, the other participating. This is
because the elements being compared are unlike - one is entirely a
guarantee, the other a mixture of guarantees and non-guarantees. When
both the policies compared are participating, although the dividends
themselves are likely to change considerably in even a short period of
years, the Committee feels a buyer may attach some significance to
company net cost differences provided (1) the observed differences are
large, not small, and (2) the period over which comparison is made
is not excessively long.

Our Committee's belief is that the correlation of actual company cost
rankings with the rankings determined by current scale dividends at
the beginning of the period is good enough to make comparisons worth-
while, but not good enough to justify elaborate comparison processes.
Furthermore, it is judged inadvisable to use periods of comparison that
exceed twenty years.

I1. THE CRITERIA THAT A METHOD SHOULD AIM
TO SATISFY

The paramount criteria in our view are that the method be valid and
not misleading, that its rationale and its arithmetical steps be under-
standable to non-insurance people, that it make allowance for when
money is paid recognizing that a dollar payable in the future is not
equal to a dollar payable today, and that it employ the minimum of
arbitrary assumptions.

Criteria of less importance - that is, desirable rather than essential
features - are that calculations be convenient to make, that they use
information that can be provided without burdensome expense, and
that they facilitate comparisons between different types of policy as
well as between nearly identical policy forms.

a
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A member of our Committee, C. L. Trowbridge, F.S.A., composed

a statement of criteria entitled "Characteristics of An Ideal Method
of Price Illustration for Insurance Products." Because Committee mem-
bers considered it such a valuable contribution it is reproduced as
Appendix A.

lI. A REVIEW OF THE VARIOUS CATEGORIES OF
COST COMPARISON METHOD THAT HAVE
BEEN SUGGESTED

The many methods that have been used or suggested can be classi-
fied in several ways. In this report the categories will be the following
three:

A. Methods that Determine an Insurance Cost Index, Having As-
sumed An Interest Rate;

B. Methods that Determine An Interest Yield Rate, Having *As-
sumed a Cost of Insurance;

C. Methods that Relate the Values of Amounts Paid by the Company
to Amounts Paid by the Policyholder.

We shall now describe the major methods extant in these categories,
with observations on their histories and our Committee's views on their
usefulness.

It is necessary first to bring up a fundamental question concerning
the separation of a life -r endowment policy into a decreasing risk ele-
rment and an increasing savings element. This is a common textbook
process that gives useful insight into how a life insurance policy works.
But a danger is observed that use of such analysis may create misun-
derstanding rather than enlightenment. A life insurance policy is
designed to be and has been consistently interpreted by courts as a
single entity. This single entity offers rights and benefits beyond those
that are available to persons who buy a decreasing term policy and
build a savings fund independently thereof.

Our Committee, therefore, feels that the more a particular cost
method highlights the separation of decreasing term and increasing
savings, the less desirable it is, provided there exists some valid cost
method that avoids such emphasis. This has been one of our guideposts
in the selection of the method we consider most suitable.

9
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The procedures for calculating a cost index by most of the methods
to be described in this report will be illustrated by performing the
arithmetic for the following hypothetical whole life policy:

Amount of Insurance: $10,000
Issue Age: 35 years
Annual Premium: $240

Annual Dividend: $18 at the end of the first year increasing by $6
each year to $132 at the end of the twentieth year

Cash Values: None for the first year; increasing thereafter by $190
each year to $3,610 for the twentieth year.

A. Methods That Determine an Insurance Cost Index,
Having Assumed an Interest Rate

1. Traditional Method (already described)

The so-called Average Annual Insurance Cost for the chosen period
is defined as the sum of the premiums, less the sum of the dividends, less
the cash value (and any terminal dividend) available at the end of the
period, all divided by the number of years in the period.

The interest rate implicit in this approach is zero percent.

Using the data of our hypothetical policy:

For the First For the First
10 Policy Years 20 Policy Years

Sum of Premiums $2,400 $4,800
Less Sum of Dividends 450 1,500

1.950 3,300
Less Cash Value 1,710 3,610

240 - 310

Insurance Cost per Year $24.00 -$15.50
Insurance Cost per Year

Per Thousand of Insurance $ 2.40 -$ 1.55

2. -InterestAdjusted Method

This method has no formal history but undoubtedly has been used
on many occasions by persons interested in comparing policies.

10
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The procedure is the samc as for the Traditional Method except in

three respects:

(i) instead of being added, the premiums are accumulated with in-
terest at a rate representative of what the purchaser might count on
obtaining in a personal investment of equivalent security and sta-
bility;
(ii) likewise, the dividends, instead of being summed, are accumu-
lated at the same interest rate as in (i);
(iii) instead of dividing by the number of years, the net amount of
accumulated premiums less accumulated dividends less cash value
is divided by the amount to which a dollar paid at the beginning of
each year will accumulate during the period, using the same interest
rate as in (i) and (ii).
Applying this to our hypothetical policy, and selecting 4% per year

as the interest rate:

For the First For the First
10 Policy Years 20 Policy Years

Accumulated Premiums $2,997 $7,433
Less Accumulated Dividends 517 2,003

2,480 5,430
Less Cash Value 1,710 3,610

770 1,820
Accumulation of One Dollar per

Year at 4% Interest 12.486 30.969

Cost Index, Per Year- 61.67 58.77

Cost Index, Per Year Per
Thousand of Insurance $6.17 $5.88

If, as is usually the case, the policy calls for level premiums during
the period of analysis, the arithmetic can be shortened. The Cost Index
per Year would be the amount of one premium, less the result obtained
by adding together the accumulated dividends and the cash value, and
dividing the sum by the accumulated value of one dollar per year at the
interest rate selected.

The merits of this method are discussed in the section of this report
entitled "Committee Conclusions."

The procedure that goes by the name "One-Thirtieth Method" is an
approximation to the Interest-Adjusted Method. The approximation
involved is in using each company's published dividend accumulation
in lieu of making this computation as provided in step (ii). If the period
is twenty years, the divisor used in step (iii) of the procedure is 30.

11
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The only advantage -of the One-Thirtieth Method over the more ac-
curate Interest-Adjusted Method is that the One-Thirtieth Method can
readily be applied to customarily published data without the aid of
a calculating machine.

The Interest-Adjusted Method is the same as the method called Equal-
ized Cost Method in the volume - Cost Facts on lfe Insurance -
published in 1969 by the National Underwriter Company.

3. Professor Ryall's Method

The method developed by Professor P. L. J. Ryal*, published in
Volume XXI of the Transactions of the Society of Actuaries, is similar
to the Interest-Adjusted Method except that it allows for mortality as
well as interest, i.e. it recognizes the effect of the gradually declining
number of policyholders resulting from deaths occurring in each policy
year. The method also permits differentiation between companies with
different practices in payment of first year dividends and mortuary
dividends.

To illustrate Professor Ryall's method for the first 20 policy years of
our hypothetical policy, we use the basis (1958 CSO Mortality Table,
4% interest) and the procedure described in his paper.

Annual Premium $240
Deduct Equivalent 20-Year Level Dividend 63

177

Deduct Annual Equivalent of 20th Year
Cash Value 107

Insurance Cost per Year 70
Insurance Cost per Year per Thousand

of Insurance $ 7

At issue ages below about age 45 the index obtained by Professor
Ryall's method places companies in almost the same position relative to-
each other as the Interest-Adjusted Method does. At higher issue ages
the mortality factor does have impact upon company rankings.

*Prolessor P. L. I. Ryall, AS.A., Assistant Prolessor, Department ol Mathe-
matics, University o/ Toronto, Toronto 5, Ontario

12
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Introduction of the mortality element into the calculation of the

equivalent level dividend and the annual equivalent of the 20th year cash
value makes the concept less easy to grasp and requires factors not
usually available. It also raises the serious question whether araverage
mortality rate applicable to a large group has meaning for any one
particular individual.

4. Professor Joseph M. Belth's Level Price Method

The method, developed by Professor Belth* and described in his book
"The Retail Price Structure in American Life Insurance" and elsewhere,
computes Yearly Price as

Previous year's cash value plus the annual premium plus interest for
one year on both these amounts, less current year's cash value and
current year's dividend,

then calculates a Yearly Amount of Protection, defined as

Face amount of insurance less the previous year's cash value, less the
annual premium, less interest for-one-half year on ea':h of these last
two items,

and finally develops Level Price as

Sum of the Yearly Prices, each discounted to the-policy issue date
with allowance for interest, mortality and lapse, all divided by the
sum of the Yearly Amounts of Protection, each similarly discounted
to the policy issue date with allowance for interest, mortality and
lapse.

We have applied the Level Price Method to our hypothetical policy
using 4% interest and the mortality and lapse factors that appear on
page 292 of "The Retail Price Structure in American Life Insurance."
The calculations, set forth in Appendix B of this report, produce the
following Level Prices per $1,000 of protection:

For the first 10 policy years $7.32

For the first 20 policy years $7.47

The Committee's view is that the yearly prices developed by this
method can give valuable insight to students of life insurance. But
this method raises an even more serious question than does Professor
Ryall's method about applicability of group averages to an individual,
because this method employs average lapse rates as well as average
mortality rates.

*Professor Joseph M. Belth, Ph.D., Professor of Insurance, Graduate School
of Business, Indiana University, Bloomington, Indibna
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The Committee considers furthermore that the mathematics of the
Level Price Method is subject to legitimate objection (see Method 5
below), that the Method is too complicated for widespread use and
general understanding, and that it relies too heavily upon separation
of a policy into protection and savings elements.

In a paper written jointly by Professor Belth and E. J. Moorhead
published in the December 1965 issue of The Journal of Risk and In-
surance (Volume XXXII, No. 4) it was indicated that substantial cor-
relation appears to exist between company rankings by the Level Price
Method and the One-Thirtieth Method, the latter being a close relative
of the Interest-Adjusted Method. For the particular companies selected
for that study there was a marked absence of correlation between com-
pany rankings by the Level Price Method and the Traditional Method.

S. Lewis Modification of Level Price Method

In a review of Professor Belth's book that appears in Volume XIX
of the Transactions of the Society of Actuaries it was stated that the
Level Price Method contains a mathematical flaw which causes level
prices that ought to be identical to show discrepancies of not inconsider-
able size. A Milwaukee actuary, Clair A. Lewis, F.S.A., put forward a
method that removes these discrepancies and eliminates one step, that
of calculating the yearly amounts of protection.

Mr. Lewis' method produces the following results for our hypotheti-
cal policy using the same interest, mortality and lapse factors as in 4.
above:

For the first 10 policy years $7.95
For the first 20 policy years $8.70

It is noted that this method removes only one of the several objec-
tions to the Level Price Method described earlier in this report.-

6. Benefits Cost Method

This method, first set forth in the National Underwriter Company's
1969 book "Cost Facts on Life Insurance" is an extension of Professor
Belth's Level Price Method. After yearly prices as described in 4.
above are calculated, each of these prices is reduced by an amount
considered to represent the portion of the year's premium needed to
pay death claims in the current year. Then an averaging procedure is

14
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applied to the series of yearly prices less mortality costs.

The intent of the Benefits Cost Method is to implement the following
observation made by E. J. Moorhead in his 1967 review of Professor
Belth's book "The Retail Price Structure in American Life Insurance"
(T.S.A., Volume XIX, pages 25-26):

"To this reviewer it seems that the level-price calculation suffers
from a basic defect. The defect is that 'price' in the author's concept
is a mixture of two elements that are quite different from each other
and that should not be thrown together in what is described as a
highly refined method of price analysis. These two elements are (1)
the individual policyholder's contribution to the fund which is forth-
with divided among the beneficiaries of those who die during the
current policy year and (2) the individual's contribution to the oper-
ating expenses, contingency reserves, and profits of the life insurance
company.

"This suggests that the problem could be eliminated or greatly re-
duced by subtracting from the yearly price per $1,000 of protection
by the Belth definition the mortality rate on a modern select mor-
tality table and comparing only the residue expressed in dollars."

The Committee's view is that the Benefits Cost Method is subject to
the same objections as the Level Price Method.

7. Present Value of Premiums Method Developed by C. L. Trowbrldge

At the Committee meeting on March 19, 1969, Mr. Trowbridge pre-
sented the Present Value of Premiums Method. As described by him:

',"The basic price index is the present value of all future premiums,
discounted at both interest and mortality but not for voluntary with-
drawal. Dividends on participating policies are viewed as a return of
premiums, and their present value is therefore deducted in computing
the price index (though an indication is called for that dividends are
not guaranteed).

"To make price comparisons between companies meaningful there
must be agreement as to the interest rates and the mortality table
used in the present value computation.

"Comparisons on the basic price index alone would be meaningful
so long as the policies being compared have the same death or en-
dowment benefits; it is not required that their premium payment pat-
terns be alike. The price index for a policy already in force (for use
in replacement situations) is the present value of future premiums
less dividends at the attained age, plus any current cash value."

15
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0

Mr. Trowbridge's method produces the following results for our hypo-
thetical policy assuming the annual dividend increases by $3 each year
after the twentieth year and using the 1958 CSO Mortality Table and
4% interest:

Present Value of Premiums $2,904.52
Present Value per Thousand of Insurance $ 290.45

Mr. Trowbridge also stated how the method could be extended to
accommodate differences in death and endowment benefits between the
policies being compared.

While this index accomplishes good purposes in treating the policy as
a single entity 'and avoiding the artificial assumption of surrender at
the end of a particular period it does require laborious calculations
and use of illustrative dividends extending over the entire life of the
policy.

B. Methods That Determine an Interest Yield Rate,
Having Assumed a Cost of Insurance

1. Mr. Linton's Method

In the pioneer studies by M. Albert Linton, F.S.A.0, that appeared
many times between 1927 and 1963, comparison was made between the
results at the end of a specified period of having placed a stated annual
amount in either (a) the premium less the dividend for a whole life
policy, or (b) part in the premium less the dividend for a term insurance
policy, the remainder in an outside savings fund. The amount of term
insurance each year is made equal to the face amount of the whole life
policy less the current amount of the savings fund; thus the total amount
payable in event of death is approximately the same under (a) or (b).
By repeated trials it is determined what compound interest rate would
have to be earned on the savings fund so that the fund at the end of
the period would be equal to the cash value of the whole life policy.

A major difficulty in using this method is that the interest yield de-
pends heavily upon the level of premiums assumed for the term insur-
ance. Furthermore, even though the two propositions are by definition
equivalent at the end of the selected period they will not usually pro-
duce identical returns if the policyholders terminate the two plans
before the end of the period.

*For many years President, Provident Mutual Life Insurance Company, Phil-
adeiphia, Pennsylvania
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Mr. Linton designed his method to illustrate the comparative merits
of ordinary life and term insurance. It was not his purpose to provide a
means for comparing policy costs between different companies.

2. Professor SchwarzeIld's and Other Modifications of the Linton
Method

In 1967 Professor Stuart Schwarzchild, Ph.D.,* published a refined
version of Mr. Linton's method. He set forth a procedure by which
electronic equipment could be used to compare the financial effects of
various life insurance purchase alternatives. His formulas are published
in Volume XXXIV, No. 3 (September 1967) of the Journal of Risk and
Insurance,/and various results in Volume XXXV, No. 4 (December
1968) of the same publication.

Also in Volume XXXV, No. 3 (September 1968) of that publication
Messrs. J. Alan Lauer, F.S.A.*, and J. Stanley Hill, F.S.A.**, offer
comments on Professor Schwarzchild's approach and suggest alterna-
tives.

C. Methods That Relate the Values of Amounts Paid by the
Company to Amounts Paid by the Policyholder

1. Benefit-to-Premium Ratio Method

This is an adaptation of the "loss-ratio" index commonly used for
short-term insurance in the health or property insurance field, whereby
incurred benefits are compared with corresponding earned premiums
less policyholder dividends, or alternatively incurred benefits plus policy-
holder dividends are compared with corresponding earned premiums.

To adapt this index to level premium life insurance it is necessary to
discount deferred benefits, premiums and policyholder dividends for
interest, mortality and lapse.

This method has been thoroughly examined by Professor Belth in a
paper published in Volume XXXVI, No. 1 (March 1969) of the Journal
of Risk and Insurance. It necessitates decisions as to the mortality, lapse
and interest rates considered appropriate, and then requires extensive
calculations. Furthermore in its normal form it calls for use of dividends

*Professor of Insurance, Georgia State College, Atlanta, Georgia
**Then Assistant Actuary, Provident Mutual Life Insurance Company,

Philadelphia, Pennsylvania
***Then Senior Vice President, Minnesota Mutual Life Insurance Company,

St. Paul, Minnesota
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on participating policies extended to the end of the longest period during
which any policy may remain in force. As already stated, our Committee
considers this highly undesirable.

On the other hand it does reflect the policy values for all years, not
just the cash value at the end of the period studied.

2. Excess of Value of Premiums Over Value of Benefits

Professor Belth has pointed out that instead of calculating the ratio
of the discounted values of benefits to the discounted value of premiums
one can obtain an index by subtracting the former from the latter. This
approach is of course subject to the same objections as in the Benefit-to-
Premium Ratio above.

3. Method Suggested by Mr. Harold W. Baird

In 1969 Mr. Baird* recommended consideration of three cost indices,
as follows:

Death Benefit Index = Face Amount X 100
Accumulated Premiums less Dividends

Survival Benefit Index = Cash Value
Accumulated Premiums less DividendsX 100

Combined Value Index = Average of these, weighted by the respec-
tive probabilities of dying and surviving

Mr. Baird has emphasized that he does not intend his method as a
device to express the exact "cost" of life insurance to any specific buyer.
Rather, it is an attempt to devise a fair method of expressing relative
"value" to the buyer as between two contracts.

For our hypothetical policy, the calculations for Mr. Baird's method
are as follows:

At the At the
End of End of

10 Years 20 Years

A. Death Benefit $10,000 $10,000
B. Premiums less Dividends

Accumulated at 4% Interest 2,480 5,430
Death Benefit Index

(A/B x 100) 403.23 184.17
C. Guaranteed Cash Value 1,710 3,610

Survival Benefit Index
(C/B X 100) 68.95 66.48

*Mr. Harold W. Baird, C.L.U., Superintendent of Agencies, Northwestern
Mutual Life Insurance Company, Milwaukee, Wisconsin.
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The Combined Value Index depends upon the proportions of policy-
holders assumed to die or to survive. If the 1958 CSO Mortality Table,
issue age 35, is used, then the Death Benefit Index would be assigned a
weight of 3.47 % for the 10-year period, I 1.12% for the 20-year period.
The corresponding weights for the Survival Benefit Index would be
96.53% and 88.88% respectively.

Applying these weights to the above Death Benefit Index and Survival
Benefit Index produces these results:

Combined Value Index 80.55 79.57

In an index of this nature a higher figure indicates a more attractive
value.

IV. THE INFORMATION NEEDED FOR ADEQUATE
COMPARISON

It must first be emphasized that price information does not give the
final answer in selecting the company in which to insure. The insuring
public has long recognized this and has rightly attached primary
importance to the assurance of stability and to the capacity of the com-
pany and its agents to provide needed service. These are essentials in
discharging the complex series of promises extending across generations
that are stated or implicit in a life insurance policy.

A cost index may indeed be useful as a provider of capsule price
information, but by itself it is not sufficient. Adequate comparisons
require in addition at least the following items of information:

(1) The gross premium charged;
(2) The surrender values for each of the first few policy years sepa-

rately, and then at intervals not greater than 5 years until the
twentieth year;

(3) The dividends illustrated at the same points as in (2);
(4) Particulars of special policy features that .may differ between

one policy and another, and supplementary coverages such as
- benefits payable in event of disability.

All this is needed to ensure that a cost index will not erroneously be
believed to give, by itself, the information that a buyer should have
when he wishes to make comparisons.

The information described above has consistently been available to
policyholders and prospective policyholders for many, many years. It
provides the surest method for a person to know what he or she is buying.

19
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COMMITTEE CONCLUSIONS

From the outset our Committee realized that although no completely
satisfactory method has been advanced or is likely to be, a practical
improvement over the Traditional Method is achievable. The largest
question that has occupied us through our meetings and supplementary
correspondence has been how far to go in introducing refinements.

A second question has been whether the use of two methods might be
desirable - one for persons desiring to appraise a life insurance policy
in terms of its attractiveness if kept in force until its maturity by death
or endowment, the other designed particularly for those who attach
greater importance to the cash values that it provides.

Thirdly, it was necessary to evaluate whether, in valuing dollars
payable in the future, allowance should be made for the effect of interest
(i.e. time of each payment) alone, or for the effect also of the decreased
numbers of people to whom future payments would be made because
some had previously departed from the original group either voluntarily
or by death.

Our conclusion on each of these questions was:

(1) A sufficiently useful yardstick for comparison is available with-
out sacrificing understandability by introducing complex cal-
culations. As already stated, the transitory nature of dividend
scales makes complete accuracy unattainable regardless of the
method used.

(2) Puuing forward a choice of methods is tempting but unwise. To
do so would inevitably complicate a subject that greatly needs
to be kept straightforward.

(3) Allowance should, in our opinion, be made in the cost index for
time because the value of money in terms of the interest it can
earn is too important to ignore. On the other hand, allowance
need not be made for reduction in numbers of people due to
death because except at the more advanced issue ages the effect
upon company rankings of such an adjustment is minor. Allow-
ance should not be made for reduction in numbers of people
due to voluntary termination because in the first place the con-
tingency is one that is within the control of the purchaser, and
in the second place the voluntary termination rate is excessively
volatile. Policy A may appear more attractive than Policy B
using one set of termination assumptions, but less attractive using
another set, there being no good criterion for determining which
set is the more appropriate of the two in individual situations.
Furthermore, as already stated, average rates of mortality and
of policy termination have no direct applicability to any particu-
lar individual person.
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Our Committee has concluded that the method called in this report
the Interest-Adjusted Method is the most suitable of all those of which
we have knowledge. Our principal reasons for this opinion are:

(I) It takes time of payment into account.
(2) Of all the methods that take time of payment into account it is

the easiest to understand.
(3) It is possible to use this method without having recourse to

advanced mathematics.
(4) It does not suggest a degree of accuracy that is beyond that

justified by the circumstances.
(5) It is sufficiently similar to the Traditional Method so that transi-

tion could be accomplished with minimum confusion.

The steps required to apply the Interest-Adjusted Method to a policy
with level annual, premiums are as follows:

I. Select the period over which the analysis is to be made. In prac-
tice standardization using ten and twenty years is desirable. For
periods shorter than ten years an index offers no advantage over
what can be learned from direct inspection of the figures for
individual years. Comparisons for periods longer than twenty
years have, as already stated, too little significance to be advisable.

2. Select the interest rate to be used. Although it must be recognized
that an interest rate that is appropriate for one individual may be
inappropriate for another, a reasonable choice for general use is a
rate close to the after-tax rate readily obtainable over a period of
years on accounts in savings institutions.
Currently a rate of 4% per year seems generally suitable. At first
sight this seems low, but not so when it is realized that the selected
rate must be reasonable for savings made gradually over a con-
siderable period. This is quite different from the rate that applies
at a particular time such as the day or month when the policy is
issued.

3. Accumulate the annual dividends, if any, at interest to the end of
the selected period, and add to them the cash value (and terminal
dividend, if any) available at the end of the period.

4. Divide the result of Step 3 by an interest factor that converts it
into a level annual amount accruing over the selected period. If
the period is 20 years and the interest rate is 4%, this factor is
30.969, or, with sufficient accuracy, 31.

5. Subtract the result of Step 4 from the annual premium*. This is
the Interest-Adjusted Cost. Divide by the number of thousands of
the amount of insurance to arrive at the Interest-Adjusted Cost per
thousand.

*This is the procedure when the premium is level throughout the period of
analysis. If the premium is not level, an equivalent level premium is de-
termined by accumulating the premiums at interest to the end ol the period
and dividing the result by the factor stated in Step "4.
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Appendix C of this report gives a series of comparisons of results
obtained by the Traditional Method and by the Interest-Adjusted
Method. It is noteworthy that many company rankings remain about
the same under either method, but there are enough substantial changes
to justify making allowance for interest by using the Interest-Adjusted
Method instead of the Traditional Method.

This Committee feels that the Interest-Adjusted Method makes avail-
able a method that is adequate in view of the imponderables stated in
this report, and that is less subject to criticism than the Traditional
Method.

Whenever the Interest-Adjusted Method is used, the interest rate
should be specified.

We reiterate for emphasis that this or any other cost index is not
appropriate as a substitute for adequate information to the prospective
buyer about the provisions of the policy and the pattern of premiums,
cash values and dividends from which the cost index was calculated.

Even such information will not necessarily indicate for any particular
person what his choice should be. The purchase of a policy commands
not only the dollar benefits stated in the policy but also, and most
importantly, the services of the agent and the company that issues it.
These services are of tremendous value to the policyholder; differences
in the quality of these services are far more important than moderate
differences in apparent cost.

May 4,1970

JOINT SPECIAL COMMITTEE ON LIFE

INSURANCE COSTS

Committee Members
James N. Ackerman, Bankers Life Insurance Company of Nebraska
Harry E. Atwood, Northwestern National Life Insurance Company
Joseph B. Crimmins, Metropolitan Life Insurance Company
Kenneth C. Foster, The Prudential Insurance Company of America
D. Edward Hudgins, Jefferson Standard Life Insurance Company
Daniel J. Lyons, The Guardian Life Insurance Company of America
J. Edwin Matz, John Hancock Mutual Life Insurance Company
Willis H. Satterthwaite, The Penn Mutual Life Insurance Company
Armand C. Stalnaker, General American Life Insurance Company
C. L. Trowbridge, Bankers Life Company
E. J. Moorhead, (Chairman), Integon Life Insurance Corporation
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APPENDIX A

Characteristics of an Ideal Method of Price Illustration
for Insurance Products

Theoretical Considerations

An ideal method of price illustration should meet all reasonable
tests of theoretical accuracy. Some of these are as follows:

a. The method should not violate established principles of what
the contract sold actually is. Methods that fragment an essen-
tially indivisible product irto arbitrary parts are vulnerable on
this score.

b. The method should have an absolute minimum of arbitrary
assumptions, particularly those that can be attacked as likely
to be contrary to fact.

c. The method should involve a minimum of approximation
unless it can clearly be shown that any error is trivial.

d. The method should neither understate nor overstate price dif-
ferences, either in dollar amount or as a percentage of the
price itself.

Practical Considerations

1. An ideal method should meet reasonable tests of simplicity and
understandability. The most important of these appear to be:

a. The price illustrated must be in terms with which both agents
and the public are familiar in the pricing of other products.
Dollars per unit per year or an annual rate of compound
interest may meet these qualifications; but more sophisticated
illustrations may not.

b. The price calculation itself must be simple if the agent is to
perform it, and the necessary input must be available to him.
If the calculation is to be made by home offices or by insurance
services, the principles of the calculation must be simple (even
if the arithmetic may be arduous) in order that the public can
understand.
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2. An ideal method should also be general enough that it would be
applicable to any comparison the buyer has logical reason to make.
The most usual use of price illustrations may be in the compari-
son of similar new contracts or policies offered at any one time by
competing insurance companies. Here the generality criterion is
well met if the illustration method is equally applicable to most-
kinds of contracts or policies typically offered. There are, how-
ever, other logical price comparisons, and a really satisfactory
price illustration method should be also applicable to the fol-
lowing:

a. Comparison of dissimilar contracts offered by the same insur-
ance company.

b. Comparison of contracts not necessarily similar offered by
competing insurance companies.

C. L. Trowbridge
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APPENDIX B

Arithmetic of Belth Level Price Metnod Applied to Hypothetical Pc!icy of This Report

Steps to Develop Yearly Pric per $1,000 of Protection

(1)
Previus year

Cash Value
Plus Anal

Premim
$ 240

240
430
620
810

1.000
1.190
1,380
1,570
1,760
1.950
2,140
2,330
2.520
2.710
2,900
3,090
3,280
3,470
3.660

Current Yea
Cash Vain

Plus DMidend
$ 18

214
410
606
802
998

1.194
1,390
1,586
1,782
1.978
2,17a
2,370
2,566
2.762
2,958
3,154
3,350
3.546
3,742

Oe-Half Year's
interest on

(1)
$5

5
9

12
16
20
24
28
31
35
39
43
47
50
54
58
62
66
69
73

Column (4) equals Column (1) + [2 x Column (3)] - Column (2).

Pndl
-Prection

$232
36
38
38
40
42
44
46
46
48
50
52
54
54
56
58
60
62
62
64

(figures rounded to dollars)

(5)
Amut

of
protection

$9,755
9,755
9,561
9,368
9.174
8,980
8,786
8,592
8,399
8,205
8,011
7,817
7,623
7,430
7.236
7,042
6,848
6,654
6.461
6,267

YPrl PriceperlS1.00 of

$23.78
3.69
3.97
4.06
4.36
4.68
5.01
5.35
5.48
5.85
6.24

.6.65
7.08
7.27
7.74
8.24
8.76
9.32
9.60

10.21

Cl)Fater to

1.000
.91272
.85041
.79631
.74775
.70344
.66261
.62525
.59041
.55790
.52751
.49910
.47201
.44663
.42239
.39961
.37782
.35695
.33697
.31785

Column (5) equals 10,000 - Column (1) - Column (3).

Column (7) provides the weighting with allowance for mortality, lapse and 4% interest.

Arithmetic of Beith Level Price Method

Steps to Develop Level Price per $1,000 of Protection from Yearly Prices on Preceding Page

10 Years

A. Sum of Products of Column (7) x Column (4)

B. Sum of Products of Column (7) x Column (5)

Level Prices per $1,000 (1.000 x A/B)

498.7422

68,156.1979

$7.32

Policy
Year

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

20 Yeam
733.5433

98,202.1918
$7.47
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APPENDIX C

Illustrative Insurance Costs by Traditional
and Interest-Adjusted Methods

Non-Participating, Age 25

TRADITIONAL METHOD
Cost RN*COMPANY

A
B
C
D
E
F
G
H
I

J
K
L
M
N
0
P
Q
R
S
T
U
V
W
X
Y
z
AA
BB
Cc
DO
EE
FF
GG
HH
II

Average

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

iNTEREST-ADIUSTED
METHOD 44%)

Cost Ibik
$-.75
-. 20

.44

.47

.52

.53

.55

.55
.60
.66
.72
.85
.90
.95

1.00
,1.03

1.07
1.09
1.10
1.12
1.15
1.19
1.25
1.27
1.28
1.38
1.44
1.48
1.55
1.58
1.62
1.64
1.68
1.90
1.94

$1.02

1
3
6
8
2
9

12
5

10
11
4

14
18
16
17
20
23
21
28
22
7

13
24
26
25
33
31
29
27
15
19
32
30
34
35

The above figures are 20-year average annual Insurance Costs per
$1,000 for a $10,000 whole life policy or near equivalent, using 1969
data for thirty-five large companies. This exhibit is purely for the purpose
of showing how much a company's rank is affected by a change of method.
This listing is not sufficiently homogeneous to be used for other purposes.

26

$4.33
4.67
4.94
5.00
4.47
5.05
5.08
4.85
5.06
5.07
4.81
5.26
5.42
5.38
5.39
5.44
5.55
5.52
5.67
5.55
4.98
5.17
5.55
5.64
5.57
5.90
5.87
5.78
5.66
5.30
5.43
5.89
5.82
5.96
6.00

$5.34
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Non-Participating, Age 35

TRADITIONAL METHOD
Cost RankCOMPANY

A
E
B
D
G
F
K
I

C
J

U
M
H
L
S
P
Q
N
T
DD
EE
R
0
V
AA
X
z
y
BB
FF
GG
CC
HH
W
II

Average

$ .31
.66
.93

1.45
1.51
1.52
1.71
1.77
1.85
1.89
1.91
1.93
1.95
1.99
2.01
2.04
2.13
2.14
2.22
2.23
2.25
2.26
2.28
2.33
2.45
2.53
2.53
2.55
2.60
2.64
2.67
2.76
2.89
2.95
3.15

$2.09-

INTEREST-ADJUSTED
METHOD (4%)

Cost Rank

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

$6.92
7.14
7.36
7.51
7.57
7.59
7.32
7.74
7.85
7.81
7.26
7.97
7.71
7.91
8.14
7.96
8.13
8.07
8.15
7.47
7.62
8.19
8.20
7.78
8.38
8.43
8.59
8.31
8.36
8.47
8.39
8.39
8.45
8.71
8.71

$7.96

The above figures are 20-year average annual Insurance Costs per
$1,000 for a $10,000 whole life policy or near equivalent, using 1969
data for thirty-five large companies. This exhibit is purely for the purpose
of showing how much a company's rank is affected by a change of method.
This listing is not sufficiently homogeneous to be used for other purposes.
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12
15
14
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11
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Non.Partlcipating, Ap 55

TmITOMAL MI'RO0
Cost RakCOMY

K
DD
EE

A
D
B
G
S
E
F
U
V
N-
J
P
GG
M
Q
T
H
R
L
0
FF
X
I

AA
Y
W
BB
NH
cc
C
Z

Average

$14.78
15.01
15.02
15.34
15.37
15.47
15.57
15.86
15.92
16.01
16.02
16.08
16.10
16.20
16.21
16.26
16.28
16.29
16.34
16.35
16.38
16.73
16.87
16.94
17.09
17.11
17.15
17.15
17.27
17.52
17.53
17.53
17.60
17.89
18.18

lNTEM MI-DUSTE
MTRNO0 14%)

Cost ft
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

$23.65
23.48
23.68
24.97
24.58
25.16
24.78
25.32
25.39
25.41
24.57
24.70
25.19
25.27
25.28
25.35
25.49
25.50
25.43
25.19
25.47
25.80
25.94
26.10
26.25
26.35
25.99
26.25
26.25
26.36
26.37
26.21
26.38
27.05
27.58

$25.51

The above figures are 20-year average annual Insurance Costs per
$1,000 for a $10,000 whole life policy or near equivalent, using 1969
data for thirty-five large companies. This exhibit is purely for the purpose
of showing how much a company's rank is affected by a change of method.
This listing Is not sufficiently homogeneous to be used for other purposes.
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Participating, Age 25 (Male)

COMPANY
A
B
C
D
E
F
G
H

J

K
L
M
N
0
P
Q
R
S
T
Ul-

V
W
X
Y
z
AA
BB
CC
DD

EE
FF
GG
HH
II
JJ

KK
LL
MM
NN

Average

TRADITIONAL METHOD
Cost Rank

$-3.46
-3.25
-2.72
-2.64

- -2.62
-2.56
-2.53
-2.48
-2.26
-2.24
-2.22
-2.18
-2.12
-2.06
-2.02
-2.01
-1.92
-1.92
-1.82
-1.82
-1.73
-1.71
-1.66
-1.66
-1.57
-1.52
-1.50
-1.49
-1.41
-1.41
-1.33
-1.27
-1.27
-1.25
-1.13
-1.12
-1.04
- .75
- .48
- .22

$-1.81

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

INTEREST-ADJUSTED
METHOD (4%)

Cost Rank

$2.64
3.26
3.08
3.01
3.04
3.55
3.22
3.51
3.50
3.35
3.55
3.26
3.44
3.99
3.77
3.74
3.66
3.59
3.93
3.67
3.96
3.91
4.01
3.97
3.82
3.99
4.60
3.90
4.66
4.07
4.69
4.55
4.39
4.27
4.64
4.56
4.62
4.94
4.09
4.82

$3.88

1
7
4
2
3

13
5

11
10
8

12
6
9

26
18
17
15
14
22
16
23
21
27
24
19
25
34
20
37
28
38
32
31
30
36
33
35
40
29
39

The above figures are 20.year average annual Insurance Costs per
$1,000 for a $10,000 whole life policy or near equivalent, using 1969
data for forty large companies. This exhibit is purely for the purpose of
showing how much a company's rank Is affected by a change of method.
This listing is not sufficiently homogeneous to be used for other purposes.
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Participating, Age 35

TRADITIONAL METHOD
CoSt RankCOMPANY

A
C
a
D
E
F
G
H
I

K
L
J

0
T
M
P
AA
N
z
U
X
V
R
S
Q
W
Y
FF
JJ
DD
BB
HH
GG
CC
Ii
MM
KK
EE
LL
NN

Average

-. 30
-2.99
-2.98
-2.65
-2.61

-2.57
-2.45
-2.28
-2.27
-2.19
-2.03
-1.97
-1.94
-1.94
-1.84
-1.81
-1.78
-1.74
-1.67
-1.65
-1.64
-1.59
-1.58
-1.44
-1.42
-1.40
-1.34
-1.28
-1.14
-1.12
- .98
- .97
- .94
- .66
- .61
-. 48
-. 43
-. 34

.03

.18

$-1.60

INTEREST-ADJUSTED
METHOD (4%)

cost I
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

$4.54
4.55
-5.18
4.79
4.79
5.27
5.00
5.51
5.30
5.44
5.08
5.31
5.63
5.40
5.45
5.66
6.13
6.15
5.61
5.84
5.75
5.80
5.64
5.99
5.89
6.01
5.68
6.45
6.32
5.97
6.08
6.27
6.37
7.26
6.87
5.74
6.92
7.38
7.40
6.93

$5.83

The above figures are 20-year average annual Insurance Costs per
$1,000 for a $10,000 whole life policy or near equivalent, using 1969
data for forty large companies. This exhibit is purely for the purpose of
showing how much a company's rank Is affected by a change of method.
This listing is not sufficiently homogeneous to be used for other purposes.
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1
2
7
3
4
8
5

14
9
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6
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20
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Participating, Age 55

TRADITIONAL METHOD
Cost RankCOMPANY

A
H
C
T
D
E
G
F

B

K
P
M
U
0
R
V
AA
EE
W
J
L
X
S
MM
Q
BB
JJ
z

'FF
HH
CC
GG
Y
II
N
KK
DD
LL
NN

Average

$ 4.84
5.59
6.51
6.78
6.89
7.01
7.12
7.38
7.43
8.10
8.30
8.40
8.44
8.48
8.57
8.82
8.84
8.96
9.10
9.27
9.42
9.61
9.71
9.72

10.25
10.52
10.91
10.92
10.94
11.00
11.07
11.23
11.36
11.45
11.79
12.02
12.39
12.57
12.63
12.93

$ 9.43

INTEREST-ADJUSTED
METHOD (4%)

Cost Rank
1
2
3
4
5
6
7

' 8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

$16.88
17.76
18.14
18.47
18.64
18.61
18.63
19.18
19.03
19.54
20.08
19.86
19.61
20.26
20.59
19.96
20.18
20.88
21.58
20.81
20.55
20.38
21.11
21.29
20.15
21.65
21.67
22.52
21.68
22.38
22.32
23.49
22.47
22.04
23.09
23.57
23.24
23.03
23.62
23.60

$20.81

The above figures are 20-year average annual Insurance Costs per
$1,000 for a $10,000 whole life policy or near equivalent, using 1969
data for forty large companies. This exhibit is purely for the purpose of
showing how much a company's rank is affected by-a change of method.
This listing is not sufficiently homogeneous to be used for other purposes.
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3
4
7
5
6
9
8

10
14
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11
17
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13
16
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25
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19
18
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SPEECH OF E. J. MOORHEAD, DATED NOVEMBER 9, 1970

ADDRESS OF THE PRESIDENT

E. J. Moorhead, Denver, Colorado
November 9, 1970

.1

EXCEPTION BADE THEN SPEAK

The title of my address comes from Shakespeare's words in All's
Well That Ends Well:

"His honour,
Clock to itself, knew the true minute when
Exception bid him speak"

It is a meditation on outspoken actuaries. Its purpose is to turn
our thoughts to controversialists and iconoclasts in this profession of
ours, the part they play in keeping us attuned to our responsibilities,
alive to our opportunities.

Practically everybody in this room would instantly shout Yea to
the proposition that difference of opinion is healthy, that expression
of contrary viewpoint must be encouraged, even if for no better reason
than to spice our meetings. That is, we espouse this in the abstract.
There may however be three concrete situations in which we may not feel
that way at all. One is when the arguer challenges an opinion that we
ourselves cherish. One is when the course advocated poses a seeming
threat to our own security and comfort. Particularly anathema, regardless
of subject, is the heretic who is of the genus whippersnapper--especially
if he be a presumptuous infant whom we have nurtured in the bosom, i.e.
in the actuarial department, of our own company.

Those of whom I would speak have as a rule crossed swords with the
Establishment of their era. By Establishment I mean, quoting Richard
Rovere, that group of men who decide what is and what is not respectable
opinion. Oddly enough, it turns out that many dissenters were part of
that same Establishment with which they contended. It is by no means
automatically true that an angry man is an angry young man.

A few historical examples from outside our profession and our era
may be cited as illustrations of what is meant and as standards to
measure the quality and stamina of actuarial hereticism. It should be
clear from these examples that we are not thinking of iere malcontents
or cranks, but constructive foes of docile togetherness.

Aristides "the Just", who differed with the prevailing
view on how Athens could best be defended. He suffered
ostracism, which in those days meant banishment, for his
pains, but later returned to enjoy lustre and approbation.

25.0? 0 4 p1.1 - 4a EST COPy AVAILABLE
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Socrates, given hemlock because his teachings were
judged to be a menace to the rulers of his day.

Earl of Shaftesbury, the 19th century social reformer
who started his fight at age 27 and was still making himself
heard at age 83. He led the struggle to outlaw mine work
by women and children and to require that factory workers
be treated as humans. His is a remarkable example of one
whose vision was unclouded by his own upbringing in a
society that placed laissez-faire on its highest pedestal.

*Sanel Plimsoll, who agitated singlemtindedly for forty
year heToRe-successfully outlawing the practice of overloading
merchant vessels or, as he graphically called them, "coffin
ships".

General "BilMyi ttche1l, whose outspokenness about
mismanaqement and bigotry"in the U.S. armed forces led to
his suspension, later revoked by Congress.

Rachel Carson, within this last decade, who learned
what it was to confront vested interests in pesticides.

This selection of names may seem inappropriate to the point of
being ludicrous since these people spoke out against evils so glaring
and outrageous that they cannot possibly have any parallel in this
enlightened business of ours in today's meritorious qeneration.

The only possible flaw in that proposition is that the evils were
not a bit glaring and outrageous to most of the people of those days.
It is at least arguable that if we today say that we have no sin, we
too., deceive ourselves and the truth is not in us.

How "Exception Bade Them Speak" Came To Be Written

Early this year a similarity in two obituaries in the Journal of
the Institute of Actuaries caught nWy eye and started a train of thought.
These memorialized respectively Mr. F. A. A. Menzler and Mr. E. William
Phillips, both evidently original thinkers unwilling to remain silent
amid conditions that they regarded as unsatisfactory. Persistence in
stating and restating their views indelibly marked their careers.

To find an honest man, Diogenes set forth with a lantern. To find
an actuarial maverick,, Moorhead dispatched letters to a number of shrewd
observers of the actuarial scene. I besought them to nam actuaries
on this continent who could appropriately be described as heretics,
mavericks or gadflies. I asked my friends not to concern themselves
with the subsequent verdict of history on the validity of the views
expressed. The search was for actuaries who felt differently on major
issues, and were conspicuously outspoken about them.
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Some of my correspondents replied th! we just don't have that
breed on this side of the water. One said ..... I have concluded tha.
the traits implied are singularly lacking among actuaries. If this is
true, it is too bad and should give us pause for thought."

Fortunately for the success of my project, others felt differently.
Extremely interesting letters began to flow in, nominating colorful
characters and citing occasions when Society and American Institute
meetings had been enlivened by controversy on some question of the day.

At this point several commentators pointed out with sorrow that
no good record now remains of what was said. One remarked on a probably
necessary tendency of the TRANSACTIONS and THE RECORD to "bowdlerize"
vigorous and entertaining comments. Many of these nonconformists, he
added, were more picturesque in private than in public. One said, "I
remeMber a discussion of his that was extremely forthright, but now
that I find it in the TRANSACTIONS, the sting seems to have been extracted."

Some referred me to the obituary of the named individual, but too
often when I consulted it I found little more than chronology interspersed
with polite generalities. This suggests that the Society may be making
a mistake by not riding herd (if that term may be used without disrespect)
in some way over obituaries accepted for the TRANSACTIONS. If the
deceased is known-to be a person who contributed in some special way
to the history of this organization we ought to see that this is noted
for posterity, even if this has to be done by supplemental reminiscences
of contemporaries.

However, getting back to the search for facts about outspoken
actuaries Wy quest has been thoroughly rewarded through the efforts of
several of my-friends. Among these I may, without slur upon others,
mention particularly J. Gordon Beatty in Canada and Reinhard A. Hohaus
in the U.S.A. These two gentlemen devoted much time and effort, with
exceptionally fine results, to furnishing documents and reminiscences
germane to the subject.

It has been observed that the subjects that generate sparks do
change greatly from generation to generation. For example, in earlier
days "one could stir up a storm ajqong actuaries merely by suggesting
that the mortality function that should be graduated is the cologarithm
of the-survival probability."

Altogether, 41 actuaries were named at least once. Of these,
eleven were nominated more than twice.

The record was nine mentions, followed by two who were named
seven times each. But all three of these are living ow ers, two of
them being regulars at our meetings, so I shall spare their blushes
by keeping their- t ntities to aWself.
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Those in the audience today who pride yourselves on knowledge of
actuarial history may see If you can name the subject of each of the
following comments.

"A man of singular contradictions; an idealist who was practical;
a zealot with an orderly mind; an indefatigable contender over small
points who rarely lost siqht of the large ones." The words "devastating
energy" are applied to him.

Who was he? Elizur Wright.

Or this, "He was actuary, lawyer, poet and Zoroastrian. He spoke
nine languages fluently. He published one volume of poetry and several
of prose. Actuarial students will do well to familiarize themselves
with his writings on subjects in which they are interested."

Who was this man? Miles Menander Dawson, pioneer among consulting
actuaries.

Or this, "He was often called the father of group insurance. His
effort was opposed by fraternals, by agents and even by those in his
own company who feared that issuing life insurance without medical
examination would lead to financial destruction of the company. When
Indignant he was a formidable personality; his anger was always glacial
rather than volcanic."

Who was he? William J. Graham.

Or this, "He sought truth without regard to his own opinions or
the preferences of others. His aggressive quality frequently caused
hurt feelings, for he let nothing stop him from getting to the heart
of the subject. An austere man? No, just the opposite. He loved good
shows, good jokes, good food, etc."

This was the pioneer in substandard insurance and founder of the
Life Office Management Association, Franklin B. Mead.

"His advocacy of common stocks for life insurance companies appalled
staid members. Was he wrong, or was he right in all except timing?
Certainly he ran afoul of a longstanding actuarial dictum: 'We need
not always be right, but when wrong we must be wrong within the measure
of our strength."'

This was Thomas B. Macaulay.

All of these and others could well be subjects of a separate paper
on Great Men of Our Profession which I may get my advisors to help me
write.

These were men who believed strongly in the causes for which they
fought. A few attempted, alas, to don the cloak of personal infallibility.
One, not sketched above and not living today, was described as "an austere
and brilliant man who never recognized the legitimate existence of any
views but his own."
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Several of my correspondents mentioned in possin,: skits that used
to be put on by actuaries when the Society was smaller. [hese apparently
were for the overt purpose of pricking the bubble of pomposity. Idmund
M. McConney recalls a skit line to the effect that Robert Henderson's
book on graduation was mnore easily understood if rCdd backwards. ihis
comment mightily amused the author but was rated in poor taste by another
great man of that day.

Against what adversaries did those champions tilt? Not necessarily
aqainst concepts and practices that were ignoble; more often against
those that were less noble or less appropriate than these men believed
they should be. It was Henry H. Jackson (who probably belongs in the
list himself) who quoted with approval the aphorism: "Virtue is wore
dangerous than vice, because its excesses are not subject to the restraints
of conscience."

Hallmarks Of A Heretic

As we reflect on actuarial mavericks of whom each of us has
recollect ion, what are the qualities that have made them memorable or
notorious? In addition to Idealism that must motivate any reformer it
seems to me that there may be several identifying features clear enough
to be catalogued.

1. There must be an ability to incite counterblasts of the orthodox.
Our hero must summon up resistance, then fight against it. His convictions
must exasperate, must excite, must arouse. Else there will be no flame
in which to test the mettle of conviction.

2. A successful practitioner of controversy must be a phrasemaker
possessing a gift for polemics and exhortation, not just for oration
and description. Yet he must sense the limit beyond which vigor of
expression becomes self-defeating. He must recognize that to make a
point intelligently, persuasively and quietly may well be a mark of
strength when denunciations and exaggerations are just as surely sigs
of inadequacy.

3. He must have a nose to smell hyprocrisy and cant, especially
to detect those vast, usually unadvertised, conspiracies that restrain
and submerge criticism of the status quo in any society or industry,
ours no exception.

4. r-pnerally, but not universally, a heretic must be a person
possessed of wit, to be used sparingly and appropriately. He must
understand the value of satire and irony, even mockery, to expose and
brush aside half-truths and inanities. Some years ago at Princeton,
Professor Goldman touched on this point when he deplored what he
discerned to be "a heavy, humorless, sanctimonious, stultifying
atmosphere".
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15. lie iust pose.,s a suitable mixture of qood judqent and good
doginatism. By good dogmatism is meant intense justified belief in the
reasonableness, if not the exact rightness, of his own convictions.

6. Valuable, if not essential, is a skin thick enough so that
rebuttals will not quench the spirit of stubborn nonconformity created
by imagination and nurtured by indignation. Our hero must not lose
heart any more than young Charles Darwin did when an eminent zoologist
disparaged his theory as "a mistake, untrue in its facts, unscientific
in its method, and mischievous in its tendencies."

7. There must be readiness to accept personal sacrifice. If the
issue is serious and the view unorthodox, pain and suffering, even if
only through loss of popularity, is inevitable. True, this can be
carried too far; one must aim to live to fight another day.

But it may be that when the sufferer looks back he will say as
George King did when accepting the Gold Medal of the Institute of
Actuaries: "Four times in my life I was out of a job, without knowing
where I could earn the next sixpence, Just because I would not accept
conditions that seemed to me to be dishonorable or perhaps worse. I
wish ever member to know, the younger men especially, that I was never
a penny the worse, and those whom I left were those who suffered most....
My advice would be that a man should be sure that his position is right,
and then go forward boldly with no fear of what might happen to himself."

8. Cleaily a solid base of creative, pioneering talent is prerequisite.
It is all too easy to speak of existing practices in a del-ogatory way.
It is far more' difficult to suggest alternatives that can be accepted
with confidence as improvements upon them.

Concl us ion

If there is a point to all this other than merely to entertain,
it must relate to the application of the ideas of yesterday to the
circumstances of today and tomorrow. I think, I hope you think also,
that there is such relevance. Certainly one of our younger members
felt so when he wrote in this vein: "I feel the Society's meetings
tend to inhibit diversity of expression. This is especially true
among the non-senior members." Then, after speaking kindly of workshop
as a refuge from all this, he went on, "What we need is some way to
knock our fellow mefrers on the head to stimulate some discussions.
Perhaps we can have a public devil's advocate at each meeting whose
sole purpose will be to oppose a speaker's comments." I offer this as
a report, not necessarily a recommendation.

Said Emerson, "What is a man born for but to be a reformer, a
remaker of what man has made, a renouncer of lies, a restorer of truth
and good?"
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Do you agree that. to the words spoken by our would-be reformers,
we must listen, listen for truth, be It mature or in embryo? Assuredly
we must not offer them the hemlock-cup of imposed silence. Nor must
we deflate their efforts by treating them as beneath our notice or by
calling them disagreeable names. A critic may legttimately be called
a critic; it is unnecessary to call him a "self-appointed" critii.

The task of us all in the Society is to fight against stultification.
to help one another become broader in outlook and capability. This
cannot be accomplished if we muzzle, forceably or adroitly, our critics.
And one effort we must always continue is to restrain one another from
so helter-skelter a-rush after that which is new that we neglect to
improve that which has blways been with us.

To conc"ae--these musings, may I address a thought to many here
who will be, if you are not already, faced with the choice of criticizing
or of passively accepting a condition that cries out to you, if apparently
not-to-others around-you, for rectification. In his book PROFILES IN
COURAGE John F. Kennedy examined situations allied to this but in the
political arena. In wishing you well in the decision that you reach
and in the efforts that you decide to undertake, perhaps I may adapt,
by paraphrasing, the words of Mr. Kennedy:

To be courageous requires no exceptional qualifications,
no magic formula. It is an opportunity that sooner or
later is presented to each of us. Stories of past
courage can define that ingredient, they can teach,
offer hope, provide inspiration. But they cannot
supply courage itself. For thvs each man must look
into his own soul.

I-
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SPEECH OF C. NORMAN PEACOR, VICE PRESIDENT AND CHIEF ACTUARY, MASSA-
CHUSE'ot MUTUAL LIFE INSURANMI COMPANY, DATED NOVEMBER 11, 1970

COMMENTS M.ADZ BY

C. NormerIn TPocor
Vice Pro.idont and Chicf Actuary

Massachuictts Mutual iLife Insurance Compony

Society of Actuazilas Annual Mccting
Novernbcr 1l, 1970
Denver, Colorado

I \,,s pnrticutl.rly int rersted il tho ohnc-rvrvtIc,:%- of t!, vrn!.'n.,n frmni the
Acaclh: 1.41tunl. li our diccusuions at thi h a.uL A to Mutual \viLi rupru-
sentatives of the Agency Divinion, we had a similar experience of finding
modifications to the trLditionnl not cost method un,.cceptble. One reason
not before referred to It thi:t the agent will resist the now method I)ccnuso it
takes an apparent gain to the prospective policyholder and converts It to an
apparent cost. This Is more onsily stated a changing tho N th year

.. [ nmorical result from a negative number to % positive one. Although the
.. r(amo of this session usgs the word "compnrisons," it is not the competitive

,-situation that necessarily most bothers on sgency force but rather the manner
of presenting the most favorable result to a prospective policyholder.

I would like to suggest that Mr. Houser's description of the action the
Bankers LJife of Iowa is going to take transforms tho discussion from the
theoretical or academic to the practical. With a company as his ovwn taking
this action, it presents a new basis for a standard of comparison. The
question is no longer which of the many methods offered will be used but
-rather will the Moorhead report and the Bankers presentation be accepted.

One other item not mentioned before rolatos to the Consumer BIlLrnow
pending in Congres. Aft.:r much discussion, I undertand that the phrase
"Insurance services" is still a part of the bill. Dr. Joseph Belth presented
a prepared statement to the Senate Committee holding hearings on the bill
wherein ho was quito specific that the phrase would call for comparative price
information in the sale of life insurance products. The retention of this
phystsing in the final version of the bill could very easily be the signal for the
adoption of the Maoorhead report recommendation or some other method as a
defensive gesture against Federal intervention.
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SPEECH Or DANImm J. LYONS, CHARMA OF BOARD, GUARDIAN LwE INSUR-
ANCE Co., DATED NOVEMBER 11, 1970

COmmlta Made by Damiel J.. Lyons, Chstrman of the Board, Guardian Life Insurance
Company of A#rica. at the Society of Actuaries Annual Meeting, November 11, 1970,

Dewrr, Colorado

" DANJIRL J. LYONS: Whon the Committe', was appointed as a Joi,;t

Cotmittce bf the Life Insurance Association of Amoricn nd the

Ameorican Life Convention, the Committoc's assJnment was as follow.:

to consider the method or methods that a

prospective buyer of lilo insurance may find most

suitable to uso in comparing thi premiums, dlvi-

dends and cash values of c:o pnrnble policicr that

are offered by different life insurance companies.

The Committee might h:ive conclLudcd to do nothing because no perfect

method could be found. We felt we could not do this because of:

1. Senator Hart's platform remarks at the ALC meeting

in October, 1968, about the lack of easy comparability

of life insurance costs.

k. Exchange of correspondence between Senator Hart

and the Veterans Administration, about the nr.osnt

lack of guidance to discharged servicemen in the

selection of insurance carriers for the conversion

of Servicemen's Group Lifo Insurance.

3. Remarks by Wilbur J. Cohen, the outgoing SOcrotary

of the Department of Health, Education and Welfare,

before the Federal Trade Commission on November 25, 1908,

which includes reorence to insurance costs.

4. Staff memorandum of November 25, 1968, about the

verbal supplements Secretary Cohen made to his writ-

ton statement to the FTC.

BEST COPy AVAILABLE
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5. "A Report on Life Insurance" by Joseph ). Bolth,

which contains a much more readable (Xpoition of

the lifa instirnnce cost comparison system he pro-

poses than that contained in his Inter book "The

RctnilPricc Structure in American Life In.nrnnco."

We have. yot to find nnyoijcwho has had the patience

and endurance to read tho latter all the way througli,

Senator Hart, or more precisely Senator fart's stnfr,

is known to ho impressed with Professor Bclth's ideiin

on life insurance cost comparisons.

6. An article in the December, 1965 Issue of "The

Journal of Risk and Insurance" by E. J. Moorhead, in

collaboration with Dr. Belth, describing a proposed

"one-thirtieth method" for comparing life insuranro

costs under participating contracts, intended as a ro-

finement of and lia, auvoiunit on the conventional 2U-year

net cost comparison method.

Tie Committee recognized the fact that the Traditional Mothod of

making cost comparisons had been used for.a groat many years by most

companieR and agents. The Committee was not, therefore, in n position

of starting fresh to develop a method. Comparisons wore already being made

on ,'no basis and with thIs the Committee would have to deal in

greater detail.

The first consideration was-whother the Traditional Method was

adequate and could be supported by the Committee.
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Thu Committee concluidcd that the Traditional Uothod was not

adouato for the following reasons:

1. It assumes that either the current dividend scale

will continue unchanged or that any chiigs wil-I

affect.all compnnios in roughly the same way.

2. *By ignoring-interest it fails to give recognition to

when the dollar is being paid either by or to the

policyholder. This can and often does result in mis-

representation as to cost. In many cases it londs

to the suggestion that if the policyholder keeps his

policy in force for the Ind''&dted period, his insur-

aWlce w!ll have cost little or nothing.

Since the Committee felt that the Traditional Method has very.

serious weaknesses, the Committee proceeded to consider other cost

indices and finally agreed that -no completely satisfactory comparative

net cost index exist" or cun bu tuvisod. The r'otson for this conclu-

sion was that a study of all the methods of which the Committee had

knowledge ditclosod that each had at least one serious weakness.

Furthermore, no member of the Committee was Iblo to devise'an index

which could he completely defended. I persodally !ool that the task

in Pin Impossible one because of the many var nations in life insurance

contracts and because of the varying needs of individuals for the

dificrent policy provisions and the services which not all agents.

are competent to render. I need not take the time hero to point out

the weaknesses of each of the methods. You can read this in the

report.
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Much of the insurance which is sold today is on a pkrticip.ating

hnai . Cost rnkinG dotcroina.tlons Lasod on curront dividuid butius

at thu beginning of the period are not good enough to make olnborate

mathematical calculations based thereon-worthwhilo. Soldom, if

over, is a divldond scale mnintaincd'unchnnged for as long as ton

years and yet some compnriisons would require the use of dividend

scnles for a miich lougor period.

With respect to non-participating insurance, the dividend scale

is not a factor but the policy provisions, tho services of the agent

and quality of the company are extremely important to the policy-

holder and yet are not measured b7 DrY cost index.

Sone of the more elaborate methods of comparing costs depend on

the use of average lapse rates and average mortality rates. Mortality

rates and lapse rates do not apply and should not be applied to an

individual. They are in fact moaningloss from the standpoint of an--

individual. Ench individun. e.nntrols to * sign...lent "'-ree the

act of lapsing or maintaining his policy in any-policy year. It is

impossible for an ivorage lapse rate to apply to him.

In the caso of mortality, the Individual either lives or dies

within a year. He does not experience, nor can he experience, an

average mortality.

I-bolievo that the overriding considerations which led to the Com-

SmiL".'c's recomnendation for a change were as follows:

1. There is no perfect cost comparison index which the

Committee could recommend.
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2. The Traditionnl Method is so unsatisfactory and aids-

leading that it should bc oliminatod.

3. If the Traditional Method Is to be eliminated, a bet-

tor method, which is also a practical method, should

be suggested.

The Committee felt that it was possible to have jauch m,.oro moaning-.

ful figures if wo simply revised the Traditional Mothod to pivc

effect to the fact that money Parns Interest. You recall that one

of the deficioncies of the Traditional Method lies in the fnilure

of the method to rocogrnizo that the time when the money is pnid in

important. Accordingly, the Committee recommended what is known as

the Interest-Adjustod Method. It is ndvancod by the Committee not

as a perfect index but only as a practical improvement over the

Traditional Method. Its advantages are given by the report as follows:

1. It takes time of payment into account.

2. Of all the methods that take time of payment into

account it is the easiest to understand.

3. It is possible to use this method without having rc-

course to advanced mathematics.

4. It does not suggest a degree of accuracy that is be-

yond that Justified by the circumstancos.

5. It is sufficiently similar to the Traditional Method

so that transition could be accomplished with minimum

confusion.

25-407 0 - 74 - pt. I - 41
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SPEECH OF PETERRYA , UMVERsITY oF TORONTO,
NOVEMBER 11, 1970

SOCIETY OF ACTUARIES ANNUAL MEETING, 1970
• • PANEL DISCUSSION ON NBT COST COMPARISONS

CONTRIBUTION BY PETER L. J. RYALL

PROFESSOR OF HThMTICS
UNIVMUlTY OF TORONTO

The Committee is to be congratulated on recommending a

more realistic criterion for the comparison of policyholder costs.

While I find the method advocated in the Report acceptable for

comparisons of the same plan of insurance, I shall criticize

certain aspects of the Report, and show how, with a desk calculator,

Interest-Adjusted Costs can be calculated in but a small fraction

of the time required if the Committee's working instructions are

followed, with only trivial errors. First, however, I will comment

on the impact that adoption of the Interest-Adjusted Method may be

expected to have on the business.

Use of the Interest-Adjusted Method (with four per cent

Interest rate) would have the same effect on the relative twenty-

year cost position of one large company's whole life plan as

removal of a five per cent premium tax levied only against this

company. This "five per cent premium tax" is a measure of the

competitive disadvantage in which a company is wrongfully placed

under the Traditional Method when it uses three and a half per

cent values. Little wonder that only one sizeable company issues

participating business on this basis.

The impact of the adoption of the Interest-Adjusted Method

may be also seen witir reference to two companies, which each issue

about a billion dollars of insurance annually on participating life

and endowment plans, and which, in the past year, changed their

values from a two and a half per cent to a three per cent basis.
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Their twenty-year Traditional Costs for age 35 on the whole life

plan increased $0.26 and $0.38 per thousand. However# the corre-

sponding four per cent Interest-Adjusted Costs were reduced. It

is probable that more companies would adopt lower values, were they

not deterred by the present net cost penalty.

The Report should, in my view, have contained a clear

statement that the Interest-Adjusted Method is not valid for

comparisons between different plans of insurance. This qualification

is especially important on account of the Committee's injunction

that the interest rate be specified. It may be assumed that to

upgrade his business the agent will use any means which he does not

know to be improper.

For most companies, at ages under 35, the twenty-year four

per cent Interest-Adjusted Costs on their higher premium plans are

higher than on their lower premium plans, while at ages over 45 the

converse is true. A comparison of twenty-year four per cent Interest-

Adjusted Costs on the whole life and Life at 65 plans of twenty large

companies shows that the proportions of companies with lower costs on

their life at 65 plans are 10 per cent at age 35, 30 per cent at age

40, and 75 per cent at age 45. If costs on the whole life and

endowment at 65 plans are compared, the proportions of companies with

lower costs on the endowment at 65 plan are 25 per cent, 60 per cent,

and 85 per cent at ages 35, 40 and 45 respectively. If the comparison

is made between the life at 65 and endowment at 65 plans the propor-

tions of companies with lower costs on the endowment at 65 plans are

55 per cent, 80 per cent, and 95 per cent at ages 35, 40 and 45

respectively.
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It is obvious to an actuary that a lower four per cent

Interest-Adjusted Cost on a higher premium plan does not imply a

better than four per cent return on the additional premium payable

to the insurer, but it should not be presumed that this is self-*

evident to the agent.

In discussing whether mortality, rates should be used in

cost comparison methods the Report completely misrepresents my

reasons for choosing the 1958 C.S.O. Mortality Table.

The section of my paper entitled "Choice of Mortality

Table" (see TSA, Volume XXI, pp. 107-8) makes clear that the 1958

C.S.O. table was chosen not because it. represents the experience

mortality of any group of lives, but because it *reflects what an

increase in the amount at risk is worth to a Prospective policy-

holder* assuming "that he would consider it fair to pay for the

extra insurance element in the contract with the lower cash values

(or flatter dividend scales) at appropriate market rates'. On

account of the policyholder's relative opportunity to select against

the company I conclude that "the mortality table uss to compare

policyholder costs should have rates slightly below renewable term

rider rates at the younger ages, with the difference increasing with

increasing age'. I thus make it clear that in my view the choice of

mortality table, like the choice of interest rate, should be based

on financial rather than probabilistic considerations.

The Report's statement (see p. 13) that *Introduction of

the mortality element ... raises the serious question whether an

average mortality rate applicable to a large group has meaning for

,tny one particular individual' is obviously irrelevant to the role

I explicitly attribute to mortality rates as grounds for selecting

the 1958 C.S.O. table.
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By using a valuation table for illustrative purposes

in a contest which, according to its analysis, requires use of an

experience table, the report obscures the essential difference between

valuation and experience tables. If at some future time there is.

public pressure for a new valuation table arising from the misconception

that the policyholder's interests are harmed by use of a valuation

table with rates different from experience rates, responsibility for

this misconception will rest partly with the authors of this report.

While an across-the-board change in valuation basis increases the

demand for the actuary's services, the costs of the change generally

have to be ho" by the policyholder.

Some companies print in their rate manuals mortality

rates, probabilities of survival to age 65 and expectations of life

based upon valuation rather than experience tables. This report in its

discussion of the mortality element and associated references to the

1958 C.S.O. Table tends to endorse rather than discourage this

practice. When these valuation rates are presented to the prospective

policyholder, they can only be meaningfully interpreted by him as

experience rates - a misconception for which, as editor of the rate

manual, the actuary bears respopsibility.

769 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



766

To derive and check the twenty-year Interest-Adjusted

Costs of two participating policies entails punching more than

i60 numbers into the typical desk calculator, if the Com-

mittee's working instructions are followed. Yet the Report

states (see p. 20) that "the transitory nature of dividend

scales makes complete accuracy unattainable regardless of the

method used".

Usually premiums are payable throughout the cost

period. Then a sufficiently accurate measure of ten (or twenty)

year Interest-Adjusted Costs can be obtained in one operation

of a desk calculator as the difference between the premium and

a linear function of

(a) the sum of the first five (or ten) years' dividends,

(b) the sum of the first ten (or twenty) years' dividends,

(c) the tenth (or twentieth) year cash value, and

(d) the tenth (or twentieth) year terminal dividend (if any).

The coefficient of (c) and (d) is (or ""A . If the cost
is required for a period of 2n years, with the first dividend

payable in policy year f, the coefficient of (a) is

(2 n -f) S;~gf =.Ia.4 .(2n J-f

and the coefficient of (b) is

2. s(m.mf)
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These expressions are a variation of my formula (3)(see TSA,

Volume XXI, p. 103) and may be similarly derived.

Values of the coefficients needed to determine ten-year

and twenty-year 4 per cent Interest-Adjusted Costs are given in

Tables labuid 2 "espectively.

TABLE 1

4 PER CENT TEN-YEAR INTEREST-ADJUSTED COST COEFFICIENTS

&A .COEFFICIENTS OF:

TRdST. UM OF FIRST SUM OF FIRST TENTH YEAR
DIVIDEND FIVE -YEARS' TEN YEARS' CASH VALUE AND

PAYABLE DIVIDENDS DIVIDENDS TERMINAL DIVIDEND

1 0.02483 0.08374
2 0.02211 Q.08413 0.08009
3 0.02023 0.08466

TABLE 2

4 PER CENT TWENTY-YEAR INTEREST-ADJUSTED COST COEFFICIENTS

COEFFICIENTS OF:

-IIRST SUM OF FIRST SUM OF FIRST TWENTIETH YEAR
DIVIDEND TEN YEARS'. TWENTY YEARS' CASH VALUE AND

PAYABLE DIVIDENDS DIVIDENDS TERMINAL DIVIDEND

1 0.024g8* , 0.03566
2" 0.02315 0.03606 0.03229
3 0.021680 0.03637

*This value has been rounded up from 0.0248245 to compensate
for tho-rounding down of 0.03566N to 0.03566, and takes account
of the fact that the sum of the first ten years' dividends is •
onerally less than a 4 hird of the sum of the first twenty years'

dividends (Note: - 0.0322901).

To appraise the accuracy in practice of the above approx-

imate method, precise and approximate twenty-year 4 per cent
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Interest-Adjusted Costs were compared for ages 25,35,45, and

55 on the whole life or other long term plans of thirty large

companies, chosen on the basis of the amount of insurance they

issued on participating life and endowment plans in the United

States in 1969. At ages 25,35,45, and 55 the standard errors

of the approximate costs were $0.016, $0.018, $0.026, and

$0.038 respectively. Seven companies issued two-thirds of the

total participating life and endowment business of the thirty

companies. The corresponding standard errors of their approxi-

mate costs were 0.010, 0.009, $0.015,. and $0.026, showing

that even smaller errors apply to the costs that are compared

most often.

The errors quoted above apply to comparisons of

approximate Interest-Adjusted Costs with exact ones. The

standard errors at ages 25,35,45, and 55 of the difference be-

tween two twentyvyear Interest-Adjusted Costs, both of which

are approximate, are $0.023, $0.025, $0.036, and $0.053

respectively. Four hundred and thirty-five comparisons of

approximate costs can be made among the thirty companies. The

errors arising followed i approximately normal distribution

(implying that about 68 per cent, 95 per cent, and 99.7 per cent

of the errors were less than once, twice, and thrice the standard

errors respectively).

It is instructive to compare the errors in twenty-

year Interest-Adjusted Costs arising from use of the approxi-

mation technique described above with the Ji&D...ioarising from

another cause - namely, that while the interest, mortality and
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expense rates underlying a company's dividend scale change

continuously, most companies change their dividend scales

less frequently than annually. For example, if, on account

of biennial increases in the dividend scale, a policyholder

cost of a company is reduced every second year by an amount L
then this policyholder cost in the year of a change will be

about b A Tow -t and-in other years about above) the

corresponding cost of a company that is similar in every way

except that it changes its dividend scale annually. However,

t~he.ut&aa costs experienced under two such similar companies

over a period of ten or twenty years would be almost the same.

Furthermore, if the policyholder costs of two companies each

change by an amount A every two years, but in different years,
then the dt'sorthnin the difference between the costs arising

from the out-of-phase biennial changes in dividend scales is

about + A

To determine the order of magnitude of the distortions

arising from-bioanial changes in dividend scales, the changes

in twenty-year 4 per cent Interest-Adjusted Costs were investi-

gated for the ten coripanies -o the thirty mentioned above that

either (a) changed their dividend scalesin 1968 and 1970, but

not in 1969, or (b changed their- dividend scales in 1967 and

1969, but not in 1968. The change in cost in 1970 (for com-

panies in category (a)) or in 1969 (for companies in category (b))

was determined for the whole life or other long term life plan,

with policy size $10,000. The average change in cost at ages

25, 35, 45, and 55 was $0.27, $0.32, $0.52, and $1.01 per thousand
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respectively.

From the previous discussion it is apparent that dis-

tortions amounting-to one quarter or more of-these biennial

changes in cost must be present in a sizeable proportion of

cost comparisons., However, errors as large as these arose

from use of the approximation technique only at ages 25 and

35, where they occurred in less than one per cent of possible

comparisons. These few cases did not involve any of the

twelve companies issuing the most participating life and

endowment insurance, so the actual frequency of errors deriving

from use of the approximation technique, and as large as one

quarter of the average biennial cost change, would be much

less than one per cent.

The actuaries who signed this report presumably used

their professional knowledge and skills in its preparation.

Why do they and their fellow Committee membe:,'s not reveal their

professional affiliations? Do they feel that the Report will

be more acceptable if it is not known that most of its authors

are actuaries and lawyers rather than life insurance salesmen

or Agency Vice-Presidents?
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SPEECH OF RUSSELL R. JENSEN, ACTUARY, NORTHWESTERN MUTUAL LIFE
INSURANCE Co., DATED NOVEMBER 11, 1970

Coinents made by Russell R. Jensen, F.S.A., Actuary, The Northwestern
Mutual Life Insurance Company, at the Society of Actuaries Annual mteting,
NoveabeX 11, 1970, Denver, Colorado

V. RUSSAIL R. JEN3EN: The subject of net cost comparisons is

ti.mly, important, practical, and subject to differences of opinion.

A most notollo rocont development was the creation of a Joint Special

Comir.iltee on Life In Vance Costs of the American Life Convontion

and Life Insurance Association of America. The report of the Commit-

tee was received in April of 1970. In addition to its findings and

1-ocomu..cndations, it o::ors an exccllont background and description

c. Qifforont methods of cost comparisons which had, been proposed

irom time to time in the past. Those who are interested can secure

a copy from the Institute of Life Insurance.
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•.::I. . 'S..I.L II. JNNSION: I wonder what others think of Lhn practice

of ia;puting interest into the cost of life $nsuranco. Perhaps

this is best illustrated by the section of the National Underwrite.r

publication "Cost Fncti on Life Insurance" which describes the

dorivntion of the "1o#,'ol prioo method" devised by Protommor lJolth.

A.1 this mot,"od, we add together the ninth year policy cash value

and the tenth year gross premium, and add interest on the total

for one year, at 3;%. We then subtract the tenth year cash value

and the tenth year dividend, and the result is labeled the "price

of protection, tenth year." This, I believe, is not the "price of

protection," and to call it so is not in keeping with the customary

usage of the word "price." When we buy something we do not impute

interest on the outlay as part of the price, either for a year or

in perpetuity. Apart*rom this, I cannot see that this process

adds to an understanding of the cost of life insurance or is necessary

as an indicator for comparing life insurance prices or values.

Pr1 e is what we pay for something. In the case of term life

insurance, the value received in return is the protection and other

services. In the case of a permanent life insurance policy, the

cash values are another value received in return. In calculating

the Traditional Net Cost, we take gross premiums less dividends as

nn indicator of what will be paid for the policy. Titis might be

said to relate to th'price. We then go on to subtract the cash

valuo; the difforonco,;has been labeled "cost" for many years. It

certainly is not the price, and it is a "cost" only in the sense

that part of the value of the policy has been offset against the

-rico. Perhaps it would be better to call the result an "index of

BEST COPY AVAILABLE
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• value." t;hile more refined methods of obtaining-an index of value

may be used, such as the Interest-Adjusted Method and numerous

others, we ought to keep in mind rather'cloarly that those figures

do not represent the price of insurance, but are best viewed as an

index of value which n be used to compare relatively similar pol-

icies.

In this connection, I think it is important to note that the

Interest-Adjusted Methoa need not be thought of as imputing an

interest cost into the value index. As I see it, the element of

interest enters the model in a different way. We are all financial

creatures, and over an extended period of time we wilr receive money

aud we will pay money, and we will borrow money and we will save

monoy. We have learned that money is worth money, and that it can

be important to take account of interest when money changes hands

at different times iAthe future in connection with a set of trans-

actions which we are trying to analyze. This effectively is what

the Interest-Adjusted Method does.

X-,. RUSSELL R. Jr.SEN: In response to your question, Northwestern

Y"utunl Lifc-is not going to follow .the course described by the

lanlkors Life Company, at least not on January 1 of 1971. I doubt

that we will make any changes during 1971, but we will be looking

hard at this question. It certainly seems possible that we and

many other companies will be taking action at some time in the

futuree, but it's too early to have a good reading on the most likely

d' rection that will be followed.
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.I. :,;SS, ,It. JZXS-X: There is a small company organized in Yil-

wnukea by a local insurance agent, which he has sought to maintain

as an independent organization. This company will furni.h computer-

prep.red comparisons of two or more life insurance policies. To

;:ot uho conpnrixons, it ia noosary to submit n couple of pngos of

tabulated values for the policies. The computer prints out a com-

parison of the contracts, using an index of comparisons using a

standard interest rate and mortality cost. The service is available

ait $1,. for the first two policies and $8 for each additional policy.

&..o service has furnished about 200 of these comparisons in the last

year and anticipates that the volume might pick up one result of

wider public interest arising from current activity both within and

outside of the insurance industry.

778 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



775

L'rrER OF A. P. MCMILLAN TO E. J. MOORHEAD, DATED FEBRUARY 28, 1973,
WITH ATTACHMENTS

INSURANCE ANALYTICAL SERVICE. INC.
OGS@0 1O M1 1.N AM TAYOL

EXECUTIVE PAY PLANS * EMPLOYEE BENEFIT PLANS

P. O. BOX 4385 * CHARLOTTE. N. C. 20204 . PHONE (704) 375-5739
A. P. McMILLAN ROBERT L TAYLOR. Q. L U.

February 28, 1973

Dean Sharp
Cousel Senate Anti-Monopoly Investigating Com.
Room 104
127 " C" St.
Washington, D.C.

Dear Dean:

Enclosed is a copy of a letter to Jack Morehead which I believe

may be of interest to you. Jack has agreed that the question of the

credibility of Dividend projections should be explored along with that

of price disclosure. I hope we can get together soon to discuss the

critical nature of this subject as it affects price disclosure and com-

parisons.

Sincerely,

A. P. Mc Hillan

APH/pcl

Attachment.
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INSURANCE ANALYTICAL SERVICE. INC.
&WMEW@R TO MNUAN A"D TAn**

EXECUTIVE PAY PLANS * EMPLOYEE BENEFIT PLANS

P. 0. BOX 4365 * CHARLOTTE. N. C. 28204 * PHONE (704) 375-5739
A. P. McMILLAN ROBERT L TAYLOR. C. L. U.

.February 28, 1973

Mr. E. J. Morehead, F.S.A.
2594 Woodberry Dr.
Winston Salem, N.C. 27106

Dear Jack,

From the newspaper accounts one would think that only Ralph ttader
testified at the first days hearing. As I expected, he made provable
assertions as to Insurance costs being exorbitantly expensive. We hope
to persuade Dean Sharp to obstain more testimony regarding the cost for
which Insurance is actually available and the methods for determining
it rather than that asserting it could be lower than now available.

Enclosed are two illustrations of a comparative method we use to
analyze Permanent policies. This analysis uses annual renewable Term
rates that are competitive and available from good companies. Both com-
pare the policy to buying Term and investing the difference, with the
amount of Term reduced yearly as the investment increases at the beg-
inning of the year. One approach is to use an assumed rate of interest
and compare the difference in the return (if any) over this rate each
year. The other approach is to determine the rate of interest required
for the investment account-so that both plans are equal at the end of
the Term period selected.

One way an index may be constructed from this system is to cal-
culate the rate of interest required of the investment account for all
companies for a 10 and 20 year period. The higher the rate of interest
for the Investment account, the lower the cost of protection in the
Permanent policy.

Since this system can be used on existing policies, it lends it-
self to compaHng new to existing Insurance.

.i
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The more I think about the problem of cost comparison, the more I
believe that promotion of systems that analyze cost in existing Insur-
ance will do more to stimulate cost competition than efforts to const-
ruct cost indicies. I hope we can get together soon for further dis-
cussion.

Sincerely.

A. P. 4c 4ilan

APN/pcl

CC: Dean Sharp
Counsel Senate Anti-Monopoly Investigating Comm.
Room 104
127 4C" Street
Washington, D. C.

21-401 0 - 14- PL I - so
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PERMANENT INSURANCE POLICY COMPARED TO BUYING TERM AND

iNVSTING THE DIFFERENCE IN THE NET PREMIUM a AFTER TAX RATE OF INTEREST

FACE AMOUNT $1001
ANNUAL PREMIUM OF
DIVIDENDS USED TO

13.198*
REDUCE ANNUAL OUTLAY

ISSUED AT A!GE 44
NET INVESTMENT RATEOF 3.5000%

RATE OF TERN
INSURANCE
Pelt 1000

5.64.
4.11

7.20
7.83

9.29
10.12
11.02
12.00
13.07
14.25
15.54
16095
16.50
2n.20
22.04
24.05
26.25
260

AMOUNT OF PREMIUM
TERM FOR TERN

INSURANCE INSURANCE$

97,351.06
94,93q.37
92,552.63
90,222.57
87,943.96
85,722.21
£3,560.T
81,464.82

79P440.52
7?492.85
75,628.57
73,852.97
72.175.43
70,604.31

* 49, 151.77

67,829.23
5689.89

65,444.46
64.40774
63,493*46

549.06
580.0*
612.70
649.40
688.69
731.21

$24.4
675.4)
929.91
988.47

1,052.40
19121.61
1,196.74
1,279.31
1,370.1S
1,467.64
1,573.94
19690.70
1#i618.4S

INVESTMENT ACCOUNT
VALUE OF ACCOUNT

YEARLY FIRST END OF
DEPOSIT OF YEAR YEAR

* 29648.94
2,327.96
Z9200.30
29069.40
1,936.40
1,799.79
1,661.721•52.0.58
1,375.57
1,226.09

1,076.53
922.60
762.39
597.26
423.69
242.85
113036

- 23.94
- 172.70
- 331.4S

29648.94
5,069.63
7,447.37
9,777s43

12,056.04
14,277.79
169.439.23
16,535.16
20, 59.48
22,507.15
24,371.43
26,147.03
27,824.57
29,395.69
30,848.23
329170.77
33,410.11
34,555.5Z
35,592.26
36,50694%

2v741.65
5,247.07
79708.03

10,119.44
12,478.00
14,777.51
17.01 4.60
19,163.91
21,279.06
23,294.90
25,224*.43
27,062.16
260796.43
30,424.54
31927.92
33,296.7S
34,579.46
35,764.96
36,637.9
379784.27..

PERMANENT IiSURANCE POLICY
DIVIDEND CASH VALUE CASH VALUE *

AT END AT END OF END OF YEAR
OF YEARM YEAR DIVIDENDS

290.00
.385.00
479.00
S73.00
667.00
760.00
653.00
947.00

1.040.00
1,133.00
1,223.00
1,314.00
1,404*00
1,495.00
1,565.00
1,617.00
1,64.00
1,60.00
1,711.00
1,743.00

800.00
3,200.00
5,600.00
8,000.00

10,400.00
12,900. 00
15,400.00
17,8)0.00
20,300.00
22,800.00
25, 1')0.30
27,400.00
29,700.00
32,000.00
34,200.00
36., 50.00
36,700.00
40,900.00
43,100.00
,45,200.00

1,090.00
3,585.00
6,079.00
8,573.00

11,067.00
13,660.00
16,253.00
18,747.00
21,340.00
23,933.00
26,323.00
28,714.00
31,104.00
33,495.00
35,T85.00
38,117.00
40,348.00
42,560.00
44,811.00
4 ,943.00

I INVESTMENT
VALUE OVER

POLICY VALUE

1,4651.45 .

1 966Z007

1•629.03
1,546.64
1,411.00
19117.51

761.60
436.91

60.94
- 636.10
- 1,096.57
- 1,651.82

2 .335. 57
- 3070.46
- 3,657.08

4,620.25

- 6615.04
- 7,973.01
- 9,158.73

0 WHOLE LIFE PREMIUM REDUCED BY EXCESS OF TERM POLICY FEE OVER POLICY FEE OF WOLE LIFE OF SO

4 DIVIDEND USED AT THE FIRST OF THE FOLLOWING YEAR -TO REDUCE PREMIUM.

/

AGE
-'FIRST

YEAR

45
46
47
48
49S

51
52
53
54

56
57
56
59
60
6162

43
64
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PEPMANENT INSURANCE POLICY COMPARED TO OUTING TERN ANO

INVESTING THE DIFFERENCE IN THE NET PREMIUM 8 AFTER TAX RATE OF INTEREST

FACE AMOUNT 51009
AANUAL PREMIUM OF
QIVIDENOS USED TO

$3,198*
REDUCE ANNUAL OUTLAY

% ISSUED AT AGE 44
NET INVESTMENT RATEOF 4.7609X

AGE RATE OF TERM
F IRST INSURANCE
YEAR PER 1000

45 5.64
46 6.11
41 6.62
48 T.20
49 7.83
50 8.53
51 9.29
52 l0.12
53 11.02
54 12.000
5s 13.07
56 .14.25
57 15.54
58 16095
59 1.50
60 20.20
61 22.04
62 2#.05
63 Z6-25
64 26.64

AMOUNT OF PREMIUM
TERM FOR TERM

INSURANCE INSURANCEi

97,351.06:
94,896.77
92,452.85
9-,022.70
079606.67
65,214.61
62,842.29
80,49S.04
78,176.94
75,890.66
73,640,32
71,428.21
6',260.24
67,140.?9
65,077.33
63075.63
61,063.16
59,101.79
57,136.50
55,169.44

549.06.
579.82
612.04
646.16
685.8
726.80
769.6
614.6I
.861 , I91#).e9

962.,48
1,017.85
1,076.30
1,136*.04
1,203.93
1,274.13
1,346.27
1,421.40
1,499.83
1,580.63

INVESTMENT ACCOUNT
VALUE OF ACCOUNT

YEARLY FIRST END OF
DEPOSIT OF YEAR YEAR

• 2,646.94
2,328.16
2,200.96
2,070.84
1,939.02
1,804.12
1,668.40
19530.39
1,389.49
19247.31
1,102.52

957.15
807.70
655.96
499.07
338.87
234.73
128.60
16.17

- 93.63

2,648.94
5,103-23
7,547.15
9,977.30

12,391.33
14,785.39
17,157.71
19,504.96
21,623.06
24,109.34
26,359.68
28,571.79
30,.739.76
32,859.21
34,922.67
36,924.17
36,916.82
40,898.21
42,863.50
44,810.56

2,775.0S
S,346.19
7,906.46

10,452.31
12,981.7Z
15,489.31
17,974.57
209433.57
22,662.03
25,257.16
27,614.64
29,932.06
32,203.2S
34,423.60
36,585.30
38,682.09
409769.61
42,845.33
44,904.19
46,943o95

PERMANENT INSURANCE POLICY
DIVIDEND CASH VALUE CASH VALUE *

AT ENO AT END OF END OF YEAR
OF YEAR$ YEAR DIVIDENDS

20.00
38s.00
479.00
573.00
667T00
760.00
853.00
947.00

1,040.00
1,133.00
1,223.00
1,314.00
1,404.00
1,495.00
1,585.00
1,617.00
1,648.00
1,680.00
1,711.00
1,743.00

600.00
3,200.00
5,600.00
6,000.00

10,400.00
12,900.00
15,400.00
17,800.00
20.310.00
22.000.00
25,100o00
27,400.00
29,700.00
32,000.00
34,200.00
36,500.00
38,700.00
40,900.00
43,100.00
45,200.00

1,090.00
3,585.00
6079.00
6,573.00

11,067.00
13,660.00
16,253.00
18,747.00
21,34l.00
23,933.00
26,323.00
28,714.00
31,104.00
33,495.00
359765.00
38,117.00
40,346.00
42,580.00
44,811.00
46,943.00

INVESTMENT
VALUE OVER

POLICY VALUE

1,685.05
1,761*19
1,827.46
1,879.31
1,914.27
1*829.31 -
1,721.57
1,66.57
1,522.03
1,324.16
1,291.64
1,216.O6
1,099.25
928.60
800.30
565.09
421.61
265.33
93-19

.95

* WHOLE LIFE PREMIUM REDUCED BY EXCESS OP TERM POLICY FEE OVER POLICY FEE OF WWOLE LIFE OF $0

D DIVIOEND USED AT THE FIRST OF THE FOLLOWING YEAR TO REDUCE PREMIUM.
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SPEECH OF E. J. MOORHEAD REGARDING COMPARATIVE COSTS OF LIFE IN-
SURANCE, DATED JUNE 15, 1970

"The Comparative Costs of Life InsuranCe"

Remarks by E. J. Moorhead at Institute of Life Insurance Conference
Chicago, June 15, 1970

I. A Short Description of How Life Insurance Works

(After bringing up the question of a capsule definition for
general discussion, the speaker indicated that, in the context
of today's discussion, the essential character of a life insurance
contract of any kind could be summed up in three words:

WINNERS PAY LOSERS.

This brings up the basic question whether the amount paid by the
Winners to the Losers is or is not part of the Cost of Insurance.
After all, this is just a redistribution of a sum of money rather
than a cost to the group as a whole. In this respect it certainly
differs from the amount that is taken from each premium by the
life insurance company for its expenses and for profit or contin-
gencies.

Nevertheless it is clear that most Winners regard the amount they
.) contribute to the Losers as a cost to them.

The Joint Special Committee on Life,1nsurance Costs considered a
large number of approaches that had been suggested, some of which
are described in its Report. Many of these methods consider the
amount paid by Winners to Losers as part of the cost, but a few
do not, notably the Benefits-to-Premium Method-that has been
thoroughly-nalyzed by Professor 811th.

II. What Is a Dividend Scale?

(This also was the subject of discussion among the conferees, the
purpose being to ascertain whether they feel that the dividend
scale is

What the company hopes to pay
What the company has paid
What the company is paying
What the company estimates it will pay
What the company needs to say that it. is paying or will pay

An old pamphlet entitled "Don't Sell Dividends" that had been
brought to the meeting that morning by Mr. Gathings Stewart was
circulated as a "horrible example" of misunderstanding or distortion
of what a dividend scale really is.)

BEST COPY AVAILABLE
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thilt !, (-.ith nt u' sees t dlv idpIed %rale in tit, %.tin1 way 1% other,
see it, ,aied particulArly in to.' Nau i, way a% the aetuury who ha.,
calculated it sees it, we are likely to diverge tremendously in
our idea of how dividends should be used in a comparative analysis.

(The speaker expressed the view that a dividend scale is intended
to have no element of either the future or the past in it. It
represents what the company is paying today, adjusted only to
reflect the basic differences between policies already on the
books and those now being offered. Opinions around the room
differed somewhat on whether actuaries adhere thoroughly to this
concept. The speaker pointed out that to the extent they do not,
this divergence can be revealed by analysis, except in the case
of companies that have nof been in existence or have not been
selling participating life insurance for at least the period
covered by the scale, usually twenty years.)

Ill. Decision No. I for Mr. and Mrs. Householder--How Much Life Insura.ice
and What Kind

In our preparation for this afternoon's session Professor Belth
and I agreed that we would not tell each other what each of us
plans to say, but each of us would build his presentation around
the problems of a hypothetical young family man, whom I have
described as Mr. Householder. He is assumed to operate on a
severely limited personal budget, and is trying to decide, with
whatever help he can get, how much life insurance he sho uld have,
what kind he should buy and from whom he should obtain it.

It seems clear that how much and what kind are related to each
other. The more life in urancg he must have, the more he must
depend in~± oEterm u ndepend in- artuon term insurance-~ atgr ta rinr a
T e more he buys the more it must cost htm ( u aons on the
Traditional Method to the contrary notwithstanding) because, as
we have already observed, insurance means a contribution by each
Winner to each Loser.

Having decided how much (the process for which we shall not now
discuss) then we submit that What Kind really means flow fast
should he pay for it.

One-year term means no prepayment; level premium tern means minor
prepayment; whole life means considerable prepayment; and a plan
such as endowment at age 65 ,weans a large element of prepayment.

To the extent that comparative cost is the criterion--and certainly
it is one criterion and it is our'tooic this afternoon--there is
no clear choice between plans of insurance based on comparative
cost. It is wrong to say, as some do, that whole life is neces-
sarily cheaper than ten ins-irance. Likewise. it is wrong to sa.v
thdt ten insurance is necessarilv cheaper than whole life. Very
definitely it. is wrong for t'e holder of one belief or this score
to impugn the morals, loyalty or sanity of somebody who takes the
opposite view.
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Really, the question we are discussinq here is that of consistent
pricing by the actuarial profession. It is only to the extent
that, for reasons good or bad, pricing by the actury is. inconsistent
between plans that the choice of What Kind should involve any
consideration of cost.

It is true that a life insurance company miqht set a high price
for term insurance with the notion of discouraging it; there have
been times in life Insurance history when this has been the case.
Or, term insurance might be priced relatively high because it is
believed to experience poor persistency or heavy mortality. On
the other hand, there may be times when competitive considerations
fotce costs of term insurance down to abnormally low levels.

Nevertheless it is our thesis this afternoon that Kind of insurance
should be an issue for Mr. and Mrs. Household only in the context
of their itY and desire to prepay future insurance costs.

IV. Decision No. 2 for Mr. and Mrs. Householer--With Whom To Do Business

For the reason Just stated, this will be discussed, as it was by
the Committee, in terms of an Individual who has-already passed
the decision-point for Amount and Kind. He knows how much insurance
he intends to buy and he knows what kind of insurance he desires
to buy. The question only is. from Ahom shall he buy that amount
and that kind.

To begin with, we inust reject two plausible but wrong ideas.
First, we nust discard the notion that cost Is the only criterion
in determining from whoin to buy. Probably nnhody in this room
believes this, so we need not wiste time in discussing it. The
Report lists some of the reasons why cost is not the sole criterion--
mentioning services of the agent, financial strength and service
facilities of the company, and values in the policy that cannot
conveniently be incorporated in any mathematical comparison.

Second, we must throw out the idea that no useful cost comparisons
need to be made or can be made. Those who preach this say either
that differences between policy costs in different companies are
small--this is the "pennies per' thousand" approach, and it is
false% or thoy say that dividend scales change so rapidly and so
haphazardly that comparisons are nonsense--this is the "dizzy
dividend" or perhaps the "err.-t- at.tary" aporn4th, and it also
is false, at least historicallv and in the foreseeable future.

In considering what information Mr. and Mrs. ticuseholder need so
they' can '1mOiide from whomm to buy: the .cmndi tte asserts that
there is no one comparison metho,1 that is obviously and demonstrably
superior to all the other.
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One uwthod, we definitely agree, is inferior and that is the
Traditional Method. Furtherore, the inherent inferiority of
the Traditional Method has been accentuated b .thp lnJ,
t*1tTF-a fi ad-7 un&diend AndTS~s .1uaepa~trn. some ofuI 6iF1i n f jiW h before Senator iart dJropped his
firecracker into the 1968 ALC Mepting. For example, you might
examine the opening paragraph of the joint paper on life insurance
cost comparisons by Professor flelth and ti in the Journal of the
American Risk and insurance Association, December, 1965.

All the san., it is easily possible to overstate the deficiencies
of the Traditional Method. (At this point the conferees were
invited to examine page 30 of the .ommittee Report, showing that
of the first ten companies by the Traditional Method, eight are
still in the first ten positions hy the Committee Method; and
coincidently of the last ten by the Traditional Method. againeight were still among the last tenJy the Conuittee Method. On
the other hand, a few individual companies so show sharp changes
when the Coitvittee Method is substituted for the Traditional
Metho.-).-----

The rational conclusion seems to-be that use of a method that is
truer than the Traditional Method does not turn industry results
upside down, far from it. But it does, we think, place desirable
emphasis upon genuine performance and thus should encourage
efficiency.

Every method examined by the L(lorittee that reflects either
(a) time of payment or (b) both tine and probabil-i-of payment,
has something to recovmiend it. In saying this I am expressing/ a personal opinion. _Soe say there is a fundamental nbiection
to any method that uses mortality and lapse rates. These people
an speaK or tnlefiseIves; I ao noc fOld that view.

I do maintain that the inethod advocated by Mr. Lewis for moving
from a Yearly Price to a Lewvil Pric:e is mathematically superior
to the method used by Professor Belth in his level Price Method.
Professor IDelth sho0ld not feel badly aho,,t thi,;. Wp all know
it i% imich easir I-o rmjrst flow -inythin ii , -it ,,, iirnvo,, than
it is Lo ,,voln n il' in the fir0 IJacv. I ,10 Ir-r-0 thilt ill drny
further work he ma y do with tLs Levs,'l Prit,. * Met-,od Profe'sor

_ elrh will ,i lt'rialy ,edic, 0 , . ,rt uit; f,-ho' tilitici Iy

usinq Mr. lwi,,' forlntila in%,'.edr ot his "r' 4er.3l.

V. HaIlmarks of Suitta-le Infonioa,.Ji,

The Ildll'P,di'S 'I .i "..ij-lO V9(.,'.. , _" ., COst of life
instirance ;ln'li , as tho o . : o'::" tvA:, ,F *, tah. fol lowinq:

1. 1iha 1 i I I i, r,.ai,;l ,,ri o,, , ' I ( r,

2. li,, it Il- wjiti.1i tka- mu411f,1 ., o: . ,-..-(nablI intelligent
pr'rsoio %.il i,; n-c,. it, either t6' !nsur.v,:'m ,e artiment of a
'livor-;i Ly :w Il Actuari. 0i . rtent rl ,o Ii fi insurance
comp,,ny. '0is in thi, Cs.m, ttvp,, view is dr, itnirortanL Crconsid-
oration and rat!ler ,everely-Tit.it, thr r.inqe of acceptable
,,eltiti Cnl')
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3. That it be close enough to theTraditlonal Method so-that we
can expect home office and field people to accept it voluntarily,
promptly and cheerfully;

4. That it avoid unnecessarily highlighting the separation of a
policy into its protection and savings components.

In considering the fourth of the above points the word "highlighting"
should be noted. We are concerned not so much with whether a method
involves such a separation, as whether it waves the fact of separation
like a red flag.

(At this point the speaker asked for a show of hands to determine
how many conferees feel that the consnent on the separation question
in the Report is consistent-with their own view. Almost all con-
sidered that statement valid or at least acceptable.)

VI. Getting This Information to the Public

The question of how to communicate a comparison system to the public
was not part of our Committee assignment, and therefore was not
discussed by our Committee except to the extent of recognizing
that it is an important question and not easy to solve. We know
that some individuals are offering a comparison service for a fee--
with what success we know not. We know that Professor Belth has
proposed a'central service organization. We know that in Great
Britain the Insurance industry has been admonished by a consumer's
organization to finance service centers where people can get
independent basic information about Insurance.

Mr. Paynter and others at the Institute of Life Insurance have
given the dissemination question much thought and may be persuaded
to conent on it.

But, I hear footsteps. They are the footsteps of the doughty Professor
of Insurance at Indiana University who will now tell us about this
question as he sees it. Nobody here will listen more attentively than
I -shall--as I think I always have--to Professor Joseph M. Belth.
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PANEL DISCUSSION ON N.r COST COMPARISONS BY R. N. HOUSER, DATED
NOVEMBER 11, 1970

Presentation as Panelist on Subject of "Net Cost Comparisons"
§6ciety of Actuaries Meeting, November 11. 1970

R. N. Houser, Vice President and Actuary, The Bankers
Life, Des Moines, Iowa

As you all know, the Joint Special Committee on Life Insurance Costs

has completed its study and produced its report. My remarks are addressed

to. the following question: Now that we have this report, what are we going

to do with it? What are we going to do as an industry, and what is my

company going to do as an individual company?

Insofar as the life insurance industry is concerned, it seems to me

there are at least four possibilities. One is simply to sit tight and

- wait for an industry consensus to develop on the merits and demerits of the

Proposed Interest-Adjusted Method. Wait ..... and wait...and wait. Another

possibility is to form a new committee to restudy the problem and perhaps

come up with a better answer. This could probably be followed by another

committee and then still another committee. The perfect method might

possibly emerge by the year 2011. Still a third possibility is simply to

file the report and forget it. This is the one I'm really scared of. Simply

do nothing as an industry and then rationalize our reasons for this inaction.

The fourth possibility, the one I happen to favor, is to get on with the

job. Begin kising the proposed method and continue using it until something

better comes along.

Regardless of what the life insurance industry does, my company, the

Bankers Life Comipany, Des Moines, Iowa, is faced with its own decision as

to what to do. We recognize that our decision will have little impact on

the industry-wide problem. Nevertheless, we cannot avoid a choice. As we

see it, there are three choices open to us. One choice is simply to do

nothing for the time being. Just sit back and wait to see what develops in
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the industry. Then follow along. A second choice is to adopt the new method

lock, stock and barrel. Insist that use of all Traditional cost figures be

immediately terminated and that the new Interest-Adjusted cost figures be

shown in all subsequent proposals. A third choice is something of a middle

ground between these extremes. You can call it compromise if you want, but

I prefer the term "realism". I intend to elaborate on thin latter choice

because it is the one my company plans to adopt.

From the perspective of an individual company, I have prepared my own

list of arguments for and against use of the Interest-Adjusted Method.

First, the arguments for the new method. One such argument is simply that

the new method is better than the Traditional Method. Perhaps the question

should be turned around so thdt it becomes: Why continue the Traditional

Method when the new Interest-Adjusted Method is better? Another argument

is that various printed services such as Best's and National Underwriter

will likely pick up and use the new method, thus making its spread inevit-

able. A third argument is that we, as a company, would rather be a leader

than a follower. So what if our company does jump first. Someone obviously

has to. A fourth argument is that we might gain some brownie points for

being forthright in an age of consumerism. We can point out to the customer

that we are willing to lay our cards on the table insofar as net costs are

concerned. A final and rather powerful argument is that, from studies we

have made, we are conwinced that widespread use of the new method would

tend to help us more than it hurts us in competitive tandings. For

example, one of our largest selling plans is a low premium ordinary life

policy which shows a relatively poor surrender cost under the Traditional

Method but looks much better under the Interest-Adjusted Method.
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There obviously are arguments against, as well as for, use by our

company of the new Interest-Adjusted Hethod. One argument is that the

change is too revolutionary at this time. A case can be made that we should

go slow ov any wholesale change. An evolutionary approach might be better

than a revolutionpry opq. Furthermore, we don't yet know whether or not the

new method will catch on in the industry. We might guess wrong if we move

ahead too fast. A second argument, and this is an important one, is that

we can expect some resistance from our field force who aty see use of the

new method as simply another sales obstacle to be overcome. If nothing else,

it would take time for the agent to explain the new method to the prospect,

and thus perhaps get his sales presentation off the track. Whatever resist-

ence we can expect against the new method from our own field force is likely

to be compounded in the case of outside brokers, A third argument is that

we might lose some competitive advantage if our Interest-Adjusted cost figures

were unfairly compared with another company's Traditional cost figures. We

feel that a well trained agent should be able to overcome this particular

problem. A fourth argument is simply that it costs something to revise

the format and wording of our proposal forms. Finally, there is the argument

that terminology under the new method has not been fully settled. I can buy

this. Perhaps my biggest reservation about the now method is its name. It

seems to me rather obvious that the name "Interest-Adjusted Hethod" was in-

vented by an actuary. It is rather descriptive but singularly lacking in

sales appeal. The one good comment I have about the name is that it is

better than either "Equalized Cost Hethod" or "One-30.969th Hethod". This

latter name is the one I really feared since it seems to be a rather obvious

actuarial refinement of the "One-Thirtieth Hethod".
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After reviewing these pros and cons from an individual company stand-

point, my company made its decision. Effective January 1, 1971 we plan to

take the following steps:

1. Interest-Adjusted figures will be included in the ratebook for all

permanent plans. We plan to show both net payment and net cost

figures per thousand, exclusive of policy fee, for 10 and 20 years

at 4% interest. Along with this, we will include in the ratebook

a full explanation of the Interest-Adjusted Method.

2. We will continue to use our conventional proposals of the "non-ledger

statement" type even though they occasionally show Traditional net

costs. We see nothing inherently wrong in showing a prospect that

at the end of 20 years or at age'65 his total cash value may exceed

his total premit payments. However, we do not feel that such dif-

ferences should be labeled as gain, profit, or negative surrender

coat. We plan to clean up the wording of our conventional proposal

forms to eliminate all such potentially misleading terms. Note

that this type of proposal is seldom used in competitive situations.

Thus, we see little benefit to be gained by including Interest-Adjusted

cost figures in the proposals.

3. We will continue to show Traditional net cost and net payment figures

in the body of our 20-year ledger statements but will clean up any

potentially misleading headings in the same manner as previously

described for conventional proposals.

4. For all such 20-year ledger statements we will add Interest-Adjusted
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net payment and net cost figures for 10 and 20 years at 4% interest.

This will be a machine-prepared fill-in at the lower left-hand

corner of the form. Note that we will do this on all ledger state-

ments. It will not be optional on the part of the agent. We also

plan to include a separate printed sheet with the ledger statement

to explain to the prospect the meaning and significance of the

Interest-Adjusted figures shown in the statement.

As you can see, we are going only part way toward use of the Interest-

Adjusted Method. Nevertheless, we feel the step we are taking is a big one

and an important one. Our reason for concentrating on ledger statements is

that this is the type of proposal normally used in competitive situations.

By showing Interest-Adjusted cost figures in the ledger statement, we do

not plan to shy away from competition. If our company shows these Interest-

Adjusted figures and your company does not, we plan to point this out to

the prospect. We may even ask "why".

Note also that we plan to stress net payment as well as net cost under

the new method. We feel both of these are important to the buyer. Where

appropriate, we also plan to point out differences between. our guarantees

and those of the other company. For example, if part of the other company's

cash value comes from a non-guaranteed terminal dividend, we won't hesitate

to point this out. In other words, we plan to use the new Interest-Adjusted

Method aggressively in any competitive situation just as we have used the

Traditional Method in the past.

In stmrarizing, my remarks, I would say that the life insurance industry

b;,). Y

793 of 794

1973 GOV The Life Insurance Industry Hart Part 1 794p bonknote.pdf



790

has reached the point where it's time to get off our collective duffs and

get on with the job. All of the reasons which led to formation of the Joint

Special Committee still exist. Doing nothing isn't going to cause this

problem to disappear. What I strongly suspect is that sheer inertia will

be the biggest obstacle to immediate use of the Interest-Adjusted Hethod.

Let me turn this around. Can you imagine the clamor which would have arisen

among actuaries if we had been using the Interest-Adjusted Hethod for many

years and then some misguided soul had the temerity to suggest that, for

purposes of simplicity, we drop the use of interest in our net cost compari-

sons? I suspect we would all have been up in arms over the thought that any-

one could seriously suggest the use of such an unscientific cost comparison

method.

I sincerely believe the life insurance industry will be making a sad mistake

if it does not begin to provide more meaningful cost comparisons. The Interest-

Adjusted cost comparison method is the only one now on the scene which has any

possibility of widespread adoption. Let's pick it up and begin using it.

Let's take this first step. however small it may be, toward providing more

meaningful cost informaLion for the consumer. My company plans to do just

that.
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