~ Calendar No. 2219

85TH CONGRESS } ‘ SENATE { REPORT
2d Sesgi(m ~ ' No. 2170

AUTHORIZING THE CONVERSION OR EXCHANGE, UNDER CERTAIN
CONDITIONS, OF TERM INSURANCE ISSUED UNDER SECTION 621
OF THE NATIONAL SERVICE LIFE INSURANCE ACT AND PRO-
VIDING A ONE-YEAR PERIOD DURING WHICH CERTAIN VETER-
ANS MAY'BE GRANTED NATIONAL SERVICE LIFE INSURANCE

AvgusT 4, 1958.—Ordered to be printed

Mr, Bzrp, from the Committee on Finance, submitted the following

REPORT
[To accompany H. R. 11382]

The Committee on Finance, to whom was referred the bill (H. R.
11382) to suthorize the conversion or exchange, under certain condi-
tions, of term insurauce issued under section 621 of the National
Service Life Insurance Act, and for other purposes, having considered
the same, report favorably thereon with amendments, and recommend
that the bill, as amended, do pass.

The amendments are as follows:

Amend the title of the bill to read:

An Act to authorize the conversion or exchange, under
certain conditions, of term insurance issued under section
621 of the National Servige Life Insurance Act and to pro-
vide a one-year period ‘during which certain veterans may
be granted National Service life insurance, and for other
purposes, ,

On page 3, line 15, after the period, add a new section to read as
follows: '

SEc. 3. (a) Notwithstanding the provisions of section 619
of the National Service Life Insurance Act of 1940, as
amended, insurance may be granted under section 602 (c) (2)
of the National Service Life Insurance Act of 1940, as.
amended, to any individual who has had active service (as
defined in such Act) between October 8, 1940, and April 24,
1951, both dates inclusive, upon application made in writin
within one year after the. effective date of this Act, an
subject to the limitations provided in such section, and to
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the other provisions of the National Service Life Insurance
Act of 1940, as amended. . . v ‘

(b) Notwithstanding any time limitation for filing ap-
plication for insurance contained in section 620 or section 621 -
of the National Service Life Insurance Act of 1940, as
amended, any person heretofore eligible to apply for in-
surance under such sections shall, upon application made
in writing within one year after the effective date of this
Act, be granted insurance thereunder, subject to the other -
limitations specified in such sections, except that where ap-
plication for insurance under the provisions of section 621
of the Act is made more than one hundred and twenty days
after s?aration from active service the applicant shall ge
required to submit evidence satisfactory to the Adminis-
trator of Veterans’ Affairs of good health at the time of such
application. Insurance granted pursuant to this subsec-
tion under section 621 (as amended by sec. 1 and 2 of this
Act) shall be on the limited convertible term or permanent
plans of insurance and the premiums shall be based on
table X-18 and interest at the rate of 2% per centum with
an additional amount for administrative costs as deter-
mined by the Administrator. The Administrator is au-
thorized to transfer annually an amount representing such
administrative cost from the revolving fund to the general
fund receipts in the Treasury.

(c) All premiums paid and other income received on ac-
count of national service life insurance granted under the
authority contained in subsection (a) shall be segregated in
the national service life insurance fund and, together with
interest earned thereon, shall be available for the payment
of liabilities under such insurance.

Notwithstanding the provisions of section 608 of the
National Service iife Insurance Act of 1940, as amended,
thé Administrator of Veterans’ Affairs shall determine
annually the administrative costs which in his judgment are
properly allocable to such insurance and shall thereupon
transfer the amount of such costs from any surplus otherwise
available for dividends on such insurance from the national
service life insurance fund to the national service life in-
surance appropriation,

On page 3, line 186, 2trike out the figure “3”” and insert the figure ‘4",

EXPLANATION OF AMENDMENT

The purpose of the amendment is to provide a 1-year period during
which certain veterans may be granted national service life insurance.
It would extend the privilege of securing national service life insurance
to veterans who served between September 2, 1945, and April 24,
1951, and to make clear that the insurance granted pursuant to the
bill shall be subject to all provisions of the National Service Life
Insurance Act. in order to reinstate insurance under this amendment
the veteran must file application and upon showing of good heslth
would be granted the insurance. It also contains provisions to cover
the administrative costs necessitated by this amendment.
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"/ GENBERAL STATBMENT: :- " . =« - =y ubeg,

Section 621 of the National Service Life I_nsgrahce Act was added
by Public Law:23, 82d Congress, effective April 25, 1951, and provided
nonparticipating term insurance to any veteran who had service be-
tween the period.of April 25, 1951, through December 31, 1956, As
of that date, Public Lew 881, 84th Congress—the Servicemen’s and
Veterans’ Survivor Benefits' Act—terminated the authority to issue
such insurance. . ' P ; -

Under section 621, any J)erson serving in the Armed Forces during
that period of time, could, within 120 days after discharge, obtain
national service life insurance of the type deésignated as snecial term
insurance, with premiums based on the 1941 Commissioners Standard
Ordinary Table of Mortality and interest at 2% percent per annum.,
This sgecml term insurance 18 renewable every 5 years and at the end
of each 5-year-term period the veteran pays a higher premium rate
according to his then attained age. '

As of March 31, 1958, there were 695,963 policies in force having a
total fg?)e value of $6,354,131,500. The average face value per policy
is $9,130. , » :

The Commissioners 1941 Standard Ordinary Table of Mortality-
was the most modern table available to the Congress at the time Public.
Law 23 was enacted and provided reasonable premiums, However,
the fact that there has accumulated considerable surplus in the revolv-
ing fund indicates clearly that even the low rates presently authorized
alre_ in excess of those required to keep the fund solvent and pay the
claims.

EXPLANATION OF THE BILL

Sections 1 and 2 of the bill, as reported, would permit a section 621
policyholder three choices:

1, Maintain his present term policy at the Commissioners Standard
Ordinary premium rates, o :

2. Exchange his present policy for a limited convertible term policy
~ with lower premiums based on the new X-18 table. Such policy ma
not be renewer after age 50 or 2 years after the effective date of this
legislation, - : ‘

3. Convert to a permanent-type policy with premiums based on
the X-18 table. . '

4. Section 3 of the bill will provide a 1-year period during which
certain veterans may be granted national service life insurance,

The tables reproduced show for ages 20 through ¢ the premiums
for the various types of policies which will be available under the bill
under the X~18 table to the insured. :
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Annual premiums per $1,000 of insurance based on.table X~18 and 2'4 percent interest
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~ COST OF BILL - . S
The Veterans’ Administration estimates that the cost of. sections
1 and 2 of the bill: for the first year to be approximately $375,000 and
£150,000 for the second year, and reducing to about $50,000 the fourth
year, with no probable additional cost thereafter. . -
Section 3 of the bill would cost approximately $425,000 per year. ;
The reports from the Office of the Sceretary of the Treasury and the
Veterans’ Administration are as follows: : o
OFFICE OF THE SECRETARY: OF THE T'REASURY, .
o » ST Washiigton, July 8, 1968.
Hon. Harry ', Byrbp, e e - :
Chairman, Commitlee on Finance,
United States Senate, Washington, D, C,

My Dear MR, Cuairman: Reference is made to your request for
the views of this Department on H. R. 11382, a bill to authorize the
conversion or exchange, under certain conditions, of term insurance
issued under section 621 of the National Service Life Insurance Act,
and for other purposes. '

The only provision of the proposed legislation which is of primary
interest to this Department is section 2 of the bill which wouldp change
the method now used to determine the rate of interest to be paid on
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investments :of the veterdns’ special:term-insuranee ‘fund in' special
ebligations.of the United States. The section would réquire the rats
of interest on such obligations to be fixed at a rate equal to the average
rate of .interest borne.by..all marketable. obligations of. the. United
States, outstanding as of the end of the month preceding the date of
issue of the special obligations, that are not due or callsﬁ)le for more
than 5 years from the date of issue, adjusted to the nearest one-eighth
of 1 percent. The. rate. of interest is presently fixed at a rate not
exceeding the average interest rate on all- outstanding marketable
obligations of the. United States... .. ... ....0..0 . .. . e
. Since the proposed formula for determining interest rates on special
obligations issued to the veterans’ special term . insurance. fund is.the
same as that presently prescribed by law for special obligations issued
to-the ‘Federal old-age and survivors insurance and disability insur-
ance trust funds, and the civil service retirement and-disability fund,
the Treasury Department has no objection to section 2 of the bill.

There is attached: & memorandim which discusses the possible
effects of the change in ‘the-interest rate. C S

The Bureau of the Budget has advised that there would be no
objection to the submission of this report and that it favors enactment
of the bill with an amendment to provide for the deposit of surplus
(beyond contingency reserves) in the Treasury,

Very truly yours, : :

Jurian B. Bairp, .
Acting Secretary of the Treasury.

TREASURY MEMORANDUM RE H. R. 11382, TO AUTHORIZE THE CONVERSION
OR. EXCHANGE, UNDER CERTAIN CONDITIONS, OF TERM INSURANCE
ISSUED UNDER SECTION 621 OF THE NATIONAL SERVICE LIFE INSUR-
ANCE ACT, AND FOR OTHER PURPOSES - S

The formula for determining interest that is used in section 2 of
the bill was established for determining the interest rate on special
obligations issued to the Federal old-age .and survivors insurarce
and disability insurance trust funds in 1956, Previously the interest
rate on these funds had been determined on the basis of the average
interest rate on all interest-bearing obligations of the United States
rounded downward to the nearegt one-eighth of 1 percent. It should
be pointed out that since 1956 the formula has produced a lower rate
of interest becatse of increases in interest rates for short and inters
mediate issues, generally through the last half of 1956 and throughout
1957, and because in recent years there have not been many long-
term issues. Over a long period it is probable that the proposed
formula would produce a higher rate for the funds than the prosent
one, - ' :

The reduction in interest rates in recent months and the restora-
tion of the pattern whereby rates on short and intermediate issues
are now lower than those on long-term issues, establishes a trend
which, if long continued, would produce a better rate for the funds
using the proposed formula. However, at this time there is no way
of deﬁniteg7 etermining the long-range effect of the proposed change
in the interest rate. S SRR :
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- As of May31;-1958, the veterans’ special term insurance fund held
the following investments in special Treasury certificates of indebted«
ness due June 30, 1958: e ci

Date : _ rate, Amount
percent
June-AbGUSE 1987 .o iieeciiceemcucciacceecnsecamncesamesecautesenas 2
Soptember 1957-February 1958....-.-smmroun eememmmmemmenmmm—————— 2%2 ”91: %’ 333
March-Aprll 1958 ... icecmcciaccaccrcccecamceccnanasasasasaancearar 2% l,om'ooo
MAY 1058, . creeoemoooeosmmmoanemsnn s emmn e s aammomenemanesmnenenaan 214 600, 000
Y PSP R 46, 262, 000

, . JuLy 7, 1958,
Hon. Harry F. Byrp, ,
Chairman, Commattee on Finance, v

United States Senate, Washington, D. C.

-DEear SeNaTOR BYRrp: The following report on H. R. 11382, 85th
Congress, is submitted at your request. . A

The general purpose of the bill is to amend section 621 of the Na-
tional Service Life Insurance Act of 1940, as amended, to provide
that term insurance issued thereunder may be converted to one of the
permanent plans of insurance or exchanged for a policy of limited
convertible 5-year level-premium term insurance. The premium
rates, upon such conversion or exchange, would be based on table X-18
(1950-54 Intercompany Table of Mortality) and interest at the rate of
23 percent per annum. : .

Section 621 insurance was issued between April 25, 1951, and
January 1, 1957, if application therefor was made during such period
and within 120 days after separation from service. .- This nonpartici-
pating insurance was issued on the term plan only and cannot be
converted to permanent-plan insurance. Hence, at the end of each
5-year-term period when the insurance is renewed the veteran pays a
higher premium rate according to his then attained age. As Public
Law 881, 84th Congress, prohibited the further issue of section 621
insurance on and after January 1, 1957, the insureds who would be
affected by the bill are a closed group. There are about 700,000
section 621 policies in force with a face value of about $6.4 billion,

Under the bill, if enacted, a section 621 policyholder would be per-
mitted to—

(1) Convert to a permanent plan policy with premiums based
on table X~18 (1950-54 Intercompany Table of Mortality) and
interest at 2} percent per annum;

(2) Exchange his present term policy for a limited convertible
term policy with lower premiums based on table X-18 and
interest at 2% percent per annum. However, such policy could
not be issued or renewed as term insurance after the insured’s
50th birthday or after 2 years from the effective date of the bill,
whichever is later; or

(3) Maintain his present term policy with premium rates based
on the Commissioners 1941 Standard Ordinary Table of Mortality
and iuterest at 2% percent per annum.

The bill makes other necessary and desirable perfecting amend-
.ments relating to settlements of annuities, values of the permanent
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plan policies, nonparticipation, and.investment of the révolving fund
from which benefits arei paid. The bill would be effective January 1,
1959, 0 o T T A I
- Five-year level-premium term insurance is not designed to afford
insurance on a lifetime.basis. It is designed to provide protection
for short periods of time. At the youriger ages of life; or éven at the
early middle ages, the increase in premiums at successive renewals is
moderate and 1s ienerally, absorbed without any difficulty on the part
of the insured. At the later ages of life, the renewal premium increase
becomes more and more substantial and ‘its effect progressively more
burdensome at a time when one’s earnings are reducing. It was to
obviate these difficulties that level-premium permanent plans of insur-
ance were designed. Under these plans an insured pays a larger pre-
mium in the early years of life in order to be reliev’e(f of these burden-
some increases in later life. The Veterans’ Administration has always
taken the position that term insurance, while providing high temporary
coverage at low cost, was never designed for lifetime coverage, and in
its later stages is productive of disillusionment and hardship, .
The experience with the World War I group of about 18,000 term
olicyholders demonstrates the problems that will arise in the future
if the nearly 700,000 section 621 policyholders are not permitted to
convert: their insurance. Bills have been introduced in the present
and past Congresses having as their objective relief of the World War I
group from the payment of the high premium charges necessary to
maintain their insurance in force at the advanced ages. .

Section 2 of the bill would provide a different and more stable basis
for fixing the rate of interest on obligations in which the section 621
revolving fund is invested. However, there is no guaranty that this
fund will earn interest at the rate of 2% percent per annum, the rate
established by the bill for determining premiums and other values on
the new insurance. The committee may desire to obtain from the
Treasury Department information as to the rate of interest that would
have been earned over a period of years in the past had section 2 of
the bill been in effect.

The current mortality experience on the section 621 nonpartici-
pating insurance (no dividends are payable thereon) is expected to
result in a surplus as of December 31, 1958, of approximately $42
million. The reason for this surplus is that the Commissioners 1941
Standard Ordinary Table of Mortality with interest as 2) percent
per annum on which premium rates for this insurance are based is
not representative of current-day mortality. Table X-18 reflects
intercompany commercial experience during the years 1950-54 and
exhibits mortality rates roughly comparable to the rates now being
ex(i)erienced on the participating national service life insurance.
Adoption of table X~18 with interest at 2} percent per annum would
reduce the premium cost on the new insurance authorized by the bill
more in line with the net cost of participating national service life
insurance and would eliminate future accretions of surplus to the
revolving fund. ; | ' .

If it is assumed (1) that the mortality rates now being experienced
will continue indefinitely in the future, 'and (2) that 2% percent
interest, will be earned on the revolving fund investments, our studies
indicate that premiums based on table X-18 with interest at 2} per-
.cent, together with the expected surplus of $42 million in the revolving
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fund, should be adequate to meet future liabilities under the insurance
contructs. However, should the mortality in the future be much
higher than that assumed, or should the interest earnings be less than
2% percent, then the premium rates probably would not be adequate
and some financial support for the fund would be required. On the
other hand, should the opposite be the case and the mertality and
interest be more favorable, some surplus would likely develop.

The existing section 621 revolving fund in the Treasury does not
belong to the policyholders and any gains therein after payment of
liabilities would eventually redound to the Government. I)f’ the bill
is enacted the present rate of surplus accretion to the revolving fund
amounting to approximately $13 million & year will be eliminated,
Also, the surplus of $42 million which it is estimated will be in the
fund as of December 31, 1958, will be required as a contingency
reserve. : i

If it is assumed that as of January 1, 1959, approximately 700,000
policies will be affected by the bill and that 90 percent of these policies
will be converted to permanent plan insurance or exchanged for
limited convertible term insurance within the next 4 years, it is
estimated that the additional administrative cost of the bill would be
approximately $425,000 the first year; $160,000 the second year;
$80,000 the third year; and $40,000 the fourth year. ‘There would
probably be little or no additional administrative cost thereafter.

" The Veterans’ Administration favors authorizing the conversion of
section 621 insurance and recommends favorable consideration of H,
R. 11382 by your committee. 4 . =
. The Bureau of the Budget advises that there is no objection to the
submission of this report and the Burcau favors enactment of the bill
with an amendment to provide that any surplus in the revolving fund,
beyond contingency reserves considered necessary, may be trans-
ferred from' time to time by the Administrator to the general fund in
the Treasury. ‘ :
Sincerely yours, o o : Lo
SumNER G. Wurrrier, Administrator,

CHANGES IN EXISTING LAW

In compliance with subsection 4 of rule XXIX of the Standing Rules
of the Senate, changes in existing law made by the bill, as reported, are
shown as follows (existing law. proposed to be omitted is enclosed in
black brackets, new mattor is printed in italic, existing law in which
no change is proposed is'shown in roman):

SucroN 621 oF NATIONAL SERVICE Lirs INSURANCE Act oF-1940,
T A8. AMENDED

Skc. 621.: (a) Any. person ‘entitled’ to indemnity protection under
section 2 of the Servicemen’s Indemuity Act of 1951 who is ordered
into ‘active service for a period exceéding ‘thirty “days, shall, upon
application in writing. made within ope hundred and twerity, days
after soparation from such active service and payment of premiums
as hereinafter provided, and without medicdl examination, bé ‘g v'@nteﬂ
insurance by. the United States against the death’ of such’ pérson
.occur,rin_g,wgile such insurance is in’ force. ' Insurance granted under

‘this ‘séction ‘shall be issued ‘upon 'the’samé terms and conditions a8
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ate contained in the standard policies of national service life insurance
on the five-year level premium term plan except (1) such insurance may.
not be exchanged for or converted to insurance on any other plan;
(2) the premium rates for such insurance shall be based on the Com-
missioners 1941 Standard Ordinary Table of Mortality and interest
at the rate of 2 per centum per annum; (3) all settlements on policies
involving annuities shall be calculated on:the basis of The Annuity
Table for 1949, and interest at the rate of 2}, per centum per annum;
(4) insurance issued hereunder shall be on a nonparticipating basis
and all premiums and other collections therefore shall be credited to
a revolving fund in the Treasury of the United States and the payments
on such term insurance shall be made directly from such fund,
Appropriations to such fund are hereby authorized.

(b) Any term insurance issued under subsection (a) hereof may be
converted to a permanent plan o{ insurance or exchanged for a policy of
limited convertible five-year level premium term insurance issued under
this subsection. Insurance tssued under this subsection shall be subject
to the same terms and conditions as are contained in standard policies of
national service life insurance except (1) limited convertible term insur-
ance may not be 1ssued or renewed on the term plan after the insured’s
fiftieth birthday or after two years from the effective date of this amendatory
Act, whichever is later; (2) the premium rates for such limited convertible
term or permanent plan insurance shall be based on table X-18 (1960-64
Intercompany Table of Mortality) and interest at the rate of 2% per
centum per annum, (3) all settlements on policies involving annuities on
wnsurance tssued under this subsection shall be calculated on the basis of
The Annuity Table for 1949, and interest at the rate of 2% per centum per
annum; (4) all cash, loan, paid-up, and eatended values, and, except as
otherwise provided in this subsection, all other calculations in connection
with insurance issued under this subsection shall be based on table X-18
(1960-64 Intercompany Table of Mortality) and interest at the rate of 2%
per centum per annum; (6) insurance issued hereunder shall be on a
nonparticipating basis and all premiums and other collections therefor
shall be credited directly to the revolving fund established under subsection
(@) hereof and payments on such insurance shall be made directly from
such fund.

E(b)] (¢) The Administrator is authorized to invest in, and the
Secretary of the Treasury is authorized to sell and retire, special
interest-bearing obligations of tlie United States for the account of
the revolving fund with a maturity date as may be agreed upon by
the Administrator and Secretary: KProvided, That the rate of interest
on such obligations shall be fixed by the Secretary of the Treasury at
a rate not exceeding the average interest rate on all marketable
obligations of the United States T'reasury outstanding as of the end
of the month preceding the date of issue of this special obligation]
Provided, That the rate of interest on such obligations shall be fixed by the
Secretary of the Treasury at a rate equal to the average rate of interest,
computed as of the end ob/ the month preceding the date of issue of this
special obligation, borne by all marketable interest-bearing obligations of
the United States then forming a part ;Zf the public debt that are not due or
callable until after the expiration of five years from the date of original
1ssue except that where such average rate s not a multiple of one-eighth of 1
per centum, the rate of interest of such obligations shall be the multiple of
one-eighth of 1 per centum nearest such average rate.
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" L[(2)] (d) No insurance shall be gra,nted to any person ‘tnder thls
gection on or after January 1, 1957, unless prior to such date an-accept~
able application aCcompamed by proper and ‘valid remittances or
authorizations for the payment of: {Jremlums (1) wiis received by the
Veterans’ Administration, (2) was placed in the mails properly directed
to the Veterans’ Administration, or (3) was delivered to an authomzed
representatlve of auy of the uniformed services.

O .



