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NATIONAL CONFERENCE 
ON PRIVATE HEALTH INSURANCE 

T h e  purpose of this conference was to 
explore the potential of private health 
insurance to provide more comprehen- 
sive coverage to a still larger proportion 
of the population, perhaps with encour- 
agement by model state laws, and to de- 
velop more alternatives to hospital care. 
As it turned out, the discussion centered 
principally on the refinement of goals 
and the problems in reaching them. 

The conference, which met in Wash- 
ington on September 28 and 29, was 
called by Secretary Gardner of the De- 

partment of Health, Education, and Wel- 
re. It was a sequel to the National Con- 
re,ace on Medical Costs held in June, 

and reported in the September issue of 
The Actuary. 

Of the 60 invited participants, 16 re- 
presented insurance companies, among 
whom were several members of the So- 
cicty. Other participants represented 
the Blue plans, employers, organized 
labor, hospital administrators, State In- 
surance Commissioners, and the Medi- 
care program. Seven background papers 
were prepared and distributed in ad- 
vance of the meeting, including one o,a 
"State Laws and Health Insurance" by 
Allen Mayerson. 

Need far Change 
The participants recognized that private 

health insurance is facing new circum- 
stances, including a need for some 
changes in the present system of provid- 
ing health care. Among the influences 
toward a shift is the transition in empha- 
sis from acute care to chronic and long- 
term care, the mental health problem, 
and the growing significance of preven- 

ve care. In the light of these develop- 
ents, the view was expressed that re- 

search and experiment with various me- 
thods for the delivery of health care are 

(Con t inued  on page 4) 

 LONGEVITY IN THE BIBLE  
by Arthur Pedoe 

Some time ago, presenting a paper on 
mortality trends, I quoted the well- 
known Psalm 90 verse 10, of man's life 
span: three score and ten. I quoted the 
version given in the Church of England 
Prayer Book and the scrutineer, a well- 
known authority on vital statistics, sug- 
gested I use the King James Authorized 
Version. The problem was solved by 
omitting the quotation from the paper as 
finally published. I did not know at 
that time, neither I am sure did the 
scrutineer, that the version quoted was 
from the Great Bible of 1539 and thus 
predated the King James Version of 1611 
by over seventy years. The version of 
the Psalms as rendered in the Great 
Bible was so much preferred that, to this 
day, the King James Version does not 
appear in the Prayer Book of the Angli- 
can Communion throughout the world. 

The Prayer Book version of Psalm 
90 verse 10 reads: 

The days of our age are thrcescore 
),ears and ten; and though men be so 
strong that they come to fourscore 
years: yet is their strength then but 
labour and sorrow; so soon passeth 
it away, and we are gone. 

The King James version does not 
(lifter in mcaning and the last 10 words 
are rcndcred: "for it is soon cut off 
and we fly away." If the meaning of 
"fly" is to move swiftly and silently, 
the change in wording is not material. 

In the Revised Standard Version 
(1952) which has attained a wide cir- 
eulatiou in the United States and Can- 
ada, Psahn 90 verse 10 is given as: 

The years of our life are three score 
and ten, or even by reason of strength 
fourscore; yet their span is but toil 
and trouble; they are soon gone, and 
we fly away. 

(Cont inued  on page 8) 

FEDERAL INCOME TAX DECISIONS 
IN TWO CASES 

by George H. Davis 

Of the long list of questions which have 
arisen under the Life Insurance Com- 
pany Income Tax Act of 1959, only a 
few so far have advanced to the point 
where they have become the subject of 
court decisions. Over the next few years 
it is to be expected that many of the 
points will be the subject of court action. 

The summer of 1967 has already seen 
District Court Decisions in two cases 
involving a number of questions, in- 
cluding several which have been of con- 
cern to a considerable number of com- 
panies. 

The cases were those of the Franklin 
Life Insurance Co., decided June 15, 
1967, by the District Court for the 
Southern District of Illinois, and the 
Jefferson Standard Life Insurance Co., 
decided Aug. 15, 1967, by the District 
Court for the Middle District of North 
Carolina. The tax returns of the Jeffer- 
son Standard which were the subject of 
the litigation were consolidated returns 
for itself and its subsidiary, Pilot Life 
Insurance Co. 

Several questions in the two cases 
were the same, although the specific 
facts involved in some were different. 
But there was little consistency between 
the decisions of the two Courts. 

In the Jefferson Standard case the 
Court stated it had dispensed with its 
customary practice of writing opinions 
in the interest of providing an early de- 
cision. In the Franklin Life case, the 
statements of conclusions of law do not 
provide a great deal of information on 
the rcasoning by which the Court reach- 
ed its decisions. 

Here are digests of the Courts' com- 
ments on some items. 

Cont imted  on page 6) 
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TAX DECISIONS 

Deferred and Uncollected 

Premiums as Assets 

Several questions involved the defin- 
ition of assets under Phase I of the law. 
The formula for taxable investment in- 
come in Phase I causes the amount of 
tax to increase if assets are increased, 
and the definition of assets excludes those 
“used in carrying on an insurance trade 
or business.” 

Jefferson Standard had excluded de- 
ferred and uncollected premiums on the 
ground they were assets used in carry- 
ing on an insurance trade -or .business. 
Eut the Court held that the entire gross 
amount must be included in assets. 

In the Franklin case, however, the 
company had included in assets in its 
tax return the ne/ amount of deferred 
and uncollected premiums, the same 
amount as shown as an asset in its ari- 
nual statement. T,he Court held this 
was correct, denying the government’s 
claim that the gross amount should be 
included. 

The Jefferson Standard decision also 
covered the question of due and unpaid 
accident and health premiums and held 
that the gross amount should be included 
in assets. 

Mortgage Escrow Funds 

This question is also one as to whether 
or not ,the item is to be included in as- 
sets. In both casts the Courts decided 
that funds collected from mortgage bor- 
rowers and held for. the payment of in- 
surance and taxes on the property did 
nut conslitute assets of the insurance 
company. 

The facts of the two cases, however, 
were different. In the Franklin case the 
amounts arose from ,mortgages which 
the company itself serviced and were 
kept in the company’s general bank ac- 
counts, rather than in special accounts. 
In the Jefferson Standard case the com- 
pany (actually the Pilot Life on this 
question) had included in its assets the 
escrow funds on mortages which it 
serviced itself and these funds were not 
at issue. The question in the case involv- 
ed only funds held in special accounts 
by mortgage correspondents servicing 
mortgages owned ,by the company. 

Agents’ Debit Balances 

In the Jefferson Standard case the 
Court decided that agents’ debit balances 
tnust be included as assets. 

Bank Accounts 

In the Franklin case the Court decided 
that the bank accounts.of a company con- 
stitute money, which is specifically de- 
lined by the law to be part of assets. 

Prepaid Unearned 
Investment Income 

This question involves the year in 
which investment income accrues under 
Phase II of the law. In the Jefferson 
Standard case. the. Court held the total 
amount of interest collected in advance 
- including rents, interest on bonds and 
interest on policy loans - is to be re- 
garded as having been received and ac- 
crued during the year without any de- 
duction for the portion unearned at the 
cncl of the year. 

This question was also involved in 
the Franklin case, but here only interest 
on policy loans was involved; and the 
Court reached the opposite decisior! - 
that only the earned portion of interest 
received in advance is to be regarded as 
interest accrued during the year. In the 
Franklin case the decision also applies 
to the amount of policy loan asset under 
Phase I, but the decision in the Jefferson 
Standard case is silent as to any effect 
on the amount of assets. 

Increase in Loading qq Deferred 

and Uncollected Premiums 

The question here is whether or npt 
the increase in loading on deferred and 
uncollected premiums, as reported in 
line 25 of the Summary of..Operations 
in the annual statement, is deductible in 
determining gain from operations in 
Phase II of the tax calculation. 

In the‘ Jefferson Standard case the 
Court held it is not deductible. But in 
the Franklin case the Court decided it 
is, holding that it is not deduction for 
anticipated future expenses .but merel) 
an offset to avoid overstatement of pre- 
mium income. 

l l c 

The foregoing questidns seem to corn-- 

prise those of the greatest interest iti 
these two cases. The remaining questions 
in these cases involve situations peculiar 
to the companies concerned or seem to 
be of minor importance. 

However, the Franklin case covered 
one general question separately from the- I’ 
specific issues of the case, and this is o 
some interest. It held the company’s tax 
returns “were made under an accrual 
method of accounting in a manner con- 
sistent with the manner required for 
purpos& of the annual statement approv- 
ed by the National Association of In- 
surance Commissioners” and this me- 
thod of accounting was in compliance 
with. the law. 

Although among the lirst under the 
1959 law to involve a significant num- 
ber of questions of interest to a great 
number of companies (an April 1967 
Tax Court Decision in a case involving 
the Pacific- Mutuiil ‘Cif< InGnGice--Co. 
raised several different issues), it seems 
doubtful that companies’ understanding 
of what the tax law means has been 
much advanced by them or that there 
will be much immediate effect on tax re- 
turn reporting or on tax planning. 

The facts that there are conflicts be- 
tween the two decisions, that the reason- 
ing of the Courts is given only in part, 
and that the decisions are only of District 
Courts serve to keep the decisions frog- 
lifting much of the veil of confusion ’ 
which at present hangs over the meaning 
of the law. Both decisions will undoubt- 
edly be appealed, and we will have to 
wait for the running of the appellate pro- 
cedure for additiongl illumination. 0 

POPULATION GROWTH 

therefore, has the right to be concerned 
with the number of children any family, 
any group, or any nation has. 

The problem, he declare&is how so- 
ciety can implement its concern and still 
adhere to pr’ocesses that are not totali- 
tarian. According to Mr: Immerwahr, 
the. suggestion not lto grant tax exemp- 
tions for children ‘in large families is 
dubious. Moreover, it would not have , 
any effect dn low income families. 

Still: he, believes, some means of im- 
plementing society’s concern must bn 
found and this might possibly take tht 

,form of providing financial induce- 
ments to effectively discourage large fam- 
ilies. ’ q 


