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VLI THE ANSWER TO A 
MARKETING DILEMMA? 
Richard Johns (with consultation by Richard 
Stillinger), " T h e  L i fe  Insurance  Indus t ry ' s  
M a r k e t i n g  D i l e m m a , "  pp. 40; Argus Research 
Crop"ration, New York. N.Y. 10005. 

by Wallet N. Miller 

Rememl~e,, the ~ early days of variable 
life? To anyone whb 'was ifivolved with 
th:s t.rodt, ct (and there, wcrc many, 
many such people in those days), it was 
really exciting.'Our paISer stimulated a 
ma~slvc butp~mrin~, 'unmatched in re- 
cent nm'~mr(', Of truly high-level com- 
ment and disc~ssion. No Society meet- 
ing secrried complete.without a cbncur- 
vm~t se-_,sim~ and a workshop on some 
aspect of VL1. Other meetings and semi- 

~' nars prolifcratcd:',Hotshot, re?resenta- 
tires of ,(supposcdly) hotshot broke,'- 
age firiii.a set up lunches and other en- 
terta'mnents to get a leg up on handling 
the projectcd billion dollar separate ac- 
ctnmlr.. Reporters called all t he  time, 
then wrote wildly inaccurate stories in 
which the only real truths u.cre quotes 
from top insurance .executives about 
what a revolution was in store for the 
industry as the fantastic new VLI prod- 
uct gathered momentum, 

And' now, only eight years later, now 
what? One (and only one) of our major 
competitors has VLI on the market. I 
get, five letters a year (at most) frmn 
our agents asking when we might also. 
I answer them by saying we would like 
to have a good deal more indication of 
real interest on the part O f agents and 
the public before we' make the larg~ 

, commitmeiai~ n~aed: .  ".... 

What happened?= :. ....... 

A lucid, interesting reeountm~ of 
VLI's higt+?} ;" ahd"0utlobk, r6plete iv'ith 

" ~  , ' ? ~ ' : L '  i ;  " ~ ' ~  " . - , . . ' ,  • " " . , '  

thought-prov~.k'mg opmmns of many in- 
surance 'm~ustry people as well as au- 

• ' ~ 7  , " ' . : )  i '  . - , t  t mr Rmhard Johns and the Argus Re- 
., ' , .  , ' ."  ' h  . '  

' (Contiitited on page 6) 

Calling All Part 4 Authors 
The Society of Actuaries is seeking 
an author for a new textbook in con- 
tingencies for Part 4" students. Al- 
though several very able persons have 
already expressed an interest in wr;t. 
ing the book, the'Society wishes t,, 
make this opportunity generally avail- 
able to all qualified persons. A formal 
proposal will be required of .each 
prospective author. Information and 
specifications may be obtained by 
calling or writing to: Warren R. 
Adams, Director of Education, Socie- 
ty of Actuaries, 208 South LaSalle 
Street, Chicago, Illinois 60604, Tele- 
phone (312~ 236-3833. 

21st INTERNATIONAL 
CONGRESS OF ACTUARIES 

From June 19 to June 26, 1980, there 
will be an International Congress of 
Actuaries in Switzerland. The first three 
days, Thursday to Saturday, will be in 
Zurich with a special celebration on 
Saturday in honor of the 75th anniver- 
sary of the A'ssociation of Swiss Actu- 
aries. " 

: " ..b. , 
Sunday and .Monday will be-spent on 

excursions and travel • from Zurich to 
Lausanne, where.the. Congress sessions 
will resume on: Tuesday. ~ The ' farewell 
-party will.-.take, place~'in, Lausafirie',: on 
-Thursday evening...-,,,; .,,.- . . . . . .  : " ' 
. ,  . J  , '  , ~  ~ . '. , .. . .  

.... Reports will 'l.~e i:~quested from .all 
national actuarial organizations, ri~pre- 

~sented at the E6ri~:es's' on"die ,subjec: 
' "o'f'"Tl~e Tra m"iffg 6..f: the-A'ct'u a'r'y ?' '.There 

. . {Contmtted~ on,..page ~ . 
• . .  , (  , t j  t . , e ~ , ,  , ,  ,. 

ON THEORIES ON GAAP CONVERSION 

by Clayton A. Cardinal 

To begin the discussion,' consider this' 
question: Does GAAP hays the sustain- 
ing power to survive the current a t t a c h  
against it? Some readdrs'nla'y have seen' 
the March 15, 1977, issue of FOrbes. The 
cover byline reads: " ' 

Accountants' Report 
To the directors and stockholders: 

We have examined the Consolidated 
Balance Sheet of the company and 
consolidated subsidiaries" as of De- 
cember'31, 1976 find 1975. ]'n' ou'r 
opinion, thesd' fiuaficiai stat emen'ts 
present fair!y the finaricial position " 

of the companies, in .conformity '- 
• with generally accepted.accounting 
principles consistently applied. 

On the other hand, there is a grow- 
ing body of opinion that holds th/it 
our opinion • is not w orth~'a damn. " 

. . . .  - . . '  " '~ , e " ' - .  • . 

Such captions cau~ one.to wonder why 
any company, except under legal corn: 
pulsion, would:want to convert t'o GKAP, 
at least not Until after the current con- 
troversy on objectives of financial re- 
porting is resolved. 

Conversion to .GAAP 'is .an expensive 
undertaking which cannot be justified 
without some associated derivative and 
meaningful value.to 'a eompany .The  
circulation drafts  of  the Finan'eial- Aiz- 
counting Standards' Board on objectives 
of financial statements have been describ- 
ed as advancing asset and liability ac- 

• counting with .present value.lmeasure- 
ment" If. GAAP, as  currently ~ appii~d 

• with its'inherent revenue and,expense 
ma~ching, principle, were to be, a ban~lon- 
ed .in favor of assot and ha~flaty ac- 

"c6unting, then. any . .com~riy  '.which 
4 ~ • " ' ° ' " ' • • , t 

• ¢oMd:'nOw;convert to',GA'A~.m~ght,'ver,y 
t,)ell" ha~;e' .tb ' convert:" subsequentl~rto 
.: - , .  . ' , :  j . ' l ' . ' : ' j . ~ , ~  ¢ r ; , , , ~ , :  D 

, ' tCon t ihued  o n . p a g e  8) 



-. THE, PCTUAKY ,+. hllluarr. 1978 

2’; 

Theorje! of 9,pP $&ersion ,, 
; ,<::. ,, :.‘.. ‘j. ‘. .I,:, 

I. / 1. I,. 
,. :a. ‘:’ .( Conbnued r&z page 1) 

,..i. ‘. 
..‘i “. . . 

some other accounting system in I the 
near future: ,Prudence w&ld.dicttite thai 
a decision to cdhvert~sbdblii be delayed 
if at all possible until a decisive posltion 
is taken by the Standards Board on ob- 
jectives of financial statements. As evi- 
.denced ‘by the potency of the contro- 
vcrsy itself on financial statement ob- 
j&Wes,. can we really know in many 
parts what it is to which we want to con- 
vert? If we cannot, then we can have 
only theories of conversion. Eventually, 
we;hope,’ the Fin’ancial ‘Accounting Stan- 
dards, Boar&if :t Lanti to survive, will 
tell us’ &hat. the ‘objectives of financial 
statem&$s.‘:are. ,When .it does this, and 
does it correctly, we <vi11 no longer need 
conversion theories. 

An important reason i;hy GAAP is 
criticized today is that many of its prin. 
ciples are inconsistent ‘with economic 
prin&pies. Econom’ic’ principles are the 
prmcjples ;upo’it~ which.‘ companies arc 

-. 
managed., C,omp’&ties are not managed 
on’, G,&IP princip!es. As a consequence 

#- of .tbis inconsistency, the financial state- 
ments reported currently’ in compliance 
with GMP do not fairly present in 
many important ways tbe financial per- 
format@ of companies. The statements 
therefore .,do not com$etely meet the 
needs of general investors and creditors 
f& making c,con,omic ‘decisions on the 
com$ti& Consider, some examples: ,,’ ., .; 

(1) GAAP forces recognition of loss 
but defers protit recognition. 

(2) So-called “goodwill” is written 
‘down ‘when’ in miny instances its ml& 
is .i~crkasing;’ I ‘. i 

,: i : :’ . . 1, ,. ./. : 
7 (3,) 1 Because .GAAP ,; in many parts 
doesnot ,re,Rect economic considerations, 

-so-calle’d purchase .acc:our&g &so cqn- 
llicts~.with economic principles,. “. ., / ‘. 
” (4). GAAP deferred taxes are. deter- 

mined ,without recogn&ion ‘bf the value _. ‘CL., 
! of money; &Kreover, no attempt is made 
~‘;;7s5cie’;~. the!PhdS’e “1’: t& !to ‘match ‘tax& 
“i;;“f’e”~%Jg f& ‘,& ir;‘SGr’8.;;;e cb:m$i:i.ds, 
:,I? Y’bCLirw I ‘, _’ :,: ,, :<I I : 
Y-( :(,S) &&W wouJd have us.,, be!ieve 
.rtllab~~~~lpr~~iin,~estors,.and crcditors.ha,ve .., A‘* 
rrdi~~rent,,.o~~ectives in~‘lcontrnGtipgT”r~th 

muttutl ‘cornpanics than they ‘have in 
“contra&n$‘. wi’th stock companies, and 

Society ,Examin.ations Seminars 
GEORGIA STATE UNI)IEWITY 

Seminars for Parts 2, 3, 4, 5, 7, and 
9 of the Society Examinations will 
be held behveen April 3 and ,April . 
28, 1978. ‘, 

Complete ‘information can be ob- 
‘tained from: Professor Robert W. 
Batten, Department of’ Insurance, 
College of Business Administration, 
Georgia State University, University 
Plaza, Atlanta, GA 30303, Telephone: 
(404) 658-2725. 

therefore that the objectives for GAAI’ 
financial statemenle for mutual compa- 
nies are different from the objectives for 
GAAP financial statements for stock 
companies. 

(6) How would you like to put your 
life savings in a bank one day, and rc- 
turning the next day, to be advised that 
your account decreased 20%? In effect 
that is exactly ,what GAAP does in de- 
fining deferrable -acquisition costs by 
application of the so-called “related-to- 
and-directly-varying-with” rule. 

(7) Every businessman knows intui- 
tively, if not pragmatically, that some 
events are cyclical in nature, and there- 
fore must be Provided for in his prod- 
uct pricing. He also knows that, if his 
accounting establishes no reserves for 
such cyclical events he will have roller 
coaster earnings. In this ‘regard, when 
the Financial Accounting Standards 
Board prohibited ,so-ealled contingency 
reserve accounting, GAAP tias again 
weakened. As an aside, according to the 
Foundation for the Study of Cycles there 
exists a statistically demonstrable g-year 
mortality cycle. Therefore, ‘should no! 
mortality contingency reserve funds be 
permitted? 
“.(8) 1 .‘; 

n audrtmg life. insurance compa- 
nies, an important .concern of auditors 
is the ver,y critical;: long-term interest 
ratei. used ‘in calcultit+g. reserves.-Audi- 
tom,, like -politicians .and 8 like. actuaries, 
do -not’seemingly giveis second-thought 
to the destructive consequences of :eco- 
nomic ‘rect?ssio’ns .on assets;. and ,&us 
the need to consider-such .in their ?valur 
ation. Certainly, there’sa moral in this 
~omewhe;;;‘,:“’ .> Y; ’ :! ,;: ; ‘, .‘;:,I; 

‘t r: .>.:;. .* ‘:j:,> 
;Wjtll ,$a,e ex,~~~&i’~~u’ c;n! ‘$ki&- 2 ‘., _ I r. .I I . , . 

.stendA wh,y there exlsl difft&t 
\i::-:< 

theorres 
of convki~jo.h i: &+$1j: J$idr’. ‘i$ha;*’ is 

convcrsion~tb,G~AP’an)iviiy, other than 

restatement of statutory earnings? And 
when agreement among intelligent 
people cannot be reached on each step 
of the conversion process, is it any ‘won- ,/ 
der that different theories exist? ” 

What does all this mean for the co& 
party intending to convert to GAAP in 
the near future? It means that GAAP 
earnings do not ‘just happen. GAAF 
earnings result from a large number ot 
decisions, many of them compromises, 
by the many people necessarily in‘volved 
in implementing GAAP in any company. 
These decisions (although they did no1 
for many companies already ‘converted 
to GAAP) must reflect. the understand- 
ing by the Board of Directors of the 
financial entity which it directs, express- 
ed either explicitly or through its chief 
spokesman, for example,. the chairman, 
or the chief executive officer, but cer- 
tainly not the actuary or the accountant. 
Financial- statements should reflect the 
financial management decisions, and 
their consequences, which a Board of 
Directors and a company make. This is, 
what is important to .generaI investors 
and creditors. 

With this in mind, the decisions to be 
made in implem’enting GAAP, or, if you 
prefer the theories to‘be adopted to the / 
extent permitted by the various audit 
guides, should reflect, that explicit un 
derstanding of ,the Board of Directors: 
I n practical terms, this understanding 
translates to either advancing or defer- 
ring the reeogn.ition of earnings by de- 
Jiberately determining the systems and 
assumptions used in 
GAAP. 

converting to 

a 

Letters 
1 

(Conrimed ,jrom page i) 
. 

rates, dividend scales, policy reserve+, 
nonforfeiture ‘benefits, etc. -, companies 
should give consideration to both fac- 
tors, ‘PB tie11 as to p&sible changes in 
,mortality’ (and lapse) ratea. Such treat- 
ment would, diniiiiisli;~~if ‘not ,wipe out, 
the need for adjust&nts today - with 
respect either to the !nenpa,r, companies 

?, premium rates and/or bengfita, or the 
:;‘ppT. ‘c&npanies, ¶“?~~~~e’t;versal. “invest- 
3 ., :-. .::- 

rnent:jeai’: .&Add b;f’z 
.‘~~~j~~~aSI,~~~e’:~~~~Li 

Ij$dftioning ‘die 

% kfihjte liaral]C]- - 

wn hi& b&&n”tik ,tryo, ystems’of op- 
.I .,..: .J..,,.’ . . 

,J.’ :,;:vi: ,’ I” .:I ‘. .’ eratlbn. I,‘. ,.A II :::‘:?i! : “yi::,;..,:. :“,I, 

!, t‘! -. ‘_. \ . . ., .~,,Jfd~n;:J. Goldberg 


