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REGULATORY PROBLEMS OF LIFE
INSURANCE COMPANIES vs. OTHER
FINANCIAL INSTITUTIONS

by Richard V. Minck

The investment returns earned by life
insurance companies over the past de-
cade have permitted the sale of contracts
guaranteeing relatively high rates of in-
terest. The contracts have given rise to
problems in the areas of the federal
securities laws, of federal income taxes,
and of state valuation requirements.

Traditionally, insurance contracts
funding qualified pension and profit-
sharing plans have not been regarded
as securities to be regulated under the
1933 and 1934 acts. During the 1960’s,
insurance companies began to issue an-
nuity contracts that provided for the
allocation of contributions to separate
accounts, thus enabling those contribu-
tions to be invested in common stocks.
The SEC staff took the position that
these separate account contracts came
within the federal securities acts’ defini-
tion of “securities.”” The issue was
brought to the Congress which amended
the securities laws so that participating
interests in life insurance company
separate accounts established in connec-
tion with qualified retirement plans were
declared to be “exempted” securities.
Recently, insurance companies have
offered contracts to fund pension plans
which do not utilize separate accounts
and which provide for only minimum,
if any, mortality guarantees. Questions
have been raised by the SEC staff wheth-
er these contracts are entitled to exemp-
tion. However, on March 18, the SEC
issued a “no-action” letter which set
forth conditions which, if met, would
lead the SEC not to recommend enforce-

ment action if guaranteed interest con-
‘ tracts are sold by life insurance compa-
nies to corporate pension plans without
registration of such contracts as securi-
ties. (Continued on page 7)

David Garrick Halmstad
Memorial Fund

Contributions to the fund established
to award annual prizes in memory
of Dave Halmstad now total $4,000.
The goal of $5,000 appears to be in
sight. Tax-deductible contributions in
the form of checks payable to the
Society of Actuaries may be sent to
the Chicago office.

SEX AND THE SINGLE TABLE
REVISITED

by Barbara J. Lautzenheiser'

Editor’s Note: Barbara Lautzenheiser’s
excellent article “Sex and the Single
Table” (see The Actuary, February
1977) indirectly gave rise to the follow-
ing comment:

“The issue never was or is now
whether women live longer than
men. The issue is whether in a given
group formed by common employ-
ment, benefits to one class within
that group should differ because of
race, sex, smoking, blood pressure
— or eye color.”

Miss Lautzenheiser decided to reply
to this comment and her reply is well
worth reprinting:

“Although I agree with you that the
issue never should have been nor
should be now whether women live
longer than men, I'm afraid in some
people’s minds that is the issue. I con-
stantly receive questions and doubts
ahout the credibility of the current sta-
tistics. People always question things
they haven’t developed themselves, and
particularly things they don’t under-
stand or things that don’t give the re-
sults that they want. And people ques-
tioning longevity data on men and

(Continued on page 8)

JIMMY CARTER AND SOCIAL SECURITY
by Ronald G. Harris

On the same day that the “1977 Trustees
Reports” were issued, the Carter Admin-
istration unveiled its financing program
for the Social Security trust funds. The
Administration presented a series of pro-
posed changes designed to alleviate at
least partially the financial problems of
the programs. The proposal in total is
rather complex and defies a simple ex-
planation but there are basically eight
major provisions:

—The first is that it would institute a
special “counter-cyclical” system of -
financing from general revenues
which is intended to replace social
security taxes that are lost when the
unemployment rate exceeds 6%.There
is a retroactive feature on this pro-
vision going back to 1975.

—A second major characteristic of the
proposal is that it would remove the
ceiling on the amount of an individ-
ual’s wage or salary on which the em-
ployer would pay social security taxes.
This is proposed to be accomplished
in three annual steps beginning in

1979 and ending in 1981.

—The third point, related to the second,
would impose an increase in the maxi-
mum amount of wages or salary on
which an employee would pay social
security taxes and, of course, on
which his benefits normally would be
based. The proposed increases would
be $600 in each of the four years
1979, 1981, 1983, and 1985. These
would be increases that are in addi-
tion to the automatic increases that
would result from current provisions
of the law.

—The fourth item is a shift of some
taxes from the HI program to the

(Continued on page T)
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Competition No. 8
(Continued from page 6)

The obvious solution is to lobby
Congress to outlaw compound in-
terest and all its “derivatives. Some
sample slogans might be (i) think
simple (ii) compound interest dis-
criminates against women and min-
orities, (iii) compound
causes cancer ., .”

interest

We took due note of Mr. Rich’s use
of i to separate his slogans but wish to
point out that elimination of compound-
ing will make present value calculations
so simple that accountants could pass
the exams, thus further increasing the
FSA population, Not for this flaw alone
did we pass his solution and award the
prize to Denise Fagerberg Roeder whose
solution struck us as the most elegant:

1 would suggest that the Society
immediately embark on a program
of offering group therapy to new
FSA’s. This would help them re-
enter the real world, something
which they have not been in touch
with since sitting for their first actu-
arial exam, After a period of such
therapy, FSA’s would once again be
real people, and the problem would
be eliminated.

We assume Ms. Roeder would go
along with Bill Lane and offer an In-
dividual option.

So, Mr. Mepham’s solution notwith-
standing, the females have it.

C.E.

Regulatory Problems
(Continued from page 1)

The SEC staff, as a result of advertise-
ments appearing in major newspapers,
have examined contracts sold by insur-
ance companies to individuals or groups
to fund tax-qualified pension and profit-
sharing plans, other than qualified corpo-
rate plans, and contracts sold to individ-
uals not part of any pension or profit-
sharing plan. In the SEC’s view, the
sales approach has been to emphasize
strongly “investment” features rather
than insurance and/or annuity features
and the SEC feels that these products
differ in material respects such as the

absence of purchase rate guarantees and
the high level and short term duration
of interest rate guarantees from products
traditionally offered by insurance com-
panies. The questions asked by the SEC
staff are: In what context are the con-
tracts being sold? Are they being sold
as an alternative form of investment?

This problem has been highlighted by
advertising that heavily stresses the in-
vestment advantages of contracts with
tax-deferred interest and makes little or
no reference to the annuity aspects of
the contracts. Such advertising will con-
tinue to capture the attention of the
SEC, which is in the middle of a review
of the questions raised above.

The Federal income tax laws have en-
couraged the elimination of traditional
insurance-type guarantees,

The fundamental Federal income tax
issue presented by these contracts con-
cerns the amount that may be deducted
with respect to interest credited under
the contract. There are two basic possi-
bilities:

(1) If the funds held under the con-
tract are determined to constitute “life
insurance rescrves” the deduction is
measured by the life insurance com-
pany’s overall portfolio earnings rate,
even though, as explained above, inter-
est is actually credited at a higher rate.

(2) On the other hand, if the amounts
credited are held to be in the nature of
interest on funds which do not involve
life contingencies, then the full amount
of credited interest is deductible.

The problems described flow from the
effort of insurance companies to com-
pete for savings. Banks have diversified
in the past several years and expanded
their services; mutual funds have de-
veloped new mechanisms (e.g., money
market funds and municipal bond
funds). Insurance companies have also
attempted to provide a greater variety
of services to maintain or increase their
share of the savings market. In doing
s0, they have come into conflict with the
various federal regulatory agencies. The
dilemma of the next several years is
how to compete effectively and yet not
be hamstrung by increasing federal in-
volvement.

Editor’s Note: We are indebted to the
author for permission to excerpt these
comments from his prescntation at the
“Open Forum One” session at Quebec

City. O

Jimmy Carter

(Continued from page 1)

OASI and DI programs. This would
be considered feasible for a couple of
reasons: (1) the reduction in HI ex-
penditures that presumably would
result from the enactment of the
hospital cost containment proposal
which the Administration is propos-
ing and (2) the increased revenue to
the program resulting from the higher
wage bases and from the interjection
of general revenue financing,.

—The fifth point relates to the restoring
of the OASDI tax that is paid by the
self-employed to the traditional rate
of 115 times the employee rate.

—The sixth item is the only one that
directly involves employer-employee
tax rates. It advances the 1% increase
in the QASDI rate that is currently
scheduled to go into effect after the
turn of the century. % of 1% would
be added in 1985 and the remaining
34 of a percent in 1990 (employers
and employees, each).

—The seventh item is to correct the
red as a result of the automatic ad-
justment provisions in the 1972
amendments. This is commonly de-
scribed as ‘“decoupling.”

—The eighth and last item in the Carter
proposal would be to change the
eligibility test for dependents’ bene-
fits to offset or approximately offset
the financial impact of recent Supreme
Court decisions relating to equal treat-
ment of male and female dependents.

The net effect of all these proposals
on the operation of the trust fund will
be roughly to balance the income and
outgo ‘of the OASDI system during the
next 25 years. It would, however, leave
the OASDI system underfinanced after
the turn of the century by about 15%
of taxable payroll for the first 25 years
of the 21st century and by about 414%
for the second 25-year period of that
century. And, finally, it would leave the
HI system in slightly better financial
condition that it would be if none of
these proposals were adopted. Even so,
the HI system would still be significant-
ly underfinanced over the 253-year period.

The Carter Administration proposal
departs from more traditional proposals

(Continued on page 8)



