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Loans, and Real Estate

By M. P. LANCSTAFF, A.lLA, F.A.S.

Stocks,

By their nature, stocks possess the disadvantage, from

an insurance standpoint, of unstableness
times of severe depreciation the statements of a company
with large stock holdings would be seriously affected, and
it is difficult to value stocks by an “,veraging’’ method and
impossible to use the amortization plan. Stocks, as a class,
yield higher )

sometimes offer great prospects of appreciation.

They do not rank with either bonds or mortgages from
the standpoint of safety, although a well-selected cumulative
preferred stock often ranks with the best bonds. Indeed,
if a portion of the extra rate of interest yielded be looked
upon as a ‘‘risk premium,’”’ the preferred stock of a well-
established, prosperous concern might, as a profitable, con-
servative investment, rank ahead of the same company’s
bonds. However, it should be remembered that a corpora-
tion’s bonds always have precedence in respect to security
and dividends over its stocks, and are always safer, using
the word in its strictest sense. As a rule, they are too specu-
lative, particularly in the case of the common stocks, which
depend almost entirely on the future success of the busi-
ness. In a great many cases the common stocks do not
represent actual money paid to the company, but may belong
to the ‘“‘watered’”’ variety. A life company should avoid any
stock where there is the slightest suspicion that everything
is not ““above board,” and they are, indeed, well protected
from that class of investments by certain prohibitory insur-
ance laws.

Stocks have another serious objection, that their pur-
chaser becomes an owner in the business, and if an insur-
ance company obtained large holdings in any corporation,
serious complications might arise.

Stocks, more than any other class of security, offer
temptations to the seller or purchaser by way of speculation.
The gambling instinct is inherent in all of us, and the man-
agement of any insurance company cannot be too careful
in eliminating this element from its “make-up.”’ At the
same time, where the prices of securities that are perfectly
sound in every way have drpoped far below their intrinsic
values, as, e.g., in the panic of 1907, I think such an oppor-
tunity to make large profits should not be ignored.

As to Policy Loans.

They form what may be called a ““passive’’ investment;
i.e., they are not sought after nor controlled by the manage-
ment. 1f, however, the company finds that policies with loans
against them have a greater tendency to lapse than is other-
wise the case, they can do much to discourage the practice
through their agents, literature, etc.

While the loan feature can be used as a canvassing argu-
ment, yet the wisdom of this course is doubtful.

If its policies are borrowed upon to any extent, the com-
pany may find it necessary to keep a larger proportion of
its funds in easily-convertible securities, with a correspond-
ing reduction in its interest earnings.

The loan privilege may cause trouble in a peroid of
pgreat financial stringency. The demand will be greatest
during such a period, and securities can then only be dis-
posed of at a loss. It is, therefore, well to have a clause
in the policy deferring the loan for a short period at the
option of the company.

The rate of interest charged should be as high or higher
than that yielded on its funds, and elastic, so that it can be
kept above the market rate. With companies earning 7 or 8
per cent. on their funds, the former course will be very ob-
jectionable to policyholders and discourage borrowing. On
the other hand, it will lead to a higher rate of lapse among
those who do borrow, and will also afford an argument for
rival agents. In many cases, however, the rate of interest
chargeable on policy loans is fixed or limited by insur-
ance laws. The security for these loans is absolute, and,
as there is practically no expense in the handling of the
loans, the gross rate may be looked upon as a net rate.

As to Collateral Loans.

The rate of interest is low; they require considerable
watchfulness ; they are a safe investment, provided sufficient
margin is allowed. They afford a favorable opportunity for
getting, a fair interest rate on funds awaiting permanent
investment, and should be used only for this purpose. It
might be deemed advisable, however, to have such liquid
assets as would enable a company to meet demands in excess
of its current receipts, and investments in “call” loans
would come in very timely in case of sudden and abnormal
demands for policy loans or cash ‘surrenders in a period
of financial stress. A company might thus be in a position
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