O MONTREAL, May 2, 1013

PROFITS FROM THE ITANDPOINT OF THE LIFE
COHPANY AND THE PUBLIC.
(Perew € H. Papps. Actuary Mutual Bene fit Life Ins

Company, vewark, N. J.. before the Insurar
Institute of Toronto.)

(('nnhuu'd from page n85)

It is undoubtedly true that such dissatisfaction a
has existed in regard to dividend results has heen
due to the failure of prev jous estimates to be realized
rather than to the size of the dividends themselve
In justice to the life companics it must be remem
bered that a fall in the rate of interest realized |
a greater effect on dividends than is generally w
sood. 1t does not cem very significant to @ poued
holder to be told that the earmngs have dropped from
He does not appreciate the fact

cix to five per cent
that if the reserve 1s on a four per cent basis, the
rate of interest which goes into the dividends has
been cut from two to one per cent, namely, cut n
half.

DIvIDEND ESTIMATES

Again, in spie of the abuses which grew up i
connection with tontine or deferred dividends, it
undoubtedly true that policies with tontin¢ or e
ferred  dividends, proved popular, and  these
policies were better  kept in force than the
companies expected The result was that the prohts
forfeited by those who surrendered or lap ed their
policies were very much less than werc expected
The failure to realize what they expected from this
cource was not due to any fault on the part of the
companies. The one fault chargeable to the com
panies 1n connection with tontine or deferred divi
dend policies was the failure in some Cases to make
any provision to keep accurate account of the divi
dends to which such policies were entitled, and the
failure to recognize the moral if not the legal lialihty
which these accumulating dividends entailed

At the same time it must be admitted that i ome
companies, perhaps more particularly the younger
companies who had no experience but competition
to guide them, the dividend estimates were most
extravagant...... I believe that less dissatisfaction
and disappointment would have arisen over the failure
of dividend estimates to materialize, if in placing the
policies the benefits of the protection afforded had
been emphasized rather than the probable dividend
returns.

TiE INVESTMENT ASPECT.

There is a temptation for an agent to go too far
in offering a life insurance policy as an investment,
and there is a tendency cometimes to go a little 100
far in showing what rate of interest will be realized
on the assumption of certain dividend estimates heing
realized. A life policy is certainly a desirable invest-
ment, as an investment, if the policyholder places
a proper value upon the insurance protection enjoyed.
If no value is ta be attached to the insurance, it
stands to reason that as an investment the policy must
return a very low rate of interest, unless the licy
becomes a claim by the death of the insured

In this connection I may refer to a plan which has
not unfrequently been used to show the advantages
Uf a twenty year endowment policy as an investment
T'his consists in subtracting from the endowment
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1vlt'mi\|||| for $1,000 Insurance, the premium for @
twenty year term policy of §1.000, and showing at
what rate of interest the difference in the premums
would have to be compounded in order to amount
to the $1,000 payable at the end of the twenty vears
The fallacy anderlying this plan may he explained
in two ways In the first place, under the twenty
vear endowment insurance policy the reserve 1s gri
dually increasing year by year, until it finally equal
Q1,000 at the end of twenty vear 1t is, therefore,
wrong 1o deduct  from the endowment msuranc
premiums the premim for term insurance of $ro00
for the actual insurance enjoved by the polic yholder
is the difference between $1,000 and the reserve on
the policy The value of the insuranct heing over
dated, the portion of the premium representing the

investment element 1 understated, and the rate ol
interest dated to be 1 dized on the investment
features 18 considerably over tated.  Looking the
aid that if @

cear term policy o1

uestion in another way, 1t ma I
l--nlir)l\nlnh'l' secured a twenty
§1,000, and invested each year the difterence between
the |lrnnium~ for endowment ansurance and term
insurance, his estate would have, in the event of In
death, not only the $1,000 furnished by the term
|l-~li\‘}, but the Al\’\ll'nlﬂ‘mw'\ of the difference
premiums. Under the endowment nsuriiict policy
| only the $1,000 would be payable m the event of
death, so that the henefits are not cqual and the com
‘\ parison is unfair

POLICY HOLDERS  AND MANAGEMENT S I NTERESTS
\ ALIKI

In concluding I w uld like to say i few words m
{ )
| regard to the attitude of compiany i 1‘-‘“‘\\\--‘!\!‘V

in regard to dividends, prohts, o1 whatcver we Tike
| to call the overpayments of premium which are cred
ited or paid to policyholder The individual policy

holder seems Lo assume that the interests ol the

| management of the compaiy are diametrically oppy ed
He seems to take the ground that the
mall dividends 1o him

to his own
Company is trying to pa a
as he will aceept A few moment
tion would show him that the management ol thi

et con idera

company 1% concerned in making the best possible

| chowing, and that the payment of large dividends,
resulting in  satisfied policyholders, 1s - one of the
simplest means of securing a good reputation for the
company. There s @ general feeling that policy
holders’ dividends may be sacrificed in order 1o pay
dividends to harcholders, but with a few exception
the shareholders of companie which are carning and
paying dividends to their hareholders, have had o
long to wait from the time the company was started,
until it was in a posiuon {o pay them any dividends,
that they are only now receiving a m derate return
by way of interest on the amounts they have 1ve ted
Again, in many cases the sharcholders cart
dependent upon the amounts earned fo1
holders, so that 1tis 1o the direct interest

holders, and consequently of the ma t of the
companes, to make @ large retut ¢ poliey
holders as ]un»»\ln\

As a final word I would { int to
some of the life companies 1t Canad re finding
it difficult to meet the etit i larg vidend

| jow non-participating rate ¢ whatever it may D




