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INVESTMENT OF LIFE INSURANCE COM-
PANIES' FUNDS

IV.

Bonds

BY M.> P. LANGSTAFF, A.I.A., F.A.8.
Having deait with investment of a company's funds ini

real estate mortgage oains i~n the previous article, I will now
consider the advisability of investing in bonds.

Bonds have a very tangible and substantial appearance
on a company's statenient, and yield a f air rate of snterest;

They possess in many cases a prospect of appreciation;
They are usually--readily convertible, i.e., by selling on

the market, or assigning as collateral. This point has to bie
especially considered by those comnpainies whose policyhold-
ers make very free use of the boan privilege;

They can be used in most cases (and are requiredl as
well) for goverfiment deposits;

They run for a long termi of Years, thus doing away with
too frequent re-investment of funds, with the greater risk
thereby entailed of a poor investment slippingz in accident-

an.They bear a fixed rate of interest-an advantage in times
of f alling interest rates, and the reverse when interest rates
are riîing;

They entail very littie labor, with no difficulty in collec-
tion of snterest or principal.

On the best bonds, the interest rates are too 10w for
very large holdings;

In case of default, the bondholder has to co-operate with
cther bondholders to obtain his rights. On the other haind,
the insurance company is probably one of thie largest hold-
ers, and moreover with the modern devices of me-organiza-
tien commîttes, the insumance company might be occasion-
ed'less direct trouble than in the case of a motgage fore-
closure.

1Their value, as >represented by market quotations-
which quotations indicate the average verdict amrived at by
a great multitude of investors--must, as a mule, represent
very closely their intrinsic womth.

While flot as stable in value as are mortgages, they are
more so than are stocks. A decine in value, which may or
may flot be o'nly temporary, and undesemved, will neverthe-
less cause difficulty in arriviing at their true value in a com-
pany's statements;

By camefully consideming market conditions before mak-
ing a purchase or sale of bonds, a life insurance compoiny
can sometimes make large profits due to market fluctuations.
But this might be looked upoin as a disadvantage in the
sense that a company might -ne led into speculaton-a dan-
ger above ail others to be avoided by a life iinsurance Com-
pany.

An investment in bonds niay be made with great facility
aind expeditîon, and in this respect they are to be preferred
to mortgages, since the money ready fer investmcnt is lcft
idie for the shortest possible time.
As Betwesn Diffarant Clauses of Bonda.

Bonds having only a short time to run before a flxed
maturity date, will naturally not fluctuate greatly in value,
anid on this account, have an advantage over long-termi
bonds. AgaÎn, they may sell on a somewhat more favorable
basis, owing to less demand for theni, since the ordînary ini-
vestor in bonds is lookinz for a more prolonged investment.
As a mIle, however, insurance compiainies prefer long-terma
bonds. Mr. T. B. Macaulay, refemring to "length of time,"
says, "If the assumption be granted that the existing period
of prospemity is flot to last always, it seems to me that it is
bard to escape frova the conclusion that ît is good policy to
pass by aIl short-term securities unless they yield unusually
attractive rates of interest, aind to select those which mun for
long periods--25, 40, or 5o yeas-or, better 'still, perpetut-
tics such as the guaranteed or preferred stocks of establish-
cd and prosperous corporations. In this way it is possible
tv> ensure that the high rates of interest now prevailing will
continue fart in the future on the isnrvestmnents now beingz
made.,, From this #e can deduce the, axiom, "O0ther things
being equal, buy short time secumities whe-n pricesý are high
and the net return consequently sinaîl, and buy lo.n time
securities when prices are low and the net return higli. "

A point to bear in mind la that the beat known securi-
ties, and those most readilv convertible,. will, foýr those very
reagons, fluctuate more in financial crises than those ýsecuri-
tdcs of perhaps equal value, but whidi are not deait in, to
such an citent, on the Exchanges. Securities of the smalrr
chties or towns, e.«., have shown less depreclati<>n than has
been the case witb other bonds.

If now we take the. large sccurity holdings of any corn-
pany and rank thcm froin the standpoiut of safcty, they
wouid probably range as follows- Govermient, municipal.
rallroad, public utllity <other than railroad), and induit-rial.

In buying government securities, a
a good interest rate for unexcelled securi
petition on the part of banks, trustees, 2
yield on govemfiment securities to a figu
large holdings on the part of life insur
prohibitive, and their main use is for g
Besides their absolute safety, however,
ties are flot without their advantages.
to a company's statement, are meadily cc
need, are very stable in value (very seld
wide variations), and supply a pemmane
company's funds. Momeover, United
bonds are non-taxable in all parts of
either by goverioment or municipality.
Seourlty la Cood.

The security behind municipal bc
enormously in recent years, and the b(
are really gilt-edged. and consequently
a higher premium than do bonds of rai'
tions. A great deal of the credit for thi
of municipal bonds is due to the boni:
been instrumental in improving the laws
suance aind lin forcing the municipalities
and who have discouraged excessive (
where legally permiissible. Municipal b(
most stable of the securities from whici
choose. They are sometimes difilcult t(
due to the fact that there is no open mn
it is an easy matter to raise mo4ney on th
and, moreoiver, bond-dealers can often 1
ing of them.

Railway bonds of the better class a
teema by insurance companies, as evidei
inumber pumchased. Some of them, à,
secondamy menit to governiment issues.
velI secumed, naturally selI at a high pi
whole do net yield a rate of interest mu
to be obtained on good muinicipals,
more easily convertible than any <nIiez si
a considerable number of years, have -,
their potential appreciation is high. R
usually very speculative. yet in some ca
better investmnents than the bonds.

.This weuld be the case, howcver, @i
that have passed throujzh their experimE
fimmly established and that have show>
dividends in tumes of depression as wel'
periods. When coinsidering the purchasei
ries of a railway, too much stress canzl9l
that railroads are transporters, not prodi
that their earnîngsý iluctuate greatly çvit
ditions of the country. During a long 1
the safety of many zood railroad bonds
the utmost, and the stocks of even the t
heltem-skelter on the Exchangýes. Anothd
flot be ovelooked îs that of government
if carmied too fair, mmv make even stan
less desirable than sonle other forais of
Wids Plaid for soection.

We now corne to the consideratinp
public utility corporations <such a.s gas,
phone, and so forth). The rate of intE
public utilitv secumities is a littIe better
municipals and mailroads, due largely «c
public is not so fanifliar with the former
ity of these securities are flot listed Ôn
therefore, they have the advantage perta
'securitîes of not fluctuatîng so widelv hf
frequently they have a vide markept -a nc
factors in keeping dovn theîr interest Yi

Numemous Public utility securities ra
ing evemything requimed by way of seti
memembered that'the most careful seîec
for there are zgod, bail, mmnd indifferent
ties, just as there are, all sorts of ral
securities. The question of thsefrnh
gree the corporation is or may ho suý
municipal interference, mrai alvays rec
tention. But the field for selection ia w
sarily increase iîth the developynent cf t'
ticularly with the growth of the cities ami
For and Againat induatrial seeurittes.

Turning to industrial securities, w
incr with a more speculative class ofin
ces-, or otherwise, of most iai4uatrWa o
with that -of the com-nunity at lage
greatly affected by business conditos
tirs are, therefore, flot very stable inlu
hand, many of themn present zreat )s
Views differ vldely as to the mnerit o J

One wvriter states: "Industril bn!
cd by thse most oonservative life


