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INVESTMENT 0F LIFE INSURANCE higher temPorary rate of interest realjzed on
COMPANIES' FUNDS sufficieiit compensation for the brevity of

_____which that rate is likely to be paid?" In ot
the accumulated amount of the mortgage z

III. terma of N years be equal to the enJxancedj v
that could have been purchased in its Place N

Real Estate Mortgage Loans One advantage that the bond has over
thie ease and certarnty with which the intej

-F.A.S.Particularly in respect to farm mortgages, isBY M. P. LANC8TAFF, A.I.A.,FA8 frequent difficulty in keeping the interest
The question as to the advisability of investîng the mna- falling into arrears.

jority of a company's funds largely in bonds and like sýecuri- Question 01 Apprealation.
ties, or of adopting the other course, and investing most large- Another advantage that the bond has ovly in real estate mortgages, must now be considered. and one that will appeal to a very cautious
Both sides of the question have staunch supporters, one lacking in initiative, is that its value bhand I think the question can be deait with by giv- the concensus of many minds. It will, morec
ing the comparative advantages and disadvantages of recommended by a reliable and exPeriencedone class of investmýent as compared with the other. In doing The value of a mortgage is more a matter ofso, 1 will also touch lightly on varions points in connection ment and investigation.
with other minor investinents. A point in favor of mortgages is the sDealing first with real estate mortgage loans, we may values. Bonds and stocks arc quoted in the
state that:- qiiently very considerably in price, and it is di

The rate of interest obtainable is perhaps higher, com- true value on a conlpany's balance sheet. Amensurate with safety, than any other forin of investifent per- gage may be difficult to dispose of at any pi
missible to, if e companies. In order to obtain the best rate nothing by which small changes in its valueof interest, however, the mortgages should be weil chosen, for and consequently it may stand on the cOmpaýrather small amounts, and to a large extent on good farin pro- par value, unaltered from year to Year--decid
perty. feature.

The funds are perrnanently invested for a number of years Marketabîilty of Seouritles.at a fixed rate of interest, and cannt be repaid without a sub-
stantial bonus as a re.compense. From. the standpoint of 'marketabiity" t

is to be preferred. But this very lack of reaDoos Not Fluotuate. has been one of the factors in keepîng the yi
The value of property, carefully selected, does flot fluctu- loans so high. Moreover, as pointed out elate to, any extent. Moreover, if there is this tendency, or if paper ,"marketability" cannot be looked uporthere is a remote possibility of depreciation, it can be guarded portance in the investment of a life Company'against by arranging for an annual repayment on account of We can next consider the question of apithe principal. fromn fundamnentai changes in the interest ratiMortgages frequently lead to large life policies, as addi- boan has no prospect of appreciation. Tru,tional security for the loan. A note of caution, however, hind the boan may improve, but tins shouedshould be sounded here, "Do not overload the borrower with the outset of the boan. But, no Inatter howpaymnents. You may swamp him."l curity may appreciate, the mortgage leriderA mortgage loan is less affected bY financial stringency or one iota more by way of interest or principalpanîc than any other security. (It is "news proof."l) hand, an appreciation in the security behin4j aAs one writer has said, "lIt is secured by tangible physical value of a stock, is at once reflected in thse mproperty that cannot be juggled from under the mortgage, value of the bond or Preferred stock advancidissipated or stolen, and that wil flot wear out, depreciate, the increased security; the value Of thse conburn up or blow away. It is flot subject to legisiative attack vances by reason of the expectation of an nc:or official investigation; not dependent ispon public franchisé; The element of speculation le reduceiits'value is flot depreciated 'by destructive competition or cor- minimum in a carefully-selected mortgage Io:porate mismanagement; flot affected by 'good will,' 'watered cepting those of the highest class--and stockstocks,' 'future earnings,' or 'contemplated improvementS.'" have not this advantage to nearly the sanie

Gari aund Investigation Needed. ValuatIon Muet Be Consorvatlve.
Mortgages caîl for a great deal of detail work and in- Another point may be given in favor of th,vestigation. This should not, bowever, be a disadvantage in over the bond. The mortgage holder can, in athse case of a large company, though it would ini the case of the provision that the security be Properly in2the individual investor. The extra expense entailed would, the bondholder must rely upon thse action of 1nevertheless, require consideration when figuring on thse net other bondisolders. In event of default, thse r~rate of interest to be realized. may foreclose and act independently of others;Great care has to be taken in the selection of tise pro- in such an event, must co-operate wsth thse Ottperty on the security of which a loan is made. What are thie be dependent upon whatever action thse majoritchances of depreciation? Do the values of property of that wîsb to take. This is, however, a great obje,class, or in that neighborhood, have a tendency to fluctuate? standpoint of the individual investor than froniAre thse mortgages too centralized, instead of being spread life insurance company.

about in different districts? ý In certain states, laws regarding niortgageIn the case of foreclosure, the Company is in danger of favorable ta, the lender, have been enacte&.heavy loss on thse investinent, thougis this can be guarded age, however, is onîy a local one, and can in~agaiust if a sufficient margin is maintainedbetween thse valuse avieblnigonrletteoctdls
of thse property and the amount advanced. vieblndgonraest lce li

-'Po great a proportion of the company's funds should no Owing to tise location of their head office,
be invested in mortgage boans. Sudden depreciation in band nnd it necessary tojgo far afield in search'
values may resuit ruinously to a company, overdoing this estate mortgages. Here we have tise disadv2
digood thing." Again, owing ta the comparatively short termes investinent is flot made under thse eyce ofth
of mortgages and consequent necessity for frequent reinvest- -hsi ltagetojcin swvy fssj
ment of repaid principal, falling rates of interest would affect lmited to, those sections where a company is

jucha cmpay tothegretestdegee.and doing an active insurance business.
auci a ompay t thegretestdegee.In relation to the fiuctuating values of realChanges In Intereut Rate. lowing point may be given. As Statd bfo

A disadvantage which mortgages share with other invest- wîll flot benefit financially by an apprcatonments wisich have to be replaced every few years, is the great- behind thse boan. A marked depreciation, hc>
er chance of an ill-chasen investinent slipping in at some to foreclosure and probable loss to thse lessdertime. This is one point in favor of long-tern bonds. nection with thse mortgage boans, always ba1 referred above ta thse hîgis rate ofinsterest obtaÎnable on thse maximum benefit which can ýbe derived
mortgage boans. Suppose, however, tisat interest rates are wile there is always the Pos-sihilitY of a sbfalling. Our mortgage boan wo-uld be repaid in a comparative- principal. Thse following note of caution aly short period of tiinc and thse repaid principal could onby b. sounded, "Be conservative during these imreinvestfed at thse falen rate of interest. A bond, however, values' in your valuation of thse secust)
owing to its fixed dividend and distant maturity-date, woxsld b. and in thse percentage You advance on ti concotrespordingly enhanced in value. Th~is brings us to a point tion."1
reqtsirlng great nicety of judgmesit. Is thse rate of interest in Generally speaking, mosrtgages in onthe ftu~re bhkeby to tbe lower, and if so, ta wisat extesit--qes- flot as safe as tisase on city property or o auxtiaus invalving endless discussion of theoretical and practical and village properties are subject ta thesuce
nature? Tise points detcrmined, we then enu.ire, "WiUl thse of tise district surrQunding tisem. in th#-PA.


