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INTRODUCTORY
IN the following pages an attempt is made to explain
the advantages of Life Assurance and Annuity Con-
tracts and to remove some erroneous conceptions of

their nature.

Life Assurance, as its name implies, is primarily a

safeguard against early death, but it does not stop
there. Most of the Assurances effected to-day include

not only this provision for premature decease, but

comprise also an Investment element. Investment
Assurance is a natural corollary to Death Assurance.

The Assurance Offices with few exceptions conduct
their business economically and invest their Funds

advantageously. The Companies have the assistance

of some of the ablest Financiers, and the risk of loss

from Investments is reduced to a minimum.
When effecting an Assurance it is well to have the

advice of one skilled in these matters. Such a one is

not always available, and under these circumstances

this treatise may be found helpful.

Many examples are given throughout the pages.
These are based partly on definite Contracts, such as

Contracts Without participation in the Profits of the

Company and Contracts With Profits, but with a

guaranteed amount of Profits. There are, however,
other examples based on the assumption that the

Office selected to illustrate the particular Contract

maintains its present rate of Bonus. In these latter

examples the figures are thus of a tentative nature, but
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iv INSURANCE AS INVESTMENT
it was necessary to assume a maintenance of the Bonus
rate if the true value of the Contract was to be ap-

preciated by the Investor. The hypothesis is at once

.reasonable and convenient.

It is not to be supposed that the examples given show
the best returns to be obtained in the Insurance Market.

The determination of this must always be a matter of

great difficulty. Especially is this so in regard to With
Profit Contracts, for as a general rule those Offices which

charge the higher premiums grant the higher Bonuses,
and those with moderate Bonuses impose only a moderate

premium.
It will perhaps be contended that there are too many

examples in the course of the treatise. It is, however,

by means of these examples that the value of Life

Assurance as an Investment is made evident to the

Investor. The examples show at a glance the Cash

Profit from the Policy in case of a Claim during any
year, and the figures are at least worthy of careful

study.
The examples are for the most part worked out on

the basis of a Policy for 1000. This is for the sake

of convenience. The Insurance Offices are willing to

issue Life Policies for a Sum Assured of 100, and in

some cases even for 50, at a pro rata proportion of

the premium for 1000.

If the examples prove anything it is surely this, that

the tendency of late years to recognise Insurance as an
Investment channel has not been based on false pre-
mises.

The Author would like to express his grateful thanks

to Mr. J. S. B. Wilson, F.F.A., and to Mr. Arthur

Cockburn, F.F.A., A.I.A., for very valuable assistance

in correcting the proofs.
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INSURANCE AS A MEANS
OF INVESTMENT

IT may be of interest to mention, as at least indicating
the importance of Life Assurance as an Investment

First, that the Life Assurance Funds of the Ordinary
Life Companies established in the United King-
dom are no less than 348,545,470.

Second, that the Assurances in force of the Ordinary

Companies established in the United Kingdom, as

shown by the last Valuation Returns, are 2,863,851

Policies for Sums Assured 800,215,506.

Third, that the Premiums paid in the course of the

year to the Life Assurance Companies that

is, Ordinary Life Companies established both

within and out of the United Kingdom, in respect

of business in the United Kingdom, were

27,357,094.

Fourth, that the Claims paid by the Companies in the

course of the year were 20,062,530.

Fifth, that the amount paid on account of Surrender

Values in the course of the year was 2,264,685.

Sixth, that the new Life Assurances effected during the

year of account were 252,468 Policies for Sums
Assured 55,918,099 and Premiums 2,722,980,

including Single Premiums of 445,776.

Seventh, that the amount received by the Companies
in the course of the year as consideration for

Annuities was 2,511,926, and the Annuities paid

during the year were 2,563,933.
7



8 INSURANCE AS INVESTMENT
Thes? figures taks no account of the business effected

with the Industrial Companies, and are taken from the

Return of the Life Assurance Statements ordered by the

House of Commons to be printed llth December 1911.

It may also be pointed out that in the case of one of

the Offices, which for a century and a half has granted
Life Assurance to its members, the premiums received

during that period are about 30 Millions, and the Claims

paid no less than 44 Millions (that is, nearly 50 per cent.

over and above the premiums received), besides about

5J Millions in allowances to members in respect of Policies

or Bonuses that have had to be dropped.

In discussing Life Assurance one frequently comes

across a "
doubting Thomas," who himself knows, or

knows some one who knows, some person who has paid
more to an Insurance Company than ever his Repre-
sentatives can get back ;

and to this individual that

fact is sufficient to condemn Life Assurance as an

Investment root and branch.

Now, it is not denied that such a transaction is a

possibility. A Whole Life Without Profits Policy may
produce less than the premiums paid, since the amount
is fixed from the outset and neither increases nor de-

creases ;
and yet this is only the one side of the case.

The Life Assured elected to take the largest possible

Insurance protection during the early years of the

Insurance, and in Life Assurance, as in everything else,

it is impossible both to eat one's cake and to have it.

That no such experience, however, could happen under

a With Profits Policy taken out in a first-class Office

the Table given on the next page will sufficiently

demonstrate.

It must, of course, be understood that the figures in

this Table, and in all the Tables given in this treatise

with reference to With Profit Policies, assume a con-
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tinuance of the rate of Bonus presently declared by the

Office selected for the purposes of illustration.

Whole Life Assurance. With Profits.

Age at entry, 30 next birthday.
Sum Assured, 1000. Yearly Premium, 25 17 6.

In the event of the
Policy becoming: a Claim.
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even after 35 years have elapsed (that is, in case of

death during the 36th year), will return to the Repre-
sentatives of the Life Assured the sum of 1825, 17s. 5d.,

as against 931, 10s. paid in premiums, or an excess of

894, 7s. 5d. over the premium payments, just a fraction
short of double the amount.

Even if the Life Assured should live to be 100, it is

impossible under a Policy of this class to pay more to

the Company than will be repayable by the Company.
The figures in case of death between age 100 and age
101 would be : Premiums paid, 1837, 2s. 6d. ; Cash
Return from the Policy, 3284, 11s. ; Cash Profit from
the Policy, 1447, 8s. 6d.

Time was when the bulk of the business was trans-

acted under the Whole Life Plan that is, the Plan by
which the Sum Assured is payable at the death of the

Life Assured, while the premiums are payable during
the lifetime of the Life Assured.

Nowadays the greater part of the business is trans-

acted either under the Whole Life Plan by limited

number of payments that is, the Plan by which the

Sum Assured is payable at the death of the Life As-

sured, while the premiums cease to be payable after a
fixed number of payments or at the death of the Life

Assured should that happen before the given number
of payments has been made ; or (and chiefly) under

what is called the Endowment Assurance or the In-

vestment Assurance Plan that is, the Plan by which

the Sum Assured is payable at the end of a given term

of years if the Life Assured be then alive, or at the

previous death of the Life Assured, the premiums being

payable from year to year until the Sum Assured be-

comes payable by the death of the Life Assured or by
his survivance of the term of the Assurance.

Life Assurance is not a popular subject.
"
All men
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think all men mortal but themselves," and many men
in some way or other are convinced that for them Life

Assurance is an impossibility, at least for the present.

The Actuary may trot out his figures. He may point
out that of 100,000 persons who effect Whole Life

Policies at age 30, no less than 6660 on the average

(that is, 6'7 per cent.) die during the first 10 years of

Insurance, that only 82,745 on the average (that is,

82*7 per cent.) survive even to age 50, and that only

56,582 on the average (that is, 56*6 per cent.) survive their
"
expectation," which at age 30 is 35 years. These figures

do not interest our friend the uninsured. He is convinced

that he is to be one of these fortunate few who attain old

age, and therefore to him Life Assurance that is, Assur-

ancepayable atdeath is, aswehave said, an impossibility.

Now the Whole Life Plan, otherwise Assurance pay-
able at death, is only one branch of the great business

of Life Assurance. Even if a person is convinced that in

his case it is not essential to insure against early death,

he will surelyadmit that it isessential, or at leastadvisable,

that he should provide for his own old age. All of which

leads us to consider the system of Investment Assurance,

that system bywhich itis possibleto insure audio provide.

Before we go further we might give some points in

support of the Investment Assurance Policy as a means

of Investment. These may be said to be :

First and chiefly, such a Policy provides for the de-

pendants of the Life Assured that is, in case

of his death during the term of the Insurance.

Second, it also provides for the old age of the Life

Assured that is, in case he survives to the end

of the term.

Third, the return in a first-class Office, even in case

of the survivance of the Life Assured, is a

particularly good one.

Fourth, it is a form of Investment, perhaps the only
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form of Investment, which induces one to save,

as there is a natural desire to meet the premium
as it falls due from time to time.

Fifth, the Investment is for the term of the Assurance,

and thus the Investor has not the trouble of

looking out year after year for a fresh Invest-

ment for his surplus savings.

Sixth, the Investment is gilt-edged. There is no

possible loss of Capital, and there is no trouble

or anxiety about the security of the Investment.

Seventh, in this way the Investor gets the benefit of the

abatement of Income Tax that is allowed by the

State.

It is proposed in the course of the paper to dwell on
these various points.

TheInvestment valueof aWith Profit EndowmentAssu-
rance Policy will be evident from the following Table :

Investment Assurance, Term 20 years. With Profits.

Age at entry, 30 next birthday.
Sum Assured, 1000. Yearly Premium, 50 9 2.

In the event of the

Policy becoming' a Claim.



INVESTMENT ASSURANCE 13

If the Life Assured die during the first year of the

Assurance, there has been paid in premium the sum
of 50, 95. 2d. The Cash Return from the Policy is

1015, and the Cash Profit from the Policy is therefore

964, 105. lOd. If the Life Assured die during the

second year of the Assurance, there has been paid in

premiums the sum of 100, 185. 4d. The Cash Return

from the Policy is 1030, and the Cash Profit is there-

fore 929, Is. 8d., and so on. If the Life survive to the

end of the 20 years, the premiums paid are 1009, 85. 4d.

The Cash Return from the policy is 1398, 135. 7d.,

and the Cash Profit is therefore 389, 105. 3d.

There are those who contend that they can do better

than Life Assurance by investing even in the Savings
Bank.
In the following Table there is compared the Cash

Return from the Policy with the accumulation of 48,

115. 4d. per annum (being the premium of 50, 95. 2d.,

less Income Tax at the rate of 9d. per ), Interest

being assumed at the rate of 3 per cent, per annum.

It will be noticed that the Cash Return from the Policy

is throughout greater than the accumulated outlay ;
in

other words, the Investment Assurance is superior to

the 3 per cent. Investment not only during the 20

years that is represented by the Insurance, but also

at Maturity.
The person who invests in the Savings Bank may

be said to be an Investor, while the person who in-

vests in an Investment Assurance with a first-class

Office is not only an Investor but an Assurant as well ;

in other words, the Insurance portion of the Invest-

ment Assurance costs nothing. This will be evident

from a study of the Table.

Assuming that the Insurance Office maintains its

present rate of Bonus, then a Sum Assured of 715



14 INSURANCE AS INVESTMENT
will amount With Profits to 1000 at the end of 20

years. The yearly premium for an Investment As-

surance, Sum Assured 715 With Profits, term 20 years,

age at entry 30 next birthday, is 36, Is. Id. Allow-

ing for Income Tax at the rate of only 9d. in the
,

Investment Assurance, Term 20 years. With Profits.

Age at entry, 30 next birthday.

Sum Assured, 1000. Yearly Premium, 50 9 2.
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by the Investment, and in case of early death is very
much greater.

It is interesting to go further and to examine the

actual cost of the Insurance to the Investor.

In the Table which follows there is compared with

Investment Assurance, Term 20 years. With Profits.

Age at entry, 30 next birthday.

Sum Assured, 1000. Yearly Premium, 50 9 2.
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Maturity for the Protection which he receives during
the early years.
The Scheme of Insurance is as before. The net out-

lay per annum is 48, Us, 4d., being the premium of

50, 9,9. 2d. less Income Tax at the rate of 9d. in the .

It will at least be admitted that this is a fair statement

of the case from the point of view of the Insurance Office

and from the point of view of the Investor. It will

also be admitted that the
"

loss
"

to the Investor during
the later years of the Insurance and at Maturity is more
than made up for by the fact that during the early

years that is, during the period when provision is a
matter of necessity the Investor is fully protected in

case of decease. Remember also that there is a value

to the Investor in this protection which is not to be

represented in pounds, shillings, and pence. A well-

known Doctor has expressed himself upon this point
as follows :

" Few will be found who would doubt that

the certainty that in the event of death those nearest

and dearest to him are provided for, enables a man to

face trials and difficulties and risks which he would
otherwise shrink from, and yet without these risks few
of the prizes of life can be attained. Medical Men know
well what an active ally they have in fighting serious

illness when the patient is in a tranquil state of mind
and free from harassing worries, yet how can a man
possibly have this easy and quiet mind when lying
haunted by the thought that the event of his death

would plunge his family into a state of monetary dis-

tress. The fact of being insured relieves his mind of this

doubt, and he can devote a tranquil energy to seconding
the efforts of nature and his Medical Attendant, both

striving to restore him to health."

The rate of Income Tax has been taken in these

examples at 9d. in the
,
which is the minimum. The
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actual rate of Income Tax varies according to cir-

cumstances from 9d. to Is. 2d. in the on all Incomes
above 160. In addition, Super-Tax is payable at the

rate of 6d. in the on excess of Income over 3000,
should the Income be above 5000. Eemission of

Income Tax and of Super-Tax is allowed by the Inland

Revenue on the amount of Annual Premiums paid for

Assurance or Deferred Annuities on one's own life or

on the life of a wife to the extent of one-sixth of the

Income.

It may be pointed out that in the case of a person
who is called upon to pay the maximum rate of Income

Tax, the return from the Investment Assurance With
Profits taken out at age 30 next birthday, the Sum
Assured being payable at the end of 20 years or at

previous death, exceeds even 3f per cent. Compound
Interest at the maturity of the Contract that is to say,
the Investor is wholly covered during the 20 years to

the extent of 1000 with Bonuses, and receives back
at the expiry of the 20 years the premiums paid, accu-

mulated at more than 3| per cent. Compound Interest.

Total exemption from Super-Tax is secured if, after

the deduction of Life Premiums, the Income is brought
below 5000. The value of this concession to the

Investor can scarcely be overestimated. For example,
if the Income of the Investor is 5010, the sum which
is payable on account of the Super-Tax alone is 50, 55.

If this sum were applied to purchase Life Assurance,
it would be nearly sufficient at age 30 next birthday to

provide an Investment Assurance for 1000 With

Profits, payable at the end of 20 years or previous
death. If it were so applied, there would be absolutely
no Super-Tax payable, and the net income of the Life

Assured would not be diminished. In other words,
the State would pay the whole of the premium for the

Assurance.
B
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It has been given as an objection to a Life Assurance

Policy that the Life Assured may pay a premium year
after year, and merely because he finds himself unable

to meet even one year's premium the Policy must of

necessity lapse and be of no effect whatever. It may
be instructive to state what the exact position of the

Life Assured would be at the end of any year of the

Contract :

First, the Life Assured may still desire Assurance, but

simply cannot afford to pay any more premiums.
In this case, after three years' premiums have

been paid he has the privilege of converting the

Policy into a Paid-up Policy. A Paid-up Policy
is an Assurance for an amount less than the

original Sum Assured, but exempt from payment
of any premiums. The amount of such Paid-up

Policy is the proportionate part of the original

Sum Assured which the number of premiums
paid bears to the number originally payable.
For example, in the case of an Investment As-

surance Policy for 1000 taken out at age 30

next birthday, Sum Assured payable at the end
of 20 years or previous death, the Life Assured

is entitled to the full Sum Assured so long as

the premiums are paid ; but should he wish

these to cease after payment of 10 years' pre-

miums, he is entitled to a Paid-up Policy for ten-

twentieths of the Sum Assured, or 500, and
after payment of 15 premiums to a Paid-up
Policy for fifteen-twentieths of the Sum Assured,
or 750. When the original Policy is under the

With Profit Plan, the proportionate Sum Assured
is increased by the addition of the whole of the

Bonuses existing at the date of discontinuance.

Thereafter the Paid-up Policy does not participate
in profits.
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Second, the Life Assured may find himself at a re-

newal date in temporary difficulty, and without

sufficient funds wherewith to pay the premium.
The Company will, at the request of the Life

Assured, advance the premium, and, if requested
to do so, every further premium, always pro-
vided that the total of the Sums so borrowed
with interest is within the Surrender Value of

the Policy. Every facility is given for keeping
a Policy in force by means of a Loan to pay
overdue premiums.

Third, the Life Assured may desire an advance for

business or other reasons. The Company is pre-

pared to grant an advance up to 95 per cent, of

the Surrender Value, subject to production of

satisfactory title. Interest is charged yearly at

a rate even so low as 4 per cent. When the

Policy has not been assigned or otherwise dealt

with, the only expense is the Government Stamp
Duty on the Bond, which is moderate in amount.

This is one of the many advantages of a Life

Policy. For example, at the time of the finan-

cial crisis in America during year 1907, millions

of pounds were granted by the Assurance Com-

panies by way of Policy Loans.

Fourth, it may happen that the reason for which the

Policy was effected no longer exists. In this

case the Policy may be surrendered. A Sur-

render Value is allowed in some cases even after

payment of one year's premium.
Finally, the Policy will not be allowed to lapse on

account of accidental omission to pay the pre-

mium provided three years' premiums at full

rates have been paid. In this case the Policy

continues in force until the expiry of thirteen

calendar months from the date on which the
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premium became due, subject to a charge in

favour of the Company of the premium or

premiums in arrear, and of an additional charge
of 2J per cent, on the amount thereof for each

three months, or portion of three months, for

which payment has been in arrear. Should the

Life Assured die within the above period of

thirteen months the Claim is paid in full, sub-

ject to deduction of the premium or premiums
in arrear and the additional charge.

It might be as well here to remove another miscon-

ception. Frequently when recommending Life Assur-

ance one is met with the remark that in the particular
case there is nothing lost by deferring.

Consider the case of the Investment Assurance,

present age 30 next birthday, Sum Assured payable
With Profits at the end of 30 years or at previous death.

The yearly premium if the Policy is taken out now
is 34, 10s. lOd. for an Assurance of 1000 With Profits.

At the end of 5 years the Sum Assured, including the

Bonus, is 1087, 105. The Life Assured will at the

end of 5 years be age 35 next birthday, and the term

to run will be 25 years. Assuming that the same
amount of provision is to be made at the end of the

5 years as would have been provided for under the

Contract if effected now, the premium as from the end
of the 5 years is 45, 14s. 5d., which is an increase from
the end of 5 years of 11, 3s. Id. per annum. If, then,
the Life is alive at the end of the 5 years and is still

insurable as a first-class Life two very important con-

siderations the cost of the Insurance is increased by
32 per cent.

The Sum Assured, including the Bonus, at the end of

10 years is 1182, 13s. 2d. The Life is then age 40
next birthday -that is, at the end of 10 years. The
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yearly premium at age 40 next birthday to provide the

sum of 1182, 13s. 2d. With Profits at the end of 20

years or at previous death is 62, 13s. 8d., an increase

of 81 per cent, in the premium payable, even if the

Life is then alive and is acceptable to the Insurance

Office.

Consider again the case of the Whole Life Assurance

With Profits, premiums payable during the lifetime of

the Life Assured.

If the Policy is taken out at age 25 next birthday,
the premium per 1000 is 23, 4s. 2c?., payable yearly,

and the Sum Assured, including the Bonus Additions,
will be as per the Table on the following page.

If the Assurance is deferred until age 30 next birth-

day, the premium of 23, 4s. 2d., payable yearly, will

provide a Sum Assured of only 897, and the Sum
Assured, including the Bonuses, will be as per the Table-.

If the Assurance is deferred until age 50 next birth-

day, the premium of 23, 4s. 2d., payable yearly, will

provide a Sum Assured of only 515, and the Sum
Assured, including the Bonuses, will be as per the Table.

It will be evident that for the same yearly premium
the Sum Assured is reduced the longer the Assurance is

deferred, and the difference in the Sum Assured at the

older ages attained is very material. For example :
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Our friend is, of course, entitled to boast that he is

at present saving certain premiums. This much may
be granted : certain premiums are perhaps being saved

at the expense of the future.
But is the money saved ? Not in one case out of

fifty ; and in that one case where the money is saved,

who carries the risk ? Surely where a wife and family
or other dependants are concerned, they carry the risk

and they alone.

Life Assurance on the one hand combines the most

perfect form of Investment with the most perfect form
of Protection. On the other hand, a private Investor

must be sure of living. He must regularly accumulate

at Compound Interest a sum equal to the annual

premium a Life Policy would involve, and he must
make no bad Investment to even get a chance of doing
for himself what Life Assurance will do for him com-

pletely and at once.

He who insures takes no risk, neither does his family.
His saving is systematic, the transaction is profitable
to himself if he live, and its benefits to his dependants
are incalculable if he die, while it can never be obtained

more cheaply than now.

It may never be obtainable at all. Consider the fol-

lowing cases :

Case 1. A called on B in November 1909. A definite

promise was given to insure for 250 in the

following February, February being the birth-

day month of B. A called in due course, and
found that B had been buried two days previously.

Case 2. C was soliciting business from a Local

Doctor, and was promised a Proposal for 500.

payable at death or at a given age. Procrastina-

tion, which is the thief of more than time, pre-
vented the completion of the business. Later,

when C called to complete, the Doctor had died
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Case 3. A Proposal was actually filled up and signed,

but the Assurance was never completed. While

the Insurance Representative was still hoping to

get it carried through, the Proposer slipped on
his doorstep on leaving his house one day, struck

his head on a stone, and was fatally injured.

Even if the Assurance is obtainable at the date when
it is convenient to proceed, it will be at a cost that

more than nullifies any apparent present advantage.
The procrastinator will still be found, but the shrewd,

prudent, and far-sighted man will act upon the advice,
" Be wise to-day, 'tis madness to defer."

We might here refer to the person who admits the

necessity for Insurance, but who argues that he does

not intend to insure until he is in the position to take

out a Policy, say, for 2000.

The point is, would it not be better to begin now and
to proceed by easy stages, if only from an Investment

point of view ? Consider the Table on p. 25, in which
the figures relate to the Whole Life Plan With Profits,

premiums payable during the lifetime of the Life

Assured.

A, whose age is 25 next birthday, takes out four

Policies as he can afford these, each for 500, the first

at age 25 next birthday, the second at age 30 next

birthday, the third at age 35 next birthday, and the

fourth at age 40 next birthday.
B prefers to wait until he is 40 next birthday, when

he takes out a Policy for 2000.

In the Table there is compared with the premiums
paid the Sum Assured and Bonus payable in case of

death during any year. It will be noticed

First, that the ultimate cost of the Insurance is

66, 5s. payable yearly in the case of B, as

against 55, 12s. lid. in the case of A.
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WHOLE LIFE ASSURANCE, WITH PROFITS
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In the
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There are those who prefer the Whole Life Assurance

with premiums limited in number. The Investment

value of such a Policy is evident from the following
Table :

Whole Life Assurance, premiums limited to 20 payments. With

Profits. Age at entry, 30 next birthday.

Sum Assured, 1000. Yearly Premium, 35 6 8.

In the event of the Policy
becoming- a Claim.

Cash Return
from

the Policy.

Cash Sum
paid in

Premiums.

After payment of
1 year's Premium
2 years' Premiums
3
4

10
11

12
13
14

15
16
17
18
19
20

During year 21
22
23
24

25

2G
27
28

31
32
33
34
35
36

1015
1030
1045
1060
1075
1103 16
1120 2

1136 8
1152 15
1169 1

1200 7 10
1218 2 7
1235 17 4

1253 12 1

1271 6 10
1305 8 7
1324 14 5

1344 3

1363 6 1

1382 11 11
1419 13 2
1440 12 9
1461 12 4
1482 11 11
1503 11 6
1543 17 6
1566 13 10
1589 10 2

1612 6 6

1635 2 10
1678 19
1703 15
1728 11
1753 8
1778 4

&c. &c.

1825 17 5

1985 12 9

2159 7 9

&c.

35 6
70 13

106
141 6
176 13
212
247 6
282 13
318
353 6
388 13
424
459 6
494 13
530
565 6
600 13
636
671 6 8
706 13
706 13
706 13
706 13
706 13
706 13
706 13
706 13
706 13
706 13
706 13
706 13
706 13
706 13
706 13
706 13
706 13

706 13 4

706 13 4

<fcc.
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Under this Plan the Sum Assured With Profits is

payable at death. The premiums cease after 20 pay-
ments, so that no payment falls to be made after the

Life Assured has attained age 50. The Policy con-

tinues to participate in Profits throughout the entire

duration of the Assurance.

If the object of the Assurance no longer exists, the

Policy can, of course, be surrendered after the pre-
miums are paid up, or at any time.

If the Life Assured desire Whole Life Assurance,
then it is to his advantage to limit the premium pay-
ments, since

First, the Life Assured knows at the outset the

maximum sum that he is called upon to pay for

the Assurance.

Second, it gets rid of the premium payments during
the later years of life.

Third, each premium paid secures a proportionate

part of the Sum Assured at death (i.e. in

the event of the Life Assured deciding to dis-

continue the premium payments) and in the

case of the Profit Policy there would be added

an amount not less than the Bonus.

The following Table shows the advantage to the Life

Assured in limiting the premium payments.
Column 2 shows the Cash Return from the Policy,

which is the same under all the Policies. Column 3

shows the Cash Sum paid in premiums, if the premiums
are payable during the lifetime of the Life Assured ;

while Columns 4, 5, and 6 show the Cash Sum paid in

premiums if the premiums are limited to 20, 25, or 30

payments respectively.
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Whole Life Assurance, Sum Assured, 1000 With Profits.

Age at entry, 30 next birthday.



SINGLE PREMIUMS 29

It is interesting to compare the return from the

Investment Assurance with the corresponding return

from the Whole Life Assurance by limited payments.
In the Table on p. 30 it is assumed that a person

age 30 next birthday takes out two Policies, for the,

same amount of yearly premium, as follows :

First, an Investment Assurance With Profits, pay-
able at the end of 20 years or previous death.

Second, a Whole Life Assurance With Profits, pre-
miums limited to 20 payments.

It will be noticed that the return in case of death is

very much greater by the Whole Life Assurance than

by the Investment Assurance, but it must be kept in

view that the cash sum is payable at the end of the

20 years under the Investment Assurance Policy as

against the continued Assurance in the case of the

Whole Life Policy.
It is, of course, for the Life Assured to decide which

of these two Contracts is better fitted for the object
which he has in view in effecting the Assurance.

It is well known that those who are fortunate enough
to reach the allotted span of life grudge, or even find

difficulty in continuing the payment of Life Assurance

premiums, particularly so when, as happens occasion-

ally, their Income is diminished.

To meet these cases several of the Companies offer

the advantage of a Single Premium Assurance, to assist

in payment of which a Loan will be granted by the

Company of 95 per cent, of the premium at a rate even

so low as 4 per cent, per annum.

To show the advantages of such an Assurance, take

the case of a person aged 30 next birthday. The

Single Premium for a Whole Life Assurance of 1000

With Profits (that is, Assurance payable at death) is

453, 9s. 2d. Assuming that the present rate of Bonus is
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Whole Life or Investment Assurance. With Profits.

Age at entry, 30 next birthday.

Yearly Premium, 35 6 8, limited to 20 Payments.

In the event of the Policy
becoming a Claim

Cash Return from
the Investment

Assurance Policy.

Cash Return
from the Whole
Life Policy by

limited payments.

After payment of
1 year's Premium
2 years' Premiums

10
11

12
13
14
15
16
17
18
19

20

During year 21
22
23
24
25
26
27
28
29
30
31

32
33
34
35
36

41

46

Ac.

710 10

721
731 10
742
752 10

772 13 5

784 1 10

795 10 3
806 18 8
818 7 1

840 5 6
852 13 10
865 2 2

877 10 6
889 18 10
913 16
927 6 1

940 16 2
954 6 3
967 16 4

(Contract Matures)
(amount payable)

979 1 6

3

1015
1030
10*5
1060
1075
1103 16 3
1120 2 6
1136 8 9
1152 15
1169 1

1200 7 10
1218 2 7
1235 17 4
1253 12 1

1271 6 10
1305 8 7
1324 14 5

1344 3
1363 6 1

1382 11 11

1419 13 2

1440 12 9
1461 12 4

1482 11 11

1503 11 6
1543 17 6

1566 13 10
1589 10 2
1612 6 6

1635 2 10
1678 19 3

1703 15 6
1728 11 9

1753 8
1778 4 3
1825 17 5

1985 12 9

2159 7 9

Ac.
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continued, the Sum Assured With Profits at the end
of 35 years, being the

"
expectation

"
at age 30, is

1798, 175. 9d., which is more than the premium paid
accumulated at even 4 per cent. Compound Interest.

As stated, the Company is prepared to advance up
to 95 per cent, of the Single Premium at 4 per cent.

Interest, thus :

Single Premium 453 9 2
Less Loan (say) 430

23 9 2

If no Loan be repaid, the future annual payment is

16, 35. lid., as follows :

Interest at 4 per cent, on 430 . . . 17 4
Less Income Tax at Is. 2d. per 1 . . . 101

16 3 11

The Sum Assured at the outset is 570, as follows :

Original Sum Assured 1000
Less Loan 430

570

If a Policy of the same amount With Profits were

taken out by uniform payments, the premium would
be 14, 155., payable yearly. The Profits would in

this event be calculated upon 570, while in the case

of the Single Payment Policy the Profits are calculated

on 1000. The effect is as follows, assuming the Office

to maintain its present rate of Bonus :

Policy, 570 Policy, 1000

Amount at end of Amount at end of

35 years, being 35 years . . . 1798 17 9

the "
expecta- Less Loan . . . 430

tion
"
at age 30 . 1025 7 4

1368 17 9

The Loan may be repaid at any time without notice,

and may also be re-borrowed. Any such payment

First, diminishes the Interest, otherwise the yearly

payment.
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Second, increases the amount payable at death.

In a successful year substantial reductions of the

total premium payable may be made. In a bad year
the Interest only on the balance need be paid, or, if

necessary, the whole or any portion of the previous

premium payments except the first may be reclaimed

as a Loan at the 4 per cent. Interest rate. The system
in fact allows one to pay as one pleases, and when he

pleases, for a Policy which carries all the advantages,

privileges, and options attaching to a fully Paid-up

Policy.

To those who can afford it there is an excellent In-

vestment available in the Investment Assurance by
Single Payment. The value of the Contract is evident

from the following Table :

Investment Assurance, Term 20 years. "With Profits.

Age at entry, 30 next birthday.

Sum Assured, 1000. Premium, Single Payment, 675 10 0.

In the event of the '

Policy becoming a Claim.



A HIGH RETURN 33

It may be pointed out that (assuming, of course, the

present rate of Bonus to be continued) the return at

the maturity of the Contract is 3| per cent. Compound
Interest free of Income Tax that is to g?,y, the Life is

insured during the 20 years for 1000 with Bonuses,
and in case of survivance to the end of the 20 years,
receives back the amount invested with 3| per cent.

Interest.

There are those who desire a Sum Assured which
increases in amount with each premium paid, but who

Investment Assurance, Term 20 years. With Guaranteed Profits.

Age at entry, 30 next birthday.

Sum Assured, 1000. Yearly Premium, 53 6 8.

In the event of the Policy
becoming a Claim.
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given rate is added to the Policy immediately the first

premium is paid, a Certificate being issued for the

Bonus simultaneously with the Policy itself. The

payment of each subsequent premium immediately
secures an additional Bonus.

The advantage of this form of Assurance over the

Profit or the Non-Profit Policy may be said to be

First, that the Bonus portion of the Contract is just
as much guaranteed as is the Sum Assured

itself
; and

Second, that the Sum Assured that is, including the

Bonus continues to increase with the payment
of each premium.

The Investment value of such a Contract will be

evident from the Table on p. 33.

It is interesting to examine the relative value of the

Profit and the Guaranteed Bonus System. This is

evident from the Table on p. 35.

In arriving at the figures in the Table the following

assumptions are made :

First, that the same amount of premium is payable
under the Profit as under the Guaranteed Bonus
Contract

; and

Second, that the Office represented by the Profit

Contract maintains its present rate of Bonus.

It is clear from the Table that in a first-class Office

the Assured under the Profit Contract receives the

superior benefits, and it will be evident on consideration

that this should be the case. The Life Assured under
the Guaranteed Bonus Contract is like the Debenture

Holder who receives a return-certain on his Invest-

ment at an agreed-upon rate. The Life who is assured

under the With Profit Contract is, on the other hand,
like the ordinary Shareholder, who in one sense might
be looked upon as a partner hi the Insurance Company.
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Investment Assurance. With ordinary Profits or with

Guaranteed Profits.

Age at entry, 30 next birthday.
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There is, again, a section of Policyholders who desire

from the outset the largest amount of Insurance Pro-

vision which their premiums can secure, but who wish

at the same time to retain some interest in the Profits

of the Company.
The Discounted Bonus Rates are quoted upon the

assumption that a Bonus at a certain rate per annum
is added to the ordinary With Profit Policies.

Under the conditions of the system the Lives Assured

are held to receive in the reduced premiums charged,

as compared with
" With Profits

"
premiums, an

equivalent for a Bonus at the rate assumed. Further,

the Sums Assured, as a rule, are subject to increase or

diminution according as the additions made to the

With Profit Policies at the successive Divisions of

Profits exceed or fall short of a Bonus at the rate which

was applied to reduce the premiums payable.

It is interesting to compare the results by the Dis-

Whole Life Assurance. Age at entry, 30 next birthday.
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counted Bonus System with the results by the With
Profits System. This will be seen from the Table on

p. 36.

The figures in columns 2 and 3 and columns 2 and 4

respectively are on the assumption that the same amount

of premium is payable in respect of each of the Con-

tracts.

It will be noticed that the Discounted Bonus Policy-
holder receives what might be called a substantial

Immediate Bonus as compared with the Full Profit

Policyholder, but that after a term of years the return

to the Full Profit Policyholder is greater than to the

Discounted Bonus Policyholder.
It is, of course, understood that these figures relate

to one Office only and to one age at entry. Further,

these are worked out on the assumption that the exist-

ing rate of Bonus is maintained under the Full Profit

Policy, and therefore under the Discounted Bonus

Policy.

The Discounted Bonus System may be said to fulfil

one of the chief objects of a Life Assurance Contract

that is to say, it provides a substantial return in case

of the early death of the Life Assured, while the Dis-

counted Bonus Assurant participates in the Profits of

the Company along with the Full Profit Policyholder

after the Full Profit Policyholders have received a

Bonus at the rate which was applied to obtain the Dis-

counted Bonus premiums.

We find the same principle in the Deferred Bonus

Scheme of a few of the Offices.

The premiums of these Offices are but little higher

than the average Without Profit premiums, and the

surplus is reserved for those of the Policyholders who

survive the period, say, at which the premiums, if
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accumulated at 4 per cent. Compound Interest, would

amount to the original Sum Assured, no share being

given to those by whose earlier death there is a loss

to the Common Fund.
An Assurance under such a Scheme is well adapted

for inclusion within a Family Settlement on Marriage
or otherwise, where it is of importance to secure from

the first for the smallest present outlay an adequate

provision of definite amount in the case of early
death.

Briefly the advantages of the Deferred Bonus Scheme
are :

First, the premiums are fixed on so moderate a Scale

that at early and middle ages the yearly premiums
charged for 1000 With Profits will secure from
the first, say, 1200 with Deferred Profits. The
difference of 200 is clearly an immediate and
certain Bonus.

Second, the Surplus yields considerable Bonus addi-

tions to the Policies of those who would on the

ordinary principle of Life Assurance have come
to be losers by having assured.

There is a section of Policyholders who require a

Contract-certain that is to say, the Sum Assured is

to be fixed at the outset, and is not to be dependent
on the rate of profit that may be realised by the Assur-

ance Office.

Such a Policy is, for example, frequently more suited

than a Profit Policy for protection of Capital in con-

nection with Partnership or other business arrange-
ments.

The Investment value of such a Contract will be
evident from the following Schedule :
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Investment Insurance. Term 20 years. Without Profits.

Age at entry, 30 next birthday.

Sum Assured, 1000. Yearly Premium, 42 16 8.

In the event of the Policy
becoming- a Claim.
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With or Without Profit Assurance.

Age at entry, 30 next birthday.

In the event ol the

Policy b<!r,oinin_;

a Claim.
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senting an Immediate Bonus of 316. The Sum As-

sured in the case of the Profit Policy exceeds the Sum
Assured under the Non-Profit Policy after payment of

the eighteenth year's premium, and during the forty-
sixth year of the contract the Return under the With
Profit Policy is 2159, 7*. 9d., as compared with 1331

under the Non-Profit Policy, showing an excess of

828, 7s. 9d. Again, in the case of the Investment

Assurance, payable at the end of 20 years or previous

death, the Sum Assured during the first year is 1178

in the case of the Non-Profit Policy as against 1015

in the case of the Profit Policy, representing an Im-
mediate Bonus of 163. The Sum Assured hi the case

of the Profit Policy exceeds the Sum Assured under the

Non-Profit Policy after payment of the eleventh year's

premium, and the Sum Assured at the maturity of the

Profit Policy is as much as 1398, 135. 7d., showing an

excess of 220, 13s. Id. over the 1178 which is payable
at the maturity of the Non-Profit Policy.

It is, of course, understood that the figures relate to

one Office and to age at entry 30, also the assumption
is made that the Office maintains its present rate of

Bonus under the Profit Contract. The actual results will

vary according to the age at entry, the scheme of Assur-

ance, and the particular Office.

It will be clear from the Table that in a first-class

Office-

First, the Assured under the Non-Profit Contract

receives a substantial Immediate Bonus.

Second, the Assured under the Profit Contract re-

ceives on the whole the superior benefits.

It is interesting to examine the subject from another

point of view. Consider the following Schedule, in

which the figures relate to an Investment Assurance

payable at the end of 20 years or at the previous death

of the Life Assured.
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Investment Assurance, Term 20 years. Sum Assured, 1000.

Age at entry, 30 next birthday.

In the event of the Policy
becoming a Claim.



DOUBLE ENDOWMENTS 43

of the debt, but subject also to augmentation by addi-

tion of the Bonus.

The Schedule shows us that no matter when the

Policy-monies become payable the debt is always less

than the Bonus additions. It is, therefore, clear that

in consideration of the same annual cash disbursement

B will receive a larger sum than A will, assuming, of

course, that the Office maintains its present rate of

Bonus.

In other words, we have demonstrated that, if the

Life Assured can only afford a Without Profit Premium,
he would be well advised to effect a With Profit Policy
in a first-class Office, and to borrow each year at 4 per
cent. Interest the amount by which the Without Profit

Premium he can afford to pay falls short of the With
Profit Premium payable.

The Double Endowment Scheme provides a very

good Investment in case of survivance, combined with

a substantial provision in the event of early death.

The Scheme is worthy of the attention of healthy

young lives who cannot save much out of their Income,
and for whose small savings there would be difficulty

in finding an Investment to yield a good return.

For example, a person age 25 next birthday will for

a, premium of 11, 12s. 6d., payable yearly, secure

250 at death if within 30 years, With Profits in case

3f death after 20 years have elapsed, or 500 on sur-

vivance of the 30 years.
The Table on p. 44 compares the Sum Assured

payable with the premiums actually paid.

Many lives which under the ordinary Table would

Dnly be accepted at an additional premium on account

}f impaired health, unfavourable family history, or

inhealthy occupation are accepted at the normal rate

inder the Double Endowment Table.
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In the event of the
Policy becoming a Claim.
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the Full Premium Table, and a portion of tke premium
is allowed to remain over as a Debt for, say, the first

five or seven years, Interest being charged on the Debt
in advance at an agreed-upon rate. The following

Schedule, in which the figures relate to a Whole Life

Assurance With Profits, age at entry 30 next birthday,
will serve to show the working of the Scheme :
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undertakes to pay, say, 100 a year for life after a

certain age, and 100 a year for a certain number of

years after death, whenever it may occur.

Most of the Offices are prepared to give certain

options in lieu of the Sum Assured under the ordinary
Profit or Non-Profit Contract. In the case of one of

the Offices the options are as follows :

Instead of the Policy-monies being immediately paid

over, the Company is willing, if desired, for the amount
to be dealt with in any of the following ways :

(a) The amount may remain deposited with the Com-

pany for such time as may be agreed upon (for a

term of years or during the existence of any life),

the Company meantime paying interest thereon.

(b) The capital sum may be exchanged for an equiva-
lent annual payment for anyagreed period of years.

(c) The amount may be applied to purchase an an-

nuity for the Widow of the Life Assured, or his

daughter, or other nominee
; or, in the case of

an Investment Assurance payable on the Life

Assured surviving, an annuity on his own life.

Several of the Offices issue Policies to provide for

the Estate Duties.

It is, of course, well known that even within the

last eighteen years there has been a remarkable increase

in the taxation of property by Death Duty. This is

illustrated by the following Table, which relates to four

actual Wills :

Estate.
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It may be added that the Duties are somewhat lower

than might have been expected, as they consist almost

entirely of Estate Duty. In each case practically the

whole of the property was left to the wife and children,

and these bequests are not subject to Legacy Duty in

addition to Estate Duty.
The following is a Table of the rates of Estate Duty

Iftw payable :



48 INSURANCE AS INVESTMENT
is sufficient to provide for the Duty payable on an
Estate of the estimated value of 20,000.

In other words, a yearly outlay of 26, 0<s. IQd. during
the lifetime of the person aged 40 is sufficient to retain

the Estate at its full value of 20,000, which means
that the Income from the Estate will be benefited for

the heirs of the person aged 40 by no less than 40 in

perpetuity, on a 4 per cent, basis.

It may perhaps be considered advisable to effect

the Policy With Profits to allow for an increase hi the

value of the Estate, in which case the yearly premiums
would be 33, 2s. 6d. 9 115, 185. 9d., 265, and 4637, 10s.

respectively.

Briefly the advantages of these Estate Duty Policies

are :

1. A Policy can be granted hi such a way that the Sum
Assured shall be applied in payment of the Duties

as soon as these become due, and before Confir-

mation or Probate of the Will has been granted.
2. The Death Duties being thus provided directly

they are required, there is no need to mortgage
the estates or to realise any part in order to

meet the Duties.

3. The cost is borne in its least burdensome form

viz. as an annual payment out of income during
the lifetime of the present owner ; and even if

he should die early, the payments which he has

made would suffice to provide the whole of the

Duties payable on his death.

Life Assurance supplies the only satisfactory way of

providing the Duties, and the advantages of this plan
have been referred to by more than one Chancellor of

the Exchequer.

Several of the Offices are prepared to grant Policies

to Naval and Military Officers as follows, the Policies
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to be World Wide and Unconditional, and to include

the risks of actual service :

Scheme I. The Policy is issued at the ordinary With
Profit rate of the Company. The Profits, how-

ever, only accrue after the Life Assured's retire-

ment from the service.

Scheme II. The Policy is issued at an addition of

10^. per cent, to the tabular With Profit rate.

This extra premium is payable until retirement

from the service. The Policy in this case carries

Profits from the outset.

The importance of these Policies cannot be over-

estimated, since under any other Scheme the Policy

|

would of necessity be limited in regard to foreign resi-

i. dence and would exclude War risks.

Now it will be remembered that in the case of existing
Policies which excluded War risks, and in the case of

new Policies, the rates of extra premium charged by
I the Offices for the War in South Africa were something

(like 5, 5s. to 7, 7<s. per cent, for the first year, and

2, 25. per cent, afterwards. These extra premiums were

at the time considered to be exorbitant, and later the

Offices were requested in many cases to make a refund

of a portion of the extra premium in the case of those

Officers who had returned from the War in good health.

Yet the actual death-rate for the first year of the

War, obtained from the Experience of the Officers of

all the Forces, was no less than 7*8 per cent., decreasing

in the second year to 4*13 per cent., and in the third

year to 4-24 per cent., these extras being for the period

of the War, and taking no account of the deterioration

in the health of any of the Officers due to the War.

It is clear, then, from these figures that, so far as

the War in South Africa was concerned, the rates of

extra premium that were fixed by the Offices were

too low and should have been increased even by 50 per
D
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cent. ; all of which goes to prove what has been already
stated viz. the advisability of Officers paying the

small extra premiums from year to year if only as an

Investment, and in order to provide for the extra risks

of the future.

The Schemes which are here referred to are only

applicable in time of peace, and provided the Proposer
has no immediate prospect of being sent abroad.

There are few desires more prevalent or more natural

than that of a rent-paying householder to become his

own landlord, and the Scheme of House Purchase which
is a feature of a few of the Insurance Companies is

adapted to the attainment of this desire.

Rent is a dead charge upon a householder's ordinary
Income, but under the Scheme of House Purchase each

payment becomes a high-class investment, being, in

fact, an instalment of the price of the house.

The purchaser who has a suitable property to submit
this may be either a property about to be purchased or

one already owned under Mortgage and who can
furnish at least one-fourth of the price, may obtain an
advance of the balance of the Purchase Price from the

Insurance Company, entering into a Contract to make
a half-yearly payment to the Company during a period!
of 15, 20, or 25 years. The first half-yearly payment
is deducted from the loan.

Should the borrower die (even after only this one

payment has been made), the debt is cancelled, and
his family is left with a rent-free home. Should the

borrower survive the period, the house becomes ab-

solutely his own property, and he will have made an
admirable provision for his old age, when possibly his

earning powers may have diminished, and the house

rent would, but for a Scheme such as this, be a heavy
burden.
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In the case of an ordinary loan, the cost of the

survey and the whole of the legal expenses, not only
of the borrower in proving his title, but also of the

lender in investigating it and carrying through the

loan, fall, as a matter of course, on the borrower.

Under the Plan described the borrower has only the

expense of furnishing a title to the property satisfactory
to the Company's Solicitors, together with any other

necessary particulars, unless there may be a special
license or registration fee, which he will also have to

pay. An extra charge may in some instances be made
to cover Surveyors' travelling expenses, where the

property offered is situated a considerable distance

from any of the Offices of the Company.
The Company bears the remainder of the cost, in-

cluding Stamp Duty, Surveyor's Fee, and the charges
of the Company's Solicitors for investigating the title

and completing the transaction.

With an ordinary loan the borrower is always liable

to the possibility of the lender calling up the money,
which will necessitate the finding of a fresh lender and
the payment of fresh Survey and Law costs. Under
the Scheme of House Purchase the money is never

called in so long as the terms of the Mortgage are com-

plied with.

Life Assurance may be put to very many uses.

Take, for example, the Partners in a Firm. Not for

a day would they incur the risk of loss of their property

by a Fire
;

that risk is covered by Insurance, and the

premium debited against the Firm in their accounts.

But what about the very much larger question viz.

the loss to the Firm through the death of one of the

Partners ? Row often do we see a business practically

ruined on account of financial difficulties through the

death of one of the Partners which might have been
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altogether obviated if only a sum of money were at once

available.

The remedy is simple. The Partners merely decide

on the sum to be assured. The amount is payable
at the first death. The Life premium, like the Fire

premium, is debited against the Firm. All difficulty is

removed, since immediately at the first death Capital
is forthcoming to pay out the Representatives of the

Deceased. There is another and a material point. It

may be that at some future date further Capital will be

required to extend the business. How valuable a Life

Policy is in this connection every shrewd man knows.

A Without Profit Policy is perhaps to be recommended
for a business Contract, in which case the points to be

looked into are first, security ; and second, the rates

of premium charged.

Some of the Offices include a condition in the Con-

tract that at the option of the Lives Assured the Partner-

ship Policy may be divided into two separate Policies

on the single lives, each for one-half of the Sum Assured,
the premiums for the Single Life Policies to be calcu-

lated as at the ages at the date the original Joint Life

Policy was effected. Such a condition is a valuable

one in the case, say, of a Dissolution of Partnership.
It sometimes happens that the success of a business

depends on the continuance in life of one of the Partners,

in which case an Assurance Policy on the life of the

Partner, and either for life or for a term of years, de-

pending on the Copartnery Deed, is a sine qua non.

The primary object of Life Assurance is to minimise

the loss to dependants hi event of early death. The
late Lord Selborne said :

"
By the discovery of Life

Assurance a man is enabled to save in the most scientific

manner and to acquire at once a position which he could

only otherwise reach by long years of studious saving."
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This, after all, is the chief argument in favour of Life

Assurance, the fact that
" from the moment it was made

it was good for all it cost, and carried with it a guarantee
that there was protection in that Investment"

It is interesting to recall that so far back as April
1757 the following words appear in the preamble to a

Petition which was presented to the Crown for securing
the establishment of a Life Assurance Society :

" Great numbers of His Majesty's subjects, whose subsistence

principally depends on the salaries, stipends, and other incomes

payable to them during their natural lives, or to the profits

arising from their several trades, occupation, labour and

industry, are very desirous of entering into a Society for

insuring the lives of each other, in order to extend after their

decease the benefit of their present incomes to their families

and relations, who may otherwise be reduced to extreme

poverty and distress by the premature death of their several

husbands, fathers and friends."

The Table on p. 54 is given to prove the value of

the Life Assurance Policy as a means of provision.
It was recently given out that during year 1908 one

of the American Offices paid 124 Claims for $449,000

upon the lives of persons who died within one year

after insuring. Five Policies had been in force less

than a month, 11 less than two months, and 13 less than

three months. All these lives had been thought by the

Medical Advisers to the Company to possess good

prospects of longevity.
It has been shown in these Notes that by means of

the Investment Assurance Policy it is possible to realise

even at the maturity of the Contract a rate of Interest

on the premiums invested which will compare favour-

ably with the rate of Interest that is realised from year
to year on what might be called conservative Invest-

ments those Investments, that is to say, in regard

to which the Investor has perfect confidence, and in

respect of which there is no risk of loss of Capital.
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Place of Death.
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The Investor who desires a safe rate of Interest will

obtain that rate of Interest by investing, say, in Govern-

ment Securities. The Investor who invests in an In-

vestment Assurance will obtain the same rate of Interest,

or nearly the same rate of Interest, and Protection be-

sides.

The Investor who has a sufficient amount of Capital

may invest in a high-class Stock or Bond with its

Market fluctuations. The Investor in an Investment
Assurance by single payment runs no risk of Market

fluctuation, and realises, even at the maturity of the

Contract, practically the same rate of Interest, and

carefully note the Investor in Investment Assurance has

the Insurance protection during the period of the Invest-

ment, while the ordinary Investor carries his own risk ;

or, to put it more truly, the dependants of the Investor

are allowed to carry the risk of death of the Investor.

Income Tax is at any time a burden that few men
bear cheerfully. Even at the rate of 9d. in the it

cuts deeply into one's earnings. And yet so many
men, shrewd and wideawake where other profits are

to be made and other economies practised, go on paying
the whole of this Tax when at least a portion of it

might readily be converted into a saving.

Up to one-sixth of his Income the Investor in Life

Assurance is entitled to deduct Life Premiums in

making his return for Assessment. Hence, while 100

saved and invested in any other security than Life

Assurance would all be taxed, the amount invested in

Life Assurance would not be taxed at all.

And so a profit is realised of no less than 3, 15,9.

even at the rate of 9d. in the
,
where this sum of 100

is invested in Life Assurance instead of in other Securities.

This sum of 3, 15s. invested annually in Life Assur-

ance would in the case of a person whose age is 30 next
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birthday provide a Sum Assured at death of 145

With Profits, which sum in case of death during the

thirty-sixth year of the Insurance (the
"
expectation

"

of Lives Assured at age 30 being 35 vears) would amount
to 264, 155.

It means a free Government gift of this large addi-

tional Assurance or its equivalent in Cash, and as there

is no other high-class security obtainable which is so

safe, certain, and satisfactory, the astonishing thing is

that men have to be persuaded to take advantage of it.

It is sometimes contended that the person can do
better by investing the premiums in his own business.

The comparison is not a fair one, since it assumes

that the man of business mill continue to live to look after
his business, which is one of the reasons, perhaps the

chief reason in the particular case, in support of Life

Assurance. If only the man of business were certain to

live, but "
the one thing every man knows is that die he

must, the one thing that every man does not know is

when he must die."

Not only so, but if the man is of value to his business,

is he not of still more value to his dependants ? Is it

then fair of the man of business to ask his dependants
to carry the risk of his death, and should the risk not be

transferred and at once from those who are least able to

bear it to those whose business it is to undertake the

risk ?

Suppose the man of business to possess a property
which brings in a steady income, will the man of business

not insure that property against loss by Fire ? And if the

property is of value to the man of business, is the man of

business not of value to his dependants ? Is the man of

business not the property of his dependants ?

There is a further point. What is the object of the

man of business in investing the premiums in his own



RESERVES 57

business ? Is it not to provide for those who are near

and dear to him as well as for his own old age ? In this

case would it not be better, first, to make sure of the

objective, and then to apply the balance of the savings
to the development of his business. The profits from
the business might be reduced but the provision is secure.

This fact should not be lost sight of, that a Life Assur-

ance Policy is a bond from fate, that is to say, that he

who possesses a Policy of Life Assurance for an adequate
Sum Assured is able to attend to his business in the

knowledge that
" a Life Assurance effected in youth

means so much peace of mind for an honest man every

year afterwards." The same idea has been expressed

by Mr. John Wanamaker (the great American Million-

aire) as follows :

"
I believe that Life Assurance is a

kind of everyday, common righteousness to our fellows,

and the faith that has been in me since my boyhood,
when I soon after placed my first policy of Insurance

while working at a small salary, is still growing. 80

long as it continues to be true that men often die first and
leave helpless wives and children, they have no right to be

supposing or shuffling when it is possible for them to make

absolute provision."

It is frequently urged against the Life Assurance

Companies that the Reserves are too great, are indeed

unfair to the existing Policyholders. The reply to this

statement is

First, that the Reserves are merely the equivalent,

the actuarial equivalent if you like it, of the

Liabilities of the Office, which Liabilities include

provision not only for the Sum Assured and

existing Bonuses but also for future Bonuses to

the participating Policyholders, at the rate which

is at present declared.

Second, that the Funds are not, so to speak, hoarded
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by the Insurance Office but are invested partly
in readily realisable Securities for current de-

mands, but chiefly in securities which are not

readily realisable, but extend over a fairly long

period of years as bringing in a higher return to

the Office for the benefit of the PoHcyholders.

There is another point that might here be referred

to, and that is the rate of Interest assumed in Valuation.

The usual rate of Interest that is assumed in the

Valuation of the Liabilities of an Insurance Office is*

3 per cent., but there are Offices that employ even 2J per
cent, in estimating their Liabilities. Do these rates of

interest not appear to be altogether too low when regard
is had to the rate of interest which is being realised at

present, and are the critics of Insurance Offices correct

when they say that the Reserves of the Insurance

Offices are really too strong and are quite unfair to the

Policyholders ?

It is necessary here to remember that the great bulk

of Life Assurance Business is effected With Profits. In

arriving at the Liabilities therefore we have to take

account of three different factors : Sum Assured,

existing Bonus, and Future Bonus.

Now as one Division of Profits succeeds another,
the time when the Policy-monies shall become payable
draws nearer and the addition to the Policy of Bonus
which shall be payable with the Sum Assured involves

an increasing cost to the Office. It is the practice in

the great majority of Offices to make a reserve only for

the Sum Assured, and existing Bonus, but at such a rate

of Interest that the Office will be able to earn the future
Bonus out of profit from Interest. The amount of this

profit will increase with the duration of the Contract,

and, as pointed out, this increase is necessary to provide
the increasing cost of the successive allotments of Bonus.
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A Company, therefore, which values at 3 per cent,

does not assume that it will only earn 3 per cent, during
the subsistence of its Contracts. Kather if investigation

|

were made, it might be found that it is counting upon
making 4 per cent., the difference between the apparent
and the true rates of Interest being required to maintain
the rate of Bonus which the Office is at present de-

claring.

The principal source from which the Profits of an
Insurance Company are derived is that of surplus

Interest, and it is therefore of the first importance that

an Insurance Company's Investments be chosen so that

these should show the greatest possible earning power
consistent with security of capital.

There are several reasons why an Insurance Company
should have specially favourable opportunities of re-

munerative investment, but first of all it should be

emphasised that the individual Investor, wishing to

safeguard an annual saving of restricted amount, is

limited in his choice to the Savings Bank, the Post

Office or other Deposits, where the Interest return is

but nominal. On the other hand, the Insurance Com-

pany, through the co-operation of its individual Policy-

holders, has large sums available for investment, which

can and do command a much more remunerative return.

The science of Life Insurance is an exact one, and the

liabilities of a Life Insurance Company under its Policies

are postponed liabilities, so that the Company may with

practical certainty make provision for these liabilities

as they fall due. In this respect the Insurance Com-

pany has a great advantage over Banks or kindred

institutions where the liabilities to the public are practi-

cally cheques payable on demand.

Further, the progressive Insurance Company has a

considerable and increasing income from premiums and
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interest much more than sufficient to meet all current

demands. An Insurance Company is therefore in the

happy position of having considerable funds which it is

prepared to lock up in securities which run for a fixed

period of years, or are not so readily marketable, and of

course it will be understood that such investments can

only appeal to a limited number of Investors and that

a considerably higher rate of Interest is necessary to

render them attractive.

Another point which works out greatly to the ad-

vantage of Insurance Companies is that through the

steadiness of their income they are never forced into the

position of requiring to realise investments in a weak or

falling market, but can afford to wait until a favourable

opportunity of realising occurs.

Again, it very often happens that an Insurance

Company will take a large line of Stock on specially
favourable terms, or may assist in the underwriting of

some public issue, and thus obtain their investments at

a special price with a resultant gain in Interest earnings.
There are certain other channels of Investment open

to Insurance Companies, which are not available to the

individual Investor and which command a superior rate

of Interest. Purchase of Reversions and Loans on

Reversionary Interests, Advances on the Company's
Policies, and Loans of other descriptions are available,

which are safe from a capital point of view and attractive

from an Interest-earning point of view, while from the

world-wide ramifications of the business, opportunities
of foreign investment present themselves where the

security is undoubted and the return far in advance of

anything that can be obtained in this country.
It may therefore be conceded that an Insurance

Company can use its available funds in a manner which
the individual Investor can never hope to do, and if we
consider that Insurance Companies have specialised, and
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are specialising in investments, that every investment

passes through the hands of men who are daily dealing
with the subject of investment, and investment alone,

and that years of experience and judgment are behind

every investment that an Insurance Company makes,
we can at once realise that in the spreading of risks, in

the safeguarding of capital, and in the development of

Interest-earning power, Insurance Companies bring a

skill and expert knowledge to bear which the individual

Investor cannot hope to attain.

* In this connection it should be kept in view that an
Investment Assurance Policy taken out in a First-

class Office is the safest Investment that is open to the

Investor.

It is an Investment which is absolutely free from

worry, one which never depreciates in value but is

always appreciating by the addition of the Bonuses,

it is an Investment which is easy to understand, is free

of expense and involves no careful study of the various

Investment Lists, it is an Investment which does not

require to be paid for straight away but is payable by

yearly instalments of comparatively small amount, it

may for certain Policies be realised at the death of the

Investor practically without any delay, and it is the only

form of Investment which enables one to create an

Estate straight away.
Even to the wealthy man a Life Assurance Policy

is a sine qua non, if only for the purpose of providing

ready money to his dependants at his death.

It has been contended that Life Assurance is a gamb-

ling transaction. It cannot too strongly be pointed out

that this is not the case ;
but rather that the person who

is not insured is engaged in a gambling transaction.

The Actuary is able from the Mortality Table to tell
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with a fair degree of accuracy the proportion of deaths

out of a group of Policyholders that is likely to occur

during each year of Insurance. That indeed is the point.
The Actuary does not say that any one person is likely

to die during the first year of assurance, or during the

second year of assurance, or during the thirtieth year of

assurance. The Actuary does say that,' according to

past experience, out of so many persons who take out

Life Policies at age 30, so many die during the first year
of assurance, so many die during the second year of

assurance, so many die during the thirtieth year of

assurance, and so on. In other words, the Actuary is

ignorant in regard to the individual risks, but is certain as

to the working out of the average of the risks.

Take by way or further illustration the case of Fire

Insurance. The premium is, say, 2s. per cent. The

person who is uninsured is saving 25. per annum and is

risking 100. The Fire Insurance Office is receiving in

premiums a sum that enables it after paying expenses to

pay the Fire Claims as these arise. The Uninsured is bet-

ting against a possible contingency. The Fire Insurance

Office is wr

orking its business on the law of averages.
In Life Assurance it is necessary to lose sight of the

individual that is to say, the Office is not concerned with

those who die early or with those who attain old age.
The Policyholder is merely regarded as one of a group
of lives who have agreed that, whenever they may die,

be it in early life or be it in old age, they are to receive

the same Sum Assured for the same yearly premium
payable during life. Life Assurance removes a possi-

bility, that is the possibility of no provision on account

of the early death of the Life Assured, and creates a

certainty, that is
" a position which he could only other-

wise reach by long years of studious saving." It is the

unity of many for mutual self-help.

Mi. Lloyd George in an introduction to a pamphlet
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by Mr. R. D. Morris, Fellow of the Royal Statistical

Society, says :

" Risk is inseparable from civilised life, but though
we cannot avoid risk, we can by a suitable organisation
of society place nearly the whole burden of risk on the

shoulder of those who are able to bear it. The willing-
ness to take risks is, in the great merchant or capitalist,

a virtue. It is to him what courage is to a soldier or

statesman, or imagination to a poet. But the willing-

ness to take risks is in the wage-earner or the salary-
eariier a weakness or, in great excess, a vice. The con-

trary of the vice of gambling is the virtue of thrift, and the

system of Life Insurance has given the thrifty man an

opportunity of practising his virtue, compared to which

the stocking, the small mortgage, and the savings bank
are but clumsy and ineffective devices."

There is a type of man that is frequently met with in

connection with Life Assurance. He may be described

as the
"
fully insured man," but who, as a matter of fact,

has practically no Insurance worth mentioning.
He has perhaps an Income of 500 a year, and with his

wife and family lives in a comfortable home under very

happy conditions.

He is insured for 250 with Bonuses, and he is satis-

fied with the provision. He is a keen, shrewd, level-

headed, business man when dealing with ordinary matters,

but when considering the value of his own life either to

himself or to his family his ordinary shrewdness seems

to be a vanished quantity.
He admits that he is not saving. The keeping up of

the home, the education of his children, &c., leave him

very little margin, and so if he died his wife and children

would have left between them and cold charity a sum
of 250, or, say, half a year's Income. This sum if in-

vested at, say, 4 per cent, would yield 10 a year.
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Insurance is the one thing that stands between him

and uncertainty.
If he would only lay aside a matter of 1 per week,

he could enjoy the remainder of his Income along with

his family and feel no self-reproach, but even then the
"
fortune

"
left to his family would not allow them to

live in the
"
lap of luxury."

If such a man would only realise

First, that it is necessary to insure for such a sum as

will, when invested, provide a reasonable Income
to the widow and children, and

Second, that by Insurance it is possible to obtain a

very satisfactory rate of Interest even at the

maturity of the Investment Assurance Contract.

This means that the protection against death is

"
free, gratis and for nothing."

"
If a man, despite his utmost industry, can earn no

more, than suffices for immediate necessities, then Tie is

entitled to leave the future to the Providence of God ; but if

he can. he is bound to make provision for his own main-

tenance when he is past work, and for the comfort of his

helpless dependants in the event of his death ; and so

long as he has made no such provision, he is guilty of

dishonesty and selfishness every time he spends a

shilling which he might save
"

(Rev. Prof. David

Smith, D.D., in the British Weekly).
" No matter what may be the object of your solicitude

be insured whether you are thinking of the main-

tenance of your general health, or of comfort and com-

petence in your old age, or of the interests of wife and
children when you may be no more, or of a provision for

your boy when he reaches mature age, or of the happy
marriage and the wedding portion of your little daughter,
one day to be, you hope, a blushing bride, now a tiny,

prattling fairy of two or three years never mind the

subject matter be insured
"

(Charles Dickens).
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There is a number of persons who recognise the value

of Insurance as a means of Investment, but who are not

prepared to face the Medical Examination.
These persons as a rule believe themselves to be in

good health, but on the principle that
" where ignorance

is bliss 'tis folly to be wise
"
they do not wish to run the

risk of learning that there is an}d:hing the matter with

them.

It cannot too strongly be pointed out that there is a

fallacy in this reasoning, since if it should be the case that

there is anything amiss, then the sooner it is taken in

hand the better for the Applicant. The adage that
" a stitch in time saves nine

"
is also true in matters

of Life Assurance.

It is common knowledge that many a man owes his

present state of health to the Medical Examination in

connection with a proposal for Life Assurance
; that is

to say, the Applicant has been advised by the Doctor in

regard to some malady from which he was suffering, but

of which he was unaware, and forewarned is, of course,

forearmed.

The rate of mortality is very light among medically
examined Assurants, and the reasons are not far to seek.

In the first place, those lives only are accepted who are

able to pass the Medical Examination, and in the second

place it is undoubtedly the case that the person who is

assured has a certain amount of freedom from worry,

and is able to risk more in his business, if only for the

reason that he is assured.

Still there is, as we have said, this section of persons

to whom the benefits of Life Assurance are open though

necessarily in a somewhat restricted form.

Not every Insurance Office issues Policies Without

Medical Examination. Some of the Offices, however,

are prepared to issue in approved cases a Policy under

one or other of the following Schemes :

E
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1. The Company offer to such persons a Contract

under any full premium Table (that is a Contract

under the Whole Life or the Investment Assur-

ance Plan by uniform premiums) at the ordinary
rate of premium. The Policy to be issued is the

usual Policy save only as follows :

(a) The Company in the event of a Claim

through death in the first year of Assurance,
retain two-thirds of the Sum Assured and
of any Bonuses that may have accrued

thereto, or if death occur in the second year
of Assurance, the Company retain one-

third of the Sum Assured and Bonuses.

If, however, death arises directly and im-

mediately from some violent, accidental,

external, and visible means capable of direct

proof, and provided the death occurs within

three calendar months after the date of tho

accident, the full sum is payable irrespective
of the duration of the Policy.

(b) It is not competent to assign or deal with

the Policy in any way (unless for the purpose
of forming a provision for the family of the

Life Assured), until after the expiry of two

years.

2. The Company offer a Contract under any full

premium Table at the Prospectus rate of premium
together with an extra premium of 1 per
cent, on the Sum Assured for the first year
and 10-9. per cent, for each of the second and

third years.

3. The Company offer to such persons a Contract

under the Double Endowment Assurance Scheme
at the ordinary tabular rate.

There are, of course, certain exceptions. For ex-

ample, in one of the Offices which cater for Without
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Medical Examination Assurants, no application will be
received under any of these Schemes when the Proposer

been previously declined or accepted at an extra

(except for residence) by the particular Com-

ty or by any other Company, or if the Proposer's

age exceed 50, or if he has suffered from rheumatic

fever, or any affection of the heart, or kidneys, or if

is engaged in certain unhealthy occupations such a*

plumbing, mining, stone-hewing, marine engineering,
1 in the sale of alcoholic beverages.
The Companies issuing such Policies retain the power
reject any Proposers whom they consider ineligible for

-cheme without reason given-

Some of the Offices give special facilities for increasing
he amounts insured to those of their lives Assured

who have already been medically examined- Provided

he Life Assured was accepted at ordinary rates after

Medical Examination within the last five yean, one of

be Offices is prepared to accept proposals in approved
sases for additional sums under the full premium Tables

without putting Proposers to the trouble of undergoing
fresh Medical Examination. The Proposer most be

under 55 years of age, and able to state that he has not

suffered from any serious illness or injury since the date

of the previous proposal

It is of importance that a person about to take out a

Profit Contract should satisfy himself in regard to the

Kate of Bonus that has been declared by the Office in the

onsider the following Table (see page 68), in

which it is assumed that the same amount of premium is

paid to each of two Offices. The calculations are made

the assumption that each of the Offices maintains

he rate of Bonus declared at the last Investigation.

The example is not intended to be an extreme one

some of the Offices have unfortunately found themselves
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Investment Assurance, Term 25 years. With Profits.

Age at entry, 30 next birthday.

Yearly Premium, payable to Sum I Office
"
A," 1000.

each Office, 40 14 2. Assured ( Office "B," 1058.

In the event of the Policy
becoming a Claim.
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Office which is selected is in the position to at least

maintain its present rate of Bonus.

The Surplus in a Life Office is derived mainly from
three sources

First, Interest profit, that is Interest realised over and
above the rate assumed in the Valuation.

Second, Loading profit, that is profit derived from
economical management, being the saving as

between the actual and the estimated expenditure.
Third, Mortality profit, that is the saving as between

the actual and the estimated claims.

There are, of course, other sources of Surplus such as

profit from the Non-Profit business, profit from Invest-

ments, profit from Annuity Business, and so on, but as

we have said the chief sources of Surplus are Interest,

Loading, and Mortality.

If, for example, an Office earns Interest on its Invest-

ments at the rate of 4 per cent, and assumes in its Valua-

tion the rate of 3 per cent., then clearly the Office is

realising 1 per cent, of Surplus Interest on its Invested

Funds, which is a substantial contribution towards the

profits of the Company.
Then if the Office is reserving, say, 18 per cent, of

the Office premiums for expenses and profits and is

spending at the rate of 10 per cent, of the Premiums,
here also the difference is a substantial contribution

towards the profits of the Company.
In several of the Offices the expected deaths are com-

pared with the actual for each year, and the results are

stated in the Annual Reports of the Offices. This, of

course, is at the best only a guide to the profit from

Mortality, but none the less testifies to the vitality of

the Lives Assured. Some of the Offices investigate the

Mortality profit year by year, or at least for each quin-

quennial period, and this, of course, shows the true

position of the Office in the matter of Mortality profit.
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The record of the past and the rate of Bonus at present

declared by the Office are, as we have said, of importance
to an intending Assurant. It is, however, with the

future that his interest chiefly lies, and it is important
in the case of a Profit Contract that the Bonus prospects
of the Office should be carefully examined.

It is impossible to exaggerate the importance of this

point. Take by way of illustration the case of the

Office which at one period of its career was declaring a

Bonus at the rate of 3 per cent, per annum. At the

next succeeding Investigation the rate of Bonus was
reduced to 2, 10s. per cent, per annum, and at the two

following Investigations the rate was still' further

reduced to 2, 5s. per cent, and to 1, 10s. per cent,

respectively. The effect of these reductions in a Policy
taken out immediately after the Declaration of the

3 per cent. Bonus is as follows :

Whole Life Assurance With Profits.

Policy for Sum Assured, 1000, effected July 1895.

At End of
Year.
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The Valuation basis is of extreme importance
as affecting the very existence of the Office.

Second, the Securities in which the Funds are invested,
and the method adopted in valuing the Stock

Exchange Securities.

The question of the distribution of investments
is a vital one from an Insurance Company's
point of view. If the investments are concen-

trated in one security, or in one class of security,
the Investor runs the risk of depreciation in

capital and loss of income at one and the same
time. The safety and prosperity of an Insurance

Company is necessarily based upon the security
of capital and stability of income, and this

security of capital and steadiness of income is

the basis upon which the Policyholder has to

depend for the continued progress of the Com-

pany and for his participation in its well-doing.
It is essential, therefore, that the investments

of a Life Company be judiciously distributed in

order that on the average stability may be counted

upon with certainty, and securities should be

chosen which are not inter-dependent upon one

another.

We have recently had brought home to us the

manner in which the prosperity of our own

Country can be disturbed by industrial confusion,

the Coal Strike having affected practically every
form of industry. Our Railways lost enormously
and business in certain communities was practi-

cally at a standstill. Even making all allowance

for undue speculation in Home Railway Stocks,

there is the not welcome fact that the Investor

who put his money into such securities early in

the year has lost more money in the recognised

heavy stocks even than in the more speculative
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securities. If one could imagine an Investor

who was so short-sighted as to sink all his capital

in, say, Railways, Shipbuilding Yards, and Iron

Works, one can see at once how very much his

capital may be jeopardised and his income affected

by occurrences outside the particular investment

in which his money is sunk, and the same line of

argument would apply in many other instances.

We might have a flourishing industry severely
hit by local depression or economic disturbances

which could not be controlled.

It is therefore apparent that there is an abso-

lute necessity for a wide distribution of capital,

if its stability is to be ensured, and that no In-

surance Company, which is dependent upon its

investments for its very existence, can afford

to ignore this cardinal point.

Under the Assurance Companies Act 1909, it

is necessary to state how the values of the Stock

Exchange Securities are arrived at, and a Certifi-

cate must be appended to the Balance Sheet to

the effect that the Assets set forth in the Balance

Sheet are in the aggregate fully of the value

stated therein less any Investment Reserve Fund
taken into account. Some of the Offices go
further than is required by the Act, and publish

very full particulars of their Investments.

Third, the average Rate of Interest realised. This

should be compared with the rate assumed in the

Valuation.

Fourth, the provision made in the Valuation for future

Expenses and Profits. This should be compared
with the expense at which the business is worked.

In this connection it must be kept in view that

the expense rate of some of the Offices may be

greater than the average, merely because the
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New Business of the Office is a considerable

percentage of the Total Business, and New
Business is, of course, more costly to obtain than

is the Old Business to retain. For this reason

it is important to examine not only the ratio of

Expenses including commission to Premium

Income, but also the expense of obtaining the

New Business after making a reasonable allowance

for the expense of retaining the Existing Business,

and the expense of retaining the Existing Busi-

ness after making a reasonable allowance for

the expense of obtaining the New Business.

Fifth, the progress of the Life Assurance Fund as

shown from the Annual Reports and Accounts.

Here it is necessary to point out that the fact

of a Company having several millions of Funds

is no criterion of the Bonus earning power of the

Company or even of the stability of the Company.
It is necessary to compare with the Fund the

Liabilities of the Company. It is also necessary
to examine the basis of the measurement of these

Liabilities and to apply to the particular Office,

the tests of an Office generally.

Consider by way of illustration the following Offices :

Results of Latest Valuation.
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Results of Latest Annual Account.
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from the fact that Office
" A "

reserves 18 per
cent, of the premiums for expenses and profits,

and is spending only 12 per cent. Result, a

margin for Bonuses of 6 per cent. Office
" B "

reserves 15 per cent, for expenses and profits,

and is spending 15 per cent., so that there is no

margin for Bonuses in Office
"
B," that is out of

the premiums to be received in the future.

Fifth, the expense of obtaining the New Business and
the expense of retaining the Existing Business

are very much less in Office
" A " than in Office

"
B," the figures being 50 per cent, and 5 per

cent, as against 75 per cent, and 7f per cent,

respectively. This means that while Office
" A "

spends 50 per cent, of the New Premiums in ob-

taining the New Business and 5 per cent, of the

Renewal Premiums in retaining the Existing

Business, Office
" B "

requires 75 per cent, of

the New Premiums and 7J per cent, of the

Renewal Premiums. It is, of course, obvious

that premiums saved represent Bonuses earned,

and that the Office which spends least will have

most to give away in Bonus.

The Premium Income of Office
" B "

is greater than

that of Office
"
A," likewise the Fund in hand. The

point, however, is that these figures by themselves mean

very little, and must be considered in conjunction with

the points to which we have referred.

All over the Bonus prospects in Office
" A "

are

brighter and considerably brighter than in Office
" B."

In examining the rate of Bonus of the different Offices

it is important to have regard to the following :

First, the method of calculating the Bonus that is,

whether the Bonus is calculated on the Sum
Assured only or on the Sum Assured and exist-
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ing Bonus Additions, also whether the Bonus is

given for each premium paid or in respect of

each completed year.

Second, whether the Bonus is given from the outset

or whether the Bonus accrues only from the end
of the first year or after the first few years.

Third, whether the Office gives Interim Bonus, and if

so at what rate and whether from the outset or

only after the date of the first Investigation.

There are, of course, many women to whom Life

Assurance is just as necessary as to men, women that is

to say on whom wholly or partially falls the responsibility
of a breadwinner.

There is, however, a growing Section of women who
are earning their own Incomes, and who may be said to

have no dependants, but who desire to provide for their

own old age. For these the cheapest and best form of

Policy is perhaps the Adult Endowment, under which

Plan every shilling goes to provide the object intended,

no part being absorbed in providing for the Insurance

which is not required. The Premiums are, as a rule,

returnable in the event of death before the maturity
of the Endowment, so that the entire savings which were

being laid aside for old age become available for friends

or relatives. Briefly the benefits are as follows :

1. A capital sum in one cash payment on attaining
the agreed-on age with the option to the Life

Assured of exchanging it for

2. A Pension payable half-yearly for the remainder

of life.

3. A return of all the premiums paid in the event of

death before reaching the age.

4. A Paid-up Policy, free from future premium, for a

sum exactly proportionate to the number of

premiums originally payable and those already
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paid, in the event of withdrawal after payment
of a few years' premiums.

5. A Guaranteed Surrender Value in those cases where
the Life Assured is unable or unwilling to con-

tinue the premium payments, that is in lieu of

the Paid-up Policy.
There is also the Deferred Annuity, either With or

Without return of premiums in event of death during
the probationary period. One Office has a Scheme with

benefits as follows :

1. An Annuity to commence at age 55 and to be

payable half-yearly for the remainder of life.

2. In the event of the Annuitant surviving until age 55

the Company will make at that date a cash pay-
ment in lieu of the Annuity.

3. In the event of the death of the Annuitant before

age 55 all premiums paid are returned together
with Compound Interest thereon from the re-

spective dates of payment at the rate of 3 per cent,

per annum less 1 per cent, of the Cash Option
mentioned in preceding paragraph.

4. At anytime prior to entryupontheAnnuitythe Policy

may be surrendered. The Company guarantees a

Surrender Value of all the premiums paid together
with Compound Interest thereon from the respec-

tive dates of payment at the rate of 3 per cent, per
annum less 1, 10s. per cent, of the Cash Option.

5. Subject to the condition that three full years'

premiums have been paid, the Company guaran-
tees a Paid-up Policy for such proportion of the

original Annuity as the number of full years'

premiums paid bears to the number originally

payable. In the event of the Annuitant sur-

viving to age 55 the Company will pay at that

date the same proportion of the equivalent

Cash Payment in lieu of the Paid-up Annuity.
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For example. A yearly premium of 5 (30 payments)

will at age 25 next birthday secure an Annuity of

17, 45. 8d. payable half-yearly after age 55. Alter-

natively at age 55 a Cash Payment of 245, Os. 3d. may
be taken at the option of the Annuitant in lieu of the

Annuity and irrespective of her then state of health.

Another Office has a Scheme under which the Annuity
is entered upon at any time after the age of 50 is attained,

with the option of a Cash Payment in lieu of the Annuity
and with an Insurance of the amount of the Cash Pay-
ment in the event of death after the age of 50 before

making choice of the Annuity or the Cash Option.
For example, a yearly premium of 5 (26 payments),

will at age 25 next birthday secure an Annuity of

12, 175. Sd. payable half-yearly to be entered upon
between age 50 and age 51 with the option of taking a

Cash Payment of 200 in lieu of the Annuity. The

premium payment may be continued after age 50, in

which case the Annuity and the equivalent Cash Payment
will be increased as follows :

Age attained
when Option is

exercised.
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The Policies are non-forfeitable, each premium secur-

ing a proportionate part of the Annuity or the equivalent
Cash Payment at age 50 on application after 3 years'

premiums have been paid.

There is also a Scheme of Deferred Annuity under

which the payments may be made at any time, and in

any amounts to suit the convenience of the Policyholder,
also at any time before the attainment of the agreed-upon

age the Policy may be surrendered, the Surrender Value

being all the premiums paid together with Compound
Interest at the rate of 3 per cent.

No Medical Examination is required under any of

these Schemes, the transaction being completed with

great facility and without any trouble. The Policies

that are issued are very simple in form, are World Wide,
and are free from any conditions other than the due

payment of the premium.

Competition nowadays is more keen than it used to

be, and the practice is becoming more and more common
to provide to some extent for this competition by making

provision for the children.

Time was when the Parent,
1 who desired to provide

for his Child's future, bought a Money Box with a slot

in it, and dropped in an occasional coin as circumstances

permitted. Every such box was started with high

intentions, but the achievement was rarely high. The
coins too frequently seemed to be needed for some more

pressing purpose, or the Box containing them was always
too handy.
The Savings Bank superseded the Money Box, and

many prudent Parents opened Bank Accounts for their

Children's benefit, seeking in this way to discharge the

1
Although the Parent is here specially mentioned, the arrange-

ment may be made with any person, whether related to the Child

or not.
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always difficult duty of making provision for the future

needs of their little ones. The drawback to complete
success was found in the absence of a definite obligation
to save, coupled with the readiness with which Savings
could be withdrawn from the Bank. The Interest

element, too, was necessarily small, and for years con-

tributed but little to the effort.

Insurance, which in these days is so many-sided, has

now come to the help of the Parent in this matter, and
the manner in which the help is given is so simple, com-

plete, convenient, and profitable, that one is inclined to

wonder "
why it was not thought of before."

There are several ways by which this provision is made.
There is first the Scheme of Endowments for Children.

Under this Plan the Sum Assured is payable on the Child

attaining (say) age 21 while the premiums are as a rule

returnable in case of the death of the Child before age 21.

This Table enables Parents or Guardians to set aside

each year a sum of money in order to provide for the

education of their Children or to supply the ready money
to permit of their Children entering some business or

profession on the attainment of an agreed-upon age.
The following is an illustration of the Plan.

A Policy is taken out for 500 before the Child attains

age 1, the sum being made payable at age 21. The
Annual Premium is 17, 16$. 3d. The total payments
in the 20 years will amount to 356, 5s., and therefore

the sum to be withdrawn will exceed the sum paid in by
143, 15s. The excess of return over payments made is

more than 40 per cent., which in itself proves how
excellent is this method. Should death occur before

age 21 the whole of the premiums paid are returned.

The actual Savings only work out at 1, 95. Sd. per month
for a Policy of 500, and few Parents really concerned

for a Child's career and what well-conditioned Parent

is not should find this tax beyond their means.
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An objection to this Plan is that the premiums are

payable during the lifetime of the Child until the

maturity of the Endowment. If, therefore, the Father

were to die before the maturity of the Endowment the

Widow might have a difficulty in meeting the future

premium payments, though even in this event the

Widow could, of course, take advantage of the Paid-up

Policy privilege. The usual rule of the Offices is that

each premium paid secures a proportionate part of the

Endowment at age 21, proportionate, that is to say, to

the number of premiums originally payable, so that if

the Father were to die after, say, 5 premiums were paid
out of 20 originally payable, the Child would be entitled

to five-twentieths of the Endowment at age 21, even

although no further premiums were payable.
There is, however, a modification of the ordinary

Scheme under which the Endowment is payable on the

Child attaining, say, age 21, while the premiums are only

payable so long as the Father survives jointly with the

Child until age 21, the premiums being returnable in

event of the Child dying before age 21. The premiums
under this Scheme are, of course, higher than under the

ordinary Scheme, but the Father has the knowledge, that

in case of his death the provision is certain for the Child.

The following is an illustration of this Scheme :

A Policy is taken out for 500 before the Child attains

age 1. The Annual Premium, if the Father's age is

30 next birthday, is 19, 10s. IQd. The total payments
if the Father lives until the Child attains age 21, amount

to 390, 16s. Sd. and therefore the sum to be withdrawn

will exceed the sum paid in by 109, 3s. 4d. The excess

of return over payments made is nearly 28 per cent.

Should the death of the Child occur before age 21, the

whole of the premiums paid are returned.

A modification of this latter Scheme is known as the

Educational Endowment Plan. The expense of a
F
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family increases as a rule as the Children get up in years,
and just at the time when it is most necessary that in-

come should be available for educational purposes, it is

often a matter of difficulty owing to other and pressing
claims. It is in order that the Father may begin to

make the payments straight away, may indeed spread
his liabilities over many years instead of over a few

years, that the Offices have devised the Plan of the

Educational Endowment. Briefly, the benefits are as

follows :

1. An Annuity of 100, to commence as soon as the

Child attains age 16 and to continue for 6 years,
the last payment being made at age 21.

2. In the event of the Child dying after age 16, but
before age 21, the Annuity payments to continue

as if the Child were still alive.

3. The premiums to cease on the death of the Father

and to be returnable in full should the Child die

before age 16.

The following is an illustration of this Scheme.

A Policy is taken out before the Child attains age 1 for

an Annuity of 100. The Annual Premium if the

Father's age is 30 next birthday is 30, 165. Id. The
total payments if the Father lives until the Child attains

age 16 amount to 462, 8s. 9d. The sum to be with-

drawn in the course of the 5 years being 600, this ex-

ceeds the sum paid in by nearly 30 per cent.

There is another and perhaps the best plan of making
provision for the Children, and that is the Endowment
Assurance Plan. Suppose the Child is age 1 next

birthday. The Policy is taken out payable, say, at the

end of 20 years (that is when the Child attains age 21),

or at the previous death of the Father. If then the

Father survive until the Child attains age 21, the Sum
Assured is available to serve as a provision for the ex-

pense of the Child entering upon a profession or business,
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while if the Father die before the Child attains age 21,

the Sum Assured is available as a provision for the

Widow and Child just when a provision is most needed.

An incidental advantage of this last Scheme is, that the

Policy issued is, of course, a Policy of Assurance on the

Life of the Father and the Father is, therefore, entitled

to an abatement of Income Tax in respect of the

premiums payable.
We come now to the Deferred Assurances for Children.

Under this Plan the Sum Assured is payable in case of

the death of the Child after, say, age 25, while the

premiums are as a rule returnable in case of the death of

the Child before age 25. The advantages of such a

Scheme may be said to be

1. No Medical Examination is required, and provision
is thus made against the possibility of the Life

being otherwise unassurable at age 25, from 411-

health or other cause.

2. The Policy may be issued for an Assurance payable
at death, after age 25

;
but on the date of attain-

ment of that age several Guaranteed Options are

available which admit of an alteration to that

Class of Assurance which may then best suit the

circumstances of the Life.

3. The Parent retains full control over the Policy

until his Child reaches the age of 25 by his power
to cancel the Contract before the assurance

begins.
4:. The Parent therefore does not commit himself irre-

vocably at the outset to a gift that he may come

for any reason to regard as unsuitable. His

pecuniary risk, too, is reduced to a minimum by
the following provisions :

(a) In the event of the Child's death before

age 25, all the premiums paid will be

returned.



84 INSURANCE AS INVESTMENT
(b) If the Policy is discontinued before the

anniversary of the Policy preceding the

attainment of age 25 by the Child, a Cash

Surrender Value will be allowed of not less

than all the premiums paid, except the first.

(c) If the option to cancel the Contract is

exercised on the anniversary of the policy

preceding the attainment of age 25 by the

Child, a special Cash Surrender Value will

be allowed equal to a return of all the

premiums paid accumulated with 2J per
cent, compound interest.

Policies may be effected either with the right of

participation in profits after age 25, or at still lower rates

of premium without such right of participation.

In the case of a Child aged 1 next birthday, an Annual

Premium of only 8, 125. 6d. secures 1000, payable at

death after age 25 with right to participate in profits

from that age.
The Policy need not be continued in this form, but on

attainment of age 25, any one of the following options

may at that date be selected.

(a) Continue payment of the Annual Premium for the

term of Assurance selected for :

1. An Assurance in the original form payable
at death for 1000

or 2. An Assurance paj^able at age 60 or death for . 839

3. An Assurance payable at age 55 or death for . 768

4. An Assurance payable at age 50 or death for . 686
in each case with participation in profits.

(b) Discontinue payment of the Annual premium and sur-

render the Policy (subject to all Premiums falling
due prior to age 25 having been paid) for :

5. A Cash Payment of 294

or 6. A Paid-up Assurance payable at death

without Profits for 920

(or for reduced amounts under the Endowment
Assurance Class).
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The Investment value of the Whole Life Assurance
will be evident from the following Table, in which the
Assurance is treated from age 25 onwards.

Whole Life Assurance to commence at age 25, With Profits

after age 25.

Age at entry, 1 next birthday.
Sum Assured, 1000. Yearly Premium, 8 12 6.

In event of death
between ages
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first-class Life, which is one of the reasons, perhaps the

chief reason, why the Policy should be taken out now
and not delayed until age 25, since, of course, when the

Child attains age 25, he may be unassurable or assurable

only at a very heavy rate of premium.
It will be generally conceded that, apart from the

Investment Assurance payable on attainment of age 60 or at

previous death if after age 25, With Profits after age 25.

Age at entry, 1 next birthday.

Sum Assured, 686. Yearly Premium, 8 12 6.

In event of death
between ages
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Professor de Morgan, the eminent Mathematician, has

declared that
"
there is nothing in the commercial world

which approaches even remotely the security of a well-

established Life Office."

The investment of Capital in the purchase of a Life

Child's Deferred Assurance. Sum Assured, 1000.

Assurance to commence at age 25, with Profits after age 25.

In event of death
between ages
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a certain Purchase Price with the Office, and in con-

sideration receives an Annuity payable half-yearly or

quarterly during his or her lifetime, and either with or

without a proportionate payment from the date of the

last half-yearly or quarterly payment to the date of

death of the Annuitant.

Under the Immediate Annuity System the Purchase

Price is paid to the Office once and for all, that is to say,
no part of the Purchase Price is returnable by the Office

in case of the early death of the Annuitant, and, on the

other hand, no greater Purchase Price is claimable by
the Office in case the Annuitant survives to extreme old

age. The Contract is definite as between the Company
and the Purchaser of the Annuity.

It might be as well to give a few examples of the

System.

Example I. A male Life whose age is not less than

70 years, may for each 1000 paid down obtain a

return of 131, 5s. payable half-yearly for the

remainder of his Life. The account will work
out as in the Table on p. 89.

Example II. A lady whose age is not less than

60 years has a sum of 10,000 invested in a

security which yields a yearly Income of 350,

being Interest at the rate of 3J per cent. She

is anxious to provide for her son during her life-

time, the son at present having an exceptional

opportunity for developing his business. The
sum of 5000 paid down to an Insurance Office

is sufficient to provide an Income of 410 to

the lady during her future lifetime (being Interest

at a rate exceeding even 4 per cent, on 10,000),

leaving 5000 to be transferred to the son. In

this way the lady has increased her income by
a matter of 60, and has at the same time pro-
vided for the future welfare of her son.
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Several of the Companies pay the Annuities in full

without deduction of Income Tax, when the Inland

Revenue Authorities are satisfied that the total Income

of the Annuitant is less than 160.
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for the same Purchase Price. There are several Schemes
of this description.

Under one Scheme, if the Annuitant die before having
received an amount equal to the Capital deposited, the

Annuity is continued to the heirs of the Annuitant, until

the whole of the Purchase Price has been returned. In

the event of the Annuitant surviving after having re-

ceived back the whole of the Purchase Money, the

Annuity continues to be payable in full until the death of

the Annuitant as in the case of an ordinary Life Annuity.
Under a second Scheme, if the Annuitant should die

during the first three years three-fourths of the Purchase

Price is returned, if the Annuitant should die during
the fourth or the fifth year one-half of the Purchase

Price is returned, or if the Annuitant should die during
the sixth or the seventh year one-fourth of the Purchase

Price is returned.

Under a third Scheme, if the Annuitant should die

before the Annuity Payments equal the Purchase Price,

the balance of the Purchase Price is returned to the

Legal Representatives of the Annuitant.

For example. A female Life whose age is not less than

55 years may, under the first Scheme, for each 1000

paid down, receive an Annuity of 64, 3s. 4d. payable

half-yearly during her lifetime. Or a male Life whose

age is not less than 65 years may, under the same Scheme,
and for each 1000 paid down, receive an Annuity of

81, 195. 2d. payable half-yearly.

Again, a female Life whose age is not less than 55 years

may, under the second Scheme, and for each 1000 paid

down, receive an Annuity of 66 payable half-yearly

during her lifetime. Or a male Life whose age is not less

than 65 years may, under the same Scheme, and for each

1000 paid down, receive an Annuity of 91, 165. Sd.

payable half-yearly.

By way of guidance it may be pointed out that the rate
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of Immediate Annuity to a female whose age is not less

than 55, is approximately 71, 10<s. payable half-yearly

per 1000, and in the case of a male whose age is not less

than 65 is, say, 107, 185. 4d, payable half-yearly per
1000. The Annuitant is asked to sacrifice the differ-

ence as between the Immediate and the Special Annuity
in order to receive the Insurance benefits over and above
the Immediate Annuity benefits.

The important point to notice is that, under the first

and the third Schemes, there cannot be a loss of Capital
to the Annuitant, while in, the case of survivance beyond
the probationary period there may be a substantial

I gain, although nothing like the gain that would in these

[
circumstances have accrued if the annuity had been

taken out under the Immediate System.
Some of the Offices issue what are called Guaranteed

i

Annuities. Under this System the Annuity payments
are guaranteed for, say, the first 10 years, whether the

Annuitant lives or dies, while should the Annuitant

survive the 10 years, the payments are continued during
the after lifetime of the Annuitant

A few of the Offices offer a larger rate of Annuity
under the Immediate Annuity System, where the health

of the Annuitant is impaired. Under this Plan a

Medical Examination of the Annuitant is, of course,

required.
This Scheme is of importance. There are many

persons to whom an Annuity would be a most suitable

Investment on account of the increased Income re-

ceivable, but who are deterred from the Purchase of the

Annuity by reason of the fact that they are suffering

from some complaint which in the long run will tend to

shorten their lives. To such persons an Annuity is

available, and at an increased rate, provided, of course,

the Office is satisfied that an increased rate is warranted

by the facts of the case.
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There are other forms of Annuity. There is, for

example, the Deferred Annuity. Under this System
the Annuity commences on the Annuitant attaining a

fixed age and the premium is payable either by Single

Payment or by Annual Premium. It is, as a rule, a

further condition that the premiums are returnable in

the event of the death of the Annuitant before attain-

ing the fixed age.
For example, a Doctor whose age is 40 next birthday,

and who has no dependants, may decide to set aside so

much per annum out of his Income in order to provide
an Annuity to be entered upon after he attains age 55.

Or a Schoolmaster who is to retire upon a Pension, say,
at age 65 may decide to supplement this Pension by
providing from year to year for a Deferred Annuity to

be entered upon at age 65.

Other examples of Deferred Annuities are given on

pages 77 to 79 of these Notes.

There is, again, the Joint Annuity, where the Annuity
is payable only so long as two or more lives survive

jointly, or the Joint and Survivor Annuity where the

Annuity is payable during the joint lives and the lifetime

of the Survivor of two or more lives.

For example : Two ladies whose ages are not less than

60 and 65 may decide to sink the sum of 2000 in the

purchase of an Annuity of 140, payable half-yearly

during the joint lives and the lifetime of the survivor.

Frequently, however, the expenses are less while only
one of the ladies is alive than while both the ladies are

alive, in which case an alternative to the above would
be to take an Annuity of 162, 125. payable half-yearly

during the joint lives, to be reduced to 108, 8s. payable

half-yearly after the first death.

There is also the Contingent or Survivorship Annuity,
under which the Annuity is entered upon on the death

of one person, and is thereafter payable to some other
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person, as for example an Annuity payable only so long
as a wife may survive a husband.

For example, a Clergyman whose age is 30 next birth-

day desires to provide an Annuity of 100 for his Wife,
whose age is not less than 30, the Annuity to be entered

upon at his death and to be payable thereafter in half-

yearly instalments to his Wife during her lifetime. The

yearly cost of such an Annuity would be about 26, 5s.

For those who wish an Annuity during life together with

the return of the Capital sum with Bonuses at death,
there is the combination of the Immediate Annuity
and the Single Premium Assurance. Thus if a male whose

age is 50 invests the sum of 1000, he can secure (subject
to Medical Examination) the following benefits :

1. An Assurance of 1000 fully Paid-up insuring the

return of the Capital at death with Bonuses.

2. An Income of 27, 3s. for life payable in half-

yearly instalments.

The fixed Income during life is fully 2, 14s. 3d. per
cent., while if the Office which is selected for the Paid-up

Policy maintains its present rate of Bonus, the Capital
that is returned at death is as follows :

In the event of the
Policy becoming
a Claim during



94 INSURANCE AS INVESTMENT
If the Capital that is returnable at death is limited to

1000, being the amount invested, the return during life

works out for a male whose age is 50 at 3, 9s. 6d. per
cent, per annum.

It is of extreme importance that the Purchaser of an

Annuity should satisfy himself in regard to the security
which is offered by the Company which is to grant the

Annuity. It must be kept in view that the Contract is

not for a few years only, but is during the lifetime of

the Annuitant.

It is not, therefore, sufficient to have regard merely
to the return on the Purchase Price or to the cost of the

Annuity. It is necessary to examine the security, and
to make certain that the Office is not extravagantly

managed. The main points in regard to the security

may be said to be

First, the Valuation basis that is, it is necessary to

make sure that the Table or Tables of Mortality
that are used in the Valuation are up to date

and that the rate of Interest which is assumed is

certain to be realised during the currency of the

Contracts.

Second, the Investments forming the Funds. It is

necessary to see that these are not only sound
Investments which are bringing in a good return,

but that the Investments are well distributed

over the various classes of securities. This is of

the greatest importance to an Annuity Office,

which is, of course, dependent for its existence

on its Investments.

It may be pointed out that by Section 3 of the Assur-

ance Companies Act 1909, an Assurance Company, which
transacts other business besides that of Life Assurance,
must keep a separate account of all receipts in respect
of the Life Assurance Business, and the Life Fund is as
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absolutely the security of the Life Policyholders as

though it belonged to a Company carrying on no other

business than Life Assurance Business.

It may be of interest to conclude these Notes on

Insurance as a Means of Investment with the carefully

considered opinion of Mr. John Wanamaker.
First. That at that time I knew I was insurable, and

I could not be certain of immunity from accident or

ill-health, and it might be that at some future time I

would not be insurable. That was the first step to the

building of sixty-two policies.

Second. That Life Insurance was one of the best

forms of investment, because, from the moment it was

made, it was good for all it cost and carried with it a

guarantee that there was protection in that investment

that I could not get in any other.

Third. That Life Insurance in the long run was a

saving fund, that not only saved, but took average care

of my deposits and took me in partnership into possible

profits, that not infrequently returned principal and
interest and profit.

Fourth. That Life Insurance, regarded from the

standpoint of quick determination, was more profitable
than any other investment I could make.

Fifth. That it enabled a man to give away all he
wished during his lifetime and still make such an estate

as he cared to leave.
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