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EDITOR’S PREFACE

This volume on Wills, Trusts and Estates is one of a
series entitled “Life Insurance: Its Economic and Social
Relations,” which also includes volumes on The Economics
of Life Insurance, The Sociology of Life Insurance, Taxa­
tion, Education and Philanthropy, Saving, Investment and
Credit, and The Law of Salesmanship. The purpose of the
series is to provide a specialized life insurance literature,
in textbook form, in the interest of (1) making available
to many business and professional groups one or more books
of large practical usefulness; (2) giving to teachers of the
social sciences a special literature identifying life insurance
with their subjects of specialization; (3) furnishing an
opportunity for further systematic study to those who are
pursuing the subject of life insurance in universities and
colleges; and (4) offering a similar opportunity to those
already engaged in the life insurance field.

Life insurance involves not only the creation of insurance
estates but also their conservation. The latter phase is
highly important if the original purposes of the insured are
to be realized, and it constitutes the main subject matter
of this volume. Proper protection of dependents involves
the careful naming of beneficiaries, the correct choice of a
settlement plan, and in many instances the effecting of a
proper trust arrangement. These and numerous allied sub­
jects are treated comprehensively in the present volume.
Those engaged in the life insurance calling should, in the
interest of their clients, be thoroughly conversant with this
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important phase of life insurance service. From the same
standpoint the volume should also commend itself to
bankers, trustees, legal advisors, and other advisory groups.

S. S. Huebneb



PREFACE

The creation of estates through life insurance is most
commendable. Such action usually represents the desire of
policyholders to protect their beneficiaries. It does not
follow necessarily though that the beneficiaries will receive
the maximum amount of protection possible from the pay­
ment of life insurance money as this will depend largely
upon the efficiency with which they care for this money.
Very often this added responsibility is imposed upon policy-
holders at a time when they are least able to assume it.
Insurance companies offer special services designed to help
beneficiaries, to safeguard life insurance estates, if policy-
holders elect to use them. The trust companies too are
prepared to assist beneficiaries.

A lifetime may be spent in building an insurance estate
which may consist of several substantial life insurance con­
tracts. Yet the average policyholder gives little thought
to the manner in which his insurance estate might be
distributed most helpfully, and the beneficiary is frequently
only too willing to let the future take care of itself. Just
how this distribution may be most intelligently made is a
question which every policyholder might well consider if
he wants to be reasonably certain that the beneficiary will
receive, after his death, the maximum amount of protec­
tion possible from the total value of his estate. The policy-
holder holds the key to the answer because he knows of the
ability and habits of the beneficiary, the financial demands
which will have to be met, as well as his hopes and am­
bitions for his dependents and the probable amount of
money required to make them possible.

vii
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There are indications that an increasing number of
policyholders are beginning to understand and appreciate
the need of a definite program for the care of their estates.
This should reflect their judgment as to the methods to be
followed in administering the estates, as well as the manner
in which payments are to be made from them. The little
time required to prepare such a program will be more than
offset by the future comfort and welfare of beneficiaries.
It is hoped this volume may be of some assistance to policy-
holders, beneficiaries or their advisors by helping them to
have a better understanding of what may be accomplished
through careful and systematic planning for the future
disposition of life insurance money.

The laws of the various states differ materially on some
of the matters referred to in the following chapters, while
the service practices of trust companies and insurance com­
panies likewise vary. A real effort has been made in this
book to set forth in a simple, non-technical manner for the
layman the fundamental principles upon which there ap­
pears to be substantial agreement. In doing this the author
has had no desire to be dogmatic because men whose judg­
ment must be respected often hold opposite views. To
illustrate, in investigating the legal aspects of optional
settlement agreements, which are the contractual forms
by w’hich insurance companies assist beneficiaries, the
author reached the conclusion that they are not legal
trusts. Guy B. Horton, Attorney for the National Life
Insurance Company of Vermont, who was good enough to
review critically some of the material contained in this
volume, disagrees with this position. He has set forth his
views in an able way in an interesting book. Because of
existing variations in state laws and company practices,
as well as changes which may be made from time to time
in the future, it is most important that any insurance estate
program should be submitted for advice to the legal depart­
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ment of an insurance company, to a trust company attor­
ney, or to one’s own attorney according to which form of
administration the policyholder elects.

Each of the chapters has been reviewed by men whose
experience has made them particularly competent to test
the accuracy of the statements contained therein. In some
cases they have been good enough to go much further and
suggest additional material. The author is indebted to
these men for their many contributions and wishes to ex­
press his particular appreciation to the following: Harry
C. Bates, Assistant General Counsel, Metropolitan Life
Insurance Company; T. W. Blackburn, formerly General
Manager and Counsellor for the American Life Convention;
Allan E. Brosmith, Attorney, the Travelers Insurance Com­
pany; Melvin J. Cassidy, Cody Trust Company, Chicago;
Samuel Davis, Associate Counsel, John Hancock Mutual
Life Insurance Company; Percy H. Evans, Actuary, North­
western Mutual Life Insurance Company; Franklin W.
Ganse, insurance, taxation and estate specialist, Boston;
Elliot H. Goodwin, Washington; E. M. Grossman, General
Counsel, Central States Life Insurance Company; Guy B.
Horton, Attorney, National Life Insurance Company; E. D.
Jones, Secretary, Northwestern Mutual Life Insurance
Company; Edward M. Keyes, Metropolitan Life Insurance
Company; John A. Reynolds, Union Trust Company, De­
troit; Lelia E. Thompson, Attorney, Connecticut Mutual
Life Insurance Company; W. D. Van Dyke, President,
Northwestern Mutual Life Insurance Company; Emil
Weitzner, Attorney, New York; George B. Young, General
Counsel, National Life Insurance Company.

The figures appearing in Chapter II under the title of
“The Use of the Premium Dollar” were prepared by Walton
L. Crocker, President of the John Hancock Mutual Life
Insurance Company, for an interesting article which he
wrote for Nation’s Business. James D. Craig, Actuary of
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the Metropolitan Life Insurance Company, contributed
several of the tables printed, and the late Jacob Chadeayne,
formerly Assistant Secretary and Manager of the Ordinary
Department of the Metropolitan Life Insurance Company,
is responsible for some of the material appearing in the
Chapter on “Assignments.” H. B. Lemon, one of my former
associates in the Insurance Department of the United States
Chamber of Commerce, has also been of very real assist­
ance, particularly in reading the proof and checking the
accuracy of statistics.

Those who are interested in wills, trusts and estates, as
they relate to life insurance, will find the Proceedings and
Reports of the Association of Life Insurance Counsel, One
Madison Avenue, New York, very much worth while.
They were of great value to me.

J. L. M.
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WILLS, TRUSTS
AND ESTATES

CHAPTER I

THE INSTITUTION OF LIFE INSURANCE

There is generally a greater appreciation of the
value of conserving estates abroad than in America.
As a nation we are more inclined to emphasize pro­
duction of individual wealth. This is not surprising
as our country is still comparatively young, but as
time goes on the importance of conserving our accu­
mulated wealth within reasonable limits will become
more generally recognized. One of the foremost agen­
cies in the production and conservation of estates has
been the Institution of Life Insurance.

Economic and Social Status
With the growth of our national income until at

present it is estimated to be above §85,000,000,000
while our national wealth has increased until it is
beyond §320,000,000,000, life has taken on a more and
more complex character. In place of the old artisan
we now have mass production; instead of the family
unit being primarily self-sustaining, each of us is de­
pendent upon others for the very necessities of life;
while conveniences now looked upon as necessities

1
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were luxuries 40 years ago. That the automobile and
the telephone have become definite factors is evident
when one realizes there are about 20,000,000 of the
former and 15,000,000 of the latter in operation in the
United States. Electricity for fighting and power is
common and makes possible many labor and time­
saving devices in the homes, such as washing machines,
vacuum cleaners, and oil burners. These and many
others have played an important part in our standards
of living which are materially higher than ever before.
In view of these changes, it is not surprising to find
savings accounts at a peak, our colleges and univer­
sities taxed to their capacity to take care of the
constantly increasing number of students, and our mor­
tality on a decreasing basis. AU of these results are
dependent upon the margin, existing between actual
income and outgo, which makes possible the improved
standards of living accompanied with many of the
niceties and luxuries of life.

Function o/ Life Insurance
As our economic and social structure has become

more complex, the importance of protecting the home
against the consequences of death has been more gen-
eraUy recognized. Business has been gradually awak­
ening to the fact that it, too, has an insurable interest
in the lives of key men. More and more we find the
protecting hand of life insurance spreading over pri­
vate enterprise.

The problem of projecting into the future one’s
hopes and ambitions as weU as earning capacity for
the benefit of dependents is a difficult one for the vast 



THE INSTITUTION OF LIFE INSUHANCE 3

majority of people. If a man were sure that ho wart
going to live until he was able to build up the neces­
sary reserves, his problem would be materially aiiripli-
fied, for then his only anxiety would be to invest the
accumulated money properly. But he has no right to
assume this, as the beneficiaries in 1925 of 133,349
ordinary policies will testify. These beneficiaries re­
ceived the face value of policies, of insurance estates,
totaling S343,579,761.1 In these cases the institution
of life insurance was able to do something for the
beneficiaries which comparatively few of the policy-
holders could have done individually.

Life insurance is fundamentally a form of collective
action, with the insurance company acting the role of
the stimulating, coordinating, and servicing agency.
Life insurance brings together into a common fund the
contributions of millions of policyholders. Individ­
ually the contributions are so small they could accom­
plish but little in the way of protecting the home or
business; collectively it is possible for these contribu­
tions, in the hands of skillful management, to do much.
This massing of small units of capital, each represent­
ing savings, is one of the distinctive services of life
insurance. These funds are promptly put to work and
become an integral part in the operation and upbuild­
ing of our economic and social structure for the benefit
of policyholders and their estates.

Growth of Life Insurance
The American people have confidence in the institu­

tion of life insurance. To-day there are about SSO.OOO,-
’New York Insurance Department IlcportM.
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000,000 of life insurance in force including industrial,
group, and ordinary life insurance. This corresponds
to a little less than one year’s national income. In
1900, there were 3,071,253 ordinary policies in force,
whereas in 1925 the number amounted to 18,600,092.2

According to the Bureau of Internal Revenue, the
average net income of Federal taxpayers during
1924, without deductions, was §4,013.55. The average
amount of ordinary life insurance in force per policy-
holder has been estimated to be about §2,600, and as
the average cost per thousand of the different kinds
of ordinary insurance reported to the New York State
Insurance Department is about §32.44, it entails a
cost of §84.34 per policyholder. Assuming that the
average income of taxpayers is the same as that of
policyholders, they are contributing 2.1 per cent of
their incomes for life insurance. However, in an
address before the Association of Life Insurance Presi­
dents, M. Albert Linton, Vice-President of the Provi­
dent Mutual Life Insurance Company of Philadelphia,
stated that §3.10 out of every §100 of national income
is invested by the American people in life insurance.
His percentage includes all forms of such insurance,
whereas the former relates only to ordinary life
insurance.

The Federal Government informs us that 1.80 per
cent of the total amount of income reported by tax­
payers was spent for contributions, charity, etc. Such
expenditures are most laudable and should be encour­
aged, but it is significant to note that at present pol-

'Ibid.
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icyholders are spending for ordinary insurance only
slightly over 14 per cent more for the protection of
themselves and their families than they are contrib­
uting to charity. It is reasonable to suppose that
ultimately this percentage will become greater as they
realize that the larger the life insurance estate, the less
will be the probability that their beneficiaries may
have to depend upon charity.

Who Receives Benefits
Too often life insurance is looked upon as death

insurance. This is not the correct view of it, because
the average policyholder will live up to his expectancy
of fife. If the policyholder is reasonably well insured
and lives, he invariably has the necessary funds to
take care of himself in old age. Thus life insurance
not only protects the family unit during the life of the
policyholder when his responsibilities are heaviest, but
subsequently it enables him to be self-supporting at a
time when his earning capacity is materially reduced.
It is not generally appreciated that life insurance com­
panies are paying more money to policyholders than
to beneficiaries. The table on page 6, based upon the
New York State Insurance Department reports, bears
out this statement.

There are usually four types of worry which bother
men with dependents. These are, what would happen
in the event of poverty, incapacity due to sickness or
accident, old age, or death. Life insurance can relieve
a policyholder of all of these worries through its sav­
ing or protection features. Life insurance enables the
policyholder to create promptly an estate which would
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take most individuals many years to build. This po­
tential estate is effective upon the acceptance of the
application by the insurance company and the con­
tribution of a small sum, often less than 3 per cent of
the face value of the policy. Expressing this another
way, the policyholder buys a bond which is callable at
death. Instead of paying the principal and receiving
the interest in the interim, he pays only the interest
and receives the protection while he is living and the
guaranty of the payment of tire principal to his desig­
nated beneficiary at death.

• Companies reporting to New York Insurance Department, Insurance Year Book.
1926, p. A-302.

Who Receives Life Insurance Benefits ♦

(In Millions of Dollars)

Year

Beneficiaries Policyholders

Total
Amount Per Cent

of Total Amount Per Cent
of Total

1925 .......... $422 39 $673 61 $1,095
1924 .......... 388 36 684 64 1,072
1923 .......... 365 37 633 63 998
1922 .......... 323 36 585 64 908
1921.......... 296 39 458 61 754
1920 .......... 305 44 386 56 691
1915.......... 218 43 289 57 507
1910.......... 167 46 197 54 364
1905 .......... 145 56 113 44 258
1900 .......... 99 60 67 40 166
1900-25 ... 5,712 44 7,278 56 12,990

Too little emphasis is placed upon the benefits of
life insurance to the policyholder. He is freed of any
concern over the welfare of his family in the event of
death; he is building a savings account which will be 
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helpful when he reaches the age of retirement; he has
the benefit, after a certain limited period, of borrow­
ing from the insurance company at a reasonable rate
of interest. Properly used, this feature can be of
material assistance in times of sickness or distress.

The money paid to each beneficiary by an insurance
company represents an insurance estate. In the aggre­
gate the companies have contributed toward the main­
tenance of family units or our business welfare during
1900-1925 the tremendous sum of §5,712,000,000?
Each dollar of this amount represents capital and
human effort which have been conserved and multi­
plied through careful management and investments of
fife insurance companies. Each dollar has been regu­
larly and systematically contributed by the policy-
holder for the protection of his dependents. This
money enables the beneficiary to carry out the obliga­
tions and ambitions of the policyholder either in
whole or in part.

Permanent and Total Disability
With the increasing appreciation of the value of life

insurance as a means of providing for the future wel­
fare of beneficiaries, there have been developed many
services by insurance companies which make for more
complete protection of the home and of business. One
of the most important is the permanent and total dis­
ability benefit, which preserves the insurance estate in
the event the policyholder becomes permanently and
totally disabled. A man in this condition, from an
economic viewpoint, usually can be of no assistance to

•Ibid.
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his family or business, and in fact is sometimes a bur­
den. His disability entails continuous expense and
care. In numerous cases, the life insurance contract
would be lapsed because of financial strain if the cash
surrender value was insufficient to keep the insurance
in force during the disability. The importance placed
upon this service by policyholders is evident from the
large amount of life insurance, estimated to be about
§25,000,000,000, protected by it.

The waiver of premium service of life insurance
guarantees the payment of premiums during perma­
nent and total disability of the policyholder. Upon
his death the full face value of the policy is paid to
the designated beneficiary, less any outstanding loans.
All of the recognized leaders in fife insurance, with
one exception, offer this service to policyholders. The
additional expense for this waiver of premium service
is extremely small and well worth while because it
insures the continuity of premium payments during
this contingency and thereby makes the insurance
estate a greater certainty.

A further service can be secured which will provide
the policyholder during permanent and total disability
with a monthly income, during the duration of such
disability, often §10 a month per §1,000 of life insur­
ance in force. This in no way affects the face value of
the policy. It is not surprising to learn from actua­
ries of the number of policyholders who recover from
their disabilities. The removal of financial worry is
often a potent factor in the recovery of a policyholder.
With the return of health there is the opportunity to
develop the insurance estate further.
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Physical Depreciation
A business enterprise which is properly conducted

regularly charges off depreciation and obsolescence
upon property owned, for instance a factory building.
At the end of a carefully fixed period of time the firm
has built a sufficient fund to offset the decrease in
value. This safety fund takes care of the future
housing of their business. As the sum necessary to
accomplish this is usually so large, it is built on the
installment plan because it takes a considerable period
of time to accumulate.

A man in the prime of life is usually at his peak
from the standpoint of earning capacity. He pays the
rent, gas, electricity, food, and other bills, including
amusements and education, and then he usually thinks
he has saved the remainder. There is one expense he
has overlooked, the depreciation and obsolescence of
his body which, like the factory building previously
referred to, gradually loses its productive value. When
the time comes that the body cannot earn enough to
be self-supporting, who will take care of the excess of
expenses over income? Obviously a fund should have
been accumulated during productive years for this
purpose. Each month when the bills were paid a cer­
tain additional amount should have been set aside to
pay similar bills when the body would be no longer
self-supporting. Then whatever is left would be sav­
ings. Here too it is the exceptional case when the
declining years can be provided for on any basis other
than the installment plan. No person is free of debt
because he has paid all bills submitted, unless he has
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also paid an installment to the fund which will insure
his independence and freedom when his economic
value is on the decline. If this is not done, then the
man is relying upon the future earnings of some one
else to support him, or he will pass his remaining days
as a ward of the state.

Mortgaging Future Income
But there is another way of living on the installment

plan. This involves the mortgaging of future income
for present needs, comforts, or luxuries. This system
has been vigorously opposed and as vigorously sup­
ported by business leaders. For years, homes and fur­
niture have been purchased on this basis. With the
development of the automobile, radio, washing ma­
chine, vacuum cleaner, and other means of providing
pleasure or relief, there has been a huge increase in
the amount of installment buying. The effect of such
tremendous mortgages on future earnings has caused
concern among some, while others point to the added
development in the home, community, and commercial
life as the result of a broader distribution and use of
the commodities purchased.

In 1925, the American public paid to service sta­
tions and automobile repair shops the sum of $4,430,-
000,000, while the wholesale value of the pleasure cars
manufactured was §2,523,642,558. As the latter figure
is the wholesale value, it is a fair assumption that the
American people are spending at least three times as
much for automobiles as they are for life insurance.
From the standpoint of estate building, it is well to
remember every commodity purchased on the install­
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ment basis is a debt for which the estate will be liable.
Some definite provision should be made to take care
of this. Life insurance can do this.

Life insurance will protect the estate in the event
of either physical depreciation or mortgaging future
income. It is so flexible that a policyholder can
arrange to create the necessary estate in a way con­
venient to his financial circumstances. Regular con­
tributions, called premiums, may be made toward the
building of the insurance estate from current income.
As they are relatively small in comparison with the
purchase price of many common conveniences, they
are seldom missed. These contributions are made at
definite intervals, usually annually, semiannually, or
quarterly, which enable a policyholder to carry the
maximum amount of protection. From the forego­
ing it is evident that just as a purchaser of some
luxury or convenience buys on the installment plan,
so he may provide for a future estate. It is well
to keep in mind that under the former his interest
is depreciating, while in life insurance the longer it
is in effect, the more valuable it is. Of course in
the event of his death the potential estate equiva­
lent to the face value of the policy becomes an actual
estate.

A man who buys a commodity or service for cash
usually pays less than his neighbor who purchases
upon the installment plan. This is to be expected,
because in the case of installment buying the capital
of the distributor is tied up and overhead expenses
are greater. The same thing is true in life insurance.
A policyholder who can pay a single premium for an
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insurance contract is entitled to benefits not shared
by those purchasing on the installment basis.

Time Factor in Estate Building
The earlier in life the estate is founded the smaller

is the danger that it will never be created because of
physical impairment. Companies selling group life
insurance, which requires no medical examination and
where fifty or more employees of a common employer
are protected under a blanket policy, claim 18 per cent
of the employees covered under that form of insurance
could not receive life insurance protection otherwise,
because of their physical condition. The Life Insur­
ance Sales Research Bureau reports that, using 1923
life insurance business as a basis, an amount equiva­
lent to almost 10 per cent of the fife insurance applied
for was rejected. The average amount applied for was
one-third larger than the average face value of the poli­
cies issued. It is reasonable to assume that many of
the rejected applicants had their doubts as to their
ability to pass the medical examination and applied for
more insurance than they normally would have. There
is no need of this loss of approximately three-quarters
of a billion dollars of life insurance to future estates.
A very substantial number of them would have been
created if the insurance had been applied for while the
applicant was younger or if he had taken, in a coopera­
tive spirit, regular medical examinations to discover
physical impairments while they were in a corrective
stage.

Several years ago President Coolidge referred to life
insurance in part as follows:
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Insurance is the modern method by which men make the
uncertain certain, and the unequal equal. It is the means
by which success is almost guaranteed. It is part charity
and part business, but all common sense. . . . Every in­
surance policy is a declaration of independence, a charter
of economic freedom. He who holds it has overcome
adversity.

The principle upon which this proceeds is all very plain.
It has its foundation in thrift. Every one knows that it is
not what is earned, but what is saved which measures the
difference between success and failure. This is a difference
so slight from day to day as to seem unimportant and of
no consequence, but in the aggregate of even a few years
it amounts to a sum of great importance. The ability to
save is based entirely upon self-control. The possession
of that capacity is the main element of character. It
passes over at once on to the realm of good citizenship.



CHAPTER II

SECURITY OF LIFE INSURANCE

State Supervision
Every safeguard should be thrown around the life

insurance contract to preserve its sanctity and secure
its purpose. The states have enacted legislation for
the protection of policyholders and the fundamental
structure of the institution of life insurance is largely
controlled by these laws. The states have special
officials, known usually as the insurance commission­
ers, charged with the responsibility of administering
these laws. The supervision and regulation of insur­
ance is designed to secure the solvency of insurance
companies as well as fair and reasonable forms of
contracts and practices. Furthermore, it aims to pre­
vent unfair discriminations. Among the numerous
duties of the commissioners administering the laws
tending toward these objectives are the reviews of the
annual statements of insurance companies and the
supervision of examinations of the companies by actu­
aries and auditors at regular intervals. In the course of
these examinations the companies’ accounts are au­
dited and the conduct of their affairs carefully scruti­
nized to determine whether the insurance laws are
being fully complied with and the interests of policy-
holders properly safeguarded.

14
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Legal Reserve Life Insurance
At one time a large amount of life insurance was

written on an assessment basis. At the younger ages
the premium was small, but as the policyholder grew
older the premium was increased year by year. As
the policyholder’s earning capacity began to decline
because of advancing years, the premium continued to
mount until frequently he was unable to pay it. As
a result he found himself without insurance at a period
in life when this protection would be very helpful.
Furthermore, he had no equity in the policy after
paying premiums for many years. Sometimes the
methods for computing reserves were erroneous and as
the amount of reserves maintained by these assessment
companies was inadequate, it was not surprising to
find that beneficiaries often did not receive the face
value of their policies.

Legal reserve life insurance is built on such scientific
principles that a policyholder is sure the necessary
funds will be available when a claim is made. He is
also certain of a level rather than “step-up” premium,
because legal reserve life insurance is a one-price con­
tract. The policyholder is guaranteed that the price
will never change as long as the policy is in effect.
Market fluctuations, epidemics, or other catastrophes
do not affect the premium. A legal reserve insurance
estate is a form of investment for which an investor
makes one decision and thereafter throughout the life
of the contract contributes annually an equal small
percentage of the face value of the contract. There is
no renewing or reviewing of market conditions to
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think about. Legal reserve life insurance, being based
upon level premiums, is truly a lifetime, fixed-price,
guaranteed contract.

The purpose of the level premium is to collect more
than necessary for insurance at younger ages in order
to accumulate a surplus which will be mathematically
sufficient to pay the heavier premiums necessarily
charged at the older ages. This surplus is known as
the legal reserve, because the law specifies how it
shall be determined. The reserve is the balance
wheel which makes level-premium insurance possible.
Whether or not a life insurance company operating
on a legal reserve basis continues in business is imma­
terial as far as the security underlying policyholders’
contracts is concerned. A company can retire from
business and its legal reserves will enable another
company to fulfill properly all obligations to policy-
holders. At all times the legal reserve is kept at work
through skillful investments.

Contingency Reserves
Legal reserves represent the savings element in life

insurance. The contingency reserves are the sums put
aside to take care of unforeseen contingencies which
may affect these savings, such as adverse mortality
experience or the fluctuations in security values. These
reserves insure the payment of claims regardless of
the effect of epidemics or financial panics upon the
regularly set-aside legal reserves required by law.
They are a safety fund, resorted to only when neces­
sary.

The law often states what the maximum contin­
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gency reserve shall be. About 20 years ago this was
fixed by statute in New York at 5 per cent of the re­
serve. Later it was realized this was not sufficient and
the percentage was increased to 7^4 per cent and then
to 10 per cent. While some states have a similar limi­
tation upon the percentage of contingency reserves
which may be maintained, there are others with differ­
ent requirements. Taking the life insurance companies
doing business in New York State in 1925, we find
that their total admitted assets amounted to §10,016,-
629,308.77 while their surplus and special funds
amounted to §682,618,449.15. As the capital of the
stock companies doing business in this state is in effect
a guaranty fund, §18,000,000 more might quite prop­
erly be added to this sum.

Investments
The life insurance companies must properly invest

the reserves to have a sufficient sum to pay claims
when presented. The various states regulate and
restrict the investments of life insurance companies
by legislation. The intent of such legislation is to
surround the investment policy of life insurance com­
panies with certain safeguards so that policyholders
and their beneficiaries may be protected from unwise
or speculative action. This purpose has been ac­
complished through two general types of legislation,
the first concerned with the types of investment proper
for life insurance companies, and the second prohib­
iting certain practices inimical to the best interests of
policyholders.

Generally speaking, the laws of the first type limit
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the investments of life insurance companies to the
following:

1. Securities of the United States, the District of Colum­
bia, or any state of the United States; and of Canada and
its corresponding political subdivisions. Securities of all
cities, towns, and other municipalities with certain restric­
tions as to size and strength.

2. Bonds or notes of certain railroad or street railway
corporations, including notes of equipment trusts of such
railroads.

3. Loans secured by mortgage of real estate, not to ex­
ceed 50 per cent of appraised value, although some states
permit 60 per cent.

4. Real property necessary for the convenient accom­
modation of the company’s business.

5. Bonds of public utilities, such as telephone companies,
light and power companies.

6. Certain bankers’ acceptances and bills of exchange.
7. Policy loans and premium notes.
8. Loans secured by collateral consisting of any of the

above classes.

Two of the more common legislative provisions in
the second type of investment legislation are: (1) In­
vestments must be in the corporate name and be prop­
erly authorized, as by a board of directors, finance
committee, or executive committee; (2) officials of
insurance companies are prohibited from receiving any
fee or private profit in connection with any company
investment. An additional provision is found in the
laws of Connecticut, West Virginia, and Pennsylvania,
making officers or directors of life insurance companies
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who consent to illegal investments personally liable
for any loss sustained by the company.

Simplicity of Claim Payments
The procedure followed by a beneficiary in submit­

ting a claim is extremely simple. A certificate from
the physician attending the deceased and a brief state­
ment by the beneficiary are all that is required. The
services of an attorney are not necessary to complete
these forms or to secure the prompt payment of claims.
Insurance company officials are quite properly jealous
of their records for prompt settlement of claims; the
quicker they can get the money to the beneficiaries,
the more satisfied they are. They realize in the vast
majority of cases that the money is vitally necessary
to meet the unusual expenses incidental to the last
illness and burial of the deceased. In addition, they
are fulfilling their contractual obligations made with
the policyholder which specify that the money should
be paid upon proof of death. It is interesting to go
into the claim departments of life insurance companies
and note the speed and efficiency with which the claims
are reviewed and paid, for it is the exceptional case
when the death claim check is not promptly mailed
when adequate information has been sent to the
company.

Contested Claims
The insurance companies must report contested

claims annually to insurance commissioners. The item
is of particular importance to policyholders because
they want to be certain that, after contributions have
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been made to build an insurance estate, the beneficiary
will be promptly paid” without litigation. By reference
to the reports of insurance companies made to the
Insurance Commissioner of the State of New York
(which companies are estimated to do about 90 per
cent of the total amount of life insurance written in
the United States), we find the companies paid
$1,094,525,702 in claims to beneficiaries and policy-
holders during 1925. During the same year the face
value of the contested claims amounted to S3,741,-
295.30. From these figures it is evident an unusually,
small percentage of the total amount of money paid
in claims is contested.

Because of the fundamental nature of life insurance
the insurance company has to safeguard the money
held for the fulfillment of obligations to policyholders.
If fraudulent or illegal claims are paid, money right­
fully belonging to others would have to be taken.
The companies appreciate this responsibility and ex­
ercise the greatest care possible. The claims contested
by one of the larger insurance companies will give an
idea of how reliable companies exercise this responsi­
bility. Although this company has over §3,000,000,000
of life insurance in force and paid during 1925 over
$71,000,000 in claims, there were just 13 contested
claims at the time of investigation and these amounted
to a negligible percentage of the total amount paid.
Most of these were disappearance cases in which the
company took the position that if the estate would
produce some evidence that the policyholder was
dead, they would honor the claim, while in the ab­
sence of such proof they could not legally pay it. One
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of these cases related to a policyholder who boarded
a boat at one of the Great Lakes cities. He was never
heard from again. There was absolutely no evidence
which would indicate what happened to him. To pay
this claim would have been unfair to other policy-
holders, because there was no evidence of death; yet
the beneficiary under the policy persisted in her de­
mand and the contested claim was the result.

Incontestability
A life insurance policy is incontestable after a speci­

fied length of time has elapsed, usually one or two
years, the exact period of time being prescribed by
statute. This assures policyholders that payment of
the claim will not be avoided or denied on technical
grounds. The incontestable clause gives the company
a reasonable period within which investigations may
be made of cases when they have reason to believe
the contract has been secured by fraud or misrepre­
sentation. While this provision is primarily a safe­
guard to policyholders, it is evident from the negligible
amount of claims contested by the companies they are
not looking for loopholes to evade their obligations.
Assuming good faith on the part of policyholders, the
company must carry out the terms of the contract as
long as the policyholder pays his premiums when due.
It cannot change its mind, vary the terms, or with­
draw, once the contract is made.

Competition
One of the surest safeguards for policyholders is

competition among life insurance companies. It is
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largely responsible for many of the improved services
offered by companies. One which lags behind the
demands of progress does not get the business, while
a company which does not play fair cannot succeed.
In commenting upon the benefits of competition, The
Saturday Evening Post, in its issue of January 15,
1926, said:

Thirty years ago unimaginative life insurance men sup­
posed that their business had reached the highest stage of
its development.

Brighter minds perceived that insurance, like savings
banking, was as unbending as a broomstick. Under the
spur of competition they opened up new avenues of service.
Some of their inventions were mere talking points. Others
conferred real benefits upon the insured or his family.
Gradually, with the passage of years, a body of service
which had been as stiff as a board became as flexible as a
silk sash. Fool-proof policies of many varieties were de­
vised, under which a widow is paid not only what she is
entitled to but receives her payments in such a manner
that she gets the fullest benefit of them and is safeguarded
from the blandishments of crooks who specialize in fleecing
unprotected women. There are ingenious devices without
number whereby business concerns may be compensated
for the loss of services of key members, children may be
educated, inheritance taxes provided for, and so on. The
resourcefulness of progressive insurance companies in meet­
ing dozens of special business and domestic requirements
will be amazing to those whose ideas of the possibilities
of life insurance were formed twenty or thirty years ago.
If during that period the industry has thrived mightily, it
is largely because its increased service has merited the suc­
cess it has won.
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Use of Premium Dollar
Policyholders building an insurance estate may

well be interested in where their premium dollar goes.
The laws of the various states contain rigid provisions
which directly affect the cost of life insurance. There
are three factors in every life insurance premium, the
mortality table, the interest table, and the expenses.
As a rule the states designate the mortality and in­
terest tables which are to be used and some states
even indicate the limits within which sales expense
must be kept. As indicated previously, it is the duty
of the insurance commissioner to administer these
provisions of the law.

Competition tends to keep life insurance premiums
at a minimum. The company with able management
operates on an efficient and economical basis. The
effect of management is reflected in the administrative
costs which are included in the insurance premium.
As the experience of different companies will vary, a
review of the expenses of a number of companies
writing ordinary life insurance will give an approxi­
mate idea of what becomes of the policyholder’s dol­
lar. Eighty-one cents is paid to beneficiaries and
policyholders, or credited to the account of the latter.
Of this sum 29 cents goes to maintain legal or special
reserves and the remaining 52 cents is paid to policy-
holders or their beneficiaries.

Ten cents of the policyholder’s dollar is paid for the
maintenance of field work. This plays a most im­
portant part in adjusting the various forms of avail­
able protection to the known and probable needs of
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the future estate of the policyholder. In addition, the
field forces collect the contributions for the building
of the insurance estate, assist the beneficiary with
advice as to the proper care of insurance funds, carry
on the necessary missionary work for bringing into
the life insurance fold many who have never seri­
ously considered what would happen to their depen­
dents in the event all income was discontinued as a
result of death. The continual contact which these
missionaries have with policyholders is responsible for
many an insurance estate being maintained intact
which, to the detriment of the beneficiary, otherwise
would have lapsed.

Office expenses, such as printing, rents, office equip­
ment, and other administrative charges, are respon­
sible for 4 cents of the policyholder’s dollar. The sala­
ries of office employees and executives require about
2 cents. As an illustration of the number of men and
women required to care for the insurance estates of
policyholders, one life insurance company with 25,000
employees maintains a home office, staff of 11,000.
They take care of proper underwriting, investment of
reserves, payment of claims, and other necessary work.

The smallest item of general administrative expense
goes for medical and welfare service. Only 1 cent is
required for this. Although some companies are doing
a limited amount of business without a medical ex­
amination, thus reducing the amount of this expense,
the vast majority of insurance policies are issued only
after the applicant has passed a satisfactory medical
examination. This accounts for part of the cent. The
welfare service, which takes the remainder, varies ma­
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terially with the different companies. Some take the
position it is not their function to impose upon the
policyholder suggestions affecting his health, while
others believe if there is anything they can do to
assist their policyholders to live longer, they should
do it. At present there are about 50 companies which
offer their policyholders a free annual medical exam­
ination by a disinterested organization of experts who
will not disclose the results to any one but the policy-
holder. The thought is, this will help the policyholder
to learn of physical impairments in time to have them
remedied. Some companies have their experts pre­
pare pamphlets for circulation among policyholders on
matters affecting their health. This material brings
to policyholders the prevailing opinion of health
experts on matters of personal hygiene and health
as well as current and timely suggestions in the event
of epidemics. While it is difficult to trace the results
of this work in terms of dollars and cents, there can be
no doubt that in many cases it has been responsible
for the postponement of the time of death.

The state takes 2 cents out of every dollar paid by
policyholders. Seldom do policyholders realize this.
The original purpose of this tax was to support the
state insurance departments; yet out of all this money
collected indirectly from policyholders, less than 4 per
cent during 1925 went to these departments. The gen­
eral coffers of the state received the remainder. The
life insurance companies have vigorously protested for
a number of years against this injustice to policy-
holders. The National Convention of Insurance Com­
missioners, composed of the state insurance officials,
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has at various times gone on record against this evil
which if cured would provide potential insurance
estates equivalent to $20,000 of ordinary life insur­
ance for 1 year for each of 100,000 men at age 35. In-i
stead, this money went for purposes for which policy-
holders had already been taxed as citizens, such as the
maintenance of roads, police, courts, and other state
functions. The cost of collecting these taxes is neces­
sarily high, because the state compels the highly or­
ganized insurance companies to do this. When the
cost of collection is added to the special indirect tax,
the amount paid by the policyholder as a result of the
discrimination against him by the state is substantially
increased. The actual cost of collection has been esti­
mated to be around 10 per cent of the tax.

As the state budgets mount and the demand for
additional revenue follows, “painless” taxation of this
nature is becoming more popular with certain types of
legislators. As the policyholders do not know they are
paying this money, there is no opposition from them.
If a proposal were made to increase property taxes
or some other form of direct taxation to take care of
additional appropriations, the citizens would become
very much interested before permitting the increase to
be made effective. The downward revisions of the
Federal income tax are good illustrations of the influ­
ence of public opinion wrhen the citizens know they are
being taxed. With the proper readjustment by the
states of indirect special insurance taxes, the value of
insurance estates could be increased.



CHAPTER III

BASIS FOR INSURANCE ESTATE

In building an insurance estate the circumstances
and responsibilities of the policyholder are controlling
factors. Just as the standards of living and the
domestic requirements of policyholders are different,
so should the details of insurance estates vary. In the
course of determining the financial needs of the benefi­
ciaries to be protected by the insurance estate, the life
value of the policyholder must be appraised.

The types of policies vary, hence some are designed
to provide for certain conditions while others render a
different kind of service. It is important that the
right type of policy be selected so the foundation of
the insurance estate may be on the best basis. This
done, it is a question of how much insurance the
policyholder can afford or is willing to purchase. To be
properly insured the life value of the policyholder
should be fully protected.

After the policy becomes a claim, the investment
service of life insurance is of primary importance in
cases where the beneficiary is not to be paid in a lump
sum. This service is responsible for the proper invest­
ment of the corpus of the estate. The beneficiary is
dependent upon the income being paid regularly and
the principal sum preserved in accordance with the
wishes of the policyholder.

27
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Basis for Life Insurance

A simple illustration may be used to explain the
general basis upon which all life insurance is issued.
Let us assume that the lives of 100,000 men age 35
are each insured for SI,000 for a period of one year.
The American Experience Table of Mortality indi­
cates that of 100,000 men of this age, 894 will die
within one year. Since each individual is insured for
SI ,000, it will be necessary to collect from all of the
persons insured a sum of money large enough to
permit the payment of S894,000 to the beneficiaries
of the deceased. In addition to the amount which
it is necessary for each individual to contribute to
cover his share of the death claims paid, it will be
necessary to collect from each his proportionate share
of the company’s expenses incidental to carrying on
the service.

As the money collected to meet death claims need
not be paid out at one time, since the deaths will be
distributed throughout the year, the insurance com­
pany can place a portion of it at interest. Since inter­
est can be earned, the full amount required to cover
losses and expenses is not collected from those who are
insured. Insurance companies generally estimate that
3 or 3% per cent interest can be earned on their invest­
ments, although the investment returns are actually
greater. This form of income plays a very important
part in life insurance calculations.

This illustration indicates in a simple manner the
way in which an insurance rate would be derived if
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we were simply taking a certain group of individuals
and insuring each one for a year. However for that
group, the cost for the following year would be just a
little greater since the death rate would be higher. If
continued for many years, the cost would finally be
prohibitive. An illustration, familiar to many, is the
plan adopted by the government in its war risk insur­
ance on soldiers and sailors. Those carrying such in­
surance know that the rate is gradually advanced.
The government recognizes this disadvantage and
offers various forms of permanent protection into
which the term insurance must be converted.

Forms of Policies

The regular forms of life insurance are generally
classified as ordinary life, limited payment life, endow­
ment, and term insurance. Each has certain peculiari­
ties which make it more adaptable towards the build­
ing of some insurance estates than to others. More
ordinary life insurance policies are issued than any
other kind, so it is perhaps the best known form of life
protection.

Ordinary Insurance

The same premium is charged each year on the
ordinary life policy of a given individual. This pre­
mium must be fixed at a rate higher than necessary
to cover the mortality costs during the early years of
the policy in order that a fund may be created to take
care of the increased mortality costs during the later
years, when the premium alone is insufficient. As
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required by law, this excess amount must be held as a
reserve. Since the insured pays a premium larger than
necessary to cover the cost of his protection, he is
entitled to a return of this reserve, with certain limi­
tations, in case he should lapse his policy. We can
consequently conceive of ordinary life policies as
consisting of two elements, namely, protection and
savings.

The insurance company will receive premiums on an
ordinary life policy throughout the insured’s life and
the face value of the policy will be payable only in
event of death or, in case of survival, at age ninety-
six. It follows that the premiums will be smaller than
if they were received only for a limited period and the
policy paid during the life of the insured. The reserve,
or savings element, gradually increases until, accord­
ing to the American Experience Table of Mortality
and a given rate of interest, it equals the face value of
the policy at age ninety-six. Because of these facts,
it is true that the savings on the ordinary life policy
will not be so large or increase so rapidly as on limited
payment life or endowment policies. Some of the
uses to which ordinary life insurance is adaptable
are:

Uses
1. Permanent insurance protection for family or

business can be obtained for the smallest annual out­
lay of money.

2. A young man, with limited means, requiring pro­
tection for a long term of years, thirty or thirty-five
for instance, may use ordinary life insurance. At the
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expiration of this period, the insurance may be con­
tinued regardless of his physical condition. In case
the need has passed, he has the privilege of exercising
one of the options granted under the policy.

3. A man in active business often finds it necessary
to borrow money for varying periods of time to use as
working capital. Ordinary life insurance may be used
to safeguard these loans. It thus avoids financial em­
barrassment which might be caused to the business by
the necessity of meeting these loans after the death of
the man essential to the success of the organization.
Furthermore, it strengthens the business man’s credit
with the banker. If provision is to be made for repay­
ment of a loan of permanent capital through life in­
surance, some other form would probably be more
advisable.

4. Those in immediate need of money may use the
reserve on their policies in several ways. It may be
borrowed to meet demands of creditors, to pay pre­
miums necessary to prevent the lapsing of the policy,
or for other purposes.

5. The policyholder needing permanent protection
primarily, and not particularly interested in accumu­
lating a large amount of savings through insurance,
will find the ordinary life policy desirable.

Where Not Applicable
Although some circumstances have been indicated

under which the policyholder will find the ordinary
life policy advantageous to him, it does not necessarily
follow that this type of protection is always just what
he needs. Ordinary insurance is designed to meet cer-
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tain requirements and when applied to cases outside
of these requirements, it will not be suitable. Some
conditions under which some other form of policy is
more applicable follow:

1. The income of the average policyholder is negli­
gible after he reaches a certain age. This being the
case, he may prefer to have insurance on which he
can finish paying premiums before that time. As
stated above, premiums on ordinary life insurance are
continuous throughout life. The payment of these
may be very difficult for a policyholder who has
reached an advanced age and is no longer able to
work.

2. Insurance constitutes the principal means of sav­
ings for some individuals. They feel compelled to pay
insurance premiums although they would not feel the
same compulsion to place their money in a savings
bank. This is due in part to the fact that insurance
premiums are frequently viewed as expenses which
must be met. The ordinary life policy is not intended
to meet this need for saving. There are other types
of insurance designed for that purpose.

Limited Payment Life

Ordinary life insurance affords permanent protec­
tion at the lowest possible cost, but premiums must be
paid as long as the insured lives. Some policyholders
find it more convenient to finish paying for their in­
surance within a given length of time. The limited
payment contracts have been devised to meet their
needs. Premiums are paid for a stipulated number of



BASIS FOR INSURANCE ESTATE 33

years such as fifteen, twenty, or thirty, at the end of
which period the policy becomes paid up, and no fur­
ther premiums are required. While differing in the
methods of paying premiums, it is similar to the ordi­
nary policy in that the face value is paid only at death,
or at age ninety-six if the policyholder survives.
Owing to the somewhat larger premium which will be
necessary to make the policy paid up at the end of
the specified premium-paying period, the reserve ele­
ment is greater and consequently the values available
to the policyholder will be larger and, until the policy
is paid up, will increase more rapidly during this
premium-paying period.

Endowment Insurance

The face value of all forms of life insurance other
than endowment insurance is payable to the benefi­
ciary upon death of the insured. In consideration of
a larger premium, the face value of an endowment
contract is payable to the insured at the expiration of
a given period of time. In the event the insured dies
before that time, the face value is paid on his death
to his beneficiary. The endowment insurance con­
tract is designed for the person who desires to build
up a savings fund of a definite amount in addition to
protecting his beneficiary.

The endowment insurance contract may be divided
into two elements, the first, savings or reserve, and the
second, protection. The premium must be sufficiently
large to cover the cost of protection and contribute to
the reserve or savings fund at a given rate, so the face
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value of the policy may be payable whether the pol­
icyholder lives or dies. As the policy grows older, the
amount of savings credited to the individual policy
increases while the amount of actual protection de­
creases. The sum of the two will always equal the
face value of the policy.

There are a number of forms of endowment con­
tracts. Some are written to be payable at the end of
five, ten, twenty, twenty-five years, or longer, while
others mature at a certain age such as sixty, sixty-two,
or sixty-five. The limited payment endowment con­
tract provides for payment of premiums during a
period shorter than the endowment term. For ex­
ample, a forty-year endowment policy may be paid
in twenty annual premiums. The face value becomes
payable at the end of forty years or at death. As the
rate at which the savings will accumulate varies for
these different contracts, each will meet certain needs.
The policyholder should have the one which best fits
his particular circumstances.

Corporation and Partnership Uses
1. A corporation or partnership may desire to make

provision for repayment of a loan of fixed capital by
the use of endowment insurance. This loan may be
in the nature of a bond issue, mortgage, or other long­
term obligation. If a business can maintain its or­
ganization intact, adequate provision may be made for
redeeming obligations by setting aside a sinking fund
from earnings. But the hazard of death is ever exist­
ent. In case the master minds are lost prematurely,
the whole organization may be disrupted. Bradstreet’s
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Statistics show that most business failures are due to
the human and not the material factor. Through the
use of endowment insurance, a sinking fund may be
accumulated to meet long-term obligations at their
maturity. In event of death prior to the end of the
endowment period, the necessary provision has been
made to retire them immediately, if they are callable.
If non-callable, a portion of the insurance proceeds
may be set aside which, with interest, will equal the
amount of these obligations at their maturity.

2. Comparatively few business failures are due to
lack of intention to pay. Unusual circumstances over
which the business man has no control may prevent
him from being able to protect his creditors, the en­
dorsers of his notes, and his bankers. Endowment in­
surance is one means by which a reserve can be built
for use in case of emergency, such as a panic or busi­
ness depression, to safeguard the credit standing and
reputation of the business.

3. Endowment insurance will provide a fund for
acquiring the interest of a retiring or deceased partner.
It is also used to acquire the interest of a person
owning a large part of a company’s securities.

Individual Uses
1. To provide for old age. The average man must

make provision for his own old age as well as for his
dependents. Many individuals plan a regular pro­
gram of saving. The effort to save a fixed sum in a
certain period is subject to the contingencies that the
insured may be unable to continue his plan or may
expend his savings injudiciously. The proceeds of a
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long-term endowment payable at age of retirement
may be used to purchase an annuity which will pro­
vide for the late years of life when the individual can
no longer engage in active work.

2. To underwrite a college education. Business
men desiring to provide the means to give their chil­
dren a college education may use endowment insur­
ance, and thus distribute the financial strain over a
period of years. Besides building up a fund, the
policyholder also receives extra insurance protection
while the children are young. Provision may be made
for payments to the beneficiary in monthly or quar­
terly installments. Some companies write a “child
endowment” policy on the child itself, rather than
on the parent.

3. To liquidate mortgage on home. Many people
are unable to buy their homes outright, and are com­
pelled to place a mortgage upon them. By the use
of endowment insurance, the funds necessary to clear
the home of debt may be provided, whether the policy-
holder lives or dies.

4. To accumulate a fund for a philanthropic pur­
pose. Endowment insurance may be used by individ­
uals who desire to make bequests to colleges, churches,
hospitals, or communities, but wish to distribute the
payments over a period of years. A donor can by this
means make a bequest of considerable size at a rela­
tively slight inconvenience. The premiums paid on
insurance for such purposes are exempt from income
tax if they, together with all other charitable con­
tributions, do not exceed 15 per cent of the insured’s
income.
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Where Not Applicable
1. The policyholder carrying insurance solely for

protection and not interested in the savings element
will find other forms of insurance more suitable to his
needs.

2. When the insured is in need of a maximum
amount of protection and has only a limited amount
of money to pay for it, some other kind of insurance
is desirable. For instance, the young business or pro­
fessional man with a limited income and dependents
may not be in a position to provide adequate insurance
protection if he obtains it on the endowment plan.

Term Insurance

Term insurance has been devised for the policy-
holder who is interested solely in temporary protection
for a limited time. It is generally written for a five-,
ten-, fifteen-, or twenty-year period. As term insur­
ance has no savings feature, the policyholder has no
cash surrender value accumulating.

When term insurance expires, the policyholder may
find he needs further insurance; or even prior to
expiring, he may want a more permanent form of
protection. To take care of these possibilities, a re­
newable or a convertible provision may be incorpor­
ated into the term contract. The renewable feature
permits the policyholder to renew at the expiration of
the term by paying the higher premium rate corre­
sponding to his then attained age, while the convert­
ible clause gives him the option of converting his term
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policy to one of the other forms within a certain stipu­
lated time usually less than the original term. The
renewable feature is generally limited as to the number
of times a policy may be renewed. There are some
contracts, however, which are automatically converted
to another form of insurance at the end of the term
period.



CHAPTER IV

INVESTMENT SERVICE FOR POLICYHOLDERS

The total assets of the institution of life insurance
are estimated to amount to' about §12,850,000,000.
This sum is sufficient to pay the total allied debt to
America. The proper handling of such an amount of
money requires a corps of skillful investment experts.
Insurance financing, designed to contribute toward the
creation of estates, differs in some material respects
from other types of finance. Insurance experts are
more concerned with the selection of sound long-term
investments than with quick turnovers of money
which would require frequent reinvestment.

After reviewing insurance finance, we are impressed
with the wide diversification of investments, both as
to type and geographical location. It is evident that
the millions of policyholders working through their
insurance companies are able to secure more varied and
practical investments for the welfare of their families
than the vast majority of individual investors. The
investment side of insurance is not generally appre­
ciated. Yet it is one of the fundamental services which
make it possible for a man to create an insurance
estate.

Diversification

The fundamental factor in any investment program
is proper diversification. While this does not make

39
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for the highest possible return, it does insure a reason­
able return and safety of principal, which are two fac­
tors imperative in any estate program. There are two
types of diversification, geographical and distribution
by types of investment, such as mortgages, government
securities, etc. With this in mind let us see how the
insurance companies have diversified their investments.

Geographical Distribution

When North Dakota is having trouble because the
wheat crop has been poor or economic conditions are
such that the price of it is low, the potato farmers of
Maine may be reaping a harvest because of favorable
prices and market conditions. When the mill towns of
New England are losing textile industries to the South
or shoe industries to the Middle West, the value of
mortgage investments in the respective areas may be
affected, in one case adversely and in the other favor­
ably. An individual investor, relying on returns from
mortgages in the former as a source of revenue for an
estate, may be disappointed because of slowness or
default in the payment of interest or principal due to
changing conditions.

The law of supply and demand applies to the invest­
ment of money just as it does to commodities. Ac­
cordingly, insurance money flows to those sections of
the country where it is most needed. For a time there
was a great demand for funds to help build structures
in the cities. After the War there were urgent calls
for funds from the farms, particularly in the North­
west, so that for a while more insurance money was 
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being invested in farm mortgages than in city mort­
gages. At the end of 1926, there was estimated to be
§5,083,000,000 of insurance assets invested in mort­
gages located in every state throughout the United
States. This represents 42.8 per cent of the total assets
of the insurance companies. Of this sum about 16.5
per cent was in farm and 26.3 per cent in city
mortgages. Some insurance companies have a larger
percentage of their assets in farm or city mortgages,
while others have less. The policyholders’ interests
are protected by state laws which generally require
that no loan shall be granted for more than a cer­
tain percentage of the appraised value, frequently 50
per cent.

The investment service of the insurance companies
has a decided advantage over the individual investor
in mortgages. Not only has this service national facili­
ties for information, but it also has the field organiza­
tion for the selection of desirable applications for
loans. Again the companies are able to use the in­
come from high interest territories to offset the low
interest from other sections. Delinquencies in pay­
ment are so small that they have relatively little effect
upon the interest earnings from mortgage loans gener­
ally. This makes for uniformity in interest returns.

Distribution of Types

Railroads
A cross section of insurance investments indicates

that practically all of our economic and community
processes are either directly or indirectly helping pol-
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icyholders to create insurance estates; for instance, let
us consider railroads. Certainly under present-day
conditions we cannot live without transportation. In
the olden days there were few necessities of living
which originated outside of the immediate family. In
our present complex social and economic structure,
each worker specializes and contributes some one func­
tion toward our national life while depending upon
others to contribute the rest. Because of increasing
earning capacity, the worker enjoys many things which
he has come to look upon as necessities that were con­
sidered luxuries in the past. The change is due to the
higher standards of living maintained to-day. It is
doubtful if these standards could have been attained
without the service of railroads.

The funds contributed by policyholders for the ulti­
mate protection of their dependents, which have been
invested in railroads, represent approximately 10 per
cent of the present-day valuation of the railroads.
The §2,435,000,000, or 20.5 per cent of life insur­
ance assets estimated to be invested in the securities
of railroads at the end of 1926, would probably be
sufficient to construct 3 transcontinental railroad
systems, each double tracked, with upwards of 5,000
locomotives, 20,000 freight cars, and other necessary
equipment. The faith which insurance investment ex­
perts have in the future of railroads is evident when
one realizes that over one-fifth of the total life insur­
ance reserves of the country are helping the railroads
to render present-day service and prepare for the
future growth.

There are good and bad railroads from an investor’s 
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standpoint. The selection of the former requires the
ability to analyze existing needs and the proper de­
velopment of the country through which the rail­
roads pass, to interpret the balance sheet properly,
to understand the condition of the road bed, rolling
stock, and a multitude of other factors which an expert
uses as a measuring stick in determining the value of
railroad investments. Then there is also the earning
capacity and the character of management of the road
to be considered prior to selection of railroad bonds.

Imagine the difficulties of the average investor un­
dertaking a real scientific investigation prior to placing
his surplus earnings into a railroad security. First, he
must get the facts, then decide the probable future
earnings of the railroad, and finally make up his mind
as to the security of the investment. In order to do
this properly much research work and an intimate
knowledge of the problems of railroading are required.
The insurance investment experts have been trained
in this field so that, generally speaking, they are in
a far better position to select a railroad security and
protect the interest of policyholders than the average
investor is to protect himself. Their problem is to
recommend the purchase of sound and safe securities
and to reduce to a minimum the possibility of unfa­
vorable investments.

Security if Difficulties Arise.—Occasionally some in­
vestment made by an insurance company does not
turn out well. A good example is the Chicago, Mil­
waukee, and St. Paul Railroad. Here is a system
which serves an important part of the country. Many
of those who live in that territory depend on this line



44 WILLS, TRUSTS AND ESTATES

for the necessities of life. Part of the rest of the
country is dependent upon this road to bring the
products of the territory reached by it to connecting
railroads. The bonds of this road were a good in­
vestment, but times changed. A program of expan­
sion was undertaken. Some of the tonnage originally
hauled by this road went by ship through the Panama
Canal cheaper than the railroad could haul it, and
the result was that the system lost a substantial source
of revenue. Then financial difficulties came, requir­
ing a receivership and a reorganization. Five trustees
were voted complete authority to rehabilitate the sys­
tem. Two of the five were life insurance officials,
preeminent for their knowledge of investments made
in the interests of policyholders, Frederick Ecker, Vice-
President of the Metropolitan Life Insurance Com­
pany, and W. D. Van Dyke, President of the North­
western Mutual Life Insurance Company.

Imagine the difficulties of the average investor in
this case. Unless he had unusual facilities for getting
exact and current information, which as a rule few
investors have, he would more or less blindly approve
one of the plans drawn up by large security holders
for the protection of investors. The word blindly is
used because the average investor has not the train­
ing, the time, nor the money to weigh properly such a
situation prior to making a decision. The insurance
company has all three, plus a fourth advantage. As
the investors in a railroad in financial difficulties some­
times must take some losses on their holdings, the aver­
age investor must bear this loss alone. As a result his
financial status may be materially affected and this 
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condition will be reflected in the value of his estate.
When the losses sustained by the insurance companies
in the same venture are spread over the huge sums
invested, the effect is negligible; in fact the loss is so
small that it does not affect the insurance estate of any
policyholder.

Governmental Securities
From a community standpoint, citizens are contrib­

uting through direct or indirect taxes, for Federal,
state, and local bonds, the interest and ultimately the
principal of bonds worth approximately §831,000,000,1
which represents 7 per cent of the total assets of life
insurance. About a third of this sum was borrowed
to help win the World War, while the remainder has
been silently at work providing our children with
schools, assisting in the development of healthy cities,
supplying good roads and numerous other factors
which make for increased efficiency, good health, and
happiness.

Few perhaps realize the dangers of buying bonds of
local governments without expert advice. Cases have
been reported of 20-year road bonds being offered for
the construction of a road which could not possibly
last more than 10 years. Similar illustrations might
be given about the construction of school buildings.
The effect is to pass on to the coming generation the
payment for facilities which the present generation
has enjoyed. Then there are local governments issu­
ing bonds when these governments have no budgetary

x Investment figures from reports of Association of Life Insurance
Presidents for 1926.
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system and really do not know whether or not they
are solvent. Sometimes measured by any reasonable
standard, they are not. Of course, these are types of
bonds which should be avoided, yet only the expert is
able to do this. The insurance companies have the
experts who selected the state, municipal, and county
bonds in which about §344,000,000 is invested. This
represents 2.9 per cent of the total insurance assets.

Public Utilities
Street-car systems, telephone, gas, and electric light

companies are typical public utility investments.
They play an important part in the living standards
of the community; in fact they are necessities to-day.
About 6.9 per cent of the assets of the companies are
invested in public utilities, and as time goes on it will
not be surprising to see this percentage increase. The
value of these investments at the end of 1926 was
thought to be about $819,000,000. In the past, public
utilities were harassed with the specter of government
ownership. Although some of them are operated on
this basis, most are not. Because of the intimate
effect of public utilities upon the daily life in com­
munities, utilities are usually dependent upon public
commissions for adequate rates. There is a growing
recognition by these commissions that the investor is
entitled to a fair return on his investment.

Before selecting a public utility security, one must
know the attitude of the commission supervising it,
the commission’s view toward reasonable rates, as well
as the value of the equipment, the probable earnings,
the trends of the business, in addition to many details 
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involving the character and efficiency of the manage­
ment. There is another question equally important.
There might be one, two, or even more bonds which
have preference over the particular one being offered.
Under certain conditions the latter will be a good in­
vestment, while under others it will not. It should
be known who has the controlling interest in the
utility and whether or not they are interested in the
communities in which the service is being rendered.
All of these factors are measured by specialists. For
example, one insurance company was offered certain
bonds which were carefully reviewed by their expert.
Before deciding definitely to recommend this purchase,
he deemed it necessary to go over their whole system.
Obviously such a service would cost an individual
investor a considerable sum of money, and as most
investments are for small amounts, it is usually impos­
sible. Yet the policyholders receive this service.

Policy Loans and Premium Notes
As soon as a policy has a cash surrender value, a

policyholder may borrow on it. There is no complex
system necessary and no questions are asked. The
policyholder signs a simple form. The money is ad­
vanced at an interest rate of 6 per cent and in some
cases less, while the loan is secured by the cash sur­
render value of the policy. At the end of 1926 policy-
holders had borrowed very close to §1,437,000,000 on
their policies. This is equivalent to 12.1 per cent of
the total assets of the companies. From the stand­
point of creating insurance estates this is a bad prac­
tice, because a relatively small percentage of these
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loans is ever repaid. The result is the policy is very
often allowed to lapse, or in the event of a death claim
prior to repayment, the face value is reduced by the
amount of the loan. In any event, the estate suffers.

It is pathetic to see widows occasionally presenting
lapsed contracts, hoping there may be some money
available. Sometimes the widow is made happy be­
cause the cash surrender value has not been completely
exhausted, but this is seldom the case. As a rule the
widow is sadly disappointed. The insurance compa­
nies do what they can to carry out the spirit as well
as the letter of their contracts. Here is an example:
A man lapsed his contract and died several months
after. The widow presented the contract and learned
the premium had not been paid and the cash sur­
render value was completely exhausted. The com­
pany was able to establish that shortly before the
time of lapse the man was actually permanently and
totally disabled. As the contract had a permanent
and total disability clause, the company paid the
widow the monthly benefits promised during perma­
nent and total disability as well as the full face value
of the contract. Obviously in this case and in others
like it the companies must have something concrete
to work upon; otherwise they would be acting in a
way detrimental to the interests of other policyholders.

When a man borrows on his life insurance policy, he
is actually borrowing from his beneficiary in the event
he dies before the loan is repaid. The extent to which
this happens is regrettable. This borrowing privilege
is used much more in the United States than in Eng­
land. According to a news letter of the Foreign De­



INVESTMENT SERVICE FOR POLICYHOLDERS 49

partment of the Bankers Trust Company of New
York, only 8.7 per cent of the assets of British insur­
ance companies are invested in loans to policyholders
or call loans. This may be due in part to the keener
appreciation abroad of the value of conserving estates.

There can be no question as to the legal right of
policyholders borrowing on their policies. Having in
mind, however, one of the fundamental purposes of
life insurance, insurance estate building, there is a
question as to the propriety of exercising this right in a
large number of cases. Policy loans fulfill a valuable
service in many cases, such as when a man has not the
means to pay his annual premium or when he is in
such straitened conditions that his family must suf­
fer for the need of money. Obviously in these cases
the loan should be made because it furthers the pur­
pose of life insurance estate building by helping those
who usually would be protected' by the insurance
estate. Compare these cases then with the cashier of
a country bank who borrowed on his policy to specu­
late. He knew he would have to pay the insurance
company 6 per cent for the loan, whereas his bank
would have charged him 7 per cent. Then there are
the numerous cases where the money is borrowed to
purchase luxuries of life which have no relation to the
object for which life insurance has been taken out.
Measured in terms of insurance estates and the ulti­
mate care of dependents, there are proper and im­
proper requests for the cash surrender value of insur­
ance contracts, but many believe that most fall in the
latter class.

One of the main services of banks is the loaning of
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money. Their resources are tremendous and their
service prompt. They charge the current rates of
interest in their communities. It is from this source
of income that the necessary revenue is largely re­
ceived to furnish the various free services which de­
positors receive, as well as to pay dividends to the
stockholders of the bank. The banks have a definite
reason for wanting to make loans. The loaning of
money is a banking and not an insurance function. It
is possible some form of cooperation between banks
and insurance companies might be arranged so that
borrowing on policies for purposes other than actual
necessity might be reduced to a minimum. The
banker is not going to lend money unless he is satis­
fied the request is reasonable. If policyholders dis­
cussed contemplated loans with their bankers before
borrowing from their beneficiaries, many unwise pur­
chases or investments would be avoided.

As to security for banking loans, the cash surrender
value of the policy can be used as collateral. Although
the life insurance companies receive their interest on
these loans and adequately protect the interests of
other policyholders, they have a real interest in want­
ing to see this abuse corrected. Accordingly they have
given much time and attention to minimizing the
number and amount of policy loans, but they have
only been partly successful. If the banker’s advice
was sought and the loan made through him, it would
be surprising if a much larger percentage of the policy
loans were not repaid.

It is proper that the insurance companies should
continually strive to devise sound methods for increas­
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ing cash surrender values, for this is part of the serv­
ice they are rendering their policyholders. With the
growing importance of cash surrender values, we find
a prospect often is sold life insurance by means of cash
surrender value arguments. If a prospect buys insur­
ance on this basis, he is purchasing primarily a bank­
ing service and secondarily life insurance. In these
cases it is to be expected the policy loan privilege will
be used. As the percentage of loans which will be
repaid is extremely small, the result is detrimental to
the estate.

Since 1915, the amount of loans outstanding has
doubled. This means the potential estates of these
borrowing policyholders have been reduced just that
much. If an agent believes the cash surrender value
is of importance in closing a case, then his client
should know that he will lose money if he borrows
and lapses his policy. In the event a policyholder
finds it necessary to make a loan, the estate should
be protected by the purchase of sufficient additional
insurance to offset the borrowed cash surrender value
in case of death before repayment.

Miscellaneous Investments
The balance of the assets of insurance companies

are represented primarily by cash, home office build­
ings, and collateral loans. All the miscellaneous in­
vestments compose a small portion of the total assets.

Stability of Investment

From the foregoing description of insurance invest­
ment service rendered to potential insurance estates,
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it is clear that insurance companies are not concerned
over day-by-day fluctuations of stock markets. The
average investor is. Furthermore, the individual in­
vestor frequently is not able to protect his interests in
the event of depreciated values in the market. In the
event of declines, the insurance companies are able to
carry securities until the price increases again and
there is a favorable opportunity to sell. They realize
the stock market fluctuations are not always a real
index of the intrinsic value of a security. If the in­
herent soundness of an investment is affected, the
companies have the facilities for properly looking after
policyholders’ interests.

The insurance companies are interested in short­
term securities only as a means of enabling them to
invest funds temporarily. Some of the companies,
knowing of the usual demand for farm mortgages in
the spring of the year, invest in short-term securities
during the winter so funds may be working for their
policyholders until needed by the farmers in the
spring. The companies are interested primarily in
long-term investments. If an investment is sound—
and they have the facilities for determining this—they
want to leave their money in it. The expense of
handling these investments is less, and this means a
higher net yield. Because life insurance companies
are able to purchase investments on a large scale, it is
not surprising they can buy to better advantage than
most individuals.

The state laws in regard to the general types of
investments which life insurance companies make are
rigid. They have been formulated to protect the 
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interests of the policyholders. These laws are admin­
istered by the state insurance commissioners. Con­
trast this state supervision and company investment
service designed to help build estates with the invest­
ment facilities of the average investor!



CHAPTER V

LIFE VALUES

Increasing Life Values
A given industrial property may yield a certain in­

come to a corporation. Let us assume that as time
goes on the yield becomes higher year by year until
it is double what it was originally. In the beginning
the corporation would be careful to insure the prop­
erty against loss so that if anything happened it would
be indemnified. As the property becomes more valu­
able, the insurance would be increased correspond­
ingly. The extent to which this is done is evident
from the fact that about one-third of our national
wealth is protected by fire insurance.

Now let us make a comparison with human life.
When comparatively inexperienced and with a small
income, one may carry a little insurance. As the par­
ticular life becomes more mature and measured in
terms of income more valuable, more life insurance
may be added to the insurance estate. However, in
most cases, there is no definite increase in insurance
unless a life insurance agent canvasses the policy-
holder and is successful in convincing him about the
importance of further insuring the value of his life.
Looking upon the life value of the American people as
a whole, we find they have a little less life insurance
than one year’s income.

54
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In the event of a total loss of the assured property
due to fire, the stockholders will be reimbursed for
the actual value of the property at the time of the
loss. The loss of property is only a possibility,
whereas loss of life through death is a certainty.
Upon such total loss of the life, tire beneficiary or
dependents who have the primary interest in the life
may receive only a fractional part of its value. The
owners of the property can carry on after their loss
because of insurance, but the principal stockholders in
the life may receive just enough to pay the immediate
bills. Then a complete readjustment must take place
and a new start be made, often with the handicap of
children unable to pay their way. The missing ele­
ment in cases of this kind is the projection of the
value of the deceased life into the future through a
proper insurance estate to the end that the policy-
holder’s responsibilities to his family may be properly
discharged. If this were done, after he is gone his
life would still have a value which renders a construc­
tive influence in his family.

Few men receiving a salary realize their working
capital consists of health and brains. A salary of
§5,000 a year represents 6 per cent on §83,333.33.
Many men receiving this salary will insure their
homes, which may not exceed twice their annual
income, and yet not be willing to buy adequate insur­
ance to protect the producing power of the lives which
made possible the homes and the standards of liv­
ing necessary foi' proper maintenance. Proper ap­
praisal of the value of the life of these men and
reasonable cooperation by them with their life insur-
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ance advisers will assure the continuance of their
families in the homes they provided without worry.

Community and National Aspect
Then there is the community aspect of adequate

insurance of life values. The community has an
interest in developing citizens who are intelligent and
healthy. Part of the success of a particular life prob­
ably was due to the educational training and physical
exercises received in the schools and playgrounds. The
community also maintained a health department and
other services to protect that life, so it might be con­
structive. In time it became valuable from the stand­
point of earnings as well as from contributions as a
citizen. Then when the life passes away and leaves a
very small estate, the community has nothing to show
for its investment, excepting in so far as the individual
might have contributed to its welfare during his life­
time. It may have definite responsibilities to help his
children find work, children who should have had thor­
ough educations to arm them for their life endeavors
but who are starting with handicaps. Of course, the
nation has a definite interest too, in the life values of
citizens. The Statistical Division of the Metropolitan
Life Insurance Company believes that our national life
values exceed five times our national property wealth.

Determination of Life Values
The determination of the value of a given life is

something to which leading life insurance underwriters
have been giving serious consideration. The present
income is frequently taken as the starting point. This 
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should be divided into earned and unearned income.
Upon the death of the policyholder the unearned in­
come, such as interest on bonds and mortgages, may
continue; whereas the earned income from personal
service is absolutely gone. Therefore, the initial em­
phasis should be to insure the projection into the
future of the earned income. As this usually com­
prises the bulk of income, it correspondingly contrib­
utes the major portion of actual living expenses for
the family, hence the need of assuring its continuance.
The United States Internal Revenue Service of the
Treasury Department has compiled some interesting
statistics on earned and unearned income. This
follows:

Based upon individual tax returns for 1924 incomes.

Sources of Income Compiled by
United States Treasury Department * Amount Per Cent

Personal industry (earned income):
Salaries, wages, commission, bonuses,

directors’ fees, etc................................... 312,617,662,626 46.04
Business, trade, commerce, partner­

ships, farming and profits from inci­
dental sales of real estate, bonds, and
other property ........................................ 8,079,210,923 27.31

Total........................................................... $21,696,873,549 73.35

Property (unearned income):
Rents and royalties................................... 2,009,716,478 6.80
Interest on bonds, notes, etc., including

fiduciary income .................................... 2,621,492.594 8.86
Dividends .................................................... 3,250,913,954 10.99

Total........................................................... 8 7,882,123,026 26.65

Total income.................................................. 829,578,996,575 100.00
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Present earnings are not necessarily an indication
of life values, as a young business or professional man
laying a foundation for his career may have a modest
earned income, but with the exercise of reasonable
ability and diligence, his probable earning capacity in
the future should be much greater. Insurance agents
or trust officers advising with men of this type gener­
ally have means for obtaining some idea of the income
of successful men in the respective business or profes­
sion. A sum of life insurance sufficient to produce an
income comparable to that of these men might well
be set up as an objective to be worked toward as the
insurance estate, for as the prospect’s income increases
the amount of insurance will be increased until the
objective is reached.

The condition is just the reverse in considering the
life value of a man of forty-eight who has two sons at
college. Here the problem is to have sufficient money
for the boys to complete their college courses, to as­
sure a reasonable sum based on their standards of
living so they may have a proper start in life, and to
take care of the old age of the father and mother.
In this insurance program, it is important to de­
termine just when the tapering off process for pre­
mium payments should begin and at what rate the
declining premium demands should decrease until
there are none. Some insurance companies issue a type
of policy which has a decreasing premium after a cer­
tain period of time elapses. While such a contract is
helpful in cases of this kind, combinations of regular
policy forms can be made to accomplish the same
result.
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A man who is permanently and totally disabled has
little if any value from an economic standpoint while
he is in that condition. As a man approaches old age,
his economic value becomes less. From this it is evi­
dent that economic values and life values are inti­
mately interconnected. The underlying thought in
using life values as a means of determining the face
value of the insurance estate is to provide a principal
sum which will be sufficient to take care of the defi­
nitely known and probable future needs of the estate
in accordance with the standard of living maintained
by the policyholder. The annual contributions or pre­
miums to make this possible are collected during the
producing years so that, in the event the policyholder
lives, he himself is assured independence in old age.
To make this possible the amount of premiums should
gradually increase as the life value increases and then
correspondingly decrease as the life value becomes less.
Of course, this is subject to variation in accordance
with the means of the policyholder. A young man of
wealth might well consider paying for a guaranteed
estate and life income for himself through a single pre­
mium contract; an elderly man with a large income
will be able to continue a high annual contribution for
the maintenance of his insurance estate, because his
own personal needs are being taken care of from a
part of his current income.

Corpus of Investments Guaranteed
The proportion of the income reported to the Fed­

eral Government in the lower brackets which comes
from property is not generally recognized. Over 22
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per cent of the total income of taxpayers in the S3,000-
S5,000 class is unearned income, because it comes
from property as contrasted with earned income from
personal industry. The following table is of interest
because it indicates the source of 1924 net income of
taxpayers reporting to the Federal Government for
the incomes included within the various brackets:

Income Classes

Under SI,000 ......................................
S 1,000-S 2,000 .............................

2,000- 3,000 .............................
3,000- 5,000 .............................
5,000- 10,000 .............................

10,006- 25,000 .............................
25,000- 50,000 .............................
50,000- 100,000 .............................

100,000- 150,000 .............................
150,000- 300,000 .............................
300,000- 500,000 .............................
500,000- 1,000,000 .............................
1,000,000 and over ...........................

Total

?er Cent of In­
come from Per­
sonal Industry

Per Cent of
Income from

Property

65.03 34 97
81.23 15.77
83.39 16.61
77.48 22.52
7659 23.41
63.97 36.03
54.28 45.72
47 27 52.73
44.63 55.37
45.02 54.98
43.46 56.54
43.49 56.51
36.37 63.63

73.35 26.65

The need of guaranteeing the corpus of the invest­
ments which produces the unearned income is readily
apparent to one interested in constructing an insur­
ance estate. Those who provide life insurance for this
purpose are in effect insuring the payment of interest
and principal of investments after they are no longer
able to look after the welfare of their dependents. If
anything happens to the investments because of one
of the numerous possibilities which occur continually,
such as a complete change in management whereby in­
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efficient interests come into control, changed styles
or customs such as the substitution of the automobile
for the old buggy, the depression of the hairpin indus­
try because of bobbed hair, or new inventions, the
testator need have no worry about the stability of
income for his estate. In fact, business men generally
appreciate the effect management has upon the value
of a security and many can testify to the declines in the
value of gilt-edge securities when the guiding spirits
have passed on and relatives or others have under­
taken the task of guiding the destinies of the enterprise.

Standards of living are such to-day that expendi­
tures are high and few life values are properly insured.
When it is possible to insure properly, or when one can
work towards it with a reasonable expectation of
accomplishment, the responsibilities of the life will be
taken care of in the event of death. Where it is not
possible, the responsibilities might be segregated and
provision made for those which the policyholder thinks
most important.

Prudent business men frequently amortize their
obligations by setting up sinking funds which are
added to regularly so that at a given time there is a
sufficient sum of money on hand to discharge the
obligation. Insurance of the life value of a prospect is
a fulfillment of his direct obligations to his family. As
there is a normal period in the average life when the
earning power is greatest, an effort should be made
by the life insurance agent to amortize this obligation
over this period of time, so that in the latter years
when the income has decreased, there is not any undue
strain upon it because of insurance premiums. Such
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a plan also assures the policyholder a constantly in­
creasing amount of savings, known as the cash sur­
render value, which is available for emergencies.

Spread of Life Values
That life values are not confined to a limited num­

ber of citizens, such as those who are classified as
millionaires (it is estimated there are eleven thousand
in the United States), is evident from the distribution
of our national income. The table on page 63 compiled
by the United States Internal Revenue Service shows
this by the number of tax returns made by people
with incomes in the lower brackets. Take for example
those receiving less than §5,000 a year. In 1924 there
were 6,672,650 out of a total of 7,369,788. Out of a
total income of 829,578,996,575 reported for all tax­
payers, those reporting less than 85,000 a year of
income received 318,168,235,757.

Life Values and Old Age
Where there is a proper computation made of the

life value of a policyholder and adequate protection
is taken to insure this value, there need be no appre­
hension over poverty in old age. There are not many
men who want either their wives or themselves to be
dependent in their declining years upon their children.
Even though the children are willing, the dependency
of parents imposes a heavy burden upon them. Fre­
quently this comes at a time when the children can
least afford it. Regardless of the financial ability of
the children, there is embarrassment to the parents
who are compelled to accept charity even from their
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own children. The Boston News Bureau carried an
item which stated the late Thomas W. Lawson, who
at one time was alleged to be worth $20,000,000, died
without anything. It indicated he had been depen­
dent upon a daughter for his main support for a year
or two prior to his death.

Life Values in Business
Those dependent upon the life of a man, regardless

of whether or not they are members of his family or
business associates, have a definite financial interest
in him. Just what this interest will be depends upon
the demands which can reasonably be made upon
him. We have been taught that life insurance is not
indemnity. Where a life insurance program is built
upon the life-value idea, we are approaching the in­
demnity theory. A business dependent upon the
peculiar experience or training of the president is
obviously going to suffer a definite material loss upon
his death and possibly an irreparable one. It is only
proper that the theory of life values should be applied
to the life of this executive in an endeavor to deter­
mine accurately the proper amount of insurance pro­
tection which should be carried in the interest of the
business.



CHAPTER VI

LUMP-SUM SETTLEMENTS

Factors
There are three factors which must be considered by

policyholders in any program which they develop for
the future care of beneficiaries. First, the estate must
be created. The institution of life insurance can do
this. Second, the corpus of the estate must be main­
tained, that is, properly invested, conserved, and dis­
tributed. The institution of life insurance can do this,
too. There is a third factor, however, and that is the
proper use of the income or installments. This is not
an insurance function. Having these factors in mind,
let us apply them to the death claims paid by insur­
ance companies.

Promptly after the decease of the policyholder, the
beneficiary receives the insurance estate in a lump sum
unless the policyholder has specified otherwise. Usu­
ally she has known for years she would be a bene­
ficiary in the event of the death of the policyholder.
As death always seemed so far off, she has done noth­
ing to prepare herself for this contingency. While she
is in an unhappy and unsettled state of mind she is
called upon to care for the corpus of the insurance
estate. This may require a highly technical training,
which can be secured only by years of experience. The

65
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solution of her problem requires sound judgment in
making expenditures and the wise investment of un­
expended funds not needed for current expenses.

Judgment in Expenditures
It is nobody’s business, excepting the beneficiary’s,

whether the policyholder has left any insurance. If
the beneficiary realized this she would frequently save
herself much trouble and make her task of conserving
the insurance estate easier. The fees or bills of those
whose services have been necessary in caring for the
former policyholder may be gauged by those submit­
ting them in accordance with the amount of insurance
left. Unfortunately, the widow is often in such a
mental condition she is unable to exercise good judg­
ment and as a result expenses incidental to the care
of the former policyholder often exceed an amount
which the estate justifies. These expenses, although
naturally surrounded with sentiment, might be more
efficiently met by the beneficiary if the policyholder
had definitely specified in advance a certain sum to be
used for these purposes.

As a man’s income increases, his standards of living
usually increase too; but in the event of business
reverses these standards must be lowered in accord­
ance with the new scale of income. This change is
difficult, but economic pressure forces it. The situa­
tion is somewhat the same with the widow. During
the lifetime of her husband she has become accus­
tomed to certain standards that include many of the
niceties of life not usually classed as necessities. With
the departure of her husband, she has received a lump 
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sum of money out of which the expenses referred to
in the preceding paragraph must be met. As long as
the remainder of the corpus of the insurance estate
lasts, there is no economic pressure upon her. In the
meantime she is living on capital rather than income,
and the principal is diminishing steadily. Unless the
beneficiary realizes a day of reckoning will come and
she voluntarily reduces the standards of living she
enjoyed during her husband’s lifetime, the insurance
estate will gradually disappear and the readjustment
in standards will then be forced. This is not easy
and sometimes brings real hardships with it. Cases of
this kind are particularly pitiable because the widow
and children are so often thrown into the business
world to earn a livelihood without any training to
enable them to earn more than enough for a mere
existence. Although careful planning for the future
by the policyholder would often have avoided these
cases, still the beneficiary through judicious expendi­
tures can frequently reduce this possibility to a
minimum.

In cases where the widow is her own enemy, she
usually has been in the habit of receiving definite
sums of money at regular intervals; and as she thinks
only in terms of income, the amount of insurance
seems so large she indulges herself in some of the
luxuries she has always wanted. This habit accounts
for an actual case where a woman spent a very sub­
stantial portion of her insurance money in replacing
all of the furniture in her house. It also explains in
part the reason for the purchase of expensive wearing
apparel and other commodities or services which are
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not absolutely necessary for livelihood, or in keeping
with the income possible from the face value of the
insurance.

There are numerous cases in which the insurance
estate is dissipated through the foibles of human na­
ture, but in spite of the wastage in these estates
payable in a lump sum, the vast majority of them
are sanely used. As the earned income of a policy-
holder decreases, we find the wife playing a more
and more important part in the expenditure of it, par­
ticularly where the income is small. She knows how
far a dollar will go in purchasing actual necessities of
fife. She has been the family treasurer, as a large per­
centage of the total income passes through her hands.
When her husband dies, she is in a better position to
conserve whatever insurance estate is left than the
wife who has never lacked money and therefore is
not prepared to make the most of the insurance funds
left to her.

Much has been said about insurance estates being
dissipated within a period of seven years as an argu­
ment against lump-sum settlements. The origin of
this statement has been traced to a progressive trust
company which originally used it in an advertisement.
The trust officer saw a statement issued by a life in­
surance company relative to the percentage of life
insurance estates paid in a lump sum which are dissi­
pated. He telephoned to several insurance agents in
his city, then concluded that 90 per cent of all insur­
ance estates are dissipated within seven years and used
this statement in advertisements for insurance trusts.
The accuracy of it then was challenged by some who 
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were associated with the institution of life insurance.
Upon further investigation this trust officer discovered
they were right and has since used his influence to pre­
vent further reference to this error in advertising liter­
ature by other trust companies. Considering the
average income in the United States and the average
amount of insurance, it is obvious that the average life
insurance estate could not possibly last seven years.

Dangers Confronting Beneficiaries
Give most policyholders, other than those who make

investments their business, §10,000 of insurance money
to invest and they would do a lot of thinking before
reaching a decision. Their problem would be made all
the more difficult because speculative and semispecu-
lative securities should be eliminated from considera­
tion, as the money which they would have to invest
forms estates. Yet it is a safe wager that a substantial
portion of the money would be put into securities
which either were unfitted or unsafe for an estate.
If this is so for men who look after the financial af­
fairs of families, it is not surprising to find that wives,
who have seldom had any training whatsoever in
investment matters, do not know what is the wise
thing to do.

As most insurance estates are not adequate to main­
tain the standards formerly enjoyed, the widow is
often susceptible to the wiles of cunning salesmen of
fraudulent stocks or other securities. The allurement
of high interest returns or material increase in capital
in a short period of time means so much when meas­
ured in terms of daily necessities or comforts that it is
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not surprising many insurance estates are seriously im­
paired or destroyed. The average widow is at a dis­
tinct disadvantage in dealing with those who make
their living by defrauding others. Only her innate
common sense to beware of strangers and to remember
that one cannot get something for nothing will protect
her.

Various methods are used by those who prey upon
widows, as better business bureaus and chambers of
commerce will testify. The sentimental appeal is fre­
quently used to pave the way for the fraudulent trans­
action. Cases of this nature have been reported in
which the leads have been secured from the obituary
columns. Shortly thereafter the widow may receive a
letter or a visit from one of her husband’s alleged old
friends, who of course appears shocked to learn of
the husband’s death and submits his condolences.
Sooner or later the real object of the renewance of the
acquaintanceship is stated. Sometimes in considera­
tion of some great favor years before, the old friend
had sought the husband to give him a chance to
become prosperous by purchasing stock in a business,
which in many cases does not exist.

In the May 20,1922, issue of The Saturday Evening
Post the following was printed:

A Warning to Widows

The ease with which the average widow without business
training and with no banker to advise her can be wheedled
into putting her husband’s life insurance money into wildcat
stocks by the first salesman who approaches her is pro­



LUMP-SUM SETTLEMENTS 71

verbial. Any lawyer or banker can cite a dozen cases in
which the entire savings of a thrifty man’s lifetime, amassed
by years of sacrifice and self-denial, were swept away
simply because a widow or orphan trusted one of the slick
crooks who rob women for a livelihood.

Sometimes the real clanger to the insurance estate
comes from relatives. As soon as it is known a widow
has insurance funds, their demands begin. They are
varied in nature and only too often are just as detri­
mental to the conservation of the estate as the efforts
of dishonest strangers. The beneficiary’s sister may
have a son who needs just a few thousand dollars to
get his business on a proper basis, after which the
money will be returned. The young man may not
have been able to get the money from a bank, either
because he did not have the necessary personal qualifi­
cations to make good or on account of insufficient
capital for the type of enterprise in which he was
engaged. In either event the chances are against his
success, and conservative investors would realize that
such a loan would be of a highly speculative nature,
certainly not one for an estate. If the widow lends
the money because she knows what a nice boy her
nephew is—and frequently this is the only considera­
tion—it is not surprising in the course of time to learn
the insurance estate is just that much less in size.

Necessity of Lump-Sum Payments
Unless a policyholder has had a death in his family,

he does not generally appreciate the need which the
beneficiary usually has for ready cash immediately
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following death. The usual bills are the cost of the
last illness of the policyholder, funeral expenses, pur­
chase of a lot jn the cemetery or mausoleum, income,
estate, or inheritance taxes, executor’s fees, attorney’s
fees, fees for guardians if any, filing fees, premiums on
bonds for executor, and many others where unusual
or complicating conditions exist. These are aug­
mented frequently by others of which the beneficiary
had no knowledge, as well as some which the benefi­
ciary feels morally obligated to pay. In addition, the
financial strain upon the regular household budget is
usually greater.

Many testators carry mortgages upon their homes.
These mortgages are debts which have to be met. If
the beneficiary is unable to do this, in due time she
will have to find more modest quarters. This may
mean a forced sale of the house. Some policyholders
take out a special insurance contract to protect the
beneficiary against this contingency. This assures the
policyholder that the beneficiary and his children will
have a place, free and clear, to live in after his de­
cease. In the former case the decedent is passing on
to his heirs a heavy debt which is a distinct liability,
whereas in the latter he is passing on an asset.

Lump-sum settlements should be made in whole or
in part in almost every case, with only the percentage
of the face value of the contract to be payable in this
manner varying. A sum for the payment of the imme­
diate expenses incidental to the death of the policy-
holder should be available in all cases. Debts and
taxes have to be paid as well as expenses incidental
to the period of adjustment. Where the face value 



LUMP-SUM SETTLEMENTS 73

of the contract is small, these expenses will take all
the insurance money. In case the amount of insur­
ance is large enough to provide for these expenses and
still have a sum left, the question of how the residue
shall be most efficiently paid to the beneficiary must
be settled. The answer depends upon the amount of
insurance and the facts in each case.

There is too much condemnation of lump-sum set­
tlements without a full realization of the facts. The
bills incidental to the death of the policyholder are
payable in lump sums. When the average amount of
insurance in force is considered, there is usually not
much left to tide the family over the period of adjust­
ment. There is, therefore, little danger, in the vast
majority of cases, of unwise investments, borrowing by
relatives, or opportunity for fraudulent stock sales­
men, when the face value of the policy is only suffi­
cient to pay expenses for an extremely limited period
of time, say a year or so. A lump-sum settlement in
most cases accomplishes just what the policyholder
wanted because immediate funds are provided the
beneficiary for expenses.

The waste in insurance estates is more likely to be
in cases where the amount of insurance is sufficient to
provide a residue, which in the eyes of the beneficiary
seems large, after the payment of necessary expenses
incidental to the death of the policyholder. In these
cases the waste is due in part to our conception of
financial success. Too often we are inclined to think
how much capital has the policyholder, rather than
what is his income. The policyholder who has acquired
the capital after years of work has had the pleasure of
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financial growth, but he has put part of his life into
it. The beneficiary sometimes has no idea of the value
of money or the cost, measured in terms of human
effort, of accumulating it. It is not surprising to find
some beneficiaries more concerned over the pleasures
to be secured from the insurance estate than how it
may be properly conserved. In these cases policy-
holders can make provisions to safeguard the estate in
the interest of the beneficiary in various ways. That
this is being better appreciated is evident from a sur­
vey which has been made of the trend of lump-sum
settlements.

The experience of insurance companies with about
§20,000,000,000 of life insurance in force in 1920 indi­
cates that approximately 97.2 per cent of all policies
written that year were to be paid on a lump-sum basis.
The policies written during 1925 indicated that in
92.63 per cent of the cases the lump-sum method was
to be used. This drop of about 5 per cent is significant
in view of the efforts of insurance companies to assist
policyholders properly to plan and conserve their
insurance estates. It indicates progress is being made.



CHAPTER VII

MAINTENANCE OF INSURANCE ESTATES

History
Probably the first move in the direction of safe­

guarding the insurance estate in the interest of the
beneficiary was taken in 1879. Up to that time all
insurance contracts maturing by death were payable
in a lump sum. The alternative method proposed the
payment of the face value of the contract in 10 annual
installments. Applying this to a 810,000 policy, the
beneficiary would receive 81,000 the first year, 81,000
plus interest on the remaining 89,000 the second year,
81,000 plus interest on the remaining 88,000 the third
year, and so on until the principal sum was gone.
This plan apparently did not meet with popular favor.
About 1885, the installment method of optional settle­
ment, which permits the face value to be paid in a
number of annual installments, as we know it to-day,
was adopted by an insurance company. Another com­
pany, about 1891, recognizing that this method did not
provide for those beneficiaries who needed a definite
income for life, adopted the life-income form of settle­
ment with guaranteed payments for a certain number
of years. Under the insurance law of New York, ap­
proved May 18, 1892, and amended in 1906, a policy-
holder could elect to leave the face value of the policy
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with the insurance company at interest until the
death of the payee; to have the policy paid in an
equal number of installments for a definite period of
years; or to provide life income for so many years
certain and for as long thereafter as the beneficiary
lived. While some companies incorporated these pro­
visions in their policies about 1900, they were not gen­
erally adopted by companies until about 1907. This
enlarged service on the part of the insurance compa­
nies was evidence of their desire to do more for policy-
holders and their beneficiaries than merely pay death
claims. Only during the last five years have these
services begun to receive the recognition from policy-
holders which they deserve.

Income Settlements
The value of payment of incomes to beneficiaries,

where the amount of insurance is sufficient, rather
than giving them lump sums is beginning to be more
generally recognized by men of means. Andrew Car­
negie is reported to have bequeathed incomes to all
whom he named in his will. The late Senator William
B. McKinley, of Illinois, left a very substantial por­
tion of his estate for the creation of income payments
to relatives and friends. This method of providing
for beneficiaries is sound, because the policyholder is
sure the principal is kept intact and properly conserved
so that his intentions will be carried out and the
beneficiary really benefited.

It has been said that when the estate of the late J. P.
Morgan was being settled several million dollars of
worthless securities were found. While it is true that
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Morgan was one of our outstanding financiers in his
time and as such was eminently successful, his experi­
ence indicates that the best of investors from time to
time acquire bad securities. The income plan of pay­
ing beneficiaries takes this possibility away from them
and places it upon the shoulders of those who have
been trained in keeping the amount of unwise invest­
ments at a minimum. That the value of incomes to
beneficiaries is becoming more and more realized
by policyholders is evident from the increasing
amounts of income insurance which are purchased
by them. The income policies consist of the regular
forms of ordinary life insurance, such as whole life,
limited payment life, or endowment plans payable on
an income basis. The policyholder decides the amount
of income desired and how long the income shall be
paid.

While it is not definitely known how much income
insurance has been sold, some companies have a sub­
stantial amount in force. One large eastern company
has made a particular effort to stress the importance
of income insurance and as a result wrote two and a
half times more income policies during the year of the
campaign than it did the preceding year. Some un­
derwriters find that where life income policies are
purchased, the amount of insurance is much larger
than policies payable in lump sums; in fact one com­
pany has found these income policies have a face value
of 50 per cent more than the average ordinary life
insurance policy. This is not at all surprising, because
gradually there is a growing appreciation that it is
not the face value of life insurance which is of primary
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importance, but rather the income possible from it.
Ten thousand dollars of life insurance represents a
large amount of money to most people. Compara­
tively few policyholders have ever had this sum in
their possession at one time. It is perfectly natural
they should look at this contract of protection from
the standpoint of volume rather than its earning
capacity.

Optional Settlement Provisions
Let us review the forms of optional settlements

usually offered policyholders to-day by insurance com­
panies. The following typical provisions are selected
from the standard policy forms of two of the leading
companies:

1. Interest Payments.—The payment of interest on the
amount left with the company at the rate which the com­
pany may each year declare on such funds (but at no less
rate than three per centum per annum), payable at the end of
each year for a specified number of years or during the
lifetime of the payee, and at the end of the specified period,
or upon the death of the payee, by the payment of the
amount retained, together with any accrued interest for the
year then current, to the person designated in said notice,
or, if there be no person so designated, to the executors,
administrators or assigns of the payee.

2. Limited Installments.—To have the whole or any
designated part of the net proceeds paid in a specified num­
ber of limited monthly installments as per the Limited
Installment Table, which shall apply pro rata per §1,000
of the amount to be so paid, the first installment being
payable immediately.
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Limited Installment Table

On Basis of $1,000 Interest 3 Per Cent

Number of Monthly Amount of
Installments Each

12 ................................................................... 884.50
24 ................................................................... 42.87
36 ................................................................... 29.00
48 ................................................................... 22.07
60 ................................................................... 17.91
72 ................................................................... 15.14
84 ................................................................... 13.17
96 ................................................................... 11.69

108 ................................................................... 10.54
120................................................................... 9.62
132 ................................................................... 8.86
144 ................................................................... 8.24
156 ................................................................... 7.71
168 ................................................................... 7.26
180 ................................................................... 6.87
192 ................................................................... 6.53
204 ................................................................... 6.23
216 ................................................................... 5.96
228 ................................................................... 5.73
240 ................................................................... 5.51
252 ................................................................... 5.32
264 ................................................................... 5.15
276 ................................................................... 4.99
288 ................................................................... 4.84
300 ................................................................... 4.71
360 ................................................................... 4.18

3. Continuous Installments.—To have the whole or any
designated part of the net proceeds paid in either 120, 180
or 240 stipulated monthly installments of an amount corre­
sponding in the Continuous Installment Table to the sex
and the age of the beneficiary on the date of payment of
the first of such installments, provided that if the beneficiary
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Life Income ob

Continuous Installment Table

Number of Monthly Installments
Stipulated

Age of
Beneficiary

10*
11
12
13
11
15
16
17
IS
10
20
21

2G
27
2S
29
30
31
32
33
34
35
3G
37
38
39
40
41
42
43
44
45

120 ISO 240

Malo Female Male Female Male Female

$3.81 $3.75 $3.72 $3.07 $3.62 $3.58
3.82 3.77 3.74 3.68 3.64 3.59
3.84 3.78 3.75 3.70 3.65 3.60
3.SG 3.S0 3.77 3.71 3.67 3.G1
3.88 3.81 3.79 3.73 3.68 3.63
3.90 3.83 3.80 3.74 3.70 3.64
3.92 3.85 3.82 3.76 3.72 3.66
3.94 3.S7 3.84 3.78 3.73 3.67
3.9G 3.89 3.86 3.79 3.75 3.69
3.99 3.91 3.89 3.81 3.77 3.71
4.01 3.93 3.91 3.83 3.79 3.72
4.04 3.95 3.93 3.85 3.82 3.74
4.06 3.97 3.9G 3.87 3.84 3.76
4.09 4.00 3.98 3.90 3.S6 3.78
4.12 4.02 4.01 3.92 3.88 3.80
4.15 4.05 4.04 3.94 3.91 3.82
4.18 4.07 4.07 3.97 3.94 3.S4
4.22 4.10 4.10 3.99 3.96 3.87
4.25 4.13 4.13 4.02 3.99 3.89
4.29 4.16 4.16 4.05 4.02 3.92
4.33 4.20 4.20 4.0S 4.05 3.94
4.37 4.23 4.23 4.11 4.08 3.97
4.41 4.27 4.27 4.14 4.11 4.00
4.46 4.30 4.31 4.18 4.14 4.03
4.50 4.34 4.35 4.21 4.18 4.06
4.55 4.3S 4.39 4.25 4.21 4.09
4.G0 4.43 4.44 4.28 4.25 4.12
4.G5 4.47 4.48 4.32 4.28 4.15
4.71 4.52 4.53 4.36 4.32 4.19
4.76 4.56 4.58 4.40 4.36 4.22
4.82 4.62 4.63 4.45 4.40 4.2G
4.89 4.67 4.68 4.50 4.44 4.29
4.95 4.72 4.73 4.54 4.48 4.33
5.02 4.78 4.79 4.59 4.52 4.37
5.09 4.84 4.85 4.64 4.57 4.41
5.17 4.91 4.91 4.69 4.61 4.45

• 10 years and under.

shall survive to receive the number of installments selected,
similar installments shall be continued during the lifetime
of the beneficiary. The table shall apply pro rata per
§1,000 of the amount to be so paid, the first installment
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Life Income or

Continuous Installment Table

t 81 years and over same as 80-

Age of
Beneficiary

Number, of Monthly Installments
Stipulated

120 ISO 210

Male Female Male Female Male Female

4fi .................................... $5.24 $4.97 $4.97 $4.75 $4.66 $4.49
47 ................................. 5.32 5.04 5.03 4.S0 4.70 4.54
48 ........................................... 5.41 5.11 5.10 4.SG 4.74 4.5S
49 ........................................... 5.50 5.19 5.16 4.92 4.79 4.G2
50 ...................................... 5.27 5.23 4.98 4.84 4.G7
51 ............................................ 5.C8 5.35 5.30 5.05 4.8S 4.71
52 ............................................ 5.78 5.43 5.37 5.11 4.92 4.76
52 ...................................... 5.88 5.52 5.14 5.18 4.97 4.S0
.................................................... 5.99 5.61 5.52 5.25 5.01 4.85

6.10 5.71 5.59 5.32 5.0G 4.89
50 .................................... 6.21 5.81 5.G6 5.39 5.10 4.94
57 ................................. 6.33 5.91 5.74 5.46 5.14 4.98
58............................................ 6.45 6.02 5.S1 5.53 5.18 5.02
59 ......................................... 6.58 6.13 5.S9 5.G1 5.21 5.07
GO ................................. 6.70 6.24 5.96 5.GS 5.2u 5.11
61 ............................................ 6.83 6.37 6.03 5.76 5.28 5.15
62 ......................................... 6.97 6.51 6.10 5.84 5.31 5.18
62 ............................................ 7.10 6.65 6.17 5.92 5.34
64 ......................................... 7.24 6.S0 6.24 5.99 5.36 5.26
65 ............................................ 7.38 6.94 6.31 6.06 5.39 5.29
66 ...................................... 7.52 7.08 6.37 6.12 5.41 5.32

67 ........................................... 7.66 7.22 6.43 6.19 5.43 5.3u

6R ........................................... 7.80 7.35 6.48 6.2G 5.44 5.37

69 .........................................- 7.94 7.48 6.53 6.32 5.4G o.39

70 ............................................ S.08 7.G0 6.58 6..i8 5.47 5.41

71 ........................................... 8.22 7.72 6.62 6.44 5.48 5.43
72............................................ 8.35 7.84 6.GG G.50 5.49 5.45

73............................................ 8.4 S 7.98 6.70 6.55 5.50 5.4 G

74 ........................................... 8.60 8.12 6.73 6.59 5.50 5.47

75 ............................................ 8.72 8.25 6.76 6.64 5.50 U.‘iO

76 ............................................ S.S3 8.38 6.78 G.G7 5.51

77 ........................................... 8.93 8.51 6.S0 6.71 5.51 5.4. v

78 ............................................ 9.03 8.63 6.82 6.14 5.51 O.Du

79 ............................................ 9.12 8.75 6.S3 G.» G 5.51 O.OlF

80f ......................................... 9.20 8.S6 6.84 6.79 5.51

being payable immediately. If there be two or more bene-
ficiaries the amount payable, unless otherwise directed by
the designator, shall be divided into a corresponding number
of equal parts and the installments to each beneficiary,



82 WILLS, TRUSTS AND ESTATES

similarly determined according to age and sex by the Con­
tinuous Installment Table.

The development of the service of conserving insur­
ance estates by the insurance companies involved
many new questions. The first was assurance that
this sendee was legal. Second, limitations had to be
prepared in order to avoid settlements which were
not properly thought out or were so involved it was
reasonably certain the insurance company would not
be able to execute them. With these matters out of
the way, the extent of the conservation service became
clear and the problem was then one of education of
policyholders.

Legal Aspect
Legally the conservation of a life insurance estate

by an insurance company is not a trust agreement but
is a matter of contract. The relationship between the
beneficiary and the insurance company is that of
creditor and debtor. The optional settlement is a
promise to pay and not a cestui que trust arrange­
ment. Optional settlement agreements lack the essen­
tial elements of a legal trust and do not affect the
original status between the insurance company and
the policyholder. Although optional settlements are
frequently called insurance trusts, this is not usually
accurate, because few of the charters of life insurance
companies contain trust functions. If the companies
wanted to render trust service, many would be com­
pelled to have their charters amended and in some
cases the state laws would have to be changed. With
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possibly one exception, no life insurance company of
any size is now transacting a trust business. At one
time more insurance companies were doing this, for
example the Provident Mutual Life and Trust Com­
pany of Philadelphia. Within the last few years this
company has been divided into two corporations, one
to function on life insurance and the other on trust
company service.

There are some who maintain the administration
of insurance estates by life insurance companies is
legally either a trust or quasi-trust function. This
view does not, however, seem to represent the prevail­
ing opinion. From a purely moral viewpoint, the funds
composing the insurance estate to be managed by the
company are in fact just as real trust funds as any
administered by a trust company. The Honorable
Charles E. Hughes, in his address before the Associa­
tion of Life Insurance Presidents, said: “While the
insurance company is not technically a trustee, it is
practically the highest form of trusteeship.”

As optional settlements are contractual relation­
ships, the insurance company must make and inter­
pret all decisions arising out of the contract, such as
the payment of money to proper beneficiaries at times
agreed upon, without the advice or protection of the
courts. As a result, questions arise occasionally which
are difficult to answer. In cases of this nature, a
trustee would have the benefit of court advice, because
trustees are technically agents of the court and can be
compelled to give an accounting to a court of equity
at any time. Furthermore their action is subject to
review of the court. Courts of equity are very careful
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to see that terms of trust agreements are actually car­
ried out. If the settlement option was legally a trust
function, the insurance company would be in a similar
situation as a trustee. That the companies are fully
carrying out their legal contractual obligations is evi­
dent from the fact that investigation has not disclosed
the case of one company being brought into court
in order to compel it to carry out its duty to a
beneficiary.

Assuming that optional settlements are construed
as legal trusts, there is little question as to the right
of an insurance company to care for funds which it
has helped create in the interest of the policyholders,
unless expressly forbidden by law. Various authori­
ties can be cited to support the service of conservation
by insurance companies. Justice Story, for example,
stated in part of his opinion in the case of Vidal et al.
vs. Girard (Ex2 How. 188, 190) as follows: “But if the
purpose of the trust be germane to. the objects of the
incorporation, if they relate to matters which will pro­
mote and aid and perfect these objects . . . where is
the law to be found which prohibits the corporation
from taking the devise upon such trusts in a state
where the statutes of mortmain do not exist?”

Limitations
The care of an insurance estate requires highly

specialized training. The vast majority of estates can
be properly conserved by the simple options offered
by the life insurance companies. There are cases
where the settlement is necessarily involved and con­
sists of complicated contingencies and discretionary 
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action. Cases have been reported where the proposed
agreements involved between three and four hundred
different contingencies when they were plotted out.
The insurance companies are not equipped to take care
of settlements of this nature. In order to avoid litiga­
tion and judgments against them which may result
from court action, they invariably limit their service
to the three forms, interest, installment, and life in­
come. Some companies will accept special forms of
settlement.

The optional settlement plans are simple and defi­
nite. They do not permit of obligations which involve
the exercise of judgment in reference to the desir­
ability of uses of the funds after they have been given
to the beneficiary. The companies will not deviate in
any way, regardless how meritorious the cause, from
the terms of the settlement agreement with the policy-
holder as to how the funds will be paid. The general
agreement among life insurance companies that they
will not assume or exercise discretionary power in the
administration of an insurance estate is the result of
much consideration by company officials. The simpler
the terms of the agreement, the better it is for the
policyholder, beneficiary, and company.

Separate and distinct from purely legal considera­
tions, there are some types of agreements which the
insurance companies could not accept because of the
nature of their existing organizations. The success of
the life insurance company depends largely upon a
highly centralized. administration with an efficient
field force. As complicated settlements frequently
involve acquaintanceship or personal contact with the
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beneficiary by the one administering the estate, the
insurance company, under existing operating condi­
tions, would many times be unable satisfactorily to
take care of settlements of this nature. It would be
compelled to rely somewhat upon correspondence
which cannot possibly take the place of the intimate
knowledge of local conditions so necessary at times in
order to make intelligent decisions upon requests by
beneficiaries. The life in the community, the histo­
ries of the individual and his family, unusual condi­
tions, neighborhoods, and various other factors of a
local nature would necessarily be involved in decisions
upon certain requests. Contingencies involving sur­
vivorships, marriages, and unborn children are difficult
to handle by correspondence. It is true that where
agents of the company are located in the beneficiaries’
community these problems would be simplified mate­
rially, but even then the official making a decision
might be hundreds of miles away.

It is not advisable for the insurance companies to
assume obligations which would mean they had to
make expenditures of any kind directly or indirectly
out of the corpus of the insurance estate either for or
in behalf of the beneficiary. Many requests for op­
tional settlements relate to the provision of an income
to a child or children during college age. The insur­
ance companies wall hold the proceeds of the face value
of the contract after the death of the policyholder
until an agreed-upon time or times, but when the time
arrives, the stated payments will be made to the child
or guardian. Sometimes policyholders want the com­
panies to agree to pay installments or the face value 
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of an insurance contract to a son or daughter only in
the event he or she goes to college and continues his
or her course. Many companies will not do this be­
cause they have not the organization to investigate
just what the young man or woman is actually doing.
Some of the leading companies will pay installments
contingent upon proof that the beneficiary entered col­
lege. The function of the insurance company must
end after the money is paid in accordance with the
contractual obligations and in no way can the compa­
nies supervise the application or use of funds after
they are given to the beneficiary.

The natural wishes of practically all policyholders
can be met by proper application of optional settle­
ments offered by insurance companies. Combinations
of these optional settlements permit even wider service
by the companies and afford an opportunity for flexi­
bility which is not generally recognized. With the
exception of those relatively few cases where discretion
is really necessary, optional settlements or combina­
tions thereof will meet the needs of the beneficiary.

Some of the so-called discretionary cases can be
rearranged so as to be specific and definite without in
any way affecting the interests of the beneficiary ad­
versely. The legal departments of the insurance com­
panies have been doing much work in assisting policy-
holders to make their settlement agreements as simple
and effective as possible. To illustrate, a prospective
policyholder wanted to take out an insurance contract
for §150,000 with the understanding that the insur­
ance company would pay the interest on the face value
in the event of his death to his widow while she
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remained single. Upon her remarriage the corpus of
the insurance estate was to be paid to his two chil­
dren. There is involved in this case an element of
discretion as the insurance company would have to
follow up the widow continually to make sure she had
not remarried; otherwise it might be paying her
money contrary to the wishes of the policyholder.
The legal department of one of our prominent insur­
ance companies suggested that the contract be ac­
cepted if the prospective policyholder was willing to
distinctly specify that the company should pay inter­
est to the widow until notified of her remarriage by
the contingent beneficiaries. As this was agreeable to
the policyholder, the contract became effective. This
is a form of policyholders’ service by one of the ex­
isting divisions in insurance companies which is grow­
ing, if the reports from some company officials are
representative. For example, the legal division of one
of the leading fife insurance companies is assisting in
the preparation of from sixty to eighty optional set­
tlement agreements each month. This company indi­
cates this service has been rapidly growing and regards
it as an opportunity to place at the disposal of their
policyholders their broad experience, to the end that
the beneficiaries may be more adequately provided
for.

The importance of cooperating with the legal divi­
sions of the life insurance companies cannot be over­
emphasized. These legal experts can be trusted to do
everything possible to place at the disposal of policy-
holders the experience of their companies in conserving
insurance estates. Where the terms of the proposed 
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settlement agreement cannot be properly or efficiently
executed by the insurance company, they will say so.
In cases of this nature, which should be very excep­
tional, the excellent facilities of the trust company
should be considered.

Investment Service for Beneficiaries
The problem of the proper investments is a source

of much thought and worry to most policyholders
when they are alive. After their death it is only
reasonable to expect that the investment of the corpus
of the estate should be an ordeal for the beneficiary.
The insurance company offers the same investment
machinery and management to the beneficiary to
maintain the estate as it offered to the policyholder
while he was alive. Of course, where the policyholder
has prepared an optional settlement agreement with
the company, the beneficiary will receive just the
agreed-upon sums in accordance with the policy-
holder’s wishes. In cases where the policyholder has
left his insurance estate to be paid to the beneficiary
in a lump sum, she usually has the same privilege
under the same conditions as the policyholder of mak­
ing a settlement agreement for the care of the insur­
ance fund by the insurance company.

The funds comprising insurance estates which are
to be administered by the insurance company become
part of the general funds of the company. As they
lose their individual identity, the insurance company
invests them along with the rest of its funds. As a
result, it is possible to get a much wider distribution
of investments under this method than would be pos-
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sible through the individual investment of the funds.
This distribution is twofold, geographic and by type
of security. Carefully selected investments of these
kinds, within the limits required of insurance compa­
nies by law, make for safety, which is one of the
fundamental principles most rigidly adhered to by the
investment departments of the companies. The an­
nual income will not be as high as that possible from
a high-grade stock in a given year, but this is to be
expected. This stock may properly be classed as spec­
ulative or semispeculative, both of which would be
prohibited by insurance investment experts as not
being suitable for the policyholders or beneficiaries
protected by their companies. There are many who
believe that over a span of years the conservative
investments of insurance companies will compare
most favorably with the rate secured by those deal­
ing in other types of securities. In making this com­
parison it is only fair that the latter class of investors
figure in their capital losses as well as loss from
interest.

Income to Beneficiaries
A guaranteed minimum yield on invested funds is

necessary to enable the policyholder to know how
much insurance he must buy. Without this knowl­
edge he cannot intelligently arrive at a figure which
will provide an adequate income sufficient to main­
tain his beneficiaries. The participating legal reserve
life insurance companies guarantee 3 or 3% per cent
as the minimum rate of interest, but the beneficiary
shares in excess earnings of the company as declared 
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by the board of directors. Anything more than the
minimum interest is not guaranteed because of the
natural fluctuations over a period of years of invest­
ment income of insurance companies. The nonpar­
ticipating companies guarantee a fixed rate of interest
higher than the minimum rate of the participating
companies, and at least one stock company guaran­
tees 4i/2 per cent on the face value of fife insurance
estates left with it.

In order to determine just what rate of interest has
been earned on the mean invested funds of life insur­
ance companies during the past twenty years, a table
has been prepared.

The table on page 92 indicates a steady improvement
in interest earnings of life insurance companies during
the last twenty years. Although we are going into a
lower interest period, it is well to bear in mind that
the average interest earned for a twenty-year period
was about 5 per cent. This included so-called good
times as well as bad. The possibility of lower interest
earnings must be kept constantly in mind so the face
value of the total amount of insurance will be high
enough to produce a living income to the beneficiary.
Our foremost financiers would refuse to hazard a guess
as to business conditions ten years hence. A mistake
based upon faulty reasoning in reference to the prob­
able rate of interest earned on any estate whether it be
insurance or otherwise may be paid for by the benefi­
ciary at times when she is in need of money.

Policyholders, who are not satisfied with the guar­
anteed rate of interest offered by either the partici­
pating or nonparticipating companies, can be assured, 
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by the payment of a slightly higher premium, that
the beneficiaries will receive a higher guaranteed in­
come rate. Under this plan of service a beneficiary
can receive an absolute guaranty of 5 or 6 per cent of
the face value of the insurance estate annually. Spe-

Rate of Interest Earned on Mean Invested Funds

Company 1906-10 1911-15 1916-20 1921-25 1925

A ............................ 4.82 4.96 5.08 5.47 5.47
B ............................ 4.67 4.80 4.77 5.28 5.28
C ............................ 4.50 4.56 4.59 4.89 5.09
D ............................ 4.48 4.54 4 71 4.99 5.11
E ........................... 4.96 5.09 5 07 5.41 5.33
F ........................... 4.77 4.66 4.67 5.00 4.90
G ........................... 4.79 4.94 5 02 528 5.19
H ........................... 7.71 5.14 5 22 5 43 5.04
I ............................. 4.82 5.16 5.15 5.42 5.37
J ............................. 4.93 4.98 4.97 524 5.18
Average of 95 com-

panics................ 4.79 482 4.90 5.34 5.34

cial certificates will be issued by the insurance com­
panies to this effect. In cases where policyholders
request this service, it is well to remember that in
participating contracts the excess earnings will furn
ther increase the annual income payable. To illus­
trate, a policyholder may purchase a participating
contract which will guarantee his beneficiary a 5 per
cent income return annually on the face value of the
contract. Assuming the excess interest declared by
the company, which is applicable to funds left with
it, to be 114 per cent, the beneficiary would receive
614 per cent annually of the face value of the funds
left with the company.
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Stability of Income
It is interesting to review the earnings of the insur­

ance companies during the past twenty years. The
relatively small area in which the variations move is
particularly noteworthy for those considering insur­
ance company service for protecting their insurance
estate. Stability of income is most important to the
beneficiary of an estate. Peaks and valleys mean that
some years the beneficiary may have plenty while in
others she may have little. As the expenses of living
go on just the same during good and bad financial
times, stability and security of income are advisable
even if it seems that occasionally a higher rate of
interest might be earned. In the long run the benefi­
ciary will be better off under the system followed by
the insurance companies.

One factor which makes for stability of income of
insurance estates is the ability of the insurance com­
pany to keep the corpus of the estate working contin­
ually. This means there is no part of the corpus
which is not earning interest. To appreciate this
advantage properly let us take a case where the face
value of the contract is to be paid in twenty annual
installments. If this arrangement were to be carried
out by some other agency, it would be necessary to
invest the corpus of the estate so the due date of
maturities would be staggered, the object being to
provide the beneficiary with part of the principal each
year. In the course of this process, interest is fre­
quently lost for a period of time upon the money to
be paid during a given year because of the difficulty 
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in selecting proper investments which either mature
or can be sold to advantage on the date when the pay­
ment is due to the beneficiary. If the interest is not
lost, there is frequently a wide variation in the amount
of interest paid annually because short-term, low-
interest-bearing securities have been purchased to
meet the early annual payments. Neither of these
types of losses occurs when the insurance company
administers the estate.

Security of Estate
The payment of principal and interest of insurance

estates is guaranteed by the insurance company when
estates are left with it for administration. The total
assets of the company assure the payment of both at
par. As indicated previously, various safeguards are
thrown around the investment services of life insur­
ance, such as the development of contingency reserves,

■ one of the purposes of which is to absorb losses from
investments which do not develop as anticipated. The
policyholder, therefore, has every assurance his benefi­
ciary will receive the payments promised in the settle-

• ment agreement.

Time of Payments and Fees
There is a wide latitude offered by insurance com­

panies as to the time when payments may be made
under the terms of optional settlement agreements.
These are usually made monthly, quarterly, semiannu­
ally, or annually. Generally the company will make
the payments on specified dates subsequent to the
death of the policyholder if this is requested. Some-
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times the policyholder will want to have the payments
made just before Christmas or on the anniversary of
some particular event of a sentimental nature. The
insurance companies will usually do this, making the
necessary adjustments for interest if this date is before
the anniversary of the death of the policyholder. No
fees are charged to the beneficiary for the service of
the insurance company in keeping the insurance estate
properly managed and invested.



CHAPTER VIII

OPTIONAL SETTLEMENTS

Interest-Settlement Option
In the development of any settlement plan a thor­

ough review of the needs of the beneficiary is of pri­
mary importance. The instruments for meeting the
policyholder’s wishes are the optional settlement plans,
and the proper application of these plans in the vast
majority of cases will result in a constructive insur­
ance-estate program designed for the welfare of the
beneficiary. Usually the problem is somewhat com­
plicated because most policyholders are underinsured.
In these cases it is a question of making the insurance
money do the greatest amount of good.

Under the interest option the policyholder can
specify that the insurance estate will be left with the
insurance company either for a definite period of time
or throughout the life of the beneficiary. The in­
terest can be paid to the beneficiary, the effect of this
being to keep the corpus at work earning a substan­
tial amount of interest and to maintain the principal
intact. It meets with favorable consideration from
many policyholders where the income from the face
value of the contract is of primary consideration.

Like any other form of conservation of estates, this
type of optional settlement has its proper uses. A

96
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review of some of these might serve to indicate its
field of service. It is not unusual for a policyholder
to want to suspend the time before title to the corpus
of the estate shall pass. This is particularly true
where the amount of insurance is substantial and the
policyholder wants his wife as beneficiary to receive
the income from the estate and upon her death, the
estate itself to be divided among the children. This
method assures the independence of the mother and
avoids the possibility of making her dependent either
in whole or in part upon her children. Furthermore,
by the time the children receive the corpus of the
estate they are more likely to appreciate the value of
this money. Obviously this method should never be
used in cases where the insurance income is not
sufficient to defray a substantial part if not the entire
living expenses of the beneficiary, unless there is suffi­
cient income from other sources.

A common objection raised against optional settle­
ments is that the money is so tied up the beneficiary
cannot utilize it in the event of emergency such as
sickness. The interest settlement will take care of this
objection. Unless the policyholder has specific reasons
for wanting to tie up the whole insurance estate, it is
worth while to consider the possibility of leaving a cer­
tain portion of the estate with the insurance company
at interest. Then in the event of unexpected needs,
the beneficiary can withdraw sufficient funds to meet
the emergency. Such withdrawals can usually be
made by mail. Of course, in these cases the policy-
holder must definitely state that the money is to be
left at interest at the option of the beneficiary. The 
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companies usually do not object to withdrawals under
agreements of this kind. The beneficiary will lose the
interest for the preceding year if the money is with­
drawn before the time when annual interest is de­
clared, although some companies will allow interest up
to the date of withdrawal.

The value of the interest payment as a means of
building estates under certain conditions is not recog­
nized. Recently a young man asked advice about a
§10,000 endowment insurance policy which his father
had taken out for him and which would mature within
the next year. He said he did not know what to do
with the money. After an analysis of his situation it
was evident that he should take out more insurance.
Accordingly it was suggested that he leave the face
value of the maturing endowment with the insurance
company at interest. The income would be sufficient
to purchase at his age §25,000 of ordinary life insur­
ance. In the event of his death, his estate would
amount to at least §35,000. If conditions should arise
which make it imperative that he use any part or all
of the §10,000 left with the insurance company, he
could do so.

The interest option permits of many variations. An
estate might be divided into three different interest
options. In one case the money might be left at in­
terest to be withdrawn at the option of the benefi­
ciary; in the second the interest might be payable
for a period of five years and then the principal sum
paid to the beneficiary; and in the third the interest
might be paid or accumulated for ten years, when the
principal sum will be paid either to the primary benefi-



OPTIONAL SETTLEMENTS 99

ciary or secondary beneficiary. Some states have
laws preventing the accumulation of interest at least
beyond the tune when the beneficiary reaches his or
her majority. The legal limitations upon accumula­
tions of interest are briefly discussed in the chapter
entitled “Limitations.”

That the interest option is applicable to smaller
estates as well as larger ones is evident from the
experience of one large company which indicates that
this option is usually exercised in estates of less than
83,000. The reason commonly advanced in these cases
is that the money is safe with the insurance company
and it can be procured upon request. This company
also finds that, on the average, insurance estates left
at interest remain with it two or three years.

Installment Settlement Optian
When the insurance is only sufficient to maintain

the beneficiary or dependents for a limited period of
time, the installment option can be used to advan­
tage. The policyholder knows the standards of liv­
ing to which they are accustomed and should be able
to fix the minimum amount necessary for their main­
tenance. In cases of this nature the payments are
made as long as the principal sum lasts. In the course
of these payments the unused money is drawing in­
terest. While this service is applicable to estates of
all sizes, it is particularly helpful in the smaller ones
which are only sufficient to provide an income for
short periods, such as one, two, or three years.

Another method of using the installment option is
to have the amount of the policy paid in equal install­
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merits over a definite period of years. Where the
amount of insurance is substantial, this is particularly
valuable in tiding beneficiaries over periods of time
within which responsibilities are heaviest, for it in­
sures a continuity and stability of uniform payments.
The following table will indicate how many annual
equal payments can be made over a period of years,
using a $1,000 insurance policy as a basis.

Option 2 Installment Payments

(On Basis of $1,000, Interest 3 1/2 Per Cent)

Number
of Years
Specified

Amount
of Each
Annual

Installment

Amount of
Each Semi-

Annual
Installment

Number
of Years
Specified

Amount
of Each
Annual

Installment

Amount of
Each Semi-

Annual
Installment

1.......... SI,000 00 S504 34 16.......... S79 88 §40 38
2......... 508.60 17.......... 76 38 38.60
3......... 344.86 173 98 18.......... 73 26 37 02
4.......... 263.04 132.72 19.......... 70 48 35.62
5.......... 211.00 107 98 20 .......... 67 98 34 38
6.......... 181.32 91.52 21 .......... 65 74 33 24
7........ 158.02 79.76 22 .......... 63 70 32.22
8.......... 140.56 70.96 23.......... 61 86 31 28
9........ 127.00 61.12 24.......... 60 16 30.44

10.......... 116.18 58.66 25 58 62 29 66
11........ 107.31 5*122 26 57 20 28 94
12........ 99.98 50 50 27 55 90 28 28
13........ 93.78 47.38 28 54 68 27 68
14........ 88.48 44.70 29 . 53 56 27.12
15.......... 83.90 42.40 po........ 52.54 26.60

When the installment option is used to provide a
living income as long as the principal sum lasts, and
excess interest is paid by the company, these amounts
will be increased. If left with the company, the addi­
tional interest can be used to extend the period of
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time during which the agreed-upon payments will be
made. In cases where an equal amount is to be paid
over a definite period of time, say twenty years, and
the excess interest is left with the company, the period
of time within which payments will be made will be
materially extended. In these twenty-year cases, as­
suming the company is guaranteeing a minimum rate
of 3 per cent and is earning only 1 per cent excess
interest each year, the beneficiary will receive pay­
ments for twenty-two years, eight months, and not
quite two weeks. Obviously the higher the excess
interest earning, the longer will be the duration of the
periods, as just the addition of %o of 1 per cent adds
almost thirteen monthly payments to an original plan
which called for monthly installments during twenty
years. In the event of a monthly installment agree­
ment for twenty years, the excess interest earnings to
be paid annually will decrease each year. This is
because the principal sum is becoming less year by
year.

This form of settlement enables the small policy-
holder to use it as a basis for building an insurance
estate program. Let us take the case of a young man
who is making a salary of 8200 a month. He is mar­
ried and has two children. He, like other young men
with no means of support but their salary, can neces­
sarily carry only a limited amount of insurance. In
the event of his death the immediate problem of his
widow would be to pay the bills and then have suffi­
cient funds to go through the period of adjustment
which always follows the decease of a breadwinner,
using this period as a means of preparing plans for 

i
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the future. The practical thing to do in this case,
having in mind the installment settlement, is for the
young father and husband to buy as much insurance
as he can carry with the idea of continuing his monthly
salary for a short period of time. Let us assume he
can afford to take enough insurance to insure the
continuance of his monthly salary for twelve months
after his decease. This will serve as a base for the
future development of his program. Thereafter his
insurance estate will be increased as his finances per­
mit, so the number of months during which the benefi­
ciary will receive his salary will be increased. When
the policyholder is satisfied with the period for which
arrangements have been made to continue his monthly
salary, other forms of settlement service might be
arranged.

Irrespective of the face value of the contract, after
a sufficient sum has been deducted for the payment
of expenses incidental to the death of the policyholder,
the residue may be paid in installments to the benefi­
ciary. Of course the insurance company could not
afford to make a payment involving less than a mini­
mum sum, say ten dollars a month. This settlement
option is particularly helpful in small insurance es­
tates, because it gives a beneficiary an income upon
which she and her children can live for a period of
time. The wife is in the habit of receiving her income
in weekly or monthly installments so that this method
is just a continuation of the practice to wdiich she is
accustomed. It is far better to give her a livable
income for a short period of time than to offer a much
smaller income for an extended period of time. This
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plan will give her the money when she needs it most,
because it enables her to keep the family together as
long as possible. Then, too, the mother can prepare
the children for life and give them the best foundation
possible under the circumstances. Of course, the
longer the period of time during which the living
requirements can be met by monthly payments, the
better will be the start for the children. As they reach
the age when they can contribute to the maintenance
of the family, pressure upon the beneficiary will be
reduced.

In order to avoid unreasonable periods of time over
which the installments or interest upon the install­
ments might be paid, insurance companies necessarily
have to establish an outside limit. Usually the period
within which the installment option must be com­
pleted is thirty years. If a limitation of this nature
were not insisted upon, it is possible that legal com­
plications might develop which would affect not only
the company, but also the beneficiary. This limita­
tion, therefore, tends toward simplifying settlement
agreements and insures the fulfillment of such agree­
ments made.

When installment options are used as the basis for
the insurance estate, it is generally well to provide
that the first payment will be greater than the suc­
ceeding ones. The reason for this is to provide the
beneficiary with necessary funds to meet bills and
expenses incidental to the policyholder’s decease. This
can be accomplished by having the policyholder pro­
vide for part of the face value of the contract to be
paid in a lump sum and the rest to be paid in accord­
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ance with the installment option agreement. In the
event such an arrangement is not made, the beneficiary
without other income may be in an embarrassing
situation because of lack of funds.

Various combinations of installment options may be
made. In addition to those suggested in the foregoing
discussion, sliding-scale payments can be made; for
example, let us assume a case of a man -who wants to
give his six-year-old daughter a college education. In
the event he lives he is reasonably certain he can do
this; therefore the problem is to assure his daughter
of this training in the event of his death. The settle­
ment agreement, after providing for the payment of a
lump sum for necessary expenses, can be divided into
two sections. The first will provide an income for the
maintenance of the daughter until she reaches college
age; the second would be effective at that time and
be sufficient to pay for the necessary expenses of a col­
lege training. The monthly benefits under the second
section would naturally be much more than under the
first.

Life-Income Option
This mode of settlement is designed to assure the

beneficiary of a regular income of equal payments as
long as she lives. It guarantees a certain income for
a definite number of years and as long thereafter as
the beneficiary lives. The life-income option is made
up of two factors, the first providing the income for
the term certain or fixed period and the other an
annuity which becomes effective immediately after the
expiration of the term certain. It is important to
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understand this distinction, because the dividends are
paid only during the term certain. This term usually
runs for a period of five, ten, fifteen, or twenty years,
although some companies write it for twenty-five
years. In the event the beneficiary dies before the
term certain has expired, the unpaid installments will
be paid to her estate during the balance of the term
certain unless otherwise directed by the policyholder
in the settlement agreement. In case the beneficiary
lives beyond the term certain, her estate or the con­
tingent beneficiary will receive nothing from the life
insurance contract. As indicated previously, her in­
come beyond the term certain was from an annuity.

In any mode of settlement intended to supply the
beneficiary with a fife income, the exact amount to be
paid per SI,000 of insurance will depend upon the age
of the beneficiary at the time of the death of the
insured. The reason for this is the older the benefi­
ciary at the time of the death of the policyholder, the
shorter is the period of time during which the benefi­
ciary will probably live and, therefore, the greater will
be the amount of the life-income installments. As the
beneficiary approaches the period at which she is
unable to pay living expenses, the greater is the need
for more substantial life-income payments. Once
these are started, it is important they be continued
until death. • The life-income option does this, hence
this form of settlement is well worth considering in
cases where the beneficiary has no children or other
contingent beneficiaries, or a fife income is desirable.
The table on page 107 will be helpful in determining
the amount of life income possible per §1,000 of life 
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insurance at various ages of beneficiaries at the time of
the death of the policyholder.

A benefit incidental to the application of the life­
income plan of optional settlement, for a beneficiary
who has children, is that in the event of the death of
the beneficiary shortly after that of the policyholder,
the children will get a very substantial part of the
insurance estate at a time when they need it most.
When the children are young, their ability to earn a
living is least; therefore the need for the greatest
amount of the insurance estate possible. As the chil­
dren’s economic ability grows, the imperative need for
the insurance estate decreases until the children are
able to take care of themselves. Some companies,
upon the death of the beneficiary who had been receiv­
ing the fife-income payments, permit the children to
decide, through their guardian, how the remaining
money is to be paid. In the event the policyholder
dies as the beneficiary is approaching fifty years of
age, the probability is that a substantial portion of
the parent’s responsibility will be over. It is a com­
fortable feeling then for the beneficiary to know that
as a result of the larger regular income, she will not
be so likely to hamper, or be a burden upon her
children while they are getting started in life.

Policyholders desiring to provide for the future of
their daughters will find the life-income mode of set­
tlement deserving of consideration. In the event the
daughter, after the policyholder’s decease, decides to
earn her own livelihood, a steady income will enable
her to select a type of work or the opportunity which
is most pleasing or suitable to her. Economic pressure



Option 3 Life Income

(On Basis of SI,000)

Age of
Payee
When
Policy

Becomes
Payable

Amount of Each
Installment

Age of
Payee
When
Policy

Becomes
Payable

Amount of Each
Installment

Fixed
Period of
20 Years

Fixed
Period of
10 Years

Fixed
Period of
20 Years

Fixed
Period of
10 Years

10 and
under ..
11

§43.24
43.40
43.58
43.76
43.94
44.14
44.34
44.54
44.78
45.00
45.24
45.50
45.76
46.04
46.32
46.64
46.94
4728
47.62
47.98
48.36
48.76
49.16
49.60
50.04
50.52
51.00
51.50
52.02
52.58
53.14
53.72
54.32
54.92

844.46
44.64
44.82
45.02
45.22
45.44
45.66
45.90
46.14
46.40
46.68
46.96
47.26
47.56
47.90
48.24
48.60
48.96
49.36
49.78
50.22
50.68
51.16
51.68
52.22
52.78
53.38
54.02
54.68
55.38
56.14
56.92
57.74
58.62

44.......... 855.56
56.20
56.86
57.54
58.20
58.88
59.56
60.24
60.92
61.58
62.22
62.84
63.44
64.00
64.54
65.04
65.50
65.92
66.30
66.64
66.94
67.20
67.40
67.50
67.50
67.50
67.50
67.50
67.50
67.50
67.50
67.50
67.50
67.50

859.54
60.52
61.56
62.64
63.78
64.98
66.24
67.56
68.96
70.42
71.94
73.52
75.18
7688
78.66
80.50
82.38
84.30
86.28
88.28
90.30
92.32
94.34
96.36
98.34

100.28
102.18
104.00
105.74
107.38
108.92
110.32
111.60
112.74

45..........
12 . 46..........
13 47..........
14 48..........
Iff 49..........
16 50...........
17 51..........
18 52...........
19
20 54..........
21 55..........
22 56..........
23 57..........
24 58..........
25
26 60..........
27 61..........
28 62..........
29 63..........
30 64..........
31
32 66..........
33 67..........
34 68..........
35 69..........
36........... 70..........
37........... 71..........
38........... 72..........
39........... 73..........
40........... 74..........

75..........41...........
42 76..........
43........... 77..........
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will not then be a factor in forcing her into some field
of endeavor which she otherwise would not enter.
Then, too, regardless of the vicissitudes of business, a
continuous income for fife is an anchor to the wind­
ward.

In spite of the efforts of prudent parents, it is pos­
sible a daughter may marry a man who is not deserv­
ing of her. In this event, the continuance of regular
payments gives her an independence -which is so desir­
able in cases of this kind. If the daughter is getting
along in years when her marital relations become un­
satisfactory,' a life income is a blessing. Looking at
life incomes for daughters from the viewpoint of suc­
cess and happiness, they can be very nicely used
to provide the little luxuries for the present or in
planning for the future. They enable a parent, long
after he is gone, to safeguard his daughter’s financial
future.

As an illustration invariably drives home more forc­
ibly the value of any principle, an actual case may
serve to emphasize the importance of the foregoing
statement. A prosperous business man took out a
considerable amount of life insurance and arranged
for part of it to be paid on a life-income basis to his
small daughter in the event of his death. Subse­
quently his wife died. Under the influence of his
second wife, he willed his entire estate to her shortly
before his death, expecting her to take care of the
daughter. Later the second wife remarried and took
absolutely no interest in the daughter. Unfortunately
the daughter married a man whom she had to leave
ultimately. While the income from her father’s in-
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surance was not quite sufficient to support her, it
enabled her to be independent. With the aid of it in
addition to her own efforts, she has been able to start
a small business which is prospering.

Percy H. Evans, Actuary of the Northwestern
Mutual Life Insurance Company, wrote an interesting
article several years ago about life incomes. He told
of a case of a manufacturer who bought S90,000 worth
of life insurance in his company. This was on the
life-income basis with payment guaranteed for 25
years certain and thereafter as long as the beneficiary
lived. About 3 years after the policy was issued the
manufacturer died. In the interim he paid in pre­
miums the sum of §15,769.47. The settlement option
provided that the corpus should be divided into three
equal divisions, one for the widow and one for each of
two daughters. The reversionary interest in each of
these divisions in the event of death of that particular
beneficiary before 25 years certain elapsed was placed
in the two living as joint contingent beneficiaries. In
the event of the death of two, the reversionary interest
of their divisions became vested in the remaining sur­
vivor. In reviewing the insurance company’s experi­
ence with this particular case, Mr. Evans indicated
that during the first 10 years, the total time which had
elapsed since the death of the policyholder, the aver­
age monthly payment, including dividends, to the
mother was §155.13, to one daughter §131.12, and to
the younger daughter $127.97. The average annual
income to the mother and daughters was $4,970.64.
While Mr. Evans figures this as 5.52 per cent of the
$90,000 of life insurance, it is interesting to note this 
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annual income is more than 33 per cent of the invest­
ment which the policyholder actually made.

In applying the life-income mode of settlement to
a particular case, the needs of the beneficiary are para­
mount. While some experts take the position that the
life-income settlement should not be used unless there
is at least 510,000 of life insurance, there are many
cases where the use of this form of settlement in in­
surance estates of less than this amount would be
justified. In taking a fixed amount as a dividing line,
the assumption is that the income from a lesser sum
will not meet the bare necessities of life. In cases
where there is no other estate and the face value of
the insurance is not sufficient to give a living life
income, some other form of settlement shou’ld be
taken. Where there are other assets, it might at
times be advisable to round out the regular income
of the beneficiary by a life income from the insurance
estate.



CHAPTER IX

COMBINATIONS AND TREND

The various modes of settlement present simple but
effective methods which, if properly handled, will meet
the estate needs of the vast majority of policyholders.
Extreme flexibility is possible through combinations
of various kinds, and as most settlement plans are
made to protect a wife and children, this flexibility is
important. In arranging these combinations it is
usually necessary to have a lump sum payable to the
beneficiary to take care of expenses incidental to the
death of the policyholder. The optional settlements
should be applied to the remaining sum. Combina­
tions can be made within the same form of settlement
or between all the various forms of settlement.

A man having §15,000 of insurance to dispose of
after setting aside a reasonable amount for funeral
and other expenses, might wish his beneficiary to
receive §2,000 a year for the first 5 years after his
death and §1,000 a year for the next 5 years.1 In
order to accomplish this, the principal sum should be
divided into two parts, both of which would be gov­
erned by provisions of the installment settlement
plan. The first provision would call for the pay­
ment of §10,000 of the principal sum upon the basis

1 Annual interest will increase these sums.
Ill 
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of SI,000 a year, beginning with this death, for 10
years, while the second provision would require the
payment of the remaining S5,000 in SI,000 install­
ments beginning with policyholder’s decease. The
reason for making the two provisions is that some
insurance companies will only pay under a single in­
stallment provision equal installments, whereas this
policyholder contemplated that for a period of time
his beneficiary would receive twice as much money
during the period of adjustment following his death
than she would be paid thereafter.

Combinations of interest, installment, or life-income
options are rather common. Cases where the policy-
holder wants to assure the education of his children,
such as the one referred to under the section dealing
with installment options, frequently require a com­
bination of interest and installment modes of settle­
ment. As it is estimated to cost $5,000 to pay the
expenses of a boy to go through college, arrangements
may be made to have this paid to him at proper
intervals. Provision might be made to take part of
this sum to provide a monthly income for the four
years the young man is in college. A separate sum
sufficient to pay tuition, books, and fixed charges of
the college which are payable each term may be set
aside. This will be paid semiannually in equal install­
ments during the four college years. The unused por­
tions will bear interest.

Another illustration is that of a policyholder who
wanted to leave his primary beneficiary an income of
$100 a month for 10 years, and a contingent benefi­
ciary a lump sum of $10,000 at the end of 10 years
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with the interest in the meantime going to the pri­
mary beneficiary. A face value of 820,228 is neces­
sary to accomplish the policyholder’s purpose. By
using the installment option, the beneficiary will re­
ceive 8100 a month for 10 years from the sum of
810,228 which has been set aside for this purpose. In
addition, 8350 would be paid each year for 10 years
making the beneficiaries’ total annual income 81,550.
Each of the annual additions represents the guaran­
teed interest by a company writing on a 3% per cent
basis. There will be an additional interest payment
based upon the excess earnings of the company.

To illustrate the possible combination of fife income
with installment options, after an inital lump-sum
payment has been made, let us take the case of a pol­
icyholder who dies and leaves a widow, aged 40, with
two children who are 14 and 16 years old respectively.
We will assume that he has 821,000 left for distribu­
tion. This may be divided into two sums with sep­
arate provisions of the optional settlement plan
describing just how each is to be paid. Fifteen thou­
sand dollars will provide a fife income, with payments
guaranteed for 20 years certain, for the beneficiary.
This will amount to 8797.10 annually, which is on the
assumption the insurance company has guaranteed
3% per cent per annum, but this sum will be further
increased by excess interest earnings. The remaining
86,000 will be paid under the installment option plan
on the basis of 81,000 a year. This will be increased
by the guaranteed rate of interest and excess interest
earnings upon the unpaid annual installments. Dur­
ing the period when the beneficiary will have the 
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greatest need for income because of responsibilities,
she will receive as a minimum income $1,797.10 and
thereafter the life income referred to previously.

A combination of settlement agreements which is
not uncommon is to give the wife interest from the in­
surance estate during her life and designate the son and
daughter as contingent beneficiaries. Upon the death
of the mother the son will be paid the interest on his
share of the estate for a definite period and the daugh­
ter given a life income. The reason for the different
treatment of the son and daughter is based upon the
roles which men and women play in life. The man,
unless he is a spendthrift or for some reason not to be
trusted with money, usually has need for funds to
get started in business or, if he is a professional man,
to tide over the period when he is developing a reputa­
tion. In these cases, the policyholder specifies that
the principal sum should be paid to the son when he
has reached a definite age. Of course, none of this
applies in cases where the policyholder is wealthy and
has taken the insurance out as an added safeguard for
the welfare of his children.

In the foregoing case, the policyholder may have
specified that when the daughter became twenty-one
part of the insurance estate would be taken to pur­
chase the life income for her, and when the son
reached thirty another portion of the insurance estate
would be taken and given to him in a lump sum. In
the event he did not want to take this, he could have
the insurance company pay him this money in install­
ments or on a life-income basis. This would have left
the wife, the primary beneficiary, with only a portion.
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of the original corpus of the insurance estate. She
might leave this at interest and draw a certain amount
each year, purchase a life income or have the residue
paid in installments. If the policyholder had elected,
he could have limited the amount which the benefici­
ary could withdraw during any one year.

The value of combinations of options is evident
from the records of companies which are developing
the insurance estate service for the benefit of policy-
holders and beneficiaries. An analysis of the record of
one of the larger companies which has been effectively
safeguarding beneficiaries’ interests through insurance
estates indicates a very real field of service for com­
binations of optional settlements. In 1924, about 40
per cent of the requests for optional settlement agree­
ments called for combinations, while in 1925, these
requests had grown to 55 per cent of the total.

Trend

Optional Settlements
An effort has been made to establish figures which

will definitely indicate the extent to which optional
settlements are utilized by policyholders. Through
the courtesy of life insurance companies with about
§20,000,000,000 of ordinary life insurance in force,
much information has been obtained, but it has been
difficult to get accurate figures upon which to base a
trend or growth of the use of the insurance companies’
service because as recently as five years ago such a
small number of policyholders availed themselves of 
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optional settlement privileges. As their requests were
received they were filed with the policies and properly
executed after the death of the policyholder. It would
require considerable work to go through each policy for
the necessary information. Since there is general
agreement as to the increased interest in insurance
estates since then, many of the companies have begun
to keep separate records for the purpose of more accu­
rately watching the growth of this service, which in
effect puts the beneficiary on the pay roll of the in­
surance company. The information used to develop
trends is based upon actual statistics kept by some
companies and estimates made by officials of others.

Percentage of Policies
Of all the policies issued during 1920, only 2.8 per

cent were on an optional-settlement basis. The mini­
mum percentage reported by any company was .23
per cent, while the maximum percentage was 11.41 per
cent. Turning to the policies written in 1925, we find
a material change. Of all the policies written during
that year 7.37 per cent carried optional settlements of
one type or another. The range was from 1.56 per
cent in one company to 23.79 per cent in another.
Every company reported substantial increases in the
number of requests for optional settlements on poli­
cies written during 1925. That old policyholders are
gradually appreciating the importance of these forms
of settlement is evident from the requests being re­
ceived by companies who educate their policyholders
about insurance estate service. One of these compa­
nies had 3,900 requests during 1925 from old policy-
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holders relative to arranging optional settlements on
contracts written prior to that year. The same com­
pany had 4,759 requests for optional settlements upon
policies written during that year.

Value of Policies
In 1920, the value of the policies with optional set­

tlements amounted to 6.28 per cent of the total insur­
ance written that year. In 1925, the value of the
insurance policies on this basis amounted to about
12 per cent. There has been a slight decrease in the
face value of the average settlement policy written dur­
ing 1925 in comparison with 1920. In 1925, the aver­
age life insurance contract with optional settlement
service was not quite twice the value of the average
ordinary life insurance policy, whereas in 1920 the
value of optional settlement policies was nearly three
times that of those without this feature.

Uses
Investigation discloses that more policyholders

select the installment option than either of the
others. The interest option ranks second in popu­
larity, with the life-income option third, and miscella­
neous agreements fourth. A comparative study for
1920 and 1925 is set forth on page 118.

Combinations
The company which reported the largest number of

optional settlements requested in 1925 on new and old
business, indicates that out of 17,908 policies endorsed
for optional settlements, 9,829 were for combinations
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Settlements Selected by Policyholders

Form of Optional Settlements
Percentage

in 1920
Percentage

in 1925

a. Number of policyholders requesting
equal installments or other forms of
installment option .................................. 46 47

b. Number of policyholders requesting
interest-payable option.......................... 27 30

c. Number of policyholders requesting
guaranteed life income for certain
number of years..................................... 17 19

d. Miscellaneous agreements.................... 10 4

of settlements. Combinations of the interest option
plus installment option were endorsed on 2,058 poli­
cies. Combinations of the interest option and life­
income option were installed on 3,747 policies. Com­
binations of interest, installment, and life-income were
endorsed on 4,024 policies.

Periodical Review

Looking back twenty-five years, thoughtful policy-
holders may wonder how far the incomes possible from
the face values of their life insurance contracts will
serve to provide the needs of beneficiaries in the future.
At that time a pair of shoes could be purchased for S3,
while to-day the corresponding shoes sell for $9 or
$10. Then a boy could go to college for about $300 a
year, whereas to-day it costs this much to send a child
to the first grade in some good private school as a day
student. Foodstuffs, clothing, and rents are appreciably
higher to-day than they were even fifteen years ago.

The value of the dollar is intertwined with national
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prosperity. Efforts have been made to equalize more
or less the wide swings between boom times and
panics; for example, the Federal Reserve System has
made material contributions toward this end, and
many business men producing commodities of a sea­
sonable nature have rearranged their sales and pro­
duction processes so as to operate continually through­
out the year. Substantial reserves have been built
during the period of high prices which are available
for tiding over the interval between the two extremes
of the economic cycle. These consist primarily of life
insurance, savings accounts, investments in sound
securities, and property ownership.

The value of these reserves is dependent upon the
price level existing at the time they must be used.
Based on fluctuations in the purchasing power of the
dollar in the past, radical changes in price trends sel­
dom happen overnight. As these trends are invari­
ably and plainly evident at intervals of every few years,
it is important for policyholders to review from time
to time the amounts of insurance which they have al­
located in their insurance estate to accomplish certain
specific purposes. In order to take care of upward
variations in price levels after the death of the policy-
holder, it is well to urge that a portion of the insurance
estate be left at interest, subject to the will of the
beneficiary or trustee, to take care of this contingency.
In the event the variations should be downward, the
purchasing value of the insurance dollar would increase
and it would not be necessary for the policyholder to
take this money. In preparing provisions of this na­
ture for inclusion in the optional settlement agreement
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or insurance trust, the state law in reference to ac­
cumulations must not be violated.

Use of Dividends

Policyholders should not overlook in the optional
settlement agreement additional life insurance which
has been purchased with dividends. Definite provi­
sions should be made for the care of this additional
insurance as well as any additional funds which might
be paid under a double-indemnity clause. In the event
provision is not made, the extra insurance will be paid
in a lump sum upon the death of the policyholder.
One method of using these additional funds is to
specify that they shall be applied toward increasing the
installments, for example, in the case of the applica­
tion of the double-indemnity benefit, that the income
specified shall be doubled.

Some provision should also be made to take care of
loans which may have been made against the policy.
Obviously if the policyholder dies before they are re­
paid, the insurance estate is just that much less and
the installments or benefits requested in the settlement
agreement will be correspondingly affected. There­
fore, when there is a loan placed against a policy upon
which a settlement agreement has been made, it is well
to specify whether the terms of the settlement are to
be carried out by reducing the period within which
certain installments are to be paid or by reducing the
amount of installments and thereby continuing them
throughout the period which the policyholder has in
mind.
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Termination of Agreements

This will be accomplished by the fulfillment of the
promises of the insurance company, by the death of
the beneficiary before the policyholder, by written re­
vocation to the home office of the company by the
policyholder, by changing either the beneficiary or the
method of payment of the benefits, by surrendering
the policy for cash surrender value, or by assignment.

Program

There is no uniform way of preparing an optional
settlement agreement. All a policyholder has to do is
to specify what money he wants his beneficiaries to
receive from the insurance company and upon what
basis these payments are to be made. Adequate pro­
vision should be made for a lump sum to take care
of expenses incidental to the death of the policyholder.
The policyholder might then list his dependents as
well as his immediate and future responsibilities to
them. Opposite each dependent he can place the
amount of insurance necessary to carry out his respon­
sibilities or ambitions as well as how he wants the in­
surance company to pay the funds to accomplish his
purpose. One of the insurance companies suggests
to its policyholders that it is much easier to prepare
the basis of their optional settlement agreements if
they will set down in letter form to their beneficiaries
just how they want the proceeds of the insurance es­
tate used. Of course, the letter is never mailed. In the
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preparation of any optional settlement agreement it
is well to remember that the legal staffs of the insur­
ance companies are experts in this field and are at the
service of the policyholders.



CHAPTER X

DESIGNATION OF BENEFICIARIES

The proper identification of a beneficiary is an ex­
tremely simple matter and tabes very little time. It
is only necessary for the policyholder clearly to identify
those persons who are to benefit from the insurance
estate. In the event the policyholder does not desig­
nate the beneficiary, the face value of the policy will be
paid to his executors, administrators, or assigns upon
his death. The effect usually is to distribute the in­
surance estate in accordance with the laws of distribu­
tion of the state in which the policyholder dies. Under
such circumstances, it is conceivable that some may
share in the estate whom the policyholder would not
wish to benefit.

Insurable Interest
It is contrary to public policy to permit life insur­

ance contracts to be made when not based upon an in­
surable interest. This is generally the rule in the
United States; for if the prevailing opinion were other­
wise, life insurance contracts would be purely wagers.
Wager policies are invalid, while interest policies are
valid. By an interest policy is meant a contract where
the beneficiary has an insurable interest in the insured
life.

123
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Frequently the question arises, what are insurable
interests in life insurance? An insured is said to have
an interest in his own life because he will not appoint
a beneficiary or designate an assignee inimical to him­
self. The beneficiary has an interest in the life of any
other person upon whom he or she is dependent for a
livelihood. Then, too, an insurable interest may be had
in the life of a debtor by a creditor, or in cases where a
partnership or corporation would suffer a financial loss
as a result of death. It is only necessary for the in­
surable interest to exist at the time the contract is
taken out.

In cases where policyholders take out the life insur­
ance contract, they can designate any one they want
as beneficiary, even though the one designated has no
insurable interest in their lives, except in Indiana
where the choice is restricted to certain blood relatives
or persons having an insurable interest in the insured
life. Likewise, a life insurance contract can be as­
signed to any one without an insurable interest, pro­
viding the assignment is really made in good faith and
not as a means of hiding some wagering or gambling
•contract on the life involved.

Some states have legislation to the effect that bene­
ficiaries must have an insurable interest in the life of
the policyholder. In these states, it is impossible for
the insurance company to pay the face value of the
policy to those who do not have an insurable interest.
Proper cooperation with the insurance company will
enable policyholders to know just what states make
this requirement. If there is the slightest doubt in the
mind of the policyholder about the law of his state, he
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should make an inquiry when submitting his optional
settlement proposal to the insurance company. He
may be reasonably certain that as a result of advice
from the company an illegal designation of a bene­
ficiary will be avoided, because the legal staffs of the
life insurance companies are well acquainted with leg­
islative and judicial rulings of this nature.

Cooperation of Beneficiary
Many years ago life insurance was looked upon by

some as being sacrilegious, because it involved death,
an act of God. Since then the institution of life in­
surance has assumed its proper position in the public
estimation. In the main, beneficiaries appreciate how
helpful life insurance is. There are still some who
argue against the purchase of life insurance or frown
upon an increase in existing life insurance. This view
point is hard sometimes for life insurance specialists to
understand, for they so regularly see the benefit to the
wife and home. The reasoning of the wife is undoubt­
edly due in many cases to economic reasons.

It seems to some beneficiaries of this class, that
every time there is surplus money in the family treas­
ury, some much-looked-for luxury1 or addition to the
household furniture must again be given up in order
to pay insurance premiums. Wives of this class are
often responsible for the failure of their husbands to
carry more life insurance. When the husbands are in
the frame of mind to provide additional protection,
these wives think in terms of immediate enjoyment
and console themselves with the feeling that after all
death is a long way off. After the husbands have
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passed on and the immediate need of money becomes
apparent, beneficiaries of this type realize they are
partly responsible for their own situation.

Because the beneficiary plays such an important
part in determining the size of many insurance estates
and sometimes has discretion in determining just how
the funds provided by these estates are to be used,
efforts might well be made to have them understand
more about the service of life insurance. The more
of these educational efforts during the life of the
policyholder, the less should be the need after his
death.

Frequently a policyholder will designate a bene­
ficiary and not elect to use any of the optional settle­
ment plans. In these cases the beneficiary after the
policyholder’s death may request the insurance com­
pany to care for the insurance estate, indicating which
of the optional settlement plans she desires the in­
surance company to follow. The experience of one of
the larger insurance companies indicates that bene­
ficiaries seldom use this privilege. As the tendency
among policyholders is greater to-day than five years
ago to ask the insurance company to administer their
insurance estates, it is fair to assume that with proper
educational efforts beneficiaries of the class referred to
will likewise avail themselves of this service as they
acquire a better understanding of its value.

While the policyholder invariably designates the
mode of settlement, it is possible that the beneficiary
may jointly prepare the form of settlement agreement.
This seems worthwhile, and might well be generally
adopted excepting in cases where such action is neither
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desirable nor feasible. Consultation with the bene­
ficiary prior to the final drafting of the provisions of
the optional settlement agreement will often result
in more thoroughly thought-out terms. Then, too, a
beneficiary would be made to think in terms of the
future, the effect in the case of a wife being to make
her appreciate more thoroughly the value of life in­
surance to her and her children. Furthermore, in cases
where the beneficiary receives the corpus of the in­
surance estate in a lump sum, he or she is in a better
position to make an intelligent decision as to the ex­
tent to which the insurance company’s services will
be used.

Who Are Beneficiaries
John K. Gore, Vice-President and Actuary of the

Prudential Life Insurance Company, investigated
4,000 cases in order to determine the type of bene­
ficiaries selected. He found that wives were named in
2,108 cases, or 52.7 per cent; parents in 1,000 cases, or
25 per cent; husbands in 247 cases, or 6.2 per cent;
children in 172 instances, or 4.3 per cent; brothers
and sisters in 136 cases, or 3.4 per cent; corporations
in 20, or % of 1 per cent; partners in 12, or %o of 1
per cent; grandparents in 5 cases; aunts and uncles in
14; nieces and nephews, 9; guardians, fiancees, or
friends, 13; banks or other trustee, 9; creditors, 8; and
grandchildren, 1. In the remaining 246 cases the in­
sured designated his estate as the beneficiary. Ed­
ward A. Woods, General Agent of the Equitable Life
Assurance Society in Pittsburgh, estimates that 92
per cent of all life insurance in force is payable to
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named beneficiaries, generally wives or children of the
policyholders.

Identification of Beneficiary
Before a policyholder can decide who is to be the

beneficiary under his life insurance policy, he should
give very careful consideration to what he wants his
insurance estate to accomplish. It is then an easy
matter for him to definitely describe and name the
beneficiary. If there is any doubt in his mind, he
should consult with the representative of the insur­
ance company. Ambiguous designations lead to
trouble. As the insurance companies are not judicial
tribunals, cases of this nature frequently lead to con­
troversy and finally have to be settled in court. Acts
of omission on the part of those who have passed on,
have often resulted in bitter feelings among contest­
ants and a nonfulfillment of the policyholder’s in­
tention.

The name and relationship of the beneficiary should
be clearly set forth in the application for the policy.
Where the beneficiary resides at an address different
than that of the policyholder, it might well be stated.
Imagine the difficulty which may arise in cases where
the beneficiaries are referred to as “the children, heirs,
issue, children then surviving, or wife and children.”
Any of these designations might be confusing under.
certain conditions because they are not specific and
definite. From the standpoint of the law, the meaning
might vary in accordance with court decisions.

While some companies do not object to beneficiaries
being identified as a class, it is well to recognize there
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is a conflict of legal decisions on the definition of
“children.” In order to avoid such results, the policy-
holder should specifically refer to the children indi­
cating just what part of the insurance estate he wants
each to have. The same suggestion holds true for
other types of beneficiaries who have been identified as
a class.

When a policyholder is in debt, he sometimes is in­
clined to use as a means of designating his beneficiary
the words, “to creditor as interest may appear and bal­
ance to my wife.” The first question which occurs is,
who is going to determine how much the creditor is
to get out of the insurance estate? If the creditor re­
quests .more than the wife thinks reasonable, the prob­
abilities are that the courts will have to settle the
question. Such cases can be avoided by definitely in­
dicating the extent of the debt and the amount of the
insurance estate to be paid to the creditor. This
should be done when the policy is taken out, the bene­
ficiary is changed, or an assignment made. Indefinite
descriptions of rights such as this are not in the inter­
est of either the policyholder or the beneficiary.

A policyholder having a rather substantial life in­
surance policy sometimes writes opposite the names of
those whom he wants to share in his insurance estate,
the specific amount to be paid to each. This is per­
fectly all right in the event the face value of the policy
is intact at the time of the policyholder’s death. Where
this has been impaired because of a loan, the question
arises how much money will be paid by the insurance
company to the designated beneficiaries. There are
various ways of meeting this situation.
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A policyholder borrowing on his contract can take
an amount of insurance equivalent to his loan so the
face value of his estate will not be depleted if he should
die before repaying the loan, or he may indicate that
each of the main beneficiaries will receive a fixed per­
centage of the value of his insurance estate at the time
of his .death, such as “Pay to the------Bank one-third
of the proceeds and balance to my wife, Mary Smith.”
A further provision should be made which will indicate
just what the .wishes of the policyholder are in refer­
ence to the share of designated beneficiaries who
might die before- him.

Contingent Beneficiaries
There are various reasons why contingent bene­

ficiaries should be specified. In the event of the death
of the beneficiary before the policyholder, the insur­
ance estate upon the death of the latter will promptly
pass to the contingent beneficiary. There is no delay.
Executor’s fees are avoided and the Federal estate
tax, provided that not more than §40,000 of life in­
surance is involved, does not have to be pa-id. As
there are so-many disputes over estates, this possibility
is eliminated because the face value of the policy is
never part of the estate unless directly payable thereto.
For the same reason, creditors of the policyholder can­
not attach the face value of the policy after his death.

In installment options it is well to designate not only
a contingent beneficiary who will succeed to the in­
terest of the beneficiary in the event of his or her
death, but also a second contingent beneficiary who
will receive the remainder of any unpaid installments
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upon the death of the alternative beneficiary. In
cases where such an arrangement is not made, it is
customary to commute the remaining installments
and pay the commuted value to the assigns, adminis­
trators, or executors of the estate. Of course the com­
muted sum is reduced to present values, some com­
panies doing this at the rate of 3 per cent and others
at 31/2.

When the optional settlement plan calls for lump-
sum payments or payments under the interest option,
care should be taken to see there is a contingent bene­
ficiary named in cases where the primary beneficiary
will not under the terms of the settlement agreement
receive the total income and principal. The only ex­
ception to this would be in cases where the policy-
holder wants his estate to be the contingent bene­
ficiary. Legal complications may arise if this is not
the case and a contingent beneficiary has not been
designated. Unless the estate of the policyholder is
contested, it will be settled and closed within a rea­
sonable time after the policyholder’s death. After the
death of the primary beneficiary, the dead policy-
holder’s estate would have to be reopened in order to
take care of the unpaid installments or the remaining
values of the insurance estate. When it is realized
that many years may elapse between the death of the
policyholder and that of his beneficiary, the trouble
incidental to cases of this nature is evident.

When contingent beneficiaries are specified, the or­
der in which the insurance estate or parts thereof
should follow in precedence from one successive bene­
ficiary to another should be clear. Sometimes a policy­
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holder is inclined to name a primary and several sec­
ondary beneficiaries, the interest of each to depend
upon certain contingencies. Then a number of con­
tingencies are referred to. Such proposals necessarily
make for complex settlement agreements. As a rule
these should be discouraged, because the simpler the
agreement the more assured is the policyholder that
there will be no legal complications.

When a policyholder designates a beneficiary,
numerous contingencies may arise which will af­
fect the interest of the beneficiary before the policy-
holder’s death. One of them is the death of the bene­
ficiary, which will result in the insurance being paid
to the estate of the policyholder unless he designates
another beneficiary prior to his death. The same prin­
ciple applies to the case of the policyholder who has
named three beneficiaries and one of them dies before
him. The decedent’s contingent interest would be
paid to the estate of the policyholder, whereas the
other two beneficiaries would share in the insurance
policy to the extent specified by the policyholder.

Children as Beneficiaries
Due care should be taken in selecting or charging a

beneficiary -with the responsibility of carrying out
some wish of the policyholder for which he has made
provision with part of his insurance estate. A man
may be very anxious to have his children receive a
college education. Assuming that his wife outlived
him, it is reasonable to suppose that she too would
share her husband’s ambition. In the event the wife
is a stepmother, the policyholder might consider
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whether or not he wants her to be entrusted with in­
surance funds, realizing that the insurance company
is not in a position to see that the funds are used as
originally desired, although she would be legally liable
for the proper use of the funds if payable to her as
guardian and the use was specified in a will or
described in the optional settlement agreement. If
the money is to be paid to a guardian, the policyholder
has a similar problem, because he would quite prop­
erly make inquiries to find out if the guardian was
sympathetic towards a college education for children
and next determine whether he was the type to inspire
and encourage by aid and advice rather than dis­
courage them through lack of cooperation or interest.
Then, too, the effect of the guardian’s personality upon
the children might be carefully considered.

When there are children there are many advantages
to designating the wife as beneficiary and the children
as contingent beneficiaries. Numerous changes can
take place before the children reach their majority.
To arbitrarily fix a certain sum of money which should
be paid for the expenses of each would not ordinarily
be a wise thing. In the optional settlement agreement,
provision might be made for part of the insurance es­
tate to be left at interest as long as the beneficiary
thinks advisable and before the children become adults.
This will enable the wife to have extra funds available
in case of fluctuations in expenses of raising the chil­
dren. In the event the children were named benefi­
ciaries the wife in many states would have to be
legally appointed their guardian to take care of their
property.
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When the installment option is resorted to and the
beneficiary has children, some consider it to be good
practice to provide that in the event of the death of
the beneficiary whatever sum is left should be paid to
the children jointly or to the survivor or survivors.
Where this is not desired, the definite amount to be
paid to each child can be specified. In the case of the
former, if all the children die, the money still to be
paid would be commuted at either 3 or 3j/2 per cent
per annum and go to the estate of the last child to
die. In the latter case as each child died, his or her
estate would receive any unpaid money.

Contingency of Remarriage
Frequently a policyholder will want to limit the

payments to his wife from his insurance estate under
the terms of the optional settlement agreement until
her remarriage. Some years ago the insurance com­
panies would not accept provisions of this nature in
mode of settlement agreements because of the possi­
bility of paying the beneficiary installments after re­
marriage. A considerable period might elapse before
the company discovered the overpayment; then the
problem would be to collect. The alternative to this
danger would be to investigate before each payment,
which would involve much time and expense, neither
of which could be afforded by the company. While
very many companies still take this viewpoint, others
do not hesitate to accept settlement agreements of
this nature. Life insurance attorneys believe that in
these cases the insurance companies should be safe­
guarded by an agreement with the policyholder to be
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freed from liability in the event of overpayments due
to remarriage. It is to the policyholder’s interest to
safeguard the company by incorporating some such
provision as is set forth on p. 87. This avoids delays
and insures prompt payment to contingent bene­
ficiaries or guardians. They, having a financial inter­
est, may be relied upon to let the company know
promptly about the remarriage.

Trustees as Beneficiaries
It is usually wise in cases where the policyholder

wants to designate a trustee as beneficiary to give com­
plete information to the insurance company and also
file a copy of the trust, although most insurance com­
panies do not require the deed of trust to be so filed.
This will enable the insurance company often to avoid
difficulties which arise from the simple designation of
the beneficiary as “trustee.” Most companies will not
accept a recommendation that a trustee be named as
beneficiary without having some designation or indica­
tion of the terms of the trust. The designation of a
trustee as beneficiary used by one insurance company
reads in substance: “To the Riverside Trust Com­
pany as trustee under a deed of trust dated January
2, 1927. If for any reason the trust shall be revoked
or become null and void the proceeds shall be payable
to the executors or administrators of the insured.”

Frequently those companies which do allow trustees
to be designated as beneficiaries without any indica­
tion of the terms of the trust, incorporate in their pol­
icies a clause to the effect that the company will not
be responsible for the service of the trustee. The ex­
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act phraseology used by one of the leading companies
is: “The----- Life Insurance Company shall not be
responsible for the application or disposition of the
proceeds of said insurance by said trustee, and the re­
ceipt of said trustee shall be full discharge of the lia­
bility of said company hereunder.”

The only function of the insurance company is to
deliver the proceeds of the policy to the trustee. When
the policyholder designates a trustee as beneficiary and
does not give the trust company the necessary
detailed information, he is taking a chance that his
intentions will not be carried out by the trustee. In
numerous cases of this kind a trustee has no obliga­
tions other than to see that the face value of the con­
tract is paid to the cestui que trusts. The problem of
deciding who the cestui que trust is and where he or
she may be located must be settled by the trustee. At
times this is a difficult matter. The trustee may be
perfectly ready and willing to do everything possible
to locate the cestui que trust, but have an impossible
task. The result may be that the trust cannot be car­
ried out. The degree of effort which the trustee shall
put forth to locate the cestui que trust depends only
upon himself, as his only real responsibility is to see
that the proper cestui que trusts are paid.

Some policyholders would never prepare the neces­
sary trust in such a way as to set forth their ideas and
wishes clearly if some of the insurance companies did
not require definite information about the trust. When
a policyholder appoints as beneficiary a trustee in a
carefully prepared trust document, he also enables a
court to determine just what he had in mind in the
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event of difficulties arising during the administration
of the trust by the trustee subsequent to his death. A
beneficiary should not be designated as trustee unless
there is an actual and properly drafted deed of trust.

It is not unusual for policyholders to use a trustee
form of beneficiary in cases where they want the trus­
tee to apply the fund to specific purposes, such as the
payment of debts or taxes. If the purpose of the
trust becomes obsolete, it should be revoked and a new
designation of beneficiary made.



CHAPTER XI

THE RIGHT TO CHANGE THE BENEFICIARY

Every applicant for a life insurance policy is asked
in his application whether or not he wishes to reserve
the right to change the beneficiary. The full signifi­
cance of this simple question is not generally under­
stood. The wrong answer may work material hard­
ships upon the policyholder as well as others whom
he may want at a later date to share in his insurance
estate. Under common law, the beneficiary has a
vested interest once she or he has been designated
properly by the policyholder. The effect of this is the
creation of an irrevocable trust. The applications of
some companies are so phrased that in the absence of
a negative answer to the question whether the right to
change is reserved, the policyholder is understood to
retain this right.

Canadian and American Definitions
Three types of beneficiaries are prescribed by Cana­

dian statutes: preferred beneficiaries, beneficiaries for
value, and ordinary beneficiaries. Those in the first
class are the wife, children, husband, grandparents, and
grandchildren of policyholders. With certain limita­
tions and exceptions, once a policyholder designates
a member of this group as his beneficiary, he has cre­
ated an irrevocable trust. Creditors of the policy-

138
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holder can attach the cash value of the insurance con­
tract even though they are preferred beneficiaries;
likewise, in the Canadian provinces with one excep­
tion, they can attach the contract either before or after
payment by the insurance companies for beneficiaries’
debts. Beneficiaries for value are those who have a
vested interest in the policy because of assignment or
some financial interest. The policyholder cannot
change or affect these interests. Ordinary bene­
ficiaries are those who do not fall into the classes
referred to as either preferred beneficiaries or benefi­
ciaries for value.

The situation in the United States is entirely dif­
ferent from that in Canada. We have no uniform
statutory definition of beneficiary. Beneficiaries may
be divided into two classes: those with an interest in
policies where the right to change the beneficiary has
not been reserved by the policyholder, and others with
an interest in policies where the policyholder has
reserved this right.

Not Reserving the Right to Change
At one time practically all policies were written

without the policyholders reserving the right to
change the beneficiary. When a policyholder does not
reserve this right, the beneficiary really has a vested
interest in the policy, because the policyholder has no
right whatsoever to affect her interest without her
consent. Neither can the policyholder borrow or as­
sign the contract without the beneficiary’s consent.
Unless the policy is of the type which is payable dur­
ing the policyholder’s lifetime, he has no rights in the 
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contract excepting to pay premiums or let the contract
lapse unless specifically given other rights by the pol­
icy. This is upon the assumption that the bene­
ficiary would not agree to the wish of the policyholder
either to borrow on the contract or to assign it. Then
too, in cases where the policyholder has not reserved
the right to change the beneficiary, the beneficiary
should join with the policyholder in any optional set­
tlement agreement which is proposed to the insurance
company.

While there are various reasons given for a policy-
holder not reserving the right to change the bene­
ficiary, the principal one is his desire to protect the
beneficiary in the event he meets with financial re­
verses and his creditors endeavor to attach his equity
in the policy. In cases where the beneficiary is pay­
ing the premium, it is only fair and just that the bene­
ficiary’s interest should be protected by not allowing
to the policyholder the right to change the bene­
ficiary. Sometimes the policyholder really wants his
beneficiary to act with him in the care of the policy,
while in other cases his action is just due to lack of
knowledge. An illustration of the latter is a case
where the policyholder designates his minor children
as beneficiaries without reserving the right to change
them. As indicated previously, when he does this, he
gives up certain rights -which he would otherwise
have. It might be imperative at some time during the
minority of the children to borrow upon the policy for
some purpose of material interest to the children. Be­
fore he could do this, it may be necessary first to
secure the approval in writing of a guardian who would
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have to be appointed. This delay and expense could
be avoided by reserving the right to change the bene­
ficiary.

It has been estimated that a fractional part of 1 per
cent of the value of surrendered policies has been paid
by the insurance companies to trustees in bankruptcy.
Generally when a policyholder needs money, he se­
cures the approval of the beneficiary in cases where
he has not reserved the right to change the beneficiary
and borrows upon the cash surrender value of his con­
tract in order to meet the more urgent demands of
creditors. It is unusual for a policyholder to become
bankrupt without warning, as he usually knows for
some time in advance that he is in financial difficulties.
The result is that by the time he appears before a
bankruptcy court, there is little if any value to his
contract. Many insurance executives believe that the
policyholder, refusing to retain the right to change the
beneficiary in a desire to protect his beneficiary from
the dangers of bankruptcy, usually secures a theoret­
ical rather than a practical advantage, as the benefi­
ciary is deprived in most cases of the original protec­
tion anyhow.

The foregoing statement deals with policies which
are old enough to have substantial cash surrender
values. Let us examine a young policy for a moment.
Generally life insurance contracts have no cash sur­
render value for a period of time, usually two or three
years. If a bankrupt policyholder had his contract in
force less than this time when the petition in bank­
ruptcy is filed in court, the trustee under the Federal
bankruptcy act will get nothing. The reason is, this 
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act allows the trustee only the net cash value of the
policy at the date of the petition.

Now let us look at some cases where the policy-
holder really wants his beneficiary to act with him in
the care of the policy. He may fear that if he re­
serves the right to change the beneficiary he may spend
the cash surrender value or use it for purposes other
than the protection of the beneficiary. When a man
realizes he cannot save money, then the refusal of the
right to change the beneficiary is well worth considera­
tion by him. Before making such a decision he must
realize conditions change materially with time. Once
he so elects, he can do nothing thereafter to affect the
policy without the approval of the beneficiary.

If his wife should secure a divorce, the policyholder
may have difficulty in getting her approval for a loan
or assignment. Such cases are not unknown. Then
as his children grow up and he notices their abilities
and tendencies, he may realize the need of changing
provisions in his insurance estate program for each.
Here again he must secure the approval of the pri­
mary beneficiary. New York now has a statute wffiich
allows, after divorce, an application to a court for a
decree ordering the insurance company to substitute
a new beneficiary for the one against whom the divorce
was granted. In a few other states, a divorced bene­
ficiary loses her interest or the insured is permitted to
change the beneficiary.

The time element is also a factor which works in
favor of reserving the right of revocation of bene­
ficiaries. In these cases when a policyholder deems it
advisable to take certain action, he can promptly do
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so. He does not have to correspond with a person who
may be some distance away or go to court to have a
guardian appointed for a beneficiary who may have
become insane, in order that a decision may be reached
relative to some change he wants to make in the dis­
tribution of his insurance estate. If he wanted to
borrow on his policy and time was of the essence, this
delay might be costly.

Legislation for Protection of Beneficiary
Years ago a number of states enacted laws for the

protection of the wife and children of policyholders
who had designated them as beneficiaries. These
statutes applied in cases where creditors or trustees
in bankruptcy endeavored to acquire the equity of the
policyholder in his life insurance contract. It is to be
remembered that at one time practically all life in­
surance policies were written without the policy-
holder reserving the right to change the beneficiary.
Since then, the Federal Government has enacted a new
bankruptcy act and Federal courts have made decisions
in light of existing state laws and the tendency away
from the old custom of not reserving the right to
change the beneficiary. The effect of these decisions is
to allow the creditor or trustee in bankruptcy to at­
tach the equity of the policyholder in fife insurance
contracts where the policyholder has an interest, such
as the ability to borrow or assign, which he can exer­
cise without securing the approval of the beneficiary.

The Federal Bankruptcy Act recognizes the exemp­
tion of property permitted by state exemption statutes.
Consequently the right of a trustee in bankruptcy to 
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the equity of the bankrupt’s insurance policy is limited
by the exemption granted by the state statute as inter­
preted by the state courts.

Very many states provide some exemption for bene­
ficiaries when they are the wife or the children of the
insured. Some experts on insurance law believe the
Federal courts having exclusive charge of bankruptcies
have misinterpreted both the state exemption statutes
and the effect of a right to change the beneficiary pro­
vision in the policy. The leading case in the United
States Supreme Court, Cohen vs. Samuels, decided in
1917 that the right to change the beneficiary was
equivalent to having the policy made payable to the
estate of the insured and, therefore, gave the trustee
in bankruptcy a right to the cash surrender value.
The case did not involve a beneficiary protected by
the exemption statute of the State of New York. Un­
til a case is presented to the United States Supreme
Court directly involving a beneficiary protected by an
exemption statute of some state we are left in doubt
as to the ultimate result.

Based upon the prevailing opinion of the courts,
those who wish to safeguard their beneficiaries against
the results of the demands of creditors or trustees in
bankruptcy can generally do so by not reserving the
right to change the beneficiary in policies which are
taken out prior to bankruptcy. Almost all of the
states attempt to protect the beneficiary, but the diffi­
culty has arisen from the administration of the Federal
Bankruptcy Act by the United States courts.
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Partnership or Corporation as Beneficiary
The value of protecting the lives of important men

in business is becoming more and more appreciated.
We find life insurance policies being issued for the
benefit of individual business concerns, or partner­
ships and corporations. In these cases, the object is
always to protect the business in the event of the un­
timely death of the executive or officer. In order that
this service may be rendered properly, the title to the
insurance policy must be safeguarded, otherwise it
may not fulfill its purpose. It is hard to conceive of
any business enterprise purchasing a piece of property
without being assured the title is clear. Yet there are
cases where the title to an insurance policy is be­
clouded as the result of lack of ordinary foresight.

Let us take the case of a partnership which has
taken insurance on the life of the partner who is really
the brains of the business. Whoever pays the premi­
ums should have absolute title and control over the
insurance policy and all the rights incidental thereto.
Definite arrangements should be made as to just how
the insurance estate payable to the partnership is to be
used in the event of a claim being paid. Particular
attention should be given to the change of beneficiary
clause. If the policyholder, the important partner, is
given the privilege of changing the beneficiary or bor­
rowing on the policy, there may be little or nothing to
be paid to the partnership in the event of his death.
As the partnership is paying the premium for this
policy, it should see the policyholder does not have the
right to change the beneficiary. Then the policyholder 
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could not make a loan or obtain the cash surrender
value of the insurance contract without the express
approval of the beneficiary, which is the partnership.

Protection by Assignment
The same protection for title can be secured for

business enterprises through assignments as by not
permitting the policyholder to change the beneficiary.
When a policy is being taken out, an assignment will
meet the needs and requirements of good title, whereas
under an existing contract when the policyholder has
the right to change the beneficiary, an assignment can
be made to protect the business.

When a partnership arranges for insurance upon
the lives of the members of it, the joint life commer­
cial form is used by some insurance companies. This
states that all the partners must agree to any change
in beneficiary and some companies include, upon re­
quest, a condition to the effect that the policy may be
kept in force in the event the partnership or corpora­
tion ceases to exist. The policyholder who is to bene­
fit from this arrangement is specified, and of course,
the consideration for this privilege is agreed upon. If
the policyholder severs his relationship, the beneficiary
can continue paying the premiums and maintain the
policy in force, or release or assign all of its interest
in the policy to the policyholder in exchange for a con­
sideration. This is simply accomplished in partner­
ship by the partners agreeing to the assignment. In
cases where the corporation is the beneficiary, the as­
signment, according to a court decision, must be spe­
cifically approved by the board of directors.
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The mortality of corporations is large. In the event
a corporation or partnership ceases to do business, the
question frequently arises, what is to be done with a
life insurance policy taken for the benefit of the busi­
ness? There are several courses of action possible.
Where business insurance is purchased by a corpora­
tion in its own favor on the life of one of its officers,
it is customary for an absolute assignment to be used
in which the corporation is the assignee. The corpora­
tion can then obtain the cash surrender value of the
contract without the insured’s consent and divide the
funds as it sees fit.

In case the right to change the beneficiary is not
allowed to the policyholder, he can join with the bene­
ficiary and draw the cash surrender value for the bene­
fit of the business. In the event the policyholder
wishes to continue the contract himself, then he and
the beneficiary must agree to a change in beneficiary.
He could pay the defunct corporation the cash sur­
render value. From the standpoint of the policy-
holder, this would be a profitable arrangement, be­
cause the longer the policy has been in force, the
more valuable it is. After the first few years the
expense of putting the business upon the books of
the insurance company has been to a great extent
paid for.

Trend
Remembering that at one time it was the custom

for most policyholders not to reserve the right to
change the beneficiary, it is interesting to note that
the experience of the life insurance companies to-day 
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indicates a relatively small percentage of all con­
tracts are issued on this basis. Chandler Bullock,
President of the State Mutual Life Insurance Com­
pany of Massachusetts, made a test in order to deter­
mine the use of beneficiary clauses which policyholders
make. Taking 1,000 applications he found 32 called
for businesses as beneficiaries. The right to change the
beneficiary was reserved in 912 of the remaining 968
cases. In 54 cases, the policyholder did not reserve
the right to change the beneficiary. In the remaining
2 cases, the policyholder did not reserve the right to
change the primary beneficiary, but did reserve this
right in reference to contingent beneficiaries. Trans­
lating his findings in terms of percentages, we find
in 94 per cent of the cases the right to change the
beneficiary was reserved and in only 6 per cent of
the cases was the interest of the beneficiary made
absolute so that not even the policyholder could
change it.

From the foregoing discussion, it is plain there are
cases where it is advisable to have the insurance policy
issued without giving the policyholder the right to
change the beneficiary. Ordinarily it is preferable for
the policyholder to reserve the right to change the
beneficiary, because it enables him to use the various
services offered by the policy more flexibly. Where a
business is the beneficiary and is paying the premiums
on a life insurance policy, it is important that actual
title to the policy be in the business. In new policies
this can be arranged by refusing the policyholder the
right to change the beneficiary. In old policies the
same result can be secured by assignment.
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Reserving the Right to Change the Beneficiary
As conditions change, the demands upon the policy-

holder may vary. The reservation of the right to
change the beneficiary enables the policyholder to
make necessary readjustments more rapidly. In ex­
ercising this right, he is not obligated to consult with
or secure the approval of any one else. Frequently
life insurance policies are purchased while the policy-
holder is single. The beneficiary usually designated
is one or both of the parents or some relative. By
reserving the right to change the beneficiary, the
policyholder is able upon his marriage to name his
wife instead of the beneficiary formerly designated.
If the often-quoted statistics about divorces are even
approximately correct, a number of policjdiolders can
use the same rights to redesignate the formerly named
beneficiaries instead of the ex-wife.

Then in cases where a policy is made out to definitely
designated children, and the policyholder later has
additional children, he can change the beneficiaries
to include all the children. Another case is where the
children have grown up and are all doing well with the
exception of one who is an invalid. Here the policy-
holder can, if he so desires, change the beneficiaries
and make the face value of the life insurance contract
payable, in a lump sum or in accordance with the terms
of an optional settlement agreement, to the invalid.
The flexibility possible, as a result of reserving the
right to change the beneficiary, is one of the para­
mount reasons why such a big percentage of the con­
tracts issued contain this reservation.
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Nature of Interest of Beneficiary
There is a difference of opinion as to what effect

reserving the right to change the beneficiary has upon
the interest of the beneficiary. It is generally agreed
that where the policyholder has retained this right,
the beneficiary only has a mere expectancy in the pol­
icy and does not possess a vested interest in it.

Procedure for Changing Beneficiary
The policyholder must procure and properly fill out

the simple form required by the life insurance com­
pany. The change of beneficiary is then effective when
recorded upon the company’s books. It is only in ex­
ceptional cases when any question is raised by the in­
surance company. Practically all requests from policy-
holders are promptly recorded unless they are illegal,
the contract has been assigned, or the policyholder has
endeavored to give one of the proposed beneficiaries
an interest which he does not actually possess because
of the equity, if any, which he has in his contract due
to borrowing.

It is evident that the procedure for changing bene­
ficiaries is extremely simple. Frequently policyholders
who want to change their beneficiaries neglect to do
so. Information after the death of the policyholder
intended to effect a change of beneficiary is occasion­
ally received by life insurance companies. Sometimes
the alleged new beneficiary claims the face value of the
policy. When there is any doubt in the mind of the
insurance company officials as to whom the face value
should be paid, they resort to what is technically
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known as “filling a bill of interpleader” with the court.
The effect of this is to permit the companies to deposit
the amount of the policy with the court and ask it
to give the money to the proper claimant.

Necessity of Prompt Action
Litigation of this nature can be avoided by prompt

action on the part of the policyholders when they
really want to change the beneficiary. There are vari­
ous court decisions which emphasize the importance
of such action. One decision frequently referred to
is that of the United States Court of Appeals in Reid
vs. Durboraw, 272 Fed. Rep. 99. Durboraw while un­
married purchased a life insurance policy and made
his sister the beneficiary. Subsequently he married
and sent a letter relative to changing his beneficiary
to the agent who sold him the contract. This contained
the following statement: “I put this in this way so
that if I should go before the change is recorded, this
letter will be evidence of my desire in that matter.”
The intent of the policyholder was clear. He wanted to
change the beneficiary from his sister to his wife.

The general agent in due course sent to the policy-
holder the change of beneficiary form and told him to
fill it out properly and send it back with the policy. As
the policyholder and his wife were preparing to go for
a vacation prior to entering an eastern university, the
change of beneficiary form with the policy was packed
in error in a trunk which was sent to storage. Dur­
boraw upon learning this wrote to the general agent
and said he hoped the delay incidental to this would
be of no particular significance. After he and his wife 
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had entered the university, the cbange-of-beneficiary
form was properly filled out. About a month elapsed
during which time the form was not sent to the in­
surance company. The policyholder then became sick
and died. Shortly thereafter the form was sent to the
company. As the sister claimed the face value of the
contract, and the widow knew it was her husband’s
intent she herself should receive this, the matter was
taken to court.

In deciding who was the beneficiary in this case, the
United States Circuit Court of Appeals ruled as fol­
lows:

The power to change the beneficiary is a power of ap­
pointment and the terms of its exercise are fixed by the
contract between the insurer and the insured; not alone for
the protection of the insurer but of the insured as well.
The court has no power to change that contract by changing
the conditions upon which the exercise of the power of
appointment is limited. The utmost to which the courts
have ever gone is to effectuate the intention of the insured
when he has done all that he could to comply with the con­
ditions and has been prevented by circumstances beyond
his control from meeting the requirements. If the policy
has been lost, if it is in the possession of another who
refuses to surrender it, or is otherwise inaccessible, if it has
been sent to the home office of the insurer with the requisite
request, and the insured dies before the endorsement is
made, if the insurer has weighed the conditions, the change
will be considered made without actual return of the policy
or endorsement of the change. . . .

Regrettable as it may be, we see no escape either on
principle or authority, from holding that no reasonable
effort was made to exercise the power of changing the bene-
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ficiary in the methods contracted for and that the original
appointment of the sister as beneficiary must stand.

The import of this decision is evident. Letters or
other means of expression of the desire of the policy-
holder to change the beneficiary are not effective unless
the terms dealing with the change of beneficiary in the
insurance policy are actually carried out. This means
the change of beneficiary form must be properly filled
out and forwarded with the policy to the home office
for the necessary endorsement upon it. As the court
indicates, there have been exceptions made to this,
but they are so exceptional that policyholders should
not rely upon them in the hope of the court ruling in
favor of some one as beneficiary whose name has not
been properly recorded and endorsed upon the policy
by the insurance company.

When Beneficiary’s Interest Passes
The beneficiary has a contingent interest which can

be taken away or changed only if the policyholder ex­
ercises his right to change the beneficiary in the man­
ner specified in the policy. Courts of equity have made
exceptions to this rule in such cases as where a de­
ceased policyholder has done everything possible to
make the change of beneficiary effective in accordance
with the provisions of the policy but the insurance
company had not sufficient time to go through the
clerical operation of actually making the endorsement
upon the policy; or in case it is absolutely impossible
for the policyholder fully to carry out the change of
beneficiary provision in his contract after he has gone 
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as far as he could in accordance with this provision
and made every effort to meet it, courts of equity
have decided the change was made. The interest of
the beneficiary, in cases where the policyholder has
reserved the right to change the beneficiary, continues
until such a time as the policyholder revokes the con­
tingent interest of the beneficiary in a proper way.



CHAPTER XII

ASSIGNMENTS AND COMMUTATION

There is no question from a legal standpoint about
the right of the policyholder to borrow upon his con­
tract, regardless of who is the beneficiary, providing
he has reserved the right to change the beneficiary.
In these cases the policyholder may assign his insur­
ance contract. As any assignment may affect the
value of an insurance estate, beneficiaries naturally
have an interest in the effect of such action upon
them.

There are exceptions to the legal right of the policy-
holder to assign. He cannot avail himself of this right
if he has not reserved the right to change the bene­
ficiary, has borrowed the full amount of the cash value
of the insurance contract, or has assigned his full
equity in it. Some states will not recognize an as­
signment unless the assignee has an insurable interest
in the policyholder’s life.

Change of Beneficiary vs. Assignment
There is a fundamental difference between the right

to change the beneficiary and an assignment. The
ability to assign is a legal right which every one has
who possesses in whole or in part any equity in prop­
erty. The power to change the beneficiary arises out

155 
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of the life insurance contract and is referred to by the
courts as being a power of appointment.

In the case of Mutual Benefit Life Insurance Com­
pany vs. Swett, et al., 222 Fed. 200, United States Cir­
cuit Court of Appeals for the Sixth Circuit, ruled in
part: “The assignment of a policy and a change of
beneficiary are not the same but different things. An
assignment is a transfer by one of his rights or interest
in property to another. It rests upon contract, and
generally speaking, the delivery of the thing assigned
is necessary for its validity. The power to change the
beneficiary is the power to appoint. The power of ap­
pointment must be exercised in the manner agreed
upon in the contract of insurance.”

Rights of Beneficiary wider Assignments
There appear to be several schools of judicial

thought in reference to the effect of an assignment
upon the interest of a beneficiary in cases where the
policyholder has reserved the right to change the bene­
ficiary. Some courts have ruled that an assignment
is a change of beneficiary, while others decided the
assignment transfers to the assignee all rights under
the contract. This includes the right to change the
designated beneficiary. In the latter case the assignee
must actually change the beneficiary; otherwise it is
assumed the originally designated beneficiary still re­
mains. Then in the event of the death of the policy-
holder, she or he will be the beneficiary. Still other
courts maintain the assignee acquires the right which
the policyholder would have if the beneficiary should
die before him. In the meantime, that is, during the
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period prior to the beneficiary’s death, her rights as a
beneficiary would be in existence.

The preponderance of legal opinions favors the view
that the rights of the beneficiary, under a policy in
which the right to change the beneficiary has been
reserved by the policyholder, are not modified or
otherwise affected by an assignment. In this case
the assignee acquires only such interest, known as
reversionary interest, which will belong to the policy-
holder if the beneficiary dies before him. Those con­
templating assigning insurance contracts might well
ask the insurance company for advice as to which of
these three decisions prevails in their respective states.
This information is necessary in order that they may
properly protect their interests or those of their benefi­
ciary or assignee.

An interesting case in New York is indicative of the
majority thought. A policyholder, arranging for a
contract, named his sister who resided abroad as bene­
ficiary. Subsequently the policyholder, prior to his
marriage, and as a consideration therefor, assigned the
contract to his fiancee. The premiums thereafter were
paid by her. After the policyholder’s death, his wife
asked for the insurance. Because the records still
showed the policyholder’s sister was beneficiary, and
the company had no record of any assignment, it did
not pay the wife’s claim. She took the matter into
the courts.

The Court of Appeals in 234 N. Y. 24, 136 N. E. 227,
decided in part as follows:

The defendant insurance company undoubtedly has
the right ... to insist that the provisions of each 
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policy for a change of beneficiary shall be complied
with and that it shall not be liable to one who is
in fact a stranger through failure to comply with such
provisions. Under the special provision of the policy, a
mere assignment of it to the plaintiff, even though for
value, did not give her a right to succeed in this action.
The insured had a well defined interest in the policy, which
consisted in the right to have the amount of the policy
paid to him in case he outlives the designated beneficiary.
His assignment covered this interest and was in no sense a
compliance w'ith the provisions relating to change of bene­
ficiary. ... It seems quite apparent . . . that whatever
the transaction ... as an inducement to marriage, it rested
upon the idea that she would secure the benefit of the policy
by an assignment thereof, and that the necessity for a
change in designation of beneficiary was not appreciated.
While the misconception may result in an unfortunate
miscarriage of purpose, we do not see how it can be
corrected.

Procedure
Regular forms for assignment have been prepared

by most insurance companies and may be secured by
the policyholder from his agent or the home office.
There are two types of assignment forms gener­
ally used by insurance companies, absolute and col­
lateral, although some companies use a conditional
form of assignment which reads in substance: “I
hereby assign, transfer, and set over unto------all my
right, title, and interest in and to contract No. ------
issued by the------Company upon the life of-------pro­
vided ------, the assignee shall be------at my death.”
In the space following the words “shall be” is inserted
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the word “partner” in the case of a copartnership or
“living” when assigned to a wife.

One insurance company has found it to be beneficial
in partnership cases to add to the conditional assign­
ment these words: “Dissolution of the partnership
shall automatically release this assignment and it shall
thereafter be null and void.” Why? Because it hap­
pens that partners sometimes quarrel, dissolve, and
one will attempt to obtain the cash surrender value
of his contract; whereupon the company will insist
upon getting a release of the assignment from the
former partner and he will refuse. The reason for
obtaining a release is that it is possible these men
may reconcile their differences and again form a part­
nership sometime before the death of the insured. To
avoid this contingency the company must, to protect
itself, get a release of the assignment.

Companies which do not use collateral-assignment
forms usually accept them when submitted if the
assignments in other ways conform to their rules and
conditions of the policy to be used as collateral.
Copies of the forms used by two companies are set
forth in the Appendix. These indicate the simplicity
of the forms.

Usually the assignment forms are made out in dupli­
cate and sworn to before a notary public or commis­
sioner of deeds. The certificate of authority and seal
of the acting officer must be placed on the assignment.
The beneficiary must join with the policyholder in the
assignment. The forms are then sent to the insurance
company for recording. One is kept by the company
and the other returned to the policyholder. Although 

J 
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this procedure is extremely simple, there is some mis­
understanding in reference to it.

After the loan is paid, a release of assignment form
is made out in duplicate and acknowledged by a notary
public. This should be sent in duplicate to the home
office which retains one copy and returns the other to
the policyholder. After being recorded upon the com­
pany’s books, the interest acquired by the assignee or
bank is released and returned to the assignors or pol­
icyholders. This restores the status quo at the time
of the assignment. The beneficiary or beneficiaries
who have joined in the assignment have returned the
interest which they had prior thereto.

As assignments deal with the interest of policy-
holders, the insurance companies are not responsible
in any way for them. The policyholder negotiates the
assignment directly with others. The insurance com­
pany comes into the picture when a contract becomes
a claim. If the assignment has been incomplete, com­
plex, or involved, there may be delay in the payment
of the claim unless the policyholder has cooperated
with the company in giving full information regarding
who really has title to the value of the contract.

When the assignment procedure is understood, there
should be no unreasonable time or trouble involved in
the making of assignments to banks or other assignees
who grant loans secured by the cash surrender value
of life insurance policies. It is simply a question of
securing the proper assignment forms, having them
completed and promptly sent to the home office of
the company for recording. Similar action is taken in
the matter of release forms.
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In many cases, the insurance company will honor
requests for assignment forms not only by policy-
holders but also by banks. In either event, it is well
to request information from the insurance company
as to who should join in the assignment, whether or
not there are any previous liens on the policy in the
nature of policy loans advanced to the policyholder
on the security of the policy, or any record of previous
assignments which have not been released. The com­
pany’s records may also show any notices of bank­
ruptcy, court orders, or other legal processes which
might affect the ability of the bank to get good title
under an assignment. Then, too, there may be minors,
incompetent or other persons suffering under legal
disability whose interest in the policy is irrevocable.
Obviously in these cases the bank as assignee could
not secure good title.

Loans
Assignments are assuming more and more impor­

tance as life insurance policies are being used more
often as security for loans. Assuming a loan has been
negotiated with a bank, the policyholder usually signs
a note and puts the life insurance contract up as col­
lateral. In addition, he assigns his interest in the
policy to the bank, the understanding being that if
the loan is not repaid in accordance with the terms of
the agreement, the bank will exercise the rights of the
policyholder and usually takes the cash surrender value.
There was a case in the Middle West where the bank,
realizing that the policyholder was getting along in
years, decided to continue to pay the premiums in­
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stead of taking the cash surrender value. Such activi­
ties on the part of banks are predicated upon a suppo­
sition that the policyholder in the assignment form
gave the bank absolute power of attorney.

Some companies experienced considerable difficulty
with what was commonly known as the collateral form
of assignment which assigned to the assignee only the
proceeds. When this form was used and the contract
assigned to a bank as collateral, it frequently hap­
pened that the debtor would default on the repay­
ment of the loan and vanish. Consequently the bank
was unable to obtain the cash surrender value without
his written consent, because the assignment did not
give it that right. Whereupon the bank was in the
awkward dilemma of either permitting the contract
to lapse and go on extended term insurance, if it had
any, or continue paying the premiums, not knowing
where the insured was and consequently having no
way of telling when and where he would die. As a re­
sult, some authorities are of the opinion that the
collateral form should not be used unless the bank is
fully apprised of what it is getting under collateral
assignment, and the absolute assignment is ordinarily
the proper form to use in bank loan cases.

The mere putting up of an insurance policy with an
assignee or bank as collateral for a loan is not suffi­
cient to protect the assignee. The assignment form
should be properly and promptly filled out and re­
corded upon the books of the insurance company.
Without this, the insurance company may make a
settlement of the policy in good faith because it did
not know of the assignment; besides in the event of
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default, unnecessary delays or difficulties are avoided.
In case the policyholder has changed his place of em­
ployment or residence, it may be hard to locate him in
order to secure his signature to the assignment form.
If he has not reserved the right to change the benefi­
ciary, as time elapses and the pressure for money has
become less, the latter may not be willing to sign the
necessary papers with him. From every standpoint,
it is preferable to execute necessary assignment forms
promptly.

Commutation
Policyholders who wish the beneficiary to have the

right to draw, in whole or in -part, the insurance estate
through surrender or commutation must distinctly
specify so in the settlement agreement. In the event
this is not done, the insurance company cannot honor
any requests from beneficiaries for this purpose. In
cases where the policyholder wants the beneficiary to
have this right in interest-option cases, she will receive
the principal sum remaining with the company in
addition to any due but unpaid interest; where the
installment or life-income option has been used, the
present value discounted at the guaranteed rate of
interest will be given by the company. As indicated
in a preceding chapter, the income received by the
beneficiary after the expiration of the term certain in
the life-income option is an annuity, and beneficiaries
who have received the guaranteed payments during
the term certain will receive no commuted or surrender
value.

The argument in favor of this provision is that the 
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beneficiary knowing of a condition which the policy-
holder could not have foreseen, will be able to use the
insurance estate in a more efficient manner. There are
various arguments against this though. If the benefi­
ciary can select the form of settlement in which the
benefits are to be paid, then under our Federal taxation
system, the payments are taxable. Wherever the pol­
icyholder specifically and definitely states how the
beneficiary shall be paid and withholds from the
beneficiary any right to change or modify the terms
of the settlement agreement, then the payments to
the beneficiary are not taxable.

The main reason why beneficiaries are not given the
right to commute like policyholders is to protect them
against the danger of losing the insurance estate, in
whole or in part, as the result of unwise disbursements,
efforts of dishonest people, and numerous other causes
which experience has indicated may result in the dis­
sipation of the insurance estate. There are cases on
record where the beneficiary, having the right to
change or modify the terms of the insurance estate,
was prevented from placing the whole insurance estate
in unwise investments only after much discussion.
While the beneficiaries wffio have this right do not
usually disclose their reasons for requesting commuta­
tion, there have been a sufficient number of beneficia­
ries who have indicated the reasons for commutation
to enable the companies to know of the dangers
incidental to this privilege. Accordingly it is not
surprising to find insurance experts hesitant about
recommending that this privilege be offered to
beneficiaries.
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There is another way of safeguarding the beneficiary
by permitting commutation if advisable. The policy-
holder will give the beneficiary the right to commute
the payments, with the proviso that some trust com­
pany, which he nominates in the settlement agree­
ment or insurance trust, shall consent in writing.
Obviously the trust company will not agree without
good and sufficient reason.

Protection against Creditors
Unless the beneficiary has been given the right to

change or alter the terms of the optional settlement
agreement, she cannot impair the value of the insur­
ance estate through assignments or any other method
after the death of the policyholder. The insurance
companies may hold the face values of matured con­
tracts only under such limitations and conditions as
the law allows. Some states, such as New York,
Massachusetts, Pennsylvania, and Connecticut, have
specific statutes authorizing life insurance proceeds
under proper policy provisions to be held against the
claims of the beneficiaries’ creditors prior to the re­
ceipt by the beneficiary of the stipulated income; but
such a provision will not hold in the states which do
not recognize the validity of spendthrift trusts or
which have not enacted statutes permitting insurance
proceeds to be held against the claims of creditors.
The New York State Law, for example, set forth in
Chapter 327 of the Laws of New York, 1911, relating
to trust funds, states in substance that when an in­
surance estate is left with the company for admin­
istration under a trust or optional settlement, the 
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benefits to the beneficiary shall not be transferable,
nor subject to commutation or encumbrance, nor to
legal processes except in an action to recover for
necessaries.

The protection against creditors applies only where
the optional settlement plan is created for the benefit
of some one other than the donor himself, and the
protection applies only before the payments are made
to the beneficiary. There have been no reported cases
on spendthrift trusts incorporated in life insurance
policies. While many legal experts believe a properly
drafted spendthrift trust in a life insurance policy will
be upheld, there are others who hold the opposite
opinion.



CHAPTER XIII

LIMITATIONS

Rule against Perpetuities

In drafting provisions for an optional settlement
agreement there must be constant care to prevent too
remote contingencies. From time to time insurance
companies have drafts submitted which contain pro­
visions of this nature. The rule against perpetuities
is promptly applied and, if the provision is illegal, the
policyholder is soon advised. Some companies will
not go even this far. They will agree to include as
beneficiaries the immediate issue of persons in being,
but will not consent to make payments or promise to
make payments to the issue of persons not in being.
When a policyholder requests the company to pay
after his death the face value of the policy in accord­
ance with the terms of a settlement agreement, these
payments are necessarily to be made in the future.
Because of this, insurance advisers should be careful
to see that the proposed settlement agreement does not
contain provisions which would be in conflict with the
limitations of the law known as the rule against
perpetuities.

Professor J. C. Gray states the rule of perpetuities as
follows: “No interest is good unless it must vest, if
at all, not later than twenty-one years after some life
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in being at the creation of the interest.” This pro­
vision applies to both legal and equitable interests and
relates to real as well as personal property. Professor
Gray tells us that this rule should have been called
the rule against “remoteness.” It has to do only with
future interests and does not relate to vested or
present interests.

It is in the public interest that title should vest
within a reasonable period of time; otherwise title
might in some cases be suspended indefinitely. The
rule against perpetuities is intended to prevent the
transfer of rights at too remote a period. This rule
springs from the common law, which fixes the limit
beyond which future interests cannot be created, or
conversely, it limits the time within which future
estates can be created. At one time the common law
imposed restrictions of various types upon the crea­
tion of estates. By degrees these disappeared until
the rule against perpetuities or remoteness and lim­
itations as to accumulations are about the only
restrictions.

The rule against perpetuities is generally found in
states where the fundamental law is based upon the
common law. There are exceptions to this, such as
New York, where statutes have changed the rule of
perpetuities. Part of the New York law reads: “The
absolute power of alienation shall not be suspended
by any limitation or condition whatever for a longer
period than during the continuance of not more than
two lives in being at the creation of the estate. . . .”
As a result of this change in the common law rule of
perpetuities, much litigation has taken place.
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Under the rule of perpetuities, the interest must
vest within a definite limited time. This time neces­
sarily varies in accordance with the provisions of the
settlement agreement requested by the policyholder.
The length of the life or lives in being at the creation
of the insurance estate will have a very real effect upon
the period within which title must vest. From a legal
standpoint the estate becomes effective at the instant
the policyholder dies. In the event two or more lives
are provided for in the terms of the settlement agree­
ment, then absolute title must vest within twenty-one
years after the death of the survivor of the lives
referred to in the settlement agreement and in being
at the time of the death of the policyholder.

In view of the foregoing statements, it is important
to be familiar with the law of the state in which the
insurance contract is executed, as it relates to the out­
side limits within which absolute title in the insurance
estate must vest. This will enable the policyholder
to draft properly the settlement agreement in a legal
way. In the event this is not done and a benefit is
suggested which, under the law of perpetuities, would
vest at too remote a time, the intent of the policy-
holder may not be carried out. The result may be
litigation and expense, because it might be necessary
to have the court act upon the settlement agreement.
On this point Professor Gray states:

If future interests created by any instrument are avoided
by the rule against perpetuities, the prior interests become
what they would have been had the limitation of the future
estate been omitted from the instrument. Thus, if an 
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estate is given to A, for life, remainder to his children and
their heirs, but if the children all die under 25, then to B
for his heirs, the limitation to B is too remote and the
children of A take an indefeasible fee simple. The cases
illustrating this are innumerable.

Court decisions indicate there is no limit to the
number of lives in being which may have a contin­
gency interest in an insurance estate, “provided they
are not more than will admit of making out, by reason­
able evidence, at what time the survivor ceases to
exist.” By survivor is meant the person who lives the
longest after the death of the policyholder. In order
that this might be properly determined, policyholders
should carefully designate those referred to in the
terms of the settlement agreement. Such a procedure
will avoid confusion and make it possible to determine
more promptly and with less expense who the survivor
was.

Various cases might be given of the difficulties which
arise in applying this rule. In New York State we
find that absolute ownership of personal property can­
not be suspended for a longer period than two lives
in being at the date of the instrument containing the
proposed limitation or condition. It does not allow
any interval of time of suspension not measured by
lives. In some states following the common law of
perpetuities, in addition to the fundamental definition
as to the period of time within which absolute title
must vest, the lives must be in being at the death of
the testator rather than at the time of the issuance
of the policy. The foregoing is upon the assumption



LIMITATIONS 171

that the optional settlement agreement is in the form
of a rider or endorsement upon the policy. Some com­
panies which issue a separate contract with the terms
of the optional settlement agreement upon the matur­
ity of the policy consider that the period of limitation
begins in New York at the death of the insured and
there is no suspension as to insurance proceeds pay­
able upon death of insured until such death occurs.
We do not find that the New York courts have passed
upon this question.

It is evident from the foregoing that policyholders
located in common law states, with the exception of
New York, may be affected by the rule against per­
petuities unless they are properly advised on the terms
of their settlement agreements. As one of the salient
features in the service of insurance companies to bene­
ficiaries is the lack of legal complications, it is well for
those advising policyholders to be extremely careful in
reference to the period within which absolute title of
the insurance must be absolutely vested. A mistake
on the part of the adviser may not become known until
long after the death of the adviser, but it can abso­
lutely prevent the intent of the policyholder being car­
ried out. Unless the terms of a settlement agreement
are so clear that there can be no question on account
of this rule, advice should be sought from the legal
department of the insurance company which is to
assume the responsibility for administering the insur­
ance estate. In thus seeking advice from the legal
departments of responsible insurance companies, com­
plications that are unnecessary and annoying are eas­
ily forestalled or avoided entirely.
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Illustrations

1. Based on the New York law, let us assume the
case of a man who wants to make provision for his
wife and daughter. He has selected an installment
option which will provide a monthly income for
twenty years. In the settlement agreement he states
that if the wife dies before him or before all the pay­
ments have been made, the unpaid installments shall
go to the daughter as they become due. Having in
mind that the New York law reads that absolute in­
terest must vest within two lives in being at the
creation of the instrument, the policyholder could not
have further designated that, if the daughter died also
before all the payments, a third beneficiary in being
should receive the remaining payments as they become
due. The question will arise, what becomes of the
money? This will be paid in a single sum usually to
the executors or administrators of the last surviving
beneficiary, who was the daughter.

In the event there had been a son and daughter in
this case, the question would arise as to how the pol­
icyholder might provide for the two children equally
if his wife died before the payments for the twenty
years had been completed, because of the limitations
of the New York statute. This is a rather common
situation. Two settlement agreements should be pre­
pared for equal amounts. One will be made out with
the wife as the primary beneficiary and the daughter
as the secondary beneficiary, whereas the other will
name the wife as primary beneficiary and the son as
secondary beneficiary. As long as the wife lives, she
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will receive income from both settlement agreements.
Upon her death before the twenty years expire, the
son and daughter will each receive half of the actual
value of the remaining insurance. If the son should
die before the insurance company has made the prom­
ised payments, the remaining installments will be
commuted into one sum as in the preceding case to
be paid usually to the estate of the boy.

2. In common law states, assuming that the com­
mon law rule of perpetuities is in effect, in the first
illustration indicated above, the unpaid installments
could be made to the third beneficiary. In the second
of the preceding cases the policyholder would have to
make only one settlement agreement, and designate
the wife as the primary beneficiary and the two chil­
dren, sharing equally, as secondary beneficiaries. It
could also specify that in the event of the death of
one of the children the other would receive unpaid
installments. It is evident how much simpler the
application of this rule is in states where the common
law rule against perpetuities is applied.

Accumulations

The common law rule required that the accumula­
tion of income should be made during the lives in
being when the deed of trust became effective plus
twenty-one years thereafter. The states of Illinois
and Pennsylvania have imposed restrictions which
are much more severe, while a few states require
the accumulation can only be made during the mi­
nority of a child. Alabama follows the same rule as 
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the latter states, but, in cases where a child is not the
beneficiary of the accumulation, as required in these
states, permits such accumulation during a period not
exceeding ten years.

New York is one of the states which forbid in effect
the accumulation of the income from a trust of per­
sonal property otherwise than during the minority of a
minor beneficiary. Because of this provision, New
York attorneys have raised the question as to whether
an illegal accumulation is not effected by a funded
insurance trust when the income or part of it was
applied to payment of premiums on policies included
in the trust, with the possible effect of increasing the
principle of the trust through the increase in cash
surrender value by reason of these premium payments.

The question was discussed at some length by Dean
Bogert of the Cornell Law School in an address before
the Bar Association of the City of New York which
was published in the Cornell Law Quarterly of Feb­
ruary, 1924. It was his view that the question was
one of such doubt that it could not be resolved except
by authoritative court decision in the absence of sup­
plementary legislation. There has since been one de­
cision by Surrogate O’Brien in New York County,
indicating that in his view an illegal accumulation was
not created by such a trust. That particular case has
not apparently been carried to the higher court.

The New York legislature has recently enacted an
amendment to the Personal Property Law to remove
any question as to the legality in that state of the
so-called funded insurance trust. This amendment
reads as follows:
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Provided that a deed or other instrument which creates
or declares a trust in property consisting of or including
a policy or policies of life, health, accident or disability
insurance, and directs that the income of such trust shall
be applied in whole or in part to the payment of premiums
upon such policy or policies shall not be considered as
effecting an accumulation either of the income so used for
the payment of premiums or of the dividends on such policy
or policies.

Suggestions by Association of Life Insurance
Counsel

The legal staffs of life insurance companies are
regularly considering questions affecting the interests
of beneficiaries in insurance estates. Because of the
intimate knowledge of the lawyers composing these
staffs of problems affecting beneficiaries’ interests,
their views are of particular importance. Many of
these lawyers form the Association of Life Insurance
Counsel. On two occasions this association has ap­
pointed committees to investigate and make a report
on modes of settlement. In their investigations they
had the sympathetic cooperation of the Legal Division
of the American Life Convention. The first report
was made on December 13, 1916, and the last on
December 5, 1923. The experience of both of these
committees, as developed from their own observations
as well as from consultation with other members, was
summarized in recommendations which are of par­
ticular importance in properly arranging for the inter­
ests of beneficiaries in the optional settlement agree­
ment. The principles recommended by the last special
committee are:
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LIMITS BEYOND WHICH MODES OF SETTLEMENT SHOULD
NOT BE CARRIED

I. Principal at Interest
Retention at interest should not continue beyond primary

and secondary beneficiaries except in the case of individual
beneficiaries designated by name and, in such case, the in­
terest payments after those made to the secondary bene­
ficiary should not extend beyond thirty years from the
death of the insurer.

Either or both the primary and secondary beneficiary
may be an individual or consist of children, parents, or
brothers and sisters, named or designated as a class, in
being at death of the insured. Provision may be made for
adding the interest of a deceased member of a class to that
of the survivors, but, if the primary beneficiary is a class,
the interest payments to such secondary beneficiaries
designated as a class should not extend beyond thirty years
from the death of the insured.

If the primary beneficiary is a child of the insured, the
secondary beneficiaries may be children of such primary
beneficiary and need not be in being at the death of the
insured, in which case interest payments may continue
until such children respectively attain age 21 years even
though beyond thirty years from the death of the insured.

Where there is a secondary beneficiary to receive in­
terest, there may be two alternate beneficiaries to receive
the principal, one of whom may consist of one of the fol­
lowing classes: children, parents, brothers and sisters, or
the survivors thereof.

Where there is a primary beneficiary only to receive
interest, there may be four alternate beneficiaries to re­
ceive the principal, two of whom may consist of any of the
classes stated.
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II. Settlement by Installments for a Period Certain
Not over fifty years’ installments to be payable.

■ Four successive lives may receive installments if living
on the due date; e.g., each installment may be payable to
A if living on the due date of the installment; otherwise
to B if living on the due date of the installment; otherwise
to C if living on the due date of the installment; otherwise
to D if living on the due date of the installment. In all
other cases the commuted value of any unpaid installments
should be to some designated person, or estate, or to
children, parents, or brothers and sisters, as a class.

If the successive installment beneficiaries are less than
four, the possible alternate beneficiaries of the commuted
value may be increased correspondingly, it being the intent
to provide not more than five successive persons to receive
the proceeds.

If the number of years’ installments is not over thirty,
any two of the first three beneficiaries may consist of one
of the following classes: children, parents, brothers and
sisters, or the survivors thereof.

III. Life Income with any Number of Years’ Payment
Certain

In case of the death of the primary beneficiary, before re­
ceiving all of the guaranteed installments, the remaining
installments certain may be paid to a first, second or third
contingent beneficiary if living on the due date. The first
or second contingent beneficiary, or both, may consist of
one of the following classes: children, parents, brothers and
sisters, or the survivors thereof.

After the death of the last installment beneficiary, the
commuted value of any unpaid installments may be paid to
some designated person or estate, or to children, parents,
or brothers and sisters, as a class.
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If the successive installment beneficiaries are less than
four, the possible alternate beneficiaries of the commuted
value may be increased correspondingly, it being the intent
to provide not more than five successive persons to receive
the proceeds.

General
Settlement by either No. II or No. Ill may follow No. I

when the installments under No. II or No. Ill begin not
later than the end of the first life or the attaining of a
specified age by the first contingent beneficiary who is to
receive the installments. If No. II or No. Ill begin not
later than the end of the first life, there may be three con­
tingent beneficiaries to receive the installments. If No. II
or No. Ill begin on the attaining of a specified age by the
first contingent beneficiary, there may be a second and
third contingent beneficiary to receive the installments.

The proceeds of a policy may be divided and the shares
treated separately under I, II, or III.

The term “children” as used in this report means “de­
scendants in the first degree only.” The term “children”
may refer to children of the insured or of a child of the
insured.



CHAPTER XIV

INSURANCE TRUSTS

Definition
Trusts are defined by George Gleason Bogert, Pro­

fessor of Law at Cornell University, as follows:

A trust is a relationship in which one person is the holder
of the title to property, subject to an equitable obligation to
keep or use the property for the benefit of another.

The settlor of a trust is the person who intentionally
causes the trust to come into existence.

The trustee is the person who holds the title for the
benefit of another.

The trust property is the thing, real or personal, the
title to which the trustee holds, subject to the rights of
another.

The cestui que trust is the person for whose benefit the
trust property is held or used by the trustee.

Insurance Trusts
The insurance trust is a document prepared in writ­

ing in the form of a deed of trust. This indicates who
the trustee is, the name or names of the cestui que
trusts, and just how the settlor or policyholder wants
the insurance money cared for and expended. The
insurance policies which form the corpus of the trust
are deposited with the trust company. These are fully
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described in the trust. So the trust company may not
spend money for the care of lapsed policies, some
insist that receipts for paid premiums be filed with
them.

There is no uniformity among trust companies as to
the type of forms for an insurance trust agreement.
Many companies have their own forms to which they
adhere as closely as possible. In these cases all the
policyholder has to do is to indicate just how he
wants both the income and principal distributed, al­
though in the larger trusts it is frequently necessaiy
to deviate somewhat from the form to take care of
the complications incidental to the insurance estate.
Ordinarily it is well for policyholders to consult their
attorneys as well as the trust officers prior to prepar­
ing their insurance trusts.

The policyholder should clearly identify the bene­
ficiaries, and set forth in simple terms the provisions
which he wants fulfilled. With this as a basis, and
after further consideration, the trust officer will pre­
pare a simple form known as a deed of trust. In
deciding just how the corpus of the trust is to
be spent, the policyholder should have in mind the
same fundamental principles as when dealing with the
maintenance of insurance estates and also with benefi­
ciaries. A definite lump sum should be specified for
the immediate needs of the beneficiary. Usually it
is advisable to pay the residue upon an installment or
income basis. There is reproduced in the appendix a
resume of an actual insurance trust.

In estates where there are to be numerous complex
provisions, the opportunity for difficulties correspond-
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ingly increases. So that the intent of the policyholder
may be properly carried out, it is well in these cases
to put the whole insurance estate in the hands of some
one trust company. This company, understanding the
conditions as well as the peculiarities and possible
trouble which may arise from the complex contingen­
cies, will be more able to see that the policyholder’s
wishes are fulfilled. In the event conditions arise
which differ from those which existed at the time of
the policyholder’s life, the trust company can make
adjustment in the interest of the beneficiary, provid­
ing sufficient discretionary powers are given it. Such
adjustment should make for facility of administration
and economical operation as -well as for a minimum
of legal expense and court fees.

Revocable and Irrevocable Trusts
Trusts may be revocable or irrevocable. The policy-

holder must elect one of these forms. In the event
he selects a revocable trust he will have complete con­
trol over the policy in so far as he can change or
cancel the trust agreement at any time. Furthermore,
he can borrow upon the policy. Under the terms of
irrevocable trusts the policyholder cannot cancel or
change the terms set forth therein. He surrenders his
right to borrow on the policy.

Just as the experience of life insurance has proved
the desirability of reserving the right to change the
beneficiary, so it would seem that policyholders cre­
ating insurance trusts would lean toward the revocable
form. Many of the same reasons in favor of reserving
the right to change the beneficiary apply with equal
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force to revocable trusts. Generally speaking, it
seems that revocable trusts are preferable to irrevoc­
able trusts in the vast majority of cases. The donor
has no means of knowing just what the future has for
him or what changes may take place which will neces­
sitate rearranging or omitting various provisions in
the trust. If this deed was irrevocable, the donor
might have undue and unfair hardships imposed upon
him.

It is not surprising to find some trust companies
which will not accept revocable trusts. When the time
and effort necessary to prepare and cooperate with a
donor is properly considered, the revocation of a trust
may involve a loss of money to the trust company.

Funded and Unfunded Trusts
Policyholders availing themselves of funded insur­

ance trusts deposit securities with the trustee, the
income from which is used to pay the premiums upon
the policies which are held in trust. The disposition
of the securities as well as the insurance money is
provided for in case of death. Generally this form
of a trust cannot be attached by a creditor and it is
usually irrevocable. It is also desirable from an in­
surance viewpoint, because the insurance will not
be lapsed if the deposited securities are sound.

One benefit of the plan is that the premiums are
automatically paid out of unearned income, which is
the income from securities or other investments that
have been accumulated but frequently under any
other plan would have been dissipated or used for
niceties of life. By putting it with the trust com-
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pany the policyholder may be sure it will go toward
constructive ends, namely, the paying of life insur­
ance premiums and the accumulation of his estate.
This is particularly serviceable to those who have a
number of insurance policies. The trust company
takes from the policyholder all worries about whether
or not he has paid the premium on this or that con­
tract; furthermore, it sees that the money is always
available for each premium as it comes due, whereas
only in exceptional cases do policyholders set aside
funds in advance for the payment of premiums.

Experience seems to indicate that many men accu­
mulate ample sums of money during their productive
years to take care of their declining years in a com­
fortable way, if they have been successful in saving
their earnings in excess of necessary expenses. The
funded insurance trust plan enables a policyholder to
be reasonably certain that when the age of retirement
is reached, his insurance estate will be intact and that
the securities from which the premiums will be paid
have been intelligently handled. The trust company
having possession of these securities is a safeguard
against hasty or unwise action on the policyholder’s
part. The officers or their associates have been con­
stantly watching the securities from the standpoint
of the intrinsic value, placing their experience at the
disposal of the policyholder to the end that the securi­
ties which underlie their insurance policies may be
continued in only sound and profitable enterprises.
The value of this personal service substitutes the col­
lective judgment of the officials of a trust company
and their experts for that of the individual who so
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often is actually incompetent or lacks the time and
opportunity to safeguard his own investments. Upon
the death of the policyholder, the securities and the
face value of the life insurance are combined.

Most life insurance trusts are of the unfunded type.
This means that the policyholder deposits his insur­
ance contract with the trust company at the time his
life insurance trust is executed. Usually the unfunded
trusts are revocable. There are various reasons why
this form is more popular than the funded trust. Most
people pay insurance premiums out of earned income
and this necessarily prevents them from delivering
to the trust company securities sufficient to yield an
annual return adequate for the payment of premiums.
Then there are other people who have the securities
but who want to retain physical possession of them,
so they may promptly dispose of them without going
to a trust company.

Legal Aspects
In re Darlington’s Estate, 245 Pa. 212, 218; 91 Atl.

486, it is stated: “A trustee is not an insurer of trust
funds against the possibility of loss, and all that is
required of him is good faith and reasonable diligence.”
The trustee is responsible for the acts of any one
selected by him to carry out in whole or in part sec­
tions of the trust unless he has been reasonably careful
in choosing the party and has subsequently supervised
his activities. The trustee is Hable for any wrongful
or negligent acts which result in loss to the cestui que
trust. Where an insurance trust has been made with
a trust company, the capital and surplus represent an
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insurance fund which guarantees that any such liabili­
ties will be paid.

When a trust is created, legal title passes to the
trustee, which is held in accordance with the terms
of the trust drawn by the policyholder for the benefit
of the beneficiary or beneficiaries. Courts of equity
carefully protect the interest of beneficiaries under
trust agreements and if the beneficiary is not satisfied
at any time, he can appeal to one of these courts. A
trust company acting as trustee of an insurance estate
is in effect an agency of the court-. Likewise, if ques­
tions arise upon which the trust company desires
information or advice, it can go to the courts.

If a trust company makes investments in securities
other than those specified by law for trust funds with­
out specific permission from the settlor in the insur­
ance trust, it is liable for any losses which may occur.
In addition, it is held for reasonable administration of
the trust fund in compliance with the laws of the
state.

As indicated in the discussion of optional settle­
ment plans, policyholders must be careful in preparing
the trust not to violate the law against perpetuities
which exists in many American states. When the com­
mon law prevails the effect of these is to make it man­
datory that interest usually must vest at some time
within lives in being when the deed of trust becomes
effective plus twenty-one years. Likewise, any rule
against accumulations must be observed. In general,
an exceedingly careful attention to the requirements
of law is imperative if transactions are to be carried on
with the utmost efficiency.
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Spendthrift Trusts
Some experts believe most states in America will up­

hold spendthrift trusts. A settlor or policyholder cre­
ating such trusts may be sure in these states that the
cestui que trust or beneficiary will not be allowed to
transfer or otherwise impair the corpus of the estate
or installments payable therefrom in advance of actual
payment to him. Furthermore, neither the corpus nor
the installments will be liable to be attached by the
creditors of the beneficiary until he or she actually
receives the payments from the trustee. Some of the
states permitting spendthrift trusts place certain limi­
tations or restrictions upon them, while a few states
will not permit spendthrift trusts at all.

The following citation, from the opinion of Justice
Miller, in Nichols vs. Eaton, 91 U. S. 716-725, will
be of interest as setting forth the basis of legal opinion
in favor of spendthrift trusts in states which permit
these trusts:

We concede that there are limitations which public policy
or general statutes impose upon all dispositions of property
such as those designed to prevent perpetuities and accumu­
lations of real estate in corporations and ecclesiastical
bodies. We also admit that there is a just and sound policy
peculiarly appropriate to the jurisdiction of courts of equity
to protect creditors against frauds upon their rights, whether
they be actual frauds or constructive frauds. But the doc­
trine that the owner of property, in the free exercise of his
will in disposing of it cannot so dispose of it, but that the
object of his bounty, who parts with nothing in return,
must hold it subject to the debts due his creditors, though
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that may soon deprive him of all the benefits sought to be
conferred by the testator’s affection or generosity, is one
which we are not prepared to announce as the doctrine of
this court. . . .

Nor do we see any reason, in the recognized nature and
tenure of property and its transfer by will, why a testator
who gives without any pecuniary return, who gets nothing
of property value from the donee, may not attach to that
gift the incident of continued use, or uninterrupted benefit
of the gift, during the lifetime of the donee. Why a parent
or one who loves another, and wishes to use his own prop­
erty in securing the object of his affection, as far as property
can do it, from the ills of the life, the vicissitudes of fortune
and even his own improvidence or incapacity for self-pro­
tection, should not be permitted to do so is not readily
perceived. These views are well supported by adjudged
cases in the State courts of the highest character.

Samuel Davis, Associate Counsel of the John Han­
cock Mutual Life Insurance Company, Boston, Mass.,
has prepared an interesting paper entitled “Spend­
thrift Trusts in Life Policies” (5 University Law
Review 91, 95). He believes that although there are
no reported decisions upon spendthrift trusts incor­
porated in a life insurance policy, such a trust if prop­
erly drafted will be upheld.

Change of Beneficiary
When a policyholder decides to arrange for the

service of a trust company upon policies already
issued, and upon which beneficiaries have already been
designated, he has to change the latter and designate
the trust company as beneficiary. The same princi­
ples apply to the selection of a trust company as
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beneficiary as to any other beneficiary; therefore, a
policyholder will usually want to retain the right to
change the trust company as beneficiary. As indi­
cated previously, this entitles him to borrow or assign
the life insurance contract and, of course, he receives
any dividends which may be declared annually.

It is generally agreed to be good practice to have the
beneficiary changed and the trust company designated
as beneficiary to serve as trustee. This has certain
advantages over the assigning of the policy to the
trust company, as will be evident from reflection upon
the contents of the material presented in previous
chapters.

Size and Amount in Force
Many trust companies are endeavoring to build a

large volume of insurance trusts by concentrating on
large life insurance trusts, but out of the large number
of policies issued these are in the vast minority. One
company which has been very successful has sought
the business of the smaller trusts. While their books
indicate that the majority are over $15,000, there are
a number below that figure and some as low as $1,000.
The smaller ones are invariably made for a single pur­
pose such as paying a small mortgage or some other
debt. The average amount of insurance trusts held
by this company is in the neighborhood of $40,000,
some go as high as $150,000, and several exceed
$1,000,000. This company has been writing these
trusts at the rate of about $1,000,000 a month. While
it is true that some trust companies will not take trusts
below $10,000, the vast majority of them will.
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There is an added advantage in seeking insurance
trusts from young men. It is true that the amount
of insurance involved is likely to be small, but the
young men, having confidence in the trust company,
may bring then- other business needs to the company
and use other services of the trust company. In other
words, life insurance trusts act as a feeder of new busi­
ness, and the client, getting started while young, will
form the habit of going to the trust company. Then
too, as the young men grow older and some of them
become successful, their life insurance trusts will in­
crease in value as additional contracts are taken out.



CHAPTER XV

USE OF INSURANCE TRUSTS

Discretion
As indicated in a preceding chapter, the institution

of life insurance, through the optional settlement
agreements, offers a plan which is flexible enough for
the vast majority of insurance estates. Corresponding
flexibility can be secured in the remaining types of
insurance estates, namely those in which discretion is
involved or the use of the funds is to be applied spe­
cifically to a given purpose or in extremely compli­
cated cases, through trust company service. By flexi­
bility is meant the ability to adjust the service of the
trust company to the needs of the beneficiary or to
accomplish a specific purpose in accordance with the
policyholder’s wishes. The insurance companies can­
not take care of insurance trusts where discretion is
necessary, but trust companies can.

Knowing the importance of elasticity in the admin­
istration of an estate, the testator should distinctly
specify whether he wants the trust company to have
any discretionary power in administering the estate
or in carrying out and applying the various provisions
thereof. It is easy to conceive of many types of con­
tingencies which may arise wherein the executor
should be able to readjust temporarily or make larger
or smaller payments to designated beneficiaries. A

190
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policyholder may want to make provision for his
daughter, dependent upon whether her marriage turns
out satisfactorily. For example, he might set aside a
sum of money which is to be used for the purchase of
a house, the understanding being that the title will be
in the trust company’s name until it is satisfied that
the husband has established himself in a business way.

It is good practice to allow the trustee discretion to
authorize the expenditure of parts of the corpus of the
insurance estate for emergencies such as operations
and unusual medical bills. This may supplement the
privilege to the beneficiary to use her discretion as to
how much she may take each year from the principal,
providing the total amount does not exceed the sum
specified in the trust agreement by the settlor or pol­
icyholder. Of course the settlor has to give her this
specific right; otherwise she cannot use it. In the
event the income from the trust is not sufficient to
pay the educational expenses of the son or daughter,
the policyholder may give the trust company discre­
tion as to the amount of the principal which may be
taken to fulfill this purpose adequately. Discretion is
the very essence of many trusts such as in cases when
the income may be increased or reduced in accordance
with the happening of certain contingencies, or when
funds may be withheld pending the desired action.

Trust companies can also be of service in cases
where a policyholder specifies in his optional settle­
ment plan that he wants his wife to receive the in­
terest on the corpus of the insurance estate from the
insurance company until her remarriage and upon this
event to minor children. In a case of this kind mat-
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ters can be materially simplified if a combination of
an optional settlement plan administered by a life
insurance company and a life insurance trust plan
with a trust company as secondary beneficiary is
arranged. The trust company will notify the insur­
ance company of the remarriage of the former wife
and then assume charge of the corpus of the estate in
accordance with the definite terms set forth in the life
insurance trust for the interest of the minors. This
avoids court procedure together with the legal and the
other expenses which would come out of the estate if
it were necessary to go to the courts to provide guar­
dians to receive the shares for the children from the
insurance company.

In dealing with children, the policyholder can ask
the trust company to pay for only the actual expenses
which in the opinion of the trust company are neces­
sary in order to accomplish the specific wishes of the
policyholder in regard to their standard of living. The
policyholder can go so far as to leave to the trust
company decisions upon educational matters. Fur­
thermore, he can make arrangements so that when,
in the discretion of the trustee, the children become
responsible and appreciate the value of money, their
share in the corpus of the estate may be paid to them.
In the case of educational trust agreements, the benefit
to the boy or girl who obtains an appreciation of the
value of a dollar through contact with trust company
officials is worthy of consideration.

Provisions can be made for unborn children to share
in the estate on the same basis as the children alive
at the time of the execution of the deed of trust. A
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general provision may also be made that unborn chil­
dren will be paid the amount of their interest when
they reach their majority. Pending that time, the
trustee should provide for expenses the same as he is
authorized to do for other children.

Another illustration of the value of the service of
the trust company is in those cases in which the income
is left to the mother during her life and thereafter to
the children until their majority. The trust agree­
ment may provide, upon the death of the mother, for
payments to be made directly to the children or to
such people as may have them in their custody, with­
out the necessity of any guardian being appointed.
The expense of a guardianship may then be avoided.

Sometimes a policyholder will wish to make pro­
vision for his children dependent upon various con­
tingencies. In the event the boy marries, he may wish
to have a certain sum payable to him. It is always
difficult for a parent to know at what age his son will
have a proper opportunity in the business world and
will need a sum of money, which is subject to much
variation. By setting aside a definite sum of money
and giving the trust company discretion as to its use,
so that at the proper time or times, the trust company
will advance such sums in whole or in part as may
seem advisable for the business welfare of the son, he
can be sure that he is doing the next best thing to
supervising this matter himself. Then in the case of
the daughter there is no way of foretelling just when
she will marry or what the circumstances will be. Her
financial needs at one time may be slight, while at
another time they may be considerable. A father, 
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therefore, might wish to set aside a sum of money to
be administered by a trust company for the general
welfare of his daughter. The trust company can be
given discretion as to the amount of money which is
to be given to the daughter as an aid in procuring
those things which the daughter may think necessary.

Here is another actual illustration from the Middle
West. A young man whose father left his estate in
charge of a trust company wrote to the company for
advice about joining a certain fraternity. The trust
officer made inquiries and found that not only was
the fraternity all right but the son of one of the direc­
tors was a member. The result was that the director
had his son make the acquaintance of this young man
and give him more information, finally assisting him
to become a fraternity brother. Numerous other illus­
trations could be given, but the effect of all would be
to indicate that the properly selected trust officer,
when given adequate authority, can render those
many thoughtful and personal services of a nature
which the policyholder would have wanted the benefi­
ciary to receive.

Use of Funds
The use of life insurance money for a specified pur­

pose may be of particular importance. It is to be
remembered that a beneficiary receiving funds from a
life insurance company cannot be followed up by the
company to see how the funds are actually used, be­
cause the company will not assume this responsibility.
One reason is the company has not the type of organ­
ization necessary for this service. It is not unusual
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for a policyholder to take a life insurance contract to
pay the taxes, the estimated costs of administering his
estate, or funeral debts. When the funds necessary
for these purposes are paid to the beneficiary, they
could be used in any way the beneficiary saw fit and
might not go for the purpose which the policyholder
had in mind. If an insurance trust was prepared and
provision was made for certain policies or parts thereof
to be applied to these purposes, the trust company
would see that the policyholder’s intention was carried
out.

In applying life insurance funds to the exact pur­
poses or uses for which they have been specified by
the policyholder, the trust company is frequently able
to render additional service for the benefit of the
cestui que trust which cannot be measured in a finan­
cial way. This opportunity arises in many different
types of insurance trusts. In cases where the policy-
holder has an aged or sickly mother or father or an
invalid daughter, the trust company can see that the
best medical attention is given to them and that every
convenience and comfort is provided in their remaining
days.

In reviewing the trusts on the books of a very pro­
gressive trust company, it was interesting to note that
in some cases the policyholder wanted the money used
to pay off a mortagage, or purchase a tombstone, to
apply the life insurance to the purchase of partnership
interest or bonds, or to spend a certain amount each
year for a certain charity as long as it was worthy and
met certain requirements such as the treatment of all
poor people irrespective of race or color. The trust
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companies have the machinery for carrying out pur­
poses of this nature.

Many people like to leave sums of money to favorite
charities. Sometimes these charities get in the hands
of incompetent people and the money bequeathed is
lost or does not accomplish the purposes which the
testator had in mind. In cases of this kind it is well
to consider the appointment of trust companies to ad­
minister charitable funds created through life insur­
ance. By a clear definition of just what the testator
has in mind as to the functions of the charity he wants
to favor, he may be sure his funds will only be spent
for this purpose. In the event the designated charity
fails to live up to this, then his money can be devoted
to other productive charitable channels in accordance
with his wishes.

There is a growing appreciation of the opportunity
to provide for one’s religion by donations of life insur­
ance. It may be inconvenient to give a church a
sizable contribution during a lifetime, but through the
payment of a nominal amount each year it is possible
after death to have one’s wishes carried out. In cases
where the policyholder wishes either all or part of this
insurance to be spent for particular religious services,
an insurance trust will be helpful. Numerous contin­
gencies might arise which would change the character
of the religious service and thereby make the continu­
ance of the contributions inadvisable. For example, a
policyholder may be contributing money regularly to
a certain foreign mission. Conditions might so change
in the foreign field that further missionary efforts
would be unnecessary or inadvisable. A trust com-
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pany would then see that these funds were diverted to
some other cause specified by the policyholder.

Sometimes a parent may not know along what lines
his children’s abilities should be encouraged; therefore,
in preparing the provisions of his insurance trust he
is unable to decide upon the type of education they
should receive. Obviously it is going to cost less to
send a child through a regular college course than it
is to train him or her in the various fields of music and
art, the training being completed by the necessary
traveling. In cases of this type, the parent can set up
a trust fund and leave the disposition of it to a trust
company, indicating that he wants his child educated
in the field for which the child appears to have ability.
Another advantage is the trust company will pay out
the money only as needed.

Business Trusts
It is estimated that 150,000 partnerships fail or dis­

solve each year in the United States. There is a com­
paratively small percentage of the total business firms
in this country which have been in business over 25
years. As the death of a partner dissolves a partner­
ship under existing law, the remaining partner then
must adjust himself to new conditions arising from
his loss. During the process of adjustment he must
come to an agreement with the estate of his former
partner.

If necessary to dispose of the partnership assets, the
work of transferring property, settling accounts, and
numerous other matters may be very difficult. The
trust company has the organization and facilities for 
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rendering this service promptly and satisfactorily. To
illustrate: A rather small closed corporation which
practically has a monopoly on a certain type of busi­
ness carried §400,000 of life insurance upon the presi­
dent who had 65 per cent of the stock and whose wife
had 15 per cent. An agreement was made with a trust
company that in the event of his death the family
would be paid the insurance. Subsequently the value
of all of the stock, which was placed in the possession
of the trust company, was to be appraised by a board
of arbitration to be selected by the trust company
and corporation. The minority interest would then
buy the majority at the price fixed by the board less
the value of the life insurance payments. In the
event it did not, then the trust company would dispose
of the business to best advantage.

Any policyholder whose business interests are in a
partnership or a closed corporation might well con­
sider trust company service as a means of safeguard­
ing these interests. Unless some definite provision is
made whereby insurance money is used to pay his es­
tate for their interest in the former partnership, his
partner may be faced with the responsibility of taking
in some relative of the deceased policyholder who is
incompetent. The result may be that both the part­
ner and the policyholder’s beneficiaries will suffer. In
simple cases of this nature the insurance company can
pay the death claim directly to the beneficiary and
there is no need of an insurance trust. When the
amount of life insurance is not sufficient to compen­
sate the beneficiaries for their interest in the former
partnership, numerous conditions might arise which
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demand the attention of some competent impartial
organization. In cases of this kind the trust company
is able to render a very real service. In addition to
protecting the beneficiaries’ interests properly, it
might also assist the surviving partner to locate a com­
petent associate. Then, too, the business will have the
benefit of the expert financial advice of the trust com­
pany during the period of adjustment in which this
type of advice is generally so helpful and necessary.
In partnership agreements making the trust company
beneficiary, there can be no claim of partiality or un­
fairness, an assurance particularly desired by the sur­
viving partner.

The business of any successful man usually repre­
sents the best efforts of his life’s work, but frequently
death takes him away before he has made his full con­
tribution to it. In the event the decedent has not left
a sufficient amount of assets, it is probable that the
business may have to be sold. If life insurance has
been taken out, it is possible that the business may
continue to grow. This is on the assumption that the
life insurance would meet the needs of an immediate
nature of the decedent’s family and thereby would not
make it necessary to put the business on the market.
In this case, if the trust company is designated as
trustee and assuming that the business is a one-man
concern, it will be more able as a rule to carry out suc­
cessfully and develop the business further than the
inexperienced beneficiary.
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Centralized- Control
Those who wish to centralize their insurance estates

in trust companies may do so with the assurance that
one organization will apply uniform principles to the
administration of the estate as a whole. When an in­
surance estate is made up of a number of securities and
policies, the value of centralization must not be over­
looked, especially if some of the provisions of the trust
are complicated. Furthermore, it is well to remember
that the laws of the states differ in many important
respects relative to ordinary questions arising in the
conduct and administration of estates. By centraliz­
ing all in one trust company, the policyholder may be
certain that the trust laws of only one state will apply.
With this in mind he can more intelligently draw up
the provisions of the trust fund. Then, too, uniform
control may make for more efficiency and decreased
costs of administration. Another argument in favor
of insurance trusts is that by paying the life insurance
in whole or in part to the trust company, it is enabled
to conserve the other assets of the estate. Forced
sales of securities are not then necessary. Debts may
be promptly paid, when there is an adequate amount
of insurance.

With the development of intelligent programming
of estates and the growing appreciation by life under­
writers of the importance of this service, settlors should
indicate to their agents just what they want each pol­
icy to accomplish. They may be sure that each of the
insurance companies will see the payments are made in
accordance with the terms of the optional-settlement
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agreement. In cases where the purpose to be fulfilled
by any one or more of the number of policies can be
more efficiently carried out by a trust company than by
the life insurance company, then these should be ad­
ministered under the terms of an insurance trust rather
than under an optional-settlement agreement. The
remaining policies can then be administered by the life
insurance company.

Much is said about the need of policyholders, who
have a number of contracts, for trust company service
through an insurance trust. The basis of some of this
discussion is the alleged multiplicity and variation of
practices and forms of the fife insurance companies.
There is no more reason why a life insurance trust
should be created when there are a number of policies
involved than where there are only a few, unless the
conditions proposed for inclusion in the optional-
settlement plan are complicated or necessitate discre­
tion or the specific application of funds to definite
uses. Satisfactory arrangements can be readily made
to have the optional-settlement agreements conform
to the needs of the policyholder. All he has to do is
to draw up a regular insurance estate program and
then decide which insurance companies will make
the payments necessary to carry out each of the policy-
holder’s wishes.

Combination Service
Combinations of insurance company administration

and trust company administration may be made in
many cases. The effect would be to have the benefit
of the facilities of each institution. When the draft 
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of the optional-settlement agreement is made, those
provisions for beneficiaries which can be best admin­
istered by trust companies should be eliminated and
form the basis of the separate insurance trust. Like­
wise, in cases where policyholders want the income
from their insurance estate applied for definite pur­
poses, the corpus of the insurance estate can be left
with the insurance company and the payments as due
be made to the trust company. Under this arrange­
ment the policyholder would have the benefit of the
investment service of the insurance company and also
the personal service of the trust company.

Coppercttwn in the Public Interest
The limitations upon the administration of insur­

ance estates by life insurance companies center around
the inability of the company to use discretion in ad­
ministering an estate or actually to see that the funds
are used in specific ways; the services of the trust com­
pany are available for cases of this kind. Just as the
trust companies are able to render a superior service
in such cases, so are the life insurance companies bet­
ter able to serve other types of insurance estates. One
institution, therefore, supplements the other.

It is not advisable nor is it in the public interest that
one should endeavor to carry out the functions of the
other. Just as it is not advisable for the insurance
company to undertake cases involving discretion or
the application or use of funds, so the trust company
should not assume the administration of cases where
the insurance company can properly serve the bene­
ficiary without expense. This requires team play be-
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tween the two institutions. Already the life insurance
companies can definitely point to a trend in favor of
the greater use of their services for the administration
of insurance estates. It is interesting to note that dur­
ing the same period of time, namely since 1920, trust
companies have noticed a marked increase in the num­
ber of fife insurance trusts filed with them.

The more the service of the insurance company form
of administration is sold to policyholders, the greater
will be the number of the latter who will want trust
company service. The life insurance underwriters can
serve their clients by selling them the sendee of the
institution which can best execute their wishes. In
recommending trust company service, underwriters
should emphasize that these companies are in effect
personal counselors to the beneficiaries as well as trus­
tees under the policyholder’s deed of trust.



CHAPTER XVI

TRUST COMPANIES

<1

Originally when a testator wanted to designate a
trustee, he usually selected a friend or some one in
whom he had confidence. Frequently the trustee was
not an investment expert, nor did he have the neces­
sary training or experience to advise the cestui que
trust properly, while in the event of his death, com­
plications might arise and the courts would have to ap­
point a successor. These situations gave rise to trust
companies, which are investment experts and which do
understand the problems incidental to conservative
management of estates. Their lives are indefinite be­
cause of their charters. In the event of the death of an
individual trustee, additional expense is imposed upon
the estate because the administrator appointed by the
court must be paid and, of course, the deceased trustee
has already been paid.

Trust companies are specialists skilled in the build­
ing and maintenance of estates and they receive the
power to act for the policyholder or settlor under the
insurance trust. The various states have laws which
set forth the requirements which must be met before
they may be incorporated. These specify the limits
within which the trust company must confine its ef­
forts, the amount of capital necessary, the nature of
the services, and other details entering into the opera-
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tion and conduct of trust company service. The state
banking department is charged with the responsibility
of supervising trust companies in accordance with the
law. This supervision makes for confidence on the
part of the public in the trust company system be­
cause it provides assurance that the various laws will
be carried out.

The business of trust companies is to conserve prop­
erty. In large banks the trust division usually func­
tions as a separate entity within the bank itself with
various safeguards thrown around the corpus of the
trust to be administered. It is interesting to note
that there are over 4,700 trust companies or banks
with trust departments in the United States, with
assets of over 518,000,000,000. These tremendous as­
sets guarantee the fulfillment of the faithful per­
formance of the responsibilities which these companies
assume under insurance trusts.

The human resources of the trust company are not
usually appreciated. Most trust companies are able
to bring to bear upon any given trust the broad ex­
perience and minds of different types of successful busi­
ness men and executives. On the board of directors
of the average trust company, you will find many of
the representative and successful business men of the
town or city. The officers, too, have had a broad ex­
perience in dealing with estates of various kinds and
are familiar with the problems likely to be met as well
as the practical and economical ways of dealing with
them.

Trust companies are corporations dependent upon
personal service for success. When a policyholder who 
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has entrusted his insurance estate to a trust company­
dies, the officers of the trust company carefully review
the terms of the deed of trust. The beneficiaries are
then usually asked to meet with the trust officers in
order to discuss their situation. This is of particular
importance in cases where the trust company is given
discretion over the size of the payments to be given to
the beneficiary. General market conditions are re­
viewed to determine just what type of securities in
which it will be best to invest the corpus of the trust
fund at that time. In the meantime, first payments
can be made to the beneficiaries in accordance with the
terms of the trust. When the policyholder has some
special mission which he wants accomplished with part
of his insurance estate, the trust company will be able
to carry out his desires.

In the larger trust companies we find various expert
services at the service of each estate. Taxation ques­
tions invariably have to be dealt with, and because of
the multiplicity of these taxes which are imposed upon
estates, experts are necessary so the estate may pay
just what the law intends and no more. Then there
are the real estate and investment specialists as well
as those who are familiar with what the final disposi­
tion of the policyholder should cost. These men and
others are ready to help carry out the insurance trust
and the wishes of the policyholder as set forth therein.

At the time of the decease of the policyholder, con­
ditions in his home will probably be in a confused state.
Because of the bereavement of the beneficiary, ex­
penses for funerals may be out of all proportion to
the value of the estate. Frequently the beneficiary
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is inclined to be moved entirely by sentiment and dis­
regards the cost, forgetting that she and the children
have to live. Even in cases where the beneficiary does
try to settle the expenses in a businesslike way, she
is often handicapped by not knowing just what is or
is not reasonable in the way of costs. Trust companies
meet so many questions of this nature that they have
facts. Furthermore, as this is a business proposition
with them their judgment is not guided by sentiment,
the result being beneficial for the maintenance of the
estate. Policyholders therefore may be sure that a
reasonable sum will be spent to care for them but
seldom more.

Stability of Trust Companies
Trust companies as units of a national system play

a very important part in our national life. A com­
mittee of the American Bankers Association some
years ago made an investigation of the stability of
trust companies and found that none had failed with a
loss to an estate. This is not surprising when one
realizes the scrutiny to which trust companies are sub­
mitted by the state banking departments, the legisla­
tion enacted for their guidance, and the generally high
caliber of the men governing their functions. On the
other hand, this must not be taken as meaning that
no trust funds have ever depreciated in value.

The beneficiary frequently does not think of the
possibility of the estate shrinking. He often regards
it as fixed in value. The trust company may render
excellent service, but yet the corpus of the estate
may depreciate in value. This might come about 
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in several ways. In the event the corpus of the
trust is left in money, or property which is to be
transferred into money, the trustee reinvests the funds
which are not necessary for immediate requirements.
As indicated previously, as long as the trustee exer­
cises the care legally required in the selection of
the new securities, he has performed his function. In
the event the value decreases, the estate has to bear
the loss. Conversely though, any increase in the value
of the estate is credited to it.

Value of Location
Most trusts are local in character, that is, they are

to be administered in a given locality, although occa­
sionally the terms thereof extend to people in a num­
ber of localities. Usually the trust is administered in
the community in which the will is probated, and as a
rule the beneficiaries live in the same place. They are
known and if the trust officer is not familiar with their
habits, standards of living, or needs, he can readily
learn about them. Because of the location of his of­
fice, it is likely that he will see them from time to time.
He is, therefore, not only in position to administer
trust funds in accordance with their actual needs, but
he is also able to advise them personally on many other
matters. This personal service on the part of trust
companies is very important, yet it cannot always be
measured in terms of dollars and cents as investment
returns can. The advantage of the trust company
from the standpoint of its location is evident.

Many people prefer to have those with whom they
have done business during their lives, such as the trust
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companies, administer their affairs. One of the strong­
est arguments in favor of the trust company is that it
is local and is in position to measure the needs of the
beneficiary in light of known local conditions. With
discretionary power granted, the company can ad­
minister the trust in accordance with the wishes of
the testator and the future needs of the beneficiary.
To illustrate: A beneficiary was taken sick and, after
consultation, medical experts concluded an immediate
operation was necessary. Before deciding upon the
hospital, the beneficiary had the physician telephone
the trust company about the situation and estimate
the probable amount of funds which would be neces­
sary. The company promptly agreed to advance the
money from the estate. If this had been a trust which
did not permit discretion by the trustee and the bene­
ficiary was to receive a fixed income at definite inter­
vals, the company could not have advanced the funds
even in a case of need as this one was.

In cases where an insurance trust involves the care
of beneficiaries located in various cities, the trust
company may have to make arrangements with other
trust companies to cany out the terms of the trust as
applicable to the beneficiaries located within their
cities. The reason for this is that most trust companies
are chartered only to function within their states.
From the standpoint of the policyholder or settlor, the
trust company whom he charged with carrying out the
terms of the insurance trust is responsible. In those
cases where it is a mere process of mailing checks to the
beneficiaries in the other cities, a life insurance com­
pany can perform this service under an optional set­
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tlement agreement just as well as a trust company,
which usually sends the check directly to those bene­
ficiaries located in other cities.

The convenience of the trust company to a policy-
holder who has made an insurance trust is conducive
to occasional conferences when new conditions arise
which may affect the provisions of the trust. In these
cases the policyholder is not dependent upon his own
judgment alone, but he can without cost visit the trust
company and discuss the new developments. The ef­
fect is twofold: first, the consideration by experts
should on the average lead to sound decisions on the
questions involved and next, the trust officer becomes
more and more familiar as a result of these conferences
with the peculiarities and needs of the estate so that
he is more competent to administer the estate after the
death of the policyholder. The value of this personal
service cannot be overestimated.

Segregation of Assets
When trust funds are delivered to a trust company

as trustee of an insurance estate, they are invested at
the earliest opportunity. As the securities are pur­
chased they are set aside from the assets or securities
of the bank or trust company. They are the absolute
property of the estate. In the event anything happens
to the trust company, these securities will not be af­
fected. This is referred to as segregation of assets of
the estate. It differs materially from what takes place
in insurance estates administered by the insurance
company when the corpus of the insurance estate be­
comes a part of the funds of the company. In one
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case the estate owns outright certain definite securities,
whereas in the other the estate has an interest in the
assets of the insurance company. In the former case
investments are usually limited to a small number of
securities, whereas in the latter there is an interest in
a very wide diversification of securities.

Investments
Safeguards are thrown around trusts by the law

which specifies what shall be legal investments for
trust companies. These usually consist of mortgages,
government securities, and other investments of a non-
speculative and sound character. The usual in­
come from such investments does not ordinarily
amount to that which trust companies can frequently
earn if they are given the right to use their discretion
in the type of investment. Of course, in these cases
the trust company officers use care to invest the funds
wisely; but necessarily, in order to get the higher rate
of interest, they must go outside the type of invest­
ments permitted under the law for ordinary trusts.

As the market fluctuates, there is usually a variation
in the relative values of bonds, preferred or common
stock. Sometimes one is high and another is low. The
industrial securities may be selfing below actual value,
while preferred stocks and foreign bonds are bringing
excessively high values. These fluctuations give skill­
ful investors, who make a business of investing money,
an opportunity to increase the value of estates. It
must be recognized that the policyholders who avail-
themselves of this privilege must be prepared to have
their estates at times suffer losses from the corpus of 
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the insurance estate. Just as no man can foresee the
future for an extended period of time, no investment
expert can always tell how an investment is going to
turn out. The result is that from time to time the
best of experts suffer losses.

Edward A. Woods, one of the leading life under­
writers in our country, made a test some time ago to
see just what hazards a widow might be confronted
with in making an investment of §10,000 left to her.
He put an advertisement in a Pittsburgh paper and
said in substance that suggestions for investment
would be welcomed. He tells us that 94 per cent of
the numerous replies were of such a nature as to be
either unsuitable for estate purposes or fraudulent. A
widow, protected under the terms of an insurance trust,
would not be troubled with the responsibilities of
weeding out any of these undesirable proposals.

Income
Trust companes do not guarantee the payment of

principal or any definite rate of interest upon funds
left with them. If is estimated that the average trust
yields between 5 and 6 per cent. Some time ago a
committee of the American Bankers Association found
the average yield earned upon estates administered
at one time by trust companies was 5.512 per cent.
These estates, according to the report, were based upon
voluntary trusts.

Much has been said about the difference in interest
returns paid by trust companies and insurance com­
panies. In order to make a fair comparison, the inter­
est rates paid by both types of institutions should be
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studied over a period of years. When the trust com­
panies have made investments in accordance with
legal requirements as differentiated from investments
made in accordance with the testator’s wishes, certain
allowances should be made in reaching the net yield
to the policyholder. Deductions should be made for
taxes and necessary fees as well as adjustments for
appreciation or depreciation in the value of securi­
ties. When a comparison is made upon this basis, it
is doubtful if there is little or any difference between
the net returns to beneficiaries by trust companies or
insurance companies.

Fees
When a policyholder elects to create a funded in­

surance trust and delivers securities to a trust com­
pany to pay the premiums upon life insurance poli­
cies and to add the securities to his estate upon his
death, trust companies invariably charge him a fee
for this service. While in some cases the amount of
this fee depends upon agreement with the policyholder,
in other cases it amounts to 5 per cent of the income,
which is the percentage frequently charged for the col­
lection and distribution of the sum involved in volun­
tary trusts. As a means of protecting themselves
against revocation, they usually charge a fee. Some
companies request this fee when the trust is prepared
while others do not.

The fees charged by trust companies after the de­
cease of the policyholder for carrying out the terms
of the insurance trust vary. In cases where state laws
regulate this, they do not receive more than the legal
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amount and it is claimed they receive no more than an
individual executor would be paid. Some companies
charge 5 per cent of the gross annual income for
their services, and various percentages of the cor­
pus of the estate upon distribution. Frequently these
percentages are under 5 per cent of the corpus. When
the purpose of the trust is to pay taxes or accomplish
some other specific purpose and to pay the residue
within a short time to a certain designated beneficiary,
a smaller fee is charged. This is usually fixed as a re­
sult of negotiation and sometimes does not exceed 2
per cent.

One trust company which has had very fine results
with life insurance trusts charges a fee of not over 1
per cent annually of the money invested in real estate
mortgages. This fee is higher when other types of
investment are purchased. In the latter cases, it
charges an additional 1 per cent every time it invests
or reinvests, but it is understood this charge will not
be made more than once in every five years. Some
trust companies make a flat charge of 2 per cent of
the sums of money actually distributed, and when the
amount distributed reaches certain figures, this per­
centage is reduced. Many companies charge a fee
of 1 per cent of the corpus of the estate when it is dis­
tributed after the death of the testator and thereafter
a fee of 5 per cent of the gross income.

While it seems that most trust companies do not
charge a fee for assisting in the preparation of the life
insurance trust agreement, the few who do usually
limit this to twenty-five dollars. There is a service
charge of the same amount made by some trust com-
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panies to reimburse them for expenses incurred in the
preparation and care of the insurance trust upon revo­
cation.

It is evident there is no uniformity as to the amount
charged. This is not surprising, because conditions
and state laws vary throughout the country. A con­
sideration of the difficulties and importance of the
terms of the trust shows that it is only fair the trust
company should be paid a sum which will be sufficient
to reimburse it for actual expenses and provide a suf­
ficient margin to permit a reasonable profit.

More Adequate Coverage
Frequently trust companies find that settlors or pol­

icyholders are inadequately insured. They realize only
too well the need of ready cash for immediate expenses
caused by the death of the policyholder, for they know
from their experience in handling estates that they
often have to advance their own funds to take care
of taxes and other expenses. Adequate insurance is
necessary therefore as a means of properly protecting
the estate of the policyholder as well as his beneficiary.
In addition, it makes it unnecessary for the trust com­
pany to advance its own funds.

One large trust company finds that a conservative
estimate of the increase in life insurance as a result
of its advice is from 7 to 10 per cent, based upon its
own experience with life insurance trusts. It also
claims that 100 insurance men in its city have in­
creased their personal production from 100 to 700 per
cent through the inclusion of life insurance trusts in
their service. The Union Trust Company of Detroit, 
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a very successful pioneer in the field, cooperates closely
with fife insurance underwriters, because it recognizes
their ability to fit life insurance to the needs of policy-
holders properly and will not accept a trust unless ap­
proved or recommended by an agent.

The number of insurance trusts in force is difficult
to estimate nationally with even a reasonable degree
of accuracy. Based upon the reports made in cities
where trust companies have been particularly active in
urging the advantages of trust companies, it would
seem that only a very small percentage of the total
insurance assets are receiving the benefit of trust com­
pany administration. It is estimated that much less
than % of 1 per cent of the total insurance in force
in the city of Detroit is in the form of insurance trusts.
The president of a middle western insurance company
announced at a dinner that his company had placed
324,000,000 of insurance trusts with Detroit trust com­
panies during the first three months of 1927.



CHAPTER XVII

THE UNNAMED BENEFICIARY

Relatively few testators would know, if their estates
were settled to-day, what amounts would be received
by beneficiaries named in their wills. After the cur­
rent expenses and debts have been met, their unnamed
beneficiary, the state or Federal government, will take
a share before the balance can be divided. The
amount will vary with the taxing locality in which
they and their property are situated. It may also
vary with the type of security or other property which
constitutes the estate.

To know the amount of tax is not enough. Since
the tax is in effect a lien upon the estate which is en­
forced at the decedent’s death, the important problem
which confronts the individual is that of making pro­
vision for its payment in the same manner as any
other debt. To convert a large proportion of an estate
into ready cash may mean the forced sale of securities
or other property at unusually low prices. Making
provision for the lien imposed by inheritance taxes
amounts, in fact, to segregating the state or national
government’s share so that when it is taken, the re­
mainder of the estate is left intact for the heirs.

Besides the Federal government, forty-five states of
the Union have placed estate or inheritance tax laws

217
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upon their statute books. This form of taxation has
gained great headway and has been gradually extended
during recent years as legislators have realized its ef­
fectiveness and as the need for revenue has grown.
There are two forms of taxation, one payable out of
the estate to be distributed and the other by the bene­
ficiary. The first is called an estate tax. This is in
effect a transfer tax, because it is made on the right
to transfer property. The other type of taxation is
known as inheritance taxation. Most states have this
form. It is a tax on the right to receive bequests or
inheritances. Some states impose both forms.

How Payable

Taxes must be paid in cash. They cannot be paid
in kind. Where there is not a sufficient amount of
cash available at the time of the decedent’s death, it
is necessary to sell the most salable securities, which
are usually the best. This is often the case not only
to meet expenses incidental to death, but also to com­
ply with the various laws which have definite time
limits within which inheritance or estate taxes must
be paid.

Regardless of economic conditions, the Federal and
state governments insist upon payment within definite
time limits. As we have generally had favorable eco­
nomic conditions during the last twelve years, estates
forced to dispose of good securities to pay inheritance
or estate taxes and due but unpaid income taxes have
not been as severely affected as they would have been
if business conditions were generally unfavorable.
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Life insurance helps beneficiaries to meet promptly
the need for immediate cash for taxes. Furthermore,
it helps them save money, because a number of states
follow the policy of many business concerns which dis­
count bills paid in advance of a certain definite period
of tune. These discounts vary from 3 to 5 per cent.
The saving for immediate payment in Ohio amounts
to 12%.

State Legislation'

No uniformity exists among the various state laws.
Not only the tax rates but the classification of bene­
ficiaries, exemptions, property subject to tax, and other
provisions are also quite dissimilar. Space does not
permit the printing of the laws of each individual
state, but a brief consideration of their principal fea­
tures may be of interest.

Classification of Beneficiaries

Beneficiaries are usually classified according to their
relationship to the decedent. Generally, provision is
made for from three to five classes with the object of
taxing more severely distant relatives, or persons not
related, than direct heirs or philanthropic institutions
to which bequests have been made. The New York
method of grouping will serve as an illustration. Class
A embraces parents, husband or wife, child, and lineal
descendants. Class B includes brother, sister, son-in-
law, daughter-in-law, and mutually acknowledged
child. Class C embraces all others except those men­
tioned in Class D. Class D includes charitable, re-
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ligious, educational, and other institutions of a simi­
lar character.

Exemptions

Estates under a certain size may not be subject to an
inheritance tax. There is no uniformity in the amount
of this exemption; it is quite small in some states and
large in others. In many states the exemption also
varies with the class of beneficiary, being large for di­
rect heirs but small for heirs more distantly removed.

Rates of Tax

The rates usually vary with the class of beneficiary
and are graduated according to the size of the estate.
Maryland is an exception in this respect, as the tax
there is 5 per cent on all legacies except those to direct
heirs and charitable institutions. Rates in the other
jurisdictions vary from a minimum of less than 1 per
cent on small estates to direct heirs, to a maximum
ranging between 10 and 30 per cent, as in Missouri
and California, for large estates to certain collateral
heirs. There are some instances of even higher rates.

Taxable Property

The policyholder should know the inheritance tax
liability attaching to the different types of property.
The tax levied by the state in which the deceased re­
sided may not be the only one to which his property
will be subject. Thus, in addition to the state of resi­
dence, the state in which the securities are deposited
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at the death of the deceased, the state in which the
insuring corporation is located, and other states may
levy an inheritance tax upon them. One case is re­
corded where a certain issue of railroad stock was taxed
under five different laws to an aggregate of 52 per cent
of its face value.

Life Insurance

The form in which the beneficiary is designated in
a life insurance policy may have a distinct bearing
upon the amount of inheritance tax for which the es­
tate of the deceased is liable. Proceeds of a fife policy
may be payable to the estate or executor, or to
a named beneficiary either with or without the policy-
holder’s reserving the right to change. If he has not
reserved this right, the beneficiary is regarded legally
as having a vested interest in the life insurance and
it is not usually subject to inheritance taxes.

Federal Estate Tax

The Federal estate tax is not a true inheritance tax,
because it applies to the transfer of the estate and is
levied without any reference to the relationship of the
decedent to the beneficiaries. This tax is payable di­
rectly from the estate. In computing the value of the
estate subject to tax, all property, real or personal,
tangible or intangible, must be included, regardless of
its location. From this may be deducted certain ex­
penses, debts, losses, and bequests to governmental,
municipal, charitable, religious, and similar organiza­
tions. Under the 1926 Revenue Act, a deduction may
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also be made for state inheritance or estate taxes paid
up to an amount not exceeding 80 per cent of the Fed­
eral estate tax. The tax is due and payable within one
year after the decedent’s death. It will be noted that
an exemption of 8100,000 is allowed in the case of resi­
dents. No exemption is allowed persons not residing
in this country. The following table indicates approx­
imately the amount of the Federal taxes:

* First $100,000 exempt to residents of the United States.

Value of
Taxable Estate

Rate of
Tax, in

Per Cent

Tax on Separate
Amounts in First

Column

Tax on Total of
Amounts in First

Column

First $ 100,000 ........ o . . .* ........... ...........
Next 50,000 ........ 1 $ 500 S 500
Next 50,000 ......... 2 1,000 1,500
Next 100,000 ........ 3 3,000 4,500
Next 200,000 ........ 4 8,000 12,500
Next 200,000 ........ 5 10.000 22,500
Next 200,000 ........ 6 12,000 34,500
Next 200,000 ........ 7 14,000 48,500
Next 500.000 ........ 8 40,000 88,500
Next 500,000 ........ 9 45,000 133,500
Next 500,000 ........ 10 50,000 183,500
Next 500,000 ........ 11 55,000 238,500
Next 500,000 ........ 12 60,000 298,500
Next 500,000 ........ 13 65,000 363,500
Next 1,000,000 ........ 14 140,000 503,500
Next 1,000,000 ........ 15 150,000 653,500
Next 1,000,000 ........ 16 160,000 813,500
Next 1,000,000 ........ 17 170,000 983,500
Next 1,000,000 ........ 18 180,000 1,163.500
Next 1,000,000 ........ 19 190,000 1,353,500
In excess of

S10,000,000 ............. 20

Life Insurance
Forty thousand dollars of the amount of life insur­

ance carried by the decedent upon his own life is not



THE UNNAMED BENEFICIARY 223

subject to tax if payable to named beneficiaries,
whether or not the right to change has been reserved.
If payable to the estate, it will be taxed like any other
type of property. Life insurance not actually taken
out or paid for by the decedent, as business insurance
carried by a corporation or partnership for its own
benefit, is not taxable as part of the decedent’s estate.
In the Frick case the Federal courts (298 Fed. Rep.
803; 4 Am. Fed. Tax Rep. 4382) held life insurance
taken out before February 24, 1919, was exempt from
the provisions of the Federal estate tax if the benefi­
ciary was named and the policyholder died before
June 5, 1924.

Federal Income Tax

Trusts
When a policyholder designates a trustee as bene­

ficiary, he enjoys the benefits of exemption just the
same as he would if he designated any other bene­
ficiary. Under Section 219 of the Federal Revenue
Act we find paragraphs g and h apply to life insurance
trusts. The effect of these paragraphs is to tax income
from such trusts. These taxes are imposed upon the
creator of the revocable insurance trust.

Premiums
“To what extent am I entitled to deductions be­

cause of premiums paid for life insurance and to what
extent are the dividends or proceeds taxable income?”
are questions which naturally arise in the mind of the
policyholder. In considering the Federal Revenue Act 



224 WILLS, TRUSTS AND ESTATES

of 1926 and its interpretation as applied to life insur­
ance, it is impossible to make any general statements
which will cover every particular case. Section 215 of
the Revenue Act states that in computing net income
no deduction shall be allowed in respect of “personal,
living or family expenses.” It has been held in the
regulations that premiums which are paid for life in­
surance carried for personal or family uses are not de­
ductible. The problem as to when life insurance pre­
miums are deductible is confined, therefore, to cases
in which the life insurance is designed for business or
charitable purposes.

Business Purposes
The section of the act above cited also provides that

no deduction shall be allowed for “premiums paid on
any life insurance policy covering the life of any of­
ficer or employee, or of any person financially inter­
ested in any trade or business carried on by the tax­
payer, when the taxpayer is directly or indirectly a
beneficiary under such policy.” This section has been
construed to mean that in order for life insurance pre­
miums to be deductible, it must be evident, first, that
they are an ordinary and necessary business expense
and, second, that the taxpayer is not directly or in­
directly the beneficiary. The application of these prin­
ciples to some of the cases which frequently arise may
be summarized briefly.

1. Many employers carry group insurance on the
lives of their employees. The latest rulings of the
Treasury Department hold that premiums on this type
of coverage are a necessary business expense and de-
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ductible by the employer since he “is in no sense a
beneficiary under such a policy, except as he may de­
rive benefit from the increased efficiency of the officer
or employee.” Furthermore, they are not construed
to be an additional income to the employee.

2. A creditor may be obliged to pay premiums for
insurance policies on the life of his debtor, which have
been assigned to him as protection for a loan. In this
event, he may deduct such premiums paid in the tax
year as a necessary business expense.

3. Insurance on the lives of men engaged in com­
merce or industry, the proceeds of which are applied
to business uses, is commonly known as “business in­
surance.” Its general object is to provide protection
against monetary loss which may result from the de­
cease of men financially valuable to a business. This
form of life insurance directly benefits the taxpayer,
and, consequently, taxpayers are not allowed to con­
sider premiums for “busmess insurance” as an ex­
pense that can be subtracted.

4. An individual with excellent character and abil­
ities may have the utmost confidence of his banker.
Knowing that any loans extended to him will be re­
paid if he lives, the banker may be willing to accept
a life insurance contract as collateral on his note, since
it assures payment in the event of death. Premiums
paid by the policyholder on fife insurance carried for
such a purpose are not construed to be an expense de­
ductible in the computation of his income tax. This
is because the note would be paid from the proceeds
in the event of the policyholder’s death which would,
in effect, make him the beneficiary.
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Charitable Purposes
Some persons use life insurance as a method of ac­

cumulating a fund to be used for religious, educational,
or charitable purposes. By a ruling of the Treasury
Department, premiums paid on policies which are car­
ried for the benefit of a corporation organized for such
purposes are exempt from tax, providing the policy-
holder does not reserve the right to change the bene­
ficiary. When life insurance is used for this purpose,
the premiums plus all other charitable donations which
are allowable cannot exceed 15 per cent of the tax­
payer’s net income.

Dividends
The term dividends as applied to life insurance is

used in a somewhat different sense than when applied
to the stock of a corporation. Life insurance dividends
are mainly a return of premiums rather than profits.
When received in cash or as a reduction in premiums
on policies not yet paid up, they are not considered to
be taxable income and need not be included in making
up the tax return. Dividends on paid-up policies are
treated in a different manner. They are viewed in the
same light as dividends on corporate stock and are
held to be taxable in exactly the same way, that is,
they are subject to the surtax only.

Proceeds
Section 213&-1, 2 of the 1926 Federal Revenue Act

deals with fife insurance policy proceeds payable to
beneficiaries. It reads in part as follows:
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(b) The term “gross income” does not include the fol­
lowing items, which shall be exempt from taxation under
this title:

(1) Amounts received under a life insurance contract
paid by reason of the death of the insured, whether in a
single sum or in installments (but if such amounts are held
by the insurer under an agreement to pay interest thereon,
the interest payments shall be included in gross income);

(2) Amounts received (other than amounts paid by rea­
son of the death of the insured and interest payments on
such amounts) under a life insurance, endowment, or an­
nuity contract, but if such amounts (when added to amounts
received before the taxable year under such contract) ex­
ceed the aggregate premiums or consideration paid (whether
or not paid during the taxable year) then the excess shall
be included in gross income. In the case of a transfer for
a valuable consideration, by assignment or otherwise, of a
life insurance, endowment, or annuity contract, or any in­
terest thereon, only the actual value of such consideration
and the amount of the premiums and other sums sub­
sequently paid by the transferee shall be exempt from
taxation under paragraph (1) or this paragraph. . . .

Section 213 t>-6 provides for the exemption from tax­
ation of amounts received under workmen’s compensa­
tion acts or accident and health insurance.

The amount received by the insured as a return of
premium or premium paid by him under life insurance,
endowment, or annuity contracts, either during the
term or at the maturity of the term mentioned in the
contract or under surrender of the contract is ex­
empted from taxation under the provisions of the Fed­
eral law. In accordance with these provisions, when
the proceeds of an endowment or the cash surrender 
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value of a life insurance policy received by the policy-
holder exceed the premiums paid, the difference is sub­
ject to tax. The tax upon the proceeds of an annuity
will not be levied until the sum of all payments to the
annuitant exceeds the amount paid for the annuity,
and then for the excess only.



CHAPTER XVIII

WILLS

Definition
When the policyholder has property other than life

insurance, a will is necessary for the property. This
will tend to preserve the life insurance estate for the
accomplishment of the purposes for which it was cre­
ated and thereby safeguard the interests of the bene­
ficiaries of the life insurance. Too often beneficiaries
are compelled to use life insurance assets for purposes
which are properly chargeable to the assets of the es­
tate. Any well-prepared will should clearly set forth
the policyholder’s assets, designate a competent ex­
ecutor to maintain their value, and specify what dis­
tribution of assets the policyholder wishes. In cases
where the fife insurance policy is payable to an estate,
policyholders should make a will and distinctly de­
scribe how the insurance is to be used.

Gardner defines a will as an “expression, in the man­
ner required by law, and operative for no purpose until
death, of that which one may lawfully require to be
done after his death. The terms ‘will,’ ‘testament,’ and
‘last will and testament,’ are at the present day prac­
tically synonymous.”

Form
A will should be in writing, properly signed, and the

signature of the testator witnessed by the prescribed
229 
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number of witnesses. There is no prescribed form
which must be followed. In order to emphasize this,
a professor in one of our big law schools told his
students that a valid will could be written on a barn
door, if the other legal requirements were met. In
some states the statute requires two witnesses while
in others three are necessary. The scope of the estate
and how the testator wants it disposed of should be
properly set forth. Decedents who make valid wills
are said to die testate while those who make no wills
die intestate.

In the preparation of a will the testator should re­
fer to his possessions. Some attorneys advise that this
reference should not be in too detailed a manner.
When it is, there is always danger that the testator
may sell some of the property and acquire other prop­
erty. In the event he does and dies before a revision
of the will, one piece of property will be referred to
and another will not. The complication which might
arise from this is evident when it is assumed that the
sold piece of property was to have been given to a
certain beneficiary. Testators who have property
might better consider the advisability of indicating in
their wills the share of the estate or the income which
they want each beneficiary to have. When property
is not given outright, care should be taken to see that
the reversionary interest becomes vested within the
legal requirements of the state in which the testator
died.

It is important that wills be kept up to date; other­
wise, the testator may die and because of changed con­
ditions some who ought to share in the estate may not.
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In the preparation or revision of a will, testators should
be urged to have the benefit of the advice of counsel.

Dying Testate vs. Intestate
It is natural for a testator to want to pass on to his

wife and children the results of his life’s labor. Every
worth-while parent has desires and ambitions for his
family. When he has accumulated property, he should
specify in his will just how the corpus and income
of the estate are to be used to accomplish these ambi­
tions, after actual necessities are provided for. Then
too, a will may be the means of protecting the bene­
ficiary in other ways. It also will permit the testator
to reward those who have been faithful or helpful to
him in life, and provide for charities and educational
institutions in which he is interested. Assuming that
a competent executor has been designated, the testator
may be certain that every reasonable effort will be
made to carry out the terms of his will. A will enables
the testator to select the corporation or individual who
is to be the executor. This is important because the
testator has the opportunity to confer with the ex­
ecutor from time to time in reference to the property
and its proper management.

Various estimates have been made of the number
of people who die intestate. It seems to be generally
agreed that well over 70 per cent of the decedents
leave no wills. When a policyholder has not made a
valid will, his estate will be distributed in accordance
with the law and without any regard to what he may
have wished. The intestate laws of the states vary;
but in the District of Columbia, assuming that the de­
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cedent left a widow and children, the widow would re­
ceive one-third of the personal property and a life in­
terest in one-third of the realty. Whatever is left
would be divided in equal parts among the children.
There may be good reasons why one of the children
should not share in the estate, yet he or she will
receive his full share because of the failure of the
decedent to make a will.

When a man dies intestate and leaves property other
than life insurance, he imposes a responsibility upon
his wife and children at a time when they are least
competent to assume it. That responsibility is the
proper management of his estate. This may be fur­
ther complicated by the appointment of some one by
the court as administrator who has radically different
ideas than those upon which the decedent built his
estate. The result may be reflected in the value of the
estate upon which his family will be dependent for in­
come.

An actual case indicates the importance of always
making a will in order to safeguard those intended to
benefit from the estate. A man well known in business
in the East lost his wife, who left an estate. Prior to
her death nothing had been said about a will, although
it was understood that all was to go to the husband.
As the woman had no immediate relatives, there was
no question in either her mind or that of her husband
about her wish being carried out. After her death,
distant relatives appeared and claimed various inter­
ests in her estate. The result of the court action was
that the husband had a life interest in only part of the
estate and relatives who never came near the deceased
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during her lifetime received the bulk of the estate
and a reversionary interest in some of the rest. Cases
of this kind do not arise in life insurance. The face
value of the contract is absolutely paid to the bene­
ficiary designated by the policyholder.

Contests
Experts have repeatedly said that most wills can be

shown to have some defect. If this is so, it means there
is a possibility that many wills may be successfully
contested in the courts by those who are not satisfied
with the provisions made by the testator. Such con­
tests not only entail expense but sometimes even re­
sult in the corpus of the estate going to some who do
not deserve it, as is evident from the preceding illus­
tration. While the litigation over a will is going on,
the estate is tied up. If the beneficiaries are dependent
for actual living expenses upon the income from the
estate, the embarrassment of this legal procedure is
evident. Policyholders need have no concern over the
possibility of their policies being contested.

Gardner on wills in describing the importance of an
attestation clause states: “When the signatures of the
witnesses are accompanied by an attestation clause
setting forth compliance with the statutory require­
ments regarding execution, such clause is, on proof of
the signatures of testator and subscribing witnesses,
prima facie evidence of the facts stated therein.” An
attestation clause makes it more difficult to success­
fully contest a will on the basis of mental incapacity.
The form of attestation clause used by some attorneys
reads in part: “and at the time of the execution of 
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this instrument, the testator appeared to us to be of
sound and disposing mind and memory and under no
restraint.”

Executors
The selection of the proper executor is extremely im­

portant. At one time it was customary to select a close
friend or relative as the executor without regard to his
particular qualifications. To-day individual executors
are often selected on this old basis. In choosing an
executor a trust company or an attorney, specializing
in the care of estates, should be designated. The fees
for the corporate or individual executor are the same.
They are fixed by the law, by the courts, or by mutual
agreement according to law or custom in the various
states. No executor is necessary for a life insurance
estate, because the insurance company pays the bene­
ficiary directly. There is no fee for this service. In
cases where the insurance is paid to the estate, an ex­
ecutor is necessary.

The need for corporate executors has led to a wide
estate service by trust companies. Being corporate
bodies they have an indeterminate length of life. As
a result of the ability of the trust company to provide
cash promptly if necessary at the time of the de­
cedent’s death, it is often able to conserve the real
value of the estate and not throw upon the market
securities or property at a time when values are low.

The trust company is more likely to administer an
estate in an impartial way than a relative or a close
friend who may be designated as executor. Family
prejudices may interfere and becloud the individual
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executor’s ordinarily sound judgment, when he is a
friend or relative. As the trust companies have no
family ties with the beneficiaries, they are actuated
only by a desire to carry out the intention of the
decedent.

The collective ability of the officers of a trust com­
pany for proper investment is superior to that of the
vast majority of individuals. This is important in con­
sidering whether to designate an individual or a trust
company as executor. If an individual executor makes
a mistake through negligence, the question of his finan­
cial responsibility may well arise, especially if the
decedent has specifically specified that he does not
have to file a bond. In the case of a trust company
its capital and surplus guarantee not only honesty
but that reasonable care will be given to the trust
funds.

Recognizing that property is only as valuable as
human life makes it, when the owner and developer
of a given piece of property dies, the value of the prop­
erty is often affected. The policyholder’s death takes
away from the property one of its most valuable assets,
namely, the life which managed it. The problem of
the beneficiaries is to maintain the property as close
as possible to the value which it held during the life
of the decedent. Well organized trust companies have
the facilities for insuring the proper maintenance and
operation of business properties.

Trust companies know the problems incidental to
the care of estates. They realize the difficulties which
must be met, particularly the importance of ready cash
available at the death of the decedent. Many of them 
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recommend that special policies be taken out to care
for what is commonly referred to as a clean-up fund.
This will take care of the expenses incidental to death,
as well as outstanding debts incurred during the life­
time of the policyholder in addition to the various in­
heritance or estate taxes. The effect is to insure the
corpus of the estate and to help carry out the pur­
poses which the testator had in mind when making
his will.

Co-executors
Sometimes an individual is thoroughly familiar with

the details of the family life of the testator, his am­
bitions and hopes, and, is therefore regarded by the
testator as the logical one to endeavor to put these into
effect after his departure. In cases of this kind, it
is not unusual to make the trust company executor
and the person or friend having the confidence of the
testator a co-executor. The same thing may be done
in those cases when a testator wants to safeguard him­
self against the change in control of the trust company,
due to change in ownership of stock, the death of the
trust officer or those in authority in whose personality
and integrity the testator had confidence.

Trust Companies, a magazine devoted to the inter­
ests of fiduciary institutions, stated in its August, 1926,
issue that “a recent compilation from probate court
records showed that eighty-five per cent of Americans
who died leaving wills, named the widow as executrix.
Those who named trustees in a large number of in­
stances also included provisions for the widow as co­
executrix and co-trustee.” There are some who believe
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it is a mistake to designate either the widow or friend
as co-executor and co-trustee with a trust company.
They believe this leads to complications in cases, which
make it harder to administer the trust properly. They
emphasize that a widow not, as a rule, having had any
experience in investments may have radically differ­
ent ideas from the trust company which is trained in
investments. Furthermore we are informed that the
widow is the beneficiary and has not the disinterested
viewpoint which is often so necessary and so valuable
on the part of a trustee. With divided responsibility,
not only may disagreement arise, but at times the
trust company may be unable to take necessary prompt
action upon some matter either because of the time
necessary to convert the beneficiary, who is acting
as co-executor and co-trustee, to its way of think­
ing on elementary essentials or because of the tem­
porary disability or absence of the beneficiary from
town.

If a co-executor and co-trustee is to be designated, it
is worth while considering the appointment of a lawyer
who is thoroughly conversant with the administration
of estates. If the attorney has drafted the will and is
familiar with the background underlying the various
provisions of the will, he can be very helpful.

Wills vs. Trusts
In a life insurance trust the interest of the cestui que

trust takes effect upon the execution and delivery of
the deed of trust to the trust company. In cases where
the insurance trust is written with the right of revoca­
tion, the cestui que trust interest may be defeated at 
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any time by the settlor. Where there is an absolute
bequest in a will, the right of the legatee takes effect
at the instant of the testator’s death.

Probation
After a decedent’s death the procedure usually fol­

lowed is for the executor or, if the decedent dies in­
testate, the administrator appointed by the court to
file the will and request authority from the court to
execute the will. This is conveyed by what are known
as letters testamentary or of administration after the
court is satisfied that the will conforms to the statu­
tory requirements of the state and notice has been
given of the proposed probation so that any who want
to contest may have an opportunity to do so. The
object of probation is to insure that the estate will be
distributed in accordance with the law which is de­
signed to respect the decedent’s wishes as far as con­
sistent with public policy and protect those who have
a legitimate interest in the estate.

Shrinkage of Estates
An analysis of the fees and expenses incurred in the

settlement of estates may be of very real interest to
testators or policyholders. From reports of estates
of resident decedents filed during 1925 with the Bureau
of Internal Revenue much interesting information can
be secured. In addition to indicating the amount in­
cidental to the shrinkage of estates, by which is meant
the difference between the gross estate and the sum
available for distribution after all fees and expenses
are paid, it is possible to determine the sums devoted
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to charitable, public, and similar bequests. The im­
portant part which life insurance plays in most of the
estates is particularly interesting. Life insurance com­
poses from over 3 to about 9 per cent of 13,316 gross
estates. The smaller the estate reported, the greater
is the percentage of life insurance.

Analysis of Estates

Reported during 1925 to United States Treasury Department

Which Paid No Federal Estate Taxes

(Based upon Annual Report of Bureau of Internal Revenue)

Size of Estates

Gross Estate
Under S50,000

Gross Estate
Over $50,000

Number of Returns (1) ....................... 851 2,520
Total Gross Estate (2) ........................ $37,356,412 8231,031,956
Insurance (3) ........................................... S 3,267,185 $ 18,414,598
Per Cent -ii- .........................................

(2)
Funeral and Administrative Expenses

8.75 7.97

(4) ........................................................... S 2,334,108 S 11,734,148
Per Cent .........................................

(2)
Charitable, Public and Similar Be-

625 5.08

quests (5) ............................................. $ 260,687 S 21,906,061

Per Cent .........................................

Per Cent of Insurance to Funeral and

0.70 9.48

Administrative Expenses ................ 140.0 156.9

Edward A. Woods estimates the shrinkage in estates
amounting to S2,500 to be equivalent to 3S.7 per cent,
estates worth §5,000 to be 37.5 per cent, estates valued
at §10,000 to be 33.5 per cent, and estates amounting
to §30,000 to be 19 per cent. As a result of investiga-
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tion, he finds that estates of from $1,000 to $5,000 ex­
pend from about 11 to 14 per cent for funeral expenses,
those from $5,000 to $10,000 from about 4 per cent to
almost 6, and from $10,000 to $30,000 from about
2 per cent to a little over 3%.

Expenses incidental to the shrinkage of estates re­
quire cash or assets readily liquidated, without loss of
capital. In the preparation of any will, provisions
should be made to have the shrinkage promptly paid
from assets definitely set aside for this purpose. The
testator may then feel assured his beneficiaries will be
able to receive the full benefits he has provided for
them.

Life insurance has all the attributes necessary to
give the testator the assurance his gross estate will
be safeguarded against shrinkage. When life insurance
is used for the protection of beneficiaries’ allotments in
the estate, no provision in the will need be made to
provide for the certain shrinkage of the estate. With­
out life insurance, it is not uncommon for beneficiaries
to sell securities to meet debts incidental to the testa­
tor's death or borrow upon securities as collateral. As
the rate of interest charged is usually about 6 per cent
of the amount borrowed and the cost of life insurance
averages around 3 per cent of the face value of the
policy, the policyholder can make money for his estate
by taking out life insurance. When the policyholder
borrows, the interest of 6 per cent passes out of his
hands; when he purchases life insurance, the premium
of 3 per cent is performing the highly useful service

•of building up an insurance estate.
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Life Insurance
Life insurance has many advantages over other

forms of property. Technically the value of the life
insurance contract never becomes a part of the estate
unless the estate has been specifically designated as
beneficiary. When a policyholder has designated the
beneficiary of his insurance estate, there is no need of a
will. The policyholder may be certain the beneficiary
will receive the face value of the policy in a lump sum
or in such ways as may have been set forth in the
optional settlement agreement. A life insurance pol­
icy does not have to be probated nor is there any
expense incidental to bringing about the payment of
it. One of the most important factors in favor of life
insurance is that litigation so often incidental to wills
is lacking. Life insurance, properly arranged, can
absorb the shrinkage in the estate and thereby assure
the distribution of the gross estate to the beneficiaries.
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RESUME OF AN ACTUAL INSURANCE TRUST

Beneficiaries, JPi/e, Injant Son, and Mother and Father
Trustee, Middle West Trust Company

1. Wife to be paid §1,000 immediately, and as long as
she lives and remains unmarried to receive as much of the
income as with the income from a testamentary trust cre­
ated by the Settlor for her benefit will give her a total
monthly income of §150. Should wife remarry this is to
be reduced to §100, and should she again become a widow
or be divorced and be in need of funds for her proper sup­
port she is again to receive §150 per month as long as single
and §100 per month if again married.

2. The Settlor’s father and mother or the survivor to
receive §150 per month for life.

3. Trustee given discretion to increase payments to wife
and to father and mother if necessary in its discretion to
meet emergencies.

4. Trustee authorized to purchase any encumbrances
which may exist against the homestead of the Settlor’s
father and mother and also the Settlor’s homestead property.

5. The Settlor’s particular concern in this trust is for
his infant son who was about one year old at the date of
the Agreement, January, 1925, and he recites as follows:
“It is the Settlor’s desire to make reasonable and proper
provision for the maintenance, support and education of
his son, John, born June 8, 1924, but he directs that at no
time shall any such amount of money be paid to or used for
him from this or any other trust fund created by the Settlor
for his son’s benefit as would tend to stifle his ambition
or to make him indifferent to such efforts as he should make

243
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to contribute to the best of his ability toward his own
maintenance, support and education.”

He then goes on to provide for his son’s education after
high school; First: That he shall attend Culver Military
Academy or some other similar military school; Second:
That he shall attend University of Michigan or some other
University of like standing; Third: That he shall attend
Johns Hopkins or some other school of medicine of recog­
nized high standing and secure therefrom his degree of
Doctor of Medicine; and he “earnestly recommends that his
son pursue the plan above outlined for his education.”

In pursuance of this plan Trustee may use income or
principal at its discretion for son until he becomes 20, but
after he becomes 20 he is to receive §1,800 per year and no
more, except in case of emergencies. When son becomes
32 if he shall have qualified to practice medicine and if
Settlor’s wife, father and mother are dead, he is to receive
the entire trust fund, but if the others are still living suffi­
cient of the fund is to be set aside to provide for them
during their life expectancy and the remainder to be dis­
tributed to the son.

If when 32 the son is not qualified to practice medicine he
is to receive only % of the fund then available for dis­
tribution; at 35 if, in the discretion of the Trustee, he has
made proper use of the amount distributed to him at 32, he
is to receive % of th0 principal then available for dis­
tribution, and at 38 if he has made proper use of the
previous sums, he is to receive % of the amount then avail­
able ; and at 40 if, in the sole discretion of the Trustee, he
shall have made proper use of the sums previously dis­
tributed and is “competent to handle the trust fund without
likelihood of waste or dissipation of the same” he is to
receive the remainder free from the trust.

If in the exercise of Trustee’s discretion the fund is not
distributed to son at 40, trust then continues during son’s 
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lifetime or until such time after 40 as Trustee deems it
advisable to terminate the trust.

6. If son dies leaving issue, shares for issue to be held
in trust until they become 32, provision being made, of
course, to terminate their trusts not later than 21 years after
death of lives in being at death of the Settlor.

7. When this client first came to the Trust Company
he had §55,000 insurance and after disclosing what he
wanted to accomplish with the fund he was advised that
he did not have nearly enough insurance. He immediately
bought §25,000 additional insurance from the Company
who had sold him his last policy, making it §80,000. One
month later he added another §20,000 making a total of
§100,000.

ABSOLUTE ASSIGNMENT OF POLICY

For Value Received do hereby assign, transfer, and
set over, absolutely, unto

of in the State of
all right, title and interest hi and to
the Policy of Life Assurance issued by the

, upon the life of
of

in the State of for the sum of
Thousand Hundred Dollars, and numbered

,with absolutely all privilege, benefit and advan­
tage secured thereby, or to be had or derived therefrom, and
subject to all the conditions therein contained; hereby giving
the said

full power and authority to collect the proceeds thereof at ma­
turity or to surrender the same for its cash value; and to give

receipt therefor, which receipt expressly agree
shall be binding upon heirs, executors, adminis­
trators, and assigns. It is understood and agreed, however, that
any distribution of surplus may be applied to any payment of 
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premiums on this policy, and that the said Company shall be dis­
charged from any further liability to either the insured, or as­
signee, for surplus so applied.

This assignment is made subject to all liens, if any, which the
said Company may hold against the Policy.

It is hereby declared that no proceedings in bankruptcy are
pending against the maker or makers of this assignment.

If it should appear that this assignment is made upon any
trust, the Company shall not be liable to see to the application of
any payment hereunder, and may rely upon the sole signature
of the assignee to any receipt, release or waiver, or to any transfer
or other instrument to whomsoever made purporting to effect this
assignment or any rights thereunder.

In Witness Whereof hereunto set hand and
seal , this day of a. d. 19

Witness:
L. S.
 L. S.

L. S.
State of County of ss.

On this day of a. d. 19 ,
before me personally came
to me known, and known to me to be the individual described
in, and who executed the foregoing assignment, and acknowledged
the same to be free act and deed and made oath to
full age.

Notary Public.
[Notarial Seal] Received and duplicate filed at the Home

Office oj the Company at
, assuming no responsibility,

however, as to its validity.

By Asst. Secretary
Notice:—The rules of the Company require that assignments of

policies issued by it shall be made in duplicate; that both copies
shall be sent to the Home Office, the duplicate to be there retained
and the original returned.

The interest of a minor cannot be assigned except by a duly
appointed guardian, and a certificate showing appointment must be
filed with the Company.
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ASSIGNMENT OF POLICY
BEFORE EXECUTION OF THIS ASSIGNMENT

THE INSTRUCTIONS ON THE REVERSE SIDE SHOULD BE

carefully read (Page 249).

For Value Received, hereby assign Policy No.
, issued by the........................... of ,

on the Life of with all the
proceeds thereof and all sums of money, interest, benefit
and advantages whatsoever accrued and to accrue there­
under unto address:

Number.

Street. City. State.
and to executors, ad-

Relationship to Insured.
ministrators, successors or assigns. This assignment is
subject to any existing indebtedness to the

under this Policy.

Dated at
this day of 192

IF
corporation

PLACE
CORPORA IB

SEAL
HERB

......................................................................... [seal]
Witness. Signature.
.........................................................................[seal]
Witness. Signature.

......................................................................... [seal]
Witness. Signature.

State of .1 . On this... .day of
County of.... j’SS" 192.. before me personally came

to me known to be the individual
described in and who executed the foregoing in­

strument, and acknowledged that executed the
same.
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o

State of 1
County of... .J ss"

On this day of 
sonally came...............
and  

..192.. before me per-
.... of
of

to me known, who, being by me duly sworn, did jointly
and severally depose and say that they are respectively
the  and
of the

, the corporation described
in and which executed the foregoing in­
strument; that they know the seal of said
corporation; that the seal affixed to this
instrument is said corporate seal; that it
was so affixed by order of the Board of 
Directors of said corporation, and that
they have signed their names thereto by
like authority.

Recorded and Filed at the Home Office of the

The Company assumes no obligation as to the validity
and sufficiency of this assignment, and does not pass
upon its legality; but reserves the right to demand proof
of interest in case of claim by assignee.

This assignment shall not be binding upon the Com­
pany unless it be filed with the Company at its Home
Office.

192 Secretary

FOR HOME OFFICE USE

Checked by Duplicate sent to Date
Form [over]

(over)



APPENDIX 249

INSTRUCTIONS

Assignments must be made in duplicate and acknowledged
before a Notary Public or Commissioner of Deeds, whose Cer­
tificate of Authority and Seal must be affixed.

Beneficiary or beneficiaries (if any) must join with the Insured
in execution and acknowledgment, before Notary Public, of as­
signment.

If Assignment Is Made By: 
1. An Individual

or Individuals

2. A Firm

the full name or names must be signed
and—Notarial Acknowledgment for Indi­
viduals executed.

the full name of the Firm must be signed
with signatures of co-partners authorized
to execute and—Notarial Acknowledg­
ment for Individuals executed.

3. A Company Not
Incorporated
and Owned by
One Individual

4. A Corporation

the full name of Company must be signed
with the full signature of Individual with
the word Owner following and—Notarial
Acknowledgment for Individuals executed.

the full name of Corporation must be
signed with the signatures of two officers
authorized to execute. Corporate Seal
must be imprinted in the space provided
and—Notarial Acknowledgment for Cor­
porations executed.

After execution, both assignments should be sent at once to the
to be recorded. One

will be retained, and the other returned to be attached to the
Policy.
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Absolute assignment, 158
Accumulations, 173-175
Alabama statute, accumulations

and, 173
American Bankers Association,

207, 212
American Experience Table of

Mortality, 28, 30
American Life Convention, Le­

gal Division, 175
Annuities, purchase of, 62

tax on proceeds of, 228
Assets, segregation of, 210
Assign, ability to, defined,

155
Assignment, affect on insurance

estates of, 155
beneficiary rights and, 157

New York Court of Ap­
peals, decision on, 157

part of beneficiary and pol­
icyholder in, 159

procedure in, 158
release of, 160
types of forms for, 158, 159

Assignments, loans on policies
and, 161/.

commutation and, 155-166
companies not responsible

for, 160
Association of Life Insurance

Counsel, suggestions on
accumulations, 176-178

Beneficiaries, American defini­
tion of, 139

251

Beneficiaries, Canadian defini­
tion of, 138

children as, 132, 133, 134,
149 '

classification of, 219
contingent, 130, 133
necessity of identifying trust,

180
objections to trustees as, 135
who are, 127

Beneficiary, amount of income
depending on age of, 105

business as, 148
change of, assignment and,

155#.
not assignment, 156

change of insurance trusts
and, 187/.

dangers confronting, 69, 70
identification of, 123, 128
importance to, of stability of

estate, 93
investment service for, 89
need for ready cash of, 71,

72
partnership or corporation

as, 145
procedure for changing, 150
protection of, by states, 144
remarriage of, 134
right of policyholder to

change, 138#.
not allowed, 145#.
not reserved, 139-142

rights of, assignment and,
157

unnamed, 217#.
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Benefits of life insurance, 5ff.
Bogert, Dean, 174, 179
Borrowing on policy, 155
Bullock, Chandler, 148
Business, protection of, by in­

suring lives of executives,
64

Business trusts, 197/J.
corporations and, 197
partnerships and, 197

California, tax rates in, 220
Carnegie, Andrew, 76
Cash surrender value, growing

importance of, 51
privilege of policyholder to

borrow on, 47
use of, as collateral, 50

Cestui que trust, defined, 179
Change of beneficiary. See

Beneficiary.
Charity, estimated contribu­

tions to, 4
Chicago, Milwaukee, and St.

Paul Railroad, 43
Children, as beneficiaries, 132,

133
definition of, 129
protection of, by life-income,

106
Claim payment, procedure of,

19
Claims, contested, 19

in New York, 1925, 19
Co-executor, 236, 237
Collateral assignment, 158

difficulty of banks with,
161

College education, combinations
of insurance to provide
for, 112

College education, provision
for, by endowment in­
surance, 36

by installment options, 104
provision of income to child

for, 86
Commissioners, state insur­

ance, 14
contested claims referred to,

19
Commutation, 163/7-

beneficiaries and, 163/.
benefits of trust funds not

subject to, 165
policyholders and, 163, 164

Competition, benefits of, 22,
23

Conditional assignment, 158
partnership and, 159

Connecticut, investment regula­
tion in, 18

Connecticut statute on pay­
ment of beneficiary’s
creditors, 165

Conservation, of estates, life
insurance and, 1

Contingent beneficiaries, 130,
133

suggested limitations and,
175fl.

Coolidge, Calvin, quoted, 12/.
Co-trustee, 237
Creditors, beneficiary’s, pay­

ment of required by
statute in some states,
165

Darlington’s Estate, 254 Pa.,
212, 218; 91 Atl. 4S6, in
re, 184

Davis, Samuel, 187
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Dependency, in old age, un­
necessary, 62

Depreciation, physical, insur­
ance and, 9

Disability, permanent, insur­
ance and, 7

total, insurance and, 7
Disability clause, 48
District of Columbia, intestate

laws of, 231, 232
use of, to purchase additional

insurance, 120
Dividends, life insurance, 226
Divorce, beneficiary may be

changed after, 142
Dollar, stabilization of value of,

119

Economic values and life values,
59

Endowment insurance, 33
forms of, 34
uses of, 34#.
where not applicable, 37

Estate, created by life insur­
ance, 5

depreciation of corpus of,
207, 208

division of, 232
insurance, basis for, 27

disappearance of, 67#.
installment options as basis

for, 103
interest from, 114
no executor necessary for,

234
safeguarding of, 75

protection of, against shrink­
age, 241, 242

by life insurance, 11
security of, 94

Estate, services to, by trust
companies, 206

shrinkage of, 238
tax. See Tax.

Estates, conservation of, 1
creation of, 39
exemption from inheritance

tax of, 220
insurance, administration of,

by insurance companies,
126

creation of, 42
interest settlement as means

of building, 98
reduction of, by loans to pol­

icyholders, 48, 51
time factor in building, 12

Evans, Percy H., 109
Examination, of insurance com­

panies, 14
Executor, importance of selec­

tion of, 231, 234

Federal Bankruptcy Act, 143,
144

Federal estate tax, 130, 221,
222

Federal Revenue Act, 223, 224,
226#.

Forms, insurance trust, 180
Frick case, decision in,

223
Funded insurance trusts, 182/.

in New York, 174/.
Funds, of insurance trusts, use

of, 194#.

Gardner, quoted, 233
Gray, J. C., 167, 168/.
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Health work of insurance com­
panies, 25

Hughes, Hon. Charles E.,
quoted, 83

Income, average net, in 1925, 4
continuance of monthly, 102
earned, continuation after

death, 57
insurance from current, 11
insurance of, 77
life, insurance providing for,

™ff.
mortgaging future, 10
national, estimated, 1
proper use of, 65
provision for, by installment

option, 99-101, 104
by life-income option, 104,

105
sources of, 57, 60
stability of, 93
to beneficiaries, 90

Incontestability, security in, 19
Installment settlements, 177
Insurable interest, 123, 124
Insurance, endowment, 33

income, 77
life, basis for, 28

assets of, 39, 51
institution of, 1-13, 39
limited payment, 32

ordinary, 29
uses of, 30
where not applicable, 31

purchase of, with dividends,
120

Insurance companies, competi­
tion of, security to pol­
icyholders, 21

examination of, 14

Insurance companies, health
work of, 25

limitations of, in administer­
ing estates, 203

services of, 7
Insurance company, trust com­

pany and, combination
service of, 20/.

Insurance estate, administra­
tion of, by insurance
companies, 126

claim of creditors on, 129
interest from, 114
safeguarding of, 75
waste in, 73

Insurance settlement, combina­
tions of, Iliff.

Insurance trusts. See Trusts,
insurance.

Institution of life insurance,
assets of, 39, 51

Interest, average rate of by
trust companies, 212

guaranteed, 90, 91
rates of,

average of companies, 92,
95

comparison of, 212/.
Investment service for benefi­

ciaries, 89
for policyholders, 39
of life insurance companies,

27
Investments, as insurance se­

curity, 17
diversification of, 39/f.
limitation of insurance com­

panies’, 19

Lawson, Thomas W., 64
Legal reserve, 16

life insurance, 15
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Legislation, insurance compa­

nies’ investments and, 17
supervisory, 14

Life in being, rule of perpetui­
ties and, 168/.

Life insurance, amount of, per
policyholder, average, 4

basis of, 28
benefits of, distribution of, 5fJ.
economic status of, 1
estate created by, 5
function of, 2
growth of, 3
increase of, 215
legal reserve, 15
limited payment, 32, 33
not death insurance, 5
private enterprise and, 2
security of, 14
social status of, 1
value of, in business, 31

Life insurance assets, invested
in governmental securi­
ties, 45

invested in loans to policy-
holders, 47

invested in public utilities, 46
invested in railroads, 42

Life insurance companies, im­
provement in interest
earnings of, 91

investment service of, 27, 41
Life insurance estate, conserva­

tion of, not trust agree­
ment, 82

Life insurance policies, forms
of, 28

uses of, 30/.
Life value, continuation of,

after death, 55
community’s interest in, 56
determination of, 56, 57

Life value, increased, 54
present earnings no indica­

tion of, 58
Life values and economic values,

59
Limitation of retention at inter­

est, 176
settlement by installments

and, 177
Limitations, 167-178

suggested by Association of
Life Insurance Counsel,
175//.

Linton, M. Albert, 4
Loans, assignments and, 161

policy, 47/f.
extent of, in England, 48,

49
provision for, 120
value of life insurance in

safeguarding, 31

McKinley, Senator William B.,
76

Maryland, tax rates in, 220
Massachusetts statute on pay­

ment of beneficiary’s
creditors, 165

Missouri, tax rates in, 220
Mortgage, liability of, to bene­

ficiary, 72
Mortgages, insurance assets in­

vested in, 41
Mutual Benefit Life Insurance

Company, case of, 156

National Convention of Insur­
ance Commissioners, pro­
test of, against taxation,
25
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New York, change of benefici­
ary allowed in, 142

Court of Appeals, decision of,
157, 158

regulation of reserves in, 17
New York method of group­

ing beneficiaries, 219
New York statutes, rule against

perpetuities and, 168
Personal Property Law on

funded insurance trusts,
174/.

accumulations and, 174
on payment of beneficiary’s

creditors, 165
absolute personal property

ownership in, 170
Nichols vs. Eaton, 91 U.S. 716-

725, 186

Old age, dependence in, 62
provision for, by endowment

insurance, 35
Option, installment, 99fj.

as basis of insurance estate,
101, 103

combinations of, 104
interest-settlement, 96

objections to, 97
uses of, 97
value of, for building

estates, 98
variations in, 98, 99

life-income, 104/J.
Optional settlement, 166

plans, 85
recommendations on, Ameri­

can Life Convention,
W.

Association of Life Insur­
ance Counsel, 176/f.

Optional settlement, rule
against perpetuities and,
167

Pennsylvania, investment re­
striction in, 18

statute on payment of bene­
ficiary’s creditors, 165

Perpetuities, rule against, 167-
173

common law and, 171, 173
illustrations involving, 172/.
New York Statute and,

168, 172
optional settlement and,

167
stated by Gray, 167

Policies, forms of, 29
Policyholder, convenience of

trust company to, 210
right of, to borrow on policy,

49, 139, 140, 145, 155
Policyholders as beneficiaries, 5,

6
Premium, expenditure of by in­

surance company, 23
level, 15
taxation of, 25

Premiums, life insurance deduc­
tions for, 223

Procedure, in assignments, 158
Property, taxable, 220
Protection, permanent insur­

ance, for family, 30
for business, 30, 31

Provident Mutual Life and
Trust Company, 83

Railroads, life insurance assets
invested in, 42
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Regulation, state, of tables used

by insurance companies,
23

Reserve, contingency, 16
legal requirement for, 17

Saturday Evening Post, quoted,
70, 71

Securities, short-term, 52
Security, competition of insur­

ance companies, 21
incontestability as, 19
life insurance, contingency

reserves as, 16
investments as, 17
legal reserve as, 15
supervision as, 14

revocable trusts, 181
Service, conservation, of insur­

ance companies, 82
investment, of life insurance

companies, 40
Settlement, installment plan of,

75
life-income, 105/f.
life income plan of, 75
lump-stun, 65fJ.

early insurance contracts
payable only in, 75

necessity of, 71fl.
per cent of policies using,

74
Settlements, optional, 78/?., 96/f.

per cent of, issued in 1920,
116

in 1925, 116
use of, by policyholders,

115, 116
uses of policies with, 117
value of policies with, 117

Settler of trust, defined, 179

Sickness, borrowing in, 7
Spendthrift trusts, 186/.

opinion on, 186, 187
State laws, 52
State statutes affecting accu­

mulations, 173
State supervision of life insur­

ance, 14
Story, Justice, quoted, 84
Supreme Court, decision of

United States, 144
Surrender, 163

Table of Mortality, American
Experience, 28, 30

Tax, Federal estate, 130, 221,
222

Federal income, 223
estate, 218
inheritance, 218

estates exempt from, 220
premiums exempt from, 226
provision for payment of, 217

Tax rates, 219, 220
Taxation, of beneficiary’s choice

of payment, 164
of premiums, 25

Taxes, Federal estate, estates
paying, 240

estates not paying, 239, 241
Taxpayers, income of, per cent

unearned, 60
Term insurance, 37
Treasury Department, rulings

of, 224, 225, 226
Trust, cestui que, 136, 179, 204,

237
funded insurance and, in

New York, 174/.
insurance, 179-189

amount in force, 187
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