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REPORT OF THE COMMISSION APPOINTED UNDER
CHAPTER 50 OF THE RESOLVES OF THE YEAR
1921 TO INVESTIGATE THE LAWS RELATIVE TO
THE INVESTMENTS OF INSURANCE COMPANIES.

The Commission appointed under the provisions of chapter
50 of the Resolves of the year 1921 to investigate relative to
certain matters of insurance submits the following report with

relates to the investments ofreference to so much thereof a

insurance companies

Several hearings were held
various proposals were received
of the investment law. There

upon the above matter, and
looking toward an amendment
appears to be no general dis-

satisfaction with the investment law, the changes advocated
not affecting its general structure, but looking rather toward
a broadening of the classes of securities prescribed for the
investment of certain funds of insurance companies. The
policy of the present investment law is to allow companies
considerable latitude. Certain funds are required to be in-
vested in prescribed classes of securities. In the case of a stock

er than life the restriction covers merely the:om{

capital stock. In the case of a life company it covers three
fourths of the reserve. In the case of a mutual company und
the provisions of section 80, chapter 175, it covers the surpl
In the case of a fraternal benefit society under the provisions o:
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in the case of a fraternal benefit society there are extensive
funds not subject to the law, and investment of these funds
may be made freely, subject to certain regulations and prohibi-
tions.

The law, as a whole, comprising sections 63 to 68, inclusive,
of chapter 175 of the General Laws, while not an ideal law in all
respects, is nevertheless one that has been well tested in experi-
ence and one to which the companies are well accustomed.
It has seemed advisable to the Commission, therefore, not to
undertake the recasting of the investment law as a whole, but
to recommend amendments at the points where experience
has indicated the desirability of change. These amendments
consist almost entirely in a broadening of the classes of pre-
scribed securities. The securities at present prescribed by the
law are:

(a) Public funds of the United States, District of Columbia
or any State of the United States.

(c) Bonds and notes of certain railroads and street railways,
and bonds and notes of terminal corporations or of certain other
railroads guaranteed as to principal and interest by railroads
or railway corporations in the securities of which investment
is permitted.

(d) Mortgages upon real estate.
(e) Real property requisite for convenient accommodation in

the transaction of the company’s business.

(<jf) Capital stock of insurance companies authorized to trans-
act business outside the territorial limits of the United States.

(K) Collateral loans secured by the deposit of securities of the

It will be noted that this list, while containing many classes
of standard investment securities, omits some other classes
which might properly be regarded as standard. The funds
affected by the law are very extensive, the reserves of domestic
life companies alone amounting on Dec. 31, 1920, to over
$500,000,000. In other words, the limitation affects a very
substantial portion of the investment funds of the community;
and it is desirable from the community standpoint that it he
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made available to meet the community’s needs, and from the
company standpoint it is desirable that a fair opportunity be
afforded for investment in sound and profitable securities. It
is not, however, necessary to include in the list of authorized
securities all classes of high-grade investments, there being
extensive funds not subject to limitation which may be in-
vested in designated classes of securities. It should, however,
include the more extensive classes of high-grade securities.
The Commission therefore recommends the following changes:

1. A verbal modification of that portion of the law author-
izing investment in municipal bonds. The change recommended
does not, however, affect the substance of this portion of the
law, which is claimed to work very well in practice.

2. An amendment of the law relating to mortgages upon real
estate. The present law authorizes investment in mortgages
upon improved and unencumbered real property. The word
“improved” appears somewhat indefinite in its meaning, and
under present conditions, requiring a certain degree of latitude
in the powers of companies to invest in mortgages, may be
properly omitted. It seems advisable to insert some qualifica-
tion of the requirement that the property be unencumbered.
The proper application of this restriction is to such encum-
brances as prior mortgages, prior attachments, tax liens, and
other encumbrances of a like nature, which upon occasion might
result in the dispossession of the mortgagee, or require the
company to make a further investment to protect its interests.
The phrase, however, would appear broad enough to include
other rights, such as rights of way, building restrictions, sewer
rights, etc., which are, in the parlance of conveyancers, encum-
brances, but which nevertheless affect only the value of the
property and which could never result in the dispossession of
the title of the mortgagee. It has appeared necessary in a
number of States to provide that rights of this nature should
not constitute encumbrances within the meaning of the statute,
and the Commission therefore recommends an amendment to
this effect identical with the amendment effected in New York.

3. It appears desirable to give authority to make investments
in the public funds and municipal securities of the Dominion of
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Canada and of foreign nations in which the company is author-
ized to transact business. The Dominion of Canada is very
close to the United States territorially. Its public securities
are of high grade, and many of our companies do business there.
In Canada and in foreign countries in general it is frequently
necessary for our companies to make deposits or to maintain
funds for the payment of obligations, and investment of these
deposits and funds in local securities is sometimes required, and
where not required is frequently advisable. Authority to make
such investments is given in many insurance laws. The Com-
mission therefore submits a recommendation giving such
authority.

4. The Commission recommends including in the list of
authorized securities railroad equipment trust notes and the
bonds of telephone and light and power companies. These are
all rated as high-grade investment securities, and under present
conditions are at least as desirable for the investments of in-
surance companies as the bonds of railroad and street railway
companies

5. The Commission also recommends the inclusion of bankers’
acceptances. The General Court has authorized this class of
investment for savings banks. It is a form of investment
peculiarly fitted for the investment of the more liquid funds
of an insurance company, and, inasmuch as it involves the
guarantee of a bank of deposit, is as sound an asset as a deposit
in that bank.

6. The Commission recommends the inclusion of farm loan
bonds issued by Federal land banks. This class of securities
is entirely sound, and is connected with a very valuable govern-
mental activity. Many insurance codes have authorized invest-
ments in these securities.

7. The present law permits investments in collateral loans
secured by the classes of securities authorized by the act.
There would seem to be no reason why bonds secured by the
deposit of such securities should not be equally available for
investment. The Commission therefore recommends the in-
clusion of collateral trust bonds.

The foregoing changes all appear in the act as amendment
to section 63. A further amendment is necessary in section 6(
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Ihis section contains a requirement that no domestic life com-
pany shall invest any of its funds in any unincorporated busi-
ness or enterprise. Certain equipment trust notes would appear
to come within this prohibition, there being no corporate
guaranty or undertaking for their payment. The Commission
therefore recommends inserting at the beginning of this section
the words, ‘‘except as hereinbefore authorized.”

The Commission makes no further recommendation for
amendment of the law, although there are certain portions of
the law that at some time or other will require modification.
At present, no change having been advocated, it appears fair
to conclude that the provisions as they stand will not cause
any substantial inconvenience. A bill is submitted embodying
the recommendations of the Commission.

CLARENCE W. HOBBS.
FREDERIC C. NICHOLS.
JOHN E. OLDHAM.

Respectfully submitted,
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An Act relative to the Investments of Insurance Com-
PANIES.

Be it enacted, etc., as folloivs
Section 1. Section sixty-three of chapter one hundred and

seventy-five of the General Laws, as amended by chapter two
hundred and fifteen of the acts of the year nineteen hundred
and twenty-one, is hereby further amended by striking out said
section and substituting the following; Section 63. The capital
stock shall be paid in cash within twelve months after the date
of the charter or certificate of organization, but no certificates
of full shares and no policies shall be issued until the whole
capital is paid in. A majority of the directors shall certify on
oath that the money has been paid by the stockholders for their
respective shares, and that the same is held as the capital of the
company invested and to be invested as required by this section.

The capital of any domestic company, other than life, and
three-fourths of the reserve of any domestic stock or mutual
life company shall be invested only as follows;

1. In the public funds of the United States or District of
Columbia or of any state of the United States.

2. (a) In the legally authorized bonds or notes of any county,
city, town, school or water district in the commonwealth.

(6) In the bonds or notes of any county, city, school or water
district or other municipality or civil subdivision located in any
other state in the United States, having a population, according
to the last national or state census preceding the date of such
investment, of more than one hundred thousand inhabitants,
provided that such notes or bonds are legally authorized and are
a direct obligation of the county, city, school or water district
or other municipality or civil subdivision issuing the same.

(c) In the bonds or notes of any county, city, town, school or
water district or other municipality or civil subdivision located
in any other state of the United States and having an indebted-
ness, after deducting the amount of its water debt and securi-
ties in the sinking funds available for payment of its bonds, not
in excess of five per cent of the valuation of property therein as
assessed for taxation next preceding the date of such investment,
provided that such bonds or notes are legally authorized and
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are a direct obligation of the county, city, town, school or water
district or other municipality or civil subdivision issuing the
same.

3. In securities of the same classes as those described in divi-
sions 1 and 2 (b) and (c), and subject to the limitations therein
expressed, issued by the Dominion of Canada or any province
thereof, or by any municipality or civil subdivision thereof, or by
any nation in which the company is legally admitted to transact
business, or by any municipality or civil subdivision of such
nation.

4. In the bonds or notes of any railroad or street railway
corporation incorporated or located wholly or in part in the
commonwealth, or in the mortgage bonds of any railroad cor-
poration located wholly or in part in any state of the United
States whose capital stock equals at least one-third of its funded
indebtedness, which has paid regularly for the five years next
preceding the date of such investment all interest charges on
said funded indebtedness, and which has paid regularly for such
period dividends of at least four per cent per annum upon all
its issues of capital stock, or in the mortgage bonds of any rail-
road, railway or terminal corporation which have been, both as
to principal and interest, assumed or guaranteed by any such
railroad or railway corporation.

5. In the mortgage bonds of any railroad corporation located
wholly or in part in any state of the United States whose liens
junior to such mortgage bonds equal at least one-third of the
funded indebtedness secured by such mortgage bonds and bonds
prior thereto, which has paid regularly for the five years next
preceding the date of such investment all interest charges on the
said funded indebtedness, and which has paid regularly for such
period at least four per cent interest on such junior securities.

6. In the notes of any equipment trust created in behalf of any
railroad coming within the terms of the two preceding provi-
sions, provided that the plan of such trust, in case of any rail-
road coming within the terms of division 4, includes an initial
cash payment of at least twenty-five per cent, and, in case of any
railroad coming wdthin the terms of division 5, of at least forty
per cent, and that such notes mature not later than fifteen years
from the date of issue.

7. In loans upon unencumbered real property in any state of
the United States, and upon leasehold estates in improved real
property for a term of ninety-nine years or more where fifty
years or more of the term is unexpired, and where unencumbered



SENATE - No. 282. [Jan.8

except by rentals accruing therefrom to the owner of the fee,
and where the mortgagee is entitled to be subrogated to all the
rights under the leasehold. No loan on such real property or
such leasehold estate shall exceed sixty per cent of the fair
market value thereof at the time of such loan, and a certificate
of the value of such property shall be executed before making
such loan by the persons making or authorizing such loan on
behalf of the company, which certificate shall be recorded on the
books of the company. Real property shall not be deemed to be
encumbered within the meaning of this section by reason of the
existence of instruments reserving mineral, oil or timber rights,
rights of way, sewer rights, rights in walls, nor by reason of
building restrictions or other restrictive covenants, nor when such
real property is subject to lease under which rents or profits are
reserved to the owner, provided that the security for such loan
is a first lien upon such real property and that there is no con-
dition or right of re-entry or forfeiture under which such lien can
be cut off, subordinated or otherwise disturbed.

8. In such real property as shall be required for the conven-
ient accommodation in the transaction of its business, subject to
section sixty-four.

9. In bonds of the so-called Bell System, including bonds of
the American Telephone and Telegraph Company and mortgage
bonds of the subsidiary operating companies.

10. In bankers’ acceptances and bills of exchange of the kinds
and maturities made eligible by law for rediscount with Federal
reserve banks, provided that the same are accepted by a bank,
banking association or trust company incorporated under the
laws of the United States or this commonwealth, and having
its principal place of business within the commonwealth.

11. In mortgage bonds issued by light and power companies
incorporated in states having commissions or other regulating
bodies w'hose approval is necessary to the issue of such securi-
ties, provided that such companies have gross earnings for the
preceding year in excess of §1,000,000 and net earnings, after
deducting operating expenses and taxes (but excluding deprecia-
tion), of at least twice the interest charges on the bonds in ques-
tion and all underlying issues, including rentals for these prop-
erties.

12. In loans upon the security of its own policies not exceeding
at the time of making the loan, the legal reserve on the policy

13. In the capital stock of companies organized under the
fourteenth clause of section forty-seven; provided that the above
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specified proportionate part of the reserve of any domestic stock
or mutual life company shall not be invested in such capital stock.

14. In farm loan bonds lawfully issued by Federal land banks
incorporated under the act of congress approved July seventeen,
nineteen hundred and sixteen, entitled “An Act to provide
capital for agricultural development, to create standard forms of
investment based upon farm mortgage, to equalize rates of
interest upon farm loans, to furnish a market for United States
bonds, to create government depositaries and financial agents for
the United States, and for other purposes.”

15. In collateral loans or collateral trust bonds secured by
bonds or securities of any of the classes hereinbefore authorized.

Section 2. Section sixty-six of said chapter is hereby
amended by inserting at the beginning thereof the words:
except as hereinbefore authorized, —so as to read as follows:
Section 66. Except as hereinbefore authorized, no domestic life
company shall invest any of its funds in any unincorporated
business or enterprise, or in the stocks or evidence of indebted-
ness of any corporation the owners or holders of which stock or
evidence of indebtedness may in any event be or become liable
on account thereof to any assessment except for taxes, nor shall
such life company invest any of its funds in its own stock or
in the stock of any other company. No such company shall
invest in, acquire or hold directly or indirectly more than ten per
cent of the capital stock of any corporation, nor shall more than
ten per cent of its capital and surplus be invested in the stock
of any one corporation. No such company shall subscribe to or

participate in any underwriting of the purchase or sale of securi-
ties or property, or enter into any transaction for such purchase
or sale on account of said company jointly with any other per-
son, nor shall any such company enter into any agreement to
withhold from sale any of its property, but the disposition of
its property shall be at all times within the control of its board
of directors.

Nothing in this section or in section sixty-three shall prevent
such company fron investing or loaning any funds not required
to be invested as provided in subdivisions one to eight, inclusive,

f section sixty-three, in anv manner that the directors ma
nine; provided, that such funds shall not be in

the purchase of stock or evidence of indebtedness prohibited by
the preceding paragraph, and provided that no loan of such
funds shall be m uredn individual or firm unless i
bv collateral security
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Nothing in this section or in section sixty-three shall prevent
any such life company from entering into an agreement for the
purpose of protecting the interests of the company in securities
lawfully held by it, or for the purpose of reorganization of a
corporation which issued securities so held, and from depositing
such securities with a committee or depositaries appointed under
such agreement, nor from accepting corporate stock or bonds or
other securities which may be distributed pursuant to any such
agreement or to any plan of reorganization; and nothing in
this section or section sixty-three shall prevent any such life
company from acquiring or holding any property acquired in
satisfaction of any debt previously contracted, or that shall be
obtained by sale or foreclosure of any security held by it; pro-
vided, that if the property owned be such as is prohibited for
investment by such company, it shall dispose of such property,
if personal, within one year, and if real estate, within five years,
from the date when it acquired title to the same, unless the
commissioner shall extend the time for such disposition for the
reason that the interests of the company will suffer materially
by a forced sale of such property.

A record of such extension shall be made by the commissioner,
which shall state the time of the extension, and in that event the
sale of said property may be made at any time before the
expiration of the time of such extension.
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