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F. PORTFOLIO l\fANAGEMENT: INVESTMENT ORGANIZATION, TECHNIQUES, 

POLICIES AND RESULTS 

1. Portfolios Managed 

Investment personnel of life insurance companies are responsible, 
,together with supervisory investment committees and the companies' 
boards of dirootors, for management of :the insurers' assets including 
separate account as well as general account assets.288 In addition, the 
SUime personnel may mJi,nage other portfolios including those of affili
ated life insurance companies, property and liability companies, mu
tual funds, venture caputal funds, real estate investment trusts, and· 
employee <thrift plans. The 63 companies responding to this portion of 
the Study's life insurance questionnaire owned over $160 billion in 
general account assets at the end of 1969.289 The investment personnel 
in these companies 'also managed $3.3 billion of separate account as
sets.290 In addition, the same investment personnel managed $5.3 bil
lion in property and liability insurer assets, the bulk of which ($4.5 
billion) is accounted for by three large insurance complexes, 'and $192 
million in affiHruted life insurance company assets. However, only a 
relatively small portion of the mutual fund assets reported by the re
sponding companies 291 are managed by the same personnel that man
'age ,the insurers' own ass€lts. Of <the $1.8 billion of mutual fund assets 
controlled by responding insurers only $107 million are managed by 
these insurers' investment depal"tments. This implies that even for 
mutual funds created by insurers, investment management is most 
orten conducted by a separate gl"OUp. The insurers' investment depal"t
ment personnel do manage another $222 million in OIther types of 
pOfltfolios. 

2. Organization for Investment Decisionmaking 

The ul,timrute power and responsibility for investment policy and 
practice resides in each insurer's board of directors. However, the 
effective policy body is usually a suboommittee of ,the board, which is 
generally oomposed largely of outside directors but may include two 
or three of the company's top officer-directors. This committee is most 
commonly known as the Finance Oommittee or ;the Executive Com
mittee. lit sets policy guidelines which rela'te to the allocation of in
vestible funds 'among bonds, stocks, mOl"tgagesand other assets, estab
lishes :the interest rate and other lterms which are 'acceptable on long
'term debt acquisitions, determines diversificrution standards, specifies 
Ithe chara~terlstics of securi,ties 'and loans approved for ;the pol"tfolio 
'and may establish limi'ts on holdings of securities of individual issuers 
which are more stringent than those embodied in the sba:te insurance 
statutes.292 

.S8 In some holding company organizations the holding company acts as Investment 
adviser lind receives II management fee. Some smaller Insurers have entered Into advisory 
contracts with Investment advisory firms for II portion of their portfolio. (See ch. IV). 
However, normally Investment personnel employed by life Insurers carry out investment 
mllnalrement functions for the Insurers' assets. 

289 Table VI-91 shows that 56 of these 63 companies held $161.6 biIllon In general 
account liS sets on December 31. 1969. 

200 This and the folIowlng figures were supplied In Form 1-52. Part C. Question 15. 
291 See Table VI-6. 
202 This discussion of the role and function of the Finance Committee Is develop from 

responses by insurers In Form I-52, Part C. The description is believed to be an accurate 
characterization for most companies, but there are (unnoted) exceptions to nearly every 
statement made herein. 
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This Committee is responsible for overseeing investments in sep
arate accounts as well as the general account, although separate ac
counts registered under the Investment Company Act will have a 
separate board. In supervising debt investments the Finance Com
mlttee will generally have to approve each privately placed corporate 
debt issue and each mortgage loan in excess of a specified amount 
prior to the company making a commitment to acquire such an in
vestment. Smaller pnvate placements, mortgage loans, and most pub
licly traded security acquisitions can be initia,ted by the insurer's in
vestment officers, and reported subsequently to the Finance Com
mittee. 

A few companies reported that ea.ch common stock acquisition or 
disposition decision had to' be approved by the Committee prior to 
execution of the trade, but most committees delegate specific equity 
security selection and trading decisions to the investment staff. The 
Commlttee exercises control over these decisions through review of 
each trade as it is reported to the Committee and frequently through 
the use of an approved list. Most companies use a "buy" list, and 
purchases can be made only of securities on this list. The list is 
altered as recommendations flow up to the Committee from security 
analysts and portfolio managers through the chief investment officer. 
Some companies also use "sell" and "hold'~ lists which restrict the 
portfolio manager with regard to which holdings may be sold with
out prior Committee approval. 

With rare exceptions, respondents indicated that the Finance Com
mittee does not direct the means by which trades are executed in
cluding markets and brokers utilized. The Committee generally de
termines the number of common stock issues held in only a broad 
sense through its diversification and portfolio concentratlOn guide
lines. However, a number of companies reported discussing the num
ber of issues held with the Committee, most often with a view to 
reducing the number of issues held as the dollar value of the com
mon stock portfolio grew.293 In order to fulfill its review and author
ization responsibilities many Finance Committees meet weekly. 

In large companies there is also frequently a layer of committees 
composed primarily of top investment officers sandwiched between th.e 
Finance Committee and the portfolio managers. These may include an 
Allocation Committee which makes recommendations to the Finance 
Committee with respect to allotments of funds to the various depart
ments (for example, bonds, mortgages, stocks, real estate). These allot
ments have to be made on a forward looking basis because most of life 
insurers' debt secur~ty and mortgage loan acquisitions result from take
downs of forward commitments. Consequently, funds are being com
mitted many months and sometimes one or two years in advance. Al
lotments must be continually changed as the actual flow of investible 
funds differ from projections and the relative attractiveness of alter-

, native investments changes. There is also likely to be an Investment 
Committee which makes decisions involving acquisition and disposi-

200 This was confirmed in a number of cases by an examination of the number of issues 
reported as of the end -of each year, 1965 to 1969, in Form 1-26, Table I. In several 
instances the reduction achieved was quite dramatic, the number of issues held declining 
from well over 100 to less than 50. 
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tion of corporate debt issues, and a Mortgage and Real Estate Com
mittee and a Common Stock Ccmmittee, each of which performs simi
lar functions for these areas. 

3. Equity Investment Decisions 

a. Types of equity investments 
Life companies make equity investments by means of acquiring com

mon equity securities, debt and preferred stock issues with conversion 
features, rights, warrants, options or other equity "kickers", mortgage 
loans with equity interests attached and through direct ownership of 
real property. Smce the Study's concern is with institutional invest
ment in corporate common stock issues, this discussion will be primar
ily focused on insurers' holdings of and trading activity in these se
curities. The other forms of equity investment are sometimes relevant, 
however, as a mechanism for acquiring ownership in common shares 
and, in other instances, as an alternative means of attaining an in
creasing equity position in insurers' portfolios. 
b. Statutory investment restrictions 

Insurance company equity investments are severely restricted by 
state insurance laws. Among the states, New York has occupied an es
pecially influential position for several reasons; namely, (1) a num
ber of major insurers are domiciled in New York, (2) all companies 
licensed to do business in New York are required to "comply in sub
stance" with N ew York's investment requirements and limitations 294 

and (3) New York has historically had the most restrictive investment 
limits among the major states. Thus, New York entirely prohibited 
insurers from investing in general income producing real estate until 
1946 and in common stocks until 1951. Subsequent authorization in 
these areas, as in other portions of the statutes governing insurer in
vestments, impose quantitative limits affecting the total investment 
in equities and the investment in shares of any single issuer or on any 
parcel of property. The statutes also constram insurers with respect 
to the characteristics of equity investments which are permissible. 

The 1951 authorization of common stock investments limited such 
investments to the lesser of three percent of the insurer's admitted as
sets or one-third of surplus; this provision was liberalized in 1957 to 
the lesser of five percent of assets or one-half of surplus and in 1969, 
to the lesser of ten percent of assets or 100 percent of surplrus.295 For 
larger companies, at least, the surJ?lus limitation is invariably the 
operative provision since surplus typically amounts to about six to 
eight percent of assets. This limitation is, of course, confined to gen
eral account investments. 

New York has had an especially restrictive limit on the size of an 
individual common stock holding. Prior to the 1969 amendments, New 
York law limited an insurer's investment in the shares of a single is
suer to one-fifth of one percent of the insurer's assets and to two per
cent of outstanding shares of the issuer. These limits were raised to one 
percent and five percent respectively in 1969.296 For the purpose of this 

... N.Y. Ins. Law, § 90(1) (McKinney 1966). 
20G N.Y. Ins. Law § 8,1 (13) (c) (McKinney Supp. 1969). For purposes of this require

ment, common stock Investments are valued at cost . 
... N.Y. Inc. Law § 81 (13) (b) (l\IcKlnney Supp. 1969). 
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requirement, holdings of shares of a single issuer in all portfolios, that 
is, separate accounts as well as the general account, are to be summed 
in determining whether the limitatIOn is being observed. 

None of the quantitative limits stated above apply to insurers' in
vestments in subsidiaries. As explained above, New York law was 
substantially amended in 1969 to permit investment in any business 
activity reasonably -ancillary to the insurance business.297 

Investment in the common stock of unaffiliated issuers is limited to 
firms or shares which meet the following requirements: 

(1) All the obligations (debentures, bonds, etc.) and preferred 
stock, if any, of such issuer are eligible investments for insurers; 

(2) Such firm shall have earned, during seven fiscal years prior 
to acquisition, a sum applicable to dividends equal, at least, to the 
sum which would have been sufficient to pay dividends of four per
cent per annum upon the par or stated value of all its common 
shares outstanding; and 

(3) Such shares of such issuer (other than a bank, trust com
pany or insurance company) are registered on a national securities 
exchange.298 

Under New York law, insurers are generally 1?ermitted to acquire 
convertible securities or to receive various "eqUIty kickers" in con
nection with legal investments in the fonn of stock warrants (detach
able or nondetachable), stock options, stock, property interests or 
other assets of any kind. However, such "kickers" may have to be car
ried on the insurer's books, at zero value.299 There are no restrictions 
in the New York Insurance Law on a life insurer's purchase of re
stricted securities, as such. Acquisition of new issues is, of course, lim
ited by the earnings history and exchange listing requirements. 

New York limits life insurers' investment in income producing real 
estate to ten percent of the insurer's admitted assets, and restricts 
acquisition of individual parcels to those whose cost does not exceed 
one percent of the insurer's assets.300 · However, as described 
above,301 life insurers increased their real estate activity in the late 
1960's through subsidiary real estate development and management 
firms. Also a number of companies have created real estate investment 
trusts for the purpose of in vesting.in real property and/or mortgage 
loans on real property.302 

In addition to investments specifically eligible, most states have 
enacted a statutory "leeway" or "basket" clause which permits in
surers to make investments not otherwise qualifying for insurers' 
portfolios. In 1957, New York enacted a very modest leeway clause 
applicable only to investments in corporate debt obligations. This was 
expanded in 1958 to cover investments not qualifying under the spe
cific provisions of any portion of Section 81. The aggregate cost of 

297 See sec. C.1 above. The aggregate Investment In subsidiaries Is limited to the lesser of 
50 percent of surplus or 5 percent of admitted assets. N.Y. Ins. Law § 46-9(3), (McKinney 
Supp. 1969). 

29. N.Y. Ins. Law, § 81 (13) (a) (McKinney SuPp. 1969). Prior to 1967 there was a cash 
dlvldpnd. naid test as well as a ten-year earnings test in this section . 

... See N.Y. Ins. Law, § 81 (14) (McKinney 1966). The applicable provision reads: "Any
thing so received by such Insurance company In connection with such Investment shall be 
carried on Its book,s at no value unless such insurance company shall have acquired It 
pursuant to other provisions of law." 

300 N.Y. Ins. Law § 81 (7) (h) (McKinney SuPp. 1970). 
SOl See sec. C.l. 
302 These Investments are outside the asset base of the Insurance company Itself. 
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such investments was limited to two percent of an insurer's admitted 
assets until 1964 when this limitation was raised to three and one-half 
percent.303 Until 1967, other limitations of amount that may be in
vested in any investment or class of investments continued to apply; 
however, the 1967 'amendment freed leeway investments of all quanti
tative restrictions except the (now five percent) limit on investment 
in the outstanding shares of anyone company. Thus, for example, 
under the New York leeway clause, an insurer limited by the 100 per
cent of surplus provision to aggregate common stockholdings in its 
general account of 6.5 percent of assets could hold ten :r.ercent of its 
assets in common stock (valued at cost) if it chose to utIlize all of its 
leeway privilege for this purpose. In addition, the shares held under 
the leeway provisions would be free of the qualitative restrictions im
posed; for example, they could consist of stocks that fail to meet the 
earnings test or are not listed on 'a national securities exchange. 

Separate accounts are, of course, free of the aggregate limits on the 
proportion of portfolio assets which may be held in common stocks. 
However, as indicated above, separate account holdings of individual 
issues are counted in applying the limitation on insurers' holdings of 
the outstanding shares of a single issuer. In many states, induding 
New York, any' qualitative restrIctions on the type of common shares 
which are eligIble for life insurers' portfolios are applicable to sepa
rate accounts. However, such restrIctions are normally offset by a 
relatively generous leeway clause. The New York separate account 
leeway provision permits ten percent of a separate account's assets to 
be invested outside the statutory restrictions.304 

Most companies responding to the Study's questionnaires have 
found the New York statute to be the primary restraint upon their 
common stock investment decisions, regardless of where the companies 
are domiciled. While a few smaller companies domiciled in relatively 
liberal states and not doing business in New York have been able to 
substantially exceed New York's bounds, even most medium-sized 
insurers confine themselves to amounts and types of issues authorized 
by New York l'aw.305 

c. Equity security investment personnel and procedures 
(1) Size of investment staffs 

A full scale securities investment operation utilizes a number of 
skilled personnel including portfolio managers, security analysts, 
professional traders and economic researchers as well as various sup
port personnel and the supervisory services of some of the highest 
ranking officers in the company. Tables VI-86 to VI-89 show the 
average number of full time equivalent employees in each of these 
categories for insurance companies classified into size groups.306 
Among the larger companies (Groups I and II) the most SIgnificant 

.oo N .. Y Ins. Law § 81(L3) (b) (McKinney Supp.1966) . 
• o. N.Y. Ins. Law, § 227 (McKinney Supp, 1970). 
301i In determining the solvency of insurers domiciled outside New York, but conducting 

business In New York, the Insurance Department values assets not qualified under New 
York law at zero. Thus, non-domiciled Insurers can carry some non-qualified assets and 
remain within the "substantial compliance" requirement . 

• oo Group I Includes the five insurers with total assets in excess of $9 billion as of 
end 1969; the next five companies, all with assets of $4 billion or more make up Group II; 
there are 19 companies with assets in excess of $1 billion in Group III and Group IV 
contains 30 smaller companies, This Is a different grouping from that used In analysis of 
the group annuity business; for a description of the sampling procedure, see Appendix A, 
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increase in personnel between 1964 and 1969 occurred in equity se
curity portfolio managers, analysts and traders.307 There was a modest 
overall increase in the economic. research staffs of these companies. 

Each of the ten largest companies had equity portfolio managers, 
analysts and professional traders by 1969, although one of these com
panies had no equity analysts or traders in 1964, and two had no ana
lysts and two had no traders in 1964. Four of these companies had no 
.input into securities 'investment activities from economic research 
personnel in 1969. 

One of the Group III.companies held no common stock in 1969. 
Otherwise, by 1969, each Group III company had at least one person 
who performed equity management and analysis functions. However, 
. 12 of the remaining 18 had no professional traders and 15 of 18 had 
no economic research -input. Only two of the 30 Group IV insurers 
employed professional equity traders by 1969 and six utilized some 
economic' research services. The increase in equity securities invest
ment personnel of the smaller companies between 1964 and 1969 was 
more modest than that of the largest companies. 

(2) Educational le1Jels of. 8ecurities analysts 
Of the 63 companies reporting, 22·had no trained security analysts 

who had earned "law degrees or advanced degrees in business admin
istration, economics, engmeering or other eqmvalent training directly 
relevant to security analysis".308 Excepting those few companies with 
negligible common stockholdings,309 most of these 22 companies de
pended primarily on analysis obtained from. brokerage houses, invest
ment advisory firms-or' other; outside sources. About two-thirds of the 
analysts employed by the ten largest companies,.and just less than 
half of the analysts working. for Group III insurers hold advanced 
degrees. About a third of the full-time analysts employed by Group 
IV companies have earned advanced degrees.3lo 

There are:more analysts who have ,passed at least one level of the 
Chartered Financial Analyst ("CF A") Examinations per company 
among the-larger eompanies. Thus, the ten -largest insurers reported 
36 analysts.in this position, the 19 Group'lII companies had·34 analysts 
who had attained this level and the 34 Group IV companies had 21 
such analysts. However, in this case, the smaller companies have a 
higher proportion. of the employees working in investment re3earch 
(Table VI-88, item 3, '1969) so qualified than do the'large companies. 
Those who have 'passed at least the . first level of .the CF A exams ac
count for about 16 percent of the investment research personnel in 
the ten largest companies, 20 percent in Group 'III companies and 24 
percent.in Group IV respondents. These proportions. are computed 
from numbers of,persons employed in analytical functions, regardless 
of the proportion of ·their time spent in such functions. 

307 Respondents were asked to apportion the time of persons who spend part·tlme pro
viding any of the servlces.speclfied to securltles'lnvestment activities. In particular, they 

, were directed to make' this allocation especially carefully and accurately for items 1, 3 and 
4 In the tables, i.e., portfolio managers, analysts and traders. See Form I-52, Part C, 
Question 14. 

308 The language :Is from Form I-52, Part C. Question 16.2. Advanced degrees were 
defined to Include any relevant dp/::ree or equivalent training beyond a college bachelors 

.degree, e.g., an LL.B, J.D., M.B.A.,·D.B.A.; or similar degree 
""Excepting one group IIIr.company,cthcse companies are all In size' Group IV. 

810 The variation among companies within each size group Is large, however. The stand· 
ard deviation Is nearly ·as large as the mean number 'of full·tlme amilysts.holdlng advanced 
degrees In each group. 
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(3) A.8signment of equity secu:rity analysts 
In most companies which employ several equity security analysts, 

these people specialize by industry. In some larger companies which 
ha,ve a significant number of in-house analysts, assignments are rotated 
among industries to provide analysts (some of whom may become 
portfolio managers) with breadth of experience. In smaller investment 
departments, one or two persons often serve jointly as analysts and 
managers and therefore must be generalists dependent upon outside 
sources for their detailed industry and company informatIOn. 

Eight relrutively large companies (all having well over a billion 
dollars in assets) indicated that they assigned some analysts to ac
counts as well as, or instead of, to industries. In some cases there were 
analysts who were being groomed as portfolio managers and were 
servmg as assistants to a portfolio manager. This practice also has the 
advantage of ensuring that someone in a decision making position is 
alwa,ys on hand to imtiate buy or sell orders. Several companies re
ported that assignment of analysts to accounts was made for the pur
pose of using the account's performance as a means of measuring the 
effectiveness of ana1ysts. It was also suggested that a joint industry
account assignment proved to be efficient where insurers had accounts 
with significantly different investment objectives. 

(4) SmLTces of information 
There are several basic ways in which institutional investors can ob

tain information and recommendations which influence decisions re
g,trding which equity securities to buy or sell. These include in-house 
analysis of corporate financial statements, direct contact with issuers, 
information and recommendations received from broker-dealers com
pensated by commissions generated by the insti,tution's trading, or 
information and recommendations purchased from investment ad
visory firms or other research organizations on a continuing or on an 
occaSIOnal basis. Of these various sources, in-house analysis of finan
cial statements is rated most. important by companies in all size groups, 
including most Group IV insurers, many of which have very limited 
internal staffs.311 

For smaller companies, information and recomendat.ions purchased 
from broker-dealers via commission rank next in importance.'312 
About 40 percent of the smaller companies indicated that information 
purchased from investment advisers on a continuing basis was "im
port.ant". Information acquired from other research organizations or 
from direct contact with Issuers was important to less than one-fifth 
of Group IV respondents. 

For the largest ten companies information acquired by allocat.ing 
commission business to brokerage houses and direct cont.act with 

3U Respondents were asked to rank each Information source on an Importance seale, 
viz., 1) very Important, always used; 2) Important, used often but not always; 3) some
what Important, used sometimes but not frequently; 4) not important, used only Infre
quently or rarely. or 5) unimportant. never used. All Group I and Group II companies and 
all but one of the Group III companies rated analysis of financial statements "very im
portant"_ Just over half of the Group IV insurers chose those rating. All the remaining 
companies which employed security analysts rated financial statement analysis "im
portant" . 

• ,. Twenty-six of 31 Group IV companies responding to this question Indicated broker
dealer research was "Important" or "very Important". 
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issuers were ranked as about equally significant. 313 Other sources were 
considered about as insignificant as they were for smaller companies. 
Group III companies fell between the largest and the smallest com
panies in their evaluation of information sources. Brokerage house 
mformation rated high but distinctly second to financial statement 
analysis, and direct contact with issuers was considered important 
much less frequently than for the largest companies, but more often 
than was true for Group IV companies. Similarly a higher proportion 
of Group III companies purchased information from investment ad
visers than did Group I and II insurers, but this proportion was 
smaller than that for Group IV companies. 

(5) A pproache8 to equity 8ecurity evaluation 
Respondents were asked to rank on the same importance scale three 

basic approaches to equity security evaluation, namely: 1) the funda
mental approach, 2) the technical approach, and 3) the economic out
look approach.314 

All but five of 63 respondents rated the fundamental approach "very 
important". Four of the ten largest companies also assessed the "eco
nomic outlook" approach as "very important", but only about 15 per
cent of the remaining firms concurred. Only five firms (mcluding three 
Group IV insurers) considered the technical factors to be "very im
portant". However, a sizeable majority of insurers in each size group 
regarded both technical factors and the aggregate economic outlook 
as being at least "somewhat important". Overall, life insurers rated 
the "technical approach" at about the same level of importance as did 
investment advisory firms. On the other hand, they placed the "eco
nomic outlook approach" on a somewhat lower level of importance 
than did advisory firms.315 

4. Portfolio Composition 

a. General account8 
Although most separate accounts created by life insurance com

panies have been intended primarily for investment in equity securi
ties, life insurance general account investments have been constrained 
by tradition, insurers' fixed dollar liabilities, and the type of statutory 
restrictions summarized above to a primary emphasis upon fixed in
come obligations.fTowever, the movement of assets into separate equity 
accounts has been accompanied in recent years by various forms of 
eguity participation obtained with general account investments in 
dIrectly placed corporate debt securIties and mortgage loans. This 
section summarizes the composition of general account assets, and 
examines the nature and probable persistency of "equity kickers" on 
debt instruments. 

31a Eight of the ten companies rated broker information at least "Important" and a 
different eight ranked direct contact with Issuers as "Important" or "very important". 
Most companies reported that analysts spent less than 20 percent of their time In contact 
with Issuers (i.e., throu/:h vl~its, tplephone calls, etc.). However, four of thp ten Inrgest 
companies, four Group III companies and one Group IV company Indicated thnt between 
20 and 40 percent of analysts' time was sppnt In this fashion. 

31< These approaches were distinguished In Form I-52, Part C. Question 2:1, ns follows: 
1) Fundamental Approach-Analysis and projection of corporate earnings plays the central 
role: 2) Technical Approach-Technical annlvsls of market action I~ the central factor, 
and 3) Economic Outlook Approach-The prOJection and Interpretation of various aggre
gate economic series and Indicators (such as the money supply, GNP, etc.) plays the 
central role. 

315 See ch. IV. 6.7(e) for a summary of the Investment advisory finn responsefl. 
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Table VI-90 provides an estimate of the breakdown of industry 
general account assets as of year-ends 1964 and 1969. Aggregate 
general account assets increased about $44 billion during this peri
od.316 Although common stock holdings are valued at market, most 
other assets are valued on an amortized cost basis. In both years, 
nearly three-quarters of insurers' general account assets were invested 
in corporate debt securities and real estate mortgage loans. Althou~h 
this pro1?ortion has remained relatively stable for some years, the 
compositIOn of the mortgage loan portfolio has shifted markedly 
away from single-family home mortgage loans to loans on apart
ments and commercial and business properties.317 Table VI -90 shows 
that for all size grou.ps of insurers, home mortgage loans held at 
end-1969 amounted to less than other ty:pes of mortgage loans. This 
shift has occurred in response to increasmg yield differentials in fa
vor of non-home mortgage loans including the expected return avail
able from variable interest rate features and equity participations. 

Policy loans increased proportionately more than any other as
set category, from 4.8 percent of assets in 1964 to 7.1 percent in 
1969. Policy loans are a contractual right of policyholders with cash 
value policies, and policy loan demand rises sharply in high inter
est rate-tight credit periods when alternative loan sources are un
available or prohibitively expensive.318 The policy loan increase to
gether with a decline in the rate of mortgage loan prepayments 319 

created severe cash problems for many insurers, particularly during 
1966 and 1969. Although the cash flow squeeze created a greater 
liquidity consciousness in insurance companies, these companies con
tinued to liquidate their holdings of U.S. Treasury obligations, a 
pattern which has prevailed since the end of World War II. This 
apparently is a result of difficulty encountered in maintaining target 
liquid asset positions and reflects a shift of short-term debt holdings 
from Treasury bills to commercial paper. Relatively unattractive yields 
and the heavy corporate demand for funds appear to account for 
the absolute decline in holdings of state and local government obli
gations. Common stocks as a share of general account assets in
creased only slightly during the five-year period from 3.6 percent in 
1964 to 3.9 percent in 1969. 

Thbles VI-91 :00 VI-96 disp~,ay n detailed breakdown of 1969 geneml 
aooount asseJts mannged by 56 responding oompanies. These insurers 
held nearly $162 billion in general account assets. 320 Reporting in
surers 'are dassifled into Ithe four 'asset size groups utilized in Thbles 
VI-86Ito VI-89. 

E'ach gI10Up of life insurers ihas 3!boUJt 40 percerut of its geneml ac
count assets invested in real e61bate mOI1tgage loans 'and real property. 
However, the share of lassets in oorporaite debt holdings is positively 

.,. Insurers realized a gain of about $3% billion in separate account assets over the same 
period. Much of the latter increase represented transfers of assets from general to 
separate accounts. 

817 Net acquisltlon& of home mortgage loans by life companies were actually negative 
(i.e., repayments exceeded amounts loaned) in 1967, 11968 and 1969. See the Federal 
Reserve Board Flow of Funds Statistics. 

31. The intereRt rate is guaranteed in insurance policies at a rate no higher than a 
maximum established by state Insurance laws. During the period in question, policy
holders could typically borrow on their life Insurance cash values at rates in the neighbor
hood of five percent, far below prevailing consumer loan rates. 

819 This Is also a high interest rate-tight credit phenomenon. 
820 About $4.3 billion of the $162 billion Is in Canadian -insurers. 
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relruted Ito insurer size, while Jiquidassets, common equity ~urifties 
and "other laSSelts" ea~h !tend ,to :be a }arger propoI1tion of assets in 
smaller companies.321 The greater incidence of nongovernment debt 
obligrutions among larger companies reflects the 'imporbance .of l'arger 
life insurers in >the d:ir~t placement debt market where larger institu
tions are ,oottera:ble Ito negotirute loan agreemeruts. The negartive rela
!tion ,of liquid 'assets (oosh, government obligations and ,prIvate shor.t
ltel'llll debt issues) to laSSeJt size, in part, reflects economies 'of scale in 
oash managemerut. The higher proportion of 'asseJts invested in oommon 
stocks :among insurers under $4 bil<lion is proba;bly due in paI1t 100 :the 
grooter emphasis upon equilty investJrnents in separa:te aooounts, rather 
than general accounts, among the largest companies.322 Perhaps more 
important, however, is !the mot that many smaller oompanies who 
choose n()lt:to oonduot business in New York Sblllte have greater statu
tory lruti<tude to invest general account 'assets in common stocks. The 
Viaria-tion in ":preferred stock 'and~ther assets" 'llIS a proportion of total 
insurer assets is determined primarily :by policy loons. Oompanies with 
the llargest IllIffioun:ts of policy loans ftend '00 be those who ihave spe
cialized in lifeinsu~ance sales to rolatbively high income groups. 

Nearly 96 percent of the $850 million in cash and near cash consists 
of currency al).d demand deposits. The remainder is made up of small 
amounts of certificates of deposit and other commercial bank time 
and savings deposits and savings deposits in non-bank institutions. In 
addition to these deposits, responding life insurers held $822 million 
in short-term 323 debt obligations, about three-quarters of which repre
sented commercial paper or other obligations of nongovernment issuers 
(see Table VI-92). Holdings of debt obligations of foreign govern
ments amounted to about $2.8 billion or nearly as much as U.S. Treas
ury debt holdings. State and local government obligations appear to 
be least popular with the larger companies. 

An examination of Table VI-93 confirms that direct placements 
are significantly more important to larger insurers. Thus, about 81 
percent of long-term debt securities of nongovernment U.S. issuers 
held in the general accounts of the five largest insurers consist of re
stricted issues/24 while comparable percentages of the next three size 
groups shown are 70 percent, 62 percent and 35 percent, respectively. 
About $2 billion of nongovernment long-term debt issues held by life 
insurers contained equity provisions in the form of conversion fea-

321 See Table VI-91. The percentage distribution for each of these asset categories 
by size group Is : 

Size group (percent) 

II III IV All 

Cash, government securities, etc____________________________ 4.0 5.2 7.8 7.8 5.4 
Nongovernment long-temt debL____________________________ 41.1 37.4 30.3 29.2 37.1 
Common stock and warrants_______________________________ 3.2 2.9 5.8 4.7 3,8 
Preferred stock and other assets_____________________________ 10.2 14.2 16.9 15.5 12.8 

32. One of the ten largest companies had over five percent of Its general account assets 
In common stocks and two others had over four percent of assets so Invested. 

323 Less than one year ,to maturity at Issue . 
... Restricted securities are defined as any RecurltieR that could not have been offered 

to the public for sale as of the reporting date without first being registered under the 
Securities Act of 1933. Some privately placed securities may subsequently have become 
registered so the percentages In the text may slightly understate the Importance of 
private placements. 
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tures, warrants or other options to acquire an equity position. These is
sues account for less than four percent of all private long-term debt 
issues held. About 11 percent of preferred shares held are convertible, 
but less than one-half of one percent of non-home mortgage loans con· 
tained equity features. During the late 1960's, however, equity features 
on debt securities and mortgage loans were much more common than 
these proportions might suggest. The extent and nature of these pro· 
visions are described in the next section. 

(1) Equity invest'l1U3nts 
Table VI-94 breaks out some sJ?ecial types of common equity invest

ments including American DeposItory ReceiJ?ts ("ADR's") and shares 
of foreign issuers, restricted common stock ISSUes,325 investment com
pany shares, shares of affiliated companies 326 and warrants, rights 'and 
options.327 None of these categories IS a significant portion of common 
equity security holdings. Of the $373 million in ADR's and foreign 
issues reported, $263 million is in the portfolios of responding Cana
dian insurers. Restricted common stock issues amount to just 2.2 per
cent of common equities reported, but, interestingly, this proportion is 
higher than that reported for separate accounts.328 Only 14 percent of 
the amount of private long-term debt securities of U.S. issuers held by 
separate accounts consists of restricted securities as compared with' 73 
percent of general account holdings.329 The relatively small holdings 
of restricted securities in separate accounts probably reflects a greater 
concern with marketability of separate account assets than is required 
in the general account.330 

Life companies hold less than $100 million of investment company 
shares in their general accounts. Most investment company shares are 
prohibited investments, except within leeway provisions, under the 
laws of those states, including New York, WhICh require that common 
shares be registered on a national securities exchange. Unlike property 
and liability insurers, a very modest share of life insurers' common 
stock holdings (3.5 percent) consist of shares of affiliated companies.331 

Life insurer holdings of warrants, rights and options may be under
stated since these assets are generally required to be carried at zero 
value for statement purposes and some respondents may not have pro
vided estimated market valuations for such holdings. 

Common stock holdings are broken down by exchange listing for 
year-end 1964 and year-end 1969, respectively, in Tables VI-97 and 
VI-98 for a slightly different group of 56 life insurance companies. 
One Canadian company is dropped from the third size group because 

S2II Restricted securities are defined as any securities that could not have been offered 
to the Eubllc for Aale as of the valuation dates, without first being registered under the 
Securit es Act of 1933 . 

... AIHUated companies Include any companies controlled by, controlling or under com
mon control with the reporting Insurers. 

327 Options received in connection with a debt investment are shown here if they are 
detachable. 

328 In fact, only $4 million of the $2.7 billion of separate account common stockhaldlngs 
are restricted. See Tables VI-106 and 107. 

3m See sec.B for a description of the asset composition of separate accounts. 
330 Most separate account assets are in unregistered accounts and therefore are un

nlfected by the Commission's releases dealing with acquisition of restricted securities 
by registered investment companies. In these releases, which do affect registered separate 
accounts, the Commission has expressed concern as to the acquisition of restricted securi
ties by investment companies and the valuation of such securities. See SEC Investment 
Company Act Release No's. 5847 (October 21, 1969), 6026 (April 13, 1970) and 6121 
(July 20, 1970). 

331 The extent of property and liability insurer holdings of aIHliated company shares Is 
described in sec. I.1.c. 
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of its substantial holdings of common shares of Canadian and other 
non-U.S. issuers not listed on U.S. exchanges. In general, every effort 
was made to exclude foreign issues and investment company shares 
from this report but small amounts of such issues may remain. These 
tables indicate that the largest insurers are very heavily invested in 
shares listed on the New York Stock Exchange, and that the propor
tion of NYSE listed stocks to total holdings declined only slightly 
over the five-year period. The 96.5 percent ratio of NYSE listed shares 
to total common stock holdings for the five largest insurers in 1969 
is very large compared to the 75 percent ratio of NYSE listed shares 
to all common shares of U.S. issuers outstanding. The other insurer size 
groups fall close to or somewhat below the 75 percent figure. The in
crease in the proportion represented by NYSE listed shares in these 
companies' portfolios which took place over the 1964-1969 period is 
probably due to the listing of some bank and insurance stocks rather 
than to changes in the portfolio policies of the insurers. This assump
tion is corroborated by the decline in the proportion of their portfolios 
represented by unlisted bank and insurance stocks. 

Excepting the five largest companies, the proportion of "riskier" 
stocks held, that is, those which are listed on the American Stock Ex
change, or solely on regional exchanges or are unlisted is surprisingly 
high (12 to 14 percent of common stocks held). In fact, thi:; propor
tion is substa~tIally higher than that found in insurel'!" sep,arate ~c
counts,332 despIte the fact that separate accounts are prImaI'll,)' eqmty 
oriented, and contain interests of contractholders who desire hIgh rates 
of investment return. Some portfolio managers evidently feel that the 
general account common stock portfolio is an excellent spot to place 
some higher risk issues since it represents such a small portion of all 
general account assets. 

(93) Equit'fj "kicker8" on debt inve8tment8 
During recent years life companies have been successful in obtain

ing additional compensation on directly placed corporate debt obliga
tions and on mortgage loans secured by apartments, or commerCIal 
business or other nonresidential properties. This additional compen
sation can take many forms including common stock, real property, 
instruments convertible into common stock, warrants, various options 
to purchase equity securities or real property, provisions for shaing 
in the income or capital gains realized by the borrower and interests 
in residual values. These "kickers" are sometimes provided without 
any payment by the insurer but other times a purchase payment is 
made although the payment price is generally very favorable and may 
be nominal. 

Table VI-99 shows total commitments made by the responding in
surers during 1969 to acquire debt securities, unsecured loans and 
multi-family residential and non-residential real estate mortgage 
loans. A commitment is a firm agreement by an insurer to purchase or 
otherwise acquire securities or mortgage loans at a date (which may 
be many months in the future) speCIfied in the contract. Also shown 
in Table VI-99 is the portion of these commitments which contained 
equity "kickers" in the form of stock or conversion features or war-

332 For all separate accounts the comparable proportion is 7.2 percent. See Tables VI-lOS 
and VI-109 below. 
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rants, options or rights to purchase equity securities. As the table in
dicates, each size group of insurers obtained such equity extras on 
somewhere between a quarter to three-eighths of the dollar volume 
of new debt securities. This form of equity participation is significant
ly less common in mortgage lending.333 

Nine companies indicated that on privately placed loans where an 
equity "kicker" was not received, the insurer sometimes received incre
mental interest payments (over and above the fixed interest) based 
most frequently upon the gross or net income of the borrower. This 
form of additional compensation is very common in mortgage lend
ing. Forty-three of 61 reporting companies 334 indicated that incre
mental interest payments were provided for on mortgage loan commit
ments. In terms of dollar value, nearly half of the mortgage loan com
mitments reported in Table VI-99 had incremental interest payment 
provisions. As one respondent explained: 

This type of participation permits the investor to share in the income derived 
from the property without sharing the possible risks involved in equity owner
ship. 

Although incremental interest is the most common means of ob
taining additional compensation on mortgage loans, numerous other 
means have been developed. Twenty-three companies reported ex
amples of such provisions. Most often these involved ownership in the 
real property underlying the loans or options to purchase such prop
erty or arrangements to share in any capital gains realized from the 
sale of such property. Sometimes the real estate itself will be acquired 
by a real estate development company subsidiary of the insurer and 
this subsidiary may be a co-developer of a housing or commercial proj
ect. Since the primary return to the developer from many residential 
housing development ventures is in the form of capital gains realized 
upon sale of the housing and service facilities constructed, life insurers 
are quite interested in obtaining a share of these gains where possible. 
Among the many varieties of deals are those in which the insurer 
purchases the land involved from the developer, leases it back to the 
developer, and obtains as a condition of providing mortgage financing 
a substantial equity interest (often 50 percent) in the buildings or 
other improvements which are being financed. The insurer can end up 
receiving ground rent, mortgage payments, preferred dividends on its 
equity holding and its share of capital gains upon sale of the project.335 

Depending on the arrangement this return may represent investment 
return to the general account, a separate account, a real estate develop
ment subsidiary or a real estate investment trust subsidiary. Often 
these is some sort of joint venture among two or more such entities.336 

3:'3 In many Instances respondents reported only stock, warrants, etc., which were 
"l:lfted." not klck~rs which were purchas~d. even though some purchases are made at quite 
favorable prices. As a result, Table VI-99 probably understates the prevalence of these 
types of kickers . 

.'l.'U Including the ten largest companies and 15 of 19 Group III respondents. 
"'10 Some Insurers have been criticized for over-reaching for returns In such ventures. For 

an example of such crltlci.m and a description of some insurprs' activities, s~ two recent 
Fortune articles: "The Future Larl:est Landlords in America." Fortune, July 1970, at 
90ff and Eleanore Carruth, "Look Who's Reaching Into Real Estate," Fortune, October 
1968, at 160ff. 

3:16 Because of requirements for prior Commission approval of joint transactions Involv
Ing Investment companies (see Rule 17d-l (a) under the Investment Company Act) mutual 
funds and registered separate accounts rarely, if ever. participate In such joint ventures. 

53-940 0-71-pt. 2--37 
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Illustrative of the loan provision!! reported by respondents, in addi
tion to those included in Table VI-99, are the followmg samples from: 

(1) Group I and II companies: ' 
"The $12,000,000 mortgage loan commitment [included in Table VI-99] pro

vides, in addition to an option to buy stock under certain circumstances, a right 
to share in certain capital gains. This type of provision is designed primarily 
for situations in which a large tract of land is to be developed and sold in 
smaller parcels." 

"In addition to the equity "kickers" [reported in Table VI-99] kickers attached 
to debt securities and mortgage loan commitments included a share of pre-tax 
earnings and interest in real estate being financed." 

"In 1969, about $65 million of mortgage loan commitments were made in which 
the "kicker" consisted primarily of a right to share in capital gains." 

"Most mortgage commitments including real estate provide for us to receive 
a participation in the gross or net income derived from the property and in 
most cases [the insurer] purchases the land and leases it back to the developer 
for a term of 50-75 years. In some instances a subsidiary of [the insurer] is a 
co-developer. " 

(2) Group III companies: 
"During 1968 and 1969 four security commitments were made with "other 

type" kickers [lthat is, not reported in Table VI-99]. One included a 25 percent in
terest in the residual value of railroad locomotives. Three included a 25 to 30 
percent interest in the real property securing the loan, to be invested after the 
loan was paid In full." 

"In connection with one mortgage we are to receive $10,000 annually for the 
life of the loan, to be held by the mortgagee for Its own account and not applied 
to reduction of principal O!l" interest and upon full payment shaH receive $50,000 
annually thereafter for a term of 20 years." 

"In one loan commitment the kicker required 5 percent of net income after 
debt service attributable to the subject property. This type of kicker is not pre
ferred by this company due to the potential contlict in agreement upon expenses 
to be charged against gross income." 

"Kicker includes land purchases with contingent rent or rent tied to the cost of 
living index." 

"Kicker includes an option to purchase in the future part or all of the equity 
at the now appraised value." 

"Kicker includes partiCipation in net proceeds from retlnancing or sale of the 
property." 

"We committed $880,000 on a commercial loan for 25 years which provided 
that [the insurer] might purchase 50 percent of the equity for $10,000 at the 
end of the 25 year term." ' 

"Most of our mortgage loan commitments on multi-family residential properties 
as well as on business, commercial, farm or other nonresidential properties con
tained kickers providing [the insurer] with a share in either net 'Or gross profits." 

"During 1969 we made one loan which included a 10 percent interest in all 
profits of the venture. However, direct ownership interest in the financed real 
property is a much more impolrtant type of kicker." 

"Most equity kickers are in the form of partial ownership and/or a percentage 
of profits." 

"On one loan we obtain a 50 percent equity interest on certain real property 
after repayment of the loan in ten years." 

(3) Group IV companies: 
"One "kicker" on a debt security provided that [the insurer] was to share in 

the lessee's returns if at the expiration of our loan the lessee exercised his option 
to renew his lease of the land securing our loan." 
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"Additional types of kickers relative to loan commitments involve the pur
chase of land underlying physical improvements on which mortgage commit
ments were made. However, in most instances they provided additional rental 
based on either gross or net income from the property and also provided for a 
participation in profit upon sale of the property. The leases contain no options 
to repurchase the land so that upon termination of the lease [usually 50 years or 
longer] ownership of the entire property vests with the fee holder." 

"Participation in the form of a percentage of Gross Income is being included 
in practically all commercial mortgage commitments." 

"The most common "kicker" employed by [the insurer] was ownership [or 
participation in ownership] of residuals in leased real estate utilized to secure 
the loan. Roughly 20 percent of the debt security commitments in 1969 contained 
this provision. Roughly 15 percent of mortgage loan commitments contained the 
right to share in gross or net profits of the enterprise financed." 

"In various commitments [the insurer] has received-
(1), a 50 percent beneficial interest in the Land Trust which owns the 

property. 
(2) a 50 percent ownership in a property. 
(3) at maturity or prepayment a real estate interest as a condition to par

ticipating in a secured note." 
"Equity kickers [ot,her than reported in Table VI-99] were almost entirely 

concentrated in the Mortgage Division and were of the following types: 
(1) a percentage of the gross [or net] rentals of the properties on which 

loans were made. 
(2) ownership of the land on which the improvement is situated. 
(3) actual equity participation which is purchased in the entire project." 

"Other mortgage loan kickers Include: 
(1) an investment in which [the insurer] receives a 15 percent undivided 

right to the residual value of personal property upon expiration of the lease. 
(2) 'the insurer has purchased land and leased the land back to the seller 

tor a fixed minimum rental plus additional rental based on a percentage 
of gross profits 'received by the seller-lessee or a percentage of profits of the 
property. This type of provision is very important in mortgage commitments." 

It is relevant to inquire whether these additional compensation pro
visions and particularly the equity interest features are temporal 
phenomenon which will quickly dIsappear when the high interest 
rate-tight credit conditions of the late 1960's ease or whether this in
crease in equity features on debt obligations reflects more fundamental 
long-term economic trends and consequently such provisions are likely 
to continue to be successfully negotiated by mterested investors, and by 
life insurers in particular. The Study solicited the views of respondent 
insurers on this question by asking them to indicate which of the fol
lowing statements be8t characterized their opinions with respect to the 
reasons for and permanence of equity features on debt investments: 337 

(1) Equity "kickers" are primarily a "high interest rate" phenom
enon. If mterest rates on mortgage loans and long-term debt issues 
should return to levels of (say) the early 1960's, then the frequency of 
equity kickers will decline to something like the level of the early 1960's. 

(2) As far as life companies are concerned, the increased prevalence 
of equity features is associated with a long-term increase in life com
panies' involvement in equity investments in order to provide policy 
holders with protection against inflation or for other reasons. No 
significant decline in the frequency of equity kickers should be ex
pected to accompany a significant decline of interest rates. 

88'7 See Form I-52, Part D, Question 37. 



700 

(3) The prevalence of equity kickers during 1969 partially reflected 
high interest rate levels, but also reflected a permanent trend in life 
company investment attitudes toward more activity in equities. Some 
signIficant decline in the frequency of equity kickers should be ex
pected to accompany a decline of interest rates to levels of the early 
1960's, but equity kickers would remain much more common than was 
the case in the early 1960's. 

Forty-nine of 60 respondents to this question selected statement 
(3).338 The other responses were about equally divided between state
ments (1) and (2). These responses suggest that life insurers' taste 
for equity kickers has been stimulated and that they will negotiate 
hard for such provisions wherever possible. Some respondents indi
cated that as interest rates ease this may induce them into lower 
quality-higher risk debt investments.339 

838 This Is 82 percent of respondents. The minimum proportion of respondents In any of 
the four size groups to select statement (3) was 77 percent. 

33. Judging from survey data on direct placement commitments and ylelde collected by 
the Life Insurance Association ()f America, It would appear that less than 20 percent of 
1968-1969 commitments were of 'A' quality or better on Moody's scale. The heavy con· 
centratlon of direct placements has been In the 'Baa-Ba' quality ranges. 



\ I 

Table VI-. ~.6· 

Investment Department Perc;onnel in Various Ca.pacities 
Group __ I_ Companies 

Avera.ge Number of FuJ..l .. Tirr.~ Equivalent Persons Per COruP8~Y ,I 
EMPLOY~ENjT CATeCORY 

Officers, Directors and '.. 
Highly Compensated Employees * Other Employees 

ne<:. 31. 1964 Dec. 31. 1969 Dt:c. 31. 1964 Dec. 31, 1969 

1. Portfolio Mana,gers 
1.1 Bonds 

1.2 Equlttes 

7.2, 7.8 0.0 0.2 
1.4 3.2 0.0 0.0 

! 
2. Economic Research StaH 

1.8 2.6 3.8 3.4 -------
3. In\cstmcnl Rc~carch StitH 

3.1 Bonds 17.2 21.4 10.8 3.8 
(Security Analysts) 3.2 EquItIes 2.6 8.8 1.2 3.4 

4. ProfeSSion 01 Traders 
471 Bouds 

4.2 Equlttes 

0.5 0.5 0.1 0.2 
0.7 I 1.3 0.3 n 2 

S. Clerical. Secretarial, Bookkeeping ! 
2.0 I 2.8 48.6 57.8, 

6. Executives (nut /fldm/f'd !lbot d 
6.2 7.2 XXXXXXXX Ix X X X X X X X X 

7. Other 

TOTAL PERSONNEL OF 
INVESThlENT DEPARTh1ENT 

5.4 7.4 11.0 l" 11. 4 

45.0 63.2 75.8 I 80.4 

Source! Form 1 .. 52, Pa.rt C, Table V. 
* Defined in 1964 to include employees earning at least $10,000 per year, and 1n 1969 to include 

employees earning at least $12,000 per ·year. 

~ 
0 
I-' 
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Table VI·87 

Investment Department Personnel 1n Various Capaci ties 
Group 2.!...- Compan! es 

!-
, 

: Average Number of Full-Time Equivalent Persons Per Company 
I' Officers. Dltectors al\d'" ~ 

! :.r-l~LOV'" Ern CATEGORY flighty Compen5qted Employees * Other Employees 

Dec. 31, 1964 Dec. 31, 1969' Dl.c. Jl. 1964 Dec. 31. 1969 

1. Portfolio Managers 
I 1.1 Bonds 2.6 3.9 0.6 0.0 
I 1.2 Equities 0.8 2.6 0.2 o 2 , 

2. EconomJC Rest!arch Starr 
0.0 0.4 , 0.0 0.4 

3. niveo;tment Res('ilrch Staff l3.1 Bonds 4.8 6.4 2.2 1.0 
(Security Analysts) 13,2 Equities 1.9 B.3 1.B 1.0 

- 14.1 Bonds 0.3 .JL2 0 0.2 4. Pro{es'ilonal Tradl'rs 
I 4.2 Equities 0.4 1.4 0.3 O.B 

5. Clerical, Secret.mal , Bookkeeping 
1.0 0.6 17.2 . 27.5 

;1 
6. ExcculJ\'cS (nfl' inf I"J,.J UiJtH d 

4.0 . 5.1 XXXXXXXX X X X X X X X X X 

7. Other 
1.6' 2.6 1.4' ,. 7.7 

TOTAL PERSONNEL OF I 
IliVESThlENT DEPARThlENT . 17.4 31.6 23.8 38 8 

Source: Form 1·52, PArt C, Table V. 

* Defined in 1964 to 'include employees earning at least $10,000 per year, and in 1969 to i~clude 
employees earning at least $12,000 per year. 

--l o 
t-:) 
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Table VI-S8 

InvestClC::.'- DepartIDent Personnel in Various Capacities 
Group ~ Companies 

Averagf! Number of Full-Time Equivalent Persons Per Compa~y ,f 
• f:IolPLOY'U;:NT CATEGORY 
• I 

1. Portfoho Managers 
H.I Bond. 

1.2 Equities 

; 
1.. Economic Res~nrch Staff 

3.,...tnve!:tment R~scarch Staff 
3.1 Bonds 

(Security Analysts) 3.2 Equities 

4. ProfessIonal Traders 
4.1 Bonds 

4.2 Equities 

5. Cletlcal, Secrelarlal , Bookkeeping 

6. E:rccullves (nlll tndlldf'4 "bul eJ 

7. Other 

TOTAL PERSONNEL OF . , 
INVESThlENT DEPARThlEN~ 

Source: Form 1-52, Part C, Table V. 

Orrlcers, DHcctols-.ahd ~ 
lIighly Compensated Employees * -, 

Dec. 31. 1%4 I Dec. 31. 1969 

1.3 1.4 
0.6 1.1 

0.1 0.2 

2.'5 I 3.4 

1.1 2.2 

0.2 0.3 
0.1 0.3 

0.3 0.5 -- -- -----

1. 7, loB 

0.9 1.2 

B.B 12.5 

Other Employees 

D~c. 31. 1964 Dec. 31. 1969 , 

0.0 0.0 
0.0 0.0 

0.2 0.2 

2.7 1.7 

1.2 1.4 

I 0.2 0.1 
0.2 0.3 

11.1 ' 13.7 

-:-:-X X ~x Ix X X 'X X X X X X 

0.-3 I 0.5 

15.9 I 17.B 

* Defined in 1964 to· include employees earning at least $10,000 per year, and in 1969 to include 

employees earning at least $12,000 per year. 

'--1 o 
CI-' 
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Table VI.: 89 

Investment Department Personnel 1n Various Capacities 
Group ~ Companies 

: Average ~umber of Full-Time Equivalent Persons Per Company 
1/ Offtcers. Dltec.tors and 

Othe.r Employees i J 
EMPLOY\1ENT CATEGORY llighly Compensated Employees * ~ 1 

Dec. 31, 1964 Dec. 31'. 1969 Dec. 31. 1964 Dec. ~l. 1969 

1.1 Donds 1.0 '0.9 0.1 0.2 
1. Portfolio Managers 

1.2 EquIties 0.5 0.7 0.1 0.1 
, 

2. EconomiC Re~t'Plch StaH -
0.1 0.1 0.0 0.0 

3.1 Bonds : 0.7 0.7 0.5 0.6 3. Invcstln(."tl! Re~carch Slo~f 
(Securl.ty Analysts) 3.2 EqUIties 0.2 0.4 0.1 0.4 

4. ProCession al T;odcrs 
4.1 Bonds 0.0 0.0 0.0 0.0 
4~2 EqUIties 0.0 0.0 0.0 0.0 

S. Clerical. SecretdrHtl t Bookkeeping 
, 

0.3 0.3 3.3 3.7' 
; 

6. Executives fnot In! luJ,.tl ubul d 
1.1 1.1 X X X X X X X X X X X X ~ X X X X 

7. Other ; 

., 0.2 0.4 0.3 0.3 

TOTAL PERSOIINEL·OF I 
INVESThlENT DEPARn,lENT 4.1 4.6 4.5 5.2 

Source: Form I-52, Part C. Table V. 
* Defined 1n 1964 to include employees earning at least $10,000 per year, and in 1969 to include 

employees earning at least $12,000 per year. 

~ 
~ 

, 
: 
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Table VI-90 

Composition of Life Insurance 
Company General Account Assets 

(Year-End 1964 and 1969) 
(millions of dollars) __ -

Asset- Categories 1964 

1. Cash and Near Cash Item: Total 

2. U.S. Government Debt Securities: 
Total 

3. U.S. State & Local Governments 
& Their Agencies' Obl~ga~ions: 

-Total 

4. Foreign Government Securities; 
Central, Provincial, Local, Their 
Agencies & International Agencies: 
Total 

5. Non-Government, Short-Term & Long
Term Debt Securities: Total 

6. Preferred stock: Total 

7. Common Stock: Tota-l-

8. Loans Secured by Real Estate 
Mortgages: Total 

9. Real Estate Owned: Total 

10. Policy Loans 

11. Other Assets 

12. TOTAL ASSETS 

$ 1,486 

5,592 

3,774 

2,707 

55,882 

2,516 

5,326 

55,149 

4,528 

7-,140 

5,26.1 

$149,361 

$ 1,582 

4,104 

3,220 

2,889 

70,924 

3,341 

7,573 

71,991 

5,911 

13,825 

8,313 

$193,671 

Source: Estimated.from Institute of Life Insurance data 
on total indust~y assets and separate account 

~ - -'. - -assets. 



If . 
Number 

of 
Size Groups Accounts 

/ 

Over 39 bill~on 5 
" 

$4 - 9 billion 5 

$1 - 4 b~ll1on 18 

Less than _$1 b~llion 28 

Total 56 

Table VI- 91 

Asset Holdings - End-1969 
General Acco~nts 

(in millions of dollars) 
. "':. .... 

Govt. 
Cash Securitl.es 
and & Short- Non-Govt .. 
Near Term Non- Long-Term 
Cash Govt. Debt Debt 

358.6 3110.3 35479.8 

142.7· 1187.5 9624.5 

242.0 2651. 9 11213.7 

106.3 861.0 3636.1 

849.6 7810.7 59954.1 

Preferred 
Common Mortgages Stock 
Stock and and 

and Real other Total 
Warrants Estate Assets ,Assets 

\ 
2730.5 35926.7 8815.6 '86421. 5 

742.9 . 10353.0 3653.2 25703.8 

2136.8 14538.8 6246.6 37029.8 

589.0 5327.4 1930.4 i2450.2 
; .. 

6199.2 66145.9 20645.9 161605.4 

Note" Cash and Near Cash includes currency and demand deposits, certificates of deposit and other time and 
savings deposits. For composition of ~he other asset categories, see Table VI_92 to VI_ 96. 

Source: Responses to Form 1-21, General Accounts 
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U.S. , 
Number Gavt. 

of Short .. 
S'lze Grou~s Accounts Term 

.' 

Over $9 billion ~ 94.5 

$4 - 9 bi 11 ion 5 3.9 

$1 - 4 billion 18 44.0 

Less": than $J billion 28 12.4 

Total 56 154.7 

Table VI- 92 

General Accounts 
Asset Composit~on - End-1969 

Government Securi,.t1es and 
Short ... Term Non.Go~erriment Debt 

(in millions of dollars) 

U.S. 
U.S. State 

Govt. U.S. and 
Long- Covt. Local 

Term Total Govt. 

1<!33S 1528.4 274.8 

509.1 513.0 173.7 

517.0 561.0 704.1 

266.1 278.5 288.7 

2726.2 2880.9 1441. 3 

Covt. 
Nan- Non- Securities 

Non- Gavt. Govt. and Short-
Govt. Short- Short- Term Non-

Foreign Short- Te= Teno Govt. 
Govt. Term Forei~n Total Total 

, 

894.5 396.9 15.7 412.6 3110.3 , . 
473.8 23.0 4 •. 1 - 27.0 1187.5 

1198.5 179.2 9.1 188.3 2651.9 

224.8 68.5 0.5 69.1 861.0 

2791. 5 667.6 29.4 697.0 7810.7 

Note: U.S .. Government debt securities encompass U.S. Treasury federal agency and federal corporations issues including direct, 
guaranteed and non .. gu~r~nteed obligations. "Short-Term" is one year or less to maturity ~~. "long-Term" 1s all 
other debt securities in the particular class .. 

Source: Responses to Form 1-2~. General Accounts. 
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Table VI·~3 

General ACcounts 
Asset Composition .. End-1969 

Non-Govt. Long-Term: Debt Securities 
(in millions of' oollars) 

Restricted Other Total Total 
Number Restricted Other Total U.S. Issues U.S. Issues U.S. Issues Non-Govt. 

I of U.S. Issues U.S. Issues U.S. Issues Without W1thout Without Foreign Long-Term 
S1Ze Grouos Accounts With EQuitv With EQuit~ With EQuitv EQuit~ Equity Equity Issuers 

Over $9 billion 5 987.4 126.8 1114.2 27923.7 4263.8 32187.5 2178.1 

~4 • 9 billion - 5 320.3 55.0 375.3 6401. 2 2041.4 8442.6 806.7 

-
$1 - 4 billion 18 311. 5* 89.7* 404.6 6681.3 2888.2 9569.5 1239.6 

Less than $1 billion 28 67.6* 62.1* 140.1 1217.4* 1702.5* 3358.4· 137.6 

--
Total 56 1686.8 '-- - 333.6 2034.3* __ 37193. ~ 10895.9 53557.9 4361. 9 

* Information missing because of:oon-reporting of detailed breakdowns by some respondents. 
Consequently these items do not sum to their relevant subtotals. 

Note: Restricted issues are any securities that could not have been offered to the public for sale without first being registered 
under the Securities Act of·l933. "Issues With Equityll are those with equity provisions in the form of convertibles, .. 
warrants or otheT options to acquire an equity provision. 

Source: Responses to Form 1-21, General Accounts. 

Debt 

35479.8 -

9624.5 

11213.8 

3636.1 

59954.2 I 

--l o 
00 



Number ADR' 5 and 

of Foreign 
Size Groups Accounts Issuers 

Over $9 billion 5 69.1 

~4 - 9 bill ion 5 8.8 

$1 - 4 billion - 18 286.9 

Less than _$1 billion 28 8.2 

Total ': 56 373.0 

Note: ADR' 5 are American Depository Receipts. 

Table VI- 94 

General Accounts 
Asset Composition ... End ... 1969 

Common Stock and Warrants 
(1n millions of dollars) , , 

Investment Affiliated 
Restricted Company Company 

u.s. Issuers Shares Shares 

39.8 37.4 10.0 

: 
27.6 7.3 ·46.6 

47.5 33.7 121. 5 

19.6· 9.4 37.7 

134.4 87.8 215.8 

Total Warrants 
Other Common Rights and 

U.S. Issuers Stock Options 

2526.7 2682.9 47.5 

633.1 723.4 19.6 

1620.9 2110.6 26.2 

-
506.9 .581. 7 7.3 

5287.6 6098.6' 100.6 

Restricted issues are securities that could not have been offered to the public for sale,· as, of the valuation dates, 
without first being regist,er,ed under ~he Securities Act of 1933. 
Affiliated companies include any company controlled by, controlling or under cOtmUon control with the reporting 
insurance companies. 

Source: Responses to Form 1 ... 21, General Accounts, 

Common 
Stock and 

Warrants 
Total 

2730.5 

742.9 
~ 

~ 
21'36.8 

. , 
589.0 

6199.2 



. . 
Number 

of 
Size Groups Accounts 

i 

OVer $9 bl.llion 5 
" 

~4 - 9 billi;n 5 

$1 - 4 billl.on 18 -
Less than $1 billion '28 

Total 56 

Table VI_95 

General Accounts 
Asset Composition - End-1969 

Mortgage Loans and Real Estate owned 
(in millions of dollars) 

"\' . 

other Mortgage 
Mortgage Mortgage Without Mortgage 
1- to 4- Wl.thout Equity With 
Family ~quitv Total Equity. 

14072.7 19179.4 33252.1 9.6 

2605.8 : 6963.1 9568~8 82.9 . 

4583.8 8849.2 13433.0 25.6 

2224.9* 2718.5* 4971. 3 35.1 

23487.1 37710.3 61225.2 153.2 

Total 
Mortqaqe 

33261.6 

9651.7 

13458.6 . 

5005.~ 

61378.4 

* Information missing because of non-reporting of detailed breakdowns by some respondents. 
Consequently these items do not sum to thel.r relevant subtotals. 

Real 
Estate 
owned 

2665.1 

701.2 

1080.2 

321.2 
; 

4757.'7 

Note: Loans "with equity" are those with equity provisions in the form of convertibles, warrants 
and other options to acquire an equity posl.tion. 

Source: Responses to Form I-21, Gene~al Accounts. 

Mortgage 
Loans and 

Real 
Estate 
Total 

35926.7 

10353.0 

14538,8 

'5327.5 
; 

65145.9 
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? Convert .. 
ible 

Number Preferred 
of U.S. 

Size GrouDs Accounts Issue , 
Over_$9 billion 5 82.3 

$4 - 9 billion 5 48.2 

$1 - 4 billion - 18 61.1 

Less than $1 billion 28 52.3 

Total I 56 243.9 

Table VI- 9-6 . 

General Accounts 
Asset -COmposition ... End-1969 

Preferred Stock and Other Assets 
(in millions of dollars) 

'\ ' . 

Non- Cony. 
Preferred 

U.S. Total Policy 
Issue Preferred Loans 

796.2 880.4* 4805.4 

: 
284.1 364.3* 1932.9 

903.6 979.4* 3666.0 

265.6 318.0* 1111.2 

2249.5 2542.1* 11515.4 

* Excluding preferred stock of foreign issuers which totaled $48.8.million. 

Source: Responses to Form 1.21, Get:teral Acc:oun~s. 

Preferred 
Accounts Stock and 

Due From Receivable Other Other 
Affiliated From All Assets Assets 

Comnanv Brokers Other Total Total 

--l 
0.4 0.0 3129.4 7935.2 8815.6 --5.0 1.7 1349.3 3288.9 3653.2 

0.6 0.0 1600.6 5267.2 ' 6246.6 

2.0 0.7 498.6 : 1612.4 1930.4 

8.1 2.4 6577 :9 18103.8 . 20645.9 I 
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Table V1- in 
Eoldi~gs of Co~uon Stock by Excnar.ge Listing 

Life Insura~ce General Accounts 

Enc5.-1969 
"\' . 

, r -- -.-------aan~.. a,"ia:----, 
Number I NYS£ I A!.'!EX I Insurance I 

Tot~l of L" stec L __ ~isted ___ I __ Co.T'Oa::i.'l::; I Ot"her 
Accounts ~illion~ ~.t..&:7li.~li0:13! % ~ ~~lll.ons L % J S:nilll.ons I "" ~"!\il] ions::,t 7~ -I 

I 1 1 I r-l I I i I 
J I I I I I I·' I 1 I ever 5? oi 1 1 i c·n I 5 I 2578.0 196.51' 18.6 10.7 7.4 0.31 68.6 1 2.61 2672.6 1100 

~ 
! 1 1 ' Ii;! 

li-::.U!lhon I 5 I 541.4 i 17.8 i 22.1 ! 3.2 I 60.7 8.7: 72.0 L!0.31 696.2 i 100 I 
. , 1'1 I I I; I 1 

: 51-'. b~h'or, . 17 I 1184.9 175.91 31.7 ! 2.0 i' 183.1 11.71 ·162.0 ! 10.4! 1561.6 :~ I I, :, I I t j. 
I 1 • I I' j' 

IOtheL' 29 1 415.3 i 71.11 18.2 L..hL1 85.6 14.61 65.4 11.2! 584.5 • ..lQ..0 I 
I. I I' ',' I I ; _ I ~ LTOTAL5 56 I 4719.6 .: 85.6 90.7 1.6 I 336.7 6.1, 367.9 I ;6:71 552-~.2:.£?_. 

Source: ~esponses to Form 1-24, General Accounts 
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Table VI-98 

Holdings of Corr~on stock by Exchange Listing 
Life'I~surance General Accounts 

:~nd-:"964 

"\' -
r • I , Banks ena I I 
1 I Nurr.ber NYSE ;...:~X Insurance 
1 I of I Li sted 1 ___ ..1<;"8":,,0 I <2.Qf!!l2.~~S Other Total I 
F= Si ze 3rcuo LAccount"s 1.5:111 ;.1.1o.:1.s '~k5.:;:'h.U!...q,;1LI_'K-L~-g'L:l:.l~C2.!1§'-.i % I $M'l.:.lions 1 % I $mil!.~olJ.s 1_2_---1 · I!' '--1-"-- • I 'I '-~I I I I I I' I I 
lover $9' bil~ 5 I 1681.9 I 98.91 4.8 '0.31 0 ~. 14.8 i 0.91 1701.4 i 100 I 
• I,! I 1 ' I 
:_~'~-9 b~llio" I 5 I 494.4 I 70.4L4.8 0.7\ 135.4 19.,3L 67.4 i 9.61 702.1 l~ 
· I I " 1 I' ' 
I $1_' billion 17 i 942.7 LTI....~ 5.4 0.41 210.5 16:81 91.4 I 7.31 1250.1 ,i 100 
I I I i ~ I ii,' 

f Otr.er !- 29 I 313.8 '70.1~ 5.1 1.21 95.1 21.31 33.6 I 7.5! 447.'6 ! 100 

1 i" I I " 'I ' i 
I TarALS i 56 I 3432.7 83.1, 20.2 0.5 441.0 10.81 207.2 I; 5.1, '4.1~ 

So~rce: rtesponses to Form 1-24, General Accounts 

"-l -c.;I 



Table VI-."9-9 

New Commitments Made During 19&9'~ith Equity Kickers 

Mortoaoe Loans Debt SeCUrl. ties Multi-Fam11v Res1dent1al Non-Residential Insurer W1th With W1th Size Total Kicke~~ (Tota~l I~~~~~~~ (~ota\ ~;cke~i Group " ($mil.l ISml. Percent (Smil. Percent m11. m11. 

OVer' $9 " bi! $2,028 $496 24.5 $1,379 $ 8 0.6 $2,407 

~ 

S4-9 bil. S 776 $221 29.5 $ 454 0 0 S 606 
$1_4 bil. S 965 $361 37.4 $ 259 0 0 S 888 

. Other S 362 S 86 23".8 $ 149 Sl1 7.6 $ 289 

Note: "Equity Kickers" include any stock or sHnilar security; or any instrument convertible into such a security; or any right to convert into such a security; or any warrant, opt10n or right to purchase such a security. 
Source: Responsee. to' Study Questionnaire Form I-52, Part DJ Question 34. 

$195 

S 26 

"S 31 

_$ 36 

Percent 

8.1 

4.3 

3.5 

; 12.4 : 

" -~ 



715 

b. Separate acaownt8 
As has been observed above, se,Parate accounts have primarily been 

used as vehicles for investment III equity securities. However, Table 
VI-100 shows that the proportion of separate account assets held in 
common stocks declined from 87.5 percent in 1965 to 75.9 percent in 
1969. Most of this decline occurred in 1969. This change is largely 
offset by an increase in the proportion of cash and "bonds" (most of 
which are actually short-term debt issues)340 from 9 percent in 1965 
to 19 percent in 1969. Most of this increase also occurred in 1969. Part 
of this shift is due to the establishment of accounts designed for in
vestment in debt securities or in a balanced debt-equity portfolio 341 

but much of the shift reflects the decline of equity prices during 1969 
and bearish expectations regarding the short-term price movement.342 

.. 0 See the breakdowns of separate account debt security holdings In Tables VI-103 and 
VI-1M. 

341 Nine of the 25 debt and debt-equity mix accounts containing $116 mllllon of the $366 
mllIlon In these accounts as of end-year 1969 were establ1shed In 1969. (See Table VI-77). 
Also, new accounts of all types tend to have a higher proportion of liquid assets and a lower 
proportion of common stock than more seasoned accounts. (See sec. E.1.b.(3) (a).) 

... The existence of this factor was corroborated by discussions with managers of 
accounts whose common stock/asset ratio declined slgnlficanUy during 1969. 



Table VI-100 

Asset Composition of Separate Accounts in U.S. Insurers 
December 31, 1969 

1969 ~ 1967 ~ 

Bonds $ 637,860,981 $ 233,055,002 $ 113,923,782 $ 19,542,611 

Preferred Stock 48,231,056 30,438,011 8,550,624 166,310 

Common Stock 2,745,253,148 1,914,898,263 1,054,750,879 237,775,197 

Mortgages 35,625,724 20,377,163 14,444,292 8,047,734 

Real Estate 1,308,028 1,299,695 ° ° 
Cash 51,633,881 47,771,097 12,847,178 4,557,92B 

Other 98,876,852 20,893,296 2,253,272 1,675,969 

Total $3,618,789,670 $2,268,732,527 $1,206,770,027 _'$271,765,749 

Source: Institute of Life Insurance 

~ ..... 
0') 
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This section examines in detail the composition of assets held by 
separate accounts as of the end of 1969, and summarizes the charac
teristics of common equity securities found in these accounts. In the 
following tabular presentations separate accounts are classified ac
cording to whether the stated investment objective contemplated pri
mary emphasis upon common stock or whether the primary investment 
media was intended to be something other than common stock. The 
later category is defined to include accounts which primarily invest 
in investment company shares as well as accounts specializing in debt 
securities, mortg-age loans, temporary cash investments or in a mix 
of debt and eqUIty instruments. Accounts are also classified according 
to whether or not they are registered under the Investment Company 
Act and whether they are commingled or limited to a single partici
pant. Finally, accounts are classified into two groups according to 
asset size of the insurance company. "Large companies" include the 
fifteen insurers 343 with total assets in excess of $2 billion as of end 
1969, and all other insurers are classified as "small companies." 

Tables VI-101 and VI-102 display, in broad categories, the asset 
composition of separate accounts as of end-year 1969. Table VI-101 
shows that about 81 percent of the $3.25 billion of assets held in the 
accounts primarily intended for common stock investment were in 
fact invested in common stock (including investment company shares) 
and warrants. Most of the remaining assets (about 15 percent) were 
invested in relatively liquid form, that is, in cash, government securi
ties or nongovernment short-term instruments. 

By way of contrast, assets in accounts not primarily intended for 
common stock were fairly evenly spread among liquid assets (24 per
cent), long-term nongovernment debt securities (29 percent), equity 
securities (24 percent) and mortgage loans and real estate (21 per
cent). There were 41 accounts 344 with $325 minion in this category. 
The relatively high J?roportion of liquid assets is due in part to the 
fact that several liqUIdation and temporary cash investment accounts 
are included in this category. . 

Nearly 90 percent of the assets in "common stock" accounts are in 
accounts with large companies. However, the treatment of P ALIC as 
a small company results in two-thirds of registered account assets be
ing defined as residing in small companies. In the "non-common stock" 
accounts, 57 percent of the assets are in large companies. "Common 
stock" commingled accounts which are not registered have a somewhat 
higher proportIOn of their assets invested in common equities (84 per
cent) than single-client accounts (75 percent) or registered accounts. 
Essentially all of the cash and near cash assets reported consisted of 
currency and demand deposits. No time or saving deposits and only 
$200,000 in certificates of deposit were reported among the $55.3 mil
lion of cash items. The composition of other liquid assets is shown in 
Tables VI-l03 and VI-I04. About $453 million or 87 percent of the 
oategeory "g-overnment securities and short-term nongovernment debt" 
is invested III short-term debt instruments of private U.S. issuers. Ad-

... There Is one CMIiIldlan company among these 15. PALIC Is considered rut a smail com
pany In this classification even though it Is a subsidiary of a large company. PAL1C 
accollntR nre Included In the registered category. CREF Is excluded from the tables. 

au Eight of these 41 accounts are with Canadian Insurers; 12 of the 137 "common stock" 
accounts are from Canadian respondents. There were four Canadian companies In the 
sample. 
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ditional holdings of short-term debt issues of the U.S. Treasury and 
private foreign issuers raise this proportion to 96 percent. Only very 
small amounts are invested in long-term Treasury obligations, debt 
issues of state and local governments and foreign government securi
ties.345 

As inspection of Tables VI-101 and VI-102 shows, the 178 re
porting accounts held $132.3 million in long-term debt securities 
Issued by non-governmental enterprises, of which $93 million (70 per
cent of the total) were located in "non-common stock" accounts. Of 
the $132.3 million, about $103 million represented obligations of U.S. 
issuers, of which about 30 percent ($30.5 million) consisted of is
sues containing an equity provision. 346 The 178 accounts held $46.7 
million of preferred stock, some $42.1 million of which were con
vertible issues. 347 Somewhat surprising is the fact that only 14 per
cent of the $103 million in long-term debt of U.S. issuers is accounted 
for by restricted securities.348 As suggested above (section (a)) this 
may reflect a greater concern with marketability of long-term debt 
issues in separate accounts than is required in the general account. 

No mortgage loans were held by "common stock" accounts. A negli
gible amount of real estate holdings ($1.3 million) were reported by 
these accounts. Some $69.5 million in mortgage loans were held in 
"non-common stock" accounts. These loans are further categorized 
in Table VI-105. No mortgage loans contained equity provisions. 
About 31 percent of the loans were on 1-4 family residential prop
erties. Most of these loans (89.5 percent) were made by accounts 
in Canadian companies. Furthermore, over half (53.4 percent) of the 
remaining mortgage loans on apartment and commercial properties 
were made by Canadian companies. In general, the Canadian com
panies in our sample have gone much further than U.S. insurers in 
using separate accounts as a means of tailoring debt investments 
to the investment objectives of separate account participants. The 
four Canadian companies reported assets of $109 million in "non
common stock" accounts (one-third of all reported assets in these 
accounts) as against $102 million in "common stock" accounts (three 
percent of all assets reported in these accounts). 

As indicated above, the remaining assets (other than common 
equities which are discussed next), consist prImarily of preferred 
stock issues. These account for $4:6.7 million of the $72 million shown 
in Tables VI-101 and, VI-102. Another $13.1 million is represented 
by accounts receivable from brokers. 

Tables VI-106 and VI-107 break out restricted securities, detach
able warrants, rights and options, investment company shares and 
American Depository Receipts ("ADR's") and foreign corporation 
issues from total common stock holdings. None of these selected 
categories represent sizeable amounts of investments. The largest, 

us One-half the fOreign government securities shown and 40 percent of the short-term debt 
of private foreign Issuers were held In accounts of the four Canadian Insurers. None of 
the state and local government debt holdings were held in accounts In which state and 
10cRI government retirement systems had participating Interests . 

... Defined to Include convertibles, warrants and other options to acquire an equity 
provision . 

... Preferred stock Is Included In "other assets" in Tables VI-I01 and VI-102 . 

... Defined by the Questionnaire as privately placed debt Issues that could not have 
been olfered to the public for sale as of December 31, 1969 witbout first being registered 
Wlder the Securities Act of 1933. 
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ADR's and foreign issues, amounts to about four percent of common 
equity holdings. About 62 percent of the $113 million in these is
sues is accounted for by separate accounts of Oanadian insurers. Al
though a number of insurers have established investment companies 
as channels for investment of separate account funds, the total hold
ings of investment company shares reported amounted to only $35 
million. Also, only negligible amounts of warrants, rights and options 
were reported. 

Tables VI-lOS and VI-109 classify separate account common stock 
holdings by exchange listing. Shown separately is the value of stocks 
listed on (1) the New York Stock Exchange and (2) the American 
Stock Exchange. Of the remaining stocks, bank and insurance com
pany stocks are segregated. Separate accounts are classified in the 
same manner utilized in the preceding tables. The reporting sample 
is somewhat smaller than that used in the preceding tables, but over 
95 percent of the common stock reported above is represented in Tables 
VI-lOS and VI-109.349 

The proportion of NYSE listed stocks is sometimes used as a crude 
measure of the quality of an equity portfolio. By this standard, sepa
rate accounts in the aggregate are of relatively high quality since 
about 92 percent of common equities held are listed on the New York 
Stock Exchange. If banks and insurance company stocks are added 
the proportion of "high quality" issues is 93 percent.350 

However, there is evidence of substantial variation in the quality 
of equities held (by this measure) among various account types and 
size categories. In general, registered accounts reported a significantly 
lower proportion of "higher quality" stocks than nonregIstered ac
counts. Within each category small companies reported a lower pro
portion of "high quality" stocks in their separate accounts than did 
large companies. Overall the "lower quality" stocks were divided al
most evenly between stocks listed on the American Stock Exchange 
and stocks which are unlisted or listed solely on regional exchanges. 

The tendency for registered accounts and smaller accounts to have 
larger proportlons of their common stock holdings invested in shares 
not listed on the New York Stock Exchange is confirmed by the multi
pIe regression results shown in Table VI-110. Also included as ex
planatory variables in this equation were the insurers' size as measured 
by general account assets, the proportion of the separate account's 
assets invested in common stocks and a variable which indicates 
whether a separ.ate account is commingled or established for a single 
client. The values of the dependent variable (the ratio of non-NYSE 
shares to total common stock holdings) and the explanatory variables 
other than the account category classifications were transformed into 
logarithms before the regression equation was estimated. This specifi
cation is similar to that used to explain the proportion of separate 
account assets held in common stocks (see Table VI -79 above) . 

••• Accounts that were required to complete Form 1-21 from which data In the pre
cedln~ tables were derived. but not Form 1-24 (the source for Tables VI-lOS and VI-I09) 
Included accounts established solely for Canadian or other foreign customers, liquidation 
accounts and accoun.ts In excess of the largest 15 accounts In any single company. 

360 Some small amounts of listed Investment companv shares are Included In the tables. 
However, a systematic effort was made to exclude all Investment company shares from 
the unlisted category. The Study believes that this effort was close to 100 percent successful. 



720 

Both the account size, measured here by.the value of common stock 
holdings and the insurer size variables have statistically significant 
negative coefficients indicating that smaller accounts and accounts 
managed by smaller insurers do tend to hold higher proportions of 
non-NYSE stocks. The coefficient on the registered variable 351 is posi
tive, as expected, and nearly significant by conventional standards. 
There does not appear to be any relation between the proportion of 
an account's common stock in non-NYSE shares and (1) whether the 
account is commingled or not (given its registration status), or (2) 
the proportion of the account's assets held in common stocks. 

= As before the "registered" and "commingled" variables take on the value of '1' if 
the account Is registered (commingled) and '0' If It Is not. 
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Table VI-lOl 

Asset Composition of Separate Accounts 
PCimari1Y Intended for Common Stock 

. December 31, 1969 
($m~11ions) 

, ' 

Secur~ties 
.C0V't. . \ 

and I Non-Gov't 
Number Short-Term Long-Term Common Mortgages 

" Co,h.., NOo-G,,". D,., 'Cook on< ~,d h," r "hor To'" 
Acco~nt Catecrories Accounts Near Cash Debt Secu",=~ties VJarre.nts Esi.:ate Assets Assets 

--L-Re£ist~~ . 
__ ~_ki!f..qe COf'Tnanies 9 1.6 1.0 2. 
__ b_._S:T'~l~QI'..1..Q~nies 11 5.'0 6.7 3, ______ _ 
_ c. lUI P."Cl.n.e>:""r'! 20 6.6 7.7 6, 

I
· -1Jl2n.=Rg.q~Bt.ef.£.d Comlli-nal~.d. r 

<!. L"rr;~ Comcanles' 22 18.2 233.2 17. 
\_~rn;!!l~ Com:~anv~s 29 4.9 26.1 2. 
. c. Ai:. Non-P.~g~stHred 
' ___ C::>"'''''l"la:''.Ed 51 23.0' 259.3 19. 

I 3. S1nalA C11e~t 
. a •. Large Corr.nanies 48 18.9 175.4 11. 

9 + 30.1 
---L 0 2.4 

2 56.9 0 2.6 
1 j 87.0 0 5.0 

2 I 1675.4 0 32.9 
4 145.7 0 4.1 

, 
6 1821.1 0 37.0 

1 662.7 1.3' 20.7 

1 --.l2....:.~~LCorr~:\.es 18 0.8 8.4 2, 

I 
c. ".11 Sinole Client 66 19.7. 18?8 13 

4. TOTALS 137 49.3 450.8 39 

,7 76.9 0 3.2 
.8 739.6 1.3 23.9 
• 5 1 2647.7 1.3 65.9 . 

Notes and Source: See following page. 

~ 
t-:l .... 
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Notes and Source for Table VI-lOl 

o 
Notes: 

Source: 

"Large Companies" consist of 15 life insurers with total 
assets in excess of $2 billion as of December 31, 1969. 
"Small Companies" consi!! of the remaining respondents to 
questionnaire package Form I-50. 

"Cash and Near Cash" is defined to include currency and 
demand deposits, certificates of deposit and other time 
and savings deposits. 

"Government Securities" include U.S;-Treasury, Federal Agency 
and Corporation direct, guaranteed and non-guaranteed obligations, 
state and local government debt obligations and debt' securities 
issued by foreign governments. 

"Short-Term Debt Secur it ies" are defined as those with one 
year or less to maturity at issue. -. -

"Long-Term Debt Securities" are defined "as those with more 
than one year to maturity ~ issue. 

"NOIll!:overnmcnt Debt Securit ies" include securities issued by 
nong~vernmental·. entities, foreign or domestic. Loans secured 
by real estate are excluded. 

"Other Assets" include preferred stock, accounts receivable 
from brokers, amounts due from affiliated companies and assets 
not elsewhere counted. 

Responses to ~orm 1-21, Separate Accounts. 



I' ,-

I Account Cateoor~es 

2. Reoist~red 
a~ Laroe Comoanics 
b. Smal! Corr.oanH's 
c. I.Ii RecHstereg 

7. Kor.-RE.9,.lstered COIT'!Jl naled 
I~A\,,"ge Comoanl.cs 

b .. ~all COf'lOanieR 
c. All Non-R8gl.stered 

1 Co~~inale1 
3. 5~rale Cllent I a. 1;5',oe Ccmnanies 

__ a-_§.m.all COMoanles 
c. AJ.l Sl.nale Cl~ent 

I 4 •. TOIl\.LS 

Table VI-102 

Asset Composition of Separate Accounts Not Primarily 
Intended for Common StOCK 

NUlnber 
of 

Accounts 

3 
2 
5 

·8 
4 

12 

15 
9 

24 
41 

'-
December '31, 1969 

($m1111pns) 

,-
Govlt. 

Securities 
and Long-Term 

Short-Term Npn ... Gov·t 
Cash and Non-Gov't. Debt 

Near Cash Debt Secur1ties 

, 
0 0 0 
0 0 ·0 
0 0 0 

3.3 40.2 32.7 
0.5 10.1 20.2 

3.8 50.3 52.9 

1.1 1l.5 15.8 
1.1 10.8 2-4.1 
2.2 22.3 39.9 
6.0 72.6 92.8 

Common 
StOCK and 

vlerrants 

1 .. 1 
4.4 
5.5 

0 
32.3 

32.3 

20.7' 
9.2 

40.0 
17.8 

Notes and SOurce: See Tab:le VI-lOl. 

* Greater than zero but less than $50,000. 

Mortge.ge 
ar,d Real other 
Estate Assets 

0 0 
0 0 
0 0 

47.9 1.7 
0.6 2.4 

48.5 4.'1 

7.6 1.9 
[:>'3 ~ 

21.0 1.9 
69.5 6.1 

Total 
Ass"9ts 

1.5 
4.4 
5.~ 

-125.9 
66.1 

192.0 

58.7 
6B.b--

127.3 
324.8 

~ 
t-:l 
c.:l 
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Holdings of 
by 

Table VI-103' 

Government Securities and Private Short-Term Debt Obligations 
Separate Accounts Intended Primarily for Common Stock 

'- . . 
December 31, 1969 

($rnJ.llions) 

" 

, U.S. Gov't. Debt U.S; State Foreign I and Local Gov't. I Forel.gn 

Non-Gov't. 
Short-Term Debt 

I Account' CateGories Short-Term Long-Term Gov't. Debt Securities U.S. Issues Issues Total 

! - ! 

I 1. Regl.stGrp.d I 
I a. Laroe Com-oanies 0 0 0 0 1.0 0 1.0 

__ S. S'25.~.1l;i,.Q.s 2.8 0 0 0 3~-9 _u~. I 
I c. P.ll 'teaist"red 2.8 0 0 0 4-;-g 0, 7.7 -: 
i 2 .. N·:-r.-~~'ai.~tered Cl)mrninc:lec. I' 
I--~-c;:;= C-;mnan1es l_q 0 0 0.2 226.8 4.2 233.2 

I h. 511a11 Co .. ,u~"ies 4.3 0.7 0.3 0 18.6 2.2 26.1 
c .. All Non_Re~istered I 

__ O~~;ill Comcan,es 7.1 -1 0 C 6.6-==1 0.1 I 0.2 0.5 8.4 I c. ~.JJ. .S~nale Cll.ent B.9_~_ O~_ 0.2 .. 153.3 IB.7 183.8 
" Tc;Yr,r.,J,S -I 17:9 ,-- 2.B-- I -----0.9-- 0.4 403.7 25.2 450.8 

Notes and Source: See ;rable VI-10l. 

* Greater than zero but less than '$50,000. 

""-l 

~ 



Table VI-l04 

Hold~ngs of Government Secur~ties and Private Short-Term Debt Issues 
by Separate A~counts Not Intended Primarily for Common stocK 

December 31, 1969 
($~llions) 

\ ' 

Non-Gov't. 
U.s. Gov't. Debt 

I 
U.S. State Foreign Short-Term Debt 

and Local Gov't. Foreign 
Acco~nt Ca~~or1es Short-Term Loner-Term Gov't. Debt Securities U.S. Issues Issues 

1 ~ Reci st..arec1 
__ ~I'.3r.9:.LCor.:!23n2eS 0 0 0 0 0 0 
~lJJ.sl.l Cor,nan~es 0 0 0 0 0 u 

~LL13.~~2!,~r.§.d 0 0 0 0 0 o· 
2. N(Jn-R.':::'ll..£lt.~£s.d Commlngled 
I~arce CO'ili2.£!l.~G5 0 0 0 8.8 30.7 0.6 
l~mal:u.Q.~2~P~CS 0 0.4 0.3 1.8 6.9 ; 0.7 

I c. All ~~on-Reglstered 
Cor.rninqleg_ 0 0.4 0.3 10.6 37.7 1.3 I 

I 3. Slncle Cllent 
1 __ ~~L~Q.~r2.anJ..es 0 0.4 0 0.1 11.0 0 
__ k~Sm~1-~orroanJ..es 0 0.7 0 2.5 0.5 7.0 
I c ~ p~ll S~ngle Cl1.ent 0 1.1 0 2.7 1l.5 7.0 
I A. TOTALS 0 1.5 0.3 13.3 49.2 8.3 

Notes and Source: See :Table VI-10l. 

I 

, 
Total I 

0 I 
y I· 

0 I 
I 

40._2 __ 1 
10.1 I 

I 
50.3 1 

I 11.5 
10.8 

I 22.3 
72.1) 

~ 
l\:) 
Con 



Account Categories 

Table VI-105 

Mortgage Loans Held in Separate Accounts 

December 3'1 .. '1969 
($rni11ionsl' 

Other Loans 
1-4 Family Without Equity 

'Dwe11i11gs Provl.sion 

Loans Total 
With Equity Mortgage 

Provl.sl.on Loans 

1. Non-Reg1stered Commingled 

2. 

'3. 

a< Laroe Compan1es 19.7 28.3 0 48.0 
b. Small Corr,pan1es 0 0.6 0 0.6 
c. All Non-Registered 

Cornm1noled 19.7 28.9 0 48.5 . 
, . 

Single Client 
a. Laroe Companies 0 7.6 0 7.6 
b. Small Compan1es 2.1 11. 2 0 13.3 
c. All Sinole Client 2.1 18.8 0 21.0 

TOTALS 21.8 47.7 __ --- ___ 0 __ - '--_~.5~_ 

* Equity prov1s10n is defined to consist of convertibles, warrants or other options 
to acquire an equity prov1sion. 

Source: Responses tc? Form 1 .. 21 Separate Accounts. 

"'-l 
t>:) 
0:. 
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Account Cateaories 

1. ReCf~!?tered 
___ ~;a~ Com~anles 

b. E'mall CCr.loa!1ies 
____ c_._~ll Reg2ste~9 

2. N0r. Rp.'"..:: s~cer~c. Commlnaled 
~s.rge CqITroan~es 
~~i",a.1U.or.,':lanleS 

c. All Non-&egistered 
______ Co~:nlngled 
~'l<;l),'" ~) len,,_ 
___ ~~~rn~ CO~OQnleS 
___ b __ ._S~~~~Co~ganles 

c. All Slna1e Cllent 
4. 'J'aI'ALS 

Table VI-106 

Holdings of Common Equities of Separate Accounts 
Primar11y Intended for Co~~on Stock 

" 

A.'TLer~can 

Depository 
Receipts 

and Foreign 
Issuers 

0.1 
2.6 
2.7 

68.7 
1.8 

70.5 

18.6 
2.8 

21. 3 
94.5 

Decerr.ber 31, 1969 
($rnillions) 

, ' 

. 
Investment 

Restricted Company 
Securities Shares 

0 0 
0.5 0 
0.5 0 

2.1 14.8 
1.3 0 

3.3 14.8 

0.1 0 
0 13.2 

0.3 13.2 
4,..1 28.0 

other 
Common 
Stock 

30:0 
53.9 
83.9 

1589.1 
142.6 

1731. 7 

643.7' 
60.8 

704.4 
2520.0 

* Greater than zero but ~ess than $50,000. 

Total Warrants 
Common Rights and 

Stock Options 

30.1 0.1 
56.9 * 
87.0 0.1 

1674.7 ' 0.7 
145.7 ; " 

1820.4 0.7 

662.4 0.3 
76.8 0 

739.2 0.3 
2646.6 .2 

Note: Restrict'ed Securities are deflned to include any sec uri ties that could not have been offered 
to the public for sale as of December 31, 1969 without fees being registered under the 
Securitles Act of 1933. 

Source: Responses to Form 1-21, Separate Accounts. 

I 

Total 

I 
30.1 i 
56.9 ! 87.0 i 

1675.4 I 145.7 

1821.1 I 
I 

I 
662.7 I 

, 76.9 I 
739.6 
2647-,~ 

" 1'0:) 

" 



j Account Cateaories 
J 

I 
I 1. Regi s;t",red I a. La=g2 Comoan1es 

__ :' .. 2m2."ll COTTloanl.es 
, c.. iU i ;{egl. sterad I ~"-R.g!l!. .. t.£red Comrra!)gJ.eo. 

a. Laroe Corroanles . 
b. Sf:1all CO:T.'2,&:".l.es I c. All Non-Reg1s~ered 

Corr.mlngled 
3. S1ncle ell.ent 

___ a.',Large CG~Oanles 
I h. Sm~ll Comoanl.es I c. All S1nale Client 
I 1,. TOTALS 

Table" .VI-107 

Holdi.ngs of Common Equities of Separate Accounts 
NO~ Primarily Intended for Common Stock 

December 31, 1969 
($millions) 

, ' 

American 
Depository : 

Receipts 
. 

Inv~stment other 
and Foreign Restricted Company Common 
Issuers Securities Shares Stock 

0 0 1.1 . 0 
0 0 4.4' 0 
0 0 5.5 0 

0 0 0 0 
2.1 0 0 30.2 

2.1 0 0 30.2 

0.6 0 1.6 18.5 
[5.9 0 0.2 3.1 
16. 0 1.8 2 .6 
8.6 0 7.3 5 .9 

* Greater than zero but:less than. $50,000. 

Source: Responses to Form 1-21, Separate Accounts ... 

: 
Total Warrants 
Com'llOn Rights and 
Stock OQ.tions Total I 

.. I 
i 1.1 0 1.1 
J 

4.4 0 4.4 I 5.5 0 5.5 

~ 

~. 

I 
0 - 0 0 J 

32.3 ; 0 32-:r-1 
J 

32.3 O· 32.3 I 
I 20.7 0 20.7 

19.2 " 19.2 1 
39.9 ~ 40.0 I .8 " 77.8 

I 
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Table vl;-loa 

Ho1di~s of Co~~on Stock by Exchange Listing 
Separate Acco~nts Primarily Intended for Common Stock 

End 1969 

, ' 

Number NYSE I A..".EX I I 
of Listed Listed I Total --l 

Account Groups Accounts $mi11 .. on,1 % +$nU11iOn j % % --,-$m~11~on1:J% ; 

1. R.,g~stered I, I I 
, __ a_._~~,,':;'e ~o",")anies i 9 ,23.8 ~ 78.91 1.6! 5.3 1.2. 4.01 3.6 111.d 30.21'100 
" b. S:nulJ. COl"\-oan~es 9 42.2 74.1 6.3 ,l1.QJ. 0.6 ,1.1 7.9 I 13.~ 56.9 I 100 
'-...£=~~1~9H1:cr~p.P,ccounts '. 18 66.0 75.81 7.9 9.11 1.8 '2.1 L.l.~.5 I 13.4 87.1 I 100 J 
~. N::>:J-!>"'g~scercc Comm~ngled I ' '" I I I I \ ' 

. __ ~ar~~!132~E!ies 21 1551.7,94.8, 47.6 I 2.9 4.7 0.3 32.4 2.Q 1636.3 100 \ 
1 __ b_._~~LS!:!2'~~_ ' 22 108.7 77.8' 9.7 '6.9 6.5 4.7 14.7 i 10.S 139.7, 100 , 

! 
c. All Non-Reg,stered I I I I I I !' I I I 

_' __ cora'£incJed • '43 1660.4 93.5 57.3 '3.2 11.2 1 0~7.1 2.'; 1'77~100 
3. Sin;1::: CI~ent I i I I I I 'i ; ;, '--I 
~

a • .1.g,~e Ccme.::.,nes 47 591.2 190.71 32.3 i 5.01 5.4 0.81 22.9· 3.51 651.&10~ 
D. S.n»l1. Ccrr.oa",~es 15 40.5 ,87.41 0.3 0.6 2.7 5.91 2.9 , 6.·~.3 i TIo I 
",..:..~lJ~~:Ln9.le Client ! 62 631.7 9.5 32.6 4.7 8.2 1.2 25.7 3.i'i f!.98.1 j--roo-

1 4. 'ratells ! I I I I" 1 I 
I ~. f"a£'F",-ColT'oat'ies I 77 2166.7 93.5, 81.5 3.51 11.3 0.5 59.9 2.d 2318~~1 
CS. s"''O,] 1, COI'",?,m~es 46 191.4 7B.8 l6.3 6.7 9. ,4.0 2.5 O.~ 242.9 I 100 
~1:dLS _______ .. __ ~ 123~ L~ I~L97.8_i3.8L ...ll.L L 0& 84.4 _3.3' ___ ~~61.~1 100 

Source: Res~onses to Form I-24, Separate Accounts. 

'-l 

~ 



Table VI-lOg 

Ho1diq}l's of Coi'1tpon Stock by Exci1ange Listing 
Separate Accounts Not - Pi: imarily Intended for Common Stock 

. End 1969 

Ba~<s and 
Number I NYSE A!'-!EX Insurance 

of k~~sted I,~sted Com~anies Other 
Account: c.;roups ACCOUn1:S l~!!:.::.t.:t.'~on i % ISrn.lllior. J % J $nl11.lo~ .~mil110n I % 1 $f'u1.1ion! ,0 • 

I 1 I i I -0 :--= 
1. Reg~st'ered . ! I I I 

__ a!-.~~t'1..e Comcan~es 3 0 0 I 0 0 I ! 0 i I 

b. :OP'lE Co;r.o?nles . 2 . 0' O! I a i a I. 0 C ! 
c. A:Zl !-:eo~sl:.ered~ Accounts I. 5 0 I 0 0 . 0 0 __ , 

2. N::m.,Reg1.s~ered Corn.-:llng1ed I' I I I J I I I J! ]. 1 
J~arC"ls:omJc.!1::'cs ; 6 '0 i I 0' I 0 ! I 0 J 0 -i 
I b. 5;;-.,,11 COi,,,OanJ.cs _ I 3 I 29.7 :92.61 0 1 0 I 1.4 i 4.2j 1.0 !' 3.4 n.l, I..J-.UU I 

c. All Non-Reglstered I I I I I I I ~', ' 
___ Co""~nqled .: - 9 29.7192.6 '0 1011.4 i4.2 1.0 i 3.32.1 100i 
i 3. S?;ng1e Clle:1t I l! 1 I I 'I! . -I 

I ? Li'.rae Corr.nC'nles 7 11.4 173.11 2.0 12.6i 0.1 . 0.9 2.1 13.~ 15.6 100 I 
.0. S::1Clll COirDa::"'u ... es 4 0 0 0 I U I 

, __ c_._~ll Slng1e Chent ! 11 11.4' 73.1 2.0 12.6, 0.1 1 0.9 "' • .L 1 .~.~. ~~ \ 
1 4. Totals I I 1 I I I I I or 
~a=a" Comoanies 16 I 11.4 173.1, 2.0 12.81 0.1 ,0.6 I 2.1 13.~ 15.6 100 I 
, b. s:nd1 Com':Jan~es '9 29.7 92.5 0 :J 1.4 I 4.41 1.0 3. I~ .LUU 4 Totals 25 1 41.2 86.2 2.0 I 4.2 1;5" 3. • .5)----.rr:1f i 100 I 

Source: Responses to Form I-2~, Separa~e Accounts. 

""-l gg 
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Table VI-110 

Regression Statistics for Analysis 
-of the Proportion of Common Stocks 

Held in Non-NYSE Shares 

Dependent Variable: Log (Non-NYSE!tota1 common stock) 

Independent 
Variables 

Log-account common 
stock - -

Log insurer size 

Log ratio: account 
common stocks to 
assets 

Registered 

Commingled 

Regression 
Coefficients 

__ - . .142 

-.227 

-.125 

.561 

-.On 

Constant" = 5.161 __ ,--
l·2 = .264 

't' Values 

-2.27 

-2.66 

-0.30 

1. 93 

-0.34 
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5. Trading in Common Equities 

a. Separate account 'ttlTnQVer and activity rate8 
As life companies have increased their holdings of common equity 

securities in recent years, they have also increased their trading ac
tivity in these securIties. In this section annual turnover and activity 
rates for common eguities are displayed for the period 1965-1969 
and classified accordmg to characteristics of the accounts mana.ged. 
Turnover is defined as the lesser of acquisitions or dispositions of 
these securities during a calendar year divided by the average mar
ket value of beginning-year and end-year holdings expressed as a 
percentage. Activity is defined as the average value of total acquisi
tions plu8 dispositions during the year divided by the same average 
holdings. The activity rate is necessarily always greater than or equal 
to the turnover rate.352 Except where otherwise indicated, transactIOns 
include both acquisitions and dispositions for cash and non-cash trans
actions arising through the exercise of puts, calls, rights, warrants 
or conversion privileges, exchanges of securities, or additions to or 
withdrawals from the account of equity securities by contracthold
ers or the insurer. 353 

Tables VI-Ill through VI-1l3 show common equity turnover and 
activity rates for separate accounts for each year 1965 to 1969 in
clusive, classified by type of account, size of account and age of ac
count. The clearest pattern to emerge from an examination of these 
tables is the very substantial increase i.n turnover rates over the peri
od with the most dramatic increase occurring in 1968. This timing 
lags behind the increased turnover of common equities by mutual funds 
by about two years, but is roughly in line with that of bank managed 
corporate pension funds and property and liability insurers. SimIlar 
trends and timing appear to be confirmed for each of the various tY1?es 
of accounts shown in Table VI-1l1,354 for accounts in the various SIze 
categories of Tahle VI-1l2355 and for accounts of various ages (Ta
ble VI-1l3). 

In general, activity rates also increased over the period, but the 
overall percentage increase is smaller than that observed for turn
over rates and this pattern is less pervasive than was the case for 
turnover rates. Thus, for example, there is no particular trend in 
activity rates for nonregistered commingled accounts, or for the old
est accounts or for the largest accounts.356 However, where large year
to-year increases in activIty occur, they occur most frequently dur
ing 1968. 

BO' Since the denominators are identical In each case and the numeratorB can be Identical 
only If acqulsltlo,ns eqnal dispositions. 

8153 ,See the InBtructions for 1-2'6. For reporting purposes, Bhort sales were trented aB 
acqulsltlonB, purchnses to cover short Bales ns dispositions, and holdlngB are the gross sum 
of all long and Bhort positions . 

... Except that the turnover increase In nccounts registered under the Investment Com
pany Act nppears earlier and the 1968 increase Is of similar magnitude to that of the 
prevlouB two years . 

... Except the largest Blze category In which the most Blgnlficant Increase In turnover IB 
delayed until 1969. 

30<1 As we have Been, there Is a tendency for the largest accountB to be older accounts 
and to be commingled accounts exempt from registration. Of $2.3 billion In nonregistered 
commingled account aBsetB as of end-1969, nearly $1.9 b\llion are contained In accounts 
eBtabllshed prior to 1965. 
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Some year-to-year increase in turnover may be a normal expecta
tion during the first few years of an account's life. This may be es
pecially true of rapidlv g-rowipg aceonnts, as initially nortfoho man
agers concentrate upon investing the new money inflow and creat
ing the desired composition of portfolio assets. Active trading may 
be deferred until the portfolio is well established.357 However, the 
mag-nitude of the increase in turnover rates and the consistency of t.he 
timing of large increases in 1968 for a variety of account ages and 
sizes, suggest that a more aggressive trading policy was responsible 
for much of the observed increases. To the extent that this increased 
aggressiveness reflected an increased concern with investment returns, 
it may be somewhat surprising that registered accounts, which pri
marily contain interests of individual contractholders, seem to have 
higher turnover rates than nonregistered commingled accounts 358 
which contain interests of cost-conscious employers funding- pension 
and profit-sharing plans. However, this observed difference between 
types of accounts may disappear when other variables such as ac
count age and size are taken mto account simultaneously.359 It does 
appear, for example, from Table VI-1l2 that turnover declines with 
account size, and there is a suggestion in Table VI-1l3 that the old
est (and perhaps the newest) accounts tend to have lower turnover 
rates. 

These questions involving the relationship between trading activity 
and account characteristics cannot be resolved by comparing turnover 
rates with each of the relevant variables one at a time. Rather, a 
multivariate. statistical analysis in which each relationship can be 
examined while holding other factors constant is required. Tables VI-
114 and VI-1l5 report results of multivariate regression analyses de
signed to accomplish this objective. 

A number of explanatory variables were utilized and several forms 
of the regression equation were specified. Account size is measured 
by the average market value of the account's common stockholdings 
for the year in which turnover is being measured.360 The year the ac
count began operation is used to measure the age of the account. The 
size of the managing insurer is measured by the insurance company's 
total general account assets. Dummy variables are used to indicate 
whether the account is (i) registered, and (ii) commingled.361 The in
vestment intentions variable is an index which measures the extent to 
which an account is primarily intended for investment in equities, in 
debt or in a balanced debt/equity portfolio.362 Several ratios which 

..., However, the opposite behavior may be expected If new assets placed In accounts are 
In the form of Recurltiee transferred from another funding agency. In this circumstance, 
new managers frequently liquidate and reconstitute ~he portfolio. This has occurred In 
Ilfe companies, apparently particularly with single customer accounts. For commingled 
accounts, Insurers sometimes utilize special liquidation accounts (not Included In these 
ta·bles) to redeem securities received so that cash proceeds are placed In the permanent 
accounts . 

... See Table VI-III. 

... See the discussion of the multivariate regression results below . 

... That Is, the average of beginning-year and end·year holdings . 
... The N'glsterpd chnractl'rlstlc I~ a "1" If the Acconnt Is registered, a "0" If It Is not; 

similarly, the value for a commingled account Is "1", for a single client account, "0" . 
... A higher value of the Index scale Indicates a more debt-oriented account. 



734 

measure the importance of common stocks in the whole portfolio and 
of riskier stocks in the common stock port.£olio are included; namely, 
the ratio of common stock holdings to the account's assets and the 
ratios of non-NYSE stocks and of ,1\ MEX nlns unlisted stocks aaa to 
an accounts total common stock holdings. Finally, turnover may be 
affected by the number of stocks in the portfolio, by the degree of 
discretion possessed by the insurer in investment and broker selections 
and by the investment management fee charged. Consequently, these 
variahles were included in some equations.364 

Re.f!ressions were run on two sets of data. The regressions reported 
in Table VI-114 were performed on all ac<'ount years for which data 
on each of the variables included were available. Thus. the same ac
count appears as a separate observation each year its data are avail
able. Since turnover is apparently quite sensitive to the year in which 
it is measured, the reporting vpar is incll1ded as a variable.a65 The re
gressions reported in Table VI-115 are based on 1969 data only. Re
gression eouations were estimated in linear, semi-log and log-log forms. 
The la~t form is probably a priori the most plausible specification 
where sIze measnres (for examnle. the doUar value of account common 
stock holdings) are emplo:ved as indenendent variables. 

The regression" clearly confirm that the observed increase in turn
over rates over the 1965-1969 period occurred over a wide variety of 
accounts and is not due to changing mixes of account cha.racteristics. 
Indeed, most account and insurer characteristics contribute ]ittle if 
anything, to an explanation of the variations in turnover rates among 
accounts. The sign on the account common stock size coefficient is 
nearly always negative a.nd in the log-log form is significant, sug
gesting that there is some tendency for larger accounts to have lower 
turnover. It is possible that this relationship exists primarily because 
few very large accounts have exceptionally low turnover rates. In the 
log-log specifications there is a suggestion that younger accolmts have 
lower turnover but this is not a very robust finding. When account 
size and age as well as other variables are held constant, the account 
type (that i.s, whether the account is registered or not or is a commin
gled or a smgle client account), does not appear to affect turnover 
significantly. Thus the apparent indication (Table VI-1ll) that non
registered commingled accounts have lower turnover rates appears 
to reflect the size and age of these accounts, not the fact of their being 
commingled and unregistered. 

No other variables are consistently significant. However, the broker
age designation and investment discretion coefficients are significant 

3iI3 Actually. stocks lIated ROle!y on a rpglonal securities exchange or unlisted excluding 
bank And Insurance Atocks. The non-NYSE variable does Inclutle bank and InRurance stocks. 3" The brokpra~p desilwntlon vnrlable tnkpa on the value "I" If the Insurer has full dis
cretion and thp value "0" If there Is "orne cllpnt designation of brokers. The Investment 
dIscretion variable takes on the value "0" If the Insurer has full discretion and the valUe 
"I" If 1'0ntrnl'tholdPr" e'Cprt Rome Influpnce. 

36Il The maximum number of years for which data are available Is, of course, five (1965-
1969). An account's turnover: account sl'e, reporting year, avernlre number of common 
stocks held and fee rate ta,ke on dlfl'erent vnlups each year. The other variables assume a 
unillue value. Independent of time, Including the ratios which could be computed only as 
of the end of 1969. 
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where these variables are included. The signs on these coefficients are 
to 00 interpreted to mean that turnover is higher on accounts in which 
the insurer always selects brokerR and on itccounts where the insurer 
has sole investment discretion. This is suggestive but confidence in 
these findings is limited by the relatively small number of cases in 
which insnrers do not have full authority to select investments and 
brokers. The negative sign on the common stock/account assets vari
able appears to be due, at least in part, to the fact that some relatively 
agg-ressive accounts shifted part of their portfolios from common 
equities to debt obligations during 1969. 

To conclude, the results indicate that although there is a g-ood deal of 
variation in turnover rates among separate accounts,366 this variation 
is not strongly related to the account and insurer characteristics ex
amined here. The increase in turnover rates observed during 1965 to 
1969 occurred over a wide range of accounts with different character
istics and different managers. 

see For example .• the mean turnover ratio for 69 accounts included in the 1969 turnover 
regression was .49 and its standard deviation was .39. 



Table \ III 

Separate Account Turnover and Activity Rates 
Classified by Account Type and Year Measured 

Account Category Turnover Rates (%) Activity Rates (%) 

.' 

Year 1965 1966 1967 1968 1969 1965 1966 1967 1968 

Registered 12.63 22.48 32.25 41.48 40.94 15.94 53.86 72.50 96.62 

Non Registered 3.02 3.59 8.50 21.54 27.23 42.42 45.48 39.42 43.87 
Commingled 

I 
Single Client 0.73 4.19 12.97 51 ~,20 40.27 32.47 24.97 32.36 62.86 

Totals 2.50 3.81 9.51 26.53 30.75 39.64 40.43 38.12 47.62 

NOTE: Turnover :im'd 'Act,ivity rates are dollar weighted.' --Turnov'er' rate' is defined as'the lesse!;" of 
purchases or sales divided by th~ average common stock holdings for the year. Activity 

1969 

94.71 . 
44.88 

65.73 

51.29 

rate is defined as the average of purchases and sales divided by the average common stock 
holdings for the year., The number of accounts represented in' each' category for each sucC'e~Eiive' 
(beginning with 196~are: Registered, 1, :3, 6, 9 and 16; nonregistered commingled, 16, 23, 

year 

27, 31 and 36; single client, 6, 12, 22, 29 and 44. Souq:e: ,~o~put:d, __ from, re~',pOl~ses-t:;"Fcirm __ :'~" 
1-26 and Form 1-21, separate accounts. 

, 

~ 
CI:) 
Cf) 



Accougt Size (mils $) 

1965 

0-1 p.07 

1 - 5 4.82 

5 - ~q 3.58 

lq - 50 0.33 

50 - ~OO 

Over 100 

Totals 2.50 

Table Vl-112 

Separate Account Turnover and Activity Rates 
By Year Measured and Account Size 

Turnover Rates (%) 

1966 1967 1968 1969 

18.27 26.41 30.94 39.77 
, 

8.37 F·88 39.95 1, 52.81 

5.23 ~~.63 38.92 45.91 

2.38 13.80 52.64 49.80 
I ' , 

2.~8 44.02 10.62 

, -3:14~~~'- 3.,58' - 7.51 21.32 

! 
3.81 9.51 26.53 30.75 

Activity Rates (%) 

1965 ....!2.§§., t2.§L !..2.2§.. 

62.71 45.27 60.65 67.6~ 

32.p 48.53 65.64 , , 37.53 

~ 

76.78 
/" 

74.53 
/ 

I 

39.16 25.04 42.50 69.52 75.40 
, , I' 

38.89 32.12 36.34 66.56 7~.84 
, " " , 

40.98 67.2~ 5()f.62 

'59~49 " 35':4'6"- 29.59 37.95 

39.64 40.43 38.12 47.62 51.29 

NOTE: Account Size is defined as the average market value of common equity security, holdings for each 
y~ar. The accounts included are the same as those in Table Vi~'lii'~ ,-S~~rc~;.- .S~e Table-Vl~ ill. 

--l 
~ 
--l 



Year Account 
Established 1965 

Pre 1965 2.50 

1965 

196& 

19q? 

1968 

TC!tals 2.5Q 

TABLE VI-U3 

Separate Account Turnover and Activity: Ra.tes 
By Year Measured and Year Account Established 

Turnover Rate (%) 

!()~6 1967 . 1968 1969 1965 

2.74 8.44 19.47 26.42 39.64 

9.60 15.62 76.31 71.71 

12.92 33
1
.49 44.48 

I' 
39.25 54.43 

17.33 

3.81 !l.51 26.53 30.75 39·~lt 

NOTE: The accounts included are the same as those in Table VI. 1+1 . ..... .. '" I' 
SOU~CE: See Table VI- 111 , . 

Activity Rate (%) 

!:lli.. 1967 ~ 1969 

42.27 37.00 40.77 43.66 
..... 

30.46 39.10 93.06 89.54 ~ 
00 

55.07 56.S4 11.39 

72.26 85.02 

56.50 

ltP:lt3 38.p It?·~2 51.29 
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Table VI- 114 

Regression Statistics for Separate Account Turnover Analysis 

Deoendent Variables . 
Turnover Turnover La&. Turnove~ 

Independent Regression Regression Regression 
Variables Caeff. t value Coeff • t value Coeff t value 

Account Common Stock -485.80 --1. 26 -

Holdings 
-- , -- --

- "-- --- - - -- --
Log Account -
Conunon Stock Holdings .005 0.18 -26.3 4.66 

Year Reporting .131 5.74 .124 4.93 
Log Year Reporting 5-4.220._ i 1.1_2_ 

Year Established .038 1.95 .030 1.43 

Log Year Established -4.838 1. 79 
Re ... " stered .028 ,0.30 .064 0.70 - .602 1.94 
C< ingled .023 0.40 .051 0.92 .027 0.15 
·Insurer Assets 4.00 0.96 
Log Insurer Assets -- ~ .096 - 3.02 
Investment Intentions - .312 0.56 

Average Number of 
(:ommon Stocks -.,001 0.03_ -,003 1. 76 

Common Stocks I 
Assets Ratio -.282 

-.. --
-.477 -1.39 2.39 

Non NYSEI Common Stock 
Ratio 

, 
.310 1.69 .555 2.85 

Brokerage DeSignation .027 4.22 
Investment Discretion - .327 -3.05 - .342 3.23 
Fce Rate 13.54 1.95 

Constant -10.71 -11.58 -205.43 

.34 
-;;'l 

.37 '.33 
. 
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Table VI- 115 

Regression Statistics for 1969 Turnover Data 
Separate Accounts 

Dependent Variables 

Turnover Log Turnover 
Independent Regression Regression 
Variables Coefficient t value " Coefficient 

Account Conunon Stockholdings -.0256 0.43 -. --

Log Account Common Stockholdings - - -.3283 

Insurer Assets - .0010 1.55 -

Log Insurer Assets - - .1322 

--
Year Established .0019 .062 -

- ~ -. 

Log Year Established - -12.76 

Registered -.2206 1.30 -.6659 

Commingled - .1778 1.54 -.2575 

Ratio: AMEX & Other to 
All Common Slock Held .2194 0.76 .1670 

Constant 0.56 54.83 

R2 .07 .14 -- -

t value 

-

2.49 

-

0.82 

-

2.0~ 

1.4~ 

0.81 

0.18 
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b. Separate aCC01tnt's inve8tment performance, volatility and hl/N1.

over 
The Study collected data on Eeparate acconnts whieh permitt.ed 

computation of rates of return for a' number of the reporting accounts. 
Where available, unit values, distributions per unit and frequent mar
ket valuations of each account's assets were obtained. Where unit val
ues are not utilized, a schedule of contributions and other payments 
into the account and distributions and other withdrawals from the 
account was requested. Market valuations were to be provided at least 
monthly and more frequently when large transfers of assets into or 
out of the account occurred.367 

Usable data for computing total investment return were obtained 
from 80 accounts. Because most existing separate accounts were cre
ated at various points during the period 1965-19{ 9, the time period 
covered varies amon@.' accounts; for a few the rate of return is cal
culated on only a little more than one year's experience while at the 
other extreme returns are computed on a few accounts for the entire 
five years, 1965-1969. For the most accounts returns are computed 
over the life of the account, that is, somewhere between one and five 
years. Table VI-116 reports average monthly rates of return for 
several groups of separate accounts. These groupings are based upon 
the volatility of the accounts. 

An account's volatility is a measure of the sensitivity of the market 
value of the account's assets to, movements in g-enernl market prices 
of the same types of assets. Since most separate accounts are pri
marily equity accounts the market standard employed, for present 
purposes, is the Standard and Poor's 500 index. A volatility (Beta) 
coefficient of unity implies that a ten percent change in the market 
index would result on the average in a ten percent change, in the 
same direction, in the market value of the account's assets. A volatility 
coefficient of 0.2 means that on the average a 10 percent change in 
market level will result in a two percent change in the accounfs 
asset value; and a coefficient of 2.0 means that a ten percent change 
in market level will on the average result in a 20 percent change 
in the account's asset value.36B An account having a volatility or 
Beta coefficient of 0.2 is likely to be an income account with a sub
sta,ntial holding of debt obligations; an account with a Beta coefficient 
in excess of 2.0 is likely to have a growth or capital g-ains objective. 
The market return on the Standard and Poor's index (including divi
dends) is reported in Table VI-116 for each group of accounts. 
Also reported is the average volatility (Beta) coefficient for each 
group of accounts. 

Use of the volatility concept makes it possible to segregate that 
portion of an account's return which results from portfolio manage
ment from that portion which simply reflects movements in the gen
eral level of stock prices. This can be done by comparing the re-

801 A large contribution or withdrawal was defined as one amounting to ten percent or 
more of the account's assets. See the Instructions to Form 1-22 . 

• 68 The volatility coefficient Is discussed In the app. IV, sec. F. dealing with measure
ment of Investment performance. 
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turn 'On an acc'Ount t'O the return realized by a standard, unmanaged 
acc'Ount having the same v'Olatility. The standard acc'Ount is 'Obtained 
by an appr'Opriate mix (that is, 'One that pr'Oduces the desired v'Olatility) 
'Of a risk free security (thirty day Treasury bills) and the market 
p'Ortf'Oli'O, represented by the Standard and P'O'Or's index including 
dividend.369 The perf'Ormance measure (Alpha) d1isplayed in Table 
VI-1l6 is the sum 'Of each acc'Ounts m'Onthly rate 'Of return less the 
rate earned 'On an unmanaged p'Ortf'Oli'O 'Of equivalent v'Olatility 'Over 
the same time peri'Od, divided by the t'Otal number 'Of acc'Ounts. Thus, the 
table sh'Ows that during the peri'Od c'Overed (the latter part 'Of the 
1960's), relatively l'Ow v'Olatility acc'Ounts perf'Ormed s'Omewhat w'Orse 
than unmanaged p'Ortf'Oli'Os having the same v'Olatility while higher 
y'Olatility acc'Ounts perf'Ormed s'Omewhat better than the standard. 
This pattern is simIlar t'O that 'Observed f'Or acc'Ounts managed by 
'Other l11stituti'Ons.37o S'Ome cauti'On in comparing acc'Ounts' perf'Ormance 
d'Oes need t'O be exercised since each acc'Ount's experience is f'Or a 
unique time peri'Od, alth'Ough by c'Ontr'Olling f'Or variati'Ons in the 
return 'On broadly-based market indices and 'On sh'Ort-term debt se
curities this excess return measure is 'relatively free fr'Om dist'Orti'Ons 
caused by the heter'Ogeneity 'Of time 'periods. 371 

Of primary interest, h'Owever, is n'Ot the excess return attributable 
t'O management per se, but the relati'On between this perf'Ormance meas
ure and acc'Ount characteristics such as turn'Over, the t'Otal value 'Of 
acc'Ount c'Omm'On st'Ock h'Oldings and th,e asset size 'Of the insurer which 
manages the acc'Ount. Alth'Ough a significant negative relati'On is f'Ound 
between perf'Ormance (Alpha) and turn'Over f'Or mutual funds and 
bank c'Ollective fnnds,372 n'O significant relaJti'On between these tw'O 
variables appears t'O exist f'Or separate acc'Ounts. This c'Onclusi'On is c'On
firmed by the multiple regressi'On results rep'Orted in Table VI-117 
which sh'Ow that when 'Other variables are held c'Onstant there is n'O 
apparent relati'On between turn'Over and perf'Ormance. The results d'O 
c'Onfirm that a p'Ositive relati'On between perf'Ormance and v'Olatility 
exists when 'Other variables are taken int'O acc'Ount. H'Owever, alth'Ough 
inspecti'On 'Of Table VI-1l6 suggests that small insurers tend t'O have 
m'Ore v'Olatile l?'Orti'Oli'Os, and c'Onsequently, better perf'Ormance during 
this peri'Od, thIS c'Onclusi'On d'Oes n'Ot h'Old up in the regressi'On analyses 
where perf'Ormance and insurer size are p'Ositively related. The diver
sificati'On variable included in the regressi'On measures the extent t'O 
which variance in an acc'Ount's return is explained by m'Ovements in 
the market index. The negative value 'Of this c'Oefficient implies that 
relatively un diversified acc'Ounts. (that is, th'Ose having a greater degree 
'Of variati'On independent 'Of market experience) perf'Ormed better 

860 Leveraging (borrowing) is required to produce a combination with volatility greater 
than that of the market portfolio. See the discussion in ch. IV. 

3'0 See the performance results for mutual funds in Chapter IV and for bank managed 
collective investment funds in ch. Y. 

371 The average number of observations shown in Table VI-U6 represents the average 
number of market valuations available per account less one. 

"2 See the performance analysis in ch. IV and V. respectively 
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during the late 1960's. This is consistent with the finding for bank 
collectivee funds. a73 

In the other regressions reported on, none of these variables con
tribute to explaining the variance among accounts in 1969 turnover 
rate. All 't' values are less than one. The performance (Alpha) 'and 
volatility (Beta) variables were also added as independent variables 
to regressions of the sort reported above where pooled cross section 
and time series data are utilized. Neither variable was significant in 
any of the specifications and neither added to the variance explained 
by reporting year, account size and other independent variables. In 
conclusion, although the Study does not find turnover to be negatively 
related to investment performance for separate accounts during the 
latter half of the 1960's, neither is there any evidence that higher turn
over is associated with better performance. 

"'. See the performance analysis in ch. V. However, the result here Is of uncertain 
validity since the value of the diversification measure is sensitive to the number of 
observations per account, and the number of observations varies considerably among 
accounts. 



Average 
Number Number of 

Volatility of Observations 
Range Account Per Account 

0-0.4 3 40.7 

0.4-0.8 13 41.3 

0.8-1.0 30 48.1 

1.0-1:2 24 52.0 

over 1.2 10 27.1 ' 

TOTAL 80 45.3 

TAB~ VI- 116 

SUMMARy'OF INVESTMENT RETURN DATA FOR THE SEPARATE 
ACCOUNTS CLASSIFIED BY VOLATILITY 

Monthly Monthly Performance 
Account Market Measure Volatility 
Return Return (Alpha) Measure Portfolio 

Percent Percent PerceClt (average Turnover 
Per Month Per Month 'Per Month Beta) (1969) 

.53 .46 -.09 .20 75.4 

.32 .22! !-, .06 .64 43.7 
I' i 

.42 .31 : ,,08 .93 34.9 

.54 .40 ,-;16', 1.08 60.4 -- -

.36 .25 ~.jO" 1.36 64.8 

.44 .32 :10" .95 491'2 
"-

--------

NOTE: All averages are unweighted. 

Account Size 
(Average Advisor 
Common Size 
Stock (Average 

Holdings) Assets) 
$ Mi 11 ions 1$ Billions 

1.3 2.0 

23.2 14.8 ~ 
I 11.1 5.5 , 

48.7 4.2 

2.9 2.8 

23.0 6.2 
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TABLE VI - 117 

REGRESSIOH COEFFICIENTS AND 't' VALUES FOR DESCRIBING THE _ 
RELATIONSHIP BETWEEN PERFORMANCE AND TURNOVER AND OTHER 

ACCOUNT CHARACTERISTICS 

Dependent Variable 
Performance (alpha) Turnover 

Ind.pendent Regression , 
- ~Regr~ss ion 

Variable Coefficient t Value Coeff icient 

Performance (Alpha) 8.05 

Turnover Rate ~_-~QJi2155}- 0.56 

Volatility (Beta) 0.92 5.30 0.90 - .-
Account Common -0.056 

Stock Holdings -0.000~3 I -0.50 

... ---~ 
Total Assets of 

~-~---.-. 

Managing Insurer 0.0000090 1. 94 -0.00031 

Di vers Uica lion --- = --
Measure (R2) -- .81 ':4.23 22.19 

:~2 . .25 i 2 = 0 , 

53-940 0 - 71 - pt. 2 -- 40 

----

t Value 

0.56 

0.04 

0.99 

0:52 

0.85 
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c. General account turnover and activity rate8 
Turnover and activity rates for general account common equity se

curities are displayed in Tables VI-1l8 to VI-127. These measures are 
classified according to size of the common equity portion of general 
account portfolios as of the end of each of the five reporting years, 
1965 to 1969. Average turnover and activity rates are also shown on 
both a dollar weighted and an un weighted basis, and turnover and 
activity rates are computed for cash transactions only as well as for all 
transactions. The latter computation is made to test a view expressed 
by insurance industry advisors to the Study that increases in turnover 
and activity rates during the late 1960's were significantly affected by 
equity security swaps related to mergers and the formation of holding 
companies. 

The general pattern of change in turnover and activity rates over 
the five-year period can best be seen by examination of Table VI-128, 
which reports general account and separate accolmt rates on a com
parable dollar weighted basis.374 From this table it is clear that (1) 
there was a year-to-year increase in turnover rates for general ac
counts as a group over the 1965-1969 period, but (2) this increase was 
much more modest than that recorded by separate accounts, and (3) the 
largest increase occurred during 1968, as it did with separate ac
counts.375 General account activity rates increased to about the same 
proportion as turnover rates over the period. Table VI-128 makes it 
possible to trace changes in the relative impact of separate accounts 
on the overall weighted turnover and actiVIty rates for life insurers' 
common equity securities. Thul?" for example, although general ac
count activity rates increased from 10.6 percent to 19.5 percent be
tween 1965 -and 1969, these insurers' activity rates as a whole increased 
from 11.4 percent to 27.3 percent during the period. This difference 
is explained by the growth of, and higher activity rates generated by, 
separate accounts. . 

There are at least two possible reasons why turnover rates for gen
eral account equity securIties are less than comparable rates for sepa
rate accounts. One reason is that contractholders in separate accounts 
are 1?rimarily cost-conscious employers who seek relatively ag-gres
sive Investment management in the hope of obtaining substantIal in
vestment returns.376 A 8-eoond possible explanation is that while most 
separate accounts are free from income and capital gains taxation, 
insurers do incur taxes upon gains made from security sales in the 
general account. Twenty-two of·60 responding insurers reported that 
capital gains tax considerations had affected general account invest
ment decisions with regard to whether or not to sell an equity security 
during the previous two years.317 However, only two of the ten largest 

8'1< This table reports accounts for those companies which reported transactions for both 
their general and separate accounts. 

8'15 The last conclusion Is also valid if .only cash .transactions are considered . 
..,. In Rome Instances, separate account turnover may have been increased by the 

receipt of securities into the account which are quickly liquidated Rod reinvested. 
871 The ouestionnaire was 'completed by respondents In' the Spring of 1970, SO the two

year period commenced 'in the Spring of 1968. 
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companies reported such a constraining influence. Two additional 
companies, both among the ten largest, did report that capital gains 
tax considerations had affected the timing, but not the volume, of 
equity security sales. Typical of the responses from those who re
ported the existence of a tax restraint were the following: 

"We are reluctant to sell common stocks which would involve capital gains 
unless we are about to create offsetting losses. This would affect both the volume 
and timing of common stock sales." 

"All sales are coordinated to provide that no capital gains taxes will be paid 
on our investment transactions. In other words we would be unwilling to sell 
an equity security at a profit unless there was a reasonable certainty that the 
profit could 'be offset through the realization of loss on bonds or other stocks." 

Thus, tax considerations do appear to contribute to reducing turn
over rates on general account eqUIty security portfolios. However, the 
p,otential impact on dollar weighted turnover rates is lessened by the 
fact that eight of the largest ten companies appear not to be much 
constrained in their trading activity by tax considerations. 

The evidence summarized in Tables VI-11S to VI-127 indicates that 
the largest common equity accounts (that is, those with over $200 
million in such securities), do consistently have substantially lower 
turnover rates than the remaining accounts taken as a group. The 
pattern within some other size groups is erratic as the population of 
particular groups changes from year to year as a result of growth in 
the value of accounts' equity security holdings. Thus, for example, 
unweighted average turnover rates for accounts in the less than $10 
million category actually declined between 1965 and 1969 as five ac
counts grew out ,of this group. Thus for 1969, unweighted average 
turnover rates are lowest for the smallest size and the largest size 
categories. Perhaps because of this pattern, a significant negatIve rela
tion between turnover and the value of general account common stock 
holdings is not confirmed by regression analysis.378 This is illustrated 
in Table VI-129 where statistics on regression analyses performed on 
1969 data are reported. Both linear and log-log forms of the regression 
relationship between turnover and account size were utilized. In addi
ti,on to absolute size, the ratio of common stock holdings to total gen
eral account assets proved to be insignificant. However, the proportion 
of the common stock portfolio consisting ,of stocks other than NYSE 
listed, bank or insurance stocks does appear to be significantly and 
positively related to turnover rates. 

878 The fact that unweighted rates are consistently higher than dollar weighted rates 
suggests that an Inverse relation between portfolio size and turnover exists. 



Account Size. 
, 

Number 
(Millions pf; of 

Dollars) Accounts 

o - 10 19 

10 - 50 ·11 

50 .... 100 
12 

100 - 200 - 6 

Over 200 6 

All Companies 
54 

TABLE '11-118 

LIFE INSUR1>.NCE 
GE~"'ERAL ACCOU~'TS 
COMMON EQUITIES -

TURNOVER RATES 
1965 

Unweighted Rates, 
caSh AJ.J. 

Transactions Transactions 

17.60 22.21 

6.67 7.16 

13.21 13.80 ' 

5.55 5.95 

5.20 6.17 

11.68 13.69 

SOURCE: Computed from,d.ata received in Study-questionnaire, Form 1-26. 

Weighted Rates 
Cash . All 

Tran~actions Transactions 

12.77 14.99 

;i! 
6.53 7.09 

00 

11."85 12.36 

5.76 6.18 .. 
; , , 

5.04 5:71 

; 

6.67 7.27 



Account Size , Number 
(M~llions of- of 

Dollars) - ~ , Accounts 

o - 10 19 

10 -' 50 11 

50 ~ 10'0 12 
-' 

100 - 200 - 6 

Over 200 6 

All Companies 54 

------ ~-- ~ -

TABLE Vl-119 

LIFE INSURANCE 
;ENERAL ACCOUNTS 
;OP.MON EQUITIES 

ACTIVITY RATES 

1965 

Unweighted Rates 
Cash , ,ALL 

Transactions Transact~ons 

29.96 32.51 

!l.21 11. 74 

17.52 18.20. 

7.19 7.64 

7.57 8.57 

18.36 19.68 

-

SO"vRCE: Computed from. data received in Sttdy questionnaire, Farm 1-26, 

Weighted Rates I Cash A.Ll 
Tran~action5 Transactions 

21.90 23.37 
~ 

10.55 11.09 ~ 

16.06 16.69 

7.45 7.88 

7.68 ; 8.52; 

9.59 10.28 

--- ~- ~- ~- ~ ~ ~ - ~- -----



Account Size 1 ' Number 
(Millions of' of 

Dollars) Accounts 

o - ;1.0 21 
, 

10 - SO 11 
, , 

~ 

SO - 100 11 

100 - 200 6 

Over 200 6 

Ail Companies 55 

TABLE Vl-120 

LIFE INSURANCE 
GENERAL ACCOUNTS 
COMI-ION EQUITIES 

TURNOVER RATES 
1966 

Unweighted Rates' 
Casn 

Tran~~tions Transactl.ons 

9'.35 28.49 

6.75 7.92 

7.06 8.86 ' 

7.62 9.69 

5.87 6.39 

7.80 15.99 

----

SOURCE: Computed from'd!>ta received in Study' (questionnaire). Form 1-26. 

Weighted Rates 
<.;asn A.L.L 

Transactions Transactions 

12.09 18.39 

6.66 7.80 

, 6.66 8.42 

7.21 9.29 
' . 

-
: - , 

7.04 : 7.51 

7.05 8.22 

i 
I 

I 

I 

i 

~ 
01 o 



TABLE vi-121 

LIFE INSURANCE 
GENERAL ACCOUNTS 
COMMON EQUITIES 

ACTIVITY RATES 

1966 

Account Size 1 ,Number Unweighted Rates" " Weighted Rates 
(Millions of ,of Cash All Cash All 

Dollars) Accounts Transactions Transactions Transactions Transactions 

o _ 10 21 30.39 41.91 26.14 30.78 

10 - 50 11 11.35 12.33 11.27 12.24 

50 -""100 11" 11.21 13.01 lL05 12.85 

100 - 200 " 6 18.64 20.55 18.55 20.44 , 

; 

Over 200 6 8.18 9.21 9.47 10.71 

All Companies ___ ~ _____ 19.0~___ _ __ 24.3~ _ 11.99 ___ I _ 13.49 __ 

SOURCE: Computed from data received in Study questionnair... FOTlII 1-26. 

"'-l 
0< ..... 
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Account S~zd: Number 
(Mllllons of of 

Dollars) Accounts 

0-.10 21 
; 

10 - 50 11 

, 
50 - 100 9 

100 - 200 8 

Over 200 6 

All Companies 55 
-----

TABLE Vl-122 

LIFE INSURANCE 
GENERAL ACCOUNTS 
COMMON EQUITIES' 

·TURNOVER RATES 
1967 

Unweighted Rates 
Cash A.U 

Transactions Transactions 

'14.19 15.30 

11.52 12.36 

16.03 19.55 

7.07 8.80 

8.63 9.21 

12.31 13.80 

SO'I1RCE: Computed fro~ data received in Study questlonnai.re, Form 1-26. 

Weighted Rates 
Cash All 

Transactions Transactions 

15.39 16.98 

11. 99 12.92 

15.43 18.83 

, 
6.74 8.56 

, , 

8.57 9.16 

9.53 10.83 

-------

I 
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Account Siz~ i ' Number 
(Millions of , of 

Dollars) Accounts 

o _ 
10 21 

10 - 50 11 , 

50 .::: 100 
9 

. 
100 - 200 8 

Over 200 6 

All Companies 
55 

TABLE ·Vl •. 12:i" 

LIFE INSURANCE 
GENERAL ACCOUNTS 
COMMON EQUITIES 

ACTIVITY RATES 

1967 

Unweighted Ratea , 
\;asn A.1..1. 

Transa.ctions Transactions 

29.83 32.68 

17 .91 18.86 

21.22 24.67 . 

15.64 17 .35 

10.46 11.51 

21.86 24.07 
-- --- ----

SOURCE: Computed from:data received in Study ques'tionnaire! 'F.orm 1.26. 

Weighted Rates 
"asn . All 

Transactions Transactions 

32.34 34.71 

18.67 19.71 

20.27 23.60 

15.15 16:94 , . 
' . 

10.57 11.97 

14.01 
, 

15.74 
- ---- - --- ._- _._-

, 

-

"'l 
~ 
CI.:I 



Accqunt Siz.ej 
(Millions of' 

Dollars) 

o - ;LO 

10 - 50 
.', 

50 - 100 

100 - 200 

Over 200 

All Companies 
- - ~ 

J 

I 

Number 
of 

Accounts 

16 

10 

12 . 
10 

8 

56 

~--- ----- -

TABLE 'Vl.124 

LIFE INSURANCE 
GENERAL ACCOU~~S· 
COMMON EQUITIES -

TURNOVER RATES 
1968 

Unweighted Rates ' 
Cash ALL 

Transactions Transactions 

10.96 15.16 

26.34 27.35 

16.17 21.11 

16.47 20.56 

10.04 12.51 

15.68 19.20 

--- - --

SOURCE: Computed from:data received in Study'ques'tionnaire', Fonn 1-26;--' j . . .. 

Weighted Rates 
Casn 

Tran~;tions Tran:;;actions 

12.26 18.90 

-..:) 

20.78 21. 77 ~ 

16.60 21.89 

15.07 18.66 ' . 
- , ' 

.9.90 11.43 

12.40 14.91 

--



Account S';ze Number 
(Millions of of 

Dollars) Accounts 

o - .10 16 

10. ;- 50 10 

,. 
50 - 100 12 

100 - 200 . 10 

Over 200 
8 

All Companies 56 

TABLE. V1.~1_2"_ 

LIFE INSURANCE 
GENERAL ACCOUNTS 
COMMON EQUITIES 

ACTIVITY RATES 

1968 
, 

Unweighted Rates 
Cash All 

Transactions Transactions 

37.50 41.39 

35.77 37.67 

20.68 29.73 

20.73 24.70 

15.36 20.39 

27.43 32.25 

SOURCE: Computed from' data received in Study questionnaire, Form 1-26" 

Weighted Rates 
CaSh All 

Transactions Transactions 

38.89 44.97 

2&.21 30.03 

20.97 31.33 

-
19.74 : 23.17 ; . 

13.90 16.76 

16.98 I 20.92 

I 

I 

"" 0'1 
0'1 



Account Size Number 
(Ml.llions o:t I of 

Dollars) _~ 1 ' Accounts 

o - 10 14 

10 - 50 12 

50 .:. 100 
14 

" 

100 - 200 ' 9 -
Over 200 8 

Al,l Companies 
57 

TABLE Yi-126 

LIFE INSURANCE 
GENERAL ACCOUNTS 
COM."ION EQUITIES -

TURNOVER RATES 
1969 

Unweighted Rates 
Cash 

Transactions 
, "':11 

Transactl.ons 

14.62 16.65 

25.87 29.35 

, 
18.91 22.39 

16.17 20,42 

12.39 14.35 

17.97 ' 21.01 

SOURCE: Computed from ,data received in .Study questiortna1r~, Form 1-26. 

Weighted Rates 
Cash All 

Transactions. Transactions 

19.29 22.40 

25.87 29.15 

19'.15 22.57 

14.72 18.36 
, , 

10.96 
; 

12.58 
; , 

'13.62 16.00 

"" c-. 
~ 



Account Size Number 
(M1flions of I of 

I 
Dollars) : Accounts 

" 

a - 10': ! 14 

10 - 50 12 

50 -'lOa 14 

100 .:. 20b 9 

Over 200 - 8 

All Companies 57 

TABLE' .VI-127. 

LIFE INSURANCE . \ 
GENERAL ACCOUNTS 
COMMON EQUITIES . 

ACTIVITY RATES 

1969 

Unweighted Rates I 

Casn . 
Tran~~;tions Transa.ctions 

, ' 

27.55 30.30 

33.62 39.47 

25.53 29.92 

19.84 23.66 

15.27 17.04 

'25.39 29.23 

---~ 

SO'JRCE: Computed from data received in Stuey questionnaire, Form 1-26. 

Weighted Rates 
(;asn All 

Tranf!actions Transactions 

31.67 36.28 

33.93 37.80 

25.85 30.08 

18.10 21. 33 

·13.33 14.83 .. 
17.15 ; 19.52 : 

--~.---

~ 
01 
~ 



General 
Year Accounts 

1965 7.5% 

1966 8.2 

1967 10.9 

1968 14.9 

1969 16.1 

TABLE VI-128 

Turnover and Activity Rates for General 
Accounts and Separate Accounts Combined 

Annually: 1965-1969 

Turnover Rates Activity Rates 

Separate Combined General --Separate Combined 
Accounts Accounts Accounts Accounts Accounts 

2.5% 7.4% 10.6% 39.6% 11.4% 

3.8 8.0 13.5 40.1 15.2 

9.4 10.7 15.8 37.8 18.5 

26.3 16.9 20.9 47.3 25.5 

30.5 19.7 19.5 51.0 27.3 

Memo: Regular 
SEC Activity Reeorts 

13.6% 

15.8 

18.5 

26.2 

29.0 

NOTE: Turnover and Activity Rates are dollar weighted. All columns except the last report rates 
computed for insurers~ch: completed trad~ng questionnaires for both _th~i~ ~ene~al and 
separate accounts. The last (memo) column reports industry figures reported regularly by 
the Commission in its Statistical Bulletin, ' I 

-...) 
01 
00 



Independent 
Variable 

-

Account Common 

'. Stock Hol?ings· 
Log Account 
Common Stock Holding 

Ratio: AMEX 
plus Other to Common 

Stock Holdings 
F-'io: Common 

~ ck to Assets. 

Constant 

-
R2 

759 

Table VI-129 

Regression Statistics for 1969 
General Account Turnover Analysis 

Dependent Variables 

.. .. 
Turnover 

. 
Regression 

Log Turnover 

Regression 
Coeff. .. ,_ !It" value . .Coeff. II til .. 
-.014 1.06 

, .0079 

.431 2.82 2.55 

-.528 0.79 -5.17 

·-<r.205 -2.14 

.16 .17 

value 

0.09 

3.13 

1.36 
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6. Problems of Preferential Treatment in the Management of Various 

a. The problem 
Types of Accounts 

The proliferation of investment accounts managed by some life 
insurance companies' investment personnel, includIng n, general ac
count, various types of separate accounts, mutual funds, real estate 
investment trusts, venture oapital funds and portfolios of various 
insurance or other types of affiliates raises questions with regard to 
how conflicts among differing interests are and should be handled in 
the management of multJiple acoounts.319 Several· groups of interests 
may be involved and affected by investment deciSIOns. These include 
the stockholders of the insurance company, the management of the 
insurance company and the various groups of shareholders, policy
holders or contractholders which have participating interests in the 
various accounts. Stockholders are, of course, absent from the group 
of parties involved in decisions made by mutual insurers. 

There are a number of types of Investment decjsions which can 
involve choices having differential impacts uJ>On these various parties. 
For example, conflicts may arise when an Insurer is a creditor to a 
particular company in its general account but an equity shareholder 
of the company in a separate account. If the company experiences 
financial difficulty, enforcement of indenture proviSIOns may be wise 
from a creditor's viewpoint, but may impair the shareholder's posi
tion. The creation of a rea] estate investment trust by un insurer raises 
questions with respect to how attractive real estate loans will be allo
cated between the real estate investment trust and the insurer's own 
(general or separate) accounts. Similarly, when more than one ac
count is engaged in a program of purchasing or selling the same se
curity, allocation problems can arise. Another type of allocation 
decision which was quite prominent in the 1960's involved allotments 
of new equity issues among various accounts under management. 

This section will focus on the last two types of allocation decisions 
on which the Study gathered a limited amount of information. Prob
lems arising in the treatment of various accounts can reflect varying 
degrees and types of conflicts. In many cases, the insurers' management 
or stockholders may be largely unaffected by the resolution of an 
allocation problem, that is, SImply a matter of equitable treatment of 
accounts is involved. In other instances, however, the growth and 
net income of the insurer, and thereby the welfare of management 
and/or stockholders, may be affected. Thus, for example, it may be 
in the interest of management to give l?referential treatment to a 
separate account which contains substantIal interests of one or more 
investment performance-conscious empl.oyers who are likely to increase 
the flow of pension plan contributions to the insurer if the separate 
account performance is superior and reduce contributions or withdraw 
assets from the account if performance is unsatisfactory. 
b. Allocation of 8ecuritie8 in a joint acquisition or di8p08ition program 

When more than one account is buying or selling the same security 
over a period of .time, allocations among accounts may matter because 

879 As observed below, conflicts and problems of achieving some standard of equity In 
treatment of various Interests arise also wheu only a single account Is managed, where 
that single account contains Interests of many participants, shareholders or contract
holders with varying Investment obJectives. 
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if the trades are being placed on the b!\Jsis of information, or if the 
trading itself is of sufficient scale to have price impacts, then early 
trades in the purchase or sale program are more likely' to receive better 
prices. Insurance respondents were asked to "descl'lhe any policy of 
your company governing the allocation of purchase or sale transac
tions among various accounts, other than registered investment com
panies; 380 w'here an acquisition or disposal program requires 'a period 
of days or weeks to eomplete; for example in a purchase program, how 
is it determined which account will receive which day's purchases and at 
what ;price." 381 

Just over half of the respondents, including the preponderance of 
smaller companies in the sample indicated that they had no poliey 
governing allocations in joint transactions, usually because no prob
lem had arisen. The lack of any problem was explained in some cases 
by the fact that only one account (the general account) was being 
managed, or that separate accounts were relatively new, or that the 
'accounts were sufficiently small and/or only stocks with a large floating 
supply were held or purchased so that any purchase or sale decision 
always could be completed within a single day.382 One large company 
replied that it had a policy of always completing multiple account pur
chase or sale programs during a single day. 

Four companies responded that they had a policy of avoiding con
flicts by having the different managers for the various accounts enter 
separate orders which are placed separately (and chronologically). 
Thus, one of these companies stated: 

"Without exception, purchases and salf's, for the Company's General Account 
and Separate Investment Account are made individually for each account. No 
commingled transactions are made. No allocation of any purchase or sale of 
securities among the two accounts has ever been made." 

Most of the largest companies reported that they had a policy of try
ing to allocate each day's trades in the most equitable way possible; 
generally, in proportion to the size of each account's order or its posi
tion to be liquidated. Under this policy each account receives the aver
age price of transactions executed during the day and normally all 
accounts share proportionately in the quantity discount. Fourteen 
companies responded that equitable treatment of accounts was their 
goal. Typical replies included the following: 

"In a program being carried out over an extended 'Period of time, each account 
receives its pro rata share of each day's activity based on the ultimate position 
desired for the account in the case of purchases, or based on the relative size of 
the position in the case of sales. Variations from this procedure are necessary on 
purchases when an account does not have sufficient cash to participate fully. 
Also allocations are not generally made which would result in less than round 
lot purchases for an account in a single day. Each participating account receives 
the average price of our transactions in a stock for the day. 

"It Is our policy to pro rate purchases and sales to all unregistered accounts at 
an average price. The exception would be if one small account has an order for 

380 Because of Impending diSCUSSions between the Commission stat!' and Industry repre
sentatives concerning the applicability of Section 17(d) of the Investment Company Act 
(which requires prior Commission approval of joint transactions Involving registered In
vestment companies) to simultaneous purchas~ or sale programs Involving more than one 
account. Including a registered Rccount, the Study agreed to exclude rej1lstered accounts 
and funds from the reach of this question. However, some Insurers did respond with 
regard to their registered accounts as well as other accounts. 

381 See Fonn I-52, Part C, Question 27 . 
... In a few cases. the Insurers had carried out purchase or sale programs, but had not 

yet formulated an allocation policy. 

53-940 O-71-pt. 2---41 
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200 shares and a large account has a 100,000 share order. We \:Vould then com
plete the small order first." 

"Policy is. to the extent practicable, to allocate purchases or sales proportion
ately.among various accounts all at the same price." 

"Our usual procedure is to allocate each day's purchases between our main 
account and our separate account. The transaction price is determined, to some 
extent, by the number of shares and prices shown on invoices, but 'an effort is made 
to equalize the price for each account if the difference in transaction prices is 
material. Small prIce differentials are usually in favor of thl;' separate account ... 
Commission expense is prorated so that the separate account receives the same 
quantity discount as the main account." 

"Each day's transactions are handled on an aggregate basis, and allocated to 
the portfolios involved on an average price basis." 

"Purchase and sale transactions for various accounts are executed in the order 
received. If more than one account is buying or selling the same security at the 
same time the executions are prorated between accounts based upon the size of 
the account." 

A fourth type of response was received from eleven companies. 
These answers suggested that some sort of conscious priority was 
established, with small accounts, or registered accounts, or separate ac
counts generally or "performance-minded" portfolios receiving the 
highest priority. Examples of these replies include: 

"There is a priority given to Separate Accounts." 

"The most favorable executions are placed in the most performance-minded 
portfolios." 

"Since our separate Ilmount includes specilfic pools of money, we give it pre
ferred status in the execution of buy or sell transactions over the general account." 

"When the purchase or sale of a certain security is authorized for all accounts 
at the same time, the Variable Annuity accounts, being registered investment 
companies, are satisfied before the general account. However, it is up to the 
portfolio manager to determine which Variable Annuity account should be satis
fied first. The portfolio manager bases his decision on which of the variable annui
ties' programs the purchase or sale best satisfies." 

"Allocations if needed are given preference in inverse ratio to size of accounts . 
. . . such a situation hilS not occurred to date. Since it could happen, however, 
the policy has 'been established to complete transactions for the smaller account 
first." 

"Should such a conflict arise where the same security was to be acquired, or 
disposed of, in more than one 'account in a specified period of time, preference 
would be given in order to the Mutual Fund, Separate Account and General 
Account." 

"In a purchase program, we assign the lowest cost purchases bought during a 
day's trading to portfolios where there is outside ownership or beneficial interest. 
Thus we give priority to those portfolios that benefit others than the stockhold
ers of [the insurer]. On sales we give the best prices to outside portfolios. Once 
we have given priority to the outside accounts. the remainder of purchases or 
sales are prorated among the "in-house" portfolios involved." 383 

It would be useful to design a statistical basis for testing the presence 
or absence of preferential treatment among accounts in the allocation 
of securities. One approach to such a test can be illustrated here by use 
of the limited experience which is available for life insurance com- . 
panies. 

Study questionnaire Form 1-1 collected monthly data on the pur
chase and sale of about 800 equity security issues for the 21-month 

3B3 Follow-up Inquiry of this respondent Insurer confirmed that "out-side" Rccounts 
refer to sepnrnte nccount~ serving ns funding media for pension-benefit plans. The "In
house" accounts consist primarily of the general nccounts of the respondent and affiliated 
Insurers. 
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period, January 1968 to September 1969. Among the institutional re
spondents to this questionnaire were the 26 largest life insurers meas
ured by the market value of common stock of U.S. issuers held ao; of 
December :n, 1968. Four of these companies were Canadian.384 The 
life insurance responses permit the Study to segregate within each 
company the trading in three distinct classes of accounts, 1,iz., (1) the 
general accounts; (2) all separate accounts established for a single cus
tomer, and (3) all commingled separate accounts. Data were not avail
able on other accounts under management. 

Of the 26 companies reporting trading data, six were dropped from 
the analysis for lack of any reported joint transactions between any 
two of these three categories of accounts.385 A "joint transaction," 
for this purpose, occurred whenever any two of the three categories 
of accounts in a company purchased (or sold) the same security during 
the same month.386 

Thus, 20 oompanies reported one or more instances when more than 
one account group purchased (sold) the same, security in the same 
month. Over the 21-month period there were 326 mrutches where an 
insurer's general account and single client separate account acquired 
or disposed of the same security in the same month. There were 802 
such matches between general accounts and commingled separate ac
counts and 752 between single client and commingled separate accounts. 

Most Q;f these matches were concentrated in a few companies. Thus 
the five insurers who had more than 100 matches over the period 
account for nearly 70 pe.rcent of all matches. Each of these insurers 
reported that their allocation policy was to treat accounts equitably. 
In fact, less than ten percent of the matches came from insurers which 
reported a policy of favoring specific types of accounts. 

Each time a match was found the average price paid (received) by 
each account group was computed as the ratio of the dollar value of 
the account's purchases (sales) to the number of shares purchased 
(sold) during the month. Treating the three account groups two at 
a time the percenta~e price difference between account groups was 
computed and unweighted and dollar-weighted mean percentage dif
ferences were calculated for all matches over the 21 months for each 
company and for all companies combined.387 The weighted means, of 

... TIAA-CREF were also included In thiA sample. For purposes of the analyses that 
follOWS TIAA is treated as a "general account" and CREF as a commingled separate 
account . 

.... Four of the U.S. insurers had no separate accounts in operation during the period. 
One Canadian Insurer did not segregate Its separate account trading and a second 
Canadian company reported no months in which joint transactions occurred . 

... Some companies. of course, have only two categories of accounts; a general account 
and one or more commingled separate accounts. 

387 Percenta!(e orlce differences were computed as the ratio of the ahsolute price difference (nreserving the 
positive or negative sign) to the average of the two prices times 100. The unweighted means are comouted as 
the algebraic sum of all percentage differences divided by the number of stock-month matches. The wei!(hted 
mean Is weighted by the total dollar value of each transaction match for the two accounts combined. Thus 
If PIJ = the percentage difference on stock transaction i for company i; Gii = the market value of shares 
bOught (sold) in the itk t.ransaction by t.he itk company's general account; Sii = the market value of shares 
bought (sold) In the ith transaction by the Itk com pay in all sln,,\e-client separate accounts; and NI = the 
number of stock-month matches for company I, then the weighted mean is equal to 

NI 
~PIJ(GIj+BIJ) 
J=1 

Nt 
~(GiJ+BIJ) 
J=1 
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course, attach more importance to price differences produced by large 
trades while unweighted means attach the same significance to each 
trade regardless of size. Standard deviations and 't' statistics were 
computed for each of the means. These measures are used to determine 
whether the mean percentage differences are statistically significant.3ss 

A final measure of the extent of preferential treatment is simply 
the percentage of positive (negative) price differences found in each 
of the comparisons between account groups. These percentage counts 
are summarized for all matches for all 20 companies combined in 
Table VI-130. Positive price differences in this table represent those 
cases in which the first of the two account groups identified in any 
pairing received more favorable 3S9 prices on joint transactions. Nega
tive differences mean the second account group identified received the 
more favorable prices. Thus, commingled separate accounts received 
more favorable prices on 50 percent of joint transactions with single 
cHent accounts, while single client accounts received the better price on 
44.7 percent of such trades and identical prices were received by both 
account types on 5.3 percent of joint trades. Similarly, a positive mean 
percentage difference indicates that single client accounts received bet
ter prices on the average than commingled accounts and a negative 
mean indicates that commingled accounts were favored. All the mean 
percentage differences are very small, the standard deviations a,re very 
large relative to the mean values and the 't' statistics all lfave very 
low values which means that there is no evidence of systematic price 
discrimination between any of the account groups examined. 

Examination of similar summary statistics for each of the 20 com
panies uncovered some cases in which the percentage of positive versus 
negative price differences deviated substantially from a 50-50 split, 
but these cases favored different account classes in different companies 
and in no case do 't' statistics indicate that the mean price differences 
are significant.390 Thus, on the basis of this limited experience there 
is no evidence that life insurers favor general account, single client 
separate account or commingled separate account portfolios in allocat
ing acquisitions or dispositions of securities where the same security 
is bought (sold) for more than one of these classes of accounts in the 
same month.391 It is, of course, possible that within the aggregates of 
separate account classes used in this analysis, preferential treatment 
is given, but these results provide no basis for assuming that to be 
the case. 

!8! Percentage price differences are significant when standard deviations (the variation about the mean) 
are small relative to the mean value. In accordance with conventional standards of statistical significance 
the 't' statistics which are the ratio of mean percentage differences to the standard deviation indicate that the 
price differences are significant when the 't' values are greater than 2.0 or less than -2.0. 

309 More favorable meaning, of course, lower prices on acquisitions and higher prices 
on dispositions. 

300 In fact, there are no Instances in which 't' statistics have values outside the range 
from +1 to -1. 

301 Attempts at providing preferential treatment could, of course, fall because of poor 
forecasts of price movements. This analysis can only distinguish attempts which nre 
successful In favoring the Intended account classes. 



Table VI- 130 

Price Discrimination Analysis: Summary Statistics For All Companies 

Groups Groups Groups 
Statistic 1 2 1-3 2-3 

Matches 326 802 752 

Zero Differences 12 19 40 
Percent of Total 3.7% 2.4% 5.3% 

Positive Differences 162 398 336 
Percent of Total 49.7% 49~6r. 44.7r. 

Negative Differences 152 385 376 
Percent of Total 46.6r. 48. Or. 50.0r. 

Unweighted Means -0.02 0.04 0.01 

Unweighted Std. Dev. 3.01 3.04 2.09 

Unweighted ,T-Value -0.01 0.01 0.01 

Weighted Means 0.10 -0.16 -0.03 

Weighted Std. Dev. 2.81 2.71 1.91 
I 

Weighted T-Value 0.04 -0.06 -0.01 

Note: Group 1 - General Accounts; Group 2 - Single-Client Separate 
Accounts; Group 3 - Commingled Separate Accounts. A zero difference 
is defined as a percentage price differential of less than +.005 percent. 

Source: Data reported by 20 life insurance companies on 
Questionnaire Form I-I. 

--l 
0') 
<:;t 
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c. Allocation of new wmes among accownts 
Another means of giving preferential treatment to particular types 

of accounts is through allocation of limited quantities of economi~ 
cally attractive securities, such as new common stock issues,392 among 
the accounts. During the 1960's, prices of new issues often rose to sub
stantial premiums above their initial offering price in after-market 
trading. Consequently, acquisition of shares in the initial offering fre
quently proved to be quite profitable. 

Insurance company respondents were asked to describe any policy 
they followed in the allocation of such attractive securities, " ... among 
varIOUS accounts with similar investment objectives, other than reg
istered investment companies." 393 Of 60 companies responding, 35 in
dicated that they had no policy because they managed only one ac
count, or had only one account whose objectives were consIdered in 
keeeping with the purchase of new issues,394 or never purchased such 
securities, or simply had not gained enough experience managing mul
tiple accounts to have formulated a policy. Of the remaining com
panies, a dozen reported that they had a policy of treating accounts 
equitably which usually was defined to mean allocating scarce issues in 
proportion to' the size of the various accounts' portfolios, or (because 
amounts in vol ved were small), establishing a rotation system. Three 
others indicated that pro rata allocation was their baSIC policy but 
where the amount of a new issue which was obtainable was small, they 
would place it in one of the smaller accounts. Finally, ten companies 
replied that some sort of preferential treatment existed as a matter of 
policy; most often meaning that small separate accounts were favored. 

Responses which illustrate the various stated policies include the 
following: 

"As a practical matter we have done very little in new issues. Our policy is, to 
the extent practicable, to allocate limited quantities of :these issues proportion
ately among various accounts all at the same price." 

"When more than one account is purchasing a security which is economically 
attractive and in limited supply we allocate the amount available to us to each 
account on a rotating basis." 

"New issues of common stock are distributed to accounts on a rotating basis 
weighted by asset size." 

"Portfolio managers state their requirements with respect to new issues to our 
securities t.ransactions personnel prior to the offering being made. These require
ments are then filled as nearly as possible on a pro rata basis." 

" ... a determination would be made as to the number of shares desired in each 
account and available securities would 'be allocated on a percentage basis, aI
through distribution on a round lot basis would normally be made." 

"We try to allocate such issues pro rata in pt"oportion to the size of the accounts. 
There are instances where one Portfolio Manager may want a particular issue 
and another Portfolio Manager may not want it. If the number of available 
shares of a security is so sm~ll as to create a practical problem of allocation on 

... The Study defines a "new stock Issue" as an Initial offering of stock of a company 
which previously had no publicly traded stock . 

... See form I-52, Part C, Question 28. Registered Investment companies were ex
cluded from this request for the reason outlined In note 3,82, above. ,Some Insurers 
did Include registered Investment companies In their response . 

... The Study's question was phrased In terms of allocation among accounts with similar 
objectives. It could be argued that new Issues were appropriate short-term Investments 
for portfolios In which such Issues would not be considered appropriate as longer term 
holdings, because gains could frequently be realized through sale In the after-market. 
Differences In the tax status of accounts, of course, affect the net returns which could 
be obtained In this fashion. 
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a pro rata basis, the security will be divided on what appears to be an equitable 
basis under the circumstances." 

" ... the size of the [general] account is 100 times the aggregate of the separate 
accounts. Therefore, these problems have not become significant. When they dQ, 
however, any allocation of securities purchased or sold will be made on a propor
tionate basis where possible." 

"The mutual fund requires that securities of any company have a record of at 
least three years con,tinuous operation. Naturally, this restriction precludes the 
use of new issues in the mutual fund where the issuer has not been in existence for 
at least three years, The rest of the portfolios receive in turn their equal share 
of the economically attractive issues as they become available oyer a period of 
time." , 

"Although the investment objectives of the general account and separate ac
count are not exactly the same, there are occasions when new issues could be pur
chased for each of the aecounts. In actual experience to date there has been no 
problem since new issue purchases have been allocated proportionately accord
ing to size of account. If a quantity of stock available is not sufficient to accom
plish this, it would be placed in the account whose I)bjectives were best suited by 
the particular issue. In the event that no distinction could be made on this basis, 
the allocation would be made to that account for which the size of the purchase 
was most suitable." 

"ALlocation of new issues among accounts has not presented any particular 
problem. Where an issue would generally qualify for the investment objectives 
of more than one account, allocation of available quantities would generally -be 
in proportion to the normal size of investment units in the respective accounts. 
With some exceptions, the normal buying unit for new issues qualified for the 
general account is small enough that needs can be filled. Where the total issue 
is small or the available supply doesn't approach the normal general account 
buying unit, we may not attempt to buy, or divert the available supply to a 
smaller account." 

"Generally, we have not been buyers of new issues of the so-called "hot com
panies" where allocation of securities is a problem. If we can only obtain a small 
position, i.e., less than $200,000, of a common stock or convertible debenture it 
has been purchased by the separate account. On larger purchases it is divided 
between the accounts." 

"We do not buy initial offerings of common stock. However, in the case of a 
thinly capitalized company which we feel is attractive, the size of an account 
determines whether the -stock will be used in that account, i.e., a stock would 
not be allocated normally to a large account if the total holding obtainable 
would amount to only a small fraction of one percent of the overall account. 
In the case of accounts of equal size where it appears there will be sufficient 
stock for only one or two accounts, we would allocate that issue to one or two 
accounts and the next comparable issue to other accounts." 

"Limited quantities of securities are placed in companies where their size in 
proportion to the total size of the portfolio represents a significant pOSition." 

"These are assigned to portfOlios where there is an outside ownership or bene
ficial interest."" Thus, we give priodty to those portfolios that benefit other than 
the stockholders of [the insurer]." 

"On limited quantities of securities available, the smaller unregistered accounts 
receive the allocation. The amount received might be meaningful to a small 
portfOlio, yet not have any appreciable effect on a larger one." 

"Economically attractive securities--new stock issues-are infrequently pur
chased. In the few instances that such shares have ,been acquired, the amount 
purchased has been so small as to be an appropriate holding for only the small
est account." 

"Allocations, if needed, are given preference in inverse ratio to size of accounts." 

"The portfOliO manager determines which Variable Annuity account should 
receive the securities. The portfolio manager bases his decision on which of the 
variable annuities' program the securities best satisfy." 

8IJII See 44. 
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A possible reason for preferential treatment of separate accounts 
and mutual funds not explicitly stated in any of the insurer responses 
is that these accounts tend to have higher turnover rates.306 Since the 
availability of new issues ma.y depend upon the amount of brokerage 
business produced, an equitable allocation policy might be considered 
by insurers to be one in which allotments are made proportionately 
to brokerage commissions generated. 

In relating the allocation of new issues among accounts to the size 
of accounts, the most reasonable size measure is the market value of 
common stock holdings. The Study's analysis of new issue activity 
collected detailed information on purchases of 84 equity security 
issues during the 18 months beginmng with January 1968.397 

Institutional investors purchased $58.6 million of these issues at 
offering of which $3.7 million were purchased by (15) life insurance 
companies. Most of these life insurers were relatively small comeanies 
not mcluded in the Study's sample of life insurers. In fact, the Study 
had complete reports on common stock holdings of various types of 
accounts from only six of the 15 insurers.30B Table VI-131 shows 
that these six insurers accounted for 39 percent of the amount of 
these issues purchased by life insurers. However, nearly all of the 
life insurance company purchases not accounted for by the six com
panies were purchases made for general accounts, and (to a more lim
ited extent), registered separate accounts. Thus, it would appear 
that there were no allocation. decisions facing the remaining nine 
insurers in most of their new issue purchases. 

The six companies for which we have complete data on common 
stock holdings by portfolio type include four of the ten largest in
surers, three of whom indicated that they had a policy of allocating 
new issues among accounts in proportion to size or "rotated" accounts 
in allocating such issues. The fourth reported that small unregistered 
accounts received preference.aoo The other two had no stated policy. 

Table VI-132 compares the a.llocation of new issues among accounts 
for the six companies combined with the allocation of all common 
stock holdings among accounts. Investment companies received the 
greatest share of new issues relative to their size; each sep'arate ac
count type also received disproportionately large shares whIle genera] 
accounts and "other" accounts (mORt of which are general accounts 
of affiliated life insurers or portfolios of affiliated property and lia-

- bility insurers) received small shares relative to the value of their 
common stock holdings. Thus, although general (and "other") ac
counts received nearly 60 percent of new issues acquired by the 15 
companies, these accounts fared much le~ well among the subset of 
six msurers which had a greater variety of accounts from which to 
choose in allocating new issues. 

SIlO See sec. F.5 above for a comparison of general account and separate account 
turnover rates. 

:J07 l'pe ch. XIV. 
30. That Is, only six of the 15 were respondents to both questionnaires Form I-50 

and I-52. 
3D. This Insurer accounted for 11 percent of the amount purchased by the six companies. 



Table VI - 131 

Purchases of New Issues at Offering by Life Insurance Companies 

Dollar Value of Shares Purchased Percent Accounted 
Account Tvpe 15 companies 6 companies for bv 6 Companies 

General Account $2,202,090 $ 18.2,570 8.3% 

Registered Separate Accounts $ 347;131 $ 135,175 38.9% 

Non-Registered Separate 
-l .Accounts $ 612,350 $ 612,346 100.0% 0:> 
<:D 

Investment Companies $ 429,880 $ 385,420 89.7% 

Other Accounts $ 132,274 $ 131,974 99.8% 

TarAL $3,723,725 $1,447,485 39.9% 

Source: Responses to Questionnaire Form 1-72. 



Table VI-132 

Allocation of New Issues by Account Type 

Account 
Corrunon Percentage Percentage of 
Stock of Corrunon New Issues New Issues 

Holding Stock Holdl.ngs Purchased Purchased by 
Account Type ($millions) by Account (dollars) Account 

General Account $1,135.4 41.7"/0 $ 182,570 12.6"/0 

Registered Separate 
Accounts $ 33.1 1. 2"/0 $ 135,175 9.3"/0 

Corruningled Non- --l 
Registered, Separate --l 

0 
Accounts $ 346.2 12.7"/0 $ 419,210 29.0"/0 

Single-Client 
Separate Accounts $ 191.8 7.0"/0 $ 193,136 13.3"/0 

Mutual Funds $ 52.7 1.9"/0 $ 385,420 26.6"/0 

Other Accounts $ 964.5 35.4"/0 $ 131,974 9.1"/0 

TOTALS $2,723.7 100.0"/0 $1,447,485 100.0"/0 

Source: Responses to Questionnaire Forms I-50, I-52 and 1-72. 
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d. Ooncluding comment8 on treatment of roanml8 accounts 
The purpose of this section has been to highlight certain conflict 

situations which can arise from the management of multiDle accounts 
and to tentatively explore means of detecting preferential treatment. 
As reasonable standards of equity in the treatment of various accounts 
are established, means of testing for specific types of favoritism may 
need to be developed. The empirical tests used here and the results 
displayed are meant to be suggestive only. 

Also. it does not necessarily follow that life insurers are placing 
themselves in more serious conflict situations by multiplying the 
number of accounts under management. Problems of equitable treat
ment among policyholders and coiltractholders have long existed as 
a result of insurers placing a very heterogeneous collection of interests 
in a single commingled general investment account. 

·When interests of customers with widely varying investment needs 
are pooled into a single investment account, then no given customer 
can be well served by an investment decision without compromising 
some other customers' interests. In addition, of course, the choice of 
a method used to credit investment return to various customers' con
tracts involves serious questions of equitable allocation. Thus from 
this perspective, the breaking of the one large commingled account 
insurers traditionally maintained into separate accounts, each of 
which serves a group of interests with relatively homogeneous invest
ment Qbjectives, is a constructive step which permits investment poli
cies to be tailored to the needs of those contractholders with interests 
in an account. On the other hand, the creation of multiple accounts 
does raise allocation problems among accounts of the sort which have 
been highlighted in this section. However, these problems of equitable 
treatment of various accounts are much more in the open than the 
judgments made in managing large commingled accounts, and the 
possibility of defining and achieving standards of fairness is more 
feasible in a multiple account environment. 

G. SUMMARY AND CONCLUSIONS 

1. Coverage and Focus 

The analyses of life insurance companies focused upon life insurers 
in their capacity as investment managers. In so doing the chapter has 
documented the competitive pressures and opportunities which have 
produced a greater emphasis upon the industry's investment manage
ment function and has analyzed the evolution of life insurers as invest
ment managers in four parts. First, changes in the structure of the 
industry and in the growth rates of various lines of business were 
described with emphasis upon the expansion of insurers' activities 
through affiliates and the development of equity based product;; de
signed for sale to individuals. Second, the chapter documented the 
responses of life companies during the late 1950's and the 1960's to the 
declining share of pension-benefit plan assets managed by insurers 
and provided measures of the joint success achieved by these responses 
in returning life insurers to a more competitive position in this por
tion of their business. Among the several responses was the creation 
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of special separate investment accounts tailored to serve, in particu
lar, the equity investment needs of pension-benefit plans. The devel
opment, growth, and characteristics of separate accounts were ana
lyzed in a'third major section of this study. 

Finally, the analysis concluded with an examination of life insurers' 
investment organization, management practices, and policies. 

2. Development of Individual Equity Based Products 

a. Industry structure and recent developments 
At the end of 1969, there were over 1,800 legal reserve life insurance 

companies o'perating in the United States '-\'ith total assets of $197 
billion. In addition, Canadian life insurers, several of which are in
cluded in the Study samples of life companies, held $15.8 billion. By 
number, over 91 percent of life insurers are organized as stock com
panies. However, the 156 mutual companies account for better than 
two-thirds of industry assets. 

The insurance industry is relatively highly concentrated; a smaller 
number of firms account for a higher proportion of industry assets 
under management than is true for bank trust departments or the in
vestment advisory industry. Fifty percent of industry assets are held 
by only seven insurers. Separate account assets and group annuity re
serves are even more concentrated. However, concentration in the 
industry has been slowly declining for many years with the entry of 
new firms and the higher growth rates achieved by younger firms. 

In recent years, life companies have found that the environment in 
which they function has become more intensely competitive due to (1) 
the aggressive competition of bank trust departments, and recently, 
investment advisory complexes, for management of pension-benefit 
plan assets; (2) mutual funds encouraging individuals to save through 
mutual fund shares rather than cash value insurance; (3) other 
financial institutions developing full financial service packages, in
cluding insurance; and (4) industrial and conglomerate corporations 
invading the insurance business. Insurers have responded to these pres
sures by (1) expanding and diversifying their activities through sub
sidiaries and via the creation of holding companies; (2) offering group 
and individual variable annuity products; (3) entering the mutual 
fund business; (4) preparing the way for variable life insurance; (5) 
developing equity funding arrangements and modern flexible contracts 
for pension-benefit plans, including offerin!! administrative and in
vestment services to pension-benefit plans without insurer assumption 
of mortality and morbidity risks; and (6) building up their invest
ment skins~ concentrating more effort on the management of invested 
assets, and in particular, increasing their activity in various types of 
equity investments. 
b. Financial integration 

Stock and mutual insurers have expanded their activities through 
the creation of subsidiaries. In most instances these subsidiaries are 
engaged in businesses reasonably ancillary to the insurance business, 
including investment management. However, those stock companies 
which are interested in making full use of existing capital, increasing 
their means of raising funds, and diversifying widely have created 
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upstream holding companies to accomplish these objectives. The ac
quisition or creatIon of non insurance affiliates accelerated rapidly dur
ing 1968-69. In fact, over three-quarters of the noninsurance affili
ations reported by the Study's sample of life insurers as of the end of 
1969, had been consummated during those two years. 

Not surprisingly, State insurance regulators have viewed this pro
liferation of non insurance activities with concern, particularly where 
control of insurers by noninsurance enterprises results. At the heart 
of this concern is the fear that extensive conflicts of interest are being 
created between controlling persons and policyholders and other share
holders of the insurers involved. 
c. Individual equity based products 

Life insurers' decisions to offer mutual fund shares or variable an
nuities, or both, dramatically changed industry marketing strategies 
by introducing substantial customer participation in equity invest
ment risks. As a result, some insurers are offering financial services 
which they recognize may compete with, rather than complement, the 
sale of insurance products. Most life insurers having made the decision 
to offer individual equity based products have chosen between mutual 
funds and variable annuities as the initial product, although virtually 
simultaneous introduction of both products has occurred. 

Most respondent companies indicated that in deciding to enter the 
mutual fund field, three considerations were highly important: (1) 
developing a financial package more salable than traditional products 
in an inflationary environment, (2) increasing agents' income, and (3) 
increasing sales of individual insurance policies. In addition, exactly 
half of the 26 respondent companies which were offering fund shares 
regarded mutual funds as one step in the desired direction of creating 
a diversified financial institution. 

Variable annuities are preferred over mutual funds by some insurers 
because they are viewed as a traditional product in modified form. The 
essence of a variable annnuity based on investment performance of an 
eguity portfolio is that the annuitant assumes the investment risk. In
dIvidual variable annuities are securities which must be registered 
under the Securities Act of 1933 and the separate account used as a 
funding medium is an investment company required to register under 
the Investment Company Act of 1940. The Commission has provided 
insurers offering variable annuities under tax quallfied pension-benefit 
plans substantial exemptions under these acts. The recently enacted 
Investment Company Amendments Act of 1970 provides statutory ex
emptions. Variable annnuities and separate accounts are also regu-
lated under state insurance law. -

For several reasons, including the time and resources required to 
retrain insurance agents, neither mutual funds founded by life insurers 
nor variable annuity policies have as yet made much of an impact. 
Sales of both these products are also undoubtedly affected by agents' 
comp"nsation scales on various products. Differences in compensation 
appear to induce many agents to continue to concentrate their efforts 
on life insurance products, rather than on mutual funds or individuals 
(fixed or variable) annuities, except in specialized markets where tax 
considerations significantly affect buyers' purchase decisions. 
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Variable life insurance, defined to mean insurance contracts in 
which benefits vary with the investment performance of a separate 
account, are not being sold by any of the respondent U.S. insurers. 
Such pc;>licies are sold in Canada, England and Holland, and U.S. 
compalll~s . have beep actively pr~paring to offer variable contracts 
by exa!lllll.lllg questIOns of actuarIal desIgn, working to obtain State 
authOl'lZatlOn to offer such products and discussing the applicability 
of the fedeyal securities laws to such 1?roducts with the commission. 
The potential impact of variable life lllsurance ap'pears to be much 
greater than that of yari~ble annuities, and unhke insurers' entry 
mto mutual funds, wIll dIrectly affect the pace of insurance com
pany investment in equities. 

3. Life Insurance Companies as Funding Agents for Employee 
Pension-Benefit Plans: The Group Annuity Business 

a. Life 'lnSU1'e1's and the competition fo1' management of pe·nsion
benefit plan aS8et8 

In the early World War II period, at the point when colleetive
bargaining agreements began to playa major role in pension-benefit 
plan design, private pension-benefit· plan funding was split about 
equally between insured contracts and various noninsured trusteed 
arrangements. Insurers subsequently fell behind noninsured funding 
media (primarily bank trust departments) in the competition for 
management of pension-benefit 1?lan assets. In response to the dete
rioration in their competitive pOSItion insurers increased the flexibility 
of contracts and broadened the in vestment services offered so that, 
by the latter half of th(0960's, they had substantially improved their 
competitive position. 

Insurers' competitive problems in this area were caused by (1) 
their inability to offer investment management, and particularly 
equity investment management, tailored to the needs of employers 
fundmg pension-benefit plans, (2) inflexibilities in group annuity con
tracts, (3) their inability to cred.it a competitive rate of investment 
return to pension-benefit plan customers, and (4) tax inequities. The 
development of separate investment accounts, more flexible deposit 
administration contracts, the investment year method of credIting 
investment return to contract holders and amendments to the tax 
statutes have removed these disltbilities. 

Insurers generally feel that they have regained a competitive pos
ture in the business of managing pension-benefit plan assets. They 
regard their ability to offer a package of actuarial, administrative, 
and investment services as the most important competitive advantage 
they hold over banks and other noinsurance funding media which do 
not offer actuarial services in particular. Also of considerable im
portance is insurers ability to offer investment, mortality, and other 
guarantees. Insurers find their greatest competitive disadvantage re
sults from banks' ability to develop close relationships with employers 
through their commercial banking business. The competitive environ
ment also is significantly affected by banks' ability to establish closer 
relationships than insurers with pension consulting firms. 

One possible index of the current intensity of competition for man
agement of pension-benefit plan assets is the incidence of split fund-
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ing, the allocation of a plan's assets among more than one investment 
manager. However, the desire to obtain aggressive competitive asset 
management is not the only reason employers choose to adopt split 
funding. In fact, some split funding between insurers and banks exists 
because group annuity contractual restrictions prohibited employers 
from fully terminating their insured contracts during the 1950's when 
many employers were shifting their plan funding from insurers to 
bank trust departments. Nevertheless, knowledge of the frequency of 
split funding and insurers' consciousness of the fact of split funding 
is of assistance in understanding the nature of competition for pen
sion-benefit plan asset management. 

On the whole, replies to Study questionnaires suggest a high degree 
of consciousness on the part of insurers of split funding. Twenty-five 
percent of the plans reported on by the respondent insurers were 
knOWI). by them to be split funded. As expected, the percentage is 
highest for the largest respondents, and declines with respondents' size. 
The responses also show that where a plan is split funded, nearly 60 
percent of the time a bank is the competing funding agent, while other 
Insurance companies are the other managers most of the rest of the 
time. 
b. Growth and change in the group annuity business 

The most dramatic change in the composition of group annuity con
tracts, evident during the period 1950 to 1969, is the increase in the 
more flexible deposit administration contracts at the expense of de
ferred annuities. This shift is especially pronounced since 1965. The 
growth in deposit administration contracts ocurred both as a result 
of substantial shifts in reserves from existing deferred annuity con
tracts and from the attraction of new deposit administration 
customers. , 

The concentration of business among a few large companies is 
greater in the group annuity line than in other lines of business in 
the life insurance industry. However, some modest dilution of concen
tration appears to be occurring. 
c. Ohanges in funding medias the development and use of separate 

accounts 
Separate accounts were developed initially for the purpose of pro

viding a funding vehicle for pension-benefit plans funded by cost
conSCIOUS employers. Favorable investment results can substantially 
reduce the cost to employers of providing retirement benefits to em
ployees. Separate accounts also are used to fund group and variable 
annuities, but variable benefits have not proved to be popular with 
most employers. 

During the four years 1966--69, the proportion of group deferred 
annuity and deposit administration contract reserves funded in sep
arate accounts grew from about 1 percent to 11 percent. By yearend 
1969, the largest insurers in the group annuity business reported that 
cases accounting for over half of their group annuity reserves were 
making some use of separate account funding. However, only 14 
percent of the number of outstanding group annuity contracts issued 
by these companies were taking advantage of the availability of sep-
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arate accollnts, indicating- a much higher incidence of separate account 
use among the larger customers. 
d. N e1() business and terminated business 

Growth of an insurer's group annuity bl1sinf'sR occurs both through 
!!rowth of reserves in existing contracts and from newly acquired 
businesR net of terminated business. Although the primary source of 
g-rowth for the industry as a whole derives from ,existing business, net 
new business makes a substantial contribution in some companies and 
analysis of the characteristics of new cnstomer and terminating cus
tomers provides some clues to the trends in the demand for various 
inRllrer services. 

The study found that most new cases have first been brought to 
the issuing insurer's attention by the insurer's representatives or by 
consulting actuaries. Banks, investment advisers or other noninsur
~nce financial institutions seldom are sources of pension business to 
Insurers. 

The majority of new !!roup annuity cases ncquired by respondent 
companies during 1968-69 represented newly created pension-benefit 
plans. About 23 percent of the new cases in terms of estimated con
tributions (8 percent of the number of new cases) were removed from 
banks or other noninsurance funding ag-ents. 

The frequency of separate acconnt fundin!! in new cases is of par
ticular interest since the availability of equity funding through sep
arate accounts has been presumed to be of major significance in deter
mining the ability of insurance companies to compete for pension 
business. The Study found that a si!!nificantly higher proport.ion of 
new customers as compared to existing cases, appear to make use of 
separate account funding-. The larger cases appear more likely to make 
use of separate accounts than the smaller ones. 

The primary reason pension plans terminated their contractual 
relationship with the responding insurers, or significantly reduced 
their contributions, was to shift assets to another funding agent, 
usually a trustee bank. This shifting among funding agents accounted 
for 50 percent of the number of cases lost or reduced, and 80 percent 
of the estimated loss in contributions, indicating that the loss of 
larger plans must usually have been due to the desire to employ 
another funding agent. 

4. Separate accounts: Development, g-rowth, characteristics and 
management fees 

The Study collected information on nearly 200 separate accounts in 
existence as of yearend 1969. These included accounts holding- 94 per
cent of the,$3.6 billion in separate accounts in U.S. insurers plus $215 
million in separate account assets of Canadian insurers. Separate ac
counts can be disting-uished according to (1) whether or not the 
account is re!!istered with the Commission under the InveRtment Com
pany Act of 1940, and (2) whether the account commingles the assets 
of a number of contract holders or is established solely for a single 
customer. All registered accounts are commingled accounts. Nearly 
half the sample accounts (with one-third of the reported assets) are 
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single client accounts, about 60 percent of which were established in 
1968-69. 

All registered accounts are relatively small, most having assets of 
less than $10 million at the end of 1969, reflecting that the registered 
accounts are relatively new and primarily serve to fund contracts sold 
directly to individuals. In -the nonregistered commingled account 
category, 54 of 70 accounts had assets of less than $25 million each, 
but five accounts, each with over $100 million in assets, contained about 
two-thirds of all nonregistered commingled account assets. Of these 
five large accounts., four were established in 1962 and the fifth in 1963. 
Most single client accounts are relatively small; accounts of less than 
$25 million make up 78 percent of single client accounts and contain 
40 percent of .assets in t.his account category. Nearly 98 percent of the 
assets in sampled separate account.s represent interest.s of t.ax qualified 
pension-benefit plans. 

Most separate accounts have been established to provide equity 
funding through investment in common stocks. However, 25 of the 166 
sampled unregistered accounts were intended to invest primarily in 
debt securities (eight accounts), mortgage loans (two) or in a mix 
of debt instruments and equity securities (15). 

Among accounts with a common stock orientation, larger accounts, 
older accounts and commingled accounts tend to have higher pro
portions of their assets invested in common stock than do other 
accounts. 

Insurers have in recent years been issuing contracts in which the 
investment features are much more significant than had previously 
been the case, and under which assets can be much more freely trans
ferred to other funding agents. The investment and transferability 
features are often espeCIally prominent in contracts which include the 
utilization of separate accounts as funding media. In some separate 
accounts this flexibility has been accompanied by dilution of insurers' 
responsibility to select investments and brokers as funding employers 
have retained some discretion in these decisions for themselves or for 
an investment adviser. 

In nearly all cases investment management fees charged to separate 
accounts are based upon the net asset value of the account or upon each 
contract holder's interest in the account. In commingled accounts the 
fee rate is most commonly stated as a flat percentage of the account's 
assets. Where a schedule is used, as is the case for about one-third of 
the unregistered commingled accounts, the charge is usually levied 
against each participating contract holder separately. Graduated rate 
schedules are the norm for single customer accounts. 

Multivariate regression analysis revealed that the size of a separate 
account and the size of the managing insurer jointly have a signifi
cantly negative impact upon investment management fee rates-fee 
rates are significantly lower for large accounts and accounts managed 
by larger insurers. Thus, at least to some extent, economies realized 
from account size and insurer size are passed on to customers. The 
results also indicate that when account size and other variables are 
given, commingled accounts pay higher fee rates than single client 
accounts. However, contrary to expectations, this analysis showed no 
observable tendency for registered accounts to charge higher fees once 

53-940 O-71-pt. 2--42 



778 

their size, commingled status and other characteristics are taken into 
account. The results of this analysis also suggest that fee rates had an 
upward time trend over the 1966-69 period. 

5. Portfolio Management: Investment Organization, Techniques, 
Policies and Results 

a. Portfolio8 managed 
Investment personnel of life insurance companies are responsible, 

together with supervisory investment committees and the companies' 
boards of directors, for management of the insurers' assets including 
separate account as well as general account assets. The 63 companies 
responding to the Study's life insurance intrinsics questionnaire held 
over $160 billion in general account assets at the end of 1969. The 
investment personnel III these companies also managed $3.3 billion of 
separate account assets. In addition, the same investment personnel 
managed $5.3 billion in property and liability insurer assets, the bulk 
($4.5 billion) accounted for by three large insurance complexes, and 
$192 million in affiliated life insurance company assets. However, only 
a relatively small portion of the mutual fund assets reported by the 
responding companies are managed by the same personnel that manage 
the insurers' own assets. 
b. Organization for i11llJestment deci8ionmaking 

The ultimate power and responsibility for investment policy and 
practice resides in each insurer's board of directors. However, the 
effective policy body is usually a subcommittee of the board and is 
generally composed largely of outside directors, but may include two 
or three of the company's top officer-directors. This committee, most 
commonly known as the finance committee or the executive committee, 
sets the insurer's investment policy guidelines. 

The committee eX('lrcises control over equity security selection and 
trading decisions through review of the trades and frequently through 
the use of one or more approved lists. With rare exceptions, respond
ents indicated that, the finance committee does not direct the means by 
which trades are executed, including markets and brokers utilized. 
c. Equity investment deci8ions 
(1) Statutory investment re8trictions 

Insurance company equity investments are severely restricted by 
State insurance laws, and among the States, New York has occupied 
an especially influential and restrictive position. The statutes govern
ing insurer investments impose quantitative limits affecting both total 
invesment in equities and investment in shares of any single issuer or 
on any parcel of property. The statutes also constrain insurers as to the 
characteristics of permissible equity investments. N ew York companies 
are limited to common stock investments not exceeding the lesser of 10 
percent of assets or 100 percent of surplus. This limitation is, of course, 
confined to general account investments. In addition to specifically 
eligible investments, most States have a statutory "leeway" or "baske~" 
clause which permits insurers to make investments not otherwise quah
fying for insurers' portfolios. 
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Separate accounts are, of course, free of the aggregate limits on the 
proportion of portfolio assets which may be held in common stocks. 
In many States, including New York, any qualitative restrictions 
on the type of common shares which are eligible for life insurers' port- . 
folios are applicable to separate accounts. However, such restrictions 
are normally offset by a relatively generous leeway clause .. 

(~) Equity 8ecw'ity inve8tment pe1'80nnel and p1'ocedu1'e8 
o A full-scale securities investment operation utilizes a number of 

skilled personnel including portfolio managers, security mialysts, 
professional traders and economic researchers, as well as various sup
port personnel and the supervisory services of some of the highest 
ranking officers in the company. Among the larger companies the most 
significant increase in personnel between 1964 and 1969 occurred in 
equity security portfolio managers, analysts and traders. This increase 
was more modest for the smaller companies. 

Of the several basic ways in which institutional investors can obtain 
information and recommendations which influence decisions regard
ing which equity securities to buy or sell, in-house analysis of finan
cial statements is rated most important by companies in all size groups. 
For smaller companies, information and recommendations purchased 
from broker-dealers via commissions ranks next in importance. For 
the largest 10 companies information purchased with commissions 
from brokerage houses and direct contact with issuers were ranked as 
about equally significant. 
d. Portfolio comp08ition of general account8 

Although most separate accounts created by life insurance com
panies have been intended primarily for investment in equity securi
ties, life insurance general account lllvestments have been constrained 
by tradition, their fixed dollar liabilities and the type of statutory 
restrictions summarized above, to a primary emphasis upon fixed in
come obligations. However, the movement of assets into separate equity 
accounts has been accompanied in recent years by various forms of 
equity participation obtained with general account investments in 
directly placed corporate debt securitIes and mortgage loans. 

Total industry general account assets grew from $149 billion as -of 
year end 1964 to nearly $194 billion at the end of 1969. Corporate debt 
securities and mortgage loans continued to account for about three
quarters of general account assets during this period, although the dis
tribution of mortgage loans held shifted markedly away from single 
family home mortgage loans to loans on apartments and commercial 
properties. Policy loans increased proportionately more than any other 
asset category, from 4.8 percent of assets in 1964 to 7.1 percent in 1969. 
This policy loan experience contributed significantly to a very tight 
cash flow situation for many companies and in some cases retarded 
planned increases in common stook investments. Common stocks, 

·which unlike other insurance company investments are reported at 
market value, increased from 3.6 percent of general account assets in 
1964 to 3.9 percent in 1969. 

Restricted common stock issues held in general accounts of respond
ent companies amounted to just 2.2 percent of common equities re
ported. Common stocks listed on the New York Exchange account 
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for 96.5 percent of the five largest insurers general account common 
stock holdings at the end of 1969. The remaining companies as a group 
have about three-quarters of their common stock holdings in stocks 
listed on the NYSE. NYSE listed stocks make up about three-quarters 
of the value of all common shares outstanding. Approximately half of 
the non-NYSE stocks excluding bank and insurance stocks,consist of 
stocks which are listed on the American Stock Exchange, solely on re-
gional exchanges or are unlisted. 0 

During recent years life companies have been successful in obtaining 
additional compensation on directly placed corporate debt obligations 
and on mortgage loans secured by apartments, or commercial business 
or other nonresidential properties. This additional compensation can 
take many forms including common stock, real property, instruments 
convertible into common stock, warrants, various options to purchase 
equity securities or real property, provisions for sharing in the income 
or capital gains realized by the borrower and interest in residual 
values. 

It appears that insurers' taste for eCluity kickers on debt instruments 
has been stimulaed and that they will continue to negotiate hard for 
snch provisions even as interest rates decline from the historic high 
levels reached in 1968-1970. Some respondents indicated that as in
terest rates ease, the desire for equity provisions may.induce them into 
investing in lower quality debt instruments. 
e. Trading in common equities 
(1) Separate account turnover and activity rates 

As life companies have increased their holdings of common equity 
securities in recent years, they have also increased their trading activ
ity in these securities. Common equity turnover rates 400 for separate 
accounts increased substantially during the period 1965-1969 inclusive, 
with the most dramatic increase occurring in 1968. This timing lags 
behind the increased turnover for mutual funds by about 2 years, but 
is roughly in line with that of bank managed corporate pension funds 
and property and liability insurers. 

In general, activity rates 401 also increased over the same period, but 
the overall percentage increase is smaller than that observed for turn
over rates and this pattern is not ubiquitous as was true for turnover 
rates. Thus, for example, there is no particular trend in activity rates 
for nonregistered commingled accounts, or for the oldest accounts or 
for the largest accounts. 

The Study finds that the increase in turnover rates during the '1965-
1969 period occurred over a wide variety of accounts and is not due to 
changing mixes of account characteristics. Indeed, most account and 
iilsurer characteristics do not contribute much to an explanation of the 
variations in turnover rates among accounts. 
(~) Separate account inve8tment pe1'!ormance, volatility and turn

over 
The Study collected data on separate accounts which permitted com

putation of rates of return for 80 of the reporting accounts. 

"'" Defined as the lesser of aCQuisitions and dlRposltlons of common equity securities duro 
Ing a calendar year divided by the average market value of beginning year and end year 
holdings. 

'01 Defined as the average value of acquisitions plus dispositions during the year divided 
by the same average holdings used In calculating turnover ra tea. 
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Each of these account's volatility also was calculated. An account's 
volatility is a measure of the sensitivity of the market value of the ac
c~unt's asse~s to movements in general market price.s of the same types 
of assets. Smce most separate accounts are pnmanls equity accounts 
the market standard en:tl?loyed was the St.andar~ & Poor's' 500 Stock 
Index. Use of the volatIlIty concept made It possIble to segreO"ate that 
portion of an ~ccoun~'s r~turn resulting from por~folio maI~agement 
from that portIOn whIch SImply reflects movements III the general level 
of stock prices. This was done by comparing the return on an account 
to the retul'll realized by a standard, unmanaged account of the same 
volatility. . 

During the period covered (the latter part of the 1960's), relatively 
low volatility accounts performed somewhat worse than hypothetical 
unmanaged portfolios while higher volatility accounts performed 
somewhat better. This pattern is similar to that observed for accounts 
managed by other institutions. 

Of primary interest, however, was not the excess return attributable 
to management per 8e, but the relation between this performance meas
ure and account characteristics such as turnover, the total value of 
account common stock holdings and the asset size of the insurer which 
manages the account. Although a significant negative relation is found 
between performance and tUl'llover for mutual funds and bank col
lective funds, no significant relation between these two variables ap
pears to exist for separate accounts. Thus, although the Study does 
not find turnover to be negatively related to investment performance 
for separate accounts during the latter half of the 1960's neither is 
there any evidence that higher turnover is associated with better 
performance. 

(3) General accownt turnover and activity rate8 
For the five year period 1965-69, there was also a year-to-year in

cre!lse in turnover rates for general accounts as a group; the increase 
however, was much more modest than that recorded by separate ac
counts. The largest increase occurred in 1968, as it did with separate 
accounts. General account activity rates increased in about the same 
proportion as turnover rates over the period. Although general ac
count activity rates for insurers reporting on both general and sepa
rate accounts increased from 10.6 to 19.5 percent between 1965 and 
1969, these insurers' activity rates as a whole (for general and separate 
accounts combined) increased from 11.4 to 27.3 percent during the pe
riod. This difference is explained by the growth of, and higher activity 
rates generated by, separate accounts. 

Turnover rates for general account equity securities are less than 
those for equity holdings in separate accounts for at least two reasons: 
(1) contractholders in separate accounts are primarily cost-conscious 
employers who seek relatively aggressive investment management in 
the hope of obtaining substantial investment returns, and (2) while 
most separate accounts are free from incom~ and capital gains taxa
tion, insurers do incur taxes ul?on gains made from secunty sales in 
the general account. QuestionnaIre responses indicate that capital gains 
tax consequences have some effect upon general account security sales. 
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f. Oonflict8 in the treatment of various account8 
(1) The problem 

The proliferation of investment accounts managed by some life in
surance companies' investment personnel raises questions as to how 
conflicts among differing interests are and should be handled in the 
management of multiple accounts. Several groups of interests may 
be involved and affected by investment decisions, including the inter
ests of stockholders of the insurance company, the management of the 
insurance company and the various groups of shareholders, policy
holders or contractholders which have participating interests in the 
various accounts. Stockholders are, of course, absent from the group 
of parties involved in decisions made by mutual insurers. The Study 
focused upon two specific types of allocation 1?roblems that arise' in the 
management of multiple accounts; namely, (1) where more than one 
account is engaged in a program of purchasing or selling the same 
security, and (2) allotments of new equity issues among various ac
counts under management. 
(2) Allocation policie8 and practice8 

When more than one account is buying or selling the same security 
over a period of time, allocations among accounts may be quite im
portant if the trades are placed on the basis of information, or if the 
act of trading itself has price impacts, since early trades in purchase 
or sale programs are more likely to receive hetter prices. Just one
half of the Study's respondents stated that they had no policy as to al
location of purchase or sale transactions among various accounts. This 
lack of a policy was explained in some instances by the fact that only 
one account (the general account) was being managed, or that sepa
rate accounts were relatively new, or that the accounts were sufficiently 
small and/or only stocks with a large floatting supply were held or 
purchased so that any purchase or sale decision could always be com
pleted in a single day. 

Most of the largest companies reported that they had a policy of try
ing to allocate each day's trades in the most equitable way possible, 
generally in proportion to the size of each account's order or its 
position to be liquidated. 

However, 11 respondents reported that some sort of conscious pri
ority was established, with small accounts, registered accounts, 
separate accounts, or "performance-minded" portfolios receiving 
priority. 

The Study also computed average prices received by three classes 
of insurer accounts whenever at least two of those classes of accounts 
within a reporting insurer purchased (sold) the same stock issue in 
the same month. This was done for about 800 stocks over 21 months, 
January 1968 to September 1969. An analysis of these data, which 
reflect the limited experi,&nce life insurers have had managing multiple 
accounts, provides no eVIdence that insurers consistently favor general 
account, single client separate account or commingled separate ac
count portfolios in allocating acquisitions or dispositions of securities 
where the same security is bought (sold) for more than one of these 
classes of accounts in the same month. 
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Another means of giving preferential treatment to particular types 
of accounts is through the allocation of limited quantities of eco
nomically attractive securities, such as new common stock issues. Sub
stantial numbers of Hew issues rose from their initial offering prices 
in after market trading during the 1960's. Consequently, acquisition 
of shares in the initial offering frequently proved to be quite profit
able. Ten companies replied that some sort of preferential treatment 
existed as a manner of policy-most often favoring small separate 
-accounts. 

The Study's analysis of new issue activity collected detailed in
formation on purchases of 84 new equity security issues during the 
18 months beginning with January 1968. Of t~le 58.6 million of 
these issues purchased at offering by institutional investors, $3.7 mil
lion were purchased by 15 life insurance companies. Most of these 
companies were relatively small and apparently managed only one or 
two accounts. Nearly all of the purchase of these new issues which 
were allocated to nonregistered separate accounts, investment com
panies and accounts of affiliated life or property and liability insurers, 
were made by just six insurers. 

For these six insurers, investment companies received the largest 
share of new issues relative to the size of their total common stock 
holdings; each type of separate account (registered, nonregistered, 
commingled and smgle client) also received disproportionately large 
shares, while general accounts and accounts managed for affiliated 
insurers received small allotments 'relative to the value of their com
mon stock holdings. 
(3) OorwVuding comments on preferential treatment problems 

The statistical tests used to detect the existence of preferential treat
ment among accounts are meant to be suggestive only. The study 
considers the question of equitable treatment of accounts to be im
portant and believes that effort needs to be applied in developing 
standards of fairness. 

Finally, the discussion of conflict problems which arise when 
multiple accounts are managed is not intended to suggest that in
surers should resist the trend toward accouIit proliferation. Serious 
conflict questions can also exist in the mana.gement of large com
mingled accounts containing interests of a variety of customers with 
varying investment needs. Where there are no clear differences in in
vestment objectives, commingled accounts may facilitate fair treat
ment. But where clear differences exist, segregation of customers with 
relatively homogeneous investment requirements can be a more effec
tive means of serving customers' investment objectives and has the 
further advantage of bringing questions of priorities into the open. 

THE PROPERTY-LIABILITY INSURANCE INDUSTRY 

H. INTRODUCTION 

Property-lialbility insurance in the United States, hereinafter P-L 
insurance, is variously referred to as fire and casualty, property and 
casualty (with or WIthout the conjunot.ion) and nonlife insurance. 
The P-L insurance industry prOVIdes financial protection against 
virtually every type of peril. Property insurance provides financial 
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protection against loss or damage to the insured's property caused by 
such perils as fire, windstorm, motor vehicles and vandalism. Liability 
insurance provides protection for the insured aga.inst loss arising out 
of his legal liability resulting from injuries to other persons or dam
age to their property. In addition, accident and health insurance, 
which provides coverage that pays benefits including reimbursement 
for loss of income in case of sickness, accidental injury or accidental 
death, is written by some property-lia;bility companies. However, 
health insurance is most often categorized with the life insurance busi-' 
ness. 

P-L insurance together with life and health insurance make up the 
combined insurance industry. One of the largest financial industries 
in the United States, the combined insurance industry, managed as
sets of about $250 billion in 1969. Life insurance companies managed 
about $197 billion 402 ·while P-L insurance companies alone held an 
aggregate of approximately $52 billion.403 Thus, P-L insurance may 
be thought of as the subordinate pa,rt, as measured by aggregate as
sets, of a brother-sister act with life insurance. Life insurance com
panies experience substantial asset accumulation for two major rea
sons that have no counterpa.rt in P-L insurance operations. First, in 
addition to covering the cost of pure insurance, most life premiums 
include a significant element of savings-investment by the policy own
er. There is no savings-investment element in P-L insurance premi
ums. Second, most life insurance policies involve relatively long
term contracts but level or average premiums are charged over the 
life of the policy even though the cost of covering the insurance risk 
rises steadily over the life of the contract. Although P-L premiums 
are n?rn:tally collected in advance of the period or 1?eriods the in~ur
ance IS 111 effect, contracts are short-term and typIcally cover nsks 
over periods of three years or less and frequently over only a one-year 
period. In terms of timing and amount there is a more immediate re
lationship between dollars collected as premiums and dollars paid 
out for claims and expenses in P-L than in life insurance. 

P-L asset accumulation is dependent in part on underwriting ex
perience although there has been erratic and generally unfavorable 
experience (underwriting losses) in recent years. The general growth 
in underwriting volume also contributes to asset accumulation since 
premiums are collected in advance of the claims payments that may 
result. The most significant factors contributing to asset accumula
tion have been the long-term appreciation in value of the common stock 
portion of P-L portfolios and the retention of significant amounts 
of investment income. The latter reasons are less important in mu
tual P-L companies since they attempt to offset profits from operations 
and investments with dividends to their policyholders. Aside from 
capital contributions from stockholders and mutual company found
ers, these are the major explanations of the accumulation of assets in 
P-L insurance companies. While the total assets of the P-L insurance 
industry are small compared with life insurance industry assets, with 
respect to investment in the securities markets it is significant to note 
that almost all P-L investment assets a.re in marketable securities while 
very substantial life assets are in privately placed issues and mort-

"" 1970 Life In8urance Fact Book. Institute of Life Insurance. 69. 
«13 Be8t'8 Aggregate8 and Average8, Propert1l·Liabilit1l 1970, at 1. A. M. Best Company. 
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gages. Furthermore, the estimated $14.0 billion 404 of holdings of pub
licly traded equity securities by the P-L insurance industry at De
cember 31, 1969, compared almost equally with the estimate of $13.7 
billion of stockholders of the life insurance industry.405 This places 
both P-L insurance and life insurance immediately after noninsured 
pension benefit pIlms, investment companies, bank trust funds aJld 
foundfiltions in sizes of stockholdings. 

There n,re several reasons for including P-L insurance as an in
tegral pa.rt of the Institutional Investor Study. These reasons also 
describe the several points of inquiry toward which the P-L section 
of this chapter is directed. First, as mentioned above, P-L is the com
plement to the life insura.llce industry and in many cases P-L and 
life insura.nce operations are carried on by affiliated compaJlies and. 
their investment activities are managed centrally. Second, P-L in
surance is the fourth or fifth largest institutional group in equity hold
ings. Third, sta,rting from a very low volume of acquisitions and dis
positions of common stock relatIve to the size of their common stock 
holdings, the reported common stock activity rate 406 of P-L compa
nies has increased dramatically in the last three years. From a range 
of 6.9 percent to 8.4 percent per year from 1962 through 1.967, the P-L 
repolted common stock activity rate increased to 12.8 percent in 1968 
and jumped to 26.1 percent in 1969. 

In addition, some observers feel that the existing published data on 
P-L acquisitions and dispositions of common stock, which include 
transactions in affiliated company stock, a.re misleading and produce 
erroneously high activ~ty rate figures. Careful examination of these 
data over the last five years would permit this hypothesis to be exam
ined lmd corrections made, if necessary, to produce a more reliable 
indicator for inter-industry comparisons of stock market participa
tion. Fourth, notably absent are consolidated common stock and other 
asset holdings da.ta for the P-L industry. These data are valuable 
since this industry is replete with complex organizations and with 
pyramids of affiliated ll1surance companies known as insurance 
groups.407 The P-L industry has an abundance of individual company 
financial data published annually on uniform convention statements 
for state insurance commissioners, but there are no valid industry
wide consolidated asset figures for insurance groups. Because of the 
chain-like affiliation of insura.nce companies in some groups and with 
as many as 20 P-L companies in some groups, the presence of uniform 
individual company financial statements is no substitute for a con
solidated group statement. The basic central source of P-L insurance 
industry-wIde data, is the A.M. Best Company, which compiles much 
of its financial data from these annual convention statements. In the 

.o. u.s. Securities and Exchange Commission, Office of Policy Research . 
•• 5 Institute of Life Insurance. 
'00 The common stock Ilctlvlty Is currently definled as the average of purchases and 

Roles dll'ided by the average market value of stock holdings at the beginning and end of the 
period, stated at an annual rate. Common stock activity rates are published quarterly in 
the Stati8tical Bulletill, U.S. Securities and ]!Jxchange Commission, April, June, September 
and December Issues . 

• fIt A P-L Insurance "group," formerly referred to as a "fieet," Is defined herein as 
Including any affiliated company writing property-liability Insurance that directly or In
directly controls, Is controlled by, or is under common control with another property
liability Insurance company, whether by reason of common management, ownership or 
otherwise. 
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absence of consolidated statements for many insurance'groups, Best's 
publishes aggregative data which are necessarily replete with double 
counting of common stockholdings witJhin P-L groups. The knoW'l
edgeable user of these industry-wide data must make crude adjust
ments by subtracting the value of all insurance stocks f.rom the P-L 
insurance industry's portfolio. The unknowledgeable user is left to 
err unknowingly. Consequently, one signficant by-product of including 
P-L insurance in the Study is to produce benchmark consolidated 
asset hoMings for a significant portIOn of the industry. Fifth, while 
the organization of P-L groups has been described as complex, they 
have the additionaI significance of being pal"t of the complex, they 
have the additional significance of being part of the movement to 
integrated financial services lUnd conglom~ration. Since 1964 several 
large P-L insurance groups have been involved in mergel"S with non
insurance enterJ?rises. Information on organizational changes and 
non-P-L activi,tles of large P-L groups WIll provide valuable back
ground and possibly indicate future developments in this area. In 
chapter XV of the Study three transfers of control involving a Ia.rge 
P-L insurance groups are described in detail. Lastly, it is desirable to 
collect informrution about securities investment operations of P-L 
insurance groups so that they can be contrasted and compared with 
those of tJhe other major financial institutions. 

To collect the current information needed to satisfy the six objec
tives detailed above, a sample to be studied intensively was deter
mined in a similar manner for the P-L insurance industry as for 
most other financial institutions examined in the Study. This sam
pling procedure considers that (1) the companies or affiliated entities 
that have the largest amount of assets in an industry tend ,to have the 
greatest economic impact as institutional investors and (2) a rela
tively small number of these large institutions will represent a sig
nifica.nt part of the industry's impact. Following these two sample 
criteria it was decided that a census of the 25 largest P-L insurance 
groups would be used rather than a random sample. The number and 
Identity of these P-L groups together with the sample selection pro
cedure, research design and questionnaires used by the Study are 
described in appendix B to this chapter. 

I. STRUCTURE OF THE INDUSTRY 

1. Concentration, Entry Conditions and Regulation 

The P-L insurance industry is relatively diffuse. Approximately 
3,000 separately chartered companies or organizations underwrite P-L 
risks in the United States. All large P-L companies have at least one 
affiliated P-L insuran~ company. These affiliated companies are un
der common control and are re1ferred to as insurance groups. Approxi
mately 900 of these 3,000 P-L companies are organized as part of 
about' 350 insurance, groupS.408 As descri~d, in appendix ~ to tJ:is 
chapter large P-L groups a·re the most sIgmficant factors III the Ill
dustry with the largest 50 P-L groups writing approximately 74 per
cent of industry premiums in 1968. That there is relatively great 
diffusion among P-L groups is evident since the largest group in 

.... Be8t'8 Key Rating Guide, Property-Liallility 1970, at 39B-49B, 
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volume of net premiums written had only 5.9 percent of the U.S. 
market in 1969.409 The parts of this section that follow deescribe the 
various forms of legal organizatiO'n of P-L insurers, the different 
types ()If risks or lines O'f business that they insure and the influence 
state regulation has had on the O'rganization and structure O'f the 
industry. 
a. Form.s of legal organization 

There are four different legal fO'rms O'f O'rganizatiO'n for private 
P-L insurers: stock corporatiO'ns, mutual cO'rporatiO'ns, reciprocal in
surance exchanges and Lloyds organizations. TwO' other types, gO'V
ernment insurers and self-insurers, are of no relevance here since 
they dO' not involve the securities markets directly. 

(1) Stock companies.-The stock company IS the most significant 
fO'rm of legal O'rganization as measured by the 68 percent O'f total 
industry net premiums written by stock companies ill 1969.410 There
are approximately 820 stock companies writing P-L insurance in the 
U.S.411 Each P-L stock company is incorporated under a state charter 
as are O'ther cor~orations. The initial capitalization is ~rO'vided by 
the purchase ()If ItS shares O'f cO'mmO'n stock by the publIc O'r by the 
cO'mpany founding it as an affiliate. The sharehO'lders of ,the cO'mpany 
elect the bO'ard O'f directors which appoints management to' operate 
the company for profit for the O'wners. 

(2) lIJutual companies.--Second in impO'rtance to stock companies 
as measured by assets employed as well as net premiums written are 
P-L insurers O'rganized as mutual corporatiO'ns. The nearly 2,200 mu
tual companies wrote over 27 percent of the total industry net P-L 
premiums in 1969.412 Each P-L Mutual company is incorpO'rated under 
a state charter and its initial capitalization is provided by founding 
O'rganizers-PO'licyholders. Subsequent policyhO'lders are part-O'wners O'f 
the mutual insurance company for the duration of their policies. The 
policyhO'lder-owners elect a bO'ard ()If directO'rs which in turn selects 
officers to O'perate the cO'mpanyior the exclusive 'benefit O'f the PO'licy
holder-O'wners. 

TO' the extent that premiums coHected and investment prO'fits exceed 
the cost O'f O'perations including alllO'sses this margin may be returned 
to' the policyhO'lder-O'wners as a "dividend to policyholders." This 
return is an adjustment to' the premium paid for a PO'licy. It is not 
like a dividend to' a stockholder in a stock P-L company which is 
actually a return O'n the stockholder's' equity investment. Some stock 
P-L companies also pay dividends O'n certain types of policies but 
typically this is a minO'r facet of thei,r methO'd O'f O'peratiO'lls, while it is 
a majO'r aspect of mutual company O'perations. This feature of return
ing to' PO'licyholder-O'wners the margin in excess of the cost of opera
tiO'ns plus the absence O'f equity investO'r-owners to prO'vide additional 
capital are perhaps the most SIgnificant differences between stO'ck and 
P-L cO'mpanies and their operations as insurers and as investors. Since 
there is limited PO'licyholders surplus in a mutual company there is 

4'" Be8t'B Aggregate8 and Averagea: Property-Liability 1970, at 1. Results of Study 
Form I-57. 

610 Be8t's Aggregate8 and Average8: Property-Liability 1970. 
U1 See ch. VI, app. B, Table VI-B-2. 
'1:1 Be8t's Aggregates and Average8: Property-Liability 1970. 
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restricted opportunity to invest the portfolio in common stock and 
thereby enjoy potential portfolio appreciations. 

While there are nearly three times as many mutual P-L companies 
as there are ~tock P-L companies, many m';1tuals are relatively small 
and operate In local or restricted geographIc areas. There are several 
noteworthy exceptions led by the State Farm Mutual group, the largest 
underwriter with approximately six percent of total U.S. P-L pre
miums. As described in appendix B to this chapter, of vhe 25 llargest 
P-L groups which comprise the Study sample, five are headed by 
mutual P-L companies. A mutual company becomes affiliated as part 
of an insurance group by (a) incorporating another mutual P-L 
company (by providing the initial capital), (b) incorporating- and 
capitalizing a new stock P-L company, or (c) purchasing an eXIsting 
stock P-L company. 

(3) Reciprocal insurance ewchanges and Lloyds organizations.
The final segment of the P-L industry is comprised of two unincor
porated forms of organization. The 45 reciprocal insurance exchanges 
and 15 Lloyds organizations writing P-L business in the U.S. pro
vided only four percent of total U.S. P-L net premiums written in 
1969.413 

In a reciprocal exchange, those aequiring insurance subscribe to an 
agreement covering underwriting risk for other subscribers. As the 
name indicates, there is a mutual "exchange" of insurance. The sub
scriber's liability is several but not joint, and it is not limited by the 
subscriber's agreement.414 While legally different, conceptually recip
rocal insurance exchanges are similar to mutual companies in several 
respects. In many cases subscribers to immrance in a reciprocal ex
change participate in profits and savings. Their surplus funds tend to 
be quite modest relative to liabilities for the same reasons described 
for mutuals. Finally, most reciprocal exchanges are relatively small 
and they have a sman proportion of their assets invested in common 
stock. The Farmers Insurance Exchange Group is large enough to 
rank in the top 25 P-L groups as measured by net premiums written, 
but it has substantially fewer assets than any of the other 25 large 
P-L groups, and it has a very modest investment in publicly traded 
common stock. 

Lloyds organizations are associations of individuals who volun
tarily ,assume a specified part of the liability on each risk in which 
they participate in underwriting. These organizations are patterned 
after the famous underwriters at Dloyds, London, in which the private 
wealth of individual participating underwriters provides the ulti
mate reserves and protection for the insured. The 15 independent 
Lloyds organizations doing business in the U.S. are insignificant as 
institutional investors. Their combined managed assets of $56 million 
are only one-tenth of one percent of the industry total. The under
writers at Lloyds, London, maint'ain a trust fund known as Lloyd's 
American Trust Fund with a U.S. bank under provisions of the U.S. 
Trust Agreement dating from 1939. A.ll premiums or claims due to 
or from underwriters at Lloyds, London, are paid into or out of this 

na Be8t'8 Aggregate8 and Average8: Propertll-LiabiZit1l1970, at 1. 
... Be8t'8 In8urance Report8, Propertll-LialJilit1l1970, at 547B. 
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trust fund at the First National City Bank of New York. At DeceiIl
ber 31,1969, this trust fund amounted to $784 million.415 

(4) Dornestic, foreign and alien insnrers.-The way in which P-L 
insurance companies are legally organized under laws of the several 
states in the U.S. contributes to unusual use of the terms "domestic," 
"foreign" ,and "alien" insurers. All P-L insurance companies and or
ganizations must be licensed to do business by the insurance regula
tory authority in each state in which it wants to operate. A company 
or organization opemting in the state in which it is incorporated or 
organized is referred to as a "domestic" insurer. In other states in 
which that P-L company or organization operates it is generally re
ferred to as a "foreign" insurer. Finally, companies and associations 
organized outside of the United States are known as "alien" insurers. 
They operate in this country through a U.S. branch or office and must 
be licensed in each state in which they do business. There are seveml 
alien P-L insurers 'Yith significant operations in the U.S. including 
the Royal-Globe and the Employers-Commercial Union groups. 

(5) Insurance groups.-For most purposes the P-L organization 
that is meaningful is the insurance group rather than the insurance 
oompany. In addition to having common control and management, 
insurance groups typically enter into insurance pooling agreements 
that allocate net premiums written by an entire group to each affili
ated company on a pro-rata basis. To a large extent only the legal 
entity distinction exists between the group's companies. 

There is a very high probability that a large P-L insurance com
pany doing business on a nationwide or regional basis in the U.S. owns, 
IS owned by, or is under common control, tliat is, affiliated with, another 
P-L company in what is called an insurance "group." 416 Solitary com
panies are nonexistent among very large P-L companies and com
panies with no P-L affiliates are rare even among companies of medium 
size. Stock groups are more prevalent and typically include more com
panies than are found in mutual groups because common stock owner
ship is a convenient and logical means of effecting control. Affiliation 
among mutual companies is more cumbersome. 

Newly created insurers are typically in the form of incorporated 
mutual or stock companies. However, the organization of new P-L 
companies by existing P-L groups has been relatively infrequent in 
recent years. Most of the increase in the number of companies in large 
insurance groups in recent years has resulted from acquisitions.417 

The significant portion of the industry is dominated by nearly 350 
groups of affiliated companies. The 25 largest groups provided ap
proximately 58 percent .of total net premiums written in the U.S. in 
1969. The 1964-1969 comparative volume of net premiums written 
for the 25 groups in the Study sample is shown in Table VI-133. This 
table also shows that these groups wrote 53.4 percent of industry 
premiums in 1964 and the volume increased to 58.2 percent of total 
mdl]stry volume in 1969 . 

.,. Best's Insurance Reports, Property-Liability 1970, at 543B. 

.,.6 Insurance groups are dIscussed In sec. 1.2 below. 
/.17 See Bee. I.2.a «(1) • 
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TABLE VI-133 

P1operty-Liability Insurance Groups 
in Order of 1969 P-L Net Premiums \~ritten 

Name of Group or Controlling 
Company 

StaLe Farm 11 
Allstate 
Continental Insurance ~I 
Aetna Life & Casualty 
Traveler's 
Hartford Fire 
Liberty Mutual l' 
INA 
CNA :21 
Fireman's Fund American 
U.S. Fidelity & Guaranty 
Home 
Nationwide 31 
Employers-Commercial Union ~I 
Kemper 31 
Royal-Globe 
Crum and Forster 
Employers Ins. of Wausau l' 
American General 71 
Connecticut General ~I 
St. Paul Companies 
Reliance 
Great American 
Chubb 91 
SAFECO-IOI 

Net Premiums 
($ millions) 

1964 11 1969 21 

803 
678 
554 
567 
662 
651 
458 
562 
600 
524 
383 
352 
376 
256 
286 
324 
183 
195 
232 
251 
211 
208 
200 
III 
172 

1,717 
1,419 
1,131 
1,083 
1,059 
1,000 

889 
882 
783 
733 
630 
625 
514 
492 
490 
472 
467 
394 
391 
371 
359 
313 
307 
284 
257 

TOTAL for 25 Groups 9,799 17 ,013 
58.2% 

29,225 
25 Groups as Percent of Industry 53.4% 
TOTAL Industry 18,317 

Percent Increase 
in Net Premiums 

1964 - 1969 

+114% 
109 
104 
91 
60 
54 
94 
46 
31 
l,O 

64 
78 
37 

102 
71 
46 

155 
102 
69 
48 
70 
54 
48 

156 
49 

+74% 

)J Best's Fire and Casualty Aggregates and Averages, 26th edition, A.H. 
Best Company (1965), pp. 29 

11 Study Form I-57. Includes only premiums of U.s. P-L operations. 
31 Mutual company heads group. 
~I Formerly America Fore-Loyalty 
51 Formerly Continental Casualty 
]1 Formerly Employers Group 
11 Formerly Maryland Casualty 
~I Formerly Aetna Insurance 
21 Excludes premiums of offices of 5 British companies managed by Chubb. 

lQl Formerly General of America 
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o. Lines of P-L insurance 
A line of insurance covers a described type of peril or perils. His

torically a U.S. insurance company was an underwriter of only one or 
at most a very few closely ,related insurance risks until the mid-1940's, 
when state insurance regulations began permitting multiple-line un
derwriting by individual companies. Multiple-line underwriting was 
effectively accomplished through groups of affiliated nono-line com
panies. Now full multiple-line underwriting, which includes all perils 
except life insurance, is permitted in aU states, and all large insurance 
groups and companies 'are multiple-line insurers. There remain many 
small local insurers that write only one or a few selected lines. 

It should be noted that the movement to multiple-line insurance also 
includes the development of multiple-line contracts .. For example, the 
"homeowner's policy" encompasses fire, theft and liability insurance 
in one contract. Finally, the development of insurance groups that 
include affiliated life insurance and title insurance companies has led 
to the concept known as "all lines" insurance. Affiliation of life and 
P-L insurance companies is prevalent among large groups. . 

The reporting of P-L insurance by specified lines is a requirement 
in the convention statement (blank) required by the National Asso
ciation of Insurance Commissioners (N AI C). The 23 specific lines 
of business listed in the convention blank with the reference number 
for each line as shown in the blank are shown below: 

Line of busine8s 
1. Fire 
2. Extended coverage 
3. Other allied lines 
4. Homeowner's multiple peril 
5. Commercia!l multiple peril 
6. Earthquake 
7. Growing crops 
8. Ocean marine 
9. Inland marine 

14. Group accident and health 
15. All other accident and health 
16. Workmen's compensation 
17. Liability other than auto (bodily injury) 
18. Liability other than auto (property damage) 
19. Auto liability (bodily injury) 
20. Auto liability (property damage) 
21. Auto physical damage 
22. Aircraft physical damage 
23. Fidelity 
24. Surety 
25. Glass 
26. Burglary and theft 
27. Boiler and machinery 

For the purpose of the Study these 23 lines (plus "miscellaneous") 
are combined in eight major categories of related insurance lines. This 
classification of data for the Study P-L sample is reported and dis
cussed.in sec. J.2.h. A visual examination of the distribution of lines 
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of the sample does not show significant departure from industry-wide 
activity. 

As discussed earlier the volume of net premiums written is a satis
factory proxy for the relative asset size and degree of concentration in 
the P"":'L industry.418 While net premiums written indicate the volume 
of insurance retained by an insurer, gross premiums from direct 
business written reflect the direct public market activity of an insur
ance company or group.419 Direct premium data available by lines, 
groups and states for 1969 show the concentration and dispersion in 
the P-L industry.42o 

On the basis of the volume of direct premiums written, the three 
automobile lines combined account for approximately 46.2 percent of 
all P-L premiums. This of course explains the considerable attention 
focused on regulation and ratemaking in automobile insurance by the 
industry, governments and the public. Workmen's compensation fol
lows with 11.8 percent, while none of the other 19 individual lines 
accounts for 10 percent of the industry.421 Including all miscellaneuos 
lines as one line, 10 different insurance groups write the most direct 
premiums on a nationwide basis in one or more of the 24 lines. When 
all P-L lines are combined the dispersion in the industry is indicated 
most clearly since the largest P-L group in terms of direct premiums 
written (State Farm) 'accounts for approximately six percent of the 
industry, the second largest group (Allstate) accounts for five percent 
and the next three groups write four percent each. The 10 largest 
groups combined had 38 percent of the industry direct premiums 
III 1969. . 

Premium volume in the several states is consistent with the general 
geographic distribution of wealth and population nationwide. Led by 
California with 11.7 percent, New York with 11.4 percent, Illinois 
with 6.6 percenta,nd Texas with 5.5 percent, the 10 }largest sta,tes in 
terms of direct premium volume account for about 60 percent of the 
national total. In the leading state (California) the underwriter with 
the largest share (State Farm) has only seven percent of the total. 
Similar dispersion is found in the other large volume states. The high
est concentration by leading lmderwriter in a state is 17 percent 
of direct premiums in Hawaii (Hartford Group). 

In summary, it is evident that the la,rgest P-L groups do a major 
portion of nationwide insurance underwriting. However there is con
siderable dispersion of the business among these large groups and, 
to a lesser extent, 'among local and regional P -L insurers. 

<1' Npt premlum~ wrlttp,n are "pfined fl" gro"s premiums from i!lrect bUAlness written, 
plus reinsurance aSRumed from other writers. less rpinsurRnce ceded to other compnnles . 

.,. Tn~u~Rncp IA R01(1 throngh two m".;o~ ~'RtemR of dlstlrbutlon. One mn~or system In
volves Independent or px('ll1slvp agenci!)A and accounts for 70 pprcl'nt of Industry prpmlums. 
The other system, Involving direct seiling by the Insurer's own sales employees, had been 
Increasing Its share of the mnrket In rpcent years. The direct seiling method Is not to be 
confused with the volume of direct premiums written cited In the text above which refiects 
total sales regardless of seiling method . 

• 20 'l'he "ntn th"t follow in this suhsectlon relAte to HIll.!) ani! nre tAken from "Insurnnce 
Premium Distribution," Best'8 Review: Property/Liability In8urance Edition at 10-12 
(June 1970) . 

• 21 It shonld he noh'if thAt ~In('e underwriting exnerlpnce ani! the !<17.e ani! timing of rate 
adjustments vary from line to line. prl'mlum ~volume and underwriting profit per line Is 
not related In a consistent faRhlon. Hence. the large premium volume automobile lines 
generally have been large loserR In rpcent years while. for example. the smallpr workmen's 
comppnsation IInp hAS been nrofltnble for mnny Insurers. A similAr relatlonRhlp exists 
geographically whPreln a small volume line In one stAte mav be relatively profttable while 
a larger volume line In another state will generate disproportionate underwriting lOoSses. 
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c. Regulation 
Property-liability insurance companies are subject to regulation 

primarily by the states rather than by the federal government.422 The 
areas in which federal regulation has some viabihty are taxation.423 
the securities laws 424 and to some extent the antitrust laws.425 

State regulation on the other hand has flourished, reaching every 
aspect of the industry from ra;te setting and underwriting to invest
ments of -assets, corporate acquisitions and holding -companies. Each 
state has its own laws and regulations which are administered for 
both life and nonlife insurance by a state insurance department head
ed by an insurance superintendent, director or most often a commis
sioner. The insurance dep-artment administers the law with vested 
legislative and quasi-judicial powers to make rules and regulations 
and hold hearings. Actions of the insurance department a·re subject 
to judicial review. The primary objective of state regulation is protec
tion of policyholders although revenue, production through taxa
tion 426 is also a major consideration. Toward these objectives state 
regulation enters all phases of the insurance business including re
stricting investment, conducting 'periodic financial examinations, ap
proving policies and rates and lIcensing companies, agents, brokers, 
etc.427 

The major force in the industry that brings about a degree of uni
formity in regulation in the several states is the National Association 
of Insurance Commissioners (N AI C). This organization is -a signifi
cant factor in insurance regulation through its standing committees, 
studies of special problems, standardization of reports and preparation 
of model laws. In spite of this effort; the laws of the states differ in 
many respects. This lack of uniformity is tempered in practice for the 
large insurers doing business in the major states by the fact that New 
York's insurance law requires foreign (non-New York domiciled) in
surers substantially to comply with the requirements of New York for 
domestic insurers. Because few states are more restrictive than New 
York and because most large companies and groups do business there, 
the New York standards amount to a national standard for most 
purposes.4218 

In the subsections that follow, the relationships between re~lation 
and ('1) entry conditions, (2) organization including subSIdiaries, 
(3) noninsurance holding compames and (4) portfolIo investments 

"'Untll the South-Ea8tern Underwriter8 case, 322 U.S. (1944), it had been. assumed 
that the business of Insurance was subject to only state regulation. The Court held that 

Insurance business conducted across state lines Is Interstate commerce and subject to the 
antitrust laws. The subsequent passage of the MCCarran Act In 1945 restored much of the 
status quo ante . 

... Property-llablllty Insurers are taxed under the provisions of subchapter L of the 
Internal Revenue Code. Iu general, federal taxation of property-liability COmpanies Is 
similar to that of other commercial corporate enterprises . 

... Although contracts of Insurance are exempt from coverage as securities under the 
act~ other securities Issued by property-liability companies would generally be covered. 

• The McCarran-FerguRon Act. 15 U.S.C. §§ 1011-15 (1965), ch. 209. 59 Stat. 33 
(1,941», provides that the business of insurance be subject to regulation and taxation by 
the several states and In general It makes the federal antitrust laws applicable to the 
business of Insurance only to the extent that such business Is not regulated by state law . 

• '" The most signIficant method of Insurance company taxation by states Is In the form 
of a tax on premium volume. 

"" .Tohn D. Long. and Davis W. Greg, (editors), Property and Liability Insurance Hand
book 982 (Richard D. Irwin, Inc .• 1965) . 

... In some respectR certnln property-liability companies consider either their own 
domiciliary state or some other state such as Illinois or Maryland to be most restrictive In 
the Investment area. (See ,Study responses, sec. J.2.a.) New York. however, serves as a 
meaningful general standard and further regulatory discussion here Is based on It. 

53-940 Q-71-pt. 2---43 
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will be discussed. The final subsection summarizes current develop
ments in the industry and the direction of future regulation. 

(1) Entry condition8.-New York State Insurance Law specifies 
that no person, firm, association, corporation or company can do an 
insurance business in the state unless authorized to do so by the Super
intendent of Insurance, who may issue a, license to any insurer to do in 
New York State the specific kind or kinds of insurance business for 
which such insurer is qU'alified under the insurance law and under 
its charter. Under section 40 the Superintendent is empowered, in 
addition to issuing licenses to .insurers, to order a licensed insurer 
to comply with all applicable sections of the insurance law, to assess 
certain penalties and to amend or revoke licenses. These licensing re
quirements apply to domestic, foreign and alien insurers. To qualify 
for continuation of the license an annual statement for each insurer 
in prescribed form reflecting the condition of the insurer on the pre
ceding December 31 must be filed with the Superintendent by the first 
day of March each year. Licenses of domestic insurers have an indefi
nite term while foreign and 'alien insurers face annual renewal. 

Stock or mutual insurance companies may be incorporated in New 
York as provided in section 48 of the Insurance Law. The company's 
charter must specify the kind or kinds of insurance business, as de
fined in section 46, that it intends to do. Before licensing any such 
corporation the Superintendent must determine that the minimum ini
tial capital and surplus required by law has been paid in and is 
possessed by the corporation as cash or eligible investments. The 
specific amounts of capital and surplus required for various domestic, 
foreign and alien insurers are described below in sec. I.1.c (4). 

A foreign or alien insurer seeking to be licensed must file with the 
superintendent copies of its charter, by-laws, statements of financial 
condition including paid-in-capital and surplus, statement of the 
kind or kinds of insurance business to be done and other such docu
ments. After conducting an examination of the company's affairs the 
Superintendent may issue a license authorizing the insurer to conduct 
the insurance business specified in New York if it is shown that the 
company complies substantially with all requirements and limitations 
of the insurance law. No foreign or alien insurer shall be authorized 
to do business in New York State if it does in New York or elsewhere 
any kind of business other than an insurance business and such busi
ness as is properly incidental to the kind or kinds of insurance business 
which it is licensed to do in New York State. Renewal of the license 
is based on continued satisfaction of all of the above requirements. 

It should be noted that an insurance company must be similarly 
licensed by the insurance department in each and every state in which 
it desires to do an insurance business. Each insurer must comply with 
the law and regulations of each such state including the filing of 
annual statements and other required reports. Section 61 of the New 
York Insurance Law effectively discourages discriminatory tax and 
regulatorv burdens upon its domiciliaries operating in other states 
by providing automatic and equal reprisal against those other states' 
domiciliaries doing like business in New York State. All states have 
retaliatory laws covering all requirements and limitations of the in
surance law. 

(2) Industry st1'UCture: sub8idiaries of in.mra'IUJe compa;nies.-In 
general, P-L companies are permitted relatively great latitude in the 
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amount of investment in different types of affiliated (subsidiary) 
companies as well as in the amount and type of regular portfolio 
investment. The "portfolio investment" just referred to includes those 
investments acquired in the normal course of managing a portfolio 
of securities exclusively for investment income and capital gain while 
investment in affiliated companies is distinguished by a marked degree 
of control and presumably a permanent or semi-permanent positIOn. 

Regulation as it pertains to regular portfolio investment in P-L 
insurance companies is discussed in the next subsection. With regard 
to "regular portfolio investments" it will suffice here to note that 
section 87 and other sections of the New York Insurance Law 429 

limit the total investment in anyone institution, except classes of 
governmental obligations eligible for minimum capital investment, 
to a maximum of 10 percent of the investing insurer's admitted assets, 
unless the investment qualifies (a) under section 86 as an investment 
in another insurer or (b) under section 85-a as an investment in a 
subsidiary company doing a specified financial or insurance related 
business.43o 

Section 86 applies only to investment by one domestic P-L insur
ance company m other insurers after the former has met its minimum 
required capital and reserve investments 'according to sections 79 
and 80. It specifies that the total direct investment together with 
indirect investment through intermediate subsidiaries must not ex
ceed the greater of (a) 35 percent of surplus to policyholders of the 
acquiring insurer or (b) 50 percent' of the acquirer's surplus over 
and above its liabilities and capital.431 This is not particularly restric
tive 432 as evidenced by the wide-spread development of groups of 
affiliated insurance companies, as discussed in Study section 1.2 that fol-
10'Y's. Furthermore, the existence in an insurance group of a non
insurance holding company at the top of the ownership chain allows 
essentially unrestricted affiliation between insurance companies. 

In addItion to investment in other insurers as above, under section 
85-a, enacted in 1969, a domestic P-L company may invest in or ac
quire one or more solvent corporations engaged in any of the following 
businesses after it has satisfied its minimum capital and reserve in
veStment requirements. 

(a) insurance agent 
(b) securities broker or dealer investing or trading for its 

parent or any affiliate 
(c) management, sales or other service to any investment com

pany subject to the Investment Company Act of 1940 as amended 
( d) in vestment adviser 
(e) insurance related functions including actuarial, loss pre

vention, safety engineering, data processing, etc. 
(f) pension fund administrator 
(g) ownership and management of assets which the parent 

could itself own and manage 

... New York Insurance Law (McKinney) Is used for !11ustratlve purposes. See Study 
sec. I.1.c, Introductory paragraphs. 

"'Should an Investment Rubject to Rcetlon 87 appreciate to the point where It amounted 
to more than 10 percent of admitted assets, that Investment above 10 percent could no 
lonll'er be Included as admitted assets. 

d; N.Y. Ins. Law § 86 (McKinney 1966) allows that these Investments may through sub· 
sequent appreciation Increase to 50 percent and 60 percent In place of the amounts spe· 
clfled above In (al and (bl respectively . 

... There have been two Instances recently that required some adjustment In the organl· 
zatlon of two groups. 
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(h) administrative agent for government instrumentality per
forming an insurance function 

(i) financing insurance premiums 
(j) any other business activity reasonably ancillary to an in

surance business 
(k) a holding company owning businesses specified above in 

( a) through (j ) and/or other insurers as limited by section 86 
For the above investments to qualify under section 85-a the im

mediate parent insurance company must within one year acquira at 
least 95 percent of the subsidiary's outstanding voting stock 433 exceJ?t 
that with respect to anyone subsidiary in each chain of ownershIp 
from the domestic insurer parent, ownership of not less than a ma
jority of the outstanding voting stock is permitted. 

The law also requires that 90 days prior to acquiring a majority 
position in any corporation pursuant to section 85-a. the acquiring 
corporation must file a notice of intention with the Superintendent. 
The Superintendent may prohibit the proposed acquisition if it is 
fou?d to be contrar.Y to law or the best interests of the parent insurer's 
polIc'yholders or the people of the State of New York. 

(~) N onin8nrance holdinq c01npanie8: inve8tment8 and reqttla
tions.-Until 1967 or 1968 the concept of the noninsurance holding com
pan'y 434 did not exist to an'y significant degree. Developments since 
that time involving noninsurance holding companies and the acquisi
tion of insurance groups by them have had a marked impact on the in
dustry and new regulations have resulted where the laws previously 
were silent. These developments and their background are described 
below. 

As discussed in the next subsection of this chapter, the insurance 
law as it pertains to P-L company investments is focused on the safety 
nnd liquidity of the insurer and specifies that minimum required capI
tal investment must be invested in certain assets that are quite liquid 
and supposedly possess minimal financial risk. Beyond these require
ments the law provides only certain prohibitions and limitations on the 
concentration of investment. Portfolio managers of stock P-L com
panies have been able to invest significant amounts in common stock. 
They benefited from the long-term rise in stock market prices; the 
value of their portfolios increased since stocks are carried at market 
value and this is then reflected in expanded policyholders surplus.435 

This expanded surplus (assets) provides a growing base for expand
ing insurance underwriting or increasing dividend payout to stock-

.... Furthermore. Rpction 4R1-" enacted In 1969 provlnes that any parent company nlrectly 
or Indirectly ownlnjt at least 95 percent of the voting Rtock of a domestic company may 
acquire all of the remalnlnjt outstanding shares by exchange of stock or cash. N.Y. Ins. J,aw 
§ 4F!1-a (McKinney 1969 Supp.) . 

... A holrllng rompany Is onp that rllrectly or Indirectly controls another company. A 
nonlnsurance holding company, as used In this chapter of the Study. Is a company that 
Is not licensed and authorlzen to 110 an Insurance business. An Insurance hoMing com
pany Is a licensed ann authorized Insurer that controls another company. As defined here 
Insurance holding companies are very widely used In stock Insurance groups. 

"'" Conceptually, pollcyholrlers Rurplus Is equivalent to common stock equity or net 
worth. The surplus that excepns thp minimum requlren surplus that Is judged to be adequate 
to support the volume of undprwrlting bplng done by the company represents excess assets. 
Someone colnen the expression "surplus-surplus" and this unfortunate terminology Is 
widely u~ed In the poL Industry and In the press. Althoujth Insurance regulation expresses 
requirements In terms of capital and surplus It Is, of course the assets that are meaningful 
In mpeting obligations. Instead of "surplus-surplus," the condition Is brought Into focus 
more appropriately with the expression "excess assets." 
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holders.436 Since the latter alternaJtive would involve liquidating port
folio assets and being subject to capital gains tax on the realized 
gains, it has not been used widely. At the same time the alternative of 
using the growing capacity by expanding the underwriting business 
has been followed to some extent by P-L companies through natural 
premium growth as opposed to aggressive expansion of underwriting. 
However, many observers of the industry have felt that P-L under
writing experience was bad and getting worse and that the long-run 
profit potential in P-L insurance underwriting was not good.437 

These circumstances and interpretations led the market to place rel
atively low valuation and low price-earnings multiples on the publlcly 
traded shares of P-L companies since the P-L industry was regarded 
as having relatively low growth, low return on investment and poor 
('xpectations for improvement. 

Obviously the opportunity to expand into noninsurance areas such 
as financial services that would interface with their insurance business 
or allow them to make use of existing knowledge and experience in the 
investment-finance area would be attractive. This prospect was frus
trated by investment restrictions on insurance company assets until 
the same holding company concept employed in the banking industry 
was applied in some insurance groups. The process was to reorganize. 
the insurance group with an exchange of the outstanding shares of the 
parent insurance companies for the shares of a newly formed nonin
Rurance holding company. The affiliated insurance companies could 
distribute excess assets to the holding company as a dividend for re
investment by the new, unregulated company. Since the subsidiaries 
are generally wholly owned, consolidated reporting for federal income 
tax purposes makes the asset distributions tax free and, in addition, 
losses in one subsidiary can be written off against profits in another. 
These are significant tax benefits.438 

With these and other incentives, large insurance groups such as 
CN A, INA, Continental and Great American formed noninsurance 
holding companies during the late 1960's. Concurrently with these 
changes within the insurance industry companies outside of the in
surance business became aware of the numerous investment advantages 
of the noninsurance holding company. Several P-L insurance com
panies or groups were acquired by noninsurance companies during 
1968.439 

In several cases very sizable dividends subsequently were distrib
uted to the parent holding company.440 Perhaps the most famous situ-

• .. It should be noted that part of the enlarged capacity for underwrltlngs may prove 
ephemeral depending upon downturns In market values of stock. Such has been the 
experience In the 1969 market slump. 

"" As mentioned elsewhere, the measurement of profits In the P-L Insurance business 
Is most difficult and It Is the subject of considerable controversy. See Hearings before the 
Subcommittee on Antitrust aud Monopoly of the Committee on the Judiciary, U.S. Senate, 
90th -Congress, Vol. 13 and 14 (1968) . 

... New York Insurnn('p I,aw, I 76 nllowR a dompstlc Insurance company to borrow under 
very limiting circumstances and conditions. A nonlnsurance holding company has no such 
restriction nnd a few groups, such as the St. Paul Companies and CNA Financial, have 
Issued long-term debt securities . 

... Ree sec. I.2.c. 
44. See. for example. "The Bllllon-DoIlar Insurance Caper," Forbe8, October Hi, 1970, 

at 66-68. It should be noted. however. that this article overstates the s1tu~tlon sig
nificantly by Including the fuIl $465 million Continental Insurance (N.Y.) dividend to Its 
holding company. Only $65 ml\llon of this was a conventional dividend paid In portfolio 
securities while $217 ml\llon was part of a corporate rporgllnlzatlon and $187 million 
was a canceIlatlon of Intragroup obllglltlons between affiliates. At least $216 ml\llon 
should not be considered to be a dividend In the usual sense of the word. 
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ation was the $171 million dividend in portfolio securities which was 
paid by the Great American insurance group to its new noninsurance 
parent, National General Corporation.441 

These developments, including the organization of noninsurance 
holding companies by insurers, the acquisItion of insurance groups by 
non insurance companies and the distribution of significant amounts 
of assets from insurance subsidiaries triggered studies of holding com
panies by the NAIC and New York. State Insurance Department. 
Regulatory legislation in several states including New York soon fol
lowed. Additions to the Insurance Law in New York (1) provided 
stringent tests and limits on the amounts of dividends that could be 
distributed 442 and (2) required registration with the superintendent 
of noninsurance holding companies 443 (th!lJt is own 10 percent or more 
of the voting securities of domestic insurers). Section 69-e also requires 
that certain transactions between domestic insurers and noninsurance 
holding companies need advance notice to, and approval by, the Super
intendent. Significantly, section 69-f requires that anyone other than 
an authorized insurer seeking to acquire control of any domestic in
surer must receive approval in advance from the Superintendent. 

Other states have acted similarly. For example, stringent terms were 
imposed before the 1970 acquisition of the Hartford Group by ITT was 
approved by the Insurance Commissioner in Connecticut. No other 
significant acquisitions by noninsurers have been noted since then. 

(4) Portfolio investments.444-This section describes the major pro
visIOns of the New York insurance law as it pertains to investment by 
property-liability companies. 

In order to understand the investment restriction section of New 
York Law, one must first be aware of the provisions establishing min
imum capital and surplus requirements for authorized insurers. Like 
other states, New York imposes certain minimum financial require
ments on insurance companies wishing to do business in the state.445 

They are not, of course, identical for all types of companies such as 
stock aild mutual, nor for all lines of insurance, but fairly typical are 
the minimum paid-in capital and surplus 446 requirements for stock 
companies.447 The paid-in capital and mitial paid-in-surplus require
ments vary by line and combination of lines of business. The initial 
paid-in-surplus must be equal to 50 percent of the required amount of 
paid-in-surplus for most lines other than fire and mn,rine. These min
imum initial capital requirements must be maintained thereafter . 

.. , WIth thl. dlstrlhutlon of assets equal to over 50 percent of policyholders' surplus 
and wIth the decline In value of the remaInIng- portfOlio of Great AmerIcan stemmIng from 
the stock market slide In 1969 and early 1970, they have since been cIted for vIolation 
of § 86 of New York Insurance Law .. 

... N.Y. Ins. Law §§ 313 and 343 (McKInney SuPP. 1969) . 

.. 3 [tI., § 69-c . 

... Thl' U.S. Intprnal Revenue Code taxI's P-L companies as regular commercIal enter· 
prlses. The most notewortby aspect for Investment Is that tax·exempt Interest Income 
on municipal bonds becomes less attractive when underwriting- experience Is sufficiently 
bad, and profitable Insuro nce business or nonlnsurnnce subsidiaries make Investment In 
municipals more attractive . 

••• N.Y. Ins. Law §§ 311 and 341 (McKInney 1966) . 
... Pald·ln·capltal ~nd surplus refer to the balance sheet accounts that represent the 

amount of equity that founders of an insurance company must supply and Invest per· 
manently In the company . 

... N.Y. Ins. Law §§ 311 and 341 (McKinney 19!}6). 
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Table VI-l34 be10\~ illustrates some of the minimum capital and 

surplus requirements. 

TABLE VI-l34 

New York Capital and Surplus Requirements 

Single Line I Additional Llne-lr-
Line of Insurance Capital Surplus Capital Surplus 

Glass $100,000 $ 50,000 $ 50,000 $ 25,000 
Property Damage liability 100,000 50,000 50,000 25,000 
Burglary and Theft 200,000 100,000 150,000 75,000 
~lorkmen 1 s Compensation 200,000 100,000 150,000 75,000 
Fire 250,000 250,000 250,000 250,000 
Personal Injury Liability 300,000 150,000 250,000 125,000 
Fidelity and Surety 500,000 250,000 450,000 225,000 

Combination: Fire and 
Marine plus all allied 500,000 500,000 
fire lines 

Combination: Complete 
multiple line~--fire or 500\000 3,475,000~ 

marine company l' 

__ 1 __ ' For a company that has provided the required minimum capital , 
and surplus for any single line, the required capital for each additionaf 
line is reduced by $50,000 in most cases. 

-1-' N.Y. Ins. Law § 34l(l)(f) (McKinney 1966). 

*' After formation minimum required surplus to policyholders is 
$2,200,000. 
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Foreign (domiciled in another state) property-liability companies 
must maintain the same minimum capital and surplus required of 
domestic companies doing a like business. Alien (not domioiled in the 
U.S.) companies have the same minimum capital requirements plus 
a required minimum initial trusteed surplus equal to 150 percent of 
capital for aU lines except fire and marme for which 200 percent is 
required. Perhaps the most significant aspect of these requirements 
is that there is only it modest concession in the initial capital and sur
plus required for complete multiple line companies. The initial re
quirement is essentially the sum of the single line requirements. 

Deposits with the state are a:lso required. Authorization to do 
business for stock casualty and/or surety insurers calls for a deposit 
with the Superintendent of Insurance of eligible securities worth 
$250,000, or the amount required as minimum capital for the kinds 
of business for which the company is licensed, whichever is less, but 
in no case shall the deposit be less than $200,000. These deposit re
quirements 'are imposed on foreign and domestic companies. Foreign 
insurers can satisfy this requirement by showing a like deposit in 
their state of incorporation. 

New York's regulation of investments can be divided into three 
stages: (1) the investment of minimum capitall'e<J,uirements, that is, 
the minimum net worth prescribed by statute,448 (2) the investment 
of reserve funds,449 and (3) the investment of excess funds.460 

A domestic company shall invest an amount equal to its minimum 
capital required by law or if a stock company, an amount equal to 
the requil-ed minimum surplus, whichever is greater, in only (1) ob
ligations of the United States Government or its guaranteed agency 
obligations, (2) direct obligations of New York State or its political 
subdivisions, (3) direct obligations of other states and (4) certain 
mortgage loans on real estate located in New York State.451 Sixty
percent of this total must be invested in the first two classes of securi-
ties above. ' 

Having satisfied this minimum capital investment obligation, an 
insurer, other thana life company, must invest in only the securities 
listed in section 81 of the law until, when valued in accordance with 
the provisions of the law, the sum of section 81 investment plus cash 
and 'minimum capital investments equals or exceeds 50 percent of 
the aggregate of its unearned premium and loss reserves. Invest
ments acquired to satisfy section 80 must be interest bearing or in
come paying. Major categories of section 81 investments are sum
mari7.ed below.452 

1. Government obligations. Federal, state, city or county bonds if 
the interest and principal are payable from taxes or revenues. 

, .. N.Y. Ins. Law § 79 (M~Klnney 1966). 
". There are several types of reserve funds required by law, but the two of relevance 

here are: 
TJnearnen Premium Re~erve. That part of the paid premium applicable to the unex

pired part of the polley period. 
LoBS Rt'Rt'rve. A fund In an amount estimated to provide for the payment of all 

losses or claims Incurrpd prior to the date of ~tatpment which are unpaid as of such 
date and for which such Insllrer may be liable. This amount Includt'B estimates to 
provide for thp t'xnenRe of adfufOtment or settlement of such claim. 
N.Y. Ins. Law §§ 80 and 81 (McKinney Supp. 1969).. 

'5O Tfl .. * R5 • ... 'ff .. § Ill. 
, .. N.Y. Ins. Law ~ Rl (McKlnnpv SuPP. 1969\ lists 19 carpfully dpflned catOO'orles of 

Inve~tmpnt8 and d.Pllcrlhp~ In dptall tp~ts. ollallftcatlonR and limits on size of Investment 
at cost relative to size of the Issue, Issuer and Investing Insurer. 
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2. Corporation obligations. The coryoration must be organized un
der U.S. laws, be solvent, and the oblIgation must have fixed interest. 
and pass specified earnings tests. These obligations include bonds, 
debentures and notes. 

3. Preferred or guaranteed stock. The corporation must meet cer-
tain dividend coverage and other tests. . 

4. Trustees' obligations or equipment trust certificates. Only if ade-
quately secured. 

5. Bankers' acceptances eligible for Federal Rese~v~ member .banks. 
6. First mortgage bonds or notes. Narrow restrICtIOns applIed. 
7. Real estate. Under narrow restrictions. 
8. Foreign investments. Limited amounts of investments in Canada 

and other countries in which the insurer does business so long as the 
kind and quality is similar to those investments described in the pre
ceding seven classes. 

9. Stock and evidences of indebtedness of housing companies ac-
quiring income-producing property. Narrowly restric.ted. . 

10. Stock of a Federal Home Loan Bank. ApplIes only to lIfe 
insurers. 

11. Obligations issued or guaranteed by the International Bank for 
Reconstruction and Development, Inter-American Development Bank 
or the Asian Development Bank. Limited amount. 

12. The shares of a savings and loan or building association or the 
savings accounts of same'if insured by FSLIC. 

13. Common stocks or sha.res. Carefully restricted qualifications 
which in practice do not actually restrict common stock investment 
of property-liability insurers. 

14. Any security or investment that qualifies under other subdivi
sions of § 81 regardless of its possession of equity provisions such as 
convertibility. 

15. Production payments. Must be adequately secured and not have 
predominant speculative elements. 

16. Stocks and obligations of mortgage companies. Tightly restrict
ed. Requires approval of the Superintendent. 

17. Investments which do not qualify or aTe not permitted under 
any other subdivision of this section. The "basket clause" is limited 
to 3.5 percent of assets and it is pertinent to life insurance companie,-, 
only. 

18. Personal propert.y. Restricted and limited in size. 
19. Adequatel:y secured noncorporate obligations. 
Once a domestw nonlife insurance company has satisfied the require

ments for minimum capital investments and has accumulated and 
maintains reserve investments as specified in section 80 it may invest 
any portion of the remainder of its funds in any class of investments 
eligible under section 81 and any stock or shares, bonds or obligations, 
any similar instruments representing the same, or certain loans se
cured by life insurance cash surrender values, with the following ex
ceptions as prohibited investments: 

1. Obligations of insolvent corporations. 
2. Mortgages or deeds of trust not qualifying under section 81. 
3. Stock of the investing insurer. 
4. Acquisitions that would give the insurer ownership of a majority 

of the outstanding stock of a corporation. 
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5. Any investment which is found by the Superintendent to be 
against public policy or designed to evade any prohibition of the sta
tutes. 

In addition, section 87 limits investments in the securities of any 
one institution, except for investment in section 79 governmental se
curities and investment in section 86 insurance companies, to no more 
than 10 percent of the investor's admitted assets. 

Section 90 gives the Superintendent the power to refuse a license 
to any foreign insurer if he finds its investments do not comply in 
substance with the investment requirements and limitations imposed 
upon like domestic companies doing the same kind of insurance busi
ness. 

It should be noted that in conversations with a member of the New 
York Insurance Department, it was stated that as a matter of course, 
a company's invesments in government obligations under Section 79 
(investment of minimum capital) will almost always satisfy the re
quirements of section 80 (50 percent of the aggregate of unearned 
premium and loss reserve) and that as a practical matter, it is section 
85 that controls their investments, rather than section 81. 

( 5) Ourrent and future developments relating to regulation.-The 
preceding discussion emphasizes that with minor exceptions regula
tion of the P-L insurance business at present is at the state' level. Some 
recent and current activities and developments at both the state and 
federal levels indicate that significant changes in the P-L insurance 
industry and its regulation are likely in the future. Individually and 
collectively these developments are the harbinger of changes that will 
affect P-L insurance company operations, profits, cash flows and in
vestments. The extent to and specific manner in which these changes 
will affect the industry are unknown. Some of the major activities and 
developments are noted briefly below. 

1. The Subcommittee on Antitrust and Monopoly of the Committee 
on the Judiciary of the U.S. Senate has been investigating automobile 
insurance for many months and the Chairman of that Subcommittee, 
Senator Philip A. Hart, introduced in 1970 three bills related to these 
hearings.453 Hearings before the Subcommittee have covered many 
aspects of insurance operations including the overall profitability of 
P-L insurers. 

2. Pursuant to a 'resolution of Congress, the Department of Trans
portation has been conducting an extensive study of all aspects of 
automobile insurance for more than two yea.rs. Its final report is ex
pected early in 1971. 

3. Several states have required recognition in ratemaking of some 
part of investment income. A recent landmark decision of the Texas 
Board of Insurance has determined that, after an expenses including 
taxes, and taking into account income from all sources, automobile 
insurance rates should provide a rate of return of about 11.5 percent.454 

This return is comparable to the ten-year Standard and Poor's Indus
trials average return. At hearings in New Jersey the same proposal is 

.53 84339. 84340 and 84341, 91st Cong., 2 8ess . 

... The P-L Insurance Industry and the A.I.C.P.A. are currently discussing changes III 
the form of InclUSion of realized and unrealized capital gains In financial statements for 
shareholders. 
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under consideration. The National Association of Insurance Com
missioners also is studying actively the matter of investment income 
and overall profitability. 

4. The Congress has passed legislation such as the Urban Property 
Protection and Reinsurance Act of 1968 by which the Federal Govern
ment directly or indirectly assumes an additional role in the insur
ance business in high risk areas. More recently, under the Housing 
and Urban Development Act' of 1970 the Federal Government is ex
pected to provide crime insurance in high crime rate areas where cov
erage is not available from private sources at reasonable rates. 

5. A number of proposals have been developed which would pro
vide benefits regardless of fault to persons injured in auto accidents. 
Massachusetts has enacted a limited no-fault insurance law which be
COmes effective January 1, 1971. This is the first significant modifica
tion to the use of the controversial tort liability system, a system which 
some claim is slow, expensive and discrimina;tory in compensating 
people injured in auto accidents. Serious consideration of SIgnificant 
msurance law reform can be expected in other states. 

6. New York has enacted law restricting the ability of insurance 
companies to cancel automobile and some other insurance policies 455 

except under certain specified conditions such as nonpayment of pre
miums. In all, 39 states have enacted legislation restrictmg the rights 
of insurers to cancel auto insurance policies.456 

7. Laws have been passed recently at the state level that pertain 
to the acquisition of insurance companies and federal legislation in 
this area was passed by the U.S. Senate in 1970.457 Several states have 
passed laws regUlating the activities of insurance holding companies. 

8. The Commerce Committee of the U.S. Senate has reported a 
bill 458 that, if enacted, would establish a Federal Insurance Guaranty 
Corporation to protect third party claimants and policyholders for 
losses incurred and for recovery of unearned premiums. This bill a,p
plies to all lines of insurance other than life, title, disability, mortgage 
guaranty and ocean marine. 

In summary the above activities including investigations and legis
lation show great attention at the federal level being given automobile 
insurance and the insured public. Inevitably the question must be 
raised as to whether a business conducted nationally across state lines 
can respond to increasingly intense supervision from 50 state regula-. 
tory bodies without impairing its capacity to serve the insuring public. 
In many respects it is a question of the quantity rather than the quality 
of state re~ulation. The system of fragmentation of regulation across 
the several states, although awkward in many respects, is well en
trenched.459 

2. Property-Liability Insurance Groups and Complexes 

Information on the development of groups of P-L companies and 
their subsequent extension into other activities through affiliates pro-

"" N.Y. Ins. Law §§ 167-a and 167-b (McKinney SuPp. 1969). 
'56 See Note, "Automobile Insurance--Cancellatlons and Refusals to Renew-The Legis· 

lative Response," 9 B.O.Ind. and Gom. L. Rev. 998 (1968) • 
... S3431, 91st Cong., 2d Sess. (1970) . 
• 58 S2236, 91st Cong .. 2d Sess. (1970). 
'59 For more extensive dlscusslou see John O. Day, "Economic Regulation of $nsurance 

In the United States," Department of Transportation Automobile Insurance and Com· 
pensatlon Study, U.S. Department of Transportation 51-77 (July, 1970). 
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vides a foundation for discussion of the in vestment organization and 
management of P-L groups. The degree of P-L group mvolvement in 
other financial activities is of general interest as a part of the trend 
toward financial integration and of particular interest to the extent 
that it influences the type, amount and flow of the complex's invest
ment activities. 
a. Insurance companies affiliated in groups 

(1) Property-liability companies 
A student of corporate organization and control looking for the 

first time at the P-L insurance industry in 1970 would observe an un
usual if not unique organizational pattern. Although there are 3,000 
P-L companies operating in the United States, the most siW!ificant 
of the P-L companies control or are under common control wIth other 
P-L companies.460 With a few exceptions among mutual companies, 
this organizational pattern is much more prevalent with stock com
panies since the stock corporation provides direct and complete con
trol through ownership. These P-L insurance groups 461 are composed 
of individual corporate entities but they generally have overlapping 
if not the same boards of directors, managements and staffs. 

Although mergers and concentration among financial institutions 
have been of considerable concern to government and the public in 
recent years, the fact that the development of P-L insurance groups 
goes back to 1898 indicates that it is not just a phenomenon of the 
1960's and 1970's. In 1898 the control of Mechal1lcs and Traders of 
New Orleans was purchased by National Fire of Hartford (now part 
of the CNA Financial Group) and the following year Hartford Fire 
purchased Citizens of Missouri.4G2 These two purchases are reputed 
to be the beginning of "fleet" or "group" operations in the United 
States. Significantly, the original motivation for the affiliation of P-L 
insurance companies by acquisition or by the organization of new sub
sidiaries no longer exists. One early motivation to have affiliations of 
P-L companies was the need to expan!i the insurance marketing or 
agency representation and yet circumvent industry rules that imposed 
agency limitations on single companies. However, a 1944 U.S. Supreme 
Court decision 463 held insurance to be commerce and where insurance 
operations were interstate these industry agency agreements ,,-ere in 
vlOlation of federal antitrust laws. 

The second reason for the affiliation of separate P-L companies was 
that historically in the United Sta,tes insurance regulations, with a 
few exceptions, effectively limited an insurance company to mono
line insurance writing (for example, it could be a fire company but not 
a casualty company, and vice versa). In addition, New York State 
established extraterritorial effect through its prohibitions on multiple 
line writing by ruling that any insurance company doing business in 
N ew York, regardless of state of domicile, must abide substantially by 
New York regulation everywhere it did business. While some states 

... See app. VI-B. In 196R the largest 50 P-L groups wrote 74% and the 25 group" In the 
Study provided 59% of industry net premiums. 

'0' "Insurance group" is ileflned in sec. H. 
·.'!\Iuch of th!s discussion of early insurance group development is from Be8t'8 [n8u/"

ance Report8 (Ftre and Ca8ualtll). viii (66th ed .. 1965). 
(1965) p. viII . 

... U.S. v. South-Eastern Underwriters Association. 322 U.S. 53:! (1944). 
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eased their multiple line restrictions beginning in 1944, New York did 
not change its law until 1949, and Ohio (1955) was the last state to 
permit multiple line insurance companies. 464 Even without the two 
original reasons P-L insurance groups continue to add other P-L com
panies for the purpose of entering new territories, taking on new insur
ance lines or expanding existing lines, writing specialized contracts or 
simply to take advantage of a state's laws that favor corporations 
domiciled there. All of these reasons can be stated in terms of increas
ing the prospective rate of return on investment for the insurance 
group although that aspect is not frequently enunciated. In the insur
ance industry, investment considerations and operations have tradi
tionally been considered to be separate from, if not secondary to, the 
insurance underwriting side of the business. 

The 25 P-L insurance groups covered in the Study have followed 
the industry practice of adding companies. As seen in Table VI-135 
(1) from year-end 1964throug-h December 31,1969 these 25 P-L groups 
increased from 125 to 155 P-L companies. This net increase of 30 
companies is largely from acquisitions or the combination of P-L 
groups into a larger group. Relatively few new P-L companies were 
chartered by these 25 P-L groups during this five year period . 

... John D. Long and Davis W. Gregg (editors), Property and Liability In8urance Hand
book, 731-793 (1965). 
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TABLE VI -135 

Number of Property-Liability Insurance C~mpanies 
in 25 Large P-L Insurance Gr~ups 11 

1969 
B,ank 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
22 
24 
25 

Name of Group or Controlling 
Company 

State Far;n 11 
Allstate 
Continental Insurance ~I 
Aetna Life & Casualty 
Traveler's 
Hartford Fire 
Liberty Mutual 11 
INA 
CNA 11 
Fireman's Fund American 
U.S. Fidelity & Guaranty 
Home 
Nationwide 31 
Employers-COmmercial Union ~I 
Kemper 31 
Royal-Globe 
Crum and Forster 
Employers Insurance of Wausau 11 
American General 71 
Connecticut General §.I 
St. Paul Companies 
Reliance 
Great American 
Chubb 91 
SAFECo-!Q,I 

TOTAL'S 

Number of 
P-L Companies 
1964 21 1969 11 

3 
3 

12 
2 
2 
6 
2 
4 
6 
8 
4 
2 
6 
5 
9 

13 
4 
2 

10 
2 
2 
7 
3 
4 
3 

125 

4 
3 

20 
4 
6 
7 
2 
6 
8 
7 
2 
3 
5 
6 

11 
13 
7 
2 

11 
4 
2 
7 
5 
7 
3 

155 

11 Groups arranged in order of' dollar amount of 1969 net 
property-liability premiums written. Source: Study Form I-57. 

1:/ Best's Insurance Guide with Key Ratings, 59th edition, 
A.M. Best Company (1965), pp. lB-llB 

3/ Mutual company controls group. 
4/ Formerly America Fore-Loyalty 
5/ Formerly Continental Casualty 
&/ Formerly Employers Group 
71 Formerly Maryland Casualty 
81 Formerly Aetna Insurance 
9/ Excludes offices of'S British companies manAged by Chubb. 

101 Formerly General of America 
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(2) Life insurance affiliates 
P-L insurance groups have not remained exclusively in the prop

erty-liabilit.y insurance business. The movement to multiple line con
tracts, multIple line companies and multiple line groups has in most 
cases also included entering the life insurance business. Those groups 
writing health insurance and having life insurance affiliates are re
ferred to as "all-lines" insurance groups. This affiliation with life 
insurance companies is particularly prevalent among the 25 large 
P-L groups in the Study. All but three of these groups have at least 
one active life insurance company as an affiliate. Four P-L groups 
with very large IHe insurance affiliates, Traveler's, Aetna Life and 
Casualty, CN A (Continental Assurance) and Connecticut General· 
are at least as well known for their life business. 

(3) Other insurance related affiliate8 
The largest 25 P-L insurance groups are also likely to have other 

types of Insurance affiliates, including foreign P-L companies (12 
groups), title insurance (5 groups), insurance agencies (13 groups) 
and ancillary financial service companies (15 groups). 

All of the insurance affiliations referred to above are summarized 
on Table VI-136 along with other types of affiliates of financial enter
prises with the 25 P-L insurance groups. 
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TABLE VI-136 

Activities of Insurance Company Complexes: 1/ 
Affiliated Financial Enterprises of 25 poL Groups 

December 31, 1969 

lao Prop.-Liab. Ins.--U.S. 

lb. rrop.-Liab. Ins.--Other 

2. Life Insurance 

3. Accident & Health Ins. 

4. Credit Life Insurance 

5. Title Insurance 

6. Insurance Agency 

7. Mortgage Broker/Banking 

8. Real Estate Manag./Adv. 

9. Commercial Bank 

10. Finance Company 

11. Savings and Loan 

12. Variable Annuity 

1-3. Invest. Adv. Firm 

14. Sec. Broker-Dealer 

15. Small Bus. Invest. Co. 

16. Venture Capital Firm 

17. Investment Banking Firm 

18. Leasing Firm 

19. Other Fin. Service Firm 

20. Holding Company 
TOTAL 

25 

12 

22 

o 

5 

13 

4 

10 

2 

15 

3 

2 

12 

10 

2 

5 

15 

12 

155 

23 

60 

o 

28 

38 

7 

29 

2 

46 

4 

2 

20 

13 

2 

7 

31 

15 

483 

20 

5 

8 

o 

16 

10 

4 

7 

9 

2 

3 

3 

1 

3 

7 

2 

6.2 

0.9 

2.4 

* 
o 

1.1 

1.5 

* 
1.2 

* 
1.8 

* 

* 
0.8 

0.5 

* 

* 
* 

* 
1.2 

0.6 

19.3 

Jj An insurance company complex is defined as including all com
panies directly or indirectly controlling (or controlled by or 
under common control with) the property-liability insurance group. 
Nonfin"lncial enterprises, which are of Significance in only a few 
complexes, are not included in the table above. Source: Form 1-57A. 

* Mean is less than 0.5. 
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b. N onin8Urance holding companie8 and nonin8Ura1J,ce enterpri8e8 
The regulatory aspects of the relatively recent development of the 

noninsurance holding company 465 or insurance groups in insurance 
company complexes 466 as a device for controlling insurance companies 
and other types of enterprises that are not legal investments of insur
ance companies are discussed in section l.1.c (3) .467 

·While insurance holding companies are now subject to some regula
tion under insurance laws they are not subject to regulation of their 
investments as insurance companies. Regulations of P-L insurance 
companies' portfolio investments limits the amount a P-L company 
may invest III anyone noninsurance or noninsurance related company 
to an extent that precludes, with minor exceptions, acquisition of 
control. Consequently, an avenue to corporate affiliation (control) 
of other noninsurance enterprises is to have a noninsurance holding 
company be the P-L insurance group parent company468 

The noninsurance affiliations of large P-L insurance groups to date 
are almost exclusively with financial service enterprises. The most 
noteworthy exception is Allstate's affiliation as a subsidiary of its 
founder Sears, Roebuck and Company, the nation's largest retailer. 
Four other large P-L groups-Great American, Home, Reliance and 
Hartford Fire-also have some nonfinancial affiliations since they 
were acquired by conglomerate nonfinancial holding companies.469 
Control of Great American was attained by National General Cor
poration in October 1968; Home was acquired by City Investing 
Company in December 1968; Reliance was acquired by Leasco Data 
Processing Equipment Company in September 1968, and over 95 per
cent of Hartford Fire had been acquired by the International Tele
phone Company by June 19,.1970. Although these relatively recent 
affiliations inVOlve some nonfinancial affiliates, only information about 
affiliated financia.l enterprises of P-L groups was requested in Form 
I-57. However, consolidated assets and consolidated net income of 
each P-L insurance group complex were collected to provide a measure 
of their overall size.470 

The affiliated financial and nonfinancial enterprises in complexes 
within the 25 P-L groups in the Study had consolidated 471 assets of 
$62,724 472 million at December 31, 1969. The assets of the 25 P-L in
surance group complexes range from $690 million to $9,172 million 
and 17 had assets in excess of $1 billion. Of the total amount $30,767 
million are in the consolidated assets of the 155 U.S. P-L companies 
that comprise the Study sample and include their su.bsidiaries. These 

, .. A noninsurance holding company in the context of this chapter of the Study is a 
company not l!censed or authorized to do an insurance business but it controls an insurance 
company . 

.. " Insurance company complex is defined in the Study as including all companies or 
enterprises directly or indirectly controll!ng (or controlled by or under common control 
with) the P·L insurance group . 

•• 7 For additional discussion of insurance holding companies see "Insurance Giants Move 
into Funds," BU8ine88 Week, March 15, 1969, at 114-118 and "More Aggressive Pol!cy," 
Barron8, JanUarl12, 1970 at 5 and 9 . 

... See subsec. .l.c (2) • 

.... See ch. XV of the Study for case studies describing the Great American, Home 
Insurance and Reliance Insurance transfers of control. .7. The acquisition of Hartford Fire by ITT, which had been contested originally In 
the courts, was carried Qut through a tender offer In 1970. The accompanying discussion 
and data do not Include IT'\.' or its affiliated companies. 

'.1 Technically, mutual group assets are combined rather than consol!dated. 
472 The Insurance company assets are Included on a statutory basis consistent with 

state regulatory authorities which means that equities of P·L companies are at prescribed 
market values and other assets are essentially at cost. 

53-940 O-71-pt. ~4 
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complexes had consolidated net income of $1,221 million 473 for the 
fiscal year ending closest to December 31, 1969. 

The financial affiliates of the large P-L groups are shown in Table 
VI-136. Exclusive of holding companies, approximately 66 percent of 
the financial enterprises reported there involve the insurance business, 
27 percent involve specified noninsurance financial enterprises and 
seven percent are "Other Financial Service Firms." The most signifi
cant types of financial enterprise shown on Table VI-136 were 
finance companies (present in 15 groups), investment advisory firms 
(12 groups), securIties broker-dealers (10 groups) and real estate 
management or advisory firms (9 groups). At least two other P-L 
groups have acquired securities broker-dealer firms during the first 
half of 1970 to continue this trend. Furthermore, although not shown 
directly in Table VI-136, 10 of the Study P-L group complexes 
were already active in the investment company business at the end of 
1969. Their affiliated investment advisers managed $2,364 million of 
mutual fund assets at that date and not included in the previous asset 
total for complexes. In addition three other group complexes have 
entered the mutual fund business or have taken preliminary steps to 
do so during the first six months of 1970. 

J. BEHAVIOR AS PORTFOLIO MANAGERS 

1. The Investment Organization of Property-Liability Groups 

a. A centralized inve8tment department jwrwtion 
Prior to designin~ the method by which information would be 

gathered about P-L Insurance investments, screening interviews were 
held with investment officers from three large P-L groups. Informa
tion about the degree of centralization of P-L investment manage
ment function 'provided conflicting views from this small sample and 
telephone inqUIries to other insurance executives failed to resolve the 
matter. Some felt that investment management was almost always con
solidated and a few others thought that consolidation was the excep
tion. This led to the design of a questjonnaire with a complex identi-
fication numbering scheme. . 

It was decided that the basic questionnaire, Form 1-57, would be 
completed once for each investment department within a P-L insur
ance groUp.474 Although the number of investment departments per 
group was not known in advance" it was not expected to exceed three 
Or four. This required the. complex scheme of I.D. code numbers to 
accommodate the identification of multiple investment departments 
and to permit the assignment of each group company to the proper in
vestment department. 

The results for the 25 Study P-L insurance groups were unspectac
ular. Only four groups ultimately reported that they had more than 

.,. Excluding the netincome of Sears, Roebuck but including the net income of the 
Allstate P-L group would drop the total net income reported here to $871 mlllion. 

Some complexes reported net income that included statutory (unadjusted) P-L insur
ance group net income but at least 14 used an adjusted basis consistent with generally 
accepted accounting principles. The amount of difference that results cannot be estimated . 

• ,. Investment department means that division or group of persons within the P-L 
Insurance group or an affiliated entity which makes day-to-day purchase, sale or hold 
decisions for the securities portfolio, even though some other person or group has ultimate 
responsiblllty over the investments of each company. For example, If a committee of 
investment officers makeR only portfolio recommendations and these recommendations 
are seldom If ever overruled by a group with ultimate authority, the committee of invest- . 
ment officers and its staff ia the investment department for the purposes of the Study. 
This department wUl not neces~rlly be the same as any department In the group that 
may be called the "~nvestment Department." 
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one investment department with two of these groups having two de
partments each, and two other groups having -three investment depart
ments. A total of nine P-L companies are managed by the six sub
ordinate investment departments. Three of these departments repre
sent a total of four companies acquired during 1969. The other three 
departments were relatively small and the companies are geographi
cally remote from the parent organization. Al six sub-groups were 
acquired since 1962. Their aggregate P-L assets were only $430 mil
lion, including two compames of approximately $150 mIllion each. 
These amounts are insignificant when compared with the total consol
idated assets for the 25 groups of approximately $31 billion. Because 
of the very small size of these departments relative to the remainder 
it was decided to abandon any attempt to study and contrast the re
sponses and -aotivities of separate investment departments in the same 
P-L group. Results throughout this chapter reflect the recombination 
of multiple investment departments in the four groups where they 
Qccurred. 

The Study sample of 25 large P-L insurance groups, each consisting 
of from 2 to 20 P-L compames (mean 6.2 per group), is serviced for 
the most part by one investment department per group. Until they can 
be assimilated with the acquiring parent group, separate investment 
departments are retained in recently acquired, established P-L insur
ance companies and groups. An example of this' phenomenon is t.he 
mid-1968 acquisition of the Glens Falls group located in Glens Falls, 
New York, by the Continental Insurance group with headquarters in 
New York City, Glens Falls originally had its own investment opera
tion but by early 1970 Continental responded that Glens Falls and 
all of the other Continental P-L companies were served by the same 
investment department as defined for the Study. Consequently, for the 
major part of the P-L insurance industry the meaningful respondent 
unit for the questions of resource allocation and investment manage
ment is the P-L insurance group investment department. 
b. The deoi8ion prooe88 and degree of autonomy of inve8tment 

department8 -
A faotor that bears importantly on the role of P-L insurance groups 

in the securities markets is the operational relationship between P-L 
investment departments and their higher authority and how these re
lationships may have changed in recent years. Each of the 25 P-L in
~urance groups was asked to describe the operationaL relationship be
tween the boards of directors, any subordmate committee concerned 
with investments, and the investment department. Specifically they 
were asked to include the composition of relevant committees, the tim
ing and form of the committee's authorization to the investment de
partment to enter into securities transactions, and any existing dis
cretionary limits that permitted investment department action 
without specific advance approval. Further, any significant changes 
in procedures since 1965 were to be reflected in their answers. A sum
mary?f the responses of the,25 P-L insurance groups for each group's 
mam mvestment department follows. 

Even though the several boards of directors for the companies in 
each group retain ultimate authority and responsibility, in every in
stance the insurance companies of the group have delegated responsi
bility for determinil,lg and implementing operational investment policy 
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to a subordinate committee of directors. Among the 25 P-L groups in 
the Study, this committee is most often called the "Finance Commit
tee" (11 groups) , but titles such as "Executive" (6), "Investment" (4), 
"SecuritIes" (1), "Research" (1) or "Executive and Fi~ance" (~) 
Committee are also used. In four cases the finance commIttee or Its 
equivalent was responsible to another committee of the board of direc
tors and reported to it instead of the entire board. In every case the 
board of directors ultimately approves ,all securities transactions of the 
group. 

The finance committee typically consists of five to eight directors 
and most often includes those holdmg the positions of board chairman, 
the top one or two operating officers, the top financial officer and sev
eral outside directors. The smallest committee had three members i the 
largest had ten. In only one group was it evident that the commIttee 
responsible for investments was made up exclusively of insiders: four 
top operating officers plus the chairman and vice chairman of the 
board of directors. The finance committees of the large insurance 
groups included in the Study usually consist of top management plus 
outside directors. 

Two P-L insurance groups, in addition to their finance committees, 
have investment advisory committees composed of experts in finance, 
economics and investments from outside of the insurance group. These 
committees meet monthly or semi-monthly to discuss current develop
ments with the investment department and act in a consulting capacity 
on investment management. 

Another significant variation in the usual roles of the finance com
mittee and the investment department was indicated in one P-L group 
that employs an affiliated investment advisory firm to assist the com
mittee and department. With this exception the 25 P-L groups provide 
their own internal investment management for their significant 
companies.415 

The finance committee typically establishes investment policy and 
guidelines for the operations of the investment department. It meets 
with representatives of the investment de.{>artment to receive and ap
prove reports of interim department actIOns and to receive recom
mendations for future transactions. The frequency of these meetings 
varies from group to group: weekly in four groups, biweekly in five 
groups, monthly m fourteen groups and only quarterly in two grou.{>s. 
In several cases special meetin~ are held when there are unusual CIr
cumstances or when policy guIdelines would be exceeded by a trans
action proposed between regular meetings: Telephonic consultations 
are used on a regular basis by a few groups and by several other 
groups for exceptIOnal situations. 

In general, finance committees establish quite different investment 
policy guidelines for fixed income securities and common stocks. How
ever, dollar amount or percentage-of-assets limits on the amount in
vested per issuer are used in many groups for most securities. For 
example, one respondent reported as follows: 

The discretionary limits of transactions by the Investment Department estab-
lished by the Finance Committee are: 

1. Municipal Bonds: $100,000 per issuer. 
2. Corporate Bonds: $200,000 per issuer. 
3. Short-Term U.S. Treasury Bills: no limit. 
4. Other Short-Term obligations: $5,000,000 per issuer. 

67' Two subordinate P-L groups have small F-L companies wtth Independent tnvestment 
operations and each uses a bank trust department tor Investmellt counselor management. 
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5. Publicly Traded stocks are permitted by (three) categories: ... (permit
ting) investment (at cost) of not to exceed in aggregate 3% (or 2% 
or 1 0/0) of the common stock portfolio. 

The categories contain lists of names specifically approved by the Finance 
Committee. Other transactions require specific approval . . . . 

The maximum dollar discretionary limit reported for a P-L group 
for an equity security is $10 million per issuer, although many groups 
did not indicate that any specific dollar limits existed. . 

Subject to these discretIOnary constraints per issuer, the lllvestment 
department is usually at liberty to buy and sell most fixed income 
securities without securing specIfic committee authorization. The sale 
of common stock, with one exception, is also permitted without spe
cific authorization. In contrast, purchases of common stock normally 
are permitted only with advance authorization by the finance com
mittee unless the issuer is on their approved list. Of the 25 P-L groups, 
18 require advance authorization or use an approved list for common 
stock purchases. In many instances the approved list includes those 
issues currently held in the portfolio, thereby allowing the investment 
department flexibility at any time to add to existing positions in those 
issues not exceeding the maximum investment permItted. From time 
to time the investment department makes recommendations for addi
tions to the approved list of issues of companies not owned currently. 
The list is also reviewed by the finance committee periodically. 

While additions to an approved list or the authorization of a transac
tion requires a majority vote by the finance committee in most groups, 
in one group unanimous approval is required. These procedures for ap
. proval and authorizations appear formIdable, conservative and formal 
but there are modifying provisions in many P-L groups' investment 
policy. Telephonic consultation was mentioned earlier and at least 10 
groups indicated that, when necessary, advance approval of a trans
action by as few as two committee members is sufficient. 

Not all P-L groups have investment policies and procedures similar 
to the representative ones described above. As an illustration of very 
restrictive group investment policies, note the following response: 

Approval of the Executive Committee is generally obtained prior to the execu
tion of a securities transaction .... While the Executive Committee approves 
most transactions, prior approval of the Board of Director is needed for any 
major commitment. 

In contrast, the following two P-L groups (A and B) reported in
vestment policies that are much more flexible than the investment pol
icies followed by most groups: 

A. The Company's Board of Directors appoint seven of its members to serve 
as a finance committee with responsibility for investment policy. This policy is 
implemented by the Investment Department which reports on its activities to 
the Finance Committee monthly. The purchase or sale of a security is made by 
the Department without advance approval and there are no dollar limits placed 
on transactions. 

B. The Finance Committee has delegated to the Common Stock Department 
through the Treasurer, the authority to purchase and sell common stocks. sub
ject to reporting weekly on all transactions completed during the preceding week. 
The Treasurer, the Chairman and any of the other members of the Finance Com
mittee may act on the basis of the weekly report to restrict any further activity 
in any security. Common stock purchases made during any month without prior 
approval of the Committee may not exceed 100/0 of the market value of the port
folios at the end of the month preceding the purchase. , 

The foregoing procedures were instituted in early 1968. Prior to that time 
stocks for purchase were selected from a list that had the prior approval of the 
Finance Committee. I 
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Furthermore, the final paragraph in group D's response above il
lustrates the type and direction of change that has been made since 
1965 in some P-L grou1?s' investment policies so as to achieve more 
flexibility and to liberalIze investment department procedures. Six of 
the 25 respondent groups specifically indicated that they had changed 
their investment procedures significantly since 1965. Several others 
mentioned that the investment department's discretionary limits had 
been expanded since 1965. These sIgnificant changes in investment de
partment flexibility are a harbinger of a gradual shift in investment 
procedure by the P-L industry. This change is perhaps best illustrated 
by the following response by one P-L group: 

These procedures have changed significantly since 1965. ' ... It was formerly 
the practice to secure individual security authorization, rather than operate 
within broad general limitations. Although the Investment Department was 
empowered to proceed without prior Executive Committee approval of specific 
actions, this was regarded as an emergency power; therefore telephonic approval 
was expected to be sought whenever possible prior to taking such actions. 

Greatly increased investment activity, changed personnel of both the Executive 
Committee and the Investment Department and the adoption of a different 
philosophy as to the role to be played by the Executive COIDIIDittee in investment 
rna tters led to the change in procedure. 

In summary, this section has described the degree of autonomy of 
the P-L investment department and the relationship of the depart
ment to its finance committoo. In three-quarters of the groups studied, 
the finance committee retains considerable control over the department, 
particularly with regard to the purchase of common stock. There is 
evidence however, that gradually the role of the finance committee is 
being restricted to makIng policy guidelines and that investment de
partments are being gramed increased authority and flexibility in 
making equity investments. 
c.lnternalstaff of P-L ilnvestment departments 

Changes in the numbers of persons in various investment de1?art
ment employment categories between 1964 and 1969 give some Indi
cation of the relative SIgnificance of these positions today versus five 
years ago. This information and information about the academic and 
profeSSIOnal training of security analysts were requested of the 25 
P-L insurance groups. 

Table VI-137, Investment Department Personnel in Various Ca
pacities,. summarizes. the combined investment department staffs for 
all 25 P-L groups in "full-time" equivalents in 1964 and 1969. The 
percentage change is also shown in each category. Although small in 
terms of the number of full-time equivalents, the most sigmficant rela
tive change is the great increase in the number of professional traders. 
This is particularly true of equities traders, whose numbers increased 
fourfold in this five year period. In contrast, total investment depart
ment personnel increased 48 percent during this period. Also of inter
est is the great increase in account sU1?ervisors, portfolio managers 
and investment research staff's for equitIes compa,red to the relatively 
small increase in those categories for bonds. These changes show that 
in staffing the investment depaTtments of P-L groups, Increased em
phasis is being given to investment in equities. Further, this presum
ably means emphasis on common stock investment since preferred 
stock investment is relatively modest and it is often more closely asso
ciated with bonds and other fixed income investment. 
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TABLE VI.137 

Investment Department Personnel 
in Various Capacities _I I 

r--------.----;c;F~Tl.-time E'l'Jivalents 

Employment Category 

~i. Supervisors 
and Portfolio 
~;;'m3gcrs •• Bonds 

., Equities 

12/31/64 li73I7D9 
Subtot. Totals Subtot. Totals Subtot. 

35.5 
29.0 

41.9 
42.8 

+18.0% 
+47.6% 

Totals 

1_----------4---1_6::.4:..:.~5-1_--1_::.84~.7 ;..-l----I.-t~~ 

Economic Research 
Staff 

In"Jestmcnt Research 
StaH -- Bonds 

-- Equities 

Professional Traders 
-- Bonds 
-- F.quities 

Clerical, Secretarial 

Executives (not in-
c1ud"d II bove) 

Other 

TOTAL II 

II Source: Form I-57. 

4.3 8.1 

38.4 44.5 
73.2 130.2 

111.6 171 •• 7 --
8.3 10.6 
3.9 17 .4 

12.2 28 0 

165.4 21.6 1 

29.1 36.3 

42.3 56.0 

429.5 633.6 

11 Sums may not add to total because of rounding. 

+88.4% 

+15.9% 
+77 .9% 

+56.5% 

+27.7% 
+346.2% 

+129.5% 

+48.8% 

+24.7% 

+32.4% 

+-47.5% 
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The definition of each employment category in Table VI-137 was 
subject to interpretation by each respondent and this led to some in
consistencies. The 25 P-L groups reported 174.7 full-time equivalents 
for Investment Research Staff at the end of 1969. When asked direct
ly, "How many investment research analysts (securities analysts) does 
the Investment Department have?" the response was 206. The latter 
figure presumably includes some officers and others that were classified 
separately in Table VI-137 by some respondents. Using 206 as the 
relevant number of security analysts, the P-L groups reported that 
almost one-half (102) had advanced degrees such as the M.B.A. or 
L.L.B. degree. 

The 25 P-L groups were also asked to report what number of their 
investment department officers, investment research analysts and 
others have passed the three Chartered Financial Analysts ("C.F.A.") 
examinations. These results are displayed in Table VI-13S. Relating 
the numbers reported to the total investment department personnel 
exclusive of secretarial and clerical employees shows that slightly less 
than one out of five has completed one or more of the Chartered Fi
nancial Analysts examinations. While this reflects the recent origin of 
the C.F.A. examinations it also suggests that relatively little emphasis 
has been placed on this formal measure of professional investment 
training as of the end of 1969. 
d. Search for and evaluation of inve8tment8 

The 25 P-L group investment departments were asked to rank 
several specified external sources of securities research and informa
tion by indicating the importance of each source in making purchase 
or sale decisions. These results are summarized in Table VI-139 
It should be noted that respondents were not instructed to differenti
ate between common stock and other securities in their responses. Dif
ferent codes might be more or less appropriate depending on the type 
of security being considered. The following "Importance Codes" were 
used to respond: 
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TABLE VI-138 

Investment Department Personnel 
and Highest Level Completed 

of C.F.A. Examinations-1/ 

Levels Of 
Chartered Financial 
Analyst Examinations 

NlJlllbcr of Investrr.ent 
Depar~~cnt Officers 

Analysts ar>d OLherH 
Passing Level 1/ 

------------.----------~-.----------------------

First Level 

Second Level 

Thirc Level 

Total, III Levels 

_~._-_ •• ______ .J.... __ _ 

1/ Source: Form I-57. 

22 
(5.7%) 

16 
(4.1%) 

38 
(9.8%) 

76 
(19.6%) 

1/ Total investment department personnel (see Table VI.d.l.c-l) 
time equivalents at December 31, 1969, excluding clerical 
and secretarial, are 389.5. This number is used as the base. 
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TABLE VI.139 

Importance of Selected External Sources 
of Investment Information 1/ 

(most) ~ 
Importance Code !/ 

External ~ 

Informa t ion Sourcas 1 2 3 4 

Information and 
reconnnenda t ions 
from broker· 8 14 3 0 
dealers purchased (32%) (56%) (12%) 
via commission 
dollars 

Informa t ion and 
recommendations 

I purchased from 
1 3 investment 7 1 

advisers on a (4%) (12%) (28%) (12%) 
continuing or 
contractual basis 

Infor.mation and i 
recommendations I 
received from other 0 8 9 I 6 

research organize· (32%) (36%) I (24%) 
tions not included ; 

above (with or i without compensation~ 

Direct contact with 6 7 7 5 

security issuers (74%. (28%) (28'7.) (20.0%) 

Financial state· 22 0 2 1 

lDents of issuers (88'7.) (8'7.) (4'7.) 

Others 
3 

1 ° 0 
(4%) (12%) 

. 

Ji .. Source: Form' I-57 ... 

. Y . . See sec •. ' J.l.d: for mesning of import,snce codes. 

(1east) Total 
Res·· 

5 ponse 

0 25 
(100%) 

11 25 
(44%) (1007.) 

2 25 
(8%) (1007.) 

0 25 
(1007.) 

° 25 
(100'7.) 

6 10 
(24'7.) (1,0.0'7. .---_ . 

i/ Each celr-shows the number of PoL' investment"departments giving a'" 
particular rsnk or code to a source of informstion. 

11 
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Code and De8cription 
1 __________________________ Very important, always used 
2 __________________________ Important, used often but not always 
3 ________________________ ~_ Somewhat important, used sometimes but not 

frequently 
4 __________________________ Not important, used only infrequently or rarely 
5 __________________________ Unimportant, never used 

"Financial statements of issuers" is ranked as the top source of infor
mation by 88 percent of respondents with 22 of 25 investment depart
ments ranking financial statements with Code 1. The only other cate
gory that scored consistently high was "Information from broker
dealers purchased via commission dollars." Of the 25 responses, 22 
ranked this source with Code 1 or 2, and 56 percent ranked it as second 
in importance. Those respondents assigning Code 1 or 2 for "Others" 
use sources such as Federal Reserve Board statistics and other gov
ernment publications, financial news media, trade and professional 
journals and talks by management to financial analysts groups. Thir
teen (52 percent) of the departments almost always use direct contact 
with security issuers. In a related but independent question about the 
percentage of research analysts' time spent in personal or telephonic 
contact with issuers of securities 21 of 25 investment departments, 
responded with "20% or less." The remaining four indicated from 20 
percent to 40 percent of their analysts' time was spent in this manner. 

When questioned about their approach to securities evaluation, the 
"Fundamental Approach" ranked first (92 percent of the investment 
departments) and "Economic Outlook" ranked second. "Technical Ap
proach" showed a distant third place, although seven groups used it 
often. The two respondents assigning Code 1 to "Other" considered 
(a) market psychology and politICal factors and (b) industry position 
and management to be of prime importance in the evaluation of se
curities. This information is summarized in Table VI -140. 

As a general practice security analysts were assigned to one or more 
specific mdustnes in 16 of the 25 investment departments. Of the re
maining nine investment departments several indicated that only cer
tain industries such as utilities were assigned to specific analysts. 
Three other respondents indicated that the assignment of industries 
did ~ot pertain for bonds. Only a few investment departments failed 
to use industry assignments for their security analysts, allowing the 
analysts to choose areas and issues that interest them. 
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TABLE VI-140 

Importance of Various Approaches 
to Securities Evaluation 11 

Importance Code -2,.1 -
(most) < -7 

1 2 3 4 

23 2 0 0 
(92%) (11%) 

0 7 7 11 
(28%) (28%) (44%) 

5 12 6 2 
(20%) (48%) (24'7.) (8%) 

2 0 0 a 
(8%) 

i 

11 Source: Form I-57. 

?;L_ .see sec; J. L - for meaning of inportance codes. 

(least) I 
5 

0 

--
0 

a 

7 
(28%) 

1'" Each cell shows the nUmber of P-L investment departments-giving 8 
.- . 'particu[ar"rankw'oi"code to an e.,)sluBtion method.-- .- -- _ .. 

Total 
lles .. 
pon:3e~ 11 

25 
(100%) 

25 
(100%) 

25 
(lOO%) 

9 
(36'7.) 
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e. Allocation and trading procedures 476 

The 25 P-L investment departments were asked about the method 
used to allocate purchase or sale transactions among the several ac
counts and companies they served. The responses did not reveal any 
pattern of preferential trading or allocation procedures. In general, 
factors such as cash position and relative size determine allocations 
and frequently average prices are credited or charged to each com
pany if multiple transactions are involved. 

The questions inquired about transactions that extended over a peri
od of time and transactions that involved economicaJly attractive 
securities such as new issues. Similar questions were addressed to 
other institutions by the Study. In most P-L groups investment policy 
and regulation 477 tend to minimize the instances wherein there are in
vestments in unseasoned issues or investments in individual issues 
of such size that transactions might need to be spread over several days. 

Many groups (16) reflect prorata allocations based on the relatIve 
size of each company and using, for example, weighted average prices 
for each day's transactions. Most responses also emphasized the logi
cal and dominant influence of differmg cash positions among group 
companies in allocating transactions. A few groups mentioned quanti
ty commission rates, but some groups attempted to minimize com
missions while others explicitly ignored them. Finally, one group 
indicated a degree of preferential allocation in that transactions were 
completed first for accounts managed for owners other than the group, 
including separate accounts, and then group accounts were serviced 
on a weighted basis at average cost. 

In section J.l.b the decision process and degree of autonomy of in
vestment departments were discussed. Frequently finance committee 
authorization was required prior to any actIon by the investment de
partment to purchase common stock not on an approved list. The P-L 
groups were also asked directly whether they used lists of securities 
approved (recommended) for sale, hold or purchase. The responses 
summarized in Table VI-147 indicate that 14 of the 25 P-L groups 
(56 percent) use lists of securities approved for purchases. Oilly seven 
groups use lists of securities recommended for sale and five groups 
use lIsts of securities recommended for hold. 

2. Investment Policy and Practice 

Insurance underwriting and investment management within a P-L 
insurance company or group may be considered as two distinct if 
not separate operations. Except at the level of top management, crea
tion and marketing of insurance products and services is accomplished 
and the funds that have been generated a,re invested and managed 
without immediate and direct concern about the connection between 
insurance underwriting and investment. If anything, the basic role 
of the investment management is obscured by the fact that only a 
very small minority of the insurance group's employees are involved 
directly in investment operations. This includes the board of directors, 
top management and the investment department professional staff, 

.,. Institutional trading Is discussed In ch. XIII. 
m See sec. I.l.c(4), J.l.band J.2.e. 
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which numbers well under two dozen people in most P-L groups 
studied. This is not to imply that the vital role of income and capital 
gains in offsetting the almost chronic unsatisfactory industry under
writing experience ?f recent y~rs has been .unnoticed. H;oweve~ peo
ple involved on the msurance sIde of the busmess are not llnmedlately 
concerned with the investment portfolio or its management, and vice 
vers~. Further! as all larg~ .P-L groups be~ome more .diversified. in 
the msurance bnes and polICIes wrItten, the mvestment-msurance rIsk 
relationships that were part of the lore of the industry also have been 
obscured. 

The 25 P-L groups were questioned in order to ascertain what im
pact such factors as underwriting activity and experience, taxes and 
liquidity may have had on investment management in the 1965-1969 
period. To provide the relevant background and context, questions 
were also asked about the impact of investment regulations and capi
tal requirements on investment management. Data were also collected 
from the P-L groups as to their (a,) lines of insurance business, (b) 
underwriting experIence including dividends to policyholders, (c) net 
in vestment mcome, (d) realized and unrealized gains and (e) each 
groups' interpretation of the state investment restrictions to which 
each of their companies are subject. The discussion that follows sum
marizes the responses of the 25 P-L insurance groups to these ques
tions and includes summary data that depicts their operating environ
ment as well as investment policy and experience during the five-year 
period ending December 31, 1969. 

a. Investment regulation, company policy and C01n11wn stock investment 
As described earlier in subsection I.Lc (4), statutory and regulatory 

law affects the investments of all P-L insurance companies and groups. 
These laws and regulations most frequently affect portfolio holdings 
by requiring a minimum amount of investment in qualifying types 
of securities-primarily fixed income-with the amount bemg related 
t? (~) .minimum required capital a,nd surplus. and (b) the company's 
lIabIlItIes known as stat~tory unearned premIUm and loss reserves.478 
The maximum amount of common stock investment is specified in
directly for non-life insurance companies by finding the rema,jnder 
after deducting the amount of investment required in assets other than 
common stock. 

To ascertain how policy and management with respect to conmlon 
stock investment are influenced by regulation, respondent investment 
departments were asked to specify the maximum dollar amount that 
each company could have invested in common stock at December 3]. 
1969 under the' most restrictive regulatory stlLtute of any state to the 
laws of which the company was then subject. They were also to in
dicate the percentage actually held of such maximum amount and to 

<78 Insurance accounting terminology Is persistent In continuing the use of terms that 
are no longer widely accepted In general accounting, The word "surplus" has been re
tained In lieu of the generally used description "capital paid-In" or "retained earnings," 
118 appropriate, "Surplns" here does not necessarily Imply that there are any funds IIvall
able for use, let IIl0ne extra funds. Also, the word "reserve" liS used here depicts a regular 
liability of the company, not an amount of funds held to meet a contingency. "Statutory" 
as used with an accounting expression In the Insurance Industry means as that Item is 
calculated .according to statute or regulatory authority. History must be the only significant 
vote for the retention of these misleading antiquated accounting terms. 
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describe how they arrived at these figures. In a separate question they 
were asked to elaborate on the amount of common stock held by each 
company using 90 percent of maximum as an arbitrary benchmark. 

These questions proved to be quite bothersome and difficult for many 
of the respondents to interpret and answer. There are two apparent 
reasons for this difficulty. First, the responses ultimately given indi
cate that frequently P-L investment departments are guided by in
ternal policies that are both separate from and typically more re
strictive than the stated regulatory requirements. Second, and since 
the above reason made the above Study guestions academic in many 
cases, the respondents arrived at conflIctmg interpretations of what 
would be the hypothetically appropriate answer. Basically two re
sponses were expressed here, either that the domiciliary 479 state is the 
only state of consequence or that there is one identIfiable most re
strictive state and this may not be the domiciliary state. The latter 
interpretation is based on the universally used concept of "substantial 
compliance" with the laws and regulations of any state, other than 
the domiciliary state, in which the company is licensed to do business. 
To illustrate the two opposing interpretations note the following two 
responses: 

"It is our understanding that as a domestic property and casualty company in 
... we are not subject to the investment laws of the (other) states in which 
we do business. 'Ve furnish those states a certificate of compliance with the 
investment laws of ... (domiciliary state)." 
(and) 

"A domestic (New York) non-life insurer must maintain assets corresponding 
to one-half of the company's reserves including minimum capital, in certain 
~pecified classes of reserve investments, before the company is permitted to 
invest in other types of investments including common stocks. A foreign non
life insurer must substantially comply with the investment restrictions and 
reqUirements applicable to a domestic insurer." 

As another illustration of the interpretation problem, of the two 
large P-L groups based in Pennsylvania. that are in the Study sample, 
one indicated the domiciliary state and the other indicated New York 
State as being most restrictive. . 

Some groups based their response on careful state-by-state legal 
research and others responded on the basis of what appeared to be 
obvious. The results summarized in Table VI -141 below indicate a 
strong belief that N ew York is the state regulator that would deter
mine the maximum amount of common stock investment permitted if 
internal policy did not intercede. Although all of the 10 P-L groups 
selecting states other than New York State are domiciled elsewhere, 
approximately an equal number of groups foreign to New York give 

, their consensus to New York -as the most limiting state . 

.,. DomlclIlary state Is the state that charters the Insurance company. That U.S. com
pany operating In any other state Is a "foreign" Insurance company. subject to substantial 
compliance.·A company not chartered In one of the United States is an "alien" Insurance 
company. 
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TABLE VI-141 

States Whose Regulatory Statutes Are Most 
Restrictive In Terms Of Amount Of Common 

Stock Held By P-L Insurers 

Number of Groups Giving 
State Consensus to 

State 

New York 15 

Illinois 4 

Wisconsin 1 

Washington 1 

Ohio 1 

Pennsylvania 1 

Maryland 1 

Minnesota 1 

Other States 0 

Totals 25 

Source: Form I-57. 

Number of Group 
Companies Per 

State 

96 

IS 

5 

5 

4 

4 

2 

2 

22 

ISS 
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Whether the insurance group and its investment department feel 
that the regulations of the domiciliary state or some other state are 
most restrictive is irrelevant for most purposes since internal policy is, 
in reality, the effective determining factor. What the P-L groups 
think ultimately would be the limiting state regulation on common 
stock is significant only in the sense that it shows that if internal 
policies are relaxed for any reason in the future, P-L insurers poten
tially could increase their common stock holdings significantly for 
most companies. One group's argument for adopting a policy 'favor
ing greater common stock mvestment based on the deleterious impact 
of inflation on long-term insurance reserves is described in section 
J.2.b. Of the 155 companies covered in the survey only 13 companies 
had sufficient investment in common stock at December 31, 1969 to 
exceed 90 percent of the maximum allowed under their interpretation 
of the most restrictive state regulation. 

In response to inquiring why common stock investment was less 
than 90 percent of the maximum allowed, internal investment policy 
was cited frequently. It is felt by the P-L groups that full utilization 
of the maximum legal common stock ownership would be imprudent 
because of the risk of severe shrinkage of policyholders surplus which 
would result from declining portfolio values in a significant stock 
market downturn. The resulting reduction in asset values (and sur
plus) could jeopardize the positIOn of policyholders or at least curtail 
premium writing since each group tries not to exceed a ratio of pre
mium volume to policyholders surplus that it has established as a 
target. 

It should be noted that the method of repol"tingasset values that is 
required for all P-L companies makes the recorded value of the com
mon stock portfolio change with market gyrations. In contrast, fixed 
income securities (which make up more than one-half of the total 
P-L company portJfolio) must be recorded at amortized values that 
are immune from changes in market values. Consequently, fluctua
tions in interest rates and bond prices are not reflected in reported 
portfolio values. Under market conditions existing in 1969, for exam
ple, substantial additional depreciation in the market value of P-L 
msurance portfolios is not reflected in published financial statements 
because of these different valuation requirements. This notion is sum
marized by one group as follows: 

Management has always regarded the amount of capital and surplus as the 
primary consideration in -determining tbe maximum investment in common 
stocks, reflecting in part the need, to value common stocks at market and the 
effect that a price decline would hI ve on surplus. The existence of a gap between 
the actual investment and the statutory maximum is not considered to be a 
sound reason for increasing,the investment (in common stock). 

b. I~pa;ot 0/ volume and line.s of property-liability insurance written 
on liquidity and portfolio oomp081,tion 

Part of the lore of the P-L insurance industry is that historically 
investment relationships have existed between (a) the volume of net 
premiums written in various lines of insurance and (b) liquidity re
quirements, portfolio composition and management. Exammation of 
these hypotheses is of interest as it may indicate how P-L insurance 
groups are influenced to invest in varIOUS types of assets including 
common stocks. 

53-940 o-71-pt. 2--45 
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As described earlier in section I.1.b., there are 23 different lines of 
P-L insurance. Respondent P-L groups were asked to report the 1969 
net premiums written 480 for each company in the following eight cate
gories of insurance lines: A. Fire and Allied, 01, 02, 03; B. Multiple 
Peril, 04, 05; C. Workmen's Compensation, 16; D. Liability others than 
Auto, 17, 18; E. Automobile, 19, 20, 21; F. Fidelity and Surety, 23, 
24; G. Others Lines, 06, 07, 08, 09,14,15,22,25,26,27, etc.4Bl 

Table VI-142, Aggregate Net Premiums Written in 1969 by Cate
gories of Insurance Lines, shows the premium distribution in dollars 
for five mutual P-L groups, 20 stock P-L groups and the 25 mutual 
and stock groups combined. Each category as a percentage of total net 
premiums written in 1969 is also shown. 

Among hypotheses about lines of insurance business, their attend
ant cash flow cha.racteristics and appropriate investments, one hy
J?othesis suggests that losses that arise from lines such as fire insurance 
(line 01) are associated with immediately recognized events which 
have identifiable fixed costs. There is also quick payout associated 
with these losses. On the other extreme, casualty insurance business 
and workmen's compensation (line 16) in particular has associated 
with it uncertainty in timing, duration and total size of payment. The 
latter line (workmen's compensation) implies the need for long-term 
appreciation in asset values to meet long duration coverage costs which 
are affected by inflation. 

480 Net premiums written are defined as gross premiums from direct business written 
during the year, plus reinsurance assumed from other writers, less reinsurance ceded to 
other companies. This figure represents the ultimate or net Insurance underwriting position 
assumed In each line or class of lines by the company during the year. In many respects 
It Is similar to gross revenue In general accounting although the premiums written are 
not necessarily earned during the same period they are written. 

481 The numbers 01 through 27 refer to 23 specific lines of Insurance, plus four spaces for 
miscellaneous lines, as specified In the standard convention blank (form) of the Na
tional Association of Insurance Commissioners, for annual reporting by all poL companies. 
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TABLE VI-142 

AGGREGATE NET PREMIUMS WRITTEN IN 1969 
BY CATEGORIES OF INSURANCE LINES 

Categories of Lines 

A. Fire and Allied 

B. Multiple Peril 

C. Workmen's Compensation 

D. Liability other than Auto 

E. Automobile 

F. Fidelity and Surety 

G. Other Lines 

TOTAL 

FOR 25 pol GROUPS 

Net Premiums Written 11 11 
$(000) and 7. of Total 

5 Mutual Groups 20 Stock Groups 

$92,198 $1,503,479 
2.307- n.557-

$345,937 $1,873,566 
8.63% 14.407. 

$578,730 $1,532,713 
14.457. 11.78% 

$161,384 $956,603 
4,03% 7.35% 

$2,492,177 $4,875,069 
62.23% 37.47% 

$14,375 $357,836 
0.35% 2.75% 

$319,746 $1,909,222 
7.987. 14.67% 

$4,004,547 $13,008,489 
100.00% 100.00% 

11 Vertical and horizontal totals may not add due to rounding. 

11 Source: Study Form I-57. 

25 Groups 

$1,595,676 
9.38% 

$2,219,503 
13.05% 

$2,111,443 
12.41% 

$1,117,988 
6.57% 

$7,367,246 
43.30% 

$372,212 
2.19% 

$2,228,968 
13.10% 

$17,013,036 
100.007. 
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However, as seen in Table VI-142 there is wide diversification 
across categories of lines of insurance. While auto lines predominate 
with 62 percent and 37 percent of all mutual and stock group aggre
gate net premiums respectively, the remaining six categories of ,lmes 
range between 0.4 percent and 14.5 percent of aggregate net ;J?remmms. 
The development of multiple line underwriting and polIcies with 
packages of coverage have added an element of rIsk spreading to the 
P-L group which would tend to dilute the impact of any particular 
lines of business on cash flow. 

With regard to the volume and growth of aggregate industry net 
premiums, the average annual rate of growth has been 9.8 percent per 
year for the five year period ending December 31, 1969. The increase 
In 1969 was 12.3 percent.482 The 25 P-L groups in the Study sample 
increased their net ,Premiums written in 1969 by an average of 10.8 
percent compared WIth their 1968 volume. In 1969 these 25 groups com
bined grew at a slightly lower rate than the industry as a whole. 

Given their own experience about volume of premiums and lines of 
business each of the 25 groups was asked, in the context of considera
tion of its relative reserves (liabilities), and surplus (capital in excess 
of liabilities), to describe what investment consideration, if any, is 
given to absolute and relative liquidity needs in determining portfolio 
composition. Cash plus traditional high quality, short-term liquid 
investments were to be contrasted to common stock investment. In 
addition, they were asked to describe the impact their particular 
group's distribution of premiums by classes of lines had on the types 
of securities held in their portfolio. Finally, any significant changes 
in these relationships during the last five years were to be noted. 

On the question of premium lines and portfolio composition the 
PZL groups gave quite uniform and consistent responses that in
dicated, for example, "investment by types of securities is not in
fluenced by distribution of net premiums written by line." Further, the 
ability of a P-L group to spread its underwriting risks uniformly 
over its several companies is illustrated by the following response. 
"Reinsurance of premiums within the ... group allows investment 
management on a group basis." Only occasional exceptions were noted 
where a particular group had a concentration of premium writings 
in fidelity, multiple peril, or similar lines that call for immediate 
settlement. 

Responses concerning the relationship of premium volume to liquid
ity and portfolio composition were more complex and difficult to in
terpret clearly. For one thing, some respondents inappropriately in
terpreted the question as being restricted only to the efl'eot on long
term investments such as common stocks. They dismissed the invest
ment in cash and short-term liquid securities as a treasury-type con
sideration sepa,rate from (long-term) portfolio investment manage
ment. It was the intention of the Study to inquire about the investment 
policy at the broader level so as to include both types of investment 
functions. Another problem with the responses was that, given the 
complexity of the question, other respondents addressed themselves to 
inveestment generally, without explicitly relating the volume of pre
miums written to the liquidity issue . 

... Be8t'8 Aggregate8 and Average8: Property-Liability 1970, at 1 (1970). 
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Given the unfocused nature of some responses, it is concluded that 
liquidity considerations in general do not have a significant effect on 
portfolio composition among these 25 large poL groups. Premium 
volume is regarded as only one factor in the liquidity equation. Five 
of the groups attest s]?ecifically that liquidity has little if any impact 
on portfolio compositIOn by types of securities. One of these respond
ents reports that "[I]ts cash receipts from premiums, investment 
income and maturing investments together with cash and short-term 
investments are adequate to pay all current claims, expenses, taxes 
and unusual casualty losses." 

In addition, one-haH of the respondents did consider liquidity as a 
factor in choosing investment but simply kept a percentage or con
stant dollar amount of their portfolio in typical liquid securities. For 
example, one respondent answered as follows: 

"Liquidity reserve of $15 million ... is maintained at all times invested in U.S. 
Treasury obligations of which $10 million must be due within one year. From 
time to time additional specific reserves are maintained in highly liquid securi
ties. At least 75 percent of all liabilities are covered by cash, reserves, bonds 
and other quick assets." 

Where investment consideration was referred to more explicitly 
the policy is to maintain a pool of liquid assets and to schedule the 
maturities of bonds to produce a regular cash flow. Several groups 
mentioned that should the need ever arise, in addition to their market
able bond portfolio, their common stock investments were of high 
quality and marketability. The implication is that any part of the total 
portfolio could be sold at any time if the situation demanded it; but 
that this has never occurred. This implies that if the need ever arose 
the P-L insurers believe they would sell long-term bonds and, or 
stocks in spite of depressed market values such as existed in 1969 and 
1970. 

Eight groups felt that as net premiums rose so must liquidity re
quirements, but two others argued convincingly that the increased 
premium inflow had the opposite effect. A stock group presented the 
volume-liquidity relationship as follows: 

"An important determinant of cash flow for a property and liability insurance 
company is the trend of its premium volume. Our companies have shown a size
able growth of premium volume for several years, producing a substantial an
nual cash flow and essentially eliminating the necessity to hold a large shor,j;.. 
term investment position. Regardless of the trend of premium volume, there is .a 
seasonal cash drain in the early part of each year, due in large measure to 
State Premium Tax payments. Our short-term investment position 'at year-end 
would ordinarily be maintained at a level adequate to meet this seasonal factor." 

A mutual group responded as follows: 
"The Investment Department has studied the liquidity nreds of its companies 

several times and has yet to find a satisfactory model or analytical method for 
determining liquidity needs. Nevertheless, investment consideration is given to 
our liquidity needs, applying our best judgment to the factors we think are 
relev.ant. Firstly, we consider the cash flow generated by the insurance opera
tions. Over the years the insurance operations have provided large and fairly 
reliable amounts of funds. On a cash basis, unexpected catastrophes and other 
adverse insurance claims are usually offset with funds from premium pay
ments. Even if insurance operations operate at a loss for several years, premium 
growth usually results in an overall positive cash flow. Secondly, we consider the 
schedule of bond maturities, which is a large and very reliable source of funds. 
Thirdly, we consider investment income. Since most of the investment income 
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consists of interest payments, ~t also is a very reliable source of funds. Fourthly, 
we consider projections and budgets of the companies in our group. Finally, we 
determine how much liquidity is needed in the pOl'tfolios. Our tentative con
clusion has been that actual liquidity of our companies has been well above need
ed liquidity, and that a change in the growth rate of premium yolume would 
haye a very significant impact on liquidity needs." 

At least four groups made specific reference to their recent reconsid
eration of their reserve and surplus position, as well as premium "01-
ume, in determining portfolio composition. One group described their 
reduction from a very high liquidity position over the last five years 
reflecting an investment policy shift toward growth equities and some 
categories of fixed income securities. Two other groups that previously 
limited common equity investment to 100 percent of capital and surplus 
have explicitly revised their internal policy to permit this common 
stock ratio to mcrease to 115 percent in one case and 150 percent in the 
other. One of these groups cited the need to produce more growth in 
surplus to offset the fact that, "[1]n the casualty insurance business 
some reserves, such as for workmen's compensation cases, are long-term 
reserves without any fixed dollar amount, as in the life insurance 
business. The initial amount set aside, after It period of time, becomes 
inltdequate because of inflationary influences in the economy." The 
fourth of these poL groups indicated the common stock investment may 
now equal 100 percent of capital and surplus. The ratio formerly was 
85 percent to 90 percent. 

In summary, there is almost unanimity among the 25 poL groups 
that diversification across lines plus reinsurance has virtually elimina
ted special consideration of insurance lines in portfolio management.483 
At the same time there is some difference of opinion about the impact 
of premium volume, reserves and surplns on portfolio composition. 
Obviously even those who disclaim any consideration of premium vol
ume still maintain some pool of liquid, short-term securities to meet 
contingencies. Most significantly, however, there is evidence of further 
stress among poL groups on the vital role played by common stocks in 
building surplus and maintaining a satisfactory reserve to surplus 
ratio. 
c. Unde1'writing experience and income taxes 

Traditionally the separation of the insurance underwriting function 
from the investment function, as described above, has excluded essen
tially all investment return from direct consideration in ratemaking. 
Although recently this approach has come under study or been al
tered by several state legislatures,4s4 a ruling adopted by the NAIC
in 1921 has long provided the basis for the evaluation of profits and 
ratemaking in the poL industry. The 1921 Profit Formula 486 is stated 
as f'OlIows: 

1. Underwriting profit (or loss) is arrived at by deducting from earned pre
miums, all incurred losses and incurred expenses. 

2. No items of profit or loss connected with the so-called banking end of the 
business should be taken into consideration .... 

" .. , An attempt to measure these relationships statistically Is described In Robert 
DalneR, "An Analysis of the Impact of the Underwriting Function on the Investment In 
Common Stock for lIIultlple Line Insurance Company," Journal 01 Risk and Insurance, 
September, 1968, at 357-370. lIIr. DalneR found a positive but varied relationship. 

, ... For example, Florida, North Carolina, Virginia, TexaR and New Jersey. among others. 
See sec. I.1.b(5) . 

... National Association of Insurance Commissioners. 
'""1922 Proceedings 01 the NAIO, 19-29. 
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Since that time the controversy among poL insurance companies and 
groups, industry regulators and government agencies at the state and 
federal level, academicians and the rest of the public concerning the 
cxcl usion of the "banking end" of the business from underwriting rate
making has fluctuated in intensity. The NAIC has been reviewing the 
issue/87 a congressional subcommittee 488 has poL insurance practices 
and profits under its scrutiny, the U.S. Department of Transportation 
is conducting a continuing study of automobile insurance, several states 
such as Virgmia and North Carolina have passed legislation requiring 
consideration of investment income in ratemaking, and testimony on 
the subject is being heard by stwte insurance commissions in New Jersey 
and Texas.489 

For the specfic purposes of the study and its focus on the role of in
stitutions such as poL insurance groups in the securities markets this 
controversy and its resolution is of only tangential conseguence. The 
Study is interested in what impact if any underwriting actIvity has on 
the investments of poL groups and whether change in the regulatory 
consideration of investment income might affect investment policy and 
behavior. These Study needs require that the fundamental differences 
between the results of statutory insurance accounting and reporting 
and the more widely used accrual accounting be identified herein before 
these investment questions can be answered. Consequentl:y, the relevant 
background explanation that follows defers conSIderatIOn of the in
tense unresolved debate over the measurement of poL profitability in 
favor of the portfolio management questions. 

Under the statutory accounting method prescribed for all poL com
panies, sales commissions and other expenses related to the acquisition 
of an insurance contract are charged off as incurred rather than being 
capitalized as pre]?aid expenses on the balance sheet. This conserva
tive approach conSIders these charges as current costs thereby avoiding 
their mclusion on the balance sheet as a prepaid expense-an asset that 
has no liquidation value. The alleged regulatory purpose here is to em
phasize the solvency of the poL company and the policyholders' 
position in liquidation.490 

In contrast to this traditional regulatory posture is the argument 
that the focus in financial reporting for poL companies should be on a 

487 Mea8urement of Profitability and Treatment of Inve8tment Income in Property and 
Liability In8urance, NAIC. June 1970. This well written study gives through cousidera
tion to the problems Inherent in (1) the accounting system, (2) measuring profitability, 
and (3) treatment of Investment Income In ratemaklng. 

488 Subcommittee on Antitrust and Monopoly of U.S. Senate Committee on the 
Judiciary. See sec. l.1.b(5) above for further information on this and the other regulatory 
developments mentioned herp . 

... As reported In sec. l.1.b(5) Income from all sources will now be considered in rate
making In Texas. 

400 While allegedly focusing on solvency, but with the apparent Inconsistencies and 
Inaccuracies that follow, statutory Insurance accounting requires that assets such as 
furniture, fixtures, automobiles and all premiums due over 90 days be excluded entirely 
from the balance sheet. Even In liquidation the value of these "nonadmitted" assets would 
be greater than zero. At the same time, Investments In securities other than common or 
preferred stock are carried essentially at cost totally Ignoring the actual liquidation 
value which would be approximated by market value. With somewhat over one-half of 
the total assets of P-L companies made up of these fixed Income securities carried at 
cost (amortized value) the purported solvency objective Is not satisfied by statutory 
balance sheet reporting. As a result of the significant decline in the market value of these 
fixed Income securities during the last several years, recent statements actually Ignore the 
liquidation of solvency objective In favor of stable reporting value for non-equity 
Investment. 
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"going concern" basis.491 This approach would adopt the use of some 
form of accrual accounting (rather than the modified cash accounting 
described above). Hence more emphasis would be placed on the state
ment of operating results than on the static financial position por
tI'ayed by the balance sheet, although that financial statement also 
would be more in accord with widely used "generally accepted account
ing principles." A more objective matching of premium acquisition 
and other costs with premium revenue as it is earned over the life of 
the insurance contract would affect both statements. It should be noted 
that aside from the technical issue that current statutory poL insur
ance reporting violates accounting principles that are generally ac
cepted in man.}' commercial and financial industries,492 the existing 
statutory practIce would not have a significant impact if premium vol
ume was stable over time. However, P-L industry premium vol
ume has been growing at an average annual rate of 7.7 percent over 
the last 20 years 493 and at the rate of 9.8 percent per year for the five 
years ending December 31, 1969.494 This produces chronic over
statement of insurance reserves (liabilities) relative to surplus on the 
balance sheet and chronic understatement of l?eriodic operating profits. 
Both discrepancies are caused by the immedIate write-off of premium 
acquisition costs described above. This also results in reported reserves 
that overstate the real liabilities of the company as a going concern. 
These reserves are estimated to include from 10 to 50 percent equity 
depending on the profitability of the insurance lines and company 
in vol ved. 495 

As a result of these discrepancies plus those related to other statu
tory accounting requirements P-L insurance companies and financial 
statistical services such as A. M. Best and Company for years have pre
pared supplementary statements of adjusted earnings and adjusted 
equity or surplus.496 The practice of preparing annual reports for their 
shareholders and the public with supplementary adjusted data is 
nearly universal among large stock P-L groups even though there is 
no uniform industry-wide method for making the adjustments. In 
addition, strict statutory reporting is not acceptable for the purposes 
of meeting the reporting requirements of either the SEC 497 or the New 
York Stock Exchange. 

It would appear that the prospects are favorable that statutory re
porting requirements will be modified eventually to accommodate both 

491 A strong argument may be made that solvency Is provided by the cash flow from 
operations In a going concern and consequently satisfaction of solvency via liquidation 
of assets Is an unrealistic and unsatisfactory regulatory approach, economically and 
socially . 

•• 2 Some P-L Industry sources insist that generally accepted accounting principles used 
elsewhere In commerce are not applicable In the unique situation of underwriting prop
erty-liability risks. 

493 Measurement 01 Prof/tability and Treatment 01 Investment Income in Property and 
Liability In8urance, NAIC. 1970. at 33 . 

••• A. 1\J. Best Co . 
... 7'he Insurance Industry, Hearings before the Subcommittee on Antitrust and 

Monopoly of the Committee on the Judiciary pursuant to S. Res. 233, Part 13 AutomobUe 
Liability Insurance. 1968, at 7799-7817. The estimates of equity in unearned premium 
reserves are from A. M. Best and Company . 

• 00 Measurement 01 Prof/tability and Treatment 01 Investment Income in Property and 
I,iabilify In8urance, NAIC, June 1970, at 17. The formula developed by A. I\L Best and 
Company has received quite wide acceptance. 

407 See SEC Regulation S-X, 17 C.F.R. 210 et 8eq. 
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the traditional solvency-in-liquidation and going concern approaches. 
One proposal is that the initial step be the inclusion of a supplemental 
schedule showing the adjusted results in the standard convention blank 
(form) which is used for reporting to state insurance commissions. 
The slowness in adopting these changes is a cost associated with the 
fragmentation of regulation among the several states as well as the di
vision of opinion on these issues. 

Since the only data on underwriting results that are readily and uni
formly available from all P-L companies are statutory figures, data 
were collected in that form. Federal income taxes for P-L companies 
also are based on statutory results. The 25 P-L groups were asked to 
report statutory underwriting gain (or loss) for each year from 1965 
through 1969 for each company in the group. In addition, statutory net 
investment income earned, dividends to policyholders, realized capital 
gain (loss) and unrealized capital gain (loss) for each company were 
reported for the same five-year 'period. 

The statutory results of P-L lllsurance underwriting are more prop
erly reflected by reducing statutory net underwriting gain (loss) by 
the amount of dividends paid to policyholders. Otherwise the premi
ums are overstated by what is essentially a refund to the insured. Table 
VI-143 summarizes these data for the 25 P-L groups in the Study 
subdivided into five mutual groups and 20 stock groups. In general 
the table shows a five year period of adjusted statutory losses with 
temporary improvement in 1966 followed by increasingly large losses. 
The total loss for the five-year period is nearly $1.6 billion. 

Although not reflected in these data, it is possible that rate increases 
being granted in many states will provide some reduction in statutory 

- underwriting losses in 1970. Lagging periodic rate adjustments are 
characteristic of the P-L insurance industry. 

Although investment income generally has been exCluded from di
rect and complete consideration in ratemaking, net investment income 
earned is a regular and significant source of income to P-L companies. 
Net realized capital gain (loss), which also has been excluded from 
direct consideration in ratemaking, is a somewhat more erratic sou.rce 
of income since it is directly affected by market fluctuations and tax 
considerations. Table VI-144 summarizes these two income sources 
and Table VI-145 combines these results with those derived in Table 
VI-143 to show the overall stautory results of underwriting and 
investing. 
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5 Mutua 1 Groups 

1965 
1966 
1967 
1968 
1969 

Mutual Total 

20 Stock Groups 

1965 
1966 
1967 
1968 
1969 

Stock Total 

25 PL Groups 

1965 
1966 
1967 
1968 
1969 

TOTAL 

834 

TABLE VI-143 

STATUTORY NET UNDERWRITING GAIN (LOSS) AND 
DIVIDENDS TO POLICYHOLDERS, 1965-1969 

($ Thousands) II ~I 

Net Underwriting Dividends to 
Gain (Loss) Policyholders 

(A) (B) 
, 

75,725 101,759 
134,873 119,735 
91,496 129,409 
29,437 145,832 

(81 402) 150 538 
250,129 647,272 

(259,840) 27,592 
(14,122) 29,486 
<72,418) 42,867 

(242,209) 63,355 
(348 208) 73 593 
(936,796) 236,893 

(184,115) 129,350 
120,751 149,220 

19,078 172,276 
(212,771) 209,187 
(429 610) 224 132 

(686 667) 884 165 

II Columns and rows may not agree because of rounding. 

~I Source: Form I-57 

Gain (Loss) less 
Dividends 

(A) Less (B)=(C) 

... 

(26,034) 
15,138 

(37,913) 
(116,395) 
(231 940) 
(397,143) 

(287,431) 
(43,607) 

(115,284) 
(305,564) 
(421 801) 

0,173,689) 

(313,465) 
(28,469) 

053,197> 
(421,959) 
(653 742) 

o 570 832) 
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TABLE VI-144 

NET INVESTMENT INCOME EARNED AND 
NET REALIZED CAPITAL GAIN (LOSS), 1965-1969 

($Thousand) II £1 

Net Investment Net Realized 
Income ~/ Capital Gain (Loss) 

(A) , (B) 

5 Mutual Groups 

1965 113,470 5,428 
1966 131,741 11 ,490 
1967 151,691 1,564 
1968 125,723 12,010 
1969 211 478 11 370 

Mutual Total 734 101 41 861 

20 Stock Groups 

1965 516,363 121,190 
1966 555,572 264,428 
1967 618,442 76,530 
1968 710,063 305,084 
1969 794 380 622 054 

Stock Total 3 194 821 1 389 286 

25 P-L Groups 

1965 629,832 126,618 
1966 687,312 275,918 
1967 770,133 78,094 
1968 835,786 317 ,094 
1969 1 005 858 633 423 

Group 3 928 922 1 431 147 

II Columns and rows may not add because of rounding 

£1 Source: Form 1-57 

11 Intragroup dividends have been eliminated. 

Investment Income 

-Efu" Ca'-pItal Gain 
(Loss) 
(A) plus (B) = (C) 

118,897 
143,230 
153,255 
137,733 
222 847 
775 962 

637,553 
820,000 
694,973 

1,015,147 
1 416 434 
4,584 107 

756,450 
963,230 
848,227 

1,152,879 
1 639 281 
5 360 068 



5 Mutual Groups 

1965 
1966 
1967 
1968 
1969 

Mutual Total 

20 Stock Groups 

1965 
1966 
1967 
1968 
1969 

Stock Total 

25 pol Groups 

1965 
1966 
1967 
1968 
1969 
TOTAL 
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TABLE VI-14S 

STATUTORY UNDERWRITING RESULTS AFTER 
DIVIDENDS TO POLICYHOLDERS AND 

NET INVESTMENT INCOME AND RF~LIZED GAIN 
1965-1969. ($Thousands) y 

Net Underwriting Investment Income 
Gain (Loss) less ~ Real1zed 
Dvds to Policyhol~ers Capital Gain (Loss) 

(A) 21 (S) 31 

(26,034) 118,897 
15,l38 143,230 

(37,913) 153,255 
(116,395) 137,733 
(231 940) 222 847 
(397,143) 775 962 

(287,431) 637,553 
(43,607) 820,000 

(115,284) 694,973 
(305,564) 1,015,147 
(421 801) 1 416 434 

(1 173 689) 4,584,107 

(313,465) 756,450 
(28,469) 963,230 

(153,197) 848,227 
(421,959) 1,152,879 
(653 742) 1 639 281 

'(1 570 '832) 5 360 068 

11 Columns and rows may not add because of rounding. 

II Source: Table VI.J.2.c-l 

11 Source: Table VI.J.2.c-2 

Underwriting and 
Investment Results 

(A)+(S)=(C) 

92,864 
158,369 
115,341 

21,338 
(9 093) 

378 818 

350,121 
776,393 
579,688 
709,583 
994 633 

3,410 1,18 

442,985 
934,761 
695,030 
730,921 
985 539 

3 789 236 
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As reflected in Table VI-145 the simple combination of all invest
ment income and realized- gain with the statutory underwriting loss 
after policyholder dividends leaves a positive resIdual of $3.8 billion 
for the five-year perod. This does not imply that direct offset of under
writing results with total investment returns is an appropriate adjust
ment. It simply provides a combined measure of aggregate statutory 
underwriting and investment results before income taxes for these P-L 
groups for 1965 through 1969. 

The final element of investment results that is of interest is the net 
wlrealized capital gain (loss) for the same period. Although the data 
in this instance include an unknown and significant amount of double 
counting that results from the pyramid of ownership of stock insur
ance companies in some P-L insurance groups, these figures do reflect 
the high degree of volatility of policyholder surplus. These wide 
swings result entirely from the equity portion of the portfolio since 
only investments in common and preferred stock are reported at mar
ket value. This volatility is reflected by the range of year-to-year 
change from a plus (gain) of $0.97 billion to a minus (loss) of $2.16 
billion. The five-year period produced a net unrealized capital loss of 
$1.27 billion. These results are summarized in Table VI-146. 

Given their recent statutory underwriting experience the 25 P-L 
groups were asked, in the context of current federal income tax pro
visions,498 to describe the impact of underwriting profits and losses on 
portfolio composition and on investment management for income, and 
realized and unrealized gains . 

... In general federal taxation of P-L companies Is similar to that of other commercial 
enterprises. 
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TABLE VI-146 

NET UNREALIZED CAPITAL GAIN (LOSS) 
($Thousand) 11 ~I 

Net Unrealized 
Capital Gain (Loss) 

5 Mutual Groups 

1965 , 11 ,865 
1966 013,876) 
1967 24,491 
1968 72,920 
1969 (113 049) 

Mutual Total (137 648) 

20 Stock Groups 

1965 308,467 
1966 0,137,923) 
1967 943,152 
1968 783,033 .. 
1969 (2 028 283) 

Stock Total (1 131 554) 

25 PoL Groups 

1965 320,332 
1966 (l, 251,798) 
1967 967,643 
1968 855,953 
1969 (2 161,331) 

Total (1 269 202) 

11 Source: Form I-57 

~I These data include an unknown but significant amount of 
double counting resulting from the pyramid of stock company 
ownership within some poL insurance groups. 
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The purpose of these questions is to ascertain the continuing impact 
of underwriting experience and tax law on their selection of different 
types of investment and on investment activity. 

With regard to portfolio composition it is essentially the uniform 
practice of 17 of the P-L groups to move out of tax-exempt bonds and 
mto taxable bonds as underwriting gains turn to losses. The reverse 
movement takes place when underwriting gains are being realized 
since the tax-exempt income is most desirable. These changes are 
brought about through the regular roll-over of the portfolio through 
maturing securities and sinking fund retirement in all P-L groups. 
Some groups enter into a selling (or buying) program to accelera'te 
the desired changes. The fundamental reason for the shift into or out 
of tax-exempt (municipal) bonds is the relative yield advantage that 
one affords over the other, depending on whether the interest would 
or would not be subject to federal income taxes. One group indicated 
that during periods of underwriting gain they seek to add growth 
stocks as well as municipals because of the tax advantage of any capi
tal gains realized on the former. In contrast, seven groups felt that 
neither underwriting experience nor taxes had a significant effect on 
portfolio composition. One group indicated that they did no bond 
trading and consequently could not react to underwriting results. 

It is also clear that for P-L groups such as Allstate, Fireman's 
Fund, Great American, Hartford Fire, Home, and Reliance, all of 
which are a part of large noninsurance operations that may file con
solidated federal income tax returns, the noninsurance sources of in
come may be sufficiently profitable to offset unfavorable insumnce 
underwriting experience. Consequently their consolidated operating 
profit or loss from all operations would determine the need to increase 
or diminish their tax-exempt bond investment. The :presence of a prof
itable life insurance operation is not a factor here smce life insurance 
companies are taxed under separate provisions of the Internal Revenue 
Code. fJ!. 

Aside from the exceptions noted above, it wol<{.f'tippear that P-L in
surance groups in general respond to some degree to prolonged statu
tor.y underwriting losses by reducing or halting further purchases of 
tax-exempt bonds. In light of the statutory underwriting losses experi
enced recently, given the IRS provision 'exempting interest from 
municipal bonds from federal income taxes, and gIven the related 
higher pretax yield available on taxable bond issues, P-L insurance 
groups are acting in an economic, rational manner only if they exercise 
the option to divert investment funds into higher net yield (taxable) 
bonds. 

Whether prospective changes in regulatory consideration of invest
ment income will affect investment polic'y or behavior is subject to 
conjecture at this time. Thedirect inclUSIOn, for example, of the in
vestment income associated with the investment of funds equivalent to 
P-L liabilities would offset some underwriting expenses. Concurrently, 
insurance rates and premium income would chan~e but in directions 
and in amounts that defy forecasting. Presumably these resultant 
changes would reduce statutory underwriting losses since extended 
large underwriting losses threaten the viability of the P-L industry. 
To the extent that underwriting results are altered, the relative use of 
taxable and tax-exempt securities would change as described above. 
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With regard to the second part of the question, 16 of 24 groups re
ported that underwriting losses increased flexibility in managing the 
equity portfolio by permitting them to take capital gains which are 
offset by underwriting losses and avoid or minimize current taxes. As 
a representative response, one group reported: 

"The prospect of paying capital gains taxes frequently results in deferment of 
the sales of stock. The approaching expiration of tax-loss carry-forward ha.'1 
initiated a sales program to realize capital gains on the sales of investments." 

Only five groups stated that underwriting gains and losses and 
capital gains had little or no effect on taking gains or losses. No groups 
indicated that underwriting gains were covered by realized capital 
losses. 

In summary, the P-L groups are responsive to the provisions of the 
Internal Revenue Code (a) providing for tax exempt interest income 
from certain securities and (b) offsetting operating losses with re
alized capital gains, to minimize taxes. 
d. Measuring investment performance 

The problems associated with measuring underwriting profit and 
overall profitability for P-L insurance groups was described in the 
preceding section. Measuring the rate of return on the investment 
portfolio of P-L groups, that is, investment performance, also presents 
some difficult but not insurmountable problems.499 Whether a P-L 
investment department measures investment performance, what meth
ods are used and how frequently it is measured provide some indica
tion of how closely the department is attuned to the performance factor 
in investment management. This is turn indicates to some extent how 
"performance oriented" P-L insurance groups are and, accordingly, 
whether their investment management is responsive to measures of the 
performance factors that are under their control. 

The problems associated with measuring P-L investment depart
ment performance in a manner that is most meaningful and technically 
most acceptable are (a) the isolation of funds under control of the 
investment department from all other funds and (b) market valua
tions. Using the Bank Administration Institute's widely accepted 
time-weighted rate of return method as a technically appropriate 
measure, one needs to know "the (market) value of the fund at the 
beginning and end of the time period under study, the date and 
amount of each cash flow into and out of the fund, and the (market) 
value of the fund at the date of each such cash flow." 500 For these pur
poses the funds being managed and controlled include all portfolio 
assets, and cash is considered as a liquid, no-return "security." Since 
the cash flow of investment operations in a P-L company in many 
respects is contingent upon insurance operations and experience, it 
is difficult to isolate those funds that are under control of the invest-

.. 9 Note that there are at least two concepts of performance, one of which encompasseR 
the other. The broader concept measures the rate of growth In the (marketl value of a 
r.ortfollo. The "yield to maturity," also known as "Internal rate of return. ' dlscounteil 
'rate of return," or "average compounded rate of return" gives a valid and useful 

measure of the growth or performance of the portfolio. However, some factors, notably the 
timing and amount of cash flows Into or out of the portfolio, are not under control of 
the Investment manager (department) and a narrower concept provides a measure of 
the r,erformance of the manager (department) by taking the timing of cash flows Into 
cons deration. This measure Is relevant here since It focuses on the Investment depart
ment's decision area. 

500 Measuring the Investment Performance of Pension Funds, 3-5 (Bank Administration 
Institute, Park Ridge, Illinois, 1968). 
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ment department. For example, dividends received or the proceeds 
from the sale of securities are available for general use. In essence 
they are removed from the portfolio or funds controlled by the in
vestment department instead of routinely being available for rein
vestment.50l This conceptual problem must be resolved before the cash 
flows appropriate for measuring performance can be identified. With 
regard to the second problem the fact that only common and preferred 
stocks are required to be carried at market value for statutory report
ing means that more than one-half of the portfolio is routinely re
~orted at a stable value that is irresponsive to changes in market value. 
Some P-L groups make rough market approximations for their debt 
portfolio from time to time for internal purposes. A few groups have 
lllstalled a service that routinely determines periodic market valua
tions for the entire portfolio. 

In light of these limitations, particularly the general absence of 
market values for the debt portion of the portfolio, the 25 P-L groups 
in the Study were asked to describe their attempts to measure or evalu
ate investment performance or rate of return on only their equity 
portfolios. They were to indicate how the returns are measured. While 
this separation of the total portfolio is an artificial segregation that 
permits only limited observation and conclusions, emphasis on the 
equity element is consistent with the focus of the Study. 

ASlde from two P-L groups that reported that they made "no formal 
attempt" to measure performance, all other P-L groups stated that 
they measured performance of their equity portfolios. Almost all of 
these 23 groups compared their results with one or more stock market 
indexes or averages. The following comparisons were mentioned: 
Standard and Poor's 425 or 500, Dow-Jones Industrials or Utilities, 
the New York Stock Exchange Index, a growth mutual fund, A.M. 
Best Reports, other insurance companies and the general economy. No 
groups mentioned comparing P-L companies within their own group, 
which is consistent with the notion that they do not differentiate be
tween their companies in terms of investment management. 

Fourteen P-L groups indicated that they used a single measure of 
investment performance. Among these 14 groups the measures range 
from elementary to sophisticated as reflected by the following list .. 

Number of 
Brief Description of Methods: Groups 

(a) Uses outside service (method unspecified)____________________ 1 
(b) Simple percentage change in portfolio value___________________ 2 
(c) (b) above, adjusted for net purchases and sales________________ 1 
(d) (b) above, adjusted for (realized) gains______________________ 3 
(e) (b) above, adjusted for gains and dividends____________________ 2 
(f) (b) above, adjusted for gains, dividends and cash flow ___________ 2 
(g) (f) above, on a unit basis_____________________________________ 1 
(11) (b) above, compared with results of simultaneous equal purchase~ 

of units of Standard and Poor's 5()() Index____________________ 1 
(i) Uses outside service which does same as (h) above, adjusting, 

for dividends and cash flow_________________________________ 1 

Of the four groups using multiple measures of performance, two 
calculated percentage gains with and without any adjustment for 
dividends. A third group used a unit value approach and a simple 
percentage gain or loss over time adjusted for cash flow. The final group 

501 The portfolio as defined here, Including cash, Is not accounted for In the same 
manner as a separate account. 

53-040 0-71-pt. 2--46 
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used four measures which are included below since they are representa
tive of some of the more sophisticated approaches used by the 25 P-L 
groups. 

1. On an annual basis, computations are made to indicate portfolio 
results compa.rable to investing in one share of a mutual fund and re
investing all realized gains and dividends received. These perform
ance charts use year end ~960 as a base, and run from 1958 to the pre
sent year. 

2. An annual compound rate of return since inception of the equity 
investment is computed monthly on a discounted cash flow basis, for 
each portfolio. The weighted average annual compound rate of gain 
on common stocks is also calculated considering dividends received, 
<lapital gains realized and unrealized gains and losses. The results 
are presented in a monthly investment report. 

3. A dollar-weighted time-held annual rate of return is computed 
for each company held. These computations include both dividend, 
income and capital gains realized and unrealized. Rates of return on 
securities sold and securities held and comparable results of the S&P 
425 Industrials are calculated. 

4. Performance charts are prepared for each industry comparing 
the price performance of the portfolio industry, the S&P 425, and 
the S&P Industry Price Index. The industry charts are prepared on a 
quarterly basis beginning with the Base Year 12/31/60 equal to 100. 
A monthly chart comparing the portfolio in total and the S&P 425 
Index is also prepared. 

The groups indicated "the time span covered~' in measuring invest
ment performance primarily by specifying the maximum frequency 
of measurement as shown by the following lIst: 
Maximum Frequency: Number of Group8 (a) Annua.lly _________________________________________________ 6 

(b) Quarterly _________________________________________________ 6 
(c) Monthly __________________________________________________ 8 
(d) VVeekly ___________________________________________________ 1 
(e) Not specified ______________________________________________ 4 

Most of those measuring returns quarterly or more frequently also 
indicated that they used the measures in some form of time series to 
reveal trends. The time span cover,ed by the series was usually more 
than one year and several groups smoothed these series with three and 
five year moving averages. 

In summary most large P-L insurance groups measure investment 
performance but many responses to the performance measurement 
question failed to indicate clearly how they calculated their "rate of 
return." Even those groups that indicated that they adjusted appro
priately for the timing and amount of cash flow were l11complete in 
their answers. Many groups use rudimentary methods that provide 
only crude indicators of portfolio appreciation, and measurements 
are made relatively infrequently. Only a very few groups produce a 
measure that apparently could be used to indIcate the performance of 
the investment department itself. Accordingly there is little evidence 
here that these large P-L groups are performance orientated at this 
time. 

There is some indication that P-L groups are moving toward more 
appropriate performance measurement. One group' s,pecifically re
ported that they were now using the Bank AdministratIon Institute's 
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time-weighted method of measuring performance. Two other groups 
said they currently were changing their internal valuation and re
porting system to allow them to produce a time-weighted measure 
on a frequent basis. 
e. Participation in the venture capital market 

The final area of P-L insurance group investment policy and prac
tice inquired !llbout concerns degree of involvement in the venture 
capital market. For the purposes of the Study the venture capital 
market was defined as "private placements to small companies." The 
purpose of this inquiry was to ascertain the degree to which P-L 
groups were active in providing capital to small and typically rela
tively new companies. The partIcipation of institutional investors in 
prOVIding venture capital to small companies has important impli
cations regarding the supply of capital for corporate growth and, ul
timately, the future supply of investment securities. It is also of in
terest since it gives a more complete description of P-L group port
folio management with regard to risk assumption and rate of return. 

Participation in venture capital involves investment in private as 
opposed to public issues or placements, and by definition, investment 
in small companies. Both of these char!IICteristics imply' in general 
greater risk with regard to the investor's liquidity and abIlity to easily 
resell the security. Potentially there may be greater business risk as 
well. Given the traditional emphasis on maximizing liquidity and mini
mizing market and investment risk in P-L portfohos for the insurance 
policyholders, it is not surprising that private pl!llCements to even 
large well established companies are relatively insignificant in terms 
of the total P-L group portfolio. The emphasis historically has been 
on readily marketable, low business risk investments. Furthermore 
private pl!IICements in general require an investment department with 
sufficient staff and expertise to provide the additional analysis re
quired. In return for assuming these higher risks and greater .costs a 
commensurately higher average rate of return is expected. 

As shown in Table VI-147 below, the 25 large P-L groups in the 
Study had only $655 million or 2.13 percent of their consolidated assets 
in restricted securities at December 31, 1969. Restricted securities as de
fined for the Study are securities that could not have been offered to 
the public for sale, as of that reporting date, without first being re
gistered under the Securities Act of 1933, and include, for example, 
privately placed, long-term debt instruments as well as "letter stock" 
meeting this definition. 

TABLE VI. 147.-CONSOLIDATED HOLDINGS OF RESTRICTED SECURITIES BY 25 P-L GROUPS. DEC. 31. 1969 

Type of restricted security 
Amount 

(thou~ands) 
Percent of 

total assets 

Non'~~~~dm\\~w~· !~~'t:e~~~:~~.~~~ .. ~s~~:~~....................................... $80.725 0.26 
Issued without equity provision............... .......... .............. ........ 429.539 I. 40 

Debt subtotal. ............................................................ --51-0-. 2-64----1.-66 
Common stock.................................... ........ ..... ....... .......... 144.351 0.47 

--------
Total restricted securities.. ............ .................................... 654.616 2.13 

Total consolidated assets ................................................... =3=0.=76=6.=88=1===10=0.=00 

Source: Form 1-21. 
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Venture capital investments as defined by the Study are therefore 
'some small fraction of the $655 million of private placements reported 
in Table VI-147. 

Each P-L group investment department was 'asked to describe the 
manner in which it had participated in the venture capital market 
in the last five years and what its expectations were in this area for 
the future. 

Of the 25 large P-L groups in the Study 10 indicated either no 
or essentially no partcipation in private placements to small com
panies during the 1964-1969 period. Further, only two of these groups 
suggested that they might consider involving themselves in the ven
ture capital mark~t in the future. Typical of the comments from non
participants are the following two responses: 

"All private placements have been made to other than small companies. The 
increased risk inherent in investing in venture capital far outweighs any increase 
in return and thus future investment in this field is unlikely." 

"We have in the past and are continuing to study the venture capital invest
ment area but have thus far concluded that we do not have the staff capability 
to engage in this investment area and that the cost to develop such capability 
is not commensurate with possible returns." 

In general the degree of participation in the venture capital market 
by the other 15 P-L groups is relatively modest. Only four or five 
might be oonsidered to be engaged inactive programs in this area 
and even these programs involve only one or two percent of their 
total assets. For the other 10 or 11 groups, typical limited involve
ment is portrayed by the following response: 

"During the last five years in only two instances have we participated in the 
venture capital market by the acquisitdon' of a priv'ate placement of a small 
company .... The extent of our future involvement in venture c.apital invest
ments will be dependent on the opportunities which may 'be presented to us, we 
do not presently contemplate actively seeking out such investments." 

In several instances the respondents mentioned the type of security 
issued in the private placement; common stock or debt with an equity 
kicker were the issues most frequently used. 

The responses also indicated that P-L groups with significant life 
insurance operations had investment staffs experienced in private 
placements and among these groups there was a tendency to be par
ticipants, or more actIve partIcipants, in the venture capital market. 
Among the five P-L groups most active in making private place
ments to small companies, two have private placement sections or 
divisions and two others are important life insurers. 

Perhaps the most significant aspect of these 15 responses is that five 
of the P-L groups indicated that their initial partiClpation in venture 
capital investment had occurred in the last three years. Also, one othel' 
group is starting a venture capita~ investment program in 1970 with 
an investment hmit ,for the pilot project of one percent of assets or 
$5 million. Although only one group mentioned tax considerations, it is 
consistent with the behavior described in section J.2.c above that the 
move out of tax-exempts for groups incurring operating losses might 
also tend to encourage private placement and venture capital invest
ments. 

In summary, at this time very few large P-L insurance groups are 
engaged in providing more than a nominal amount of venture capital. 
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However, there is evidence of involvement to some degree 'by many 
more P-L groups in the last two or three years. This is partICularly 
true among groups that already have a large investment department 
staff a,nd the necessary expertise. 

3. Asset Holdings, Liabilities and Surplus of Property-Liability 
Groups 

This section presents the major part of the information collected 
by the Study on the asset holdings, liabilities and surplus, investment 
characteristIcs and portfolio activity of the 25 P-L insurance groups 
that received Form I-57 and the attendant questionnaire Forms I-20, 
1-21, 1-24 and 1-26. These data have enabled the Study to prepare 
and present tables showing consolidated asset holdings, lIabilities and 
surplus for these insurance groups, the asset compositIOn by categories 
of assets, common stock holdings by exchange listing of issues held 
and turnover and activity rates for common equities. In presenting 
these measures the totals in dollars and in relative (percent) amounts 
for the 25 P-L insurance groups are shown, as are the subtotals for 
mutual (5) and stock (20 ) groups. 
ft. Oonsolidation of property-liability group a88ets, liabilities and 

surplus 
Study questionnaire Form 1-21 was designed to collect uniform 

information on asset holdings from a variety of accounts and institu
tions. Form 1-21 was also designed so that with Form 1-21A Liabil
ities and Surplus, the asset information for each individual P-L com
pany could be consolidated for its group.502 Consolidated assets for 
each P-L group in the St.udy were aggregated to produce consolidated 
asset information for a major part of the P-L industry. For these 
groups the consolidated asset holdings eliminated the double counting 
present in published industry asset totals.503 The double counting 
arises because of the pyramid of ownership of stock corporation P-L 
companies within some groups. It arises specifically in the type of 
structure where P-L Company A owns P-L Company B, because B 
is carried as an asset on A's balance sheet. Simple aggregation of the 
assets of'Aand B, which is what A. M. Best Company does to rroduce 
an industry total, overstates the assets by an amount equa to the 
equity of A in B, plus any balances outstanding between these two 
companies at the reporting date.504 . 

Each of the 25 P-L insurance groups in the Study was asked to 
complete Form 1-21 for each of Its affiliated P-L companies as of 
December 31, 1969. Only that one reporting year was requested here 
because of the substantial burden that requiring comparative figures 
for another year would impose. Each P-L company reported as a 

IIO'J See Supplementary Volume II for cOpies of Forms 1-21 and 1-21A . 
.... A. B. Best Company, Inc., Is the most widely known and used collective source of 

Insurance company, Insurance group and Insurance Industry data. Because required 
regulatory reporting Is on a company-by-company basis and because some but not all 
Insurance groups publish consolidated statements In one form or another, there Is no 
Industry-wide source of uniform consolidated assets (ie., with double counting eliminated) . 

... A. M. Best Company does produce condensed consolidated asset Information for 
some large stock groups that have slgnUlcant asset double counting. 
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separate category of assets its investment in any a.ffiliated P-L com
panies and also any amount owed to it by any affiliated companies.505 

On Form 1-21A these same companies reported both the amount 
owed to all affiliates and the amount of each company's policyholders 
surplus (net worth). More detailed information concermng each com
pany's amounts owed to affiliates and from affiliates is required to 
achleve a complete consolidation that would satisfy most accountants. 
A very close approximation of a complete consolidation was achieved 
by reducing the asset "investment in affiliated P-L companies" by an 
amount determined by multiplying the percent of ownership in the 
affiliate (subsidiary) by the policyholders surplus of the affiliated 
P-L company.50S Policyholders surplus was also reduced by the same 
amount so that both the adjusted asset and the adjusted liability and 
equity sides of the balance sheets could then be summed to provide 
consolidated assets for the P-L insurance group. Although the asset 
and liability categories that included the amounts owed among all 
affiliated companies were left unadjusted, they did not materIally 
affect the consolidated results. For example, the unadjusted aS8eJt line 
"due from affiliated oompanies" in the consolidation of all 25 P-L 
groups amounted to less than $90 million out of $30.767 billion.50T 

It should be noted also that the P-L groups were instructed to report 
asset values using the same values reported in the NAIC annual con
vention blank. This means that only common and preferred stock in
vestments are included in the consolIdation at stated market value and 
all other assets including debt are included at "amortized value'~ 
which approximates cost rather than market. Although market val
ues were desired by the Study for all assets of 'all instltutions, it was 
recognized that insurance company statement values were readily 
available for all P-L respondents and market values for other-than
equities could not be provided within a reasonable time at a reason
able cost to the respondent. 

The results of this consolidation for the 25 P-L groups are shown 
in Table VI-148. The consolidated assets amount to $30.767 billion 
while the aggregate unconsolidated assets for the 145 companies in
cluded in the 25 P-L groups was $33.462 billion. This adjustment in 
consolidating reduced the comparable aggregate assets by $2.695 bil
lion, or 8.1 percent. 

The aggregate asset figures available for the entire P-L industry 

.... To reduce the considerable reporting burden even further for P-L respondents, 
those P-L groups with eight or more U.S. P-L companies could elect not to report this 
Information for any P-L companies with less than $10 m!llion In admitted assets. Four 
groups exercised this option and omitted 10 P-L companies with aggregate assets of 
$34.0 m!lllon, about one-tenth of one percent of the aggregate assets of the 145 companies 
Included In the consolidation. 

"'" In the few Instances where this adjusted amount exceeded the carrying value of 
the Investment on the parent's balance sheet, the adjustment was reduced so as not to 
lea ve a negative residual. 

"'" This consolidation only applies to P-L atlillations. To the extent that, for exam
ple, a P-L owns a life Insurance company, this Investment Is carried on an unconsolidated 
basis. This explains most of the relatively slgnUlcant Item "atlillated company shares" 
(Table VI-148) amounting to $2.00 billion out of $30.77 billion In consolidated P-L 
assets for the Study sample. Of this $2.00 billion In atlillat~d company Investment, $1.62 
billion represents atlillated life companies. Four P-L groups with large life operations 
comprise $1.36 b!llion of that $1.62 b!llion total. 
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at December 31, 1969, as compiled by A. M. Best Company, are as 
follows: 

Billion 
Stock Companies __________________________________________ $37.992 (72.6%) 
Mutual Companies ________________________________________ 12.746 (24.3%) 
Reciprocal Exchanges _____________________________________ 1.574 ( 3.0%) 
Lloyds Organizations ______________________________________ 0.056 ( 0.1%) 

Total Aggregate P-L Industry Assets ________________ $52.369 (100.0%) 

Accordingly, using the comparable aggregate asset data, the Study 
sample of 25 large P-L groups covered 63.9 percent of the industry 
assets reported at the end of 1969. The Study consolidated figure 
presents an accurate bench-mark for future reference, based on ap
proximately two-thirds of P -L industry assets. 

The consolidation involving the non-asset side of the balance sheet 
for the five mutual and 20 stock groups and for the 25 groups com
bined as shown in Table VI-149. The adjustment in consolidating 
within each group was made using the total policyholders surplus for 
each P-L company. Consequently, the results do not provide meaning
ful numbers for accounts such as capital or paid-in-surplus which 
make up policyholders surplus. Therefore, Table VI-149 shows 
only the major liability accounts and total policyholders surplus, both 
in thousands of dollars and in relative amounts. 
b. Asset holdings 

Detailed asset holdings da.ta at December 31, 1969 are presented in 
Tables VI-150 through VI-156' for three combinations of P-L 
groups: mutuals (5), stock (20) and total (25). Table VI-150 sum
marizes total assets in six major asset categories, and the details of the 
asset types in each of these major categories are presented in the six 
tables that follow. These seven tables a,re: (1) Summary, (2) Cash 
and Near Cash, (3) U.S. Government, State, Local and Foreign Gov
ernment Issues, (4) Nongovernment Long-Term Debt Issues, (5) 
Common Stock, Warrants, Rights and Options, (6) Mortgage Loans 
and Real Estate Owned, (7) Preferred Stocks and All Other Assets. 
Each of these seven tables shows the absolute and relative contribu
tion of each asset type to the major category of which it is a part. 
Table VI-148 should be referred to for the relative contribution 
of 16 subca.tegories to total assets. 

For the 25 groups combined, categories of assets that are notable 
for their relatively large size are state and local governments (28.35 
percent) and common stock (33.66 percent). Mutual groups and stock 
groups differ markedly in both of these categories, but particularly 
in common stock investment. Mutuals have only 11.57 percent in com
mon stock compared to 38.61 percent for stock groups. Much of this 
differential is related to the significantly smaller proportion of funds 
provided by policyholders surplus in mutuals, as is reflected by Table 
VI-149. This table shows mutuals to have policyholders surplus 
amounting to 20.00 percent of total liabilities and surplus (or, equiv
alently, total assets) while the comparable surplus figure for stock 
groups is 33.00 percent. In contrast the investment of mutuals in state 
and local government securities amounts to 39.21 percent of total as
sets, and stock groups have 25.91 percent invested in state and local 
government securities. Both types of P-L groups are important sup
pliers of funds for investment in state and local governments, and stock 
groups are particularly important common stock investors. 
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TABLE VI-148 

ASSET HOLDINGS OF P-L GROUPS 
December 31, 1969 

($ Thousand and % of Totals) 11 ~I 

5 Mutual Groups 20 Stock Groups 

Cash and Near Cash $ 75,204 $ 505,736 
'1.33% 2.01% 

u. S. Governments 862,167 1,455,281 
15.29% 5.79% 

u. S. State & Local Govt.'s 2,211,270 6,510,602 
39.21% . 25 917. 

Foreign Government Securities 86,686 311,810 
1.54% 1.24% 

Nongovernment, Short-term Debt 112,540 532,962 
2.00% 2.12% 

Nongovernment, Long-term Debt 892,771 1,719,915 
15.83% 6.84% 

u. S. Issuers; issued with 38,265 281,319 
equity provision 0.68% 1.12% 
u. S. Issuers; issued with 852,954 1,350,396 
out equity provision 15.13% 5.37% 
Foreign Issuers 1,552 88,198 

0.03% 0.35% 
Preferred Stock 184,347 616,193 

3.27% 2.45% 
Common Stock -- Total 652,702 9,702,413 

11.577. 38.61% 
Affiliated Company Shares 124,059 1,885,070 

2.207. 7.50% 
Loans Secured by Real Estate 27,146 14,058 
Mortgage 0.48% 0.06% 
Real Estate OWned 115,828 384,070 

2.057. 1.53% 
Warrants, Rights, Options 266 11,270 

0.00% 0.04% 
Other Assets 418,347 3,363,288 

7.42% 13.38% 
Total Assets 5,639,275 25,127,605 

100.00% 100.00% 

Source: Forms I-57 and 1-21 
11 Columns may not add because of rounding. 

'" 

25 PL Groups 

$ 580.940 
1.897. 

2,317,448 
7.53% 

~, 721,872 
28.35% 

398,496 
1.30% 

645,502 
2.10% 

2,612,686 
8.49% 

319,584 
1.04% 

2,203,350 
7.16% 

89,750 
0.29% 

800,540 
2.60% 

10,355,115 
33.66% 

2,009,129 
6.53% 

41,204 
0.13% 

499,896 I 

1.62% 
11,536 
0.04% I 

3,781,645 I , 
12.29% 

30,766,880 
100.00% 
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TABLE VI-149 

LIABILITIES AND SURPLUS 
December 31, 1969 

($ Thousand and Percent of Totals) 11 ~I 

5 Mutual 20 Stock 25 P-L 
Groups Groups Groups 

1. Losses and Unearned $ 4,112,985 $15,421,805 $19,534,790 
Premiums- -Total 72.94% ' . 61.37% 63.49% 

1.1 Losses and Ad- 2,829,087 .8,584,251 11,413,338 
justment Expenses 50.17% 34.16% 37.10% 

1.2 Unearned Premiums 1,283,898 6,837,554 8,121,451 
22.77% 27.21% 26.40% 

2. Borrowed Money 0 50,612 50,612 
0.007. 0.20% 0.17% 

3. ~ed to Affiliates 19,69i 60,69i . '80,4~9 
0.35% 0.24% 0.26% 

4. Other Liabilities 378,577 1,303,723 1,682,300 
and Reserves 6.71% 5.19% 5.47% 

5. Total Liabilities 4,511,319 16,836,831 21,348,150 
80.00% 67.00% 69.39% 

6. Policyholders Surplus 1,127,956 \8,290,774 9,418.730 
20.00% 33.00% 30.61% 

7. Total Liabilities and 5,639,275 25,127,605 30,766,880 
Surplus 100.007- 100.00% 100.00% 

.!I Source: Forms I-57, I-21 and I-21A • 

y Columns may not add because of rounding. 
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CASH & 
ACCOUNT TYPE N NEARCASH 

75,204 
MUTUAL GROUPS 5 1.33% 

505,736 
STOCK GROUP S 20 2.01% 

580,940 
TOTAL 25 1.88% 

TABLE VI-150 

ASSET HOLDINGS - 1969 11 
P~OPERTY & LIABILITY INSURANCE GROUPS 

SUMMARY OF MAJOR CATEGORIES OF ASSETS AND TOTAL ASSETS 
(IN THOUSANDS OF DOLLARS) 

~ J , -T/ ,-, ,-, 

GOVTS &SHORT- NONGOVT COMMON MORTGAGE & 
[PERM NONGOVT~ LONG-TERM & WARRANTS REAL ESTATE OTHER ASSETS 
~,2:?2~664 892,771 652,968 142,974 602,694 

--
58.03% 15.83% 11.57% 2.53% 10.68% 

8,810,654 1,719,915 9,713,683 398,126 3,979,490. 
35.06% 6.84%- 38.65% 1.58% 15.83% - -

2,083,319 ?2612.68? 10,366,652 541,099 4~582,18S. 

39.27% _~_.491.. 33.69% 1.75% 14.89% 

11 Source: Form 1-21. See Forms 1-21 and I-57 in SupplementarY Volume II for definitions. 
* See related Tables b-2 through b-7 that follow for details comprising each of these 

summary column subtotals. 

.. 

TOTAL ASSETS 
5,639,275 

100.00% 
25,127,605 

100.00% 
30,766,881 

_100.00% 
00 
c-. o 



2/ 
,-

CURRENCY 
DEMAND 

ACCOUNT TYPE N DP M-BKS 

MUTUAL 717 
GROUPS 5 0.95% 

STOCK 3,109 
GROUPS 20 0.61% 

3,826 
, TOTAL 25 0.65% 

TABLE VI-lSI 

ASSET HOLDINGS - 1969 If 
PROPERTY & LIABILITY INSURANCE GROUPS 

CASH AND NEAR CASH ITEMS 
(IN THOUSANDS OF DOLLARS) 

3/ {/,,4/ ,-, ,-, , ., ,- , 

CURRENCY TOTAL OTHER TIME 
DEMAND DP CURRENCY & SAV DP 
ELSEWHERE DEM DEPS C.D. 's IN BANKS 

49,103 64,192 6,478 4,484 
65.29% 85.35% 8.61% 5.96% 

396,319 447,104 32,477 25,201 
78.36% 88.40% 6.42% 4.98% 

445,422 511,297 38,954 29,685 

.... 76.·§7% 88.01~ __ 6.70% 5.10% 

,. , ,. , 

OTHER TIME TOTAL 
& SAVINGS CASH & 
DEPOSITS NEARCASH 

50 75,204 
0.06% 100.00% 

953 505,736 
0.18% 100.00% 

1,004 580,940 
0.17% 100.00% 

1/ Source: Form 1-21. See Forms 1-21 and I-57 in S~pplementary Volume II for definit~ons. 
2/ Currency and demand deposits in banks managing a P-L investment accoun~. 
3/ Column (3) is the subtotal of columns (1) plus (2). It does not add since some respondents 
- reported only the subtotal. 
~/ Certificates of deposit. 

00 
C1 ..... 



ACCOUNT TYPE N 

MUTUAL 
GROUPS 5 

srOCK 
GROUPS 20 

TOTAL 25 

TABLE VI-152 

ASSET HOLDINGS - 19691/ 
PROPERTY & LIABILITY INSURANCE GROUPS 

US GOVERNMENT, STATE, LOCAL AND FOREIGN GOVERNMENT ISSUES~/ 
(IN THOUSAND~/OF DOLLARS) 

- - - - v .. 
US GOVT US GOVT _. -' ~ 

US STATE 

SHORT- LONG- US GOVT & LOCAL FOREIGN NONGOVT 
TERM TERM TOTAL GOVT GOVT SHORT-TERM 

125,6~O ?36,~tj. _ 862,167 2,211,270 86,686 111,757, 
3.84% 22.50% 26.34% 67.56% 2.64% 3.41% 

122,139 1,333,141 1,455,281 6,510,602 311 ,810 513,253 
1.38% 15.13% 16.51% 73.89% 3.53% 5.82% 

247,830 2,069,618 2,317,448 8,721,873 398,496 625,010 
2.05% 17.12% 19.17% 72,18% 3.29% 5.17% 

NONGOVT 

SHORT-TERM 
FOREIGN 

783 
.0.02% -, 

19,708 
0.22% 

. 20,492 
0.16% 

1/ Source: Form 1-21. See Forms 1-21 and I-57 in Supplementary Volume II for definitions. 
2/ See Table b-l (this section), column (2), for the grand total for this table. 
3/ Column (3) is the subtotal of columns (1) plus (2). 
!/ Column (8) is the subtot~l of columns (6) plus (7). 

4/ 

NONGOVT 

SHORT-TERM 
. TOTAL 

112,540 
3.43% 

532,962 
6.04% 

§45,504. 
5.34% 

00 
<:It 
t-:l 



(1) 

RESTRICTED 
US ISSUERS 

ACCOUNT TYPE N W/EQUITY 

MUTUAL 25.064 

GROUPS 5 2.80% 

STOCK .-- 55.661 

GROUPS 20 3.23% 

80.725 

TOTAL 25 3.08% 

TABLE VI-153 

ASSET HOLDINGS - 196911 
PROPERTY & LIABILITY INSURANCE GROUPS 

NONGOVERNMENT LONG-TERM DEBT ISSUES 
(IN THOUSANDS OF DOLLARS) 

(2) (3)1/ (4) (5) 
OTHER TOTAL RESTRICTED OTHER 
US ISSUERS US ISSUERS US ISSUERS US ISSUER~ 

W/EQUITY W/EQUITY WO/EQUITY WO/EQUITY 

13.201 38.265 141,982 617.002 
1.47% 4.28% 15.90% 69.11% 

225.175 281.319 287,557 1.062,838 
13·99% 16.35% 16.71% 61. 79% 

238.376 319.584 429.539 1.679.840 
9.12% 12.23% 16.44% 64.29% 

(6)~1 (7)" 

TOTAL 
US ISSUER~ FOREIGN 
WO/EQUITY ISSUERS 

852.954 1.552 
95.54% 0.17% 

1.350.396 88,198 
78.51% 5.12% 

2.203.350 89.750 
"84.33% 3.43% 

1/ Source: Form 1-21. See Forms 1-21 and I-57 in SupplementarY Volume II for definitions. 
2/ Column (3) is the subtotal of columns (1) plus (2). US Issuers with equity provision. 
3/ Column (6) is the subtotal of columns (4) plus (5), US Issuers without equity provision. Column 
- (6) does not add since some mutual respondents reported only the subtotal (6). 

(8) 

TOTAL 
NONGOVT 
1T DEBT 

892.771 
100.00% 

1,719.915 
100.00% 

2,612,686 
100.00% 

00 
CJ1 
C/.:l 
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ACCOUNT TYPE N 

MUTUAL 
GROUPS 5 

STOCK 
GROUPS 20 

TOTAL 25 

TABLE VI-154 

ASSET HOLDINGS - 19691/ 
PROPERTY & LIABILITY INSURANCE GROUPS 

COMMON STOCK, WARRANTS, RIGHTS & OPTIONS 
(IN THOUSANDS OF DOLLARS) 

~ ~ J .. 
ADR'S & RESTRICTED INVESTMNT AFFILIATED 
FOREIGN U.S. "_ COMPANY COMPANY 

ISSUERS SHARES SHARES ISSUERS : 

7,094 6,412 511 124,059 
1.08% 0.98% 0.07% 18.99% 

114,951 137,939 8,378 1,885,070 
1.18% 1.42% 0.08% 19.04% 

122,045 144,351 8,889 2,009,129 
1.17% 1.39% 0.08% 19.38% 

U 
2/ 

I 

OTHER TOTAL WARRANTS 
U.S. COMMON. RIGHTS & 
ISSUERS STOCK OPTIONS 

514,626 652,702 266 
78.81% 99.95% 0.04% 

7,556,075 9,702,413 11 ,270 
77.78% 99.88% 0.11% 

8,070,701 ~o.;355>1!~" 11 ,536 
77 .85% 99.88% 0.11% 

1/ Source: Form i-21. See Forms 1-21 and I-57 in Supplementary Volume II for definitions. 
1/ Column (6) is the subtotal of columns (1), (2), (3), (4) and (5). 

.0 

TOTAL I 

. COMMON & I 

WARRANTS ! 

652,968 

100.00% 
00 

9,713,683 ~ 

100.00% 

10,366,652 

100.00% 



ACCOUNT TYPE N 

MUTUAL 
GROUPS 5 

STOCK 
GROUPS 20 

--
TotAL 25 

TABLE VI-lSS 

ASSET HOLDINGS - 19691/
PROPERTY & LIABILITY INSURANCE GROUPS 
MORTGAGE LOANS AND REAL ESTATE OWNED 

(IN THOUSANDS OF DOLLARS) 

(1) (2) (3) 2/ (4) 
MORTGAGE OTHER MORTGAGE MORTGAGE 
1- TO 4. MORTGAGE WO/EQUITI WITH 
FAMILY WO/EQUITI TOTAL EQUITY 

25,350 1,035 26,384 715 
17.73% 0.72% 18.45% 0.-49% 

3,910 8,189 12,099 0 
0.98% 2.05% 3.03% 0.00% , 

29,260 9,224 38',484 715 
5.40% 1.70% 7.11% 7.61% 

--, 

(5) 3/ (6) - - (7) 

REAL TOTAL MORT-
TOTAL ESTATE GAGE &REAL 

MORTGAGE OWNED 'ESTATE 

27,146 115,828 142,974 
18.98% 81.01% 100.00% 

14,058 384,068 398,126 
3.53% 96.46% 100.00% 

41,204 499,896 541,099 
7.61% 92.38% 100,00% 

1/ Source: Form 1-21. See Forms 1-21 and I-57 in Supplementary Volume II for definitions. 
~/ Column (3) is the subtotal of columns (1) plus (2). 
1/ Column (5) is the subtotal of columns (3) plus (4),. It does not add since some respondents 

reported only the subtotal MOrtgage Loans (5). 

00 
C1 
C1 



-
CONVERT 
PREFERRED 

ACCOUNT TYPE N US ISSUERS' 

MUTUAL 20.479 

GROUPS 5 3.39% 

STOCK 201.314 

GROUPS 20 5.05% 

221,793 

TOTAL 25 4.84% 

TABLE VI-156 

ASSET HOLDINGS - 1969.!1 
PROPERTY.& LIABILITY INSURANCE GROUPS/ 

PREFERRED STOCK AND ALL OTHER ASSETS 1 
(IN THOUSANDS OF DOLLARS) 

3/ - ~ ~ ~ 

NONCONV. TOTAL DUE FROM 
PREFERRED PREFERRED POLICY AFFILIATED 
US ISSUlRS STOCK LOANS COMPANY 

163.263 184.347 0 20.260 
27.08% 30.58% 0.00% 3.36% 

339,825 616'.193 1.774 69,031 
8.53% 15.48% 0.04% 1.73% 

503,088 800,540 1,774 89,291 
10.97% _17 .4~%_ 0.03% 1.94% 

- ------- ----- ----------

v . 
ACCOUNTS 

RECEIVABLE ALL 
FR BROKERS ' OTHER 

45.118 352,969 
7.48% 58.56% 

881,986 12,410,506 
22.16% 60.57% 

92i,104 12,763,476 
20.23% 60.30% 

1/ Source: Form 1-21. See Forms 1-21 and I-57 in Supplementary Volume II for definitions. 
2/ See Table b-l (this section). Column (6), for the grand total for this table. -
3/ Column (3) 1s th~ subtotal of Column (1) plus (2). 
4/ Column (8) 1s the subtotal of Columns (4), (5), (6) and (7). - ~ 

v 
4/ 

OTHER 
ASSETS 
TOTAL 

418,347 
69.41% 

3,363,298 
84.51% 

3,781,645 
82.52% 

" / 

00 
01 
a:> 
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It should be noted that the total common stock investment of the 
25 P-L groups of $10.4 billion includes ~2.0 billion in un~or,tsoli.dated 
affiliated company common stock. Of thIS amount $1.6 bIllIon IS the 
investment of these P-L groups in affiliated life insurance companies 
and four groups with very large life operations comprise $1.4 billion 
of the $1.6 billion. 

Three other areas of significant investment for the 25 groups are 
Other Assets (12.29 percent), U.S. Governments (7.53 percent) and 
Nongovernment Long-term Debt, which is essentially corporate debt 
(8.49 percent). Of the latter amount only 1.04 of the 8.49 percent is in 
issues with conversion or other equity provisions. The large amount 
of Other Assets consists primarily of uncollected premiums and 
amounts owed by agents. 

In contrast to the significltntly large investment categories described 
above is the relatively small investment in loans secured by mort
gages (0.13 percent). As was described in sec. J.2.e, P-L groups tend 
to emphasize liquidity in their investments and consequently private 
placements of a.Il types are not a significant portion of their portfolio. 
c. Oornmon stock investment by exchange listing 

The investments of the 25 P-L groups in nonaffiliated company com
mon stock at the end of 1964 and 1969 are classified by stock exchange 
listing and related characteristics in Tables VI-157, -158 and -159. 
There are no significant differences between mutual and stock groups 
reflected in the tables. Consistent with P-L insurers' stress on market
ability in all categories of investments, the Study found t.hat 86.7 per
cent of their common stock was listed on the NYSE at the end of 1969. 
The increase in this proportion from 84.5 percent in 1964 reflects the 
listing on the NYSE of several large commercial banks or their hold
ing companies. The holdings of particular issues of common stock by 
P-L groups is discussed in chapter IX of the Study. 

53-940 O-71-pt. 2-47 
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TABLE VI-lS7 

COMMON STOCK HOLDINGS 
BY EXCHANGE LISTINGS 

25 P-L GROUPS Y '1/ 
($ Thousands and 1. of Total) 

COlmlOn Stock 1964 1969 

Listed on New York Stock $ ,5,836,910 $ 7,320,794 
Exchange 

" 
84.5'1 86.71. . 

Listed on American Stock 45,622 96,191 
Exchange 0.71. 1.11. 

Of Banks and Insurance Companies 732,360 647,664 
Not Listed on New York or 10.61. 7.77. 
American Stock Exchanges 

I 

Of Other Companies Not Listed on 294,607 380,552 
New York or American Stock 4.31. 4.51. 
Exchanges 

Total I 6,909,499 8,445,201 
100.01. 100.01. 

1/ Source: Form I-57 and 1-24. 
II Totals may not add because of rounding. 

.. 
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TABLE VI-IS8 

COMMON STOCK HOLDINGS 
BY EXCHANGE LISTINGS 
5 MUTUAL l'-L GROUl'S 

.($. Thousands and '7. of Total) 11 11 

C01lDllon Stock 1964 

Listed on New York Stock $ 260,932 
Exchange' , 86.2'7. 

Listed on American Stock 4,008 
Exchange 1:3l 

Of Banks and Insurance Companies 25,770 
Not Listed on New York or 8.5'7. 
American Stock Exchanges 

Of Other Companies Not Listed on 12,156 
New York or American Stock 4.0'7. 
Exchanges 

Total i 302,867 
I 100.0% 
I 

1/ Source: Form I-57 and 1-24. 
1/ Totals may not add because of rounding. 

1969 

$ 446,451 , 
83.3'1 

10,428 
2.Ol 

38,324 
7.2l 

40,923 
7.6'%. 

536,126 
100.0'7. 
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TABLE VI-159 

COMMON STOCK HOLDINGS 
BY EXCHANGE LISTINGS 
20 STOCK P-L GROUPS 

($ Thousands and ~ of Total) 11 ZI 

CODDDOn Stock 1964 1969 

Listed on New York Stock $ 5,575,978 $ 6,874,343 
Exchange ' . 84.4'%.· . 86.9'%. 

Listed on American Stock 41,61!+ 85,762 
Exchange . - 0.6% 1.1% 

Of Banks and Insurance Companies 706,590 609,340 
Not Listed on New York or 10.7'%. 7.7'%. 
American Stock Exchanges 

Of Other Companies Not Listed on 282,451 339,629 
New York or.American Stock 4.3'%. 4.3% 
Exchanges 

Total 6,606,632 7,909,074 
100.0'% 100.~ 

1/ Source: Form I-57 and 1-24. 
1/ Totals may not add because of rounding. 

,. 
, 
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4. Common Stock Turnover and Activity Rates 

Turnover and activity rates relate the dollar amount of cornmon 
stock acquired and/or disposed of to the average amount held dur
ing the period. Activity rate ("ACT") is defined as the average 
of acquisitions and dispositions during the period (on an annual ba
sis)] divided by the average of holdings at market value at the 
begmning and at the end of the period, times 100. Turnover rate 
("TOV") is defined similarly except that the numerator is simply the 
lesser of ac{),uisitions and dispositions for the period. Since shares 
may be acqUIred or disposed of through conversions, exchanges and 
the like, data were collected separately for "cash only" and "noncash" 
transactions. These data were collected on Study Form 1-26, Vol
ume of Trading in Account: Cornmon Equities, in the same fashion 
throughout the Study and the computatIOns are consistent for all 
institutions and types of accounts. In the'case of P-L groups the com
mon stock holdin~ for December 31, 1964 used in the 1965 compu
tations were prOVIded from Form 1-24, Common Stock by Exchange 
Listing. These data in Form 1-26 provide,d turnover and activity 
rates for each year, 1965 through 1969, on a cash only basis and also 
with noncash transactions included. The TOV and ACT arc sum
marized in Table VI-160 for mutual (5), stock (20) and 25 P-L 
groups combined. 

Because of the structure of ownership of affiliated P-L companies in 
P-L groups and because contributions to capital and reorganizations 
within groups involve transactions unrelated to common stock activity 
in the public market, intragroup holdings and intragroup transactions 
of this type were excluded from Form 1-26. The cash and noncash 
acquisition and disposition data were carefully checked with re
spondents to eliminate all internal transactions in each P-L group in 
the Study. 



TABLE VI-160 

P-L INSURANCE GROUP CONSOLIDATED 
COMMON EQUITIES TURNOVER AND 

ACTIVITY RATES, 1965-1969 1/ 2/ -
(Percent) --

1965 1966 1967 1968 

TOV ACT TOV ACT TOV ACT TOV ACT 

:;ASH AND NON CASH 
~cquisitions and 

Dispositions 
' . 

5 Mutual Groups 17.05 !!-.lX 12.98 19.4-..1 16.9\2 ' 
, , 

23.90 22.8,7 29.11 
'-- , '-

~.12e 
I 

5:\3d; 20 Stock Groups 6·r>: 4.59 6.37 7.85 7.46 9':,92 
',-

25 P-L Groups ~.39 6.48 4.99 6.99 5.88 8.65 8.33 11.00 

CASH ONLY 
acquisitions and 

Dispositions 

5 Mutual Groups 6.97 10.97 9.93 16S1\ 16"24 23.30 18.27 24.63 
--' 

20 Stock Groups 3. 69 5.71 3:'8~ 5.52 4.36 6.'e7: 6.51. 8.'p· 
, -

25 P-L Groups 3.84 5.95 4.17 6.04 4.95 7.69 7.17 9.65 
_._._- -

1/ Source: Forms I-57, 1-24 and 1-26. 
1/ TOV, Turnover Rate; ACT, Activity Rate. 

1969 

TOV ACT 

. -, 
37.62 46.\,2~\ 

" --
16.11 20.44 

17.43 22.02 

34.94'. 43.70 

13.03 16.31 

14.37 17J99 

I 

00 
0:. 
t>.:) 
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The results in Table VI-160 showed marked increases in all measures 
over the period studied but the rates in the early years are noteworthy 
because of their low values relative to other institutions. The 1969 
ACT (22.0 percent) and the 1969 TOV (17.48 percent) are more than 
double the 1968 rates for the 25 P-L groups and reflect the most 
dramatic increase in the period studied. However, it should be noted 
that in comparison these 1969 rates are still only one-half of the rates 
reported for open-end investment companies. 

The SecuritIes and Exchange Commission regularly computes and 
publishes ACT data for several types of institutions including P-L 
companies. These Commission data combine cash and noncash trans
actions, and are consistently one or more percentage points above the 
results from the combined cash and noncash data carefully produced 
from the Study. This comparison of P-L ACTs is summarIzed below: 

1965 1966 1967 1968 1969 

~a~ Commission •••••••.••.•••••••••••• 8.2 8.3 9.9 15.7 26.1 
b Study •••••••••••••••••••••••.•••• 6.5 7.0 8.7 11. 0 22.0 
a)-(b) Difference •.•••••••••••••••••• +1.7 +1.3 +1.2 +4.7 +4.1 

The differences are most significant in 1968 and 1969. 
The difference between mutual group and stock group ACT and 

TOV reflected in Table VI-160 is significant. It shows that the five 
mutual groups in the Study were much more active in moving com
mon stocks into and out of their portfolios throughout this five-year 
period. At the same time the overall impact of their higher TOV 
and ACT on the combined mutual and stock group rates is rather 
modest. This results from the much smaller relative investment in 
common stocks by mutual groups as compared to stock groups as 
~vell as presence of onl.y five mutual groups ~mong t~e 25 r-l! groups 
III the Study. The weIghted average ACT IS not raJIsed SIgnIficantly. 

K. SUMMARY AND CONCLUSIONS 

PROPERTY-LIABILITY INSURANCE 

1. Property-Liability Insurance in the Study 

P-L insurance may be thought of as a second and much smaller 
part, as measured by aggregate assets, of a brother-sister team with life 
insurance. However, with respect to investment in the securities mar
kets it is significant to note that almost all P-L investment assets are 
in marketable securities, while very substantial life assets are in pri
vately placed issues and mortgages. 

The P-L insurance industry was included in this Study for the fol
lowing reasons: 

1. To complement the study of life insurance inyestment; 
2. P-L companies rank as the fourth or fifth largest institutional 

holder of common stock with approximately $14 billion in publicly 
traded shares Q11 December 31,1969; 
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3. To explore the reported recent lllcrease III P-L common stock 
acti vity rate; 5U8 

4. To provide consolidated asset holdings data for a significant part. 
of the P-L industry; 

5. To examine the organization and composition of P-L insurance 
groups 509 and their degree of financial integration; and 

6. To examine the securities investment operation of P-L groups. 
The Study collected information from the 25 largest groups (20 

stock groups and five groups headed by mutual companies). Together 
these groups wrote approximately 58 percent of the total industry net 
premiums in 1969. 

2. Structure of the Industry and Regulation 

a. Structure 
The P-L insurance industry is relatively diffuse. Approximately 

3,000 separately chattered companies or organizations underwrite 
P-L risks in the United States. Essentially all relatively large P-L 
companies are affiliated with at least one other P-L insurance com
pany. These affiliated companies are under common control and are 
referred to as insurance groups. There are approximately 350 insur
ance groups, made up of 900 of the 3,000 P-L companies. Large P-L 
groups are the most significant factors in the industry, with the 50 
largest groups writing approximately 74 percent of industry pre
miums in 1969. That there is relatively great diffusion among P-L 
groups is evident, since the largest group in volume of net premiums 
written had only 5.9 percent of the U.S. market in 1969. 

The stock company is the most significant form of legal organiza
tion for private P-L insurers, as measured by the 68 percent of total 
industry net premiums written by stock companies in 1969. There 
are approximately 820' stock companies writing P-L insurance in 
the United States. 

Second in importance to stock companies as measured by assets 
employed as well as net premiums written are P-L insurers organized 
as mutual corporations. The nearly 2,200 mutual companies wrote 
over 27 percent of the total industry net P-L premiums in 1969.510 

The mutual company feature of returning to policyholder-owners, in 
the form of a dividend, the margin in excess of the cost of operations. 
and the absence of equity investor-owners to provide additIOnal cap
ital, are perhaps the two most significant differences between stock 
and mutual companies and their operations as insurers and as in
vestors. These differences limit the amount of policyholders surplus. 
Since State P-L investment regulations (and company policy) indi
rectly base the allowable amount of common stock investment on the 
amount of policyholders surplus, these differences effectively limit the 

GOB The common stock activity rate is currently defined as the average of purchases and 
sales divided hy the average market value of stock holdings at the beginning and end of 
the period. stated at an annual rate. Common stock activity rates are published quarterly 
In the Statistical Bulletin, U.S. Securities and Exchange Commission. Arpll, June, Septem
ber. and December issues. 

600 A P-L insurance "group," formerly referred to as a "fieet," Is defined herein ns 
Including any company writing property-liability Insurance that directly or IndlrectJ~· 
controls, is controlled by, or is under common control with another property-liability 
Insurance company, whether by reason of common mnnagement. ownership, 01' otherwise . 

• ,. Be8t8 Agg"egate8 and Average8.- Property-Liability 1970 (A. M. Best Co.). 
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amount of common stock investment and the attendant opportunity 
for portfolio appreciation for mutual companies. 

Insurance groups, in addition to having common control and man
agement, typically enter into an insurance pooling agreement that 
allocates net premiums written by the entire group to each affiliated 
company on a pro rata basis. To a large extent only the legal entity 
distinction exists among a group's several compames. Stock groups 
are more prevalent, and typically include more companies than are 
found in mutual groups, because common stock ownership is a con
venient and logical means of effecting control. Affiliation among 
mutual companies is more cumbersome. 

Although accurate consolidated asset figures for P-L groups and 
for the total P-L industry are nonexistent, .the volume of net pre
miums written is a satisfactory proxy for relative asset size and reflects 
the degree of concentration in the P-L industry.511 While net pre
miums written indicate the volume of insurance retained by an insurer, 
gross premiums from direct business written reflect the direct public 
market activity of an insurance company or group. Direct premium 
data available by lines, groups and States for 1969 show the concen
tration and dispersion in the P-L industry. 

On the basis of the volume of direct premiums writtrm. automobile 
lines account for approximately 46.5~ percent of all P -J. premiums. 
This of course explains the considerable attention paid by the indus
try, governments and the public to regulation and J'atemaking in 
automobile insurance. Workmen's I~ompensation follows with 11.8 
percent, but none of the other 19 individual lines accounts for as much 
as 10 percent of the industry. When all P-L lines are combined the 
dispersion in the industry is indicated most clearly since the largest 
P-L group in terms of direct premiums written (State Farm) 
accounts for approximately 6 percent of the industry, the second 
largest (All-state) accounts for 5 percent and the next three groups 4 
percent each. The 10 largest groups combined had 38 percent of the in
dustry direct premiums in 1969. 

b. Regulation 
Property liability insurance companies are subject to regulation 

primarily by the States rather than by the Federal Government. The 
primary objective of State regulation is protection of policyholders, 
although revenue production through taxation is also a major con
sideration. Toward these objectives State regulation enters all phases 
of the insurance business including restricting investment, conducting 
periodic financial examinations, approving policies and rates and 
licensing companies, agents and brokers. 

A major force for uniformity of regulation among the several States 
is the National Association of Insurance Commissioner (NATC). 
This organization is a significant factor in insurance regulation 
through its standing committees, studies of special problems, standard
ization of reports and preparation of model laws. In spite of this effort 
the laws of the State differ in many respects, though this lack of uni
formity is tempered in practice for the large insurers doing business in 
the major States by the New York insurance law requirement that 

IUl Net premiums written are defined as gross premiums from direct business written, plus 
reinsurance assumed from other writers, less reinsurance ceded to other companies. 
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foreign (non-New York domiciled) insurers substantially comply with 
the N ew York requirements for domestic insurers. Because few States 
are more restrictive than New York and because most large companies 
and groups do business there, the New York standard amount to 
national ones for most purposes. 

Entry into the P-L business is controlled by N ew York insurance 
law512 primarily (1) by requiring a minimum amount of capital and 
surplus for each specified line of insurance a company intends to write, 
(2) by specifying liquid, fixed income investments in which the mini
mum capital funds may be legally invested, and (3) by requiring that 
the company be licensed by the State insurance department to conduct 
a specified insurance business. Similar requirements including report
ing as well as licensing are imposed by each State in which the company 
does business. , 

In general P-L companies are l)ermitted relatively great latitude 
in the amount of investment in dIfferent types ,Of affilIated (subsid
iary) companies as well as in the amount and type of regular portfolio 
investment. ·With regard to portfolio investment in nonaffiliated com
panies, regulation is effected primarily through the minimum capital 
mvestment requirements described above and an additional required 
investment in specified categories of qualified assets until the combined 
total exceeds 50 percent of unearned premium and loss reserves. Aside 
from the concentration limitation mentioned below, the remainder of 
a P-L company's investments are essentially unrestricted. New York 
insurance law limits the total investme,nt in anyone institution, ex
cept classes of governmental obligations eligible' for minimum capital 
investment, to a maximum of 10 percent of the investing insurer's 
admitted assets, lplless the investment qualifies (a) as an lIlvestmcnt 
in another insurer or (b) as an investment in a subsidiary company 
doing a specified financial or insurance related business. As to inves~
ment in another insurer, N ew York specifies that the total direct in
yestment together with indirect investment through intermediate sub
sidiaries must not exceed the greater of (a) 35 percent of surplus to 
policyholders of the acquiring insurer,' or (b) 50 percent of the ac
quirer's surplus over and above its liabilities and capital. This is not 
particularly restrictive, as evidenced by the widespread develo'pment 
of groups of affiliated insurance companies. Furthermore, the eXlstence 
in an insurance group of a noninsura~lce holding <:ompany l~t ~he top 
of the ownership chain allows essentIally unrestrIcted affihatIOn be
tween insurance companies. 

In addition to investment in other insurers as above, New York 
allows a domestic P-L company to invest in 01' acquire one or more 
sol vent corporations engaged in any of the following busil~esses after 
it has satisfied its minimum capital and reserve lIlvestment 
requirement: 

(a) Insurance agent; . .. . . 
( b) Securities broker or dealer lIlvestmg or tradlllg for Its 

parent or any affiliate; 
(c) Management, sales or other service to any investment com

pany subject to the Investment Company Act of 1940, as amended; 
(d) Investment adviser; 

.,. New York insurance law is used for illustrative purposes. 
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(e) Insurance related functions including actuarial, loss pre
ventIOn, safety engineering, data processing, et cetera; 

(f) Pension fund administrator; 
(g) Ownership and management of assets which the parent 

could itself own and manage; 
(h) Administrative agent for government instrumentality per

forming an insurance function; 
(i) Financing insurance premiums; 
(j) Any other business activity reasonably ancillary to an in-

surance business; '. 
(k) A holding company owning businesses specified above in 

(a) through (j) and/or other insurers; 
The organization of non insurance holding companies by insurers, 

the acquisition of insurance groups by nonmsurance companies and 
the distribution to them of significant amounts of assets from insur
ance subsidiaries triggered studies of holdinp: companies by the N AIC 
and the New York Insurance Department. Regulatory legislation in 
several States including New York soon followed. AdditIOns to the 
insurance law in New York (1) provide stringent tests and limits on 
the amount of dividends that can be distributed and (2) require regis
tration with the superintendent of noninsurance holding companies 
that control (that is, own 10 percent or more of the voting securities 
of) domestic insurers. Certain transactions between domestic insurers 
and noninsurance holding companies now require advance notice to, 
and ap:proval by, the Superintendent of insurance. Significantly, ap
proval m advance is required for anyone other than an authorized in
surer seeking to acquire control of any domestic insurer. The fragmen
tation of regulation among the several States is awkward in many 
respects, but it is also well entrenched. Despite this fact, Federal in
volvement in the property-liability insurance business by way of 
studies and legislation is evident. For example, problems involving 
automobile insurance and high risk areas are widespread and are re
ceiving national attention. 
c. Property-liability groups and complewes 

The 25 P-L insurance groups covered in the Study have followed 
the industry practice of adding companies. Groups add new P-L com
panies for the purpose of entering new territories, taking on new 
insurance lines, writing specialized contracts, or simply taking advan
tage of state laws favoring domestic corporations. From yearend 1964 
through yearend 1969 these 25 P-L groups increased from 125 to 155 
P-L companies. This net increase of 30 companies resulted largely 
from acquisitions of companies or from combinations with other P-L 
groups. Relatively few new companies were chartered by these 25 
groups during this five year period. 
- P-L insurance groups have not remained exclusively in the prop
erty-liability insurance business. The movement to multiple line con
tracts, multiple line companies and multiple line groups has in most 
cases also included entering the line life insurance field. Those groups 
writing health insurance and having life insurance affiliates are re
ferred to as "all-lines" insurance groups. This affiliation with life 
insurance companies is particularly prevalent among the 25 large 
P-L groups studied. All but three of these groups have at least one 
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active life insurance company as an affiliate. Four P-L groups with 
very large life insurance affiliates-Travelers, Aetna Life· and 
Casualty, CNA (Continental Assurance) and Connecticut General
are at least as well known for their life business as for their P-L 
business. 

While insurance holding companies are now subject to some regula
tion under insurance laws, they are not subject to regulation of their 
investments in the manner that insurance companies are regulated. 
Consequently, one avenue to corporate affiliation (control) of other 
noninsurance enterprises is to have a non insurance holdign company 
be the parent company. 

The noninsurace affiliations of large P-L insurance groups to date 
are almost exclusively with financial service enterprises. The most 
noteworthy exception is Allstate's affiliation as a subsidiary of its 
founder, Sears, Roebuck and Co., the Nation's largest retailer. Several 
other groups have been acquired by conglomerate corporations 
having Important noninsurance business. 

The complexes composed of the 25 P-L groups and their affiliated 
financial and nonfinancial enterprises had consolidated assets of 
$62.764 billion at December 31, 1969. The assets of the 25 P-L insur
ance groups themselves range from $690 million to $9.172 billion and 
17 had assets in excess of $1 billion. Of the total amount $30.767 
billion are in the consolidated assets of the 155 P-L companies and 
their subsidiaries that comprise the study sample. 

The financial affiliates of the large P-L groups include finance 
companies (present in 15 groups), investment advisory firms (12 
groups), securities broker-dealers (10 groups) and real estate man
agement or advisory firms (nine groups). At least two other P-L 
groups have acquired securities broker-dealer firms during the first 
half of 1970 to continue this trend. Ten of the P-L group complexes 
were already active in the investment cQmpany business at the end of 
1969. Their affiliated investment advisers managed $2.364 billion of 
mutual fund assets at that date and were not included in the previous 
asset total for complexes. In addition three other complexes have 
entered the mutual fund business or had taken preliminary steps to 
do so during the first six months of 1970. 

3. Behavior as Portfolio Managers 

a. Organization and p~ooedure in investment departments 
In the insurance industry investment cosiderations and operations 

traditionally have been considered to be essentially separate from, if 
not secondary to, the insurance underwriting side of the business. The 
25 large P-L insurance groups are serviced for the most part by one 
investment department 513 per group. "Tith one exception the 25 P-L 
groups provide their own internal investment management for their 

513 Investment department means that division or group of persons within the P-L 
Insurance group or an affiliated entity which makes day-to-day purchase, sale, or hold 
decisions for the securities portfolio, even though some other person or group has ultimatp 
responSibility over the Investments of each company. For example, If a committee of 
Investment officers makes only portfolio recommendations and these recommendations are 
seldom, If ever, overruled by a group with ultimate authority, the committee of Investment 
officers and Its staff Is the Investment department for the purposes of the study. This 
department will not necessarily be the same as any department In a group that may be 
called the "Investment Department." 
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significant companies. Factors that bear importantly on the role of 
P-L insurance groups in the securities markets are the operational 
relationships between these investment departments and their higher 
authority and any changes in these relationships in recent years. 

Even though the several boards of directors in each group studied 
retain ultimate authority and responsibility, in every instance the 
insurance companies of the group have delegated responsibility for 
determining and implementmg operational "ll1vestment policy to a 
subordinate committee of directors, usually called the finance, execu
tive or investment committee. The finance committee typically con
sists of five to eight directors and most often includes the board 
chairman, the top one or two operating officers, the top financial offi
cer and several outside directors. 

The finance committee typically establishes investment policy and 
guidelines for the operations of the investment department. In gen
eral the investment policy guidelines established by a finance com
mittee are quite different for fixed income securities and common 
stock. However, dollar amount or percentagge of assets limits on the 
amount invested per issuer are used in many groups for most securi
ties. The maximum discretionary limit reported for an equity security 
is $10 million per issuer, although many groups did not indicate that 
any specific dollar limits existed. 

Subject to these discretionary constraints per issuer, the investment 
department is usually at liberty to buy and sell most fixed income se
curities without security speCIfic committee authorization. The sale 
of common stock, with one exception, is also permitted without specific 
authorization. In contrast, purchases of common stock are normally 
permitted only with advance authorization unless the issue is on the 
approved list. In many instances the approved list includes those 
issues currently held in the portfolio, thereby allowing the investment 
department flexibility to add to existing positions of issues that do not 
exceed the maximum amount permitted. 

Additions to an approved list or the authorization of a transaction 
requires in most groups, a majority vote by the finance committee. 
Though procedures for approval and authorization appear formida
ble, conservative and formal, there are modifying provisions in many 
P-L group's investment policy. At least 10 groups indicated that ap
proval of a transaction by as few as two committee members is suffi
cient when necessary. Recent changes in investment department proce
dures reported by some groups indicate a gradual shift toward in
creased investment flexibility in the P-L industry. 

Changes in the number of persons in various investment department 
employment categories between 1964 and 1969 give some indication of 
the relative significance of these positions today versus five years ago. 
The most significant relative change is the great increase in emphasis 
on professional traders. This is particularly true of equities traders, 
whose numbers increased fourfold in this five year period, compared to 
an increase of 48 percent in total investment department personnel. 
Also of interest is the relatively great increase in account supervisors, 
portfolio managers and investment research staff for equities com
pared to the increases in those categories for bonds. This increased em
phasis on investment in equities presumably means common stock 
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investment since preferred stock investment is relatively small and is 
often associated with fixed income investment. 

The 25 P-L group investment departments were asked to rank sev
eral external sources of securities research and information, indicat
ing their importance in making purchase or sale decisions. '~Financial 
statements of issuers" is ranked as the top source of information by 
88 percent of the respondents. The only other category that scored con
sistently high was "Information from b;roker-dealers purchased with 
commission dollars." 
b. Inve8tment policy and practice 

Part of the lore of the P-L insurance industry is that historically 
investment relationships have existed between (a) the volume of net 
premiums written in various lines of insurance and (b) liquidity re
quirements, portfolio composition and management. Given its own 
experience about volume of premiums and lines of business each of the 
25 groups was asked, in the context of c()nsideration of its relative re
serves (liabilities) and surplus (capital in excess of liabilities), to de
scribe what investment consideration, if any, is given to absolute and 
relative liquidity needs in determining portfolio composition. Cash 
plus traditional high quality, short-term liquid investments were to be 
contrasted to common stock investments. In addition, they were asked 
to describe the impact their particular groups' distribution of pre
miums by classes of lines had on the types of securities held in their 
portfolio. 

Nearly all of the 25 P-L groups agree that diversification across 
insurance lines plus reinsurance has virtually eliminated consideration 
of insurance lines in portfolio management. At the same time there 
is some difference of opinion about the impact of l?remium volume, 
reserves, and surplus on portfolio composition. ObVIOusly even those 
groups that disclaim any consideration of premium volume still main
tain some pool of liquid, short-term secvrities to meet contingencies. 
Most significantly, however, there is evidence of some reevaluation 
among P-L groups of the role played by common stocks in building 
surplus and maintaining a satisfactory reserve to surplus ratio. 

The 25 P-L groups were asked, in the context of currento.Federal 
income tax provisions, to describe the impact of underwriting profits 
and losses on portfolio composition and on investment management for 
income, realized and unrealized gains. The purpose of these questions 
was to ascertain the continuing impact of underwriting experience and 
tax law on the selection of different types of investment and on invest
ment activity. The responses inQicate that P-L insurance groups in 
general respond to some degree to prolonged statutory underwriting 
losses by reducing or halting further pu'rchases of tax-exempt bonds. 
In light of the statutory underwriting losses experience recently, given 
the IRS provision exempting interest from municipal bonds from 
Federal income taxes, and given the related higher pretax yield avail
able on taxable bond issues, P-L insurance groups are acting in a ra
tional economic manner only if they exercise the option to divert in
vestment funds into higher net yield (taxable) bonds. In contrast, P-L 
companies that are affiliated with profitable noninsurance operations 
mav continue to favor tax-exempt investments. 

Until recently, the traditional separation of the insurance underwrit
ing functions from the investment function has excluded essential1y a11 
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investment return from direct consideration in ratemaking. Whether 
prospective changes in regulatory consideration of investment income 
in ratemaking will affect investment policy or behavior is subject to 
conjecture at this time. The inclusion of, for example, the investment 
income associated with the investment of funds equivalent to P-L 
liabilities would offset some underwriting losses and expenses. Concur
rently insurance rates and premium income would change but in direc
tions and in amounts that defy forecasting. Presumably these resultant 
changes would reduce statutory underwriting losses since P-L com
panies cannot survive prolonged losses. To the extent that overall 
profits change, the relative use of taxable and tax-exempt securities 
,,,ould also change. To the extent that statutory accounting does not 
adequately reflect actual underwriting experience the likely impact of 
including investment income in ratemaking is disguised further. 

Most groups also reported that underwriting losses increased flexi
bility in managing the equity portfolio by permitting them to take 
capital gains which are offset by underwriting losses, thereby avoiding 
or minimizing current taxes. 

Although most large P-L insurance groups measure investment per
formance, many of them use rudimentary methods that provide only 
crude indicators of portfolio appreciation and measurements are made 
relatively infrequently. Only a very few groups produce a measure 
that apparently could be used to indicate the performance of the in
vestment department itself. Based on this information there is little 
evidence that these large P-L groups are performance oriented at this 
time. There is, however, some indication that they are moving toward 
more appropriate performance measurement. One group specifically 
reported that they were now using the Bank Administration Insti
tute's time-weighted method of measuring performance. Two other 
groups said they currently were changing their internal valuation and 
reporting system to allow them to produce a time-weighted measure 
OJ;l a frequent basis. 

The degree of involvement of P-L groups in the venture capital 
market is restricted by the traditional focus on liquidity in P-L in
vestments. This emphasis on marketability has led P-L groups to in
vest almost exclusively in publicly traded issues. Private placements 
to large, well-established companies are insignificant. Only in a few 
P-L groups, particularly those with large life insurance assets to in
vest, do the investment departments have the experience and expertise 
necessary for involvement in private placements of any type. A few 
groups indicated a developing interest in venture capital investments, 
but in general there does not appear to be a significant movement in 
this direction among P-L groups. 

Data collected by the Study permitted the first uniform consolidation 
of P-L insurance group assets for a significant part of the industry. 
The 25 P-L groups in the study had consolidated assets of $30.77 
billion at December 31, 1969. By comparison it was determined that 
the Commission has made satisfactory approximations in estimating 
P-L industry assets for its reports and for activity rate computations. 

The consolidation of assets also produced accurate common stock 
holdings data that distinguished between investment in affiliated com
panies and other portfolio common stock. After eliminating invest
ment in all affiliated companies, the total common stock investment 
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OT the 25 P-L groups was $8.445 billion at the end OT 1969. Of this 
dollar amount, 86.7 percent of the common stock was listed on the 
NYSE, indicating the preTerence OT P-L groups for stocks of that 
type. 

Categories OT assets in which the 25 P-L groups had significant 
investment were common stock (33.66 percent), State and local gov
ernments (28.35 percent), nongovernment long-term debt (8.49 per
cent), and U.S. Governments (7.53 percent). Common stock invest
ment was significantly more important in stock groups than in mutual 
groups, with 38.61 percent and 11.57 percent OT assets, respectively. 

Other data collected allowed the Study to compute the first accurate 
common stock activity and turnover rates Tor P-L groups by elimi
nating intragroup transactions. The annual activity rates for 1965 
through 1969 from study data increased from 6.5 to 22 percent. This 
confirmed the significant increase in activity revealed in the Com
mission's published data, but the published figures consistently over
stated the activity rate by one to foul' percentage points. In spite OT the 
marked increase over this period, the correct P-L activity rates still 
are less than one-half of the 'rates reported for investment companies. 

Overall, the Study concludes that P-L insurance groups have not 
exhibited unusual mvestment developments nor have they had a 
significant impact on the securities markets during the period studied, 
Although the investment activities of P-L companies are regulated 
by the several States in which they operate, internal insurance com
pany and group policies tend to control regular portfolio investments. 
Investment regulation does limit investment in noninsumnce activities 
by P-L companies but the unregulated holding company has been used 
effectively to permit unrestricted investment in these [treas. Several 
large P-L groups were acquired by non insurance holding companies 
durin~ 1968-69, but market conditions and new State regulations 
affecting the acquisition of P-L companies apparently have stemmed 
this development. : . 

The diversification of P-L groups together with the peculiarities 
of statutory financial reporting requirements for P-L companies have 
contributed to [t credibility gap in the P-L financial reports which are 
required by every State in which an insurance company operates. 
Among the accounting shortcomings in this reporting is the failure 
to determine underwriting results in a meaningful manner, the ab
sence OT market valuations for all securities investments, and the ab
sence of consolidated financial statements for P-L groups. Improve
ments in some of these areas of reporting are forthcoming. 

APPENDIX VI-A 

SAMPLING PROCEDURES FOR LIFE INSURANCE COMPANY QUESTIONNAIRES-FORMS 
I-50, I-51, AND I-52 

A. SAMPLE SELECTION: FORM I-50, THE LIFE INSURANCE AND VARIABLE ANNUITY 
COMPANY SEPARATE ACCOUN~ QUESTIONNAIRE 

Form I-50, the life insurance and variable annuity company separate account 
questionnaire was sent to 54 companies,uti Included with form I-50 were Forms 
I-3A, 1-20, 1-21, 1-22, 1-24, 1-25, and 1-26. This package was to be completed for 
each separate account managed by officers or employees of the respondent com
pany or any -affiliated entity except that some accounts were relieved from re-

6 .. The questionnaires themselves and the respondent lists are published in the Study's 
Supplementary Volume II. 
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sponding to much of the package. An "affiliate" was defined as "an entity that 
directly or indirectly controls, is controlled by, or is under common control with 
your company." 

Separate accounts relieved from completion of the entire questionnaire pack
age included (1) accounts with no assets (other than start-up funds) .as of De
cember 31, 1969, (2) accounts established exclusively for Canadian or other 
foreign customers, and (3) accounts existing solely as liquidation accounts. 

Accounts with no assets were only required to complete questions one through 
eight of Form I-50. Accounts for foreign customers and liquidation accounts 
were only required to complete Form 1-50 and questions one through nine of Form 
1-21. 

Also, any respondent with more than 15 separate accounts was permitted to 
complete the entire I-50 package for only the largest 15 such accounts in terms 
of the market value of assets as- of December 31, 1969. For any remaining ac
counts only questio.ns one through nine of Form 1-50 and all of Form 1-21 needed 
to be completed. 

Form I-50 was not to be completed for mutual funds which were not considered 
separate aecounts. 

The 55 companies to whom the Form 1-50 package was mailed were selected 
on the following basis. Twenty-six companies (including four Canadian com
panies) represent the core group of large companies which received all Part 3 
questionnaires sent to life insur.ance companies. The 22 U.S. companies were se
lected as the largest U.S. companies in terms of common stock holdings as of 
December 31, 1968. The four Canadian companies qualified by virtue of being 
the four Canadian companies whose holdings of U.S. common stock issues as of 
December 31, 1968 exeeeded the cutoff applied to the selection of the 22 U.S. 
companies. Three of the 22 large U.S. insurers reported that they had no separate 
account assets as of year-end 1969. 

In addition to the 26 core companies the Form I-50 package was mailed to all 
other life insurance and variable annuity companies which reported total sep
arate aceount assets in excess of one million dollars as of December 31, 1968. The 
separate account asset data which served as the basis of selection w,as supplied 
by the Life Insurance Association of America. 

n. SAMPLE SELECTION: FORM I-51, THE LIFE INSURANCE AND ANNUITY COMPANIES 
EMPLOYEE-RETffiEMENT-BENEFIT PLANS QUESTIONNAIRE 

The basic sampling strategy was to obtain responses from all large U.S. life 
companies ,and other U.S. companies who were active in the annuity business or 
had significant annuity business and were respondents to Form I-50. Canadian 
companies were excluded from this sample in order to reduce the burden re
quested of them. U.S. companies became respondents if, (1) the company itself 
was large, or (2) the company had penSion reserves in excess of $50 million at 
the end of 1968, or (3) the company had pension reserves in excess of $25 mil
lion at the end of 1968, and was an 1-50 respondent.515 

The large companies selected consisted of the 22 largest U.S. companies in 
terms of common stock holdings as of December 31, 1968. These companies rep
resent the core group of large U.S. companies that received Part 3 questionnaires 
sent to life companies. 

In addition, as noted, Form I-51 was sent to all companies showing pension 
reserves of $50 million or more as of December 31, 1968. Finally, any respondent 
to Form I-50 not 'already selected was added to the sample if it had end-1968 
pension reserves in excess of $25 million. 

A total of 50 companies were mailed the Form I-51 package. Eight companies 
were excused because they proved to be currently inactive in rthe'group .annuity 
business.·" Four of these were among the 22 large companies; three had been 
selected on the basis of having over $50 million in pension reserves and one had 
over $25 million in pension reserves and was an I-50 respondent. Thus, 42 com
panies remained in the sample utilized. 

C. SAMPLE SELECTION: FORM I-52-THE LIFE INSURANCE COMPANY INTRINSICS 
QUESTIONNAIRE 

Included in the Form 1-52 package was Form I-52. Parts A, B, C, D and E, and 
Forms 1-20, 1-21,1-24 and 1-26. The sampling strategy for Form I-52 consisted of 

010 The Information on pension reserves by company was supplied by the Life Insurance 
Association of America. 

51. The pension reserve data on which selection was based Included individual annuity as 
well as group annuity business. 

53-940 O-71-pt. 2--48 



two parts: (1) selection of all large life insurance companies, and (2) a judg
ment selection of other companies thought to be in some degree active in equity 
based products. 

The large companies selected consisted of the 22 largest U.S. comp.anies and 
the four largest Canadian companies in terms of U.S. common stock holdings. 
These 26 companies represent the core group which received Part 3 question
naires directed to life companies. 

The judgment sample was selected to provide companies ranging over a wide 
spectrum which offered one or more equity-based products including: 

(1) Individual variable annuities. 
(2) Mutual funds-

(a) created by the life company or an affiliate; 
(b) whose management companies were acquired by the life company or 

an affiliate; . 
(c) formed jointly with other life companies; or 
(d) managed by unaffiliated enterprises but offered by the life company's 

agents. 
(3) Variable life insurance. , 
Companies were selected from information in published sources including 

particularly, the Life Insurance Stock Letter, supplement, October 1968. (Fi
nancial Research Associates) and "Equity Products Survey," Pension and 
Welfare News, July 1969. 

Since some insurance complexes have 'both large life and large property and 
liability companies, there was a problem of sampling overlap with )j~orm I-57. 
Four companies among the large 22 life companies represented overlap situations. 
They were Travelers, Aetna, Continental Assurance and Connecticut General. 
These companies received both ]~orm I-52 and I-57 and were given special in
structions on how to deal with overlaps and discrepancies between the instruc
tions in the two forms. 

Four other companies who would otherwise have been in the 1-52 sample were 
eliminated because the complexes of which they were a part received 1-57. They 
were American General Life of North America, Nationwide Mutual and Fire-
man's Fund. " 

The final judgment sample utilized consisted of 33 U.S. companies and seven 
Canadian companies. 1.'hus, overall 55 U. S. companies and 11 Canadian companies 
received the I-52 package. The Canadian companies were requested to complete 
at least Part B of Form I-52. 

APPENDIX VI-B 

PROPERTY-LIABILITY INSURANCE SAMPLE SECTION, RESEABCH DESIGN AND 
QUESTIONNAIRES 

The sample selection procedure for the 25 large P-L insurance groups included 
in the Study is described below. The name of each insurance group included in 
the Study is given and the relationship of 'the sample to the P-L industry is 
discussed. Finally, the design of the research is indicated by describing the vari
ous questionnaires· used by the Study to oollect information from the P-L groups. 

In the absence of consolidated asset data for insurance groups in the P-L in
dustry it was determined that net P-L insurance premiums written by each group 
would provide an appropria·te proxy for consolidated assets t-o identify the 25 
largest groups. These net premium data are readily available, they avoid the 
duuble counting problem and they provide a: measure of absolute and relative 
size of P-L insurance groups. The most recent annual net premium information 
then available (1968 data) is reported in Be.~t'8 Insurance Reports: Property
LiabWty 1969 617 and in Be8t'8 Aggregates and Averages: Property-LiabiZity 
1969."" 

From these sources the largest P-L insurance groups based on 1968 net premi
ums written were identified and it was derermined that the 25 largest groups 
would include approximately 59 percent of the total industry net premiums in 
1968. Table VI-B-1 lists these 25 P-L groups, their 1968 premiums and the Study 
Group I.D. Code number th!lJt they were assigned for their basic questJionnaire 
package, Form I-57. 

&17 A. M. Best Company, Morristown, New Jersey (1969). 
"'"[d. 



875 

TABLE Vl-161 

POL INSURANCE GROUPS IN STUDY SAMPLE 

1968 Study Name of Group or 
, Controt"lil1g' 

_ Coml1l!1rL... 
Net Group I.D. 1968 Net Premiums 

(millions) 21 Premiums Code No. l' 

-r. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
ll. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
24. 
25. 

77170000 
77010000 
77220000 
77020000 
77230000 
77031)000 
77180000 
77040000 
77050000 
77240000 
77060000 
77070000 
77190000 
77080000 
77090000 
77200000 
77100000 
77210000 
77250000 
77110000 
77120000 
77130000 
77140000 
77150000 
77160000 

State Farm 3/ 
Allstate" -
Trave1e~~ -

~ '. 

-Continental Insurance 4/ 
Aetna Life and Casua1t'y 
Hartford Fire 
Liberty Mutual 3/ 
INA -
Fireman's Fund American 
CNA 5/ 
Home-
U.S. Fidelity and Guaranty 
Nationwide 3/ 
Emp1oyers-C~mmercial Union 6/ 
Royal-Globe -
Kemper 3/ 
Crum and Forster Insurance 
Employers of Wausau 3/ 
Connecticut General 8/ 
American General 7/ -
St. Paul Companies
Reliance 
Chubb Insurance ~/ 
Great American 
SAFECO 1Q/ 

TOTAL 

$1,441 ' 
1,227 
1,170 
1,079 
1,012 

894 
771 
712 
655· 
644 
582 
546 
482 
466 
455 
417 
391 
340 
329 
318 
305 
304. 
290 
283 
235 

$T5,'348 

1/ Prefix 77 identifies PoL industry and columns 
3-4 give each group a unique two-digit number, 
fOllowed by four zeros'. ' 

'1:./ Best' s ~~tes arid 'Averages: Property-
Liability 1969 

3/ Mutual company heads group 
~/ Formerly America Fore-Loyalty 
5/ Formerly Continental Casualty 
:§/ 'Formerly Empioyers Group' ',_. __ . __ 
1/ FormerrY-Maryland'Casualty . 
§./ 'Forme'rly Aetna Insurance . ..' .. 
~/ In'eludes $45.9 million of premiums of offices of 

5 British companies for which Chubb manages 
insurance business but not'investments 

10/ Formerly General of America 



876 

Although there are four different legal forms of organizations that under
write P-L risks, only stock corporations (stock companies) and mutual corpora
tions are significant factors in the industry.·,D These 25 P-L groups include 20 
stock groups comprised of stock companies artd five mutual groups, each of which 
is headed by a mutual company. The two legal forms of P-L insurers that were 
not included in the Study are reciprocal insurance exchanges and Lloyds organi
zations. Together these two unincorporated forms of P-L organizations wrote 
only 4.1 percent of 1968 industry net premiulllS. The one reciprocal insurance 
exchange that had sufficient 1968 premiums to rank it in the top 25 P-L 
insurers (19th) was excluded primarily because it had not received earlier Study 
questionnaires. That reciprocal exchange was omitted from other Study samples 
because it had a common stock portfolio of less than $100 million. 

The remaining 25 largest P-L groups were selected to receive the basic P-L 
insurance questionnaire, "Property and Liability Insurance Groups," referred to 
as Study Form 1-57. Table VI-162 summarizes the size of the sample of 25 P-L 
insurance groups selected to receive Form I-57 in relation to the entire P-L in
dustry. Prior to final sample selection, current information was added refiecting 
any changes in the company composition of each group during 1969. Each group 
is comprised of at least two P-L companies with the high being 20 comr;anies. 
Affiliate!! Canadian and other P-L companies organized outside of the United 
States are not included. 

As seen in Table VI-162, in 1968 there were approximately 820 stock P-L com
panies, 2,150 mutuals, 45 reciprocal exchanges and 15 Lloyds organizations doing 
business in the United States."" As measured by the volume of net premiums 
written in 1968, stock companies ranked first with $17,833 million (69 percent), 
mutuals had $7,111 million (27 percent) (of ,which $6,878 million was written by 
only 326 mutual companies), reciprocal exchanges had $1,054 million (four 
percent) and Lloyds had the balance of $29 million (about 0.1 of 1 percent). Many 
of these companies are affiliated and operat¢ as parts of one of 350 insurance 
groups. The 50 largest groups wrote $19,155 million .21 or 74 percent of the total 
industry's 1968 net premiums, compared to the Study sample of 59 percent as 
shown in Table VI-162. 

610 See ch. VI sec. I.1.a. 
620 Interview with Chester Kellogg, Chairman of A. M. Best Company, March 11, 1970. 
621 Best's Aggregates and Averages: Property-LiabilitIl1969. 



TABLE Vl-162 

1 I 
INSl'ITurIONAL INVESl'OR Sl'UDY poL INSURANCE SAMPLE COMPARED WITH INDUSl'RY DATA-

PoL Insurance Industry Study poL Sample 

Form 1968 Net %. Total 
of Number Premiums Industry Number 

Organization of Companies Written Net Number of of 
Associations ($ millions) Premiums Companies Groups 

Mutual 2.149 1{ $7,111 27 10 5 .. 
Stock 819 17,833 69 1'45 201 

Reciprocal Exchange 45 1,054 4 0 0 

L10yds Organization ~ __ 2_9 ~ ..-!! ...Q 

TOTALS 3.028 .. 11 $26,026 100:0 155 25 

11 Best's Aggregates and Averages: Property-Liability 1969 

11 326 of the approximately 2.149' mutuals wrote $6'.878 billion and the 
remaining 1.830 mutuals wrote only $233 million in net premiums in 1968. 

11 Insurance Facts 1969, Insurance Information Institute. 

1968 Net 
Premiums 
Written 

($ mi~lion) 

$3,451 

11,897 

0 

___ 0 

$15,348 

~I Sample aa a percent of total net premiums by that form of insurance organization. 

/ 

%. of 
Total 

Industry 
Premiums 

49%. AI 
41 

67%. -

0 

0 

59%. 

. 
00 
~ 
~ 
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These 25 poL insurance groups received the I-57 questionnaire package con
sisting of Form I-57 itself and Forms I-57A, 1-20, 1-21, I-21A, 1-24, and 1-26.622 
Form I-57A explores the structure and organization of affiliated insurance and 
other financial enterprises for the entire insurance company complex. The 
other six documents were completed on an "investment department" basis. 
If as in most cases, one investment department serves that function for the 
entire group, only one set of these forms was completed for each group. Two 
groups had two autonomous investment departments serving different companies 
in the group and two other groups had three investment departments. 

Form I-57 inquires about the investment department organization, policies, 
practices and investment regulations. It also asked for data on each company's 
insurance underwriting activities and investment results. Form 1-20, "Invest
ment Restrictions and Regulations," Form 1-24, "Holdings by Exchange List
ing" and Form 1-26, "Volume of Trading in Account: Common Equities" were 
completed once on a consolidated basis for each investment department in an 
insurance group. 

Form 1-21, "Asset Holdings," and complementary Form I-21A, "Liabilities 
and Capital," were completed for each U.S. PoL company in the group reflecting 
the position at year-end 1969, with the following exception: Groups with eight 
or more affiliated PoL insurance companies, could elect not to complete Forms 
1-21 and I-21A for any group companies with less than $10 million in admitted 
assets at the end of 1969. This provision affected only four groups and ten 
companies were excluded from the 1-21, I-21A census. The aggregate assets of 
the ten excluded companies is approximately $34 million .... Statement values 
were supplied on these forms. 

All 25 of the poL insurance groups that received Form I-57 were recipients of 
other study questionnaires (for example, Form 1-1, 1-2, 1-3, 1-7,1-12,1-29, etc.) 
as the core P-L groups. Four of the 25 P-L insurance groups were included on 
the list of core life insurance companies since they are among the top 25 in size 
in that activity as well. These four groups, Travelers, Aetna Life and Casualty, 
CNA Financial and Connecticut General (Group I.D. numbers 22, 23, 24 and 25, 
respectively) were sent the Form 1-52 package for their life activities simul
taneously with Form I-57 and additional instructions were supplied by telephone. 

Aside from the questions requiring responses or entries in Tables I through 
VIII in Form I-57 and I-57A, the remaining information was supplied to the 
Study on SO-column punched cards in addition to the written response . 

... See Study Supplementary Volume II. 
623 All reference to asset size throughout this discussion Is based on P-L Insurance com

pany statement values. This means that common and preferred stocks, which on the aver
age comprise about 40 percent of total assets for stock companies, are at market value. All 
other Investment assets are at "amortized" value, an adjusted cost value that Is Insensitive 
to market fluctuations. 
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