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The duties and responsibilities of a representatoreducting the business of Life and
Accident and Sickness Insurance in Canada have beea greater.

The focus by regulators in the last number of yearsbe stated in the following manner:

‘DO THE RIGHT THING FOR THE CLIENT
BECAUSE IT IS THE ONLY THING TO DO!”

The purpose of this Module is to assure that reptasives are familiar with terms that
are necessary to service clients and prospectpiiofassional and business like manner.

The following terms that every insurance repredemahould know are reprinted with
the permission of the Financial Advisors Associatid Canada (ADVOCIS)

Absolute assignment

A policy assignment under which the assignee (#regn to whom a policy is assigned) receives
full control over the policy and full rights to iteenefits. Generally, when a policy is assigned to
secure a debt, the insured retains all rightserpifiicy in excess of such debt, even though the
assignment is absolute in form. (See also Assigmm@ued Collateral assignment.)

Accident
An unforeseen happening not voluntarily undertaken.

Accident insurance
Insurance providing benefits (monthly and/or luram¥ in the event the person insured is
accidentally injured or killed.

Accidental bodily injury
Injury to the body of the person insured as theltes an accident. This may include infections
arising from an accidental injury to the exteribtiee body.

Accidental death and dismemberment benefit

A form of accident and sickness insurance thatiges/payment in the event of death or loss of
one or more bodily members (such as hands or faethe sight of one or both eyes, as the result
of an accident.

Accidental death benefit (ADB)

An optional provision that doubles (or sometimgdés) the face amount of a life insurance
policy (subject to specified conditions and exabsi) if the life insured dies as the result of an
accident. In general, death must occur prior $pexified age and result from bodily injury
effected solely through external, violent, and dental means independently and exclusively of
all other causes, and within 365 days after sughmyin Also called double (triple) indemnity.



Accidental dismemberment

Often defined as “the severance of limbs at or elibe wrists or ankle joints or the entire
irrevocable loss of sight” as a result of an aatidin the past, loss of use, in itself, was not
usually considered to be dismemberment. Howeuss, bf use is now covered by many
companies.

Accident and sickness insurance

Insurance providing for the payment of benefitshesresult of sickness or injury. Includes
various types of insurance such as: accident inseralisability income replacement insurance,
medical expense insurance, accidental death amediberment insurance.

Accidental means
An unforeseen, unexpected, unintended cause afctlesat. Both the cause and the result of
what happened must be accidental.

Account value

In a universal life contract, the accumulating éree) fund that is invested on behalf of the
policyowner. The account value represents thesgooficy reserve, before allowing for back-end
surrender charges (where applicable). (See also €Eagender value and Surrender charge.)

Accrual rules

Tax rules applying to non-exempt policies last &egliafter Dec. 1, 1982, requiring any
unrealized (i.e., not actually triggered) gain &rbported as income. (See also Non-exempt life
insurance policy)

Actual authority
Authority (either express or implied) that is sifieailly vested in an agent by a principal. (See
also Apparent authority, Express authority and legphuthority).

Actuary

A technical expert in life insurance, particulaiymathematics. A person in this job applies the
theory of probability to the business of insuraand is responsible for the calculations of
premiums, policy reserves and other values.

Adjustable premium whole life (APWL)

A life insurance policy having a level sum insuféte amount) with premiums guaranteed for
only a limited period, such as three or five yeakfter that time, premiums are recalculated
based on actual and projected mortality experiepperating expenses and investment
performance. Changes in premiums influence thel lefvcash value (and reserve), which is
adjusted to maintain the sum insured.

Additional provisions
Provisions in addition to the insuring and bengifdavisions, and to the uniform provisions, which
define and limit the coverage. Also called “geheravisions.”

Adjusted cost base (ACB)

For depreciable property, the ACB is the capitait @s the property when it is acquired or
purchased. For non-depreciable capital propdrteyptiginal cost is subject to frequent
adjustment reflecting transactions and other cheibgéveen the dates of acquisition and
disposition.



Adjusted cost basis (ACB)

The base value from which accrued income and pglys for life insurance and annuity
contracts are measured. The ACB changes withteaabaction with respect to the policy; some
transactions increase it and others decrease it.

Adjustment income

One of the basic uses for life insurance. Alséedaleadjustment income. An added “step
down” income, over and beyond that required to cdve family’s minimum needs, to help
adjust to the shock of lower income following tife Iinsured’s death.

Administrative services only (ASO)

A self-insurance arrangement in which an orgararafusually an employer) hires an outside
firm to administer the employer’s health insurapoegram, but the employer retains
responsibilities for providing funds to pay claims.

Advocis

Advocis is a voluntary association of professianaurance and financial advisors, committed to
helping its members more effectively serve theerds. Advocis members show a commitment
to being informed, influencing legislation, leargiand interacting with other professionals and
adhering to standards and a code of professiomalum.

Adverse selection

Selection “against the company.” The tendencys$ ffavourable insurance risks to seek or
continue insurance to a greater extent than oth&liso, the tendency of policyowners to take
advantage of favorable options in insurance cotgra@See also Anti-selection)

“Age admitted”

Noted on a life insurance policy where the applidas provided proof of age (e.g., a birth
certificate) during the application process. Hgviage admitted” will speed up the claims
process in the event of the death of the life iedur

Age adjustment

Increase or decrease of the face amount payabtr arlde insurance contract, to compensate for
a misstatement of age of the life insured at time tf policy application. The face amount is
adjusted to the amount of coverage that the prerpiaichwould have purchased had the life
insured’s correct age been used. (See also Misstateof age)

Age at issue
The age of an insurance applicant or an insures@d for insurance purposes. In some
companies, the issue age is the age at last bistidathers, it is the age at the nearest birthday

Age limits
Minimum and maximum age limits for the insuringnefw applicants or for the renewal of
policies.



Agent (life insurance)

A person, other than a duly licensed broker, lieen® solicit insurance or to aid in placing risks,
delivering policies or collecting premiums on bédludlan insurance company (insurer). The acts
of an agent are binding upon the company only écetttent specified in the agent’s contract or
otherwise authorized. The agent cannot bind thepamy by any statement contrary to
provisions of the application or policy nor deleghts or her rights or powers unless expressly
authorized. Often called a life underwriter.

Aggregate limit clause

Refers to the maximum amount of benefits payabtkeuan “overhead expense” reimbursement
contract. Where benefits are expressed as a nyandMimum for a benefit period of a stated
number of months and a provision is made for cortihaccess to benefits when all available
dollars have not been paid during the specifiecfieperiod.

Allocated benefits
Payments (in some policies) for specified serviedsch are limited to maximum specified
amounts.

Amount at risk

The difference between the sum insured and thevese policy value at a given date. In other
words, the amount over and above what the policgowas contributed in the way of policy
value toward the payment of a claim against theepolBecause the policy value increases each
year, the net amount at risk normally decreasedinallly reaches zero when the policy value or
reserve becomes equal to the sum insured.

Annuitant
A person during whose life an annuity income isgidg, usually the person receiving the
income.

Annuitization

The conversion of the accumulating fund undereaitisurance policy or deferred annuity
contract into a series of periodic income paymegiteer for a fixed term of years or for the life
of the annuitant.

Annuity
A contract that provides income payments at regtygically monthly) intervals, usually for a
specified period or for the lifetime of the annaita

Anti-selection
The tendency for the poorest health risks to bedhdividuals who are most likely to want to
acquire, maintain or convert a life insurance polic

Apparent authority

Authority that, to the public at large, appearbave been vested in an agent but that, in fact, has
never actually been given to that agent by hiseorphnincipal. (See also Actual authority,

Express authority and Implied authority)



Arm’s length

Generally, parties are dealing at arm’s lengthgaloyely) in a transaction if they are not related
to each other by blood (e.g., brother and sisthef and daughter) or marriage (e.g., husband
and wife).

Application

A statement of information made by a person apglyam insurance. The application identifies
the plan and amount applied for, the life insured #he beneficiary, and provides other data
useful in evaluating the risk.

Assignee
A person (including a corporation, partnership thieo organization) to whom a right or rights
under a life insurance policy are transferred bamseof an assignment.

Assignment

The signed transfer by a policyowner of the besefita policy to another party. If the insurer is
given due notice of the assignment, the policy beneill accrue to the person named as
assignee. The insurer does not guarantee thatyalfdan assignment. (See also Absolute
assignment and Collateral assignment).

Assignor
A person (including corporation, partnership orestbrganization) who transfers rights under an
insurance policy to another by means of an assighme

Association group insurance
Insurance issued under a group plan to memberpffassional or trade association formed for
purposes other than securing insurance.

Assurance/insurance
These terms are synonymous. Assurance is more colynmeed in Britain and some other
Commonwealth countries than in Canada. (See Liferamnce)

Assuris

A Canadian life and health insurance industry-spmt consumer protection plan that insures
specified invested amounts or policy benefits meakient of the insolvency of the issuing
insurance company.

Attained age
With reference to an insured, usually the age athwvé policy is issued plus the number of years
completed since issue.

Attribution rules

Under the Income Tax Act, income (interest or divids) or capital gain from property earned
subsequent to transfer of the property by a taxpyieis or her spouse or minor children may be
deemed to be income or gain of the taxpayer arabtexn his or her hands.

Authority
(See Actual authority, Express authority, Impliedharity and Apparent authority).



Authorized stock
Shares of capital stock of a corporation that atbaized to be issued, whether or not the shares
have actually been issued to a shareholder.

Automatic premium loan (APL)

An option that will automatically pay any premiumdefault at the end of the grace period and
charge the amount so paid against the policy adieygoan, provided such premium is not in
excess of the policy’s cash surrender value omltizedate of the premium (the CSV having been
computed on the assumption that such premium hewl jpaid).

Average tax rate
Calculated by dividing the amount of tax payableatigxpayer in a given tax year, by the
taxpayer’s total income for that year. (See alsodifel tax rate).

Baby boom
A period of significant increase in the number wfhs per annum in Canada, between 1945 and
1959.

Back-end charges
Expense charges associated with life insuranceips)ideferred annuities and pooled funds,
which are charged only in the event that the cohisaactually surrendered (in whole or in part).

Balanced financial planning
A review of a client’s financial program in fourykareas: cash on hand, protection dollars,
guaranteed investments and equity investments.

Bearer bonds
Corporate or government debt securities that areegistered in the name of an individual
investor, but are in street form — payable to wieoewight present them for payment.

Beneficiary

A person or organization (e.g., a corporation) tmm or for whose benefit insurance proceeds
are made payable in a contract or by declaratldndér a pension plan, any person who may
become eligible to receive, or who is receivingydfés under the plan other than as a
participant.) (See also Irrevocable beneficiary Regtocable beneficiary).

Benefit
The amount payable by the insurance company taimant, assignee, or beneficiary when the
insured suffers a loss covered by the policy.

Benefit period
The length of time benefits will be paid under satility income policy. Common benefit
periods are: one year, two years, five years, éo6igand for life.



Blue Cross

An independent membership association providingggetmn for medical costs not covered by
government hospital and medical plans. Benefitdahla vary among the various provincial
blue cross associations.

Bond

Evidence of a debt on which the issuer promisggtothe holder a specified amount of interest
for a specified period, and to repay the loan otunity or expiration date. Strictly speaking,
assets must be pledged as security for a bond. owhe term is often used loosely to describe
any debt security.

Broad form
Policies that offer broad protection with few liatibns (as compared with limited form plans).

Bundled
An insurance policy where the various componenfa@# amount, premium and guaranteed cash
surrender value are interdependent in fixed amoestablished at the time of issue of the policy.

Business insurance

Insurance coverage concerned primarily with theégmtion of an insured’s business or vocation.
Business insurance protects a business againstshef its valuable lives or key personnel,
stabilizes the business through the establishnfdrgtter credit relations; and provides a
practical plan for the retirement of business s in the event of the death of one of the
owners.

Business buy-out

Disability policies designed to provide the funds partners or shareholders to buy the interest of
other partner(s) or shareholder(s) in event ofadopiged disability. Such plans will have an
elimination period of one or two years with berepayable in a lump sum or monthly over two

to five years or a combination of the two.

Buy-sell agreement

A contract between two or more persons, generatly asbusiness relationship, setting out the
conditions under which one may buy out the otheterest. It is usually funded by life
insurance, in full or in part.

Callable bond
A bond that can be called (redeemed) by the isstingoration or government at the issuer’'s
discretion, usually after (or within) a specifimé period.

Canada Pension Plan (CPP)

An earnings-related pension plan, administerechbyGovernment of Canada, that provides a
retirement pension up to the level of 25 per cémbh® current average industrial wage. Financed
principally by compulsory contributions from incorearners on their annual “pensionable
earnings,” as determined each year, and from eraoeveral supplementary pensions and
benefits are available to family members. The praa of Quebec administers its own plan: the
Quebec Pension Plan.



CPP/QPP sharing
The sharing (in equal portions) of retirement béseéceived by a married couple, under either
the Canada Pension Plan or the Quebec Pension Plan.

Canada Savings Bonds
Highly secure and liquid debt securities, issuetually by the Government of Canada.

Canadian Council of Insurance Regulators, The

A council of provincial superintendents of insuraractive in the discussion of insurance
regulatory problems and in the formation and recemaation of model legislation and
regulations.

Canadian Institute of Chartered Life Underwriters and Chartered Financial
Consultants (The)

An organization of life insurance representativeara@ed the Chartered Life Underwriter (CLU)
designation. Members may also qualify for the @rad Financial Consultant (CH.F.C.)
designation. Its objective is to promote the hgjlmssible standard of service to the public.

Canadian Life and Health Insurance Association Inc(CLHIA)

The oldest organization of its kind in North Amexi@d894). Membership includes Canadian,
American, British and European companies reprasgmatbout 90 per cent of the life and health
insurance in force in Canada. Among its roles, L kkeks to promote a legislative and
regulatory environment in Canada favourable toniggnbers and to provide information and
educational resources to the public. Its infororatientre provides information and responds to
consumer concerns.

Canadian Deposit Insurance Corporation (CDIC)

Backed by the federal government, the CDIC guaeantige principal investment of Canadians
(to a maximum of $60,000 per client in each insitity) in deposit investments with banks and
trust companies, in the event of the insolvencthefissuing company.

Capital cost allowance (CCA)

The degree of depreciation that may be claimedmuth@elncome Tax Act. An owner of
depreciable property may claim, as a CCA deductiquercentage of the property’s original or
previously undepreciated cost. Basically, a tedud&on based on the assumed decline in value
(due to use) of business assets.

Capital gain or loss
Profit or loss resulting from the sale of a capitsdet. A percentage (currently 50 per cent)ef th
taxable portion of the gain or the allowable portad the loss is reportable for tax purposes.

Capital property
Investment property identified under the Income Rakas having been acquired for its capital
growth potential (e.g., shares, mutual funds, estdte).

Capital stock
(See Authorized stock)



Capitalized value
The amount of capital, invested at a specifiedr@sierate that would be required to replace the
earning or income power of an investment or indiaid

“Career average earnings” registered pension plan
A pension plan that pays out a benefit to plan membased on a percentage of their average
salary over the course of their tenure with the leygg.

Cash refund annuity
An annuity that pays out the difference (if anyjveen its purchase price and the total of annuity
payments made to date, upon the death of the @mhuit

Cash surrender value (CSV)

The amount available in cash upon surrender ofiayp@ther than a term insurance policy)
before it matures. During the early policy yeding, CSV is the reserve less a “surrender charge”;
in the later policy years, the CSV usually equalslosely approximates the reserve value at time
of surrender. A schedule of the CSV per $1,00Qu(ot) at the end of various representative
policy years generally is included in the policy.

Catastrophic loss

A loss that is so significant that it cannot be pemsated for out of the income or assets of the
insured. An all-encompassing fire destroying aseoor the death of an income earner are
examples of catastrophic loss.

Certificate of insurance

A document delivered to an individual summarizihg benefits and principal provisions of the
group contract under which the individual is inguré\lso, a written contract between a fraternal
benefit society and the member purchasing the amag, stating the terms and full details of the
agreement.

Chartered Financial Consultant (C.H.F.C.)

In Canada, a designation conferred jointly by Timefican College and The Canadian Institute
of Chartered Life Underwriters and Chartered Fiar€onsultants in recognition of the
attainment of certain standards and proficienahépractice of financial planning. The right to
the designation is open to all Chartered Life Undiers who meet the preliminary requirements
and pass the requisite examinations. In the U,$a.short form is CHFC.

Chartered Life Underwriter (CLU)

A designation conferred by The Canadian Institfit€lmartered Life Underwriters and Chartered
Financial Consultants in recognition of the atta@émtnof certain standards of education and
proficiency in life underwriting. The right to tlesignation is open to agents and certain other
members of a life insurance company or fraterngdoization who meet the preliminary
requirements and pass the requisite examinations.

Churning

Said to occur when an agent directly, or indireathplaces an in-force policy with an existing
insurance company with a new policy from the samserance company, primarily for the
purpose of generating new commissions.



Claim
A demand by a person for payment or fulfillmenbehefits provided by a policy.

Claimant
A person entitled to claim under the policy - whinbludes a beneficiary or trustee.

Classification
The occupational category of a risk.

Clean-up fund
One of the basic uses for life insurance. A resesaver costs of last illness, burial, legal and
administrative expenses, miscellaneous outstarlilsg etc. Also called final expense fund.

Closed-end fund

A pooled investment fund that issues a finite nundfeshares to the public. Investment in the
fund (after issue) is affected by the purchasenafes from an existing shareholder rather than
from the fund itself. (See also Investment compémyd or trust).

Collateral assignment (insurance)

The assignment of a policy to a creditor as sectoita debt. The creditor is entitled to
reimbursement from policy proceeds for any amowedto the creditor at the life insured’s
death; the beneficiary is entitled to any excegsotity proceeds over the amount due to the
creditor. (See also Absolute assignment and Assgiim

Coinsurance
In respect to benefits of a group health insurgotar, the portion of the expenses claimed that
must be borne by the plan member (e.g., 20%).

Commercial policies

Contracts of accident and sickness insurance thgtba terminated by the insured or insurer at
any time. The fact that the contract is cancedlablist be stated in the contract and usually
provides that the insurer must give the insureday notice by registered mail and the insured
give the insurer notice by registered mail.

Common disaster clause

An optional policy clause designed to provide darahtive beneficiary in the event that the life
insured and the beneficiary die as the resultadramon accident (or each dies in a different
location and the order of the deaths cannot bemeied). Unless the clause provides otherwise,
if the life insured and the beneficiary die at sagne time or in circumstances making it uncertain
which of them survived the other, the beneficiarpiesumed to have predeceased the life
insured. Also sometimes called simultaneous deatrse.

Common stock (shares)
Securities that represent ownership in a corparaia carry voting privileges.

Commuted value

The single sum that represents the present wartéhquivalent value, or a stipulated number of
annuity installments payable at fixed future dafdso called discounted value.
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Concealment
Failure of the insured to disclose to the compafacamaterial to the acceptance of the risk at
the time the application is made.

Conditional insurance agreement

Document given by a life insurance agent to a pevguo, at the time of making application for
life insurance, pays the required amount of premi@uonsists of two parts: receipt for the
premium payment and a certificate evidencing aeegent that provides interim, or
“conditional,” insurance while the application igibg processed by the insurer.

Consideration

Under contract law, an asset of discernable vaug,(cash, cheque, negotiable securities, etc.,)
that must pass from one party to another in reflurgoods or services provided. Absent the
payment of consideration, a contract is not enfastin law.

Consideration clause
That part of an insurance contract that sets fbitramount of initial and renewal premiums and
the frequency of future payments.

Consumer Price Index (CPI)

An index compiled and published by Statistics Canafcthe costs of a selected cross-section of
goods and services, which are allocated a valu®ofn the “base (initial) year.” Costs of the
selected goods and services in all other yearpraportionate to the base year.

Consumer Protection Plan
(See Assuris)

Contingent beneficiary

A person designated to receive policy proceedsifprimary beneficiary is deceased at the time
the proceeds become payable. Policyowners areabnadvised to appoint a contingent
beneficiary; otherwise, the policy proceeds wowdddme payable to the estate of the insured.

Contingent owner
An individual designated to become the successoreowf a life insurance or annuity contract, in
the event of the death of the current owner.

Continuous disability

Some contracts require that the insured’s disgiiikit continuous. However, a trial effort to return
to work, or work done as medical therapy, is natally construed as breaking the continuity of
the disability.

Contract

The application, the policy, any document attadiogthe policy when issued, and any
amendment to the contract agreed upon in writitgy éffie policy is issued, constitute the entire
contract, and no agent has authority to changedhtact.

Contract of life insurance

In legal terms, includes not only the group poliey the certificate of group insurance, interim
receipt, renewal receipt, or writing evidencing teatract and binding oral agreement.
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Contributions
Under a universal life policy, amounts depositeth®policy in excess of premium deposits
designated for payment of insurance and relatedresgs under the contract.

Contributory group plan
A group pension, RRSP or health insurance poli@eurvhich the employee plan members are
required to pay a portion of the annual premiumsaomtributions.

Convertible bond
A debt security issued by a corporation, under wiie holder of the investment has the option
to convert the security into a prescribed numbeshaires of stock of this issuer.

Convertible preferred share
Shares of a given preferred class of a corporatinder which the shareholder has the option to
convert the investment into a prescribed numbeoaimon shares of the issuer.

Convertible term insurance

Term insurance that may be exchanged, in part whivle, at the option of the insured (without
evidence of insurability), for permanent insurateg., whole life) within the period specified in
the policy.

Conversion privilege

The contractual right of the owner of one typeifef insurance policy to convert the contract
(usually term), without evidence of insurabilitg,another type of contract (usually permanent)
with the same insurer.

Conversion ratio (rate)
Generally, the number of common shares that casbtaned in exchange for one convertible
preferred share of this same corporation, undensaersion right.

Corporate bond
Debt security, usually long term, issued by a crafon in order to raise capital.

Corporate dividends
Amounts paid to preferred and common shareholdetsyf net profits, in cash or stock at the
discretion of a corporation’s board of directors.

Corporation insurance
(See Business insurance)

Cost base
(See Adjusted cost base)

Cost of living rider

An addition to a disability income policy that wilicrease the benefit payable, by a fixed amount
or based on the consumer price index, annuallgmi-annually while on claim. Rider may or
may not have annual and/or overall maximum increase

12



Coupon bond

A debt security (issued by a corporation or a gonemt) that pays periodic interest to investors
by way of a coupon physically attached to the beertificate. Bondholders collect the interest
due on the bond by detaching the coupon and caghimg financial institution.

Creditor protection
The issue of whether or not an investor’'s asseteaempt from claims of their creditors in the
event that the investor becomes bankrupt.

Creditor’s group insurance

A class of group insurance (usually decreasingteffected by a creditor insuring the lives
and/or well-being of a number of his or her debtdfsx debtor dies or becomes disabled, the
balance of the loan outstanding is paid from tlsgiiance money.

Creditors
Third parties to whom the insured is indebted.

Crystallization

With respect to the capital gains exemption, act&en to trigger a disposition of qualifying
assets, so as to trigger the realization of cagd#als qualifying for the exemption.
Crystallization ensures that the exemption willised to the benefit of the taxpayer.

Cumulative preferred shares

Participating preferred stock of a corporationvidiich unpaid annual dividends accrue. Such
accrued, unpaid dividends must be paid out to teeped shareholder in the future, before any
dividends can be paid to the corporation’s comni@resholders.

Cut-off provision
Regulates the period during which benefits are Ip@yander major medical and comprehensive
medical expense insurance.

Days of grace
The number of days (usually 30 or 31) that a hifgurance policy will remain in force after a
scheduled premium has not been paid.

Death benefit
The amount payable from a life insurance or anreotytract, to a named beneficiary, as the
result of the death of the life insured or annditan

Debenture
A bond secured by the general credit of the isgathier than by specific assets. (See also Bond).

Declaration

An instrument signed by the insured with respeetliich an endorsement is made on the policy,
or which identifies the policy or which describés insurance, and in which the insured
designates, alters or revokes the designationeofgured’s personal representative or
beneficiary.

13



Decreasing term insurance

A term insurance policy with a level premium foetlife of the contract, but under which the
death benefit payable decreases annually. Ususdlg as protection against declining liabilities,
like mortgages.

Deductible
A fixed dollar amount (either annually or by claithjt an insured must assume before group
benefits are payable under a group health insurpoloey.

Deemed disposition

A change in regard to capital property that, uriderincome Tax Act, causes the property to be
deemed to have been disposed of, just as thougirdperty had actually been sold. The ruling
may apply to life insurance policies under suchdafsituations as an absolute assignment of a
policy or a succession to a contingent owner.

Deferred annuity

An annuity providing for periodic payments to begirsome future date, such as after a specified
number of years or at a specified age. May be @sexth either on a single premium or a regular
(e.g., monthly) premium basis.

Defined benefit pension plan

One of two types of registered pension plans (RRPs)er which benefits are determined by a
benefit formula. The required contributions dependhe benefits to be provided and the
number of years in the accumulation period. (Tineosite to the defined contribution pension
plan.)

Defined contribution pension plan

One of two types of registered pension plans (RRPs)er which annual contributions are
determined by contribution formula set forth in filan. The benefits paid to a participant vary
with the size of the contributions on his or hehdéand length of service under the plan. Also
known as a money purchase plan.

Dental benefits
Reimbursement for all or part of the cost of speditiental services.

Dependency period income
One of the basic uses for life insurance, to geaengome for the family until the youngest child
attains maturity.

Deposit administration contracts

A method of pension funding in which contributidias necessary) are deposited with a life
insurance company and used to purchase annuitiels ehployees retire. (In contrast to
conventional group annuities, under which the fuardsimmediately used to purchase units of
deferred annuities for all participants.) The campacts as the trustee until the annuities are
actually purchased.

Disability
A physical or mental inability to work.
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Disability (income) insurance

A form of A&S insurance that provides periodic pamts when the insured is unable to work as
a result of illness or injury. Also called: incomtection; income replacement; long-term
disability insurance; weekly indemnity; loss of @mee (or time) insurance.

Disclosure
The concept of full and adequate revelation toaspect of all pertinent information regarding a
contract (especially a variable contract) as aguopésite to its sale.

Dismemberment clause
A clause in the policy referring to the accidemal of limbs or sight.

Disposition
The act of divesting oneself of an interest ifailisurance policy by way of surrender, absolute
assignment or maturation.

Dividend
(See Policy dividend)

Dividend additions

An amount of insurance added to participating pedie- provided that the policy permits that
dividends may be used as single premiums at thead%s attained age to purchase paid-up
insurance as additions to the sum insured. (SeePalkcy dividend).

Dividend gross-up
Increase in the amount of actual dividends receir@td Canadian corporations (by 25 per cent),
to compute the taxable amount of dividends. (See Rlvidend tax credit).

Dividend options

A variety of choices offered to owners of partidipg life insurance policies, for the pay-out,
investment or reinvestment of dividends payabléheir policies. Standard dividend options
include dividends paid out in cash, used to regueaiums, invested at interest with the insurer
and used to purchase paid-up additional insurance.

Dividend tax credit

An amount equal to 16.67 per cent of the actudi easount of taxable dividends from Canadian
corporations. The dividend tax credit offsets fatisacome tax payable on the dividends and/or
other income.

Dollar cost averaging

The periodical investment of a fixed amount in sif@shares at regular set intervals, regardless
of the price of the stock purchased, usually resyin the average cost of the shares being lower
than the average of their prices.

Double indemnity clause

A clause in or added to some life insurance cotgrédiat will double the death benefit if death is
due to an accident. Now more commonly known asdactal death benefit. See Accidental death
benefit.
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Duplicate coverage
A term used where an insured is covered by sepeltalies with one or more companies
providing the same type of benefits, often resgltmover-insurance.

Earned income

For RRSP contribution purposes, those amountscohiie that qualify to be taken into
consideration for calculating the allowable amaafrdeductible RRSP contributions. “Earned
income” includes such items as salaries, commissimyalties, net income from self-
employment and net rental income. A percentagedpotly 18 per cent) of earned income is
used to compute a portion of the RRSP contributbam formula.

Effective date
The date upon which a life insurance contract entled to go into force.

Eligible expenses
Expenses that are insured under the broad termsyoi medial or comprehensive medical
expense insurance.

Elimination period
A specified period of time, beginning at the orded disability that must pass before any policy
benefit will be paid. See also Waiting period.

Emergency fund

One of the basic uses for life insurance. A resdeagh benefit fund provided by policyowners to
protect their families against unexpected larg®-lbodgetable expenses. The increasing loan
values of life insurance policies also constitiaed often are referred to as) emergency funds for
policyowners while living.

Employee booklet
A publication given to members of a group planifef or health insurance, explaining the
benefits and terms and conditions of the group.plan

Endorsement

An alteration, addition, limitation or extra promia attached to a policy or sometimes on the
printed policy page. An endorsement may also libherform of a rider. No endorsement is valid
unless signed by an executive officer of the corpan

Endow
A provision that allows that the cash surrendeueaf a life insurance policy shall equal the sum
insured at a specified future date (the endowmats)d

Endowment insurance
Life insurance payable to the policyowner, if ligiat the end of a specified period, called the
maturity date, or to a beneficiary if the life imed dies prior to that date.

Equities

Investment in non-guaranteed assets involving wargiegrees of risk, ranging from such
relatively conservative assets as real estateablarcontracts, blue chip stocks and other
securities, to high risk shares in a junior minamgil or gas company.
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Estate planning

The total process of planning an estate, includiapcreating and conserving an estate; (b)
minimizing estate shrinkage at death; (c) creatidgquate liquidity for settling the estate; and (d)
a proper plan for distributing the estate to theers heirs.

Evidence of insurability
A statement, declaration or proof of a person’dtheaccupation, income, etc. affecting the
acceptance for insurance.

Exceptions -exclusions
Specified risks for which a policy will not provideenefit payments.

Excess interest
The difference between the rate of interest therersguarantees to pay on proceeds left under
settlement options and the interest the insureradigtallows.

Excess RRSP contributions

Amounts contributed to an RRSP plan in excessetidductible amount as calculated under the
annual contribution formula. Lifetime, a taxpayeay carry forward up to $2,000 of excess
RRSP contributions without being subject to penalty

Executor
A person or a corporation (e.g., trust company)inaied in a will to effect the settlement of the
testator’'s estate in accordance with the termbefatill.

Exempt policy
A life insurance policy that meets the requirememder the exemption test policy and is
therefore exempt from current taxation on the huyldf investment income within the policy.

Exemption test policy

A theoretical life insurance policy (based on au2@- endow at age 85 contract) that is used as a
benchmark to determine whether or not a giveritiseirance policy is exempt from current
taxation.

Expense loading

Agent’'s commissions, medical costs and other exgsetaken into consideration in determining
the amount of front-end charges to be appliedgven class of life insurance contracts. Also
used in the computation of premiums to be chargethe contract.

Experience rating
A factor taken into consideration at the time afawal of premium for a group insurance
contract (usually annually), allowing for the pakstims experience of the group.

Expiry date
A predetermined date upon which the benefits azargcontract of life or disability insurance
will terminate.

Express authority
Authority vested in an agent, by a principal, thgbspecific written (or oral) instruction.
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Extended health care insurance

A form of health insurance (usually group) thatyides reimbursement for certain expenses not
covered by provincial medical insurance plans asdidlly) some other health care expenses.
Examples include prescribed drugs, ambulance serpitvate duty nursing, medical appliances,
etc. The policy may contain a deductible amountgo&um and/or a co-insurance feature under
which claims are shared by the claimant and theréron a formula basis, e.g., 20/80 per cent.
Also called Supplementary major medical expense.

Extended term insurance

The non-forfeiture option that provides that thelcaurrender value of a policy, less
indebtedness, may be used as a net single prentitina kfe insured’s attained age to purchase
term insurance for the sum insured of the policya®long a period as possible, but not longer
than the term of the original policy.

Extra premium
The amount charged in addition to the regular puemiate to cover an extra hazard, special risk
or substandard risk.

Face amount
(See Sum insured)

Fact finding

The process of collecting information from a pragp#or the express purpose of determining the
individual's need for insurance and the quantitgt eype of insurance most suitable for that
prospect.

Fair market value (FMV)

The highest price available in an open and unasttimarket between a willing buyer and a
willing seller dealing at “arm’s length” both of whn are fully informed as to the qualities of the
property concerned and neither of whom is undercamypulsion or haste to transact business.

Family deductible
A major medical policy that covers all the membafra family can include a family deductible in
addition to an individual deductible.

Fiduciary
One who holds property or an interest in trustier benefit of a third party.

Financial planning

The process of (1) collecting and analyzing infaioraconcerning a person’s or a family’s
personal and financial situation in order to idigmieeds and problems; (2) establishing specific
financial objectives; and (3) formulating, implentieg and continuously monitoring a financial
plan to achieve those objectives.

First mortgage bond
A debt security issued by a corporation that isigst by a lien against specific corporate assets.
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Fixed annuity
An annuity that guarantees the periodic paymeiat sgecified (fixed) amount of income per
installment for life or other periods. (See alstnlity and Variable annuity)

Flat deductible
Amount of covered expenses payable by the insuséatd major medical benefits are payable.

Flexible premium contract
A life insurance policy or an annuity under whith @wner may vary the amounts and/or timing
of premium deposits.

Fraternal insurance

Insurance provided by fraternal benefit societbeganized without capital stock and not for
profit and maintaining a lodge system. Almostfi@ternal societies operate on a level rate and
reserve basis in accordance with special frateagallations and under the supervision of
provincial authorities.

Fraternal Insurance Counselor (FIC)
A designation awarded to fraternal life underwstetho complete the prescribed course of study,
pass the examinations and meet other requirements.

Fraternal society
A social organization that provides insurance f®mnembers.

Free look

A provision in law allowing the purchaser of a lifssurance contract a period of 10 days after
policy delivery to decide whether to keep the cacttior return it to the issuing insurance
company. If the policy is returned, the formeripgdwner is entitled to a full refund of all
premiums paid up until that time.

Front-end load
An expense load in a life insurance or annuity @att(or other investment) that is levied
(usually on a percentage basis) against fundsegsaite deposited to the contract.

Fundamental group principles
A series of five basic principles required for threderwriting and administration of group life and
health insurance plans, to ensure the integriapildty and profitability of the plans.

Future insurance option

A rider added to disability income policies thdowis the insured to purchase additional coverage
at standard rates, for his or her current occupaticlassification, at stated future times,
regardless of health or occupation at that tinhés mot guaranteed insurability as, usually, the
applicant is subject to financial underwriting, j/@ust have the income to justify the increased
coverage.

Government of Canada bond

A bond issued by the government of Canada, whishahaalue that can fluctuate in the open
marketplace.
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Grace period

The length of time (usually 30 days) after a pramia due and unpaid, during which the policy,
including all riders, remains in force. If a premmi is paid during this time, the premium is
considered to have been paid “on time.”

Group annuity contract

A type of registered pension plan designed by irsuior a group of persons (usually employees
of a single employer), covering all qualifying pams under one contract. Employer contributions
(or employer and employee contributions, as the oa@sy be) are determined by the insurer’s
actuaries in accordance with the benefits to beredf. Contributions are turned over to the
insurer as specific premiums; the insurer thenapiaes payment of the benefits as they accrue
to the members of the group who meet the eligybikiguirements.

Group conversion privilege

A provision under a group insurance contract (Ugdal life insurance) that permits a group plan
member who leaves the group the option to conliertbverage to personal insurance (without
evidence of insurability), usually within 30 daylSleaving the group.

Group insurance

Provides coverage for a group of people under cm&en contract. The contract is between the
insurer and an employer; a professional or occapatigroup; a trade union; a credit union; a
credit card issuer; a group of students; an orgaioiz of persons that i} is formed for a specific
purpose other than the purchase of insuranceggyires its members to pay a membership fee at
least once annually; iii} has had a reasonablylstaiembership over the previous three years;
and iv} holds regular meetings of members at wiitglofficers are elected. It includes “blanket
insurance,” “creditor’'s group insurance,” and “seg8 group insurance.”

Group life insured

A person whose life is insured under a contragrotip insurance, excluding a contract of
accident and sickness insurance, and upon whoghtisi conferred by the contract, but not
including a person who is insured there under person dependent upon or related to the group
life insured.

Guaranteed cash surrender value

That portion of the cash surrender value of aitifeirance contract that is guaranteed and is
usually set out in the terms of the contract, based certain dollar amount per $1,000 of sum
insured, as at the end of any given policy yedre guaranteed cash surrender value does not
include such variables as reinvested dividends.

Guaranteed Income Supplement (GIS)
An income-tested, monthly benefit for Old Age Ségysensioners with limited income apart
from the Old Age Security pension. (See also Qjg Security Pension).

Guaranteed insurability benefit (GIB)

A low cost policy rider under which the insured lias right to buy additional life insurance at
specified future ages without having to providedevice of insurability. Also called a
Guaranteed insurability option (GIO).
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Guaranteed investment certificate (GIC)

A security, usually issued by a bank or trust comypaffered to the public in denominations of
$500 or more, usually for durations of one to semeeight years, at an interest rate higher than
the rate paid on savings accounts. If the depogdiés before the maturity date, the full amount
of principal and accrued interest usually is paithe deceased’s estate (or to the designated
beneficiary, if the certificate is held as a regiet retirement savings plan).

Guaranteed renewable

A type of disability income policy in which the im®d has the right to continue the policy in
force by the timely payment of premiums at leastde 55, or in the case of a policy issued after
age 44, for at least five years from its date sfies during which period the insured has no right
to make, unilaterally, any change in any provissdthe policy while the policy is in force except
that the insurer may make changes in premium tatetasses.

Health insurance
(See Accident and sickness insurance)

Hospital expense insurance
Insurance protection against the costs of hosgatiad, in excess of amounts covered by provincial
plans, resulting from the illness or injury of asured person.

Immediate annuity
An annuity contract that provides for the first pgnt of the annuity at the end of the first
interval of payment (monthly, quarterly, semi-anhyannually) after purchase.

Impaired annuity

A life annuity issued with a higher income paymirain would usually be the case, in
recognition of the fact that the annuitant (measyltife for the annuity) is in ill health and has a
shorter life expectancy than other individualshef same age, sex and smoker status.

Impaired risk
An insured who has a health condition or is expdeeth occupational hazard, which makes him
or her substandard for insurance purposes. (Sest&ward (impaired) risk).

Implied authority
Authority that is vested in an agent by a principaimplication, rather than by express, written
direction.

Income attribution

A process whereby a taxpayer who transfers propertyspouse or minor child is required for
taxation purposes to include in his or her own medhe income from such property or, in the
case of sale of such property by the spouse all,ahit taxable portion of any capital gain. (See
also Attribution rules)

Income splitting

The technique of shifting investment income froimgh marginal tax rate family member to a
lower marginal tax rate family member, so as taicedthe overall amount of income taxes paid
by the family.
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Incontestability

A provision in the law that a life insurance costravhich has been in effect for two years during
the life insured’s lifetime is incontestable, excp fraud or misstatement of age, with respect to
a failure to disclose or a misrepresentation @fch felevant to the insurance.

Indemnity
Compensation for loss. An indemnity policy prorsisi@ the event of loss, that the insured will
be restored to the financial position that exigigdr to loss.

Indexation of pre-disability earnings

An arrangement used in “residual” or “proportionipe disability income policies whereby pre-
disability earnings of the insured are increasedgked) annually or semi-annually while the
insured is receiving benefits. As benefits areedam the relationship between income earned
before disability (pre-disability earned incomeglancome earned while disabled, if income
increases because of inflation, then benefits cdidg. By indexing the pre-disability income
according to the CPI or a fixed amount, it tendprevent disability income from going down
because earned income goes up through inflatiowill never increase the benefits beyond the
amount purchased - that is done through the cdatiog rider.

Indexed annuity
A life, or term certain, annuity under which thedme payments increase by a prescribed
percentage rate (e.g., 4%) each year.

Information statement

A statement that must appear on any policy or ptamal material for a policy that includes a
cost or premium. The statement gives the estimatazlint of the premium that will be used for
claims.

Individual insurance
Insurance purchased on an individual basis, whisieis only one person or, in some cases,
members of the person’s family as well.

Insurable interest

An insurable interest must exist at the time whéifeansurance contract is to take effect,
otherwise the contract is void. A person has aaor@ble interest in his or her own life and in his
or her “child or grandchild; spouse; any personrupthom he is wholly or in part dependent for,
or from whom he is receiving support or educatemployee; and any person in the duration of
whose life he has a pecuniary interest.” (“Perdonludes an organization, such as a company or
association.) Where no family relationship or peanninterest exists, the insurable interest
requirement is satisfied if the intended life irediconsents in writing to the insurance.

Insured
The person or organization who makes a contratt antinsurer. (See also Life insured and
Policyowner).

Insurer
(See Life insurance company).
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Integration clause
A clause found in some disability income policikattstates that if the coverage in effect,
together with all government sponsored plans —CPIRP/QPP, WCB, etc.

Intentional injury

Sometimes called “self-inflicted injury” is an imjuresulting from an intentional act or one that
could be expected to result from an intentional &dbst policies exclude payment for such
injuries.

Interest-rate-sensitive policy
A life insurance policy in which premiums are rexdperiodically to reflect current and expected
interest rates. Also known as new money policyee(&8lso Universal life insurance policy).

Intestate

One who dies leaving no valid will. The deceased'sets, if any, are distributed in accordance
with the laws of intestacy of the jurisdiction imigh the deceased was legally domiciled at
death. Intestacy frequently causes hardship aetyreeflects the deceased’s wishes.

Issue and participation limits
Tables set up by insurance companies indicatingidseémum disability insurance they will issue
based on the applicant’s earned income. The mawrimaludes other insurance in force.

Investment company, fund or trust

A company which uses its capital to invest in ott@npanies. There are two principal types:
closed-end and the open-end, or mutual fund. Shaesesed-end investment companies are
readily transferable in the open market and argbband sold like other shares. Capitalization
of these companies is fixed. Open-end funds seil twn new shares to investors, are ready to
buy back their old shares, and are not listed. nagrel funds are so called because their
capitalization is not fixed; they issue more shavathout limit, as investors want them.

Irrevocable beneficiary

An unalterable designation of any person, the Edinraving relinquished the right to change the
beneficiary designation and placing the life insiwecontract beyond the insured’s sole control.
The beneficiary, however, is empowered to conseatdhange in the designation. (See also
Revocable beneficiary).

Issued stock
Authorized stock of a corporation that has actuladign purchased by another corporation or by a
member of the public.

Joint life and (last) survivor annuity
An annuity payable jointly to two (or more) persdoslife, ceasing at the death of the last
surviving annuitant.

Joint life annuity
An annuity payable to two or more persons for lifiet terminating at the death of the first to die.
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Joint life policy
A contract that covers two or more lives and presifbr the payment of the proceeds at the first
death among those insured; the policy then termat

Key person insurance
Insurance on the life of a key employee in a bussindesigned to provide cash to hire and train a
replacement and replace lost revenues and profiteeievent of the death of the employee.

Lapse
Termination of a policy due to non-payment of anpiten within the allowed time including
“days of grace”).

Lapsed policy

A policy terminated because of non-payment of puensi and/or exhaustion of policy reserves in
the case of permanent insurance. This phrase soggets limited to a termination occurring
before the policy has a cash value or other nofeitare value.

Last acquired
A life insurance policy is normally deemed to hé&veen “last acquired” by the current owner
either at its date of issue or the last date qialigion.

Last expenses
Expenses and bills either owing at the time of s@@s death or triggered as a result of the death
(e.g., medical bills, funeral expenses, probats,fete.).

Ledger cost

A method of expressing the cost of a life insurgmakicy over a specified period, such as 20
years. First, the policy dividends, if any, arbetsacted from the gross premiums paid; then, from
this figure is subtracted the cash surrender vallre balance is the ledger cost for the given
period. (See also Net cost)

Level premium plan

The plan of insurance (used by all regular lifauness) under which, instead of charging an
annually increasing premium that reflects the iasneg risk of death, an equivalent level
premium is payable. The plan involves the accutimriaof reserves arising out of the excess
premiums paid in the earlier years and the depiaifdhose reserves to supplement inadequate
premiums in the later years.

Leverage

Borrowing money for investment, with the expectatibat the return on the investment will
exceed the interest payable on the loan. (Alsoe#rnings of a company are said to be leveraged
if the capital structure contains debt (bonds) angreferred shares ahead of the common share
capital.)

Licence

Certification, issued by the provincial departmehinsurance, that an individual is qualified to
solicit insurance applications for the period c@eeby the licence. In most provinces, the licence
usually is issued for a period of two years anaéwable on application. Each agent should be
familiar with the laws and regulations in his or peovince.
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Life annuity
An annuity payable throughout the annuitant’s renmgj lifetime.

Life expectancy

The average duration of the life remaining to a benof persons of a given age, according to a
given mortality table. (Not to be confused witllpable lifetime, which refers to the difference
between a person’s present age and the age thhatiseaost probable, e.g., the age when most
deaths occur).

Life insurance

Insurance in which the risk insured against isdbath of a particular person, called the life
insured, upon whose death within a stated termjh@never death occurs if the contract so
provides, the insurer agrees to pay a stated suntome to the beneficiary.

Life insurance company

An organization chartered by the Government of @ara by a provincial government for the
purpose of carrying on the business of issuingtig&irance and annuity contracts. (Some life
insurance companies are also chartered to issigeatand sickness insurance). Often the term
insurer is used, particularly in the various atas/é) and other legal documents.

Life insured
The person whose life is insured. A person inguhis or her own life is both the insured
(policyowner) and the life insured. (See also teduand Policyowner).

Lifetime disability benefit
May be part of disability income policy or addedsasder; allows for full or reduced benefits to
continue beyond age 65 if the insured is still blisd.

Limited payment life insurance

Permanent life insurance that pays a benefit onéath of the life insured whenever that occurs,
and for which premiums are payable for a specibiedod of years or until the death of the life
insured, if this occurs before the end of the dppztperiod.

Liquidity
The availability of cash to meet the immediate seafth family or a business, in contrast to fixed
assets such as land, buildings or machinery. barance has a high degree of liquidity.

Loan value
(See Policy loan)

Locked-in

Funds transferred to an RRSP from a pension planb@alocked-in” (inaccessible to the
annuitant) subject to the restrictions of provihpension legislation (e.g., no funds may be paid
out until the annuitant reaches age 55).

Long-term disability (LTD)

In group insurance, it refers to coverage that gayscome usually starting after any weekly
indemnity or unemployment insurance disability Bgéadnave run out and continuing to normal
retirement age. For personal coverage, LTD mdansdme as disability income insurance.
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Lump sum

Payment of the entire proceeds of a life insurgaiey in one sum. The method of settlement
provided by most policies unless an alternatividesaent is elected by the policyowner prior to
the life insured’s death, or thereafter by the fieizey before receiving payment.

Major medical expense benefit

Policies designed to help offset the heavy medigpenses resulting from catastrophic or
prolonged illnesses or injuries. Generally, theyvile benefit payments of 75% to 80% of all
types of medical expenses above a certain amashpéid by the insured, and up to the
maximum limit of liability and within the time pexdl provided by the policy and payable only for
benefits that are not covered by compulsory or guwent plans.

Malingering
Feigning a disability in order to collect insurarEnefits.

Gama International Canada

A national association of field managers and thsgociates whose duties include recruiting,
training and developing career representativesltdife insurance and related products. GAMA
Canada is dedicated to enhancing the effectivarfass members and advocates ethical
principles in the conduct of their business.

Marginal tax rate

The top rate at which a given taxpayer is requiogply income tax. Generally, if the taxpayer
were to earn one additional dollar (for examplelnobme, that dollar would be taxed at the
taxpayer's marginal tax rate.

Master policy

Sometimes called master contract, the master p@lisgued to the employer (or other
organization) under a group insurance plan. Costall the insuring clauses that define
participants’ benefits. Participants in the grglgn receive individual certificates, which seldom
repeat all the insuring clauses contained in thetengolicy. (See also Certificate of insurance).

Material facts

A fact in an application for life (or disabilityhgurance may be considered to be “material” g it i
so important to the underwriting process as toefied upon strongly in the insurer’s ultimate
decision as to whether or not to issue an insuraaotract on the life of the applicant. Put
another way, a material fact is one that, if reeddb the insurer (rather than concealed or
misrepresented), would have caused the insurexding or rate the policy.

Maturity date
The date on which policy proceeds become payaldtesraipon death or, with an endowment or
annuity contract, upon attainment of a predeterthame or date.

Maximum tax actuarial reserve (MTAR)
The theoretical line, within an exempt life insucarcontract, that marks the maximum amount of
cash value that may accrue within the policy (atgimen time) on a tax exempt basis.

Medical attendance
Treatment or care by a legally qualified licensaggician.
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Medical examination

Usually conducted by a physician, the medical eration is part of the application. Thus it
becomes part of the policy contract, and is attd¢hereto. The so-called non-medical in reality
is a short-form medical report and is completedhayagent. Various company rules, such as
amount of insurance applied for or already in foemge at time of proposed life insurance, sex,
medical history, etc., determine whether the exation shall be “medical” or “non-medical.”

Miscellaneous expenses
Hospital charges other than room and board. X-eays, drugs, laboratory fees, etc.

Misrepresentation

A false statement of a past or present material fis@de in an application for insurance, which
induces an insurer to issue a policy it would rentehotherwise issued. Also, an agent who
misrepresents a policy’s terms, dividends, etcy beaguilty of misrepresenting facts, and is
subject to such penalty as may be prescribed by law

Misstatement of age

In addition to fraud, misstatement of age of theilisured could render a policy voidable by the

insurer. However, if an insurer was willing toums a person at an erroneously stated age, only
in rare circumstances would it refuse to do shvattue age. The law therefore provides that in

the case of misstatement of age the amount ofansershall be adjusted to the amount that the
premium would have purchased at the true age.

Money purchase plan
(See Defined contribution pension plan).

Morbidity tables

Show the incidence and duration of disability timaty be expected in large groups of persons.
These tables incorporate age, sex and occupatararused in the computation of rates for
A&S insurance. They perform the same function &SAinsurance as mortality tables perform
for life insurance.

Mortality deductions
Within a universal life insurance policy, the ambdaducted from the account value each month
to pay for the pure cost of mortality (risk of dgatinder the contract.

Mortality table (and experience)

A listing of mortality experience of individuals lage. A mortality table permits the actuary to
calculate how long a person of a given age magvemnage, be expected to live. There are
different types of mortality tables, such as talitesnale and female lives (both “smoker” and
“non-smoker”), ordinary life insurance, group lifesurance, ordinary annuities, group annuities,
and others. Large insurers construct mortalitjetafrom their own experience.

Mortgage insurance
One of the basic uses for life insurance. So cdlkhuse many family heads leave insurance for
the specific purpose of paying any mortgage balaatstanding at their deaths.

MTAR
(See Maximum tax actuarial reserve).
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Mutual fund
(See Investment company).

Mutual insurance company
An insurance company without shareholders in whieimagement is directed by a board elected,
in most cases, by owners of participating policies.

Net cost

This term ordinarily refers to the actual cost aftjTipating insurance after policy dividends are
deducted from the premiums paid. (Because no didsl@re payable on non-participating
policies, the net cost of such policies is equah#total premiums paid.) In determining the net
cost over a specified period, allowance should bdarfor the cash surrender value at the end of
the period. (See also Ledger cost).

Net cost of pure insurance (NCPI)

An annual computation (prescribed by the Income Aety within a life insurance contract, to
calculate the term cost of the mortality (risk efth) factor under the contract. NCPI is used to
calculate the adjusted cost basis of a life instggvlicy, as well as taxable benefits arising from
life insurance and the amount that may be dedwartedally in respect of collaterally assigned
life insurance.

Net income
Gross earned income, less expenses, but beform@ntaxes. See also Earned income.

Net premium
The actuarial calculation of premiums for a lifesunance policy, prior to making allowances for
expense loads.

New money policies
(See Interest-rate-sensitive policy)

No-load funds
An investment (mutual) fund that is not subjeceitber front-end or back-end expense charges.

Non-cancellable policies

More properly known as non-cancellable and guaezhtenewable policies, are those in which
the insurer must continue to renew the policy withunilateral changes, until the policy’s expiry
date. The expiry date must be no earlier tharb&genless the policy was issued after age 44, in
which case it can be five years.

Non-contributory group plan
A group life or health insurance plan under whitttoithe plan premiums are paid by the
employer.

Non-confining sickness

lliness that prevents the insured person from waykiut that does not confine him/her to a
hospital or his/her home.
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Non-contributory pension plan
A pension plan for which the entire cost of thenglaborne by the employer and no employee
contributions are required.

Non-cumulative preferred shares
Preferred stock of a corporation for which annueildénds which are not paid are lost, rather
than being accrued and carried forward to be paidnosome subsequent year.

Non-economic loss (NEL)
A workers’ compensation board benefit. It is pmighermanently impaired workers for what is
termed “loss of enjoyment of life.”

Non-disabling injury
One that requires medical care but does not rgsaltoss of time from work.

Non-exempt annuity contract

Generally, a deferred annuity contract last acguafter Dec. 1, 1982, in which the gain (i.e.,
value of the contract in excess of its adjusted basis) accruing during the accumulation period
is reportable annually on the accrual basis foonme tax purposes.

Non-exempt life insurance policy
A policy last acquired after Dec. 1, 1982, in whiblk gain (i.e., the value of the policy in excess
of its adjusted cost basis) is reportable annuailyhe accrual basis for income tax purposes.

Non-forfeiture options

The choices available in a life insurance policyeolicyowner if he or she discontinues
premium payments on a policy that has accumulatesh value. Usually, the policyowner may
choose one of the following: (a) cash settlemdntréduced paid-up amount of insurance, (c)
automatic premium loan to continue the full surmunesl, (d) extended term insurance for the full
sum insured over a specified period (not made abilby all insurers).

Non-forfeiture values

Policy values that allow insurance coverage todsgioued, in some form, for a period of time,
in the event of non-payment of the policy premi@ome examples of typical non-forfeiture
values include paid-up values and extended teraranse.

Non-occupational policy
A plan of insurance that insures a person agaffishe-job accidents or sickness. Does not
insure on-the job disabilities. See also Occupatipolicy.

Non-participating insurance

Insurance on which policyowners do not share inanmplus earnings distributed by the
company. No policy dividends are payable. Thenmen is based on an estimate of future costs
and investment earnings very close to what the emypxpects them most likely to be, with a
slight margin for contingencies and profit.

Non-smoker

In life insurance terminology, generally considetede an individual who has not smoked
cigarettes or used other tobacco products witherptieceding 12 months.
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Non-smoker policies

Life insurance policies issued with a reduced puemiate on lives of non-smokers, i.e., those
who have not smoked a cigarette or other tobacoduats stipulated by the insurer during the 12
months preceding the date of application.

Nursing expense provision
Provides per diem benefits to the insured if ngrsiare is required. The nurse must be a private-
duty registered nurse (RN).

Nursing home provision
Provides benefits if the insured is confined taiessing home when he or she no longer needs
care in a hospital.

Occupational classifications
The grouping together of occupations into classednly approximately the same degree of
hazard (morbidity). Each insurance company issauganual of such classes.

Occupational hazard
A hazard inherent in the insured’s line of workedPee of danger of incurring an accidental
injury or sickness in the line of work.

Occupational injury
An injury arising out of, or in the course of, emmypinent.

Old Age Security Pension (OAS)

In Canada, a pension payable to all persons, age élsler, who meet the residency
requirements. Partial pensions may be availabilease who do not meet all the requirements.
(See also Guaranteed income supplement).

Open-ended fund
A pooled fund (mutual fund) that can issue andaelinlimited number of shares (units) to its
investors.

Optional benefit
Sometimes known as a “rider,” it is an additionahéfit in a policy, requested by the applicant
and usually requiring an additional premium.

Optional settlements
(See Settlement options).

Ordinary life — straight life
(See Whole life insurance).

Outpatient

One who receives care at a clinic or hospital withmeing confined to that institution as a
resident.
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Out-of-province coverage
Coverage, group or individual, that pays speciégdenses, in excess of provincial plan
coverages, for sickness and accidents away frordhe province.

Over-funding
In the case of a universal life insurance contithet practice of paying more than the required
premium, so as to build up tax-deferred cash valudse policy.

Overhead insurance

Provides reimbursement of specified expenses tesméss or individuals during disability or, in
some instances, in the event of the death of treopensured. Also known as “ office overhead
expense,” “business overhead” and “professionathma]” insurance.

Over-insured

An excessive amount of insurance carried by arr@usthat might tempt him/her to prolong the
period of disability, remain in hospital longer thaecessary, etc. (malingering). The total amount
of insurance should not exceed a predeterminecptge of the insured’s earnings.

Paid-up
A policy on which no further premiums are requir€éte insurer is held liable for the benefits
provided under the terms of the contract.

Paid-up additions (PUAS)
Additional insurance purchased by policy dividendsa net single premium basis at the life
insured’s attained insurance age at the time tdaiads are purchased.

Parent waiver of premium

The benefit available under certain policies wnitte the lives of minor children, upon payment
of an extra premium. Provides for future premiumbe waived in the event the person
responsible for paying the premiums dies or isldéhbefore the policy becomes fully paid or
matures as a death claim or as an endowment, orebitfe child attains a specified age.

Partial disability

An illness or injury that prevents an insured frperforming one or more, but not all, of his or
her important occupational duties; or, one thatvedl the insured to perform all of his or her
duties but for a reduced time. Some policies paijigdar proportional benefits in such instances.

Participating insurance

Insurance on which policyowners share in the sarparnings distributed by the insurer. Policy
dividends are payable. The premium is based astimate of future earnings at a somewhat
lower level and costs at a somewhat higher levaet the insurer expects them most likely to be.

Participating shares
Stock in a corporation that is entitled to sharthimnet profits of business operations through the
periodic payment of dividends to the shareholder.

Partnership insurance
(See Business insurance).
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Past service

In defined benefit pension plans, a calculatiopreimium contributions allowable in respect of
past years for which a current employee was emgdlbyehe sponsor of the pension plan, but
was not a member of the pension plan.

Pension adjustment

A reduction in the amount of contributions thatgpayer may make to his or her RRSP,
allowing for employer or employee contributions mawh behalf of the taxpayer in respect of the
same taxation year to a pension plan or DPSP aftwithie taxpayer is a member.

Pension adjustment reversal
A credit to a taxpayer’s carried-forward RRSP rogemerated at the time that the taxpayer
leaves a defined benefit pension plan.

Permanent insurance

Life insurance designed to provide protection uthi life insured’s death or, in the case of an
endowment or pension-type policy, until a specifiate. As with a life annuity, its benefits
cannot be outlived.

Permanent disability
A disability that will last for life or for an indimite and undetermined period of time.

Personal insurance
The same as “individual insurance” as opposed toujg insurance.”

Person insured

A person who is insured under a contract of A&Sirasce, excluding a contract of group
insurance. A person who insures his/her own weilhdp is both the person insured and the
insured. Under a third-party or group contrac, plerson insured is not the person who makes
the contract with the insurer. See also Groupqgreirssured.

Physical hazard

That type of hazard that arises from the physibaracteristics of an individual, e.g.,
impediments of hearing or sight. It may exist heseaof a current condition, past medical
history, or physical condition present at birth.

Physical impairment
A physical defect that makes an applicant a belegrage risk, e.g, slipped disk.

Planned giving

Future gifts to a charity funded by the purchasa lifie insurance policy that is subsequently
transferred to and made payable to the charitgmRmms paid on such contracts may be treated
as charitable contributions for computing the taygos charitable tax credit.

Policy
The legal document, as evidence of a contractedsby the insurer to the policyowner (insured)
specifying the conditions and terms of the insueanglso called the Contract.

Policy term
That period for which the policy is written.
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Policy dividend

A yearly refund to the policyowner of a portiontbé premium based on the company’s
experienced and anticipated costs. Policy dividearé not guaranteed but depend on mortality
experience, morbidity experience, investment egdjiexpenses and other factors and may be
decreased or increased at the discretion of thgpaoyn Dividends may be received in cash,
applied to reduce policy premiums, or used to baigoip insurance additions, equity units or
one-year term insurance equal to the cash surremadles, or accumulate at compound interest, or
any combination of the foregoing.

Policy fee

With some insurers, the base premium rate per $igdultiplied by the amount of insurance
(in thousands). Then a policy fee, independethi®&mount of insurance, is added. Use of this
method results in a final premium rate per $1,00@surance that is graded by the amount of
insurance. As the amount of insurance increaBedijrtal premium per $1,000 decreases. The
policy fee is intended to defray administrative eéxges associated with the policy.

Policy loan
A loan made by a life insurance company to a polnyer on the security of the cash value of a

policy.

Policyholder
(See Policyowner).

Policyowner

The person who owns an insurance policy. Alscedathe insured. In life insurance, the
policyowner is usually the life insured, but notessarily so. (See also Insured and Life insured
and Policyholder).

Policy reserves

The funds that an insurance company holds speltyfica the fulfillment of its policy
obligations. Reserves are required by law to beasmulated that, together with future premium
payments and interest earnings, they will enaldectimpany to pay all future claims.

Population mortality table
An actuarial table that predicts mortality ratesr{mer of deaths per thousand per year, by class
of individual) based on the general populatioraegé.

Pre-existing condition
A physical or mental condition of an insured permat exists prior to the issuance of the policy.

Pre-disability income

The average income of the insured prior to disgbilPolicies usually give a choice of periods to
use for the average ranging from six months tdo#st two consecutive years in the last five
years.

Preferred beneficiary

Prior to July 1, 1962, in the common law provina@ebgeneficiary of a life insurance policy who
was in the “preferred class” (spouse, childrenndchildren, parents of the policyowner). If a
beneficiary in the preferred class was named, ttieyowner was restricted in what he or she
could do with respect to that policy.
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Preferred risk

A person whose physical condition, occupation, mafdeving and other characteristics indicate

a prospect for longevity that is superior to thiaawerage unimpaired lives of the same age. (See
also Standard risk).

Preferred share (stock)

A class of share capital that entitles the owneie $tated dollar value per share in liquidatioth an
a fixed dividend ahead of the company’s commoneshaPreferred shares usually have voting
rights only when a stated number of dividends Hsaen omitted.

Premium

The payment, or one of the periodic payments, Eymlvner is required to make for an insurance
policy. The policyowner’s only obligation under imsurance contract is to pay the periodic
premium.

Premium mode
The frequency (e.g., monthly) with which premiumes paid under a life insurance policy, in
order to make up the equivalent annual premium.

Premium notice
Notice of premium due, sent by an insurer or onigsaigencies to a policyowner.

Premium offset

A method of arranging for a participating policy‘fmy its own future premiums” after a number
of years. Applicable where policy dividends haeeibtaken as paid-up additions. The current
dividend is applied towards premium payment, whik tequired amount of accumulated paid-up
additions surrendered to pay the balance. Assuputigy dividends continue, the premium
offset procedure can be continued for an indefipigod. The procedure reduces the total sum
that would otherwise be payable at death.

Premium reduction
The practice of using the annual dividend paid vrdearticipating life insurance contract to pay
a portion (or all) of the premium otherwise payayethe policyowner each year.

Premium taxes
A tax levied by the provincial governments on prems paid on life insurance contracts. Usually
calculated at a rate of about two per cent.

Prescribed annuity contract

Under an annuity described in the Income Tax A@ psescribed annuity contract, the income
(some capital plus interest) is calculated by anfda that apportions the capital element evenly
over the expected payment period. This automatitalels out the (taxable) interest portion and
thereby reduces the annuitant’s tax liability ie #arly years when he or she may be in a higher
tax bracket than later on in retirement. (Undeo@aventional annuity contract, the capital
element in the early years is much smaller tharfttheble) interest element, which gradually
declines and becomes minimal at the end of theyragiat period).
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Present value of future benefits
A mathematical calculation that estimates the védday of an amount payable in the future,
allowing for a discount for lost earning power b funds in the interim.

Principal

An individual who appoints another (an agent) tbaschis or her behalf, usually in business
transactions. A life insurance company would bexample of a principal employing agents to
transact business on its behalf.

Principal residence

For income tax purposes, the property that a taeqpaydinarily inhabits” during the year and
which the taxpayer elects to designate as his opttirecipal residence. Capital gains realized
upon the disposition of a principal residence aengt from taxation.

Principal sum
The payment specified in the policy. Normally tmecaunt paid for accidental death,
dismemberment or loss of sight. A fixed or de@rdimount payable for a specified loss.

Private corporation
A corporation generally owned by a small groupg®efew as one) shareholders. The shares of a
private corporation are not for sale to the gengualic and are not listed on a stock exchange.

Prorating

The reduction in the amount of benefits payablalldwed by the policy, because the insured has
changed to a more hazardous occupation, or bebausdits payable by all his or her insurance
exceeds his or her pre-disability earnings.

Public corporation
A corporation owned by a wide number of sharehslddihe shares of a public corporation are
freely available to the general public and freglyeate listed on a stock exchange.

Qualifying period

The period, 30 days, 60 days, 90 days, etc., tim@uigwvhich the insured must have been totally
disabled in order to qualify for residual (proportate) benefits. This is not the same as the
“elimination period” or “waiting period,” but carcour at the same time.

Quick-pay

Under a universal life insurance policy, or a fld&premium whole life insurance policy, the
practice of paying greater than required premiumtbé early years of the contract, so that the
policyowner no longer has to make any premium doutions after a given date.

Rate of mortality
For a given class of individuals (e.g., male, novokers, aged 47), the number of people per
thousand that are expected to die within the n2xhanths.

Rated policy

Sometimes called an extra-risk policy, this is@surance policy issued at a higher premium rate
than standard.

(See also Substandard (impaired) risk)
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Rebating
Granting the purchaser of a policy any form of icelment, favour or advantage not available to
all under the standard policy terms. Rebatinguisffence under the provincial insurance acts.

Recapture of capital cost allowance
The amount that must be included in a taxpayecserime if the taxpayer disposes of depreciable
property for proceeds greater than the propertyepreciated capital cost.

Recurrence clause
A clause in disability policies specifying a periofitime (usually six or 12 months) during which
the recurrence of a disability is considered aadpaicontinuation of the disability.

Redeemable preferred shares
Preferred shares of a corporation under the tefm#ich the shareholder has the right to compel
the issuing corporation to buy back the shares,mescribed price and at a specified time.

Re-entry term

A renewable term insurance policy, under the tesfmghich the policyowner has the option to
either renew the policy at a guaranteed (high) safemium or can elect to requalify medically
and have the policy renewed at a much lower rate.

Reduced paid-up insurance

A form of paid-up insurance available as a nondibute option when the insured ceases paying
the planned premium. It provides insurance payabtee same time and in the same manner as
the original policy, but for a reduced amount.

Reduction of benefits

Automatic reduction in coverage under certain djtconditions, e.g., the monthly benefits
may be reduced by 50% while the insured ceases folly and gainfully employed away from
home, or after the insured has reached age 6@{&5,

Refund of premiums
Under an RRSP, an amount paid out to the spoudepandent child upon the death of the plan
annuitant.

Registered life insurance
A life insurance policy that is registered as arSRRand for which a portion of the premiums
paid annually qualify as RRSP contributions.

Registered pension plan (RPP)
A group pension plan, registered with Revenue Canawader which contributions qualify for a
deduction from income for taxation purposes.

Registered retirement income fund (RRIF)

One of several RRSP post-maturity options availaBlach year, it must pay out an amount at
least equal to the fund’s value at the beginninthefyear multiplied by a percentage factor based
on the age of the annuitant (or of the annuitaspiguse, if younger, if so desired). The fund must
be registered with the Canada Revenue Agency.
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RRIF minimum payment
The minimum amount (computed by formula) that nagspaid out as income to the annuitant of
an RRIF each year.

Registered retirement savings plan (RRSP)

A plan registered with Revenue Canada under set#6rof the Income Tax Act. Within
prescribed limits, contributions from earned inccame deductible for taxation purposes and the
growth of the plan is tax-sheltered - a dual adsgatof great significance in encouraging
retirement savings. The plan must mature no thtar the end of the year in which the owner
attains age 69. Proceeds are taxable, but when takeetirement income - when the owner’s tax
bracket is (hopefully) lower than during the eagwears — the income tax impact is lessened.
(See also Spousal RRSP).

RRSP over-contribution

An amount deposited to an RRSP as a contributigiwhich is in excess of the taxpayer’s
allowable annual limit. Accumulated RRSP contritwis in excess of $2,000 are subject to a
penalty tax of one per cent per month.

Rehabilitation benefit

Insurance companies will encourage claimants tovodved in approved rehabilitation
programs. Even if a “rehab” program pays an inctorthe claimant it will not, usually,
disqualify him or her from receiving benefits - leits may be paid on a partial rather than a full
basis but the reduction will unlikely be as muclires“rehab” income.

Reimbursement policy
A policy that provides benefits for actual expeimsrirred by the insured, subject to a maximum
amount. The overhead expense policy is an exaofi@eeimbursement policy.

Reinstatement

By the terms of most life insurance policies, tiodigyowner has the right to reinstate a lapsed
policy within the specified period (usually two ygpby furnishing satisfactory evidence of
insurability and paying all outstanding premiumisispnterest thereon.

Relation of earnings to insurance

A “statutory condition” found in some disabilitydame policies, states that if the coverage in
effect, together with all other insurance (groud gersonal) payable to the insured, exceeds the
claimant’s prior income, then benefits payable urtde contract will be reduced so that the total
will not exceed the prior income. Similar to intation clause, which refers to public
(government-sponsored) plans rather than privatespl

Renewable term insurance

Term life insurance that can be renewed at theoétiie term, generally of one or five years’
duration, at the policyowner’s option and withoutdence of insurability, for a limited number
of successive terms. The premium usually increaseach renewal as the life insured’s age
increases and in accordance with a guaranteed ymenaite schedule written into the policy at
commencement.

Renewal
A re-establishment of a contract for a new polemynt after the expiry of its term.
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Replacement

The act of purchasing an individual life insuracoatract as a consequence of which one or
more individual contracts with a different insuege rescinded, lapsed, surrendered, changed to
paid-up insurance or extended term insurance, @tatggreduce the benefits. (See also Twisting
and Churning).

Representation

Statements made by an applicant on the applicttairhe or she represents as being
substantially true to the best of his or her knalgkeand belief, but which are not warranted as
exact in every detail.

Reserves
A sum set aside by an insurer to fulfill futureicla. (See Policy reserves).

Revocable beneficiary

Any person designated as beneficiary, but notVooably.” Such designation is subject to
change at any time by the insured, without the eninsf the beneficiary. (See also Irrevocable
beneficiary).

Rider

Agreement attached to a policy by which the coadgiof the policy are expanded, and
additional coverage added, or a coverage or comdsi waived. Loosely used to refer to any
supplemental agreement attached to and part qiciey.

Risk
Technically, the degree or percentage of the likeld that a given contingency will occur. The
term is loosely used to designate a) an insurel) arperil insured against.

Rollover
Legal transfer of property from one registered glehor taxpayer to another without incurring an
immediate income tax liability.

Rule of 72

A rule of thumb for estimating the number of yeiduat it will take for a sum of capital to double
at a given compound rate of interest. Divide titerest rate into the number 72 to obtain the
time period.

Schedule
A list of specified amounts payable.

Schedule type policy
Includes a listing and a complete text of the pimris of each of several benefits, most of which
are optional, and some of which may be omitteti@iedection of the applicant.

Secret profit

A prohibited activity involving a profit earned lay agent on a transaction, unknown to the
agent’s principal.
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Securities

A general term usually meaning (a) share, whichasgnts ownership and therefore a form of
equity, and (b) bonds, which represent debts owetid issuer of the bonds to the purchasers.
(See also Common stock, Preferred stock (shareBands).

Segregated funds

Investment funds maintained by a life insurancemamy and fully segregated from the
company'’s general investment funds, as requiredwy They are the investment vehicles for
variable contracts, the values of which will vacgarding to the market value of the assets held
in the segregated funds

Self-insured group

A form of group insurance in which the group spanaot an insurance company, is financially
responsible for paying claims made by insured grmembers. a group may be partially or fully
self-insured. See also Administrative servicey amd Third-party administration.

Settlement options

The several ways, other than immediate paymerdsh,dn which the policyowner or beneficiary
may choose to have life insurance policy benefig.p The usual options are: (1) proceeds left
on deposit to earn compound interest, (2) fixethliments for a period certain, (3) life income
with a specified number of years’ payment cert@difixed installments for as long as the
proceeds and interest will last.

Shareholder
An individual, corporation or trust that owns shsaof stock (of any class) of a corporation.

Sickness
lliness not arising from accident or injury.

Sickness insurance
Insurance providing benefits in the event of sidenef the person insured.

Single need planning

A process whereby an agent focuses on just orlatesorequirement of a client (such as an
outstanding mortgage balance) and provides pramtuather recommendations to resolve that
one particular problem, without reference to thieuhee of the client’s estate or financial plan.

Single premium
The lump sum required to cover the entire costldéansurance or annuity contract.

Small business corporation
A private corporation that is more than 50% owngdhnadian residents and that carries on
active business in Canada.

Smoker

For life insurance purposes, an individual who srasked cigarettes or used other tobacco
products within the past 12 months. (See also Nooker).
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Special class
See Substandard risk.

Spousal RRSP

An RRSP registered with Revenue Canada in the mdutie taxpayer’s spouse, who must be
both the applicant and annuitant. The contribtagpayer is entitled to deduct contributions to
the spousal RRSP within the limits prescribed leyltttome Tax Act. The previously described
attribution rules do not apply, unless cash is erifavn from the plan (or from a RRIF to which
spousal RRSP funds have been transferred) withie tyears of a deposit. A spousal RRSP plan
can reduce a married couple’s tax liabilities itireenent by the splitting of income.

Spouse

For tax purposes, a member of the opposite sexntmmwone is legally married or with whom one
has been living in a conjugal relationship forestdt 12 months or with whom one is living and
has had a child.

Standard or statutory provisions
A set of policy provisions prescribed by provindels, setting forth certain rights and
obligations of both the insured and the insurerenrash individual policy of insurance.

Standard risk
A person who, according to an insurer’s underwgistandards, is entitled to buy insurance
without extra rating or special restrictions.

Statutory conditions

Uniform conditions required by the insurance adbegart of each contract. Certain of these
conditions may be omitted from the policy if thentact does not contain any provisions
respecting the matters dealt with therein. Stayutonditions are for the protection of both the
insured and the insurer.

Stock
(See Common stock (shares), Preferred share (ktock)

Stock insurance company

An insurance company with share capital, in whi@nagement is directed by a board elected
partly by the shareholders and partly by the padiing policyowners, if any. The shareholders
share in any company profits.

Straight life
(See Whole life insurance).

Stripped bond
A bond that has had its interest coupons removddrat, therefore, bears no interest.

Substandard (impaired) risk

A risk that cannot meet the normal health requiresef a standard insurance policy. Protection
is provided in consideration of a waiver, a spegaicy form, or a higher premium charge.
Substandard risks may include those persons whagerig certain sports and persons who are
specially rated because of undesirable lifestytdgealth conditions. (See also Rated policy).
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Suicide clause
Most policies provide that if the life insured coisrsuicide within a specified period (usually
two years) after date of issue, the insurer’s lighivill be limited to a return of premiums paid.

Sum insured

The amount stated on the “face” (first page) offibkcy that will be paid on the death of the life
insured or at maturity of the policy. It does imatlude additional amounts payable under
accidental death or other special provisions, quaed through the application of policy
dividends. Also called sum assured and face amount

Supplementary major medical expense coverage
(See Extended health care insurance)

Surrender
To relinquish a policy. (See Cash surrender vahgtlaapsed policy)

Surrender charge

A back-end load levied at the time that an annolitgontract of life insurance is surrendered.
Such charges are generally based on a percentéige sdirrender value of the contract (annuity)
or a multiple of the minimum required premium (lifesurance).

Surrender value
(See Cash surrender value).

Survivorship life annuity
(See Joint life and (last) survivor annuity).

Taxable income
The income upon which income tax is required tepdid after an accounting of all allowable
deductions, credits and exemptions.

Tax shelters

Specific forms of investment (e.g., RRSPs) thatalbse of some favourable tax treatment, are
expected to produce returns beyond those normsdigaated with such investments. Some types
of investment are exceptionally high risk and waodd be attractive without favourable tax
treatment.

Temporary insurance agreement

An agreement between an insurer and an applicamdorance, provisionally providing
insurance coverage from the date of applicatioil @ date of issue (or decline) of the actual
insurance contract.

Term certain annuity
An annuity contract, under which the income paymeme to continue for a predetermined, fixed
period of time rather than for the life of the anant.

Term of policy

The period for which the policy runs, which is ugpthe period for which the premium has been
paid in advance. In some instances, it may be fgrar, even though the premium is paid on a
semi-annual or other basis.
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Term life insurance
Temporary life insurance payable on the deathefifl insured, provided that death occurs
within the specified period outlined in the policy.

Term to 100
A term insurance policy with level premium paymethigt provides insurance coverage to age
100 of the life insured. Most term to 100 policggsinto “paid-up” status at age 100.

Terminal T-1 tax return
The last income tax return for a deceased taxpageering the period from Jan.1 for the year of
death until the date of death.

Testate
A person who dies having left a valid will.

Testator
The person making a will.

Third-party administration (TPA)
An organization that administers insurance benédita self-insured group but that accepts no
responsibility for providing funds to pay claims.

Time value of money
An allowance for the after-tax earning power of\eeg sum of capital, over time. This
adjustment will provide the present value or futuagie of a given sum.

Total disability

There are various definitions of “total disabilityf common use, ranging from “unable to work at
any occupation for remuneration or profit” througimable to perform the important duties of
your regular occupation” to “a disability resultimgthe loss of at least 75% of earned income.”
The actual definition in any case depends on thelwg in the policy.

Total disability waiver of premium (TDWP)

A policy rider providing that if the life insuredcebomes totally disabled prior to a stated age
(commonly 65) and remains so disabled for at Is&xsfsometimes three) consecutive months, the
insurer will waive the premiums as they fall dueds long as the life insured remains totally
disabled. Any premiums paid during the waitingigb usually are refunded. Some policies

with this rider provide that if the life insuredssl! totally disabled at a stated age (e.g., 6%,
policy will mature and pay the sum insured plusgyotiividends, if any.

Travel accident policy
A limited contract covering only accidents whiletimsured person is traveling.

Treasury bill
A liquid, short-term (less than one year) debt segussued by the federal government.
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Trust

An arrangement in which property is held by a persiocorporation (trustee) for the benefit of
others (beneficiaries). The grantor (person whodfers the property to the trustee) gives legal
title to the trustee, subject to the terms sehforta trust agreement. Beneficiaries have equitab
title to the trust property.

Trustee
A person or company holding the legal title to pdyp for the benefit of another (beneficiary of
the property).

Twisting

The statutory offence by an agent of directly @liri@actly inducing a policyowner to surrender or
lapse a policy with one insurer and replace wiglokicy with another insurer where such act is
detrimental to the policyowner’s interests. (Sesm &hurning and Replacement).

Unallocated benefit

A reimbursement provision, usually for miscellanebospital and medical expenses, which does
not specify how much will be paid for each typdrefitment, examination, dressing or the like
but only sets a maximum that will be paid for aitls treatments.

Unbundled

A life insurance contract, under which the variel@ments (sum insured, premiums, cash value)
are not related to each other in a predetermingal fexed at the time of policy issue, but rather
are a product of the performance of the policy divee.

Undepreciated capital cost (UCC)
For income tax purposes, the value of depreciatdpguty, representing its original cost less the
total of capital cost allowance (depreciation) rwled to date.

Underwriting
The process by which a life insurer determines tdredr not, and on what basis, it will accept an
application for insurance.

Unfair competition or practice

Certain deeds and acts considered to be unfair etiiop and practice in the life insurance
industry are also unlawful in most jurisdictionsGanada. The provincial insurance acts provide
penalties for such offences as rebating of premiuegacement of policies under certain
circumstances, and mis-representation. A CodeaieBsional Conduct published by The
Financial Advisors Association of Canada provideilgnce to its members regarding ethical
practice.

Uniform Life Insurance Act
A theoretical act, adopted by the common law proegnas part of their provincial legislation,
governing life insurance policies resident in therrsdiction.

Unilateral contract
A contract that is only binding on one of the pesti
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Universal life insurance policy

A life insurance policy in which premiums (less erpe charges) are credited to a policy account
from which periodic charges for life insurance aage are deducted and to which interest or
investment earnings are credited. Usually, the&epolner can vary the amount and timing of
premium payments and change the amount of insu@nbgect to underwriting).

Variable annuity

The variable annuity is similar to a fixed annygge earlier) in that payments will be made
periodically to the annuitant, usually over the agmng years of his or her life. With the fixed
annuity, however, the amount of each payment isaguteed by the issuing company; the
annuitant may well receive more than the guarard@sount through dividends, but never less.
Under the variable annuity, to the contrary, themeo guarantee of the amount of the payments.
The payments fluctuate in accordance with the vafus account, usually invested primarily in
common stocks. Thus, under the fixed annuity, igleaf investment loss is borne by the
company, but under the variable annuity, this igsghifted to the annuitant. The main
attraction of the variable annuity is that its analation and distribution values tend to vary with
the general economy- and thus (over the long terey) be expected to keep pace with inflation.

Variable contract

A life insurance or annuity contract whose reseoveg part thereof, varies in amount depending
on the market value of a specified group of adseld in a separate and distinct fund and which
includes a provision in a life insurance contraaer which policy dividends are deposited in
such a fund. The benefits will vary accordingriedstment performance. A variable contract
must contain two main elements: (1) an insuranesent (protection in event of death or an
annuity option in event of survival); (2) a resefweferred to above), commonly called the equity
element.

Variable life

A hybrid product considered as life insurance ame@uity product. It consists of permanent
coverage; however, the cash value -which is notagueed, is invested usually in common
stocks, bonds and money market funds. The premiamain level. The death benefit varies
with investment performance.

Vesting

In a registered pension plan, the employee’s tiglihe employer’s contributions made on his or
her behalf, whether or not the employee continodseta member of the plan. The period of
membership before vesting occurs is not uniforneseCanada, but in pension plans registered
under the federal Pension Benefits Standards fetw occurs after two years’ membership.
Some provinces have legislated similar liberalimsglirements.

Waiting period

The term “waiting period” commonly has two distimeeanings, depending on where it is used:1)
for both individual and group disability income ¢x@cts, it is used interchangeably with
“elimination period.” It is the period at the beging of a disability (30 days, 90 days, etc.) for
which no benefits are payable. It is a period ¢ffissurance, if you will. 2) For group insurance,
“waiting period” is the period at the beginningeshployment when an employee is not eligible
for benefits; e.g., a group plan may give some fisrienmediately but others, such as dental,
only come into effect after a one-year waiting peéri
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Waiver

An agreement attached to a policy that exemptstainecondition or conditions from coverage.
A common waiver would be for any disability resodtifrom spinal (back) conditions. Such
waivers often state that they can be reviewed #itee or some other number of years.

Waiver of premium disability benefit

A provision in disability income policies statinggt after the elimination period (or some other
stated time), no premiums will be required duringttuation of disability. The policy may also
refund any premiums paid during the eliminatiorigubr(See Total disability waiver of
premium).

Warranties

Statements made on an application for insurandeatbavarranted to be true: that is, that they
are exact in every detail as opposed to “repregents’ Statements on applications for A&S
insurance are rarely warranties unless fraud islied.

Whole life insurance

A policy usually with level premiums and providififg insurance for the whole of life. Cash and
other non-forfeiture values are provided usualtgrathe policy has been in force for two years.
Most frequently, premiums are payable throughdetidut may be limited to a specified period,
e. g., 20 years or to age 65. Also known as ordilii@ and straight life. (See Limited payment
life).

Will
A written instrument, executed in the form requibsdaw, by which a person makes a
disposition of personal assets and property to eédfleet upon his or her death.

Withholding tax
An amount of tax (based on a percentage) withhrelth Certain periodic or lump sum payments,
as a reserve against tax that will eventually beplke by the taxpayer receiving the funds.

Workers’ Compensation

A provincial insurance program, funded by emplgyayroll contributions that protects workers
in the event of disability caused by job-relatdakiss or injury.
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