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Preface

Insuranceis afinancial instrumentnothing more, nothing lessthat plays a critical role in both personal and business
financia planning.

On the personal level, the money an individual spends for insurance over alifetime surpasses al other types of
expenditures including the purchase of a home. Any doubt concerning this statement can be dispelled by adding up the
premium payments made yearly for life insurance, health insurance, pension plan, social security, individual retirement
account or Keogh Plan, automobile insurance, homeowners or tenants insurance, professional liability insurance, and
umbrellaliability insurance. Y et, the individual makes these expenditures usually without adequate knowledge of the
insurance product purchased.

Essentialy the same situation exists in the business world. Contributions paid into various insurance coverages in most
instances exceed other business operating expenses. Employee benefit plan contributions alone have been estimated to
range between 30-45 cents for each dollar of salary paid to an employee. When added to the cost of other business
related insurance expenditures such as workers compensation, buy-sell insurance funded agreements, key person
insurance, business property coverage, business liability insurance, and other business specialty insurances coverages,
the total cost can be overwhelming. And, astonishingly, the business insurance purchase decision is also frequently
made without sufficient basic knowledge of the various insurance products available.

Thus, one function of Barron's Dictionary of Insurance Termsis to serve as areference source for individuals making
personal and business insurance planning decisions. The Dictionary provides concise definitions and examples of those
terms most likely to confront the insurance consumer on al levels. The insurance field israpidly changing. More new
insurance products have reached the marketplace in the last few years than in all previous years combined. The
Dictionary contains definitions and illustrative examples of these "state of the art" offerings as well as of the traditional
products. Cross references allow the reader to research variations of the termsto be defined and other relevant
definitions.

Another reason for the existence of Barron's Dictionary of Insurance Termsis to provide areference source for
practitioners who require succinct, technically accurate answers to insurance and risk management terminology

questions. Professionalsin the field will find the Dictionary to be areadily accessible reference source for virtualy all
terms that are used in the everyday conduct of business. The spectrum of insurance activities that is covered
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ranges from the home office underwriting of the risk to the actual marketing and distribution of the insurance product to
protect the risk.

The insurance agent may even find the Dictionary to be useful in marketing and servicing insurance products. Many
clients have numerous questions concerning the characteristics of the various insurance products on the market, both
new and traditional. The Dictionary can be used as a supplement to the sales literature to answer these questions as well

asinquiries about servicing. Fast, accurate responses to these questions can sometimes mean the difference between
closing and not closing asale.
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How to Use This Book Effectively

Alphabetization: All entries are alphabetized by letter rather than by word, so that multiple-word terms are treated as
single words. For example, AGE SETBACK follows AGENT OF RECORD, and ALL RISKS follows ALLOCATION
OF ASSETS. In some cases (such as NAIC acts and regulations), abbreviations appear as entriesin the main text, in
addition to appearing in the back of the book in the separate listing of Abbreviations and Acronyms. This occurs when
the short form, rather than the formal name, predominates in the common usage of the field. For example, NAIC is
commonly used in speaking of the "National Association of Insurance Commissioners’; thus, the entry isat NAIC.
Numbersin entry titles and the ampersand are alphabetized as if they were spelled out.

Many words have distinctly different meanings, depending upon the context in which they are used. The various
meanings of aterm are listed by numerical or functional subheading. Readers must determine the context that is relevant
to their purpose.

Abbreviations and Acronyms: A separate list of abbreviations and acronyms follows the Dictionary.

Cross-References: To add to your understanding of aterm, related or contrasting terms are sometimes cross-referenced.
The cross-referenced term will appear in SMALL CAPITALS either in the body of the entry (or subentry) or at the end.
These terms will be printed in SMALL CAPITALS only thefirst time they appear in the text. Where an entry isfully
defined by another term, areference rather than a definition is providedfor example: PRODUCER see AGENT.

Italics: Italic type is generally used to highlight the fact that aword or phrase has a special meaning to the trade. Italics
are also used for thetitles of publications.

Parentheses: Parentheses are used in entry titles for two reasons. The first isto indicate that another term has a meaning
identical or very closely related to that of the entry word; for example, BENEFITS OF BUSINESS LIFE AND
HEALTH INSURANCE (KEY PERSON INSURANCE). The second reason is to indicate that an abbreviation is used
with about the same frequency as the term itself; for example, FEDERAL TRADE COMMISSION (FTC).

Specia Definitions. Organizations and associations that play an active rolein the field are included in the Dictionary
along with a brief statement of their mission.
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A

AAM see ASSOCIATE IN AUTOMATION MANAGEMENT (AAM).

ABANDONMENT AND SALVAGE legal status giving an insurance company all rights to an insured's property. The
ABANDONMENT CLAUSE isusually found in MARINE INSURANCE and not in other property insurance policies
such asthe HOMEOWNERS INSURANCE POLICY and the SPECIAL MULTIPERIL INSURANCE (SMP) policy.
An insured may wish to abandon the hull of aship if the cost of protecting it exceedsits value. The insured must notify
the insurance company of itsintent to abandon property but the company is under no obligation to accept the abandoned

property.

ABANDONMENT CLAUSE in marine insurance, clause giving an insured the right to abandon lost or damaged
property and still claim full settlement from an insurer (subject to certain restrictions). Two types of losses are provided
for under abandonment clauses.

1. Actual total lossproperty so badly damaged it is unrepairable or unrecoverable; causes include fire, sinking,
windstorm damage, and mysterious disappearance. For example, until the 1980s the Titanic, which sank off
Newfoundland in 1912, was deemed to be unrecoverable and the Commercial Union Insurance Company had paid its
owners for their loss due to sinking. Owners of ships that mysteriously disappeared in the Bermuda Triangle have been
able to collect insurance proceeds. Disappearance of pleasure craft due to drug pirates has resulted in indemnification of
owners through insurance proceeds.

2. Constructive total lossproperty so badly damaged that the cost of its rehabilitation would be more than its restored
value. For example, a ship and/or its cargo is damaged to such a degree that the cost of repair would exceed its restored
value. The insured can abandon the property if (a) repair costs are greater than 50% of the value of the property after it
has been repaired and (b) the insurance company agrees to the insured's intent to abandon.

ABSOLUTE ASSIGNMENT see ASSIGNMENT CLAUSE.

ABSOLUTE BENEFICIARY see BENEFICIARY; BENEFICIARY CLAUSE.

ABSOLUTE LIABILITY liability without fault; also known as liability without regard to fault or strict liability.
Absolute liability isimposed in various states when actions of an individual or business are deemed contrary to public
policy, even though an action may not have been intentional or negligent. For example, in product liability,
manufacturers and retailers have been held strictly liable for products that have caused injuries and have been shown to

be defective, even though the manufacturer or retailer was not proven to be at fault or negligent. In many states the
owner of an animal is held strictly liable
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for injuries it may cause, even though it does not have a past history of violence.

ABUSIVE TAX SHELTER illegal tax deduction (as determined by the Internal Revenue Service) taken under the
auspices of alimited partnership. One abuse of taxesisinflating the value of purchased assets far beyond their fair
market value. Once the IRS determines that tax deductions are illegal, participants in the limited partnership are subject
to the payment of back taxes, interest due on the back taxes, and penalties.

ACCELERATED DEPRECIATION method in which larger amounts of depreciation are taken in the beginning years
of the life of an asset and smaller amountsin later years. The objective isto defer taxes legally, thereby allowing funds
to be retained by a business to finance growth.

ACCELERATED OPTION lifeinsurance POLICY PROVISION under which the POLICYHOLDER may apply the
accumulated cash value, in the form of a single premium payment, to pay up the policy or to mature the policy asan
endowment.

ACCELERATION LIFE INSURANCE policy under which a portion of the DEATH BENEFIT (generally 25%)
becomes payable to the insured for a specified medical condition prior to death. The purpose of the accelerated death
benefit isto provide funds necessary to finance medical costs to extend the life of the insured. Upon proof of a specified
medical condition, the insurance company will pay 25% of the death benefit. When the insured dies, the remainder of
the death benefit is paid to the BENEFICIARY, just as under atraditional life insurance policy.

ACCELERATIVE ENDOWMENT life insurance policy option under which the DIVIDENDS that have ACCRUED
may be applied to mature the policy as ENDOWMENT INSURANCE.

ACCEPTANCE agreement to an offer, in contract law, thus forming a contract. For insurance contracts, the insurer
usually acknowledges willingness to underwrite arisk by issuing a policy in exchange for a premium from an applicant.

ACCIDENT unexpected, unforeseen event not under the control of the insured and resulting in aloss. The insured
cannot purposefully cause the loss to happen; the loss must be due to pure chance according to the odds of the laws of
probability. For example, under aPERSONAL AUTOMOBILE POLICY (PAP) if an accident occurs, the insured is
covered for loss due to his/her negligent act or omissions resulting in bodily injury or property damage to another party.

ACCIDENTAL DEATH AND DISMEMBERMENT INSURANCE form of accident insurance that indemnifies or
pays a stated benefit to insured or his’her beneficiary in the event of bodily injury or death due to accidental means

(other than natural causes). For example, an insured's arm is severed in an accident. A predetermined schedul e of
payments is used to compensate the insured for this particular loss.
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The schedule also lists the sums payable for other parts of the body that may be lost, or for death by accident.
ACCIDENTAL DEATH BENEFIT see ACCIDENTAL DEATH CLAUSE; RIDERS, LIFE POLICIES.

ACCIDENTAL DEATH CLAUSE in alife insurance policy, benefit in addition to the death benefit paid to the
beneficiary, should death occur due to an accident. In double indemnity, twice the face value of the policy will be paid
to the beneficiary; in triple indemnity, three times the face value is payable. Accidental death caused by war, aviation
except as a passenger on aregularly scheduled airline, and illegal activitiesis generally excluded. Time and age limits
are usually applicable, asfor example, the insured must die within 90 days of the accident and be age 60 or less.

ACCIDENTAL DEATH INSURANCE coverage in the event of death due to accident, usually in combination with
dismemberment insurance. If death is due to accident, payment is made to the insured's beneficiary; if bodily injury is
the result of an accident (such asthe loss of alimb), the insured receives a specified sum. See also ACCIDENTAL
DEATH CLAUSE.

ACCIDENTAL MEANS unexpected, unforeseen event not under the control of the insured that resultsin bodily injury.
ACCIDENT AND HEALTH INSURANCE coverage for accidental injury, accidental death, or sickness; also called
Accident and Sckness Insurance. Benefits include paid hospital expenseyys, medical expenses, surgical expenses, and
income payments. See also GROUP HEALTH INSURANCE; HEALTH INSURANCE.

ACCIDENT AND SICKNESS INSURANCE phrase formerly used to describe coverage for perils of accident and
sickness. For descriptions of current terms, see also ACCIDENT AND HEALTH INSURANCE; DISABILITY
INSURANCE; GROUP DISABILITY INSURANCE; GROUP HEALTH INSURANCE; HEALTH MAINTENANCE
ORGANIZATION (HMO).

ACCIDENT FREQUENCY number of times an accident occurs. Used in predicting losses upon which premiums are
based.

ACCIDENT INSURANCE coverage for bodily injury and/or death resulting from accidental means (other than natural
causes). For example, aninsured is critically injured in an accident. Accident insurance can provide income and/or a
death benefit if death ensues.

ACCIDENT PREVENTION see ENGINEERING APPROACH; HUMAN APPROACH.

ACCIDENT RATE see ACCIDENT FREQUENCY.

ACCIDENT SEVERITY extent of the loss caused by accidents. Used in predicting the dollar amount of losses upon
which the premiums are based.
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ACCIDENT-YEAR STATISTICS record of losses and premiums received for accident coverage within a 12-month
period. These statistics show the percentage of each premium received that is being paid out in claims and enables the
establishment of a basic premium reflecting the pure cost of protection. The trend line generated by the record of 1osses
isan important statistical tool for predicting future losses.

ACCOMMODATION LINE agreement by an insurance company to underwrite business submitted by an AGENT or
BROKER even though that businessis substandard. The object is to continue to attract profitable business of that agent.

ACCOUNTANTSLIABILITY INSURANCE see ACCOUNTANTS PROFESSIONAL LIABILITY INSURANCE.

ACCOUNTANTS PROFESSIONAL LIABILITY INSURANCE insurance for accountants covering liability lawsuits
arising from their professional activities. For example, an investor bases a buying decision on the balance sheet of a
company's annual statement. The figures later prove fallacious and not according to GENERALLY ACCEPTABLE
ACCOUNTING PRINCIPLES (GAAP). The accountant could be found liable for his professional actions, and would
be covered by this policy. However, if the accountant ran over someone or damaged property with acar, this policy
would not provide coverage.

ACCOUNTANTS REPORT see STATEMENT OF OPINION (ACCOUNTANTS REPORT, AUDITORS REPORT).

ACCOUNT CURRENT financia statement, issued by the INSURANCE COMPANY on amonthly basis to its agents,
showing for each agent his or her commissions earned, premiums written, policy cancellations, and any policy
endorsements.

ACCOUNTING see GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (GAAP).

ACCOUNTS RECEIVABLE INSURANCE coverage when business records are destroyed by an insured peril and the
business cannot collect money owed. The policy covers these uncollectible sums plus the expense of record
reconstruction and extra collection fees. It does not insure the physical value of the records themselves such as the paper
or computer disks and tapes.

ACCREDITED ADVISOR IN INSURANCE (AAI) professional designation earned after the successful completion of
three national examinations given by the INSURANCE INSTITUTE OF AMERICA (I1A). Covers such areas of
expertise as insurance production (insurance sales, exposure identification, legal liability, personal linesinsurance,
commercial linesinsurance); multiple-lines insurance production; and agency operations and sales management.
Program of study is recommended for individuals who have production responsibilities.
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ACCRUE to accumulate. For example, under one of the dividend options of a participating life insurance policy,
dividends can accumulate at interest by leaving them with the insurance company; cash values of life insurance
accumulate at a given rate; employee retirement credits for pension benefits accumulate at a stipulated rate.

ACCRUED BENEFIT COST METHOD actuarial method of crediting retirement benefits earned and the costs
associated with these earned retirement benefits. An increment (unit) of benefit is credited for each year of recognized
service that an employee has earned. Then the present value of these benefits (including the employee's life expectancy)
is calculated and assigned to the year earned. The benefit earned by the employee can take the form of aflat dollar
amount or a percentage of compensation. For example, this may work out to 1 1/2% of an employee's compensation
being credited to the employee's account for each year of recognized service.

ACCRUED INTEREST interest earned but not yet paid for a period of time that has elapsed since the last interest
payment.

ACCUMULATED AMOUNT amount to which the original investment sums build at a stipulated interest rate.

ACCUMULATED VALUE tota of the number of ACCUMULATION UNITStimesthe ACCUMULATION UNIT
VALUE for aVARIABLE ANNUITY. Similar procedure is followed in the calculation of the current market value of a
mutual fund found by multiplying the number of accumulation units times its net asset value.

ACCUMULATION BENEFITS accrual or addition to life insurance benefits. See also ACCRUE.

ACCUMULATION PERIOD time frame during which an ANNUITANT makes premium payments to an insurance
company. The obligations of the company to the annuitant during this period depend on whether a PURE ANNUITY or
REFUND ANNUITY isinvolved. Many factors enter an annuity purchase, but some experts suggest a pure annuity to
minimize cost and if there are no dependents. In other circumstances a refund annuity might be considered. See also
ANNUITY.

ACCUMULATION UNIT measure of policyholder interestinaVARIABLE ANNUITY policy prior to the ANNUITY
DATE. This measure is similar to aunit in amutual fund.

ACCUMULATION UNIT VALUE worth of each ACCUMULATION UNIT at the end of each VALUATION
PERIOD for aVARIABLE ANNUITY. Thisvalueis similar to that of the NET ASSET VALUE for a mutual fund.

ACQUIRED IMMUNODEFICIENCY SYNDROME (AIDS) condition characterized by illnesses indicative of reduced
Immune responsiveness in otherwise healthy individuals. Viral organisms dubbed HTLVIII (for human T
lymphotrophic virus type I11) and LAV (for
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lymphadenopathy associated virus), respectively, are the putative causative agents of this destruction of bodily defenses.
Together, these viral organisms have become known as human immunodeficiency virus (HIV). The HIV infection isthe
initial event in the course of a disease that culminatesin AIDS in some of itsvictims.

HIV isamember of the class of RNA viruses known as retroviruses, identifiable by their use of the enzyme reverse
transcriptase. This enzyme permits retroviruses to replicate their own genetic information, utilizing mammalian host
cell DNA to produce the new viral RNA necessary for the assembly of new organisms. Reverse transcriptase also
allows the virus to incorporate its genetic material into that of the host. In this manner the virus may immortalize itself
by lying dormant within the host genome while remaining capable of producing new viral organisms at a future time.

HIV infection begins with viral penetration of lymphocytes and monocytes, the white blood cells involved in immune
defense. The first phase of the infection frequently causes an illness with symptoms similar to those produced by
infectious mononucleosis. After days or weeks of mild illness, some patients appear to recover. In the others, the viral
destruction of host cells continues unabated with the virus infecting other tissues, including cellsin the brain. After a
latent phase, which varies with age, degree of immune responsiveness, and the number of viral particles producing the
initial infection, the patient begins to manifest signs and symptoms of immune system damage. These | ate sequel ae of
HIV infection include unexplained fevers, lymph node enlargement, persistent infections with fungi or viruses, and
unexplained weight loss. When these symptoms fulfill specific criteria, they are referred to as the AIDSrelated
complex, or ARC. Only the patients who develop the most severe immune system damage, resulting in infections such
as Pneumocystis carinii pneumonia (PCP) or unusual cancers like Kaposi's sarcoma, are classified as having AIDS.

The direct impact of the AIDS virusis and will be felt by both the property and casualty insurance and the life and
health insurance branches.

Property and Casualty Insurance

From a property and casualty insurance perspective, the AIDS issue could impact the liability sections of the
homeowners insurance policy, automobile insurance policies (both personal and business), commercial general liability
(CGL) policy, and workers compensation policy:

1. HOMEOWNERS INSURANCE POLICY. The INSURANCE SERVICES OFFICE (1SO) homeowners insurance
policy form has a communicable disease endorsement EXCLUSION. Most property and casualty companies use this

form either in total or with minor modification. Since this exclusion to date has not been subject to an adverse ruling by
acourt of law, it may be that the homeowners policy does not have an AIDS EXPOSURE.
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2. AUTOMOBILE INSURANCE policies (both personal and business). An AIDS exposure could result (these policies
do not have a communicabl e disease endorsement exclusion) because of negligent acts and/or omissions of a driver
resulting in:

(@) aninjured party contracting AIDS through a blood transfusion necessitated by an accident and then bringing
suit against the driver, who is found negligent under the TORT LIABILITY system. In asimilar circumstance, an
injured party's open wound comes into contact with an open wound of another injured party who has AIDS, with
an ensuing suit against the negligent driver. Certainly, the wounds would not have come into contact if the accident
had not occurred.

(b) the activation of a previously dormant AIDS virus (as discussed above, the virus may "immortalize" itself by
lying dormant within the host genome while remaining capable of producing new viral organisms at a future time)
inan injured party, with the injured party bringing suit against the driver whose acts and/or omissions are deemed
to be negligent by a court of law. Had the catalyst accident not occurred, the AIDS virus would have remained
dormant.

3. COMMERCIAL GENERAL LIABILITY (CGL) form. An AIDS exposure may arise because of negligent acts of
employees or circumstances occurring on a business' property:

(a8 An AIDS exposure could result in the event that an AIDS-infected employee contaminates a product and/or
service being provided to a customer or fellow employee, and the customer or fellow employee brings suit against
the business. For example, the infected employee may have a cut finger and drops of his or her blood may
accidentally become mixed with the food being consumed by a customer or fellow employee. Or the infected
employee could intentionally contaminate the food with his or her body fluid as a vengeful act.

(b) An AIDS exposure could result in the event that a sexual assault by an AIDS-infected assailant (regardless of
whether or not the assailant is an employee) isincurred by a customer while visiting the premises of the business
and the injured customer brings suit against the business. It is the responsibility of the businessto render its
premises safe for the invited customer. The Connie Francis case is the precedent sexual assault case for this
exposure. A similar circumstance could result if an AIDS-infected assailant assaults an employee.

(c) An AIDS exposure could result in the event that a business fails to maintain the confidentiality of an AIDS-
infected employee's personnel file and the employee brings suit against the business for the tort acts of libel,
slander, and invasion of privacy.

4. WORKERS COMPENSATION policy. An AIDS exposure could result if an employee injured at work receives a
blood transfusion from afellow employee who has AIDS. Is the transmission of AIDSin this
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manner ajob-related injury, thus qualifying the injured employee for benefits under workers compensation? Certainly
the injured employee would not have required the blood transfusion had the injury not occurred at work.

In another situation, two or more employees may be injured in acommon accident, resulting in open wounds of various
employees coming into contact. If at least one of the injured employeesisacarrier of the AIDS virus, several
employees could become infected. The AIDS virusis most likely to be spread as the result of close contact with blood,
blood products, or semen from an infected person. Is this scenario not a classic case for a workers compensation claim?

In each of the two preceding examples, assume that the employer was aware of the AIDS condition of the employeg(s)
prior to the accident and kept this information confidential so as not to invade the privacy of the employee(s). In this
instance, could not the newly AIDS-infected employee(s) seek damages for benefits against the employer beyond that
provided by workers compensation? Certainly the employer was aware of an inherently potentially dangerous situation
in the workplace and took no actions to alleviate the situation or render it harmless. Is not asimilar circumstance the
basis for the employer tort cases for job-related injuries resulting from exposure to asbestos?

Life and Health Insurance

AIDS-related deaths could have a significant impact on the LIFE INSURANCE and HEALTH INSURANCE industries
as these deaths affect the normal claims pattern for GROUP LIFE INSURANCE and INDIVIDUAL LIFE
INSURANCE:

1. Group Life, Medical, and Disability Insurance. If the insurance policy is atrue group policy, al applicants must be
accepted during the open enrollment period. Thus a person who has A1DS would automatically be insured.

If, however, there are a significant number of claims under the group policy, the insurance company can reflect this
adverse experience in next year's premium rates. The insurance company also has the option of not renewing the group's
coverage.

Thereisaso alimit on the DEATH BENEFIT available under group policies. For example, employee group life
policies limit the coverage per employee to a multiple (usually twice) of the employee's annual salary. This limitation
reduces somewhat the ADVERSE SELECTION associated with the AIDS-infected employee opting for higher limits of
coverage.

2. Individual Life, Medical, and Disability Insurance. In underwriting individual coverages (unlike group insurance,
where the factors of age, sex, and industry classification only are considered) numerous factors are evaluated, to include

age, sex, personal health record, family health, occupation, vocation, hobbies, habits such as chemical abuse, life-style,
and so forth. These factors undergo close
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scrutiny, especially when the higher limits of coverage are applied for. However, after the applicant becomes an
INSURED, he or she could contact AIDS, an eventuality that was not included in the PREMIUM rate. Individual life
insurance contracts (ordinary policies and even term insurance, which can be renewed and converted at the option of the
insured) are contracts for life. Thus, once the insurer accepts the applicant for coverage, the insurer is at the mercy of
any future AIDS epidemic.

Some life insurance policies have POLICY PURCHASE OPTIONS (PPO), whereby the insured can automatically
increase the limits of coverage when certain events occur, such as every fifth policy anniversary. The AIDS patient then
could automatically increase his or her coverage over various periods of time. Also, for dividend paying policies the
AIDS patient could use the dividends to automatically purchase paid-up additions to his or her policy without having to
take a physical or answer any medical-related questions (in essence, thisis GUARANTEED INSURABILITY). Once
again, the insurer has no control over these events or distributions.

For lifeinsurance policies already in existence, AIDS-related questions were not asked on the APPLICATION. Thus,
many companies have huge blocks of business that may be susceptible to the effects of the AIDS epidemic.

ACQUISITION COST expense of soliciting and placing new insurance business on a company's books. It includes
agent's commissions, underwriting expenses, medical and credit report fees, and marketing support services. Because of
competition, significant efforts are made by insurance companies to lower acquisition costs. Traditional captive agent
companies have often turned to brokerage as additional distribution or sole distribution channels for this reason.

ACTIVE RETENTION see SELF INSURANCE.

ACT OF GOD natural occurrence beyond human control or influence. Such acts of nature include hurricanes,
earthquakes, and floods.

ACTS performance of adeed or function. Certain acts are prohibited from coverage in insurance. For example, if the
insured commits afelony, the insured's beneficiary cannot collect under the accidental death provision of alife
insurance policy. Intentional destruction of an insured's property by the insured or someone hired by an insured to
destroy the property is a prohibited act under property insurance, and an insurance policy will not indemnify the insured
for losses incurred.

ACTUAL AUTHORITY (EXPRESS AUTHORITY) specific powers granted by the principal (the insurance company)
to the AGENT in the contract.

ACTUAL CASH VALUE cost of replacing damaged or destroyed property with comparable new property, minus
depreciation and obsolescence. For example, a 10-year-old living room sofawill not be
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replaced at current full value because of a decade of depreciation. The actual cash value clause is common in property
insurance contracts. In some instances artistic or antique property may appreciate over time. To receive full coverage
such items must be specifically scheduled in a policy.

ACTUAL TOTAL LOSSsee TOTAL LOSS.
ACTUARIAL see ACTUARIAL SCIENCE; ACTUARY.

ACTUARIAL ADJUSTMENT modification in premiums, reserves, and other values to reflect actual 1oss experience
and expenses and expected benefits to be paid.

ACTUARIAL CONSULTANT independent advisor to insurance companies, corporations, federal, state, and local
governments, and labor unions on actuarial matters. These include evaluation of the liabilities of small insurance
companies, estimates of pension plan liabilities and the design of such plans, appearance as an expert witness giving
testimony concerning lost income due to an accident, and the design of information systems. See also ACTUARIAL
SCIENCE; ACTUARY.

ACTUARIAL COST METHODS system for calculating the relation-ship between a pension plan’s present cost and its
present future benefits. This relationship shows the extent to which a pension plan's benefits are funded. The objectiveis
to identify on ayear-by-year basis the cost of benefits accrued for the particular year. To illustrate, arelationship of 1.0
shows that there is 100% funding available for the pension plan's benefits.

ACTUARIAL EQUITY calculation of the PREMIUM based on such factors as the APPLICANT'S age, sex, health
record, family history, and type of insurance plan applied for.

ACTUARIAL EQUIVALENT mathematical determination based on the expectation of loss and the benefits to be paid
in such an eventuality. The premium charged will vary directly with the probability of loss.

ACTUARIAL GAINS AND LOSSES experience as it relates to the annual costs associated with a pension plan. In
calculating premiums due under a pension plan, basic assumptions must be made concerning future loss experience and
expenses. Actual |oss experience can prove to be better or worse than envisioned. If the experience is better, the result is
an actuarial gain. If the experienceisworse, the result is an actuarial loss.

ACTUARIAL RATE rate based on historical loss experience, from which future |oss experience is predicted. See also
ACTUARIAL EQUIVALENT; ACTUARIAL SCIENCE; RATE MAKING.

ACTUARIAL SCIENCE branch of knowledge dealing with the mathematics of insurance, including probabilities. It is
used in ensuring that risks are carefully evaluated, that adequate premiums are charged for
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risks underwritten, and that adequate provision is made for future payments of benefits.

ACTUARY mathematician in the insurance field. Actuaries conduct various statistical studies; construct MORBIDITY
and MORTALITY TABLES; calculate premiums, reserves, and dividends for participating policies; develop products;
construct annual reports in compliance with numerous regul atory requirements; and in many companies oversee the
general financial function. The successful actuary has a strong general business background as well as mathematical
ability. Professional actuarial associations provide actuarial qualification examinations.

ACTUARY, ENROLLED individual who has met professional standards of the Internal Revenue Service and the
Department of Labor for signing the actuarial reports required by the Employee Retirement Security Act of 1974Title 1.
An enrolled actuary may certify annually that benefit cost and funding requirements of a pension plan have been
calculated according to accepted actuarial principles as a best estimate of expected experience of the pension plan.

ACV see ACTUAL CASH VALUE.
ADDENDUM addition to awritten policy. See also ENDORSEMENT; RIDER.

ADDITIONAL CAR automobile purchased or leased by the insured or the insured's spouse that is in addition to the
insured or the insured spouse's present car as covered under the PERSONAL AUTOMOBILE POLICY (PAP). In order
for this car to be insured, the car must be a private passenger car and the insurance company must insure al of the
insured and insured spouse's other private passenger cars. If it isapickup or van with less than 10,000 Ib. gross vehicle
weight and not used in business or farming, the insurance company also must insure all the other cars owned by the
insured or the insured's spouse for that car to be covered. See also REPLACEMENT CAR.

ADDITIONAL DEATH BENEFIT extralayer of life insurance coverage. Thisterm is often applied to double
indemnity. For example, some life insurance policies provide a death benefit of a multiple of the face valueif the
insured dies between certain ages when dependent children may still be living at home. See also ACCIDENTAL
DEATH CLAUSE.

ADDITIONAL DEPOSIT PRIVILEGE clausein some CURRENT ASSUMPTION WHOLE LIFE INSURANCE
policies such as UNIVERSAL LIFE INSURANCE that allows unscheduled premiums to be paid at any time prior to the
policy's maturity date, provided there is no outstanding loan. If thereis aloan, additional depositswill be first applied
against the loan. Most policies have a minimum that will be accepted as an additional deposit, such as $1000.

ADDITIONAL INSURED individual added to alife insurance policy other than the insured named in the policy. For
example, an insured father can
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have a dependent son and daughter added to the policy as additional insureds. In many instances, adding an additional
insured to an existing policy isless expensive than purchasing a separate policy for that insured.

In property and liability insurance: another person, firm, or other entity enjoying the same protection as the named
insured.

ADDITIONAL INTEREST see ADDITIONAL INSURED.

ADDITIONAL LIVING EXPENSE INSURANCE coverage under a Homeowners, Condominium, and Renters policy,
that reimburses costs of residing in atemporary location until the insured's home can be made whole again. It usually
provides living expenses of from 10-20% of the structural coverage on the home.

ADDITIONAL LIVING EXPENSE LOSS see ADDITIONAL LIVING EXPENSE INSURANCE.

ADD TO CASH VALUE OPTION new DIVIDEND OPTION under which the POLICY OWNER allows the dividends
from the PARTICIPATING policy to be applied for the purposes of accumulating CASH VALUES.

ADEQUACY see RATE MAKING.

ADEQUACY, LIFE INSURANCE see HUMAN LIFE VALUE APPROACH (EVOIL); NEEDS APPROACH.
ADHESION INSURANCE CONTRACT agreement prepared by an insurance company and offered to prospective
insureds on atake-it-or-leave-it basis. If the contracts are misinterpreted by insureds, courts have ruled in their favor
since the insureds had no input into the contract. All insurance contracts have been deemed by courts to be contracts of
adhesion.

AD INFINITUM continuing on an indefinite basis.

ADJACENT that which adjoins. Most property insurance policies such asthe HOMEOWNERS INSURANCE
POLICY provide structural coverage on an adjacent building on the same basis as the primary building.

ADJOINING see ADJACENT.

ADJUSTABLE LIFE INSURANCE coverage under which the face value, premiums, and plan of insurance can be
changed at the discretion of the policyowner in the following manner, without additional policies being issued:

1. face value can be increased or decreased (to increase coverage, the insured must furnish evidence of insurability). The
resultant size of the cash value will depend on the amount of face value and premium.

2. premiums and length of time they are to be paid can be increased or decreased. Unscheduled premiums can be paid
on alump sum basis. Premiums paid on an adjusted basis can either lengthen or shorten the time the protection element
will bein force, aswell as
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lengthen or shorten the period for making premium payments. For example, assume that John, who is 28, buys a
$100,000 adjustable term life policy to age 65 with an annual premium of $1250. As his career prospers, he finds at age
32 that he can double the annual premium payment to $2500. This increase may change the original term amount to a
fully paid-up life policy at age 65. With time, John might experience economic hardship and have to decrease his annual
payment by two thirds. This could result in changing the paid-up-at-65 policy back to aterm policy to age 65. Thus, at
any time the policy can be either ordinary life or term. See also UNIVERSAL LIFE INSURANCE.

ADJUSTABLE PREMIUM premium that can vary up or down. Some life insurance policies permit the company to
change the premiums after the policy isin force, depending on mortality experience, expenses, and investment returns.
If profits are sufficient, premiums can be reduced; if not, they can be raised to specific maximums.

ADJUSTABLE RATE MORTGAGE (ARM) mortgage agreement that provides initial monthly payments of arelatively
low amount (compared with a fixed rate mortgage). Thisinitial amount is subject to periodic changes based on a
stipulated index. Index usually used is the change in the rates of United States Treasury bills. Homebuyers considering
an ARM should compare ARMs offered by the various lending institutions in the following manner: (1) first-year rates;
(2) how theinterest rate is calculated in future years; (3) what the one-year and lifetime caps are on the maximum rate;
and (4) rulesfor conversion to afixed rate mortgage.

ADJUSTED LIABILITIES statutory liabilities minus the INTEREST MAINTENANCE RESERVE minus the ASSET
VALUATION RESERVE.

ADJUSTED NET WORTH value of an insurance company or other company that consists of capital and surplus and an
estimated value for business on the company's books.

ADJUSTED PREMIUM premium that equalsthe NET LEVEL PREMIUM plus the modification of the NET LEVEL
PREMIUM to reflect the cost associated with paying for the first year initial acquisition expenses. The modification is
derived by dividing the first year initial acquisition expenses by the present value of aLIFE ANNUITY DUE (thereby
amortizing these expenses over the premium paying period). Thisisthe premium used to generate a minimum CASH
SURRENDER VALUE required by the NONFORFEITURE PROVISION.

ADJUSTED PREMIUM METHOD method of calculating the life insurance policy's cash surrender value (CSV) not
contingent upon the calculation of the policy's RESERVE such that the CSV will approximate the ASSET SHARE
VALUE of the policy asrequired by the STANDARD NON-FORFEITURE LAW. According to this method of
determining the CSV, the following steps are taken: (1) arriving at the first year expense
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allowance; (2) arriving at the ADJUSTED PREMIUM; and (3) substituting the adjusted premium for the NET LEVEL
PREMIUM used in the equation for arriving at the PROSPECTIVE RESERVE.

ADJUSTED SURPLUS statutory surplus plusthe INTEREST MAINTENANCE RESERVE plus the ASSET
VALUATION RESERVE.

ADJUSTED UNDERWRITING PROFIT see UNDERWRITING GAIN (LOSS).

ADJUSTER individual employed by a property and casualty insurance company to settle on its behalf claims brought
by insureds. The adjuster evaluates the merits of each claim and makes recommendations to the insurance company. See
also INDEPENDENT ADJUSTER.

ADJUSTER, AVERAGE see AVERAGE ADJUSTER.
ADJUSTER, INDEPENDENT see INDEPENDENT ADJUSTER.
ADJUSTER, PUBLIC see PUBLIC ADJUSTER.

ADJUSTER, STAFF employee of an insurance company who assesses insurance coverage for property claimed to be
damaged and determines the insurance proceeds that might be payable for the claim. A fee adjuster works for himself
and does claims adjustments on afee basis.

ADJUSTMENT BUREAU company organized with the business objective of providing claims adjustment servicesto
insurance companies that do not have an internal claims department. See also ADJUSTER, STAFF.

ADJUSTMENT INCOME income payable to a surviving spouse or other beneficiary upon the death of the primary
wage earner to bridge the gap until the beneficiary is self-sufficient. For example, income can be provided for a limited
period of time until awidow can regain emotional stability, receive career guidance, as well astraining, to establish a
permanent career if necessary. The need for adjustment income is a significant consideration in deciding how much life
insurance to purchase.

ADJUSTMENT PROVISION provision in an Adjustable Life Insurance policy that permits the structure of the policy
to be changed by: (1) increasing or decreasing the premium; (2) increasing or decreasing the FACE AMOUNT; (3)
lengthening or shortening the period of protection; and (4) lengthening or shortening the period of premium payments.
ADMINISTERING AGENCY employer using a self-administered insurance plan; or an insurer that administers a group
employee benefit plan. In an employer administered plan, the employer maintains all required administrative records
based on demographic and other information from the employer's monthly reports.

ADMINISTRATION performance of management functions associated with administering an EMPLOY EE BENEFIT
INSURANCE PLAN, to include
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actuarial services, booklet and contract plan designing, billing, accounting, and establishing evidence of insurability for
the plan participants. See also ADMINISTERING AGENCY ; ADMINISTRATIVE CHARGE; ADMINISTRATIVE
SERVICES ONLY (ASO).

ADMINISTRATION BOND coverage that guarantees that the executor or administrator of an estate will conduct his or
her duties according to the provisions of the will and the legal requirements of the jurisdiction. If dishonest acts by the
executor or administrator result in financial loss to the estate, the bond will act asan INDEMNITOR to the estate. This
bond is posted by the executor or administrator of the estate.

ADMINISTRATIVE CHARGE billing by an ADMINISTERING AGENCY for expenses associated with administering
agroup employee benefit plan.

ADMINISTRATIVE EXPENSES costs associated with the general administration of the insurance organization to
include such items as utilities, rent, salaries, postage, furniture, and housekeeping charges.

ADMINISTRATIVE LAW law created by government regulatory agencies, such as the office of the COMMISSIONER
OF INSURANCE, through decisions, orders, regulations, and rules. For example, RATE MAKING hearings conducted
by the insurance commissioner are common. Based on the findings of the hearings, rate increases may or may not be
granted.

ADMINISTRATIVE SERVICES ONLY (ASO) services provided in an employee benefit plan such asa PENSION
PLAN. An employer provides the clerical staff to operate the plan, in effect acting as custodian. The trustee provides
direction for investment of the plan’'s funds, usually in a self-directed investment account. Trustee plans are gaining in
popularity as both the employer and employees seek more control over pension funds investments. In a self-insured
property or liability plan the group may have an ASO contract with an insurance company or athird-party administrator
to handle claims processing and administration.

ADMINISTRATOR court-appointed person to manage the estate of a deceased individual who declared no
EXECUTOR or EXECUTRIX. This person so appointed actsin a FIDUCIARY capacity with regard to that estate.

ADMIRALTY LIABILITY maritime actsresulting ina LIABILITY circumstance falling under COMMON LAW and
statutory law. See also JONES ACT (MERCHANT MARINE ACT).

ADMIRALTY PROCEEDING conducting of maritime suits involving OCEAN MARINE INSURANCE policy claims
before an admiralty court.

ADMITTED ASSETS assets permitted by state law to be included in an insurance company's ANNUAL
STATEMENT. These assets are an important factor when regulators measure insurance company solvency. They

include mortgages, stocks, bonds, and real estate. Historically, alarge part of admitted assets consisted of long term
mortgages, but
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with the advent of CURRENT ASSUMPTION WHOLE LIFE INSURANCE policies, short term financial instruments
can be used to make up alarge part of admitted assets.

ADMITTED COMPANY lifeinsurance company or property and casualty insurance company licensed by a particular
state to conduct business there. The company is subject to the state insurance code governing such aspects as company
reserves and advertising. If an insurance company is not licensed by agiven state or if its license is terminated, the
company can no longer conduct insurance business in that state.

ADMITTED INSURANCE insurance purchased from an insurance company that has been licensed in the state in
which the policy is purchased. Thisinsurance is purchased through an agent or broker who are licensed by that
particular state, and, that state regul ates the marketing of the insurance and the policy forms used.

AD VALOREM property taxes assessed according to the value of that property.

ADVANCED FUNDED PENSION PLAN retirement plan in which money is currently alocated to fund an employees
pension. See also ALLOCATED FUNDING INSTRUMENT; UNALLOCATED FUNDING INSTRUMENT.

ADVANCED LIFE UNDERWRITING process of analyzing complex personal and business cases according to tax and
estate planning requirements to determine life insurance needs. The family life agent or underwriter normally does not
become involved in complex business or personal cases, but draws on the expertise of the advanced life underwriter
when needed.

ADVANCE FUNDING payment of premiums before their due date. In pension plans, premium payments are allocated
to the payment of future benefits prior to benefits becoming payable. See also ADVANCED FUNDED PENSION
PLAN.

ADVANCE PAYMENTS payments made to the insured by the insurance company before the settlement date. For
example, aclaim is scheduled to be settled on June 1, 2000, but the insurance company pays the claimant prior to that
date.

ADVANCE PREMIUM premium paid before the due date. For example, a premium is due on July 1, 2000, but the
insured actually makes the premium payment on January 1, 2000, receiving a premium discount.

ADVANCE PREMIUM MUTUAL see DIVIDEND OPTION; MUTUAL INSURANCE COMPANY;
PARTICIPATING INSURANCE.

ADVERSE FINANCIAL SELECTION processin which the POLICY-HOLDER surrenders the policy when: (1) cash
proceeds can be invested elsewhere at a higher return than that being earned on the CASH VALUE
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within the policy; and (2) economic recession or depression exists and the cash is required to meet other financia
obligations. If the policy-holder exercises the CASH SURRENDER VALUE option during these economic
circumstances, the company may have to sell assets at a "fire sale" and will have fewer fundsto invest at advantageous
rates of return.

ADVERSE SELECTION processin life insurance by which an applicant who is uninsurable, or is a greater than
average risk, seeksto obtain a policy from a company at a standard premium rate. Life insurance companies carefully
screen applicants for this reason, since their premiums are based on policyholders in average good health and in non-
hazardous occupations.

ADVERTISERS LIABILITY INSURANCE coverage for an advertiser's negligent acts and/or omissions in advertising
(both oral and written) that may result in acivil suit for libel, slander, defamation of character, or copyright
infringement.

ADVERTISING, INSURANCE COMPANY highly visible form of marketing communication with the public with
these objectives: (1) encourage agents and brokers to sell insurance company products, (2) predispose customers to be
receptive to sales calls, (3) enhance an insurance company's public image, (4) support introduction of new products, and
(5) influence public and legidative opinions on issues of importance to the insurance industry. Product advertising
describes particular products and why they would be beneficial. Institutional advertising describes the financial strength
and the stability of a company. Depending on target market and size, company advertising may be national, local, or
cooperative (ajoint venture using both company and agency dollars).

ADVISORY COMMITTEE group that advises on employee benefit plans as to amount of benefits to be paid, how
benefits are to be financed, and how employees are to qualify for benefits (VESTING requirements). An advisory
committee only suggests; it does not have line authority.

AFFILIATED COMPANIES associated insurers that are under common stock ownership or interlocking directorates.
Such an arrangement makes it easier to exchange insurance products for sale to the consumer, reduces duplication of
efforts, and lowers product research and development costs.

AFFIRMATIVE WARRANTY see WARRANTY.

AGE CHANGE date, in insurance, on which a person becomes one year older. Depending on the insurance company,
premiumsin life and health insurance manuals are figured to the age-nearest-birthday or age-last-birthday.

AGE DISCRIMINATION IN EMPLOYMENT ACT (ADEA) act that prohibits employers from requiring employees to
retire at age 70.
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Also, the act prohibits EMPLOY EE BENEFIT PLANS from discriminating against employeesin the 40 to 70 age
group as to contributions or benefits.

AGE LIMITS maximum age of an applicant or insured beyond which an insurance company will not initially
underwrite arisk or continue to insure it. For example, under some forms of RENEWABLE TERM LIFE
INSURANCE, coverage will not be renewed beyond age 60.

AGENCY individuals under common management whose goal isto sell and service insurance. Office may be managed
by aGENERAL AGENT or branch manager. See also CAPTIVE INSURANCE COMPANY ; INDEPENDENT
AGENCY SYSTEM.

AGENCY AGREEMENT written document containing instructions on managing one's assets during one's lifetime. The
document may be revoked (unless made irrevocable at creation), terminated, or amended at any time by the creator of
the agreement provided that person is competent to make the decision. The power the agent has to make decisions for
the creator of the agreement may be broad or narrow. The agent is prohibited from disclosing information about the
assets held under agreement to anyone without the creator's permission. The power of an agent to act under the agency
agreement terminates if the creator becomes incompetent unless the creator has signed a durable power of attorney.
Upon the death of the creator, the agency agreement terminates, which requires that al of the assets under the
agreement must be probated before they can be distributed to the creator's beneficiaries.

AGENCY BY ESTOPPEL see ESTOPPEL.

AGENCY BY RATIFICATION confirmation by an insurance company of the acts of its AGENT, regardless of
whether or not these acts were committed within the limit of authority granted the agent by the company. By so
ratifying the agent's acts, the company becomes responsible for consequences arising from these acts. For example, if
the insurance company, with full knowledge of the agent's misdeeds in soliciting the application and the premium from
the PROSPECT, accepts the premium for the policy from the agent, this acceptance constitutes ratification of the act of
the agent.

AGENCY CONTRACT (AGENCY AGREEMENT) rules of conduct and commissions paid to agents. For example,
under the rules of conduct agents may be required to submit all of their business to only that agency. The contract also
lists commission schedules.

AGENCY MANAGER individual in charge of an insurance company agency. The manager is an employee of the
company and is usually compensated on a salary-and-bonus basis, the latter relating to premium volume production of
all the agentsin the agency. He or sheisresponsible for hiring and training agents.

AGENCY PLANT insurance company's total number of agents.
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AGENCY SYSTEM see AGENT; INDEPENDENT AGENCY SYSTEM.

AGENT individual who sells and services insurance policies in either of two classifications:

1. Independent agent represents at least two insurance companies and (at least in theory) services clients by searching

the market for the most advantageous price for the most coverage. The agent's commission is a percentage of each

premium paid and includes a fee for servicing the insured's policy. See also AMERICAN AGENCY SYSTEM.

2. Direct writer represents only one company and sells only its policies. This agent is paid on acommission basisin
much the same manner as the independent agent.

AGENT COMMISSION see COMMISSION.

AGENT, GENERAL see GENERAL AGENT (GA).

AGENT, INDEPENDENT see INDEPENDENT AGENT.

AGENT LICENSE see LICENSING OF AGENTS AND BROKERS.

AGENT OF RECORD individual who has a contractual agreement with a policyowner. The agent of record hasalegal
right to commissions from the insurance policy.

AGENT, POLICYWRITING agent with the authority from an insurance company to prepare and to place into business
an insurance policy.

AGENT, RECORDING see AGENT OF RECORD.
AGENT, RESIDENT see RESIDENT AGENT.

AGENT'SAUTHORITY authority derived from an agent's contract with an insurance company. See also APPARENT
AGENCY (AUTHORITY).

AGENT'S BALANCE statement showing the amount of money owed the agent by the insurance company, according to
the contract he or she has with the insurance company.

AGENT, SPECIAL see SPECIAL AGENT.

AGENT'S QUALIFICATION LAWS legidation establishing the minimum education and experience level required by
the state as a prerequisite for a person to become alicensed AGENT. See also LICENSE; LICENSING OF AGENTS
AND BROKERS.

AGENT, STATE see STATE AGENT.

AGE SETBACK subtraction of a number of years from a standard table of life insurance rates under the assumption that
a particular group womenoutlive men and presumably will be paying premiums for alonger time. For example, a 38-

year-old woman may pay the same premiums as a 35-year-old man. Age setback is awomen's rightsissue, with at |east
one state having legislated that men and women
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the same age must be charged the same rates for the life insurance they buy.

AGE-WEIGHTED PROFIT-SHARING PLAN plan that combines the smplicity and flexibility of the traditional
PROFIT-SHARING PLAN with the best features of the DEFINED BENEFIT PLAN and the TARGET BENEFIT
PLAN. By age-weighing the plan, higher contributions are permitted by the IRS for older plan participants. Under
traditional profit-sharing plans, younger employees will have alarger contribution made by the employer on their
behalf, but they are the least likely to be concerned with retirement and would rather have the cash.

Age-Weighted Plans offer more flexibility in making contributions. Under defined benefit plans and target benefit
plans, a minimum contribution has to be made each year in contrast to the profit-sharing plan. Age-Weighted Plans, as
in the case with the traditional profit-sharing plans, limit the employer's maximum deductible contribution to 15% of the
participant's compensation. The maximum annual contribution of any plan participant is equal to the lesser of 25% of
compensation, or $30,000. There are no minimum required annual contributions or maintenance costs to reflect fees
paid for the PENSION BENEFIT GUARANTY CORPORATION (PBGC) premiums, federal, or actuarial valuations.
A significantly smaller contribution made on behalf of ayounger employee will ultimately equal a significantly larger
contribution on behalf of an older employee. Because of the effect of COMPOUND INTEREST, the contribution on
behalf of the younger employee will purchase the same retirement benefit as the contribution on behalf of the older
employee.

AGGREGATE ANNUAL DEDUCTIBLE deductible that applies for the year. For example, a business pays for the first
$40,000 of losses incurred during the year and the insurance company pays for al losses above that amount up to the
LIMIT OF RECOVERY stated in the policy.

AGGREGATE EXCESS CONTRACT policy in which an insurer agreesto pay property or liability losses (generaly
80-100%) in excess of a specific amount paid on all losses during a POLICY YEAR.

AGGREGATE EXCESS OF LOSS RETENTION see EXCESS OF LOSS REINSURANCE; STOP LOSS
REINSURANCE.

AGGREGATE INDEMNITY total limit of coverage under al policies applicable to the covered loss for which an
insured can be indemnified. For example, if two health insurance policies are in force on the same person, the total limit
of coverage isthat provided by the primary policy in combination with the secondary policy. See also AGGREGATE
LIMIT PRIMARY INSURANCE AMOUNT; SECONDARY PLAN.

AGGREGATE LEVEL COST METHOD actuaria method of calculating benefits and their costs for all the employees
as agroup rather than for each individual employee. The costs of the benefits are measured in the form of a percentage
of thetotal payroll for the employee group.
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AGGREGATE LIMIT maximum dollar amount of coverage in force under a health insurance policy, a property damage

policy, or aliability policy. This maximum can be on an occurrence basis, or for the life of the policy. The following are
examples.

1. Health insurance. The insured was billed $107,000 for a serious illness, but the aggregate limit of the policy was
$100,000 for the life of the policy, so the most that the insured could be reimbursed is $100,000. The insured would
have to pay $7000. Any medical expenses arising from future illness would now have to be paid by the insured.

2. Liability insurance. Theinsured is at fault in an automobile accident (single occurrence) causing injury to four
individuals of $100,000, $150,000, $85,000 and $115,000, respectively, atotal of $450,000. The aggregate limit of the
policy is $400,000. The insured would have to pay the remaining $50,000.

AGGREGATE MORTALITY TABLE type of mortality table that is based on combined statistics from both the
ULTIMATE MORTALITY TABLE and the AGGREGATE MORTALITY TABLE. It showstotal statistics for the
probability of living and dying throughout the entire life cycle.

AGGREGATE PRODUCTSLIABILITY LIMIT maximum sum of money that the insurance company will pay, during
the timeinterval that the PRODUCT LIABILITY INSURANCE coverage isin effect, for all product liability-related
claims arising that are covered under the policy.

AGGREGATE STOP LOSS INSURANCE coverage that goes into effect when an employer who has SELF
INSURANCE hasits total group health insurance claims attain a certain level, which is usually 125% of its annual
projected group health claims costs.

AGREED AMOUNT CLAUSE in PROPERTY INSURANCE, a stipulated agreement between the insurance company
and the insured that the amount of insurance coverage under the policy is sufficient to be in compliance with the
COINSURANCE requirement.

AGREED AMOUNT FORM see AGREED AMOUNT CLAUSE.

AGREEMENT see INSURING AGREEMENT.

AGRICULTURAL EQUIPMENT INSURANCE property damage coverage for mobile agricultural equipment and
machinery, including harness, saddles, blankets, and liveries. Perilsinsured are fire, lightning, vandalism, malicious
mischief, and removal. Additional perils can be added at extra charge. Excluded from coverage are crops, aircraft,
watercraft, feed, hay, and grass. (Crops, aircraft, and watercraft can be covered under other types of insurance policies.)
AlA see AMERICAN INSURANCE ASSOCIATION (AlA).

AIAF see ASSOCIATE IN INSURANCE ACCOUNTING AND FINANCE (AIAF).

AIC see ASSOCIATE IN CLAIMS (AIC).
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AIM see ASSOCIATE IN MANAGEMENT (AIM).

AIR CARGO INSURANCE coverage for an air carrier's legal liability for damage, destruction, or other loss of a
customer's property while being shipped. Coverageison an ALL RISKS basis subject to specific perils excluded in the
policy. Air cargo insurance is aform of MARINE INSURANCE, which at one time only covered goods in transit over
waterways. Today, goodsin transit can be insured regardless of the means of transportation.

AIRCRAFT HULL INSURANCE coverage on an ALL RISKS basis whether the airplaneis on the ground or in the air;
also called hull aircraft insurance. Exclusions, athough none are standard, include illegal use of an aircraft; using an
aircraft for purposes other than that described in the policy; wear and tear; piloting the aircraft by someone not named in
the policy; operating an aircraft outside stipulated geographical boundaries, and damage or destruction of an aircraft
resulting from war, riots, strikes, and civil commotions, mechanical breakdown loss, structural failure loss, and
conversion. The hull value includes instruments, radios, autopilots, wings, engines, and other equipment attached to or
carried on the plane as described in the policy.

AIRCRAFT LIABILITY INSURANCE coverage for the insured in the event that the insured's negligent acts and/or
omissions result in losses in connection with the use, ownership, or maintenance of aircraft. Liability coverage can be
provided for bodily injury and/or property damage to passengers and also to individuals who are not passengers.
MEDICAL PAYMENTS INSURANCE may be included on an optional basis. See also AVIATION INSURANCE.

AIRPORT LIABILITY COVERAGE insurance for owners and operators of private, municipal, or commercial airports,
aswell as fixed-base operators, against claims resulting from injuries to members of the general public or physical
damage to the property of members of the general public, provided that these individuals are on the premises of the
airport or itsrelated facilities. The policy may include any or al of the following coverage's: (1) PREMISES AND
OPERATIONS LIABILITY INSURANCE; (2) PERSONAL INJURY; (3) PREMISES MEDICAL PAYMENTS
INSURANCE; and (4) contractual. The policy can be tailored to meet the particular requirements of the INSURED.

ALASKA TRUST ACT enacted on April 1, 1997; provides protection against creditors for IRREVOCABLE TRUSTS
provided that the trust hasa GRANTOR who is adiscretionary beneficiary. In order for the statute of the Alaska Trust
to be applicable, the following requirements must be met:

1. At least one if the trustees must reside in Alaska or have his or her principal place of businessin Alaska.

2. A percentage of the assets of the trust is required to be on deposit in a checking account, brokerage account, or other
similar account.
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3. Therecords of the trust must be physically located in Alaska and a percentage of the administration of the trust must
take placein Alaska.

ALCM see ASSOCIATE IN LOSS CONTROL MANAGEMENT (ALCM).
ALCOHOLIC BEVERAGE CONTROL LAWS see DRAM SHOP LAW.
ALCOHOLIC BEVERAGE LIABILITY INSURANCE see DRAM SHOP LIABILITY INSURANCE.

ALEATORY CONTRACT contract that may or may not provide more in benefits than premiums paid. For example,
with only one premium payment on a property policy an insured can receive hundreds of thousands of dollars should the
protected entity be destroyed. On the other hand, an insurance company can collect more in premiums than it ever pays
out in benefits, asin afire insurance policy under which the protected property is either damaged or destroyed. Most
insurance contracts are aleatory in nature.

ALIEN INSURER insurance company formed according to the legal requirements of aforeign country. In order for an
alien insurer to be able to carry on general operations and sell its productsin a particular state in the United States, it
must conform to that state's rules and regulations governing insurance companies.

ALIMONY SUBSTITUTION TRUST agreement in which spouse X (the spouse who is mandated by the court to make
alimony and/or child support payments to spouse Y) must put assets (the principal) in a TRUST, from which the
payments are made to spouse Y. Under this trust, the payments made from the income generated by the principal is
taxable income to spouse Y, but any sums paid from the corpus of the principal is not taxable income to spouse Y.
Spouse X does not receive atax deduction for payments made from the trust's corpus of principal, nor does spouse X
pay income taxes on the income generated by the principal in the trust.

ALLIANCE OF AMERICAN INSURERS (AAIl) membership organization, based in Chicago, Illinois, consisting
principally of property and casualty insurance companies. Its objectives are to influence the public and the legislators on
matters concerning the property and casualty insurance industry, to publish materials, and to conduct research and
various educational programs for member companies.

ALLIED LINES property insurance closely associated with fire insurance and usually purchased in conjunction with a
Sandard Fire Policy. Allied linesinclude DATA PROCESSING INSURANCE, DEMOLITION INSURANCE,
EARTHQUAKE INSURANCE, INCREASED COST OF CONSTRUCTION CLAUSE, RADIOACTIVE
CONTAMINATION INSURANCE, SPRINKLER LEAKAGE INSURANCE, STANDING TIMBER INSURANCE,
VANDALISM AND MALICIOUS MISCHIEF INSURANCE, WATER DAMAGE INSURANCE.

< previous page page_23 next page >

file:///C:/0764112627/0764112627/0764112627/0764112627/files/page_23.html [22/11/2009 18:17:18]



page_24

< previous page page_24 next page >
Page 24

ALL LINES INSURANCE combination of coverages from property, liability, health, and life insurance into asingle
insurance policy from one insurance company. See also MULTIPLE LINE INSURANCE.

ALLOCATED BENEFITS paymentsin aDEFINED BENEFIT PLAN. Benefits are allocated to the pension plan
participants as premiums are received by the insurance company. Since the benefits purchased are paid up, the
employee is guaranteed a pension at retirement, even if the firm goes out of business.

ALLOCATED FUNDING INSTRUMENT insurance or annuity contract used in pension plans to purchase increments
of retirement benefits through contributions for each employee paid into a fund. Benefits are guaranteed to employees at
retirement; the insurance company is legally obligated to pay all benefits for which it has received premiums. Pension
plans, in which no funds are available to purchase benefits prior to retirement involve UNALLOCATED FUNDING
INSTRUMENTS (benefits were not purchased at the time premium payments were made).

ALLOCATION OF PLAN ASSETS see ALLOCATION OF PLAN ASSETS ON TERMINATION.

ALLOCATION OF PLAN ASSETS ON TERMINATION distribution of assetsif apension planisterminated. The
allocation is made by either (1) refunding all of an employee's contributions, plusinterest, or (2) establishment of
classes of employees and their beneficiaries according to entitlement to benefits.

ALLOWED ASSETS see ADMITTED ASSETS.
ALL RISK INSURANCE see ALL RISKS.

ALL RISKS insurance that covers each and every loss except for those specifically excluded. If the insurance company
does not specificaly exclude a particular loss, it is automatically covered. Thisis the broadest type of property policy
that can be purchased. For example, if an insurance policy does not specifically exclude losses from wind damage, or
from ameteor falling on the insured's house, the insured is covered for such losses. See also NAMED PERIL POLICY;
SPECIFIED PERIL INSURANCE.

ALTERNATIVE DISPUTE RESOLUTION (ADR) many different, unofficial, and voluntary nonlitigation processes
employed by insurance companies to resolve contractual disputes with their insureds. Examples would include
nonbinding arbitration, simple negotiations between the insurance company and its insured, and mediation by a neutral
third party. The objective of this type of dispute resolution is to avoid the substantial expenses that protracted litigation
would generate.
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ALTERNATIVE MINIMUM COST METHOD means of funding permitted under the EMPLOY EE RETIREMENT
INCOME SECURITY ACT OF 1974 (ERISA). The administrator of a pension plan can comply with required
minimum funding standards by electing an alternative cost method under which the normal cost is the lesser of the
normal cost (1) according to the actuarial cost method of the plan, or (2) according to the accrued benefit cost method
without benefit projections.

ALTERNATIVE MINIMUM TAX see CORPORATE ALTERNATIVE MINIMUM TAX: IMPLICATIONS FOR
CORPORATE-OWNED LIFE INSURANCE.

ALTERNATIVE RISK FINANCING arrangement by which the insured agrees to incur a given degree of variability in
the ultimate total costs associated with financing its losses.

ALTERNATIVE RISK FINANCING FACILITIES provide mainstream coverage to their members that include
corporations, public entities, and professionals. These facilities were originally established and capitalized by
organizations and individuals with common requirements for insurance who could not obtain coverage on the
commercial markets; could not obtain coverage at an acceptable price; could not effectively act asa CAPTIVE
INSURANCE COMPANY ; or could not act as a SELF-INSURER. Coverages written include property insurance,
WORKERS COMPENSATION INSURANCE, DIRECTORS AND OFFICERS LIABILITY INSURANCE,
MEDICAL MALPRACTICE LIABILITY INSURANCE, and primary and excess liability insurance. Insureds include a
broad range of organizations and individuals: medical personnel, banks, manufacturers, public entities, nonprofit
entities, contractors, and transportation companies and systems. The mgjor portion of the facilitiesisdomiciled in
Bermuda.

AMBIGUITY language in the insurance policy that can be considered unclear or subject to different interpretations.
Under these circumstances, the courts have generally ruled in favor of insured individuals and against insurance
companies since insurance policies are deemed to be contracts of adhesion, and also that insurance companies have
sufficient legal talent at their disposal to make policy language clear.

AMENDMENT provisions added to an original insurance policy that alter or modify benefits and coverages of the
contract. For example, aHOMEOWNERS INSURANCE POLICY can be endorsed to cover a secondary dwelling;
perils can be added for coverage. See also ENDORSEMENT; RIDER.

AMERICAN ACADEMY OF ACTUARIES professional association that sets standards of performance for those
engaged in actuarial functions. Members are entitled to use the professional designation MAAA (Member, American
Academy of Actuaries). The U.S. Department of Labor and the Internal Revenue Service requires that documents filed
with these governmental agencies be signed by a member of the American Academy of Actuaries attesting to the
validity of actuarial
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calculations concerning benefits to be paid and their funding. The academy islocated in Chicago, Illinois.

AMERICAN AGENCY SY STEM marketing of insurance through independent agents; also called independent agency
system. Independent agents usually represent several insurance companies and try to insure the risk according to
availability of coverage and most favorable price. Independent agents are paid a commission in the form of a percentage
of the premiums generated by the policy sold. They own all the records of the policies sold and have the right to solicit
renewals. They are not restricted to maintaining business with just one company and can transfer the business upon
renewal to another company.

AMERICAN ANNUITY TABLE, 1955 historical MORTALITY TABLE used to calculate PREMIUM rates for
DEFERRED ANNUITIES and OPTIONAL MODES OF SETTLEMENT for LIFE INSURANCE policies. Thistable
was subsequently replaced by the 1983 Table-a (mortality table for annuity rates for males).

AMERICAN COLLEGE (Formerly the American College of Life Underwriters) accrediting body for the CLU
(Chartered Life Underwriter) and the ChFC (Chartered Financial Consultant) designations. Provides undergraduate,
graduate and continuing education in life insurance and financial services courses on both a residence and
correspondence basis. Courses include life insurance, pensions, economics, finance, investments, business evaluations,
tax planning, and estate planning. The college, which also confers the Master of Science in Financial Services degree, is
located in Bryn Mawr, Pennsylvania.

AMERICAN COUNCIL OF LIFE INSURANCE association of life insurance companies focusing on legislation and
public relations that may affect the life insurance business on federal, state, and local levels. Membership is composed
of both stock and mutual life insurance companies. The council lobbiesto voice the views of the life insurance business
in order to influence public opinion and legislation. It also acts as a control source of information on the life insurance
business for the public. Located in Washington, D.C.

AMERICAN EXPERIENCE TABLE chart published in 1868 by Sheppard Homans, an actuary with the Mutual Life
Insurance Company of New Y ork, based on insured lives from 1843 to 1858. Historicaly, it was widely used for life
insurance premium and reserve calculations. It was replaced by the C.S.0O. Table. See also COMMISSIONERS
STANDARD ORDINARY MORTALITY TABLE (CSO).

AMERICAN INSTITUTE FOR PROPERTY AND LIABILITY UNDERWRITERS accrediting body for the CPCU
(Chartered Property and Casualty Underwriter) designation. The institute provides undergraduate and continuing
education in property and casualty
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insurance courses on a correspondence basis. Courses include risk management and insurance, commercial property risk
management and insurance, commercial liability risk management and insurance, personal risk management and
insurance, insurance company operations, legal environment of insurance, management, accounting, finance, and
economics. Located in Malvern, Pennsylvania.

AMERICAN INSURANCE ASSOCIATION (AlA) membership organization of property and liability insurance
companies. The association promotes the economic, legislative, and public standing of its members through its attention
to accounting procedures, catastrophe and pollution problems, auto insurance reform, and other activities. Located in
New York City, New Y ork.

AMERICAN LIFE CONVENTION see AMERICAN COUNCIL OF LIFE INSURANCE.
AMERICAN LLOYD'Ssee LLOYD'S ASSOCIATION.
AMERICAN MUTUAL INSURANCE ALLIANCE see ALLIANCE OF AMERICAN INSURERS (AAL).

AMERICAN RISK AND INSURANCE ASSOCIATION membership organization of companies, academics, and
individuals in the insurance business whose interest is to further education and research in insurance and risk
management. The association publishes The Journal of Risk and Insurance, which is devoted to scholarly articles on
insurance, risk management, and alied fields of study.

AMERICANS WITH DISABILITIESACT (ADA) act that prevents employers from rejecting disabled job applicants
on the grounds that hiring such an applicant would result in higher employee health care cost. Additionally, if the job
applicant has a disabled spouse, child, or other dependent, regardless of whether or not the job applicant is also disabled,
the employer cannot regject the job applicant on those grounds. Thus, the employer cannot exclude disabled employees
and their dependents from its health plan on the ground that providing such coverage would increase the cost of health
care. Title| of the act became effective for all employers with 25 or more employees on July 26, 1992.

A disability is defined by the ADA as. "A physical or mental impairment which substantially limits one or more major
life activities; or arecord of such impairment; or being regarded as having such an impairment.” Title | mandates that:
"All personnel actions must be unrelated to either the existence or consequence of disability to include recruitment and
selection of employees, compensation of employees; training and all terms, conditions, and privileges of employment. If
there are any conflicts with state laws, ADA takes precedence.”

AMIM see ASSOCIATE IN MARINE INSURANCE MANAGEMENT (AMIM).
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AMORTIZATION the systematic liquidation of a sum owed. A payment is charged at specific time intervals which will
reduce the outstanding debt to zero at the end of a given period of time.

AMORTIZATION SCHEDULE method of paying a sum due whose value has been discounted, according to a
predetermined schedule. Each periodic payment includes part of the principal and interest due thereon.

AMORTIZED VALUE see AMORTIZATION; AMORTIZATION SCHEDULE.

AMOUNT AT RISK

1. difference between the face value of a permanent life insurance policy and its accrued cash value. The pure cost of
protection is based on this difference. For example, if the face value of alife insurance policy is $100,000 and the cash
value is $80,000 then the net amount at risk is $20,000. From the Internal Revenue Service perspective, a corridor of
protection or net amount of risk must be apparent in alife insurance policy if the policy isto retain its tax advantaged
treatment.

2. in property and liability insurance, the lesser of the policy limit or the maximum possible loss to the insured.
AMOUNT FORWHICH LOSS SETTLED see LOSS SETTLEMENT AMOUNT.

AMOUNT OF INSURANCE TO VALUE proportion of the sum insured to the total property value. See also
COINSURANCE.

AMOUNT SUBJECT see MAXIMUM PROBABLE LOSS (MPL).

AMT see CORPORATE ALTERNATIVE MINIMUM TAX: IMPLICATIONS FOR CORPORATE-OWNED LIFE
INSURANCE.

ANALY SIS see ANALY SIS OF PROPERTY AND CASUALTY POLICY; RISK CLASSIFICATION.

ANALY SIS OF PROPERTY AND CASUALTY POLICY determination of (1) property covered, property excluded;
(2) perils covered, perils excluded; (3) location covered, location excluded; (4) time period the policy isin force; (5)
persons covered, persons excluded; (6) policy limits; and (7) coinsurance requirements.

ANALYTIC SYSTEM see DEAN ANALYTIC SCHEDULE.

ANCILLARY BENEFITS health insurance coverage for miscellaneous medical expenses associated with a hospital
stay. Benefits provided in individual and group health insurance include ambulance service to and from a hospital,
drugs, blood, surgical dressings, operating room, medicines, bandages, X-rays, diagnostic tests, and anesthetics.
Ancillary benefits are expressed as a multiplier of the daily hospital benefits (10, 15, or 20 times).

ANIMAL HEALTH INSURANCE see LIVESTOCK MORTALITY (LIFE) INSURANCE; LIVESTOCK TRANSIT
INSURANCE.
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ANIMAL LIFE INSURANCE see LIVESTOCK INSURANCE.

ANNIVERSARY see POLICY ANNIVERSARY.

ANNUAL AGGREGATE LIMIT pre-determined dollar amount up to which an insurance policy will cover an insured
each year, regardless of the number of claims submitted or defense costs associated with these claims. For example, if
the policy limit was established at $1,000,000, the insurance company would pay only up to $1,000,000 regardless of
the number of claims during a particular year.

ANNUAL CONVENTION BLANK see ANNUAL STATEMENT.

ANNUAL EXPECTED DOLLAR LOSS over along period of time, the AVERAGE loss an individual, individuals, or
an organization can expect to incur from a particular EXPOSURE.

ANNUAL INSURANCE POLICY see ANNUAL POLICY.

ANNUAL POLICY contract remaining in force for up to 12 months unless canceled earlier. After 12 months the policy
can either be renewed or not renewed by the insurance company or the insured. The policy need not be paid for on an
annual basis.

ANNUAL PREMIUM ANNUITY series of premium payments made to purchase an ANNUITY . Thisisthe same
method of purchase used for LEVEL PREMIUM INSURANCE.

ANNUAL RENEWAL AGREEMENT agreement in which the insurer promises to renew the policy provided certain
conditions have been met by the insured.

ANNUAL REPORT statement of the financial condition of the insurance company, as well as significant events during
the year in which the company has been involved and/or that have affected the company. This statement is furnished to
the stockholders (if a STOCK INSURANCE COMPANY) or POLICYHOLDERS (if aMUTUAL INSURANCE
COMPANY).

ANNUAL STATEMENT report that an insurance company must file annually with the State Insurance Commissioner
in each state in which it does business. The statement shows the current status of reserves, expenses, assets, total
ligbilities, investment portfolio, and employees earning over $40,000 per year. It provides information needed to assure
that an insurance company has adequate reserves, and that assets are available to meet al benefit payments for which
the company has received premiums. The form used is agreed upon by the National Association of Insurance
Commissioners (NAIC). Thisform is also known as Annual Convention Blank.

ANNUALIZED accounting method of establishing data on an annual basis.

ANNUITANT person who receives an income benefit from an ANNUITY for life or for a specified period.
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ANNUITY contract sold by insurance companies that pays a monthly (or quarterly, semiannual, or annual) income
benefit for the life of a person (the annuitant), for the lives of two or more persons, or for a spec-ified period of time.
The annuitant can never outlive the income from the annuity. While the basic purpose of life insuranceisto provide an
income for a beneficiary at the death of the insured, the annuity is intended to provide an income for life for the
annuitant. There are variations in both the way that payments are made by a buyer during the accumulation period, and
in the way payments are made to the annuitant during the liquidation period.

An annuity may be bought by means of installments, with benefits scheduled to begin at a specified age such as 65; or,
it may be bought by means of a single lump sum, with benefits scheduled to begin immediately or at alater date. No
physical examination is required. For variations in methods of payment, see CASH REFUND ANNUITY; FIXED
DOLLAR ANNUITY; INSTALLMENT REFUND ANNUITY; JOINT-LIFE AND SURVIVORSHIP ANNUITY;
JOINT LIFE ANNUITY; LIFE ANNUITY CERTAIN; PURE ANNUITY; VARIABLE DOLLAR ANNUITY.

ANNUITY ANALY SIS includesrate of return, how long the annuity's interest rate is guaranteed, loads (front, middie
and back), financial ranking of the insurance company offering the annuity, the monthly income factor per $1000 of
cash value on deposit. For example, for the last item, if the monthly income factor is $6.18 per $1000 of cash value on
deposit and the size of the cash value on account is $100,000, a male annuitant would receive a monthly income benefit
of $618 at age 65.

ANNUITY, CASH REFUND see CASH REFUND ANNUITY.

ANNUITY, CD product that guarantees the initial interest rate for funds on deposit for the length of the maturity,
whether it isfor aperiod of 1, 3, 5, 10, or 15 years. At maturity, the POLICY HOLDER has two choices: (1) withdraw
the funds without having to pay a SURRENDER CHARGE (it isimportant to note that taxes must be paid on the
interest earned and there is a 10% penalty on the earnings if the policyholder is less than age 59 1/2); or (2) roll the
funds over into another annuity for alimited number of years or a product of longer duration. In contrast to certificates
of deposit (CDs), interest earned through this ANNUITY accumulates on atax-deferred basis. This type of annuity
provides liquidity, preserves principal, and stipulates a fixed rate of return.

ANNUITY CERTAIN see LIFE ANNUITY CERTAIN.

ANNUITY CONSIDERATION single payment or periodic payments that are made to purchase an annuity.
ANNUITY DATE date of the initial annuity payment.

ANNUITY, DEFERRED see DEFERRED ANNUITY.

ANNUITY DUE annuity under which payments are made in the beginning of each period (month, quarter, or year).
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ANNUITY FORMS see ANNUITY, ANNUITY DUE; LIFE ANNUITY CERTAIN; CASH REFUND ANNUITY;
INSTALLMENT REFUND ANNUITY; VARIABLE DOLLAR ANNUITY.

ANNUITY, GROUP see GROUP ANNUITY.

ANNUITY, INSTALLMENT REFUND see INSTALLMENT REFUND ANNUITY.

ANNUITY, JOINT LIFE see JOINT LIFE ANNUITY.

ANNUITY, JOINT LIFE AND SURVIVORSHIP see JOINT LIFE AND SURVIVORSHIP ANNUITY.

ANNUITY PAYMENT OPTION series of payments made on either aFIXED DOLLAR ANNUITY basis or
VARIABLE DOLLAR ANNUITY basis.

ANNUITY RENT periodic paymentsto an ANNUITANT.

ANNUITY, RETIREMENT see ANNUITY; GROUP DEFERRED ANNUITY; GROUP DEPOSIT
ADMINISTRATION ANNUITY; GROUP IMMEDIATE PARTICIPATION GUARANTEED (IPG) CONTRACT
ANNUITY; PENSION PLAN FUNDING.

ANNUITY, REVERSIONARY see SURVIVORSHIP ANNUITY.

ANNUITY, SURVIVORSHIP see SURVIVORSHIP ANNUITY .

ANNUITY TABLE, 1949 table that replaced the STANDARD ANNUITY TABLE, 1937. It reflected the fact that more
people were living longer in its statistics. This table was subsequently replaced by the INDIVIDUAL ANNUITY
TABLE, 1971 and, to some extent, the AMERICAN ANNUITY TABLE, 1955.

ANNUITY TABLES chart showing for agroup of people (1) the number living at the beginning of a designated year
and (2) the number dying during that year. Y early probabilities are used in calculating premium payments for future
Income payments to annuitants.

ANNUITY, TAX DEFERRED see TAX DEFERRED ANNUITY .

ANNUITY UNIT share of aVARIABLE DOLLAR ANNUITY paidto an ANNUITANT as an income payment.

ANTICOERCION LAW section of the "Unfair Trade Practices Code" of most states that declares the use of coercion to
bein violation of the state code. See also UNFAIR TRADE PRACTICE.

ANTIFREEZE provision of the 1987 Tax Act that excludes life insurance owned by athird party or an irrevocable trust
from FEDERAL ESTATE TAXES. Lifeinsurance, as well as the deceased's personal residence, was exempted because
neither is considered to be an "enterprise” as defined by the Internal Revenue Service (IRS). The IRS defines an
enterprise as "any arrangement, relationship, or activity that has significant business or investment aspects.”
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ANTIREBATE LAW statute that makesit illegal in most states for an agent to rebate (return) any portion of his
COMMISSION as an inducement for an applicant to purchase insurance from him.

ANTISELECTION see ADVERSE SELECTION.
APP see APPLICATION.

APPARENT AGENCY (AUTHORITY) situation wherein the agent's conduct causes a client or prospective insured
reasonably to believe that the agent has the authority to sell an insurance policy and contract on behalf of the insurance
company. For example, if an agent continues to use insurance company documents, such asits application forms, rate
manuals, stationery, and emblems on the door, the client has every reason to believe that the agent does in fact continue
to represent the insurance company.

APPARENT AUTHORITY see APPARENT AGENCY (AUTHORITY).

APPARENT AUTHORITY (PERCEIVED AUTHORITY) specific powers that a prospective insured believes the
insurance company has granted to its AGENT. For example, if the insurance company has furnished the agent arate
book, application forms, stationery with the company logo, and sales literature, the prospective insured has reason to
believe that an agency relationship exists between the insurance company and the agent. According to the doctrine of
ESTOPPEL, the insurance company is prohibited from denying the relationship.

APPEAL BOND guarantee of payment of the original judgment of a court. When ajudgment is appealed, abond is
usually required to guarantee that if the appeal is unsuccessful, funds would be available to pay the original judgment as
well as costs of the appeal. This serves to discourage an individual from appealing merely to stall for time or for
frivolous reasons.

APPLETON RULE regulation named after aformer Superintendent of Insurance of New Y ork State, and instituted in
the early 1900s. It requires every insurer admitted to New Y ork to comply with the New Y ork Insurance Code and even
in other states where that insurer does business. This rule has had a nationwide impact on the insurance industry. New
York State is known for itsleadership role in insurance regulation. Thus, if an insurance company is admitted to
conduct businessin New York, it isasign that it has met exacting requirements.

APPLICANT prospective insured who completes and signs a written form containing personal statements about himself/
herself. See also APPLICATION.

APPLICATION written statements on aform by a prospective insured about himself, including assets and other
personal information. These statements and additional information, such as a medical report, are used by an insurance
company to decide whether or not to insure the
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risk. Falsification or nondisclosure of information may give the insurance company grounds for rescinding a policy that
has been issued. Statements in the application are also used to decide on an applicant's underwriting classification and
premium rates.

APPOINTED ACTUARY ACTUARY, appointed by the life insurance company, required by the NATIONAL
ASSOCIATION OF INSURANCE COMMISSIONERS (NAIC) under the NAIC: STANDARD VALUATION LAW
to provide an opinion as to the compliance of the insurance company's statutory statement with the law and the level of
assets needed to support the statement of liabilities of the insurance company. In essence, this actuary is responsible for
documenting the adequacy of the liability reserves according to the RESERVE LIABILITIES REGULATION as
established by the NAIC.

APPOINTMENT act by a company that authorizes an AGENT to act on its behalf.

APPOINTMENT OF TRUSTEES FOR TERMINATED PLAN plan initiated by the PENSION BENEFIT
GUARANTY CORPORATION (PBGC) upon the involuntary termination of a pension plan. With the concurrence of
the United States District Court, the PBGC appoints a trustee(s) to administer the terminated plan. The trustee(s)
safeguards the remaining assets of the pension plan, protects the assets from being further depicted, limits further
increases in liabilities, and in general acts as protector of the benefits for the pension plan's participants.

APPOINTMENT PAPERS documents completed by the AGENT to effect authorization to act on behalf of the
company.

APPORTIONMENT division of aloss among insurance policies in the proportion that each policy bears to the total
coverage applicable to the loss. For example, assume Policies A, B, C, and D have $50,000, $60,000, $70,000 and
$80,000 of insurancein force, respectively: atotal of $260,000 of coverage. Under the apportionment clause found in
many property insurance policies, Policy A's percentage of any lossis 19.23%, Policy B'sis 21.43%, Policy C'sis
26.92%, and Policy D'sis 30.77%.

APPORTIONMENT CLAUSE clause in a PROPERTY INSURANCE policy that requires the insurance coverage in
that policy to be alocated in the proportion that it bears to the total insurance coveragein force from all policies
covering that particular property. See also APPORTIONMENT.

APPRAISAL valuation of property for damage resulting from an insured peril or for establishing the base amount of
insurance coverage to be purchased. If an insured and an insurance company cannot agree on the amount of an insurer's
liability for a property loss, the policy may specify that, upon written request, the dispute is submitted to appraisal.
Usually, each party selects an appraiser and the two appraisers select a disinterested umpire. Disagreements by the
appraisers go to the umpire, whose decisions typically are binding.
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APPRAISAL CLAUSE clausein aPROPERTY INSURANCE policy that stipulates that either the insurer or the
insured has the right to demand an APPRAISAL in order to determine the monetary damage or loss to an insured

property.

APPROVAL acceptance of an application for an insurance policy by the insurance company, indicated by the signature
of an officer of the company on the policy. The officer, who must have signature authority, is usually the president or
the secretary of the company. The agent who sells the policy normally does not have signature authority to approve the
policy.

APPROVAL CONDITIONAL PREMIUM RECEIPT insurance policy in force only after the insurance company
approves the APPLICATION. Today, most companies use the INSURABILITY CONDITIONAL PREMIUM
RECEIPT.

APPROVED ROOF roof used in construction that is composed of fire resistive materials such as slate as approved by
the UNDERWRITERS LABORATORIESINC. (UL).

APPURTENANT STRUCTURES coverage for additional buildings on the same property as the principal insured
building. Most property insurance contracts such as the HOMEOWNERS INSURANCE POLICY cover appurtenant
structures. For example, under the homeowners policy a separate garage on an insured's premise would be covered up to
10% of the home's structure amount.

ARBITRATION see ARBITRATION CLAUSE.

ARBITRATION CLAUSE provision in a property insurance policy to the effect that in the event the insured and insurer
cannot agree on the amount of a claim settlement, each appoints an appraiser. The appraisers select a disinterested
umpire. When at least two of the three, appraisers and umpire, agree on the settlement amount, it is binding on both the
insured and the insurer.

ARIA see AMERICAN RISK AND INSURANCE ASSOCIATION.

ARM see ASSOCIATE IN RISK MANAGEMENT (ARM).

ARMORED CAR AND MESSENGER INSURANCE coverage during the transfer of securities and monies, precious
metals, and other specified types of valuables by armored guard services. Policies are specifically designed to fit an
insured's requirements. Standard coverage is available on an ALL RISKS basis, excluding perils of war, nuclear
disaster, and dishonest acts of shipper and/or consignee.

ARMSTRONG INVESTIGATION inquiry conducted by a committee of the legislature of the State of New York in

1905 that looked at abuses of life insurance companies operating in the state. This study led to stricter supervision by
New Y ork and other state insurance departments. For example, many of the policies sold at that time contained
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language that made the receipt of benefits very difficult to obtain. As aresult of the investigation, standard provisions
were introduced into life insurance policies. While actual language is not dictated word for word by state regulatory
authorities, apolicy must provide minimum benefits (such as nonforfeiture provisions) expressed in acceptable
language.

ARP see ASSOCIATE IN RESEARCH AND PLANNING (ARP).
ARREARS insurance policy under which premiums are past due but the GRACE PERIOD has not expired.

ARSON actual or attempted malicious and deliberate burning of a physical asset owned by another party. Coverage
against arson is provided under property insurance, but only if the insured has not committed the arson. The property
insurance business has long worked to dis-courage arson and to prosecute arsonists.

ASO see ADMINISTRATIVE SERVICESONLY.

ASSAILING THIEVES individuals other than the crew of a ship who forcefully steal the ship and/or its cargo. This
event isan INSURED PERIL under OCEAN MARINE INSURANCE.

ASSAULT threatening act, physical and/or verbal, which causes a person to reasonably fear for life or safety. For
example, if aboxing champion said he was going to hit someone, this would probably cause a reasonably prudent
person to fear serious bodily injury. An insured's liability for assault is excluded from all standard liability policies such
asthe SPECIAL MULTIPERIL INSURANCE (SMP) and the HOMEOWNERS INSURANCE POLICY.

ASSESSABLE INSURANCE coverage in which an initial premium is charged, with the stipulation that an additional
premium can be charged later if the loss experience of the insurance company warrantsit; that is, if losses exceed
premium income. See also ASSESSMENT COMPANY .

ASSESSABLE MUTUAL assessment mutual company that operates on a statewide basis or in more than one state.
Assessable or assessment mutuals operate by taking a cash deposit, or premium, from members in exchange for
insurance protection. If the company's losses and expenses exceed these deposits, the company can assess members for
additional monies to cover losses. These companies are commonly used by a group of local farmers or merchantsin a
small geographical area. Some states have specific laws governing these mutuals. For example, they might be limited to
acertain type of business or have a maximum dollar limit for each risk.

ASSESSED VALUE monetary worth of real or personal property as a basisfor itstaxation. This value, established by a
government agency, is rarely used as a means to determine indemnification of an insured
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for property damage or destruction. See also INDEMNITY ; REPLACEMENT COST LESS PHY SICAL
DEPRECIATION AND OBSOLESCENCE.

ASSESSMENT COMPANY insurance company that has the authority to assess or charge its policyholders for losses
that the company isincurring. This company is sometimes called stipulated premium company or assessment
association. These companies were relatively common in the 1800s and early 1900s but have since become rare. Most
insurance companies cannot assess policyholders for losses. See also ASSESSMENT INSURANCE; ASSESSMENT
PERIOD.

ASSESSMENT INSURANCE contract under which an assessment insurance company can charge policyowners
additional sumsif the company's loss experience is worse than had been loaded for in the premium. Thisinsuranceis
sometimes called stipulated premium and natural premium insurance. See also ASSESSMENT COMPANY
ASSESSMENT PERIOD.

ASSESSMENT PERIOD time during which an assessment life insurance company has the right to assess policyholders
if losses are worse than anticipated in the premium charged. See also ASSESSMENT COMPANY ; ASSESSMENT
INSURANCE.

ASSESSMENT PLAN see ASSESSMENT COMPANY ; ASSESSMENT INSURANCE; ASSESSMENT PERIOD.

ASSET entity with exchange or commercial value, such as the book value of property owned by an insurance company
as listed on its balance sheet.

ASSET ADEQUACY TESTED RESERVE required RESERVE to satisfy al life insurance policy obligations and
expenses according to the APPOINTED ACTUARY''s best estimate assumptions. Numerous interest rate scenarios are
tested and based on the projections. The amount of asset adequacy tested reserve is established.

ASSET ALLOCATION long-term investment plan strategy under which al of the investor's investabl e assets are
divided into predetermined proportions among several different types of securities. In theory, since these investments
are placed into different classifications, each classification is subject to a different market cycle; therefore, the value of
all investments should not incur a steep decline at the same time. Thus, such a portfolio approach should always have
winners. Some specialized VARIABLE DOLLAR ANNUITIES offer such an approach.

ASSET DEPRECIATION RISK one of four types of risks affecting the life insurance company as identified by the
SOCIETY OF ACTUARIES. Thisrisk is associated with losses that the life insurance company may incur as the result
of default on the payment of interest (dividends) or principal on bonds, mortgages, general real estate investments, and
stocks, aswell asthelossin value of these investments resulting from aloss in their MARKET VALUE. See also
GENERAL BUSINESS RISK; INTEREST RATE CHANGE RISK; PRICING INADEQUACY RISK.
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ASSET QUALITY RISK see ASSET DEPRECIATION RISK.

ASSETS AND VALUATION actuarial evaluation of the assets of a pension plan according to the fair market value of
the assets.

ASSET SHARE VALUE policyholder's equity share of the life insurance company's assets. The share is based on the
policyholder's contribution to assets (the company's gross premiums minus cost of insurance, expenses and dividends
for the classification to which the policy belongs). This computation is derived from the actual experience of the
insurance company instead of the assumptionsinitially used in calculating premiums and reserves. The actual
experience may or may not deviate significantly from the expected experience.

ASSET SUFFICIENCY OR INSUFFICIENCY computation of the ASSET SHARE VALUE, surrender value, and
reserve and the comparison of the three computationsin order to judge the adequacy and equity of the tentative GROSS
PREMIUM scaleto be utilized.

ASSET TRANSFER direct payment to a new custodian for aretirement plan. This payment is not a taxable event since
it is not adistribution. The payment must be between like plans; for example, one INDIVIDUAL RETIREMENT
ACCOUNT (IRA) to another Individual Retirement Account.

ASSET VALUATION excess or deficit of gross premium above the pure cost of insurance and expenses. The result
becomes the valuation of the asset share of the policyholder at the end of a given year. The valuation of the asset share
reflects the policyowner's share of the asset of the insurance company.

ASSET VALUATION RESERVE (AVR) explicit liability RESERVE, required by the NATIONAL ASSOCIATION
OF INSURANCE COMMISSIONERS (NAIC), established for all invested asset classes. Specific reserves are
established for real estate and mortgages. In essence, the purpose of thisreserve isto provide a back-up sum for
potential equity and credit losses. To accomplish this objective, reserves are maintained for stocks, bonds, real estate,
mortgages, and similar types of invested assets. Realized and unrealized equity and credit capital gains and losses are
credited to or debited against this reserve. Amount of reserves required to be maintained for each invested asset is
determined by ACTUARIAL formula.

ASSIGNED CLAIMS see AUTOMOBILE ASSIGNED RISK INSURANCE PLAN.

ASSIGNED RISK see AUTOMOBILE ASSIGNED RISK INSURANCE PLAN.

ASSIGNED RISK PLAN see AUTOMOBILE ASSIGNED RISK INSURANCE PLAN.

ASSIGNEE see COLLATERAL CREDITOR (ASSIGNEE).

ASSIGNMENT transfer of rights under an insurance policy to another person or business. For example, to secure a
debt, it is not uncommon for the policyowner to transfer to the creditor his rights to borrow on
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the cash value. Lifeinsurance policies are freely assignable to secure loans and notes (property and casualty insurance
policies are not). Creditors such as banks often have printed assignment forms on hand at the time of making loans.

ASSIGNMENT CLAUSE, LIFE INSURANCE feature in alife insurance policy alowing a policyowner to freely
assign (give, sell) apolicy to another or institution. For example, in order to secure aloan, a bank asks to be assigned
the policy. If the insured dies before repayment of the loan, the bank would receive a portion of the death benefit that
equals the outstanding loan, the remainder of the death benefit being payable to the insured's beneficiary. The fact that
life insurance is freely assignable makes it a useful financial instrument through which to secure aloan. The insurance
company does not guarantee the validity of the assignment.

ASSIGNOR person who transfers rights under an insurance or mortgage contract.

ASSISTIVE TECHNOLOGY items, equipment, or systems used to increase, improve, or maintain the capabilities of
people with disabilities. These devices range from simple, such as penholders or cup holders, to complex, such as
computer voice communication or robots. This technology is playing an increasing rolein WORKERS
COMPENSATION BENEFITS in returning insured workers to their jobs.

ASSOCIATE IN AUTOMATION MANAGEMENT (AAM) professional designation earned after the successful
completion of three national examinations given by the INSURANCE INSTITUTE OF AMERICA (l1A). Covers such
areas of expertise as essentials of automation (how computers work, automation terminology, and software); automation
in insurance; and managing automated activities. Program of study is recommended for individuasinvolved in
automated activities within the insurance organization.

ASSOCIATE IN CLAIMS (AIC) professional designation earned after the successful completion of four national
examinations given by the INSURANCE INSTITUTE OF AMERICA (l1A). Covers such areas of expertise asthe
claims person and the public, principles of property, liability claims adjusting, property insurance adjusting, and liability
insurance adjusting. Program of study is recommended for experienced adjusters, claims supervisors, and examiners
who have in-depth knowledge of the claims area but have not undertaken formal study of the claims principles.

ASSOCIATE IN INSURANCE ACCOUNTING AND FINANCE (AIAF) professional designation earned after the
successful completion of four national examinations given by the INSURANCE INSTITUTE OF AMERICA (11A).

Covers such areas of expertise as insurance company operations (marketing, underwriting, rate making, clams
adjusting, reinsurance, and loss control); statutory accounting for property and
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liability insurers; insurance information systems; and insurance company finance. Program of study is recommended for
individuals involved in the accounting, statistical, and financial areas of an insurance company.

ASSOCIATE IN LOSS CONTROL MANAGEMENT (ALCM) professional designation earned after the successful
completion of five national examinations given by the INSURANCE INSTITUTE OF AMERICA (I1A). Covers such
areas of expertise as accident prevention, property protection, industrial and environmental hygiene, principles of risk
management and insurance, insurance company operations, and management. Program of study is recommended for
individualsinvolved in the area of loss control.

ASSOCIATE IN MANAGEMENT (AIM) professional designation earned after the successful completion of four
national examinations given by the INSURANCE INSTITUTE OF AMERICA (11A). Covers such areas of expertise as
the process of management, management and human resources, and managerial decision making. Program of study is
recommended for individuals who perform management functions within an insurance organization.

ASSOCIATE IN MARINE INSURANCE MANAGEMENT (AMIM) professional designation earned after the
successful completion of six national examinations given by the INSURANCE INSTITUTE OF AMERICA (11A).
Covers such areas of expertise as ocean marine insurance, inland marine insurance, principles of risk management and
insurance, insurance company operations, legal environment of insurance, and management. Program of study is
recommended for individuals involved in the areas of ocean marine and inland marine insurance.

ASSOCIATE IN PREMIUM AUDITING (APA) professional designation earned after the successful completion of six
national examinations given by the INSURANCE INSTITUTE OF AMERICA (I1A). Covers such areas of expertise as
premium auditing applications, principles of premium auditing, principles of risk management and insurance,
commercia property risk management and insurance, commercial liability risk management and insurance, and
accounting and finance. Program of study is recommended for individuals involved in the area of premium auditing for
an insurance company.

ASSOCIATE IN RESEARCH AND PLANNING (ARP) professional designation earned after the successful
completion of six national examinations given by the INSURANCE INSTITUTE OF AMERICA (I1A). Covers such
areas of expertise as business research methods, strategic planning for insurers, principles of risk management and
Insurance, insurance company operations, economics, and ethics. Program of study is recommended for individuals
involved in the areas of corporate planning, research, product development, and forecasting for an insurance company.
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ASSOCIATE IN RISK MANAGEMENT (ARM) professional designation earned after the successful completion of
three national examinations given by the INSURANCE INSTITUTE OF AMERICA (I1A). Covers such areas of
expertise as essentials of risk management (identification and measurement of loss exposures, and analyzing various
techniques to deal with the exposure); essentials of risk control; and essentials of risk financing (risk retention and
commercia insurance). Program of study is recommended for individuals involved in the areas of risk management for
noninsurance companies, as well as insurance producers who want to provide risk management counseling to their
clients.

ASSOCIATE IN UNDERWRITING (AU) professional designation earned after the successful completion of four
national examinations given by the INSURANCE INSTITUTE OF AMERICA (11A). Covers such areas of expertise as
principles of property and liability underwriting, personal lines underwriting, commercial liability underwriting, and
commercia property and multiple lines underwriting. Program of study is recommended for individuals who have
experience as under-writers or producers.

ASSOCIATION see POOL; SYNDICATE.

ASSOCIATION CAPTIVE insurance company established by a trade group or other association to provide selected
types of PRIMARY INSURANCE and/or LIABILITY INSURANCE for members of the association and access to
REINSURANCE markets. For example, the American Newspaper Publishers Association has established an association
captive to provide LIBEL INSURANCE for member newspapers, and the American Bankers Association sponsors a
captive that provides DIRECTORS AND OFFICERS LIABILITY INSURANCE for member banks.

ASSOCIATION GROUP bona fide organization that purchases insurance on a group basis on behalf of members.
However, a group cannot be formed for the purpose of purchasing insurance since adverse selection would take place.
Group selling permits economies of scale to operate, so that the cost of insurance to amember is appreciably less than
an individual policy. The insurance company/agent is able to benefit through individual salesto the group's members.
Sece also ADVERSE SELECTION.

ASSOCIATION GROUP INSURANCE see ASSOCIATION GROUP.

ASSOCIATION OF GOVERNMENTAL RISK POOLS (AGRIP) association formed to address the requirements of
government risk pools. Web siteis http: //mwww.agrip.org.

ASSOCIATION OF INSURANCE AND RISK MANAGERS IN INDUSTRY AND COMMERCE (AIRMIC)
primarily a British association whose membership includes risk managers and insurance buyers, with the emphasis on
risk management.
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ASSUME to accept by aREINSURER, part or all of aRISK transferred to it by a primary INSURER or another
reinsurer. See also CEDE; REINSURANCE.

ASSUMED INTEREST RATE/ASSUMED INVESTMENT RETURN (AIR) percentage return appropriated by the
insurer for an IMMEDIATE VARIABLE ANNUITY when the insurer calculates the initial income payment to the
ANNUITANT. If the variable annuity's underlying portfolio has a net return greater than or less than the AIR, the
income payments will increase or decrease accordingly.

ASSUMED LIABILITY see CONTRACTUAL LIABILITY.

ASSUMED LOSS RATIO projected percentage of the EARNED PREMIUMS that will be required by the insurance
company to pay for the INCURRED LOSSES plusthe LOSS ADJUSTMENT EXPENSE.

ASSUMPTION acceptance by a REINSURER of part or all of aRISK that has been transferred to it by a primary
INSURER or another reinsurer. See also CEDE; REINSURANCE.

ASSUMPTION CERTIFICATE see CUT-THROUGH ENDORSEMENT (ASSUMPTION OF RISK).

ASSUMPTION OF RISK technique of risk management (better known as retention or SELF INSURANCE) under
which an individual or business firm assumes expected losses that are not catastrophic losses through the purchase of
insurance. For example, a business firm assumes the risk of its employees being absent because of minor illness, but
buys disability insurance to cover absences due to extended illness. Also refersto (1) situations where insureds place
themselvesin situations that they realize pose a danger, and (2) the acceptance of risks by an insurance company.

ASSUMPTION OF RISK RULE see ASSUMPTION OF RISK.

ASSUMPTION REINSURANCE form of insurance whereby the buyer (REINSURER) assumes the entire obligation of
the CEDENT company, effected through the transfer of the policies from the cedent to the books of the reinsurer.
Several thousand policies are transferred annually among insurance companies. Generally, life, health, and investment
type policies such as annuities are the policies most likely to be transferred since they are of longer duration and in
many instances cannot be canceled by the insurance company.

ASSUMPTIONS circumstances taken for granted. For example, in calculating annuity values, a particular interest rate
isassumed. Thisassumption is critical to CURRENT ASSUMPTION WHOLE LIFE INSURANCE policies since
projections of future cash values ultimately being realized are determined by the validity of the underlying assumptions.
ASSURANCE see INSURANCE.

ASSURED see INSURED.
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ASSURER see INSURER.

ASYMMETRIC RISK EXPOSURE gain when the underlying asset that movesin one direction is significantly different
from the loss when the underlying asset moves in the opposite direction; for example, when gains and |osses associated
with purchasing a call option on a stock are significantly different. Under a call option, when a stock price goes down,
thelossincurred is limited to the purchase price of the option. If the stock price goes up, the purchaser of the call gains
in proportion to the rise in the stock's val ue.

ATOMIC ENERGY COMMISSION see NUCLEAR REGULATORY COMMISSION.
ATOMIC ENERGY REINSURANCE see MUTUAL ATOMIC ENERGY REINSURANCE POOL.

ATTACHMENT addition to a basic insurance policy to further explain coverages, add or exclude perils and locations
covered, and add or delete positions covered. For example, an endorsement to the Standard Fire Policy might add
coverage for vandalism and malicious mischief. Thisform haslargely been replaced by an ENDORSEMENT or RIDER.

ATTACHMENT POINT critical point in the total amount of claims paid above which the EXCESS INSURANCE
policy pays a percentage (generally 80-100%) of the claims for any POLICY YEAR EXPERIENCE.

ATTAINED AGE insured's age at a particular point in time. For example, many TERM LIFE INSURANCE policies
allow an insured to convert to permanent insurance without a physical examination at the insured's then attained age.
Upon conversion, the premium usually rises substantially to reflect the insured's age and diminished life expectancy.
Since later in life rates become prohibitive, many insureds do not make an attained age conversion. See also
ORIGINAL AGE.

ATTAINED AGE CONVERSION see ATTAINED AGE.

ATTENDING PHY SICIAN STATEMENT document providing additional medical information on an APPLICANT.
This statement is requested by the insurance company when the medical examination and/or application pointsto
medical conditions that require greater explanations.

ATTESTATION CLAUSE clause listed after the general provisions of the insurance policy that requires the officers of
the insurance company to sign their names in order for the contract to be completed. Most insurance policies|list the
printed signatures of the officers of the insurance company and only the authorized representative of the company will
actually sign the contract prior to its delivery to the POLICY -OWNER.

ATTORNEY -IN-FACT see RECIPROCAL EXCHANGE.
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ATTORNEY S PROFESSIONAL LIABILITY INSURANCE see LAWYERSLIABILITY INSURANCE.

ATTRACTIVE NUISANCE property that isinherently dangerous and particularly enticing to children. For example a
swimming pool has a strong attraction to children and could lead to aliability judgment against the pool's owner. The
owner must take all necessary steps to prevent accidents, such as building an adequate fence around the pool.

AU see ASSOCIATE IN UNDERWRITING.

AUDIT in WORKERS COMPENSATION INSURANCE policies and several business property and liability policies,
review of the payroll of abusiness firm in order to determine the premium for coverage. Premiums in workers
compensation are based on units of payroll.

AUDITORS REPORT see STATEMENT OF OPINION (ACCOUNTANTS REPORT, AUDITORS REPORT).
AUTHORITY TO TERMINATE PLAN means of ending a pension plan only for reasons of business necessity,
following IRS regulations. If the IRS determines that the plan was terminated for other reasons, employee and employer
contributions become taxable. Reasons acceptable to the IRS include bankruptcy, insolvency, and the inability of a
business to continue to make its contributions because of adverse financia conditions.

AUTHORIZATION maximum amount of insurance coverage that an underwriter will write on a particular class of
property or risk exposure.

AUTHORIZED CONTROL LEVEL RISK-BASED CAPITAL insurance company's theoretical capital amount and
surplus that it should maintain.

AUTHORIZED INSURER insurance company that is licensed by a state to market and service particular lines of
insurancein that state.

AUTOMATIC BUILDERS RISK FORM see BUILDERS RISKS FORMS.
AUTOMATIC COST OF LIVING ADJUSTMENT see COST OF LIVING ADJUSTMENT.

AUTOMATIC COVERAGE policy that comes into existence or adjusts the amount of coverage to provide protection
for newly acquired or increasing values of an insured's real or personal property.

AUTOMATIC INCREASE IN BENEFIT PROVISION clausein aDISABILITY INCOME INSURANCE POLICY
that will adjust the amount of the monthly income payment upwards according to a stipulated annual percentage for a

given number of consecutive years. The annual premium payment will also increase on an ATTAINED AGE basis and
reflect the increase in the cost of the increasing benefit.
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AUTOMATIC INCREASE IN BENEFITS optional provisionin aDISABILITY INCOME policy that allows the
POLICY OWNER to increase the monthly income sum at an approximate rate of 6%.

AUTOMATIC INCREASE IN INSURANCE ENDORSEMENT see INFLATION ENDORSEMENT.

AUTOMATIC NONPROPORTIONAL REINSURANCE automatic protection for an INSURER against losses that
exceed a predetermined loss limit. This reinsurance may be subdivided into three primary types. EXCESS OF LOSS,
CATASTROPHE LOSS, and stop loss. See also REIN-SURANCE.

AUTOMATIC PREMIUM LOAN PROVISION life insurance policy clause. If at the end of the GRACE PERIOD the
premium due has not been paid, a policy loan will automatically be made from the policy's cash value to pay the
premium. The primary purpose is to prevent unintentional lapse of the policy. Funds in the cash value must at least be
equal to the loan amount plus one year'sinterest. Many experts recommend this provision because under some
circumstances the premium may go unpaid because of illness, vacations, or inadvertence.

AUTOMATIC PROPORTIONAL REINSURANCE form of coverage in which an insurer automatically reinsures
individual risks with its reinsurer. The insurer must transfer (cede) the risksto its reinsurer and its reinsurer must accept
this transfer (cession). Losses and premiums are shared; the reinsurer shares them in the same proportion as it does that
total policy limits of therisks. The insurer receives from the rein-surer atransfer commission reflecting the so-called
equity in the unearned premium reserve of the insurer. This provides for acquisition expenses, premium taxes, and the
insurer's cost of servicing the business. Automatic proportional reinsurance may be subdivided into two primary types:
quota share and surplus. See also REINSURANCE.

AUTOMATIC REINSTATEMENT CLAUSE provision in a property or liability policy stating that after aloss has been
paid, the total original limits of the policy are once again in effect. For example, assume aloss of $40,000 has been paid
under a $100,000 property damage coverage HOMEOWNERS INSURANCE POLICY . After payment of the loss, the
original $100,000 is reinstated.

AUTOMATIC REINSURANCE automatic reinsuring of individual risks by an insurer with areinsurer. The insurer
must transfer the risksto itsreinsurer and its reinsurer must accept this transfer. See also REINSURANCE.

AUTOMATIC SPRINKLER CLAUSE see SPRINKLER LEAKAGE INSURANCE; SPRINKLER LEAKAGE
LEGAL LIABILITY INSURANCE.

AUTOMATIC SPRINKLER SYSTEM see SPRINKLER LEAKAGE INSURANCE; SPRINKLER LEAKAGE
LEGAL LIABILITY INSURANCE.
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AUTOMOBILE ASSIGNED RISK INSURANCE PLAN coverage in which individuals who cannot obtain

conventional automobile liability insurance, usually because of adverse driving records, are placed in aresidua

insurance market. Insurance companies are assigned to write insurance for them, at higher prices, in proportion to the

premiums written in a particular state. These plans protect motorists who suffer injury or property damage through the
negligence of bad drivers who otherwise would not have insurance.

AUTOMOBILE, BOAT, AND AIRCRAFT INSURANCE coverage for motorized vehicles, each of which requires
separate policies for property damage and liability exposures. Motorized vehicles are not covered under a
HOMEOWNERS INSURANCE POLICY for property damage and/or bodily injury liability situations when operated
away from an insured's premises.

AUTOMOBILE COLLISION see COLLISION INSURANCE.
AUTOMOBILE COMPREHENSIVE see COMPREHENSIVE INSURANCE.
AUTOMOBILE FLEET see FLEET POLICY.

AUTOMOBILE INSURANCE see BUSINESS AUTOMOBILE POLICY (BAP); PERSONAL AUTOMOBILE
POLICY (PAP).

AUTOMOBILE INSURANCE PLAN see AUTOMOBILE ASSIGNED RISK INSURANCE PLAN.

AUTOMOBILE LIABILITY INSURANCE coverageif aninsured islegaly liable for bodily injury or property damage
caused by an automobile. The PERSONAL AUTOMOBILE POLICY (PAP) and the BUSINESS AUTOMOBILE
POLICY (BAP) cover the judgment awarded (up to the limits of the policy) and the court cost and legal defense fees.
Experts advise against driving an automobile without automobile liability insurance as a matter of common sense, and
because state laws require such a policy or evidence of financial responsibility. Passengers in automobiles should assure
themselves that drivers are covered by thisinsurance.

AUTOMOBILE PHY SICAL DAMAGE INSURANCE coverage in the event an insured's automobile is damaged,
destroyed, or lost through fire, theft, vandalism, malicious mischief, collision, or windstorm. There are two kinds of
property damage coveragecollision insurance and COMPREHENSIVE INSURANCE. See also BUSINESS
AUTOMOBILE POLICY (BAP); PERSONAL AUTOMOBILE POLICY (PAP).

AUTOMOBILE REINSURANCE FACILITY see AUTOMOBILE ASSIGNED RISK INSURANCE PLAN.
AUTOMOBILE SHARED MARKET see AUTOMOBILE ASSIGNED RISK INSURANCE PLAN.

AUTOMOBILE THEFT see COMPREHENSIVE INSURANCE.
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AVERAGE arithmetic mean; the sum of a series of numbers divided by the number of numbers comprising the sum.
For example, given the following series of numbers:. 1, 4, 5, 6, 8, 9 and 10, the arithmetic mean, or average,

e e I A e o

=, 143

The arithmetic mean is the EXPECTED L OSS that the insurance company prepares itself to pay, asreflected in the
BASIC PREMIUM.

AVERAGE ADJUSTER individua employed by an OCEAN MARINE INSURANCE company to settle on its behalf
ocean marine-related claims brought by itsinsureds. The adjuster evaluates the merits of each claim and makes
recommendations to the insurance company.

AVERAGE CLAUSE see COINSURANCE; PRO RATA DISTRIBUTION CLAUSE.

AVERAGE, GENERAL see GENERAL AVERAGE.

AVERAGE INDEXED MONTHLY EARNINGS (AIME) method of calculating the PRIMARY INSURANCE
AMOUNT (PIA) for Social Security benefits. Employees covered monthly earnings are adjusted to reflect changesin
the national average annual earnings. Benefits should rise in proportion to increases in national average annual earnings.
AVERAGE LOSS CLAUSE see PRO RATA DISTRIBUTION CLAUSE.

AVERAGE MONTHLY EARNINGS (AME) see AVERAGE MONTHLY WAGE (AMW).

AVERAGE MONTHLY WAGE (AMW) figure used in calculating aworker's PRIMARY INSURANCE AMOUNT
(PIA) to determine Social Security benefitsin the following manner:

1. calculate the number of years between the worker's twenty-first birthday and the year prior to the worker reaching age
62 (a maximum of 40 years).

2. exclude the five lowest years of earnings, thereby selecting the 35 highest years (420 months) of earnings.
3. divide the total of the 35 highest years of earnings by 420 months to calculate the Average Monthly Wage.

A Social Security Administration table showsthe PIA for the Average Monthly Wage calculated in Step 3. The PIA is
then increased to reflect the COST-OF-LIVING ADJUSTMENT (COLA) to determine the actual benefit.

AVERAGE NET COST see INTEREST ADJUSTED COST.
AVERAGE, PARTICULAR see PARTICULAR AVERAGE.

AVERAGE RATE applicable rate, in property insurance, of each location multiplied by the value of the real and/or
personal property at that
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location, all of which isdivided by the total value of al real and/or personal property at all locations multiplied by their
respective rates.

AVERAGE SEMIPRIVATE RATE in HEALTH INSURANCE, the applicable average rate charged for a semiprivate
room in the geographical areain which the charge isincurred.

AVERAGE WEEKLY WAGE wage rate used as the basis for calculating benefits under WORKERS
COMPENSATION INSURANCE. See also WORKERS COMPENSATION BENEFITS.

AVIATION ACCIDENT INSURANCE life insurance policy (individual or employee group basis) providing protection
for a passenger on aregularly scheduled airline. See also AVIATION TRIP LIFE INSURANCE.

AVIATION EXCLUSION common exclusionin lifeand ACCIDENTAL DEATH INSURANCE (double indemnity)
policies, indicating that coverage does not apply unless an insured is a passenger on aregularly scheduled airline. For
example, if aninsured iskilled while a passenger in a private plane crash, the aviation exclusion would apply, and the
insured's beneficiary would not receive a death payment.

AVIATION HAZARD additional HAZARD associated with aeronautics other than that of being a passenger on a
regularly scheduled airline. An extra premium is charged, and/or there are usually exclusions applied to certain benefits
associated with this hazard. For example, pilots of small private planes are subject to this hazard.

AVIATION INSURANCE combination of PROPERTY INSURANCE on the hull of an airplaneand LIABILITY
INSURANCE in the following manner.

1. property coverageprovided on an ALL RISKS basis or on a specified perils basis for the hull, autopilots, instruments,
radios, and any other equipment in the airplane as described in the policy.

2. liability coverageprovided in the event that the insured's negligent acts and/or omissions result in bodily injury and/or
property damage to passengers and individuals who are not passengers.

AVIATION TRIP LIFE INSURANCE term life insurance, usually purchased at an airport by an airplane passenger. It
provides a death payment to the passenger's beneficiary in the event of afatal accident on one or more specified flights.
The term of coverage is from the time that the passenger enters the airplane until the time that he leaves. Ground
transportation to and from the airport may also be covered. With the advent of hijacking and terrorism, this coverageis
becoming more widely purchased.

AV OIDANCE technique of risk management. It ensures that an individual or business does not incur any liability
relating to a given activity by avoiding the activity in question. For example, a business that does not own computer

equipment cannot incur financial loss due to the destruction of the computer by fire. However, in the real world, the risk
control technique of avoidanceisrarely practical. A more realistic approach is self-insurance or commercial insurance.
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B
BACKDATING calculation of insurance premiums based on an age less than the current age of the insured.

BACK LOAD expenses taken out when benefits are paid. For example, a specific dollar amount is subtracted from a
monthly income payment for company expenses.

BACKUP WITHHOLDING RATE effective January 4, 1994, the backup withholding rate on dividends, interest, and
gross proceeds distributions increased from 20% to 31%. Backup withholding appliesin the following situations: (1) if
a United States citizen or resident, United States corporation, partnership, trust, estate, or other entity failsto certify
their Taxpayer Identification Number (TIN) on Form W-9 (Request for Taxpayer Identification Number and
Certification), or fails to provide documentation of their exemption from these rules; (2) if ataxpayer receives
notification from the Internal Revenue Service (IRS) of amissing or invalid TIN and failsto certify the TIN by
providing the payor with the required documentation; (3) if the taxpayer is notified by the IRS that the taxpayer is not
subject to backup withholding because of underreporting of interest or dividends on the tax return and is not notified
that it no longer applies.

BAGGAGE INSURANCE see TOURIST BAGGAGE INSURANCE.

BAIL BOND monetary guarantee that an individual released from jail will be present in court at the appointed time. I
theindividual isnot present in court at that time, the monetary value of the bond is forfeited to the court (jumping bail).
Personal automobile policies commonly cover fees for an insured's bail bond.

BAILEE individual who has temporary rightful possession of another's property. The bailee often furnishes areceipt in
exchange for the bailor's property. For example, adry cleaner has temporary custody of a suit to be cleaned and must
exercise proper care to safeguard it against physical loss. If the property is damaged, the bailee's insurance policy often
becomes the primary coverage and must indemnify the loss.

BAILEE'S CUSTOMERS INSURANCE coverage for legal liability resulting from damage or destruction of the bailor's
property while under the bailee's temporary care, custody, and control. Includes property on or in transit to and from the
bailee's premises. Perils covered include fire, lightning, theft, burglary, robbery, windstorm, explosion, collision, flood,
sprinkler leakage, earthquake, strike, and damage or destruction in the course of transportation by a common carrier.
The insurance isin effect when the bailee issues a receipt to the bailor for the item. Coverage excludes property
belonging to the insured bailee and loss due to vermin and insects. For example, a suit to be cleaned
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is under the temporary control of the bailee (cleaner). The bailor (owner) expects the suit to be returned in good
condition. If the suit is stolen from the cleaner, the insurance would cover the |oss.

BAILMENT transfer of property from abailor to a bailee; for example, transferring a suit to be cleaned from the bailor
(owner) to the bailee (cleaners). See also BAILEE; BAILOR.

BAILOR individual who retainstitle to property that is being transferred on atemporary basis to the care, custody, and/
or control of another. See also BAILEE.

BAIL-OUT PROVISION clause found in an ANNUITY contract that enables the owner of that contract to withdraw his
or her money without surrender penalties, if the annual interest rate is lowered below a certain predetermined minimum.

BALANCE SHEET accounting statement showing the financial condition of a company at a particular date. Listed on
the statement are the company's assets and liabilities, and capital and surplus.

BALANCE SHEET RESERVES amount expressed as a liability on the insurance company's balance sheet for benefits
owed to policyowners. These reserves must be maintained according to strict actuarial formulas as they serveto
guarantee that all benefit payments for which the insurance company has received premiums will be made.

BAND SY STEM system of classifying FACE AMOUNT of policies according to size within agiven range. The
premium rate per $1,000 of face amount varies on adeclining basis. As the face amount increases, the premium rate per
$1,000 of face amount decreases.

BANK BURGLARY AND ROBBERY INSURANCE coverage on the bank's premises for burglary of monies,
securities, and other properties from within the bank's safe(s); robbery of monies and securities; loss of monies and
securities as the result of vandalism or malicious mischief; general damage due to vandalism and malicious mischief
resulting from burglary and/or robbery.

BANKERS BLANKET BOND coverage for abank in the event of loss due to dishonest acts of its employees or
individuals external to the bank. For example, if ateller goesto Mexico with the bank's money, the bank would be
indemnified for its loss.

BANKING ACT OF 1933 see GLASS-STEAGALL ACT.

BANK LOAN PLAN see FINANCED INSURANCE (MINIMUM DEPOSIT INSURANCE); FINANCED PREMIUM.
BANK TRUST CUSTODIAL ACCOUNT typeof INDIVIDUAL RETIREMENT ACCOUNT (IRA) alowed by the

EMPLOY EE RETIREMENT INCOME SECURITY ACT OF 1974 (ERISA), in which contributions are paid into the
bank's interest-bearing financial instruments or a SELF-DIRECTED ACCOUNT.
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BARGAIN SALE charitable planning strategy in which a donor sells an asset to the charity for an amount less than its
fair market value. Internal Revenue Service regulations require that the tax basis for the property be established on a pro
rata schedul e between the sale portion and the gift portion. The donor has a taxable gain on the sale portion.

BARRATRY violation of duty in marine insurance, such as acts of the master and crew of a ship that result in damage
to the vessel including purposefully running it aground, diverting it from its true course of travel, stealing of its cargo,
and abandoning the vessel.

BASELINE DATA statistics (such as health data from physical examination of employees or other insureds) used asa
benchmark from which deviations and comparisons of expected losses, as well as future actual |osses, are measured.

BASE PREMIUM a CEDING COMPANY'S premium to which the reinsurance premium factor is used to produce the
reinsurance premium.

BASIC BENEFITS, BASIC HOSPITAL PLAN minimum payments provided under a health insurance policy. See also
GROUPHEALTH INSURANCE; HEALTH INSURANCE.

BASIC LIMIT minimum amount of coverage for which acompany will writeaLIABILITY INSURANCE policy.

BASIC LIMITS OF LIABILITY required minimum amounts of coverage that an insurance company will underwrite.
For example, for auto liability coverage the minimum that many companies will write is $25,000. Most liability suits are
not below this range.

BASIC MORTALITY TABLE MORTALITY TABLE that is a picture of the actual living and/or dying of the
population (the universe) upon which the mortality table is based. No additions or subtractions are made to these
statistics to show a greater or lesser probability of living or dying than is actually expected to occur.

BASIC PREMIUM premium applied in WORKERS COMPENSATION INSURANCE and in life insurance. In the

latter, it is the portion of a premium that is loaded to reflect an insured's expectation of |oss, administrative expenses
associated with putting the policy on the company's books, and the agent's commission.

BASIC RATE see MANUAL RATE.

BASIC TIME FRAME time period, for alife insurance policy, in which losses occur. This period must be determined
to project the FREQUENCY and severity of future |oss experience.

BASIS POINT unit used to measure movements in interest rates. It is the equivalent to one one-hundredth of 1%. One
hundred basis points equals 1%.
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BATTERY unlawful application of force to another's person; physical striking of another without permission.

BAUD RATE number of bitsaMODEM can receive or send per second.

BEAR MARKET market in which sellers dominate trading and force financial asset prices down.

BENCH ERROR mistake made during the manufacturing process of a product that resultsin an inherent defect in the
product. This mistake is covered under PRODUCTS AND COMPLETED OPERATIONS INSURANCE.

BENCHMARKING management tool through which a plan for evaluation, measurement, and improvement is
implemented. The insurance entity can use this tool to analyze market trends, measure sales performance, measure
market penetration, and measure product performance.

BENCHMARK SURPLUS additional amount of SURPLUS from an additional amount of CAPITAL necessary to act
as a supplement to the cash flow in the event unforeseen contingencies occur that disrupt or impair the cash flow
necessary for the insurance company to make future benefit payments for which it has received the premiums.

BENEFICIARY designation by the owner of alife insurance policy indicating to whom the proceeds are to be paid
upon the insured's death or when an endowment matures. Anyone can be named a beneficiary (relative, non-relative,
pet, charity, corporation, trustee, part-nership). A primary beneficiary is the first-named beneficiary, who must survive
the death of the insured in order to collect the proceeds. A contingent or secondary beneficiary will receive the proceeds
if the primary beneficiary does not survive theinsured. A revocable beneficiary (primary or secondary) can be changed
by the policyowner at any time. An irrevocable beneficiary (primary or secondary) can be changed by the policyowner
only with the written permission of that beneficiary. Naming an irrevocable beneficiary removes the policy from the
estate of the insured, who thereby gives up incidences of ownership for estate tax purposes.

If abeneficiary is convicted of murdering the insured, the beneficiary cannot collect the death benefit. The insured's
estate would receive the benefit.

BENEFICIARY CLAUSE provision in alifeinsurance policy that permits the policyowner to name anyone as primary
and secondary beneficiaries. The policyowner may change the beneficiaries at any time by simply writing the insurance
company and sending the policy for endorsement if that is requested. See also BENEFICIARY.

BENEFICIARY OF TRUST person for whom the trust was created and who receives the benefits thereof. In many
instances atrust is established to prevent the careless exhaustion of an estate. For example, the
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establishment of atrust for the benefit of a child seeks to guarantee that the parent's estate will not be carelessly
diminished.

BENEFIT monetary sum paid or payable to arecipient for which the insurance company has received the premiums.

BENEFIT ALLOCATION METHOD method of funding a PENSION PLAN under which a single premium payment is
made to fund a single unit of benefit for one year of recognized service with the employer. For example, if the employee
earned an $85 unit of benefit for year X of recognized service to begin at age 60, a SINGLE PREMIUM DEFERRED
ANNUITY would be purchased for that employee's account. Each year this procedure would be repeated as additional
single premium deferred annuities would be purchased for each year of recognized service. At the time of retirement,
the annuities so purchased would be combined to provide a monthly income benefit for the employee.

BENEFIT FORMULA procedure in employee benefit plans to calculate life insurance and retirement benefits to which
an employee is entitled. See also DEFINED BENEFIT PLAN; DEFINED CONTRIBUTION PENSION (MONEY
PURCHASE PLAN); GROUP LIFE INSURANCE.

BENEFIT PERIOD in HEALTH INSURANCE, the number of days for which benefits are paid to the NAMED
INSURED and his or her dependents. For example, the number of days that benefits are calculated for a calendar year
consist of the days beginning on January 1 and ending on December 31 of each year.

BENEFITS OF BUSINESS LIFE AND HEALTH INSURANCE (KEY PERSON INSURANCE) lifeinsurance and
long-term disability income insurance on major employees, with benefits payable to the business. Key person insurance
has these advantages: (1) enhances the ability of the business to continue operations; (2) fosters smooth sale of a going
business between an estate and a purchaser by providing funds to buy out the interest of a deceased key person; (3)
encourages key employees to stay on the job; (4) attracts new key employees; (5) provides funds for expenses of hiring
and training of areplacement key employee; (6) provides aline of credit (A permanent life insurance policy has cash
valuesthat are available for loans at advantageous rates.); (7) policy proceeds, which are income free, are payable even
if the key person is no longer in the employ of the business at the time of death; however, the business must continue to
make the premium payments after the key person leaves the employment; (8) alife insurance policy can be surrendered
for its cash value or sold to the insured key person; thus, the business will usually at least receive the return of
premiums; (9) long-term disability income insurance on a key person also provides funds for salary continuation to the
disabled key person. (For temporary disability, the business might prefer to self insure because the expense of premiums
for this coverage is
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generally excessive when compared with the potential income benefits.)

BETTERMENT INSURANCE see IMPROVEMENTS AND BETTERMENTS INSURANCE.

Bl see BODILY INJURY; BUSINESS INTERRUPTION.

BID price an investor iswilling to pay for afinancial asset.

BID AND ASK PRICE highest price investor iswilling to pay for a stock or mutual fund unit and lowest price a seller
of astock or mutual fund iswilling to accept.

BID BOND bond required of a contractor submitting the lowest bid on a project. If the contractor then refuses to
undertake the project, the bid bond assures that the developer will be paid the difference between the lowest bid and
next lowest bid. The bid bond encourages contractors to make serious bids and live up to their obligations.

BILATERAL CONTRACT contract under which there is an exchange of apromise for apromise. An INSURANCE
POLICY isdeemed to beaUNILATERAL CONTRACT.

BILL OF LADING document used in the transportation of goods that must be presented when a claim is made for aloss
incurred. This document establishes the fact that the goods were under the care, custody, or control of the shipper at the
time the loss occurred.

BINDER temporary insurance contract providing coverage until a permanent policy isissued. In property and casualty
insurance, some agents have authority to bind the insurance company to cover until a policy can be issued. For example,
the purchaser of an automobile can call the agent, who can then bind the insurance company to temporary coverage.

BINDING AUTHORITY see BINDER.

BINDING RECEIPT evidence of atemporary contract obliging a property insurance company to provide coverage as
long as the premium accompanies the application. A property insurance agent can bind a company to cover a specific
risk. Some agents are authorized to give an oral binder, which is generally followed with awritten binder. For life and
health insurance, see also CONDITIONAL RECEIPT.

BINOMIAL DISTRIBUTION statistical function that displays the probability of determining a stated number of
successesin aseries of trialsin which the probability of successisthe samein each trial. In insurance, the binomial
distribution is used to analyze certain future events. Some chance events have only two possible outcomes; the
probability of occurrencep =1 q and the probability of nonoccurrenceq=1 p. (Notethat p + = 1; that isto say, the
probability of success plus the probability of failure is always equal to 1.) The probability of
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exactly x outcomes (x successes) in n independent repetitions is given by the function

My
fixb =\ ) prgn =2

wherex=0,1,2,...,n

For example, if afair coinistossed in the air atotal of six times, the probability of getting exactly five headsis:

y =[OVl = &
1 =(§)5)z) = &4
BIRTH RATE number of people born as a percentage of the total population in any given period of time.
BLACK LIST STATES states that preclude the placement of SURPLUS LINES with particular insurance companies.
BLACKOUT PERIOD timeinterval between the date benefits end under Social Security and the date these benefits
resume. For example, survivor benefits are paid only as long as the parent (if less than age 60) cares for a child less than
age 16. Once that child reaches age 16, the surviving parent must wait until age 60 before survivor benefits resume.

BLANKET BOND coverage for an employer in the event of dishonesty of any employee. See also FIDELITY BOND.

BLANKET CONTRACT policy covering an insured's property at several different locations. This coverage is used by
business firms that have several locations and may move property from location to location.

BLANKET COVERAGE see BLANKET BOND; BLANKET CONTRACT; BLANKET CRIME POLICY;
BLANKET INSURANCE; BLANKET MEDICAL EXPENSE INSURANCE; BLANKET POSITION BOND.

BLANKET CRIME ENDORSEMENT see BLANKET CRIME POLICY.

BLANKET CRIME POLICY coverage usualy provided as part of the SPECIAL MULTIPERIL INSURANCE (SMP)
policy, generaly replaced by the COMMERCIAL PACKAGE POLICY, through the attachment of the Blanket Crime
Endorsement. Perils covered include dishonesty of abusiness's employees; loss of money both while inside aswell as
outside a business's premises; lost money orders; forgery due to the acts of a depositor; and counterfeit paper currency.
Since this crime policy is so comprehensive it is said to provide the insured with a blanket of coverage. This policy has
largely been replaced by the COMMERCIAL CRIME COVERAGE FORM.

BLANKET FIDELITY BOND see BLANKET BOND.
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BLANKET FLOATER see FLOATER.

BLANKET FORM see BLANKET INSURANCE.

BLANKET HONESTY BOND see COMMERCIAL BLANKET BOND.

BLANKET INSURANCE single policy on the insured's property for (1) two or more different kinds of property in the
same location; (2) same kind of property in two or more locations; (3) two or more different kinds of property in two or
more different locations. Blanket coverage isideal for such businesses as chain stores, al of whose property is covered
with no specific limit on each particular property regardless of its location (thereby enabling the business to shift
merchandise from store to store). Thisinsurance can (but need not) be written on an ALL RISKS basis subject to
exclusions of war, nuclear dis-aster, and wear and tear.

BLANKET LIMIT maximum amount of insurance coverage that an insurance company will underwrite in a particular
geographic area.

BLANKET MEDICAL EXPENSE INSURANCE health insurance policy providing coverage for an insured's medical
expenses except those that are specifically excluded. This may be the most advantageous medical expense policy for an
insured because unless a specific medical expense is excluded it is automatically covered.

BLANKET POSITION BOND covers all employees of a business on a blanket basis with the maximum limit of
coverage applied separately to each employee guilty of acrime. See also COMMERCIAL BLANKET BOND,
FIDELITY BOND.

BLANKET RATE premium charged (and applied on a uniform basis) for property insurance covering properties at
multiple locations. Thisrate is used under aBLANKET INSURANCE policy instead of using a specific rate for each
location or type of property.

BLENDED/INTEGRATED INSURANCE PROGRAM insurance programs that combine FINITE RISK INSURANCE,
REINSURANCE, and traditional insurance as an alternative to SELF INSURANCE. These programs are long-term in
duration. The objective is to incorporate the advantages of afinite risk insurance program (management of cash flow,
smoothing of income and profit sharing) with the advantages of transferring the risk through traditional insurance.

BLOCK LIMITS total amount of insurance that an insurer will write on any specific city block. Such alimit will reduce
the insurer's exposure to a potential catastrophic occurrence, such as a hurricane, tornado, or fire, which could destroy
the entire block.

BLOCK OF POLICIES total number of INSURANCE POLICIES under-written and issued by the INSURANCE
COMPANY that uses the same policy forms and rates.
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BLOCK POLICY coverage on an ALL RISKS basisfor goodsin transit, bailment, and while on the premises of others.
See also JEWELERS BLOCK INSURANCE POLICY.

BLUE CROSS independent, nonprofit, membership hospital plan. Benefits provided include coverage for
hospitalization expenses subject to certain restrictions: for example, semiprivate room only. A member hospital agrees
to a predetermined schedule for specified medical services. The hospital sends the bills directly to the Blue Cross plan
for reimbursement. Also covered are outpatient services, and supplementary or extended care such as nursing home
care, as described in the contract.

BLUE SHIELD independent, nonprofit, membership medical-surgical plan. Benefits cover expenses associated with
medical and surgical procedures. The physician and/or surgeon bills the Blue Shield plan directly rather than the patient,
who isresponsible for any difference between the scheduled rates and the doctor's fees.

BOARD INSURER see BUREAU INSURER.

BOBTAIL LIABILITY INSURANCE coverage of acommon carrier for liability on trucks that have delivered their
cargo and are on the way back to the terminal. The company that hires the truck assumes liability while the truck is
loaded, but after delivery, that firm's liability ends. The carrier can be protected by bobtail liability coverage for the
return trip.

BODILY INJURY physical damage to one's person. The purpose of liability (casualty) insurance isto cover bodily
injury to athird party resulting from the negligent or intentional acts and omissions of an insured.

BODILY INJURY LIABILITY INSURANCE see LIABILITY INSURANCE.

BOILER AND MACHINERY INSURANCE covers losses resulting from the malfunction of boilers and machinery.
Most property insurance policies exclude these losses, which iswhy a separate BOILER AND MACHINERY POLICY
or aCOMMERCIAL PACKAGE POLICY is needed. The insurance covers business property, other property involved,
and legal fees, if any.

BOND form of suretyship. For example, fidelity bonds reimburse an employer for financial loss resulting from
dishonest acts of employees. See also BLANKET POSITION BOND; COMMERCIAL BLANKET BOND,;
CONTRACT BOND; FIDELITY BOND; INDIVIDUAL FIDELITY BOND; JUDICIAL BOND; NAME SCHEDULE
BOND.

BOND, BAIL see BAIL BOND.

BOND, BANKERS BLANKET see BANKERS BLANKET BOND.

BOND, BID see BID BOND.
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BOND, BLANKET see BLANKET POSITION BOND.

BOND, COMPLETION see COMPLETION BOND.

BOND, CONTRACT see CONTRACT BOND.

BOND, COURT see JUDICIAL BOND.

BOND DEDICATION layering of abond portfolio where bonds are sold whose yield to maturity are low and bonds are

bought whose yield to maturity are high in order that reserve requirements are met for future benefit payments by the

insurance company.

BOND, FIDELITY see FIDELITY BOND.

BOND, FIDUCIARY see JUDICIAL BOND.

BOND (FINANCIAL) corporate or government security that pays interest and obligates the corporation or government
agency to pay that interest at the end of specific time intervals, and to pay the principal at maturity of the security.

BOND, FORGERY see DEPOSITORS FORGERY INSURANCE.

BOND, LICENSE see LICENSE BOND.

BOND, MAINTENANCE see MAINTENANCE BOND.

BOND, PENALTY see PENALTY.

BOND, PERFORMANCE see CONTRACT BOND.

BOND, PERMIT see PERMIT BOND.

BOND, POSITION see FIDELITY BOND.

BOND, PUBLIC OFFICIAL see PUBLIC OFFICIAL BOND.

BOND, SCHEDULE see NAME POSITION BOND; NAME SCHEDULE BOND.

BOND, SURETY see SURETY BOND.

BONUS RATE extra percent of interest credited to an ANNUITY during thefirst year that it isin force. This extra
amount is above the interest rate to be credited beginning with the second year and the remaining years that the annuity

isinforce. The extrarateispaid in thefirst year as an effort to attract new ANNUITANTS.

BOOK OF BUSINESS total amount of insurance on an insurer's books at a particular time. See also NET RETAINED
LINES.

BOOK VALUE cost of the assets listed on the accounting records of the company. These assets include the following:
real estate (to include any adjustments for depreciation), transportation equipment (to include any adjustments for
depreciation), policy loans (limited to the unpaid principal balance plus any unamortized premiums minus any accrued
discounts), mortgage loans (limited to the unpaid principal
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bal ance plus any unamortized premiums minus any accrued discounts), cash, and joint ventures. Not listed at book
value are securities.

BOOK VALUE PER COMMON SHARE value of a share of common stock, derived by dividing the total common
stockholders equity at the end of a period of time by the total number of shares outstanding at the end of the same
period of time.

BOOK VALUE PER SHARE tota shareholders equity divided by total common shares outstanding.

BOOT property or money received as additional consideration in regard to a tax-free exchange of property. If the
POLICYHOLDER receives money in an otherwise nontaxable life insurance policy exchange, the money received will
be taxable income to the policyholder. Likewise, if the loan on an old policy is canceled by the insurer when that policy
is exchanged for anew policy, the loan amount so canceled becomes taxable income to the policyholder. See also
MINIMUM DEPOSIT RESCUE; TAX-FREE EXCHANGE OF INSURANCE PRODUCTS.

BORDEREAU form of reinsurance that shows loss history and premium history with respect to specific risks. The
CEDING COMPANY providesitsreinsurer with that information. Thisinformation is used by the rein-surance
company in establishing the reinsurance premium rates. See also REINSURANCE.

BORDERLINE RISK prospective insurance applicant who has questionable UNDERWRITING characteristics.

BORROWING AUTHORITY OF PENSION BENEFIT GUARANTY CORPORATION (PBGC) authorization to
borrow from the U.S. Treasury by the issuance of notes to the Treasury. The Secretary of the Treasury must approve the
notes and their interest rates. The PBGC must be self supporting through the premium it charges for various plans and
thus its notes carry the same obligations of any notes, in that they are expected to be repaid.

BOSTON PLAN agreement named after the city of Boston under which insurance companies insure real property in
lower socioeconomic neighborhoods if property owners correct any hazards found upon inspection.

BOTH-TO-BLAME CLAUSE in OCEAN MARINE INSURANCE, provision stipulating that upon the collision of two
or more ships, when all ships are at fault, all owners and shippers having monetary interests in the voyage of the ships
involved must share in all losses in proportion to the monetary values of their interests prior to the occurrence of the
collision. This clause supercedes all other provisions for the allocation of losses among owners and shippersin ocean
marine policies.

BOTTOMRY method of transferring pure risks that is perhaps the seed of the modern day insurance policy. Ancient
Greece held to the concept
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that aloan on a ship was canceled if the ship failed to return to its port. This concept was adopted by Lloyd's of London
in the 1600s when insuring England's merchants for goods shipped to the colonies. The formation of property and
casualty insurance companies worldwide began by insuring the transport of merchandise over bodies of water.

BPPCF see BUSINESS AND PERSONAL PROPERTY COVERAGE FORM (BPPCF).
BRANCH MANAGER see AGENCY MANAGER.

BRANCH OFFICE local business headquarters of an insurance company that markets and services its products and
lines of insurance. See also MANAGER.

BREACH OF CONTRACT failure of a party (not having alegal excuse) to perform in accordance with a promise
made. An INSURANCE POLICY consists of legally enforceable promises made by the INSURANCE COMPANY
(INSURER) only. No such promises are made by the INSURED. Thisis the reason why the insurance policy isa
UNILATERAL CONTRACT.

BREAK IN SERVICE feature of pension plans whereby an employee whose service has been interrupted can have that
period credited toward retirement.

BREEDER'S INSURANCE POLICY see LIVE ANIMAL INSURANCE; LIVESTOCK FLOATER; LIVESTOCK
INSURANCE; LIVESTOCK MORTALITY (LIFE) INSURANCE; LIVESTOCK TRANSIT INSURANCE.

BRIDGE INSURANCE coverage for damage or destruction to an insured bridge. Insureson an ALL RISKS basis
subject to exclusions of war, wear and tear, inherent defect, and nuclear damages. Coverage is purchased by state and
local governing bodiesto limit exposures to the expense of an immediate tax increase to rebuild a damaged or destroyed
bridge.

BRIDGE INSURANCE FOR BRIDGES UNDER CONSTRUCTION provides coverage during the construction of a
bridge in the event of fire, lightning, collision, flood, rising water, windstorm, ice, explosion, and earthquake. This
coverage is essential, since the value of destroyed labor and materials could bankrupt a contractor without insurance
protection.

BROAD EVIDENCE RULE rule that stipulates how to calculate the ACTUAL CASH VALUE of property that has
been damaged, destroyed, or stolen. The thesis of thisrule is that whatever evidence that can be produced of the true
value of the property is admissible; the factual insurable value of the property can be ascertained by whatever measures
provide the most accurate picture of that property's real value. Thus, thisis a method of determining the true insurable
worth of a structure according to any measure that will provide the most accurate analysis of that property's value. This
method is becoming more widely accepted as a means of measuring actual cash value.
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BROAD FORM INSURANCE coverage for numerous perils such as that found in the BROAD FORM PERSONAL
THEFT INSURANCE.

BROAD FORM PERSONAL THEFT INSURANCE coverage on an ALL RISKS basis for loss due to theft or
mysterious disappearance of personal property; damage to premises and property within resulting from theft; and
vandalism and malicious mischief to the interior of the premises as well as to other property of an insured that is away
from the insured's premises. Sublimits are in effect on specialty property that is particularly susceptible to theft, such as
money, securities, paintings, coins, and jewelry. Thisinsurance is most often found in Part | Coverage C of the
HOMEOWNERS INSURANCE POLICY and is expressed as a percentage of the home's structure.

BROAD FORM PROPERTY DAMAGE ENDORSEMENT attachment to a general liability policy thereby eliminating
the exclusion of property under the care, custody, and/or control of an insured. Without this endorsement there would be
no coverage under the GENERAL LIABILITY INSURANCE policy in the event of damage or destruction of property
under the care, custody, and control of the insured.

BROAD FORM STOREKEEPERS INSURANCE coverage usually provided as part of the STOREKEEPERS
BURGLARY AND ROBBERY INSURANCE in the event merchandise, fixtures, equipment, and furniture are lost due
to theft and burglary.

BROKER insurance salesperson who searches the marketplace in the interest of clients, not insurance companies. See
also AGENT, BROKERAGE DEPARTMENT.

BROKERAGE insurance coverage sold by a BROKER as contrasted with insurance coverage sold by an AGENT. See
also BROKERAGE FEE.

BROKERAGE BUSINESS insurance coverage placed by a BROKER with an insurance company. See also
BROKERAGE DEPARTMENT.

BROKERAGE DEPARTMENT section of an insurance company that sells through brokers. Some brokerage
departments are self-contained in that they have their own underwriting and marketing staffs. Brokerage departments
have come into their own in recent times as even captive agent insurance companies have sought additional distribution
channels that may be less expensive than the captive agent field force. See also BROKER; CAPTIVE AGENT.

BROKERAGE FEE commission paid to a broker for selling an insurance company's products. This fee may or may not
include an expense allowance depending on the amount of business the broker places with the company.

BROKERAGE GENERAL AGENT independent contractor of the insurance company who has the authority to appoint
BROKERS on behalf of the insurance company. This supervisor has the objective and the
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responsibility to sell the insurance company's products to the appointed brokers who in turn sell these products to the
general public.

BROKER-AGENT independent insurance salesperson who represents particular insurers but may also function asa
broker by searching the entire insurance market to place an applicant's coverage to maximize protection and minimize
cost. This person islicensed as an agent and broker.

BROKERAGE SUPERVISOR employee of the insurance company who has the authority to appoint BROKERS on
behalf of the insurance company. This supervisor has the objective and responsibility to sell the insurance company's
products to the appointed brokers who in turn sell these products to the general public.

BROKER/DEALER business involved in buying and selling securities and mutual funds.
BROKER OF RECORD see AGENT OF RECORD.

BROWSER software program that can be utilized for viewing pages (web sites) on the WORLD WIDE WEB of the
INTERNET.

BUDGET DEFICIT circumstance resulting when government expenditures exceed government income. To finance this
difference, the United States Treasury will auction Treasury hills, notes, and bonds. In order to attract investors such as
insurance companies, the Treasury will pay higher interest rates on the new issues, resulting in a decline in bond
(already issued) prices and the increase in their rates.

BUILD to construct.
BUILDERS RISK COVERAGE FORM see BUILDERS RISKS FORMS.

BUILDERS RISK HULL INSURANCE property coverage for abuilder of ships until possession passes to the owners.
Protects against pre-launch and post-launch perils. Coverage can be purchased on an ALL RISKS basis subject to the
exclusions of war, nuclear disaster, and inherent defects. The builder buys either insurance that covers the startup value
of the property, to be adjusted upward to reflect additional construction (Reporting Form); or insurance to cover the
completed value of the property (Completed Form).

BUILDERS RISK INSURANCE see BUILDERS RISKS FORMS.

BUILDERS RISKS FORM S types of contracts that insure building contractors for damage to property under
construction. The completed value form requires a 100% coinsurance because insurance carried must equal the
completed value of the structure. The reporting form allows coverage to be carried according to the stage of completion

of the structure. Perilsinsured against are fire, lightning, vandalism, malicious mischief, riot and civil commotion,
smoke, sprinkler |leakage, water damage, windstorm, and hail.
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BUILDING AND PERSONAL PROPERTY COVERAGE FORM see BUSINESS AND PERSONAL PROPERTY
COVERAGE FORM (BPPCF).

BULLET GUARANTEED INVESTMENT CONTRACT (BGIC) type of GUARANTEED INVESTMENT
CONTRACT (GIC) under which a single payment is made into an account of an insurance company where it will
remain for a stipulated number of years. Both the principal of the account and the interest rate are guaranteed by the
insurance company. At an agreed upon future date, both principal and interest are returned to the payor (usually a
DEFINED BENEFIT PLAN).

BULL MARKET market in which buyers dominate trading and force financial asset prices up.

BUMBERSHOOT POLICY liability insurance coverage, primarily for shipyards for ocean marine risks, provided in
much the same manner as UMBRELLA LIABILITY INSURANCE for nonmarine risks. Coverages may be provided in
addition to liability include PROTECTION AND INDEMNITY INSURANCE (P&1), LONGSHOREMEN AND
HARBOR WORKERSACT LIABILITY, collision, and salvage expenses.

BUREAU INSURER insurance company that isamember of aRATING BUREAU. The insurer usually joins such an
organization when its statistical experiencein agiven line of insurance is not sufficient for it to accurately predict loss
experience for that line.

BUREAU OF LABOR STATISTICS see LABOR STATISTICS, BUREAU OF.

BUREAU RATE see RATING BUREAU.

BURGLARY forced entry into premises. Coverage is provided under various property insurance contracts such as
HOMEOWNERS and SPECIAL MULTIPERIL INSURANCE (SMP).

BURGLARY INSURANCE coverage against loss as the result of a burglary. Found as part of the COMMERCIAL
PACKAGE POLICY that has generally replaced the SPECIAL MULTIPERIL INSURANCE (SMP) policy and the
MERCANTILE OPEN STOCK BURGLARY INSURANCE policy. Coversloss of merchandise, furniture, equipment,
fixtures due to force and violence to the exterior of a business's premisesin order to gain entry, and damage to the
premises of the business as the result of the burglary. There is a coinsurance requirement that ranges from 40 to 80%.
BURGLARY/THEFT INSURANCE see BURGLARY INSURANCE.

BURIAL INSURANCE small face amount life insurance policy. See also FUNERAL INSURANCE.

BURNING COST RATIO (PURE LOSS COST) ratio of excess |losses to premium income. Excess |osses are those that

areinsurer isresponsible for if its coverage isin effect during the period under consideration. The premium income
used for EXCESS OF LOSS and CATASTROPHE
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L OSS reinsurance is the gross premium less the expense of reinsurance. The premium income used for STOP LOSS

REINSURANCE is the earned premium income. The excess |osses are defined as the incurred losses in excess of the

cedent’s retention up to the limits specified in the reinsurance contract. See also REINSURANCE.

BURNING RATIO

1. actual fire losses divided by the total value of the property exposed to the PERIL of fire.

2. actual losses resulting from fire divided by the total fire amount of IN-FORCE BUSINESS.

See also BURNING COST RATIO (PURE LOSS COST).

BUSINESS in insurance, volume of premiums written. Also describes commercial activities with the profit motive as

the goal of the organization. Commercial insurance companies are organized with the profit motive as the normal

business objective.

BUSINESS AND PERSONAL PROPERTY COVERAGE FORM (BPPCF) provision for coverage for buildings and

personal property within the SIMPLIFIED COMMERCIAL LINES PORTFOLIO POLICY (SCLP). The buildings and

personal property coverage may be classified in three ways:

1. Owned buildingsthese buildings are listed and described in the DECLARATIONS SECTION of the policy. Also

covered is anything that has become a permanent part of the buildings, to include additions, fixtures, extensions, and

machinery and equipment.

2. Owned business personal propertyproperty covered is the business personal property that is owned by the insured and
Is common in the occupancy usage by the insured.

3. Nonowned business personal propertyproperties covered are improvements and betterments (alterations made by the
insured to a building that he or sheisleasing and that cannot be removed upon the termination of the lease), and
personal property of someone other than the insured that is under the care, custody, or control of the insured.
Extensions of coverage are available under the BPPCF to include:

1. outdoor propertytrees, shrubs, and plants; signs; radio and television antennas; and fences. Thereis an overall limit of
$1000 and a sublimit of $250 for each tree, shrub, or plant.

2. valuable papers and recordscost of replacing or restoring information lost because of the damage or destruction of
valuable papers and records. Thereis a$1000 limit of coverage.

3. personal effects and property of otherspersonal effects of the named insured, employees, and others that are under the
care, custody, or control of the insured.

4. business personal property on location at premises newly acquired10% of the owned business personal property
coverage
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is applicable, subject to $100,000 limit for each building. Thirty days after the acquisition of property, coverage
terminates.

5. newly acquired buildings or additions25% of the owned building coverage is applicable, subject to $250,000 limit for
each building. Within 30 days, newly acquired buildings or additions must be reported by the insured.

6. off-premises propertyproperty on atemporary location (other than a vehicle) not owned, leased, or operated by the
insured.

PERILS insured against are available under three forms:

1. basic formincludes fire, lightning, windstorm, hail, explosion, vandalism, smoke, sprinkler leakage, riot or civil
commotion, sinkhole collapse, volcano.

2. broad formincludes perils found under the basic form plus falling objects causing exterior damage that resultsin
interior damage; weight of ice, sleet, and snow; accidental discharge of water or steam from a system or appliance
containing steam or water, but not including an automatic sprinkler system; and breakage of glass; subject to a $500
maximum limit.

3. special cause-of-1oss formincludes all direct accidental losses except those specifically excluded in the policy (such as
flood, war, wear and tear, and earth movement).

ENDORSEMENTS can be added to the BPPCF to include:
1. perils extensionadds earthquake, volcanic eruption, and radioactive contamination.

2. limits of recovery extensionincrease maximum dollar amounts of coverage for trees, shrubs, and plants; radio and
television antennas; and outdoor signs.

3. replacement cost endor sementchanges basis of recovery under the BPPCF to aREPLACEMENT COST LESS
PHYSICAL DEPRECIATION AND OBSOLESCENCE from an ACTUAL CASH VALUE basis.

BUSINESS AUTO COVERAGE FORM type of COMMERCIAL FORM that provides coverage for business vehicles
gﬁrgggﬁs of whether they are owned, leased, hired, or borrowed. The form's coverages are divided into the following
1. Section Icovers vehicles that are identified according to any one of nine symbols:

a. Symbol #lany vehicle

b. Symbol #2owned vehicle only

c. Symbol #3owned private passenger vehicles only

d. Symbol #4owned vehicles other than private passenger vehicles

e. Symbol #50wned vehicles subject to no-fault insurance

f. Symbol #6owned vehicle subject to compulsory uninsured motorists laws

g. Symbol #7specifically described vehicles (only those listed are covered)
h. Symbol #8hired vehicles only
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Through the above forms, the business may select only the coverages desired, thereby minimizing its insurance costs.
For example, if the business desired the most comprehensive coverage, symbol #1 would be selected.

2. Section lliability coverage in the event the business' negligent acts and/or omissions result in bodily injury or
property damage to a THIRD PARTY as the result of operating a vehicle.

3. Section I11physical damage coverage for property damage to the business' covered vehicles under three classifications:

a. Comprehensivepays for all physical damage to the business' vehicles regardless of cause with the exception of
collision with another object or in the event the vehicle overturns.

b. Specified causes of loss coveragepays for physical damage to the business vehicle only resulting from fire,
lightning, explosion, theft, windstorm, hail, earthquake, flood, mischief, or vandalism; or sinking, burning,
collision, or derailment of any conveyance transporting the business' vehicle.

c. Coallisionpays for physical damage to the business vehicle resulting from contact with another object.

4. Section IV conditions that describe the insured business and the insurance company's obligations if aloss should
occur.

5. Section Vdefinitions discussing the critical termsin the vehicle form such as the meanings of accident, insured,
vehicle, or suit.

BUSINESS AUTOMOBILE POLICY (BAP) coverage for automobiles used by a business when aliability judgment
arises out of the use of the automobile, or the automabile is subject to damage or destruction. The business can select
coverage for any auto in use, whether business, personal, or hired. The policy is organized as follows:

Parts|, 11, and I11define terms used in the policy, such as auto, accident, insured bodily injury, property damage,
territorial limits of coverage.

Part IV LIABILITY INSURANCEIn aliability judgment against the insured business and/or individual, the insurance
company will pay the monetary damages up to the limit of the policy. Negligent acts and/or omissions of the insured
business and/or individual must arise out of the ownership and operation of a covered auto, subject to specific
exclusions.

Part V physical damage insurancein the event of damage to an auto, the insurance company will pay under one of two
categories: COMPREHENSIVE INSURANCEdamage resulting from fire, explosion, theft, vandalism, malicious
mischief, windstorm, hail, earthquake, or flood; or collision insurancedamage resulting from colliding with another
object or the overturning of the insured auto.

Part VI CONDITIONSstipulate what the policyholder must do in the event of aloss, such as give notice to the insurance
company; submit to inspection of damaged property by
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the company; cooperate with the company in the event of aliability suit.

The BAP has been largely replaced by the BUSINESS AUTO COVERAGE FORM.

BUSINESS CONTINUATION INSURANCE see BUSINESS LIFE AND HEALTH INSURANCE.

BUSINESS CRIME INSURANCE protection for the assets of a business (including merchandise for sale, real property,
money and securities) in the event of robbery, burglary, larceny, forgery, and embezzlement. Coverage is provided in
package policies such as SPECIAL MULTIPERIL INSURANCE (SMP) policy Section 111, largely replaced by the
COMMERCIAL PACKAGE POLICY, and the BUSINESS-OWNERS POLICY (BOP) Section I1l. Or coverage can be
written under separate policies such as: BANK BURGLARY AND ROBBERY INSURANCE, COMBINATION SAFE
DEPOSITORY INSURANCE, MERCANTILE OPEN-STOCK, BURGLARY INSURANCE, MERCANTILE
ROBBERY INSURANCE, MERCANTILE SAFE BURGLARY INSURANCE, MONEY AND SECURITIES
BROAD FORM POLICY, OFFICE BURGLARY AND ROBBERY INSURANCE, PAYMASTER ROBBERY
INSURANCE, STOREKEEPERS BURGLARY AND ROBBERY INSURANCE.

BUSINESS DAY day on which the New Y ork Stock Exchange is open for transactions; used in calculating
ACCUMULATION UNIT VALUESfor variable dollar insurance products.

BUSINESSHEALTH INSURANCE see BUSINESS LIFE AND HEALTH INSURANCE.
BUSINESS INCOME COVERAGE FORM type of COMMERCIAL PROPERTY POLICY that provides coverage for
abusiness indirect losses resulting from damages to the property of the business. Coverage normally contains a
COINSURANCE requirement. This form has replaced the BUSINESS INTERRUPTION INSURANCE policy.
Included in this coverage for losses and expenses resulting from the interruption of normal business operations are:
1. Business incomel oss of net business income plus continuing expenses according to one of the following optionsis:

a. Option 1loss of businessincome to include rental value

b. Option 2loss of business income to exclude rental value

c. Option 3loss of businessincome derived only from rental value

2. Extra expenseadditional expense generated because of the direct loss to the property of the business.

3. Civil authorityloss of business income because a civil authority denies access to the premises of the business due to
direct property losses at alocation not at the premises of the business.

4. Alterations and new buildingsloss of business income because of direct property damage to new buildings or
structures. Also covered is direct property damage to alterations or additions to existing buildings or structures,

machinery, equipment, building materials, or supplies located within 100 feet of the premises of the business resulting
in aloss of businessincome.
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5. Extended business incomel oss of businessincome beginning at the date the property of the businessis returned to
operating status and business operations actually start. This period of time is subject to a maximum of 30 days.

BUSINESS INSURANCE coverage designed to protect against 10ss exposures of business firms, as opposed to those of
individuals. See also BUSINESS AUTOMOBILE POLICY (BAP); BUSINESS CRIME INSURANCE; BUSINESS
INTERRUPTION INSURANCE; BUSINESS LIFE AND HEALTH INSURANCE; BUSINESSOWNERS POLICY;
BUY AND SELL AGREEMENT; CLOSE CORPORATION PLAN; PARTNERSHIP LIFE AND HEALTH
INSURANCE; SOLE PROPRIETOR LIFE AND HEALTH INSURANCE.

BUSINESS INTERRUPTION break in commercial activities due to the occurrence of a peril. Coverage against
business interruption by various named perils can be obtained through insurance. See also BUSINESS
INTERRUPTION INSURANCE.

BUSINESS INTERRUPTION INSURANCE indemnification for the loss of profits and the continuing fixed expenses.
Business interruption insurance is available in these forms: CONTINGENT BUSINESS INTERRUPTION FORM,
EXTRA EXPENSE FORM, GROSS EARNINGS FORM, PROFITS AND COMMISSIONS FORM, AND TUITION
FORM. Thisform has been replaced on a genera basis by the BUSINESS INCOME COVERAGE FORM.

BUSINESS INTERRUPTION INSURANCE, DEPENDENT see DEPENDENT BUSINESS INCOME FORM.

BUSINESS LIABILITY INSURANCE coverage for liability exposure resulting from the activities of a business;
includes: (1) DIRECT LIABILITY acts of the business resulting in damage or destruction of another party's property or
bodily injury to that party; (2) CONTINGENT LIABILITY although the business may not have direct liability, it may
incur a secondary or contingent liability, for example through the employment of an independent contractor; (3)
MEDICAL PAYMENTS TO OTHERS INSURANCE&cts of the business resulting in injury to another party, with the
insurance company paying the medical expensesto that party (up to the policy limits) without regard to legal liability of
the insured business. The policy has three principal sections:

1. DECLARATIONS SECTION lists the insured, policy limits, premium, time period of coverage, kind of policy, and
endorsements, if any.

2. INSURING AGREEMENTS states that if any of the insured perils result in damage or destruction of another party's
property or injury to that party, the company will pay (up to the limits of the policy) sums which the business becomes
legally obligated to pay. (a) Time Period of the Losspolicy can be written either on a claims occur-rence basisor a
claims made basis; (b) BODILY INJURY damage or destruction of a body to include sickness, disease, and/or resulting
death (most liability insurance policies provide coverage for this definition); (c) PERSONAL INJURY defamation of
character, libel
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and slander, false arrest, malicious prosecution, and invasion of privacy (many liability policies can be endorsed to
provide these coverages); (d) Property Damagesdamage or destruction of real and personal property and the loss of use
of this property; (€) DEFENSE COSTS costs of defending the insured business to include investigation, defense, and
the settlement of claimsthat are paid in addition to the limits of coverage under the policy; and (f) Policy Limitsthe
maximum that the insurance company is obligated to pay on behalf of the insured business.

3. EXCLUSIONS to avoid duplications of coverage in other policies and/or to eliminate certain kinds of coverage,
including: property under the care, custody and control of the insured business; liability arising out of contractual
obligations between the insured business and another party; liability associated with recall of the insured business's
products; liability associated with the insured business's pollution and contamination exposure; and liability that may
arise out of conflict with state liquor regulations.

4. Conditions stipulate that (a) the insured, after an accident, must behave so as not to increase the severity of bodily
injury and/or property damage that has just occurred; (b) the insurance company has the right to inspect the insured
business's premises as well asits operations; and (c) if there is more than one policy covering a claim, each policy will
pay an equal share of the loss.

BUSINESS LIFE AND HEALTH INSURANCE coverage providing funds for maintenance of a business as closely to
normal as possiblein the event of aloss of a key person, owner, or partner. See also BENEFITS OF BUSINESS LIFE
AND HEALTH INSURANCE; BUY-AND-SELL AGREEMENT; CLOSE CORPORATION PLAN; PARTNERSHIP
LIFE AND HEALTH INSURANCE.

BUSINESS LIFE INSURANCE see BUSINESS LIFE AND HEALTH INSURANCE.
BUSINESS OVERHEAD EXPENSE INSURANCE see BUSINESS INTERRUPTION INSURANCE.

BUSINESSOWNERS POLICY (BOP) combination property, liability, and business interruption policy. It is usually
written to cover expenses of small and medium size businesses resulting from (1) damage or destruction of business's
property or (2) when actions or nonactions of the business's representatives result in bodily injury or property damage to
another individual (s). Businesses that qualify under this heading include office buildings three stories or under not to
exceed 100,000 sgquare feet; apartment buildings six stories or under not to exceed 60 dwelling units; any other
buildings not to exceed 7500 square feet for mercantile space, occupied principally as an apartment, office, or engaging
in trade or commerce. Properties that cannot be insured under this policy include banks, condominiums, bars,
restaurants, automobiles,
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recreational vehicles, contractor functions, and manufacturing operations. See also BUSINESSOWNERS
POLICYSECTION I: PROPERTY COVERAGES; BUSINESSOWNERS POLICY SECTION II: LIABILITY
COVERAGES.

BUSINESSOWNERS POLICY SECTION I: PROPERTY COVERAGES contract that details coverage for business
property losses in three specific areas:

1. Coverage A (Building). All buildings on the site are covered with no coinsurance requirement and on a replacement
cost basis to include: the buildings themselves; the owner's personal property used to maintain the building(s) and
provided to tenants; permanent fixtures, equipment and machinery; improvements and betterments by tenants; removal
of debris; and outdoor furniture and fixtures.

2. Coverage B (Personal Property of the Business). All personal property used in the business on the premises, as well
as personal property of others under the care, custody and control of the owner of the building used to operate the
business; and limited coverage for items temporarily away from the premises of the business as well as for property
purchased and placed at a new business location.

3. Coverage C (Loss of Income). Reimbursement for loss of income because of inability to collect business rent;
interruption of normal business functions; and extra expenses associated with resuming normal business activities as the
result of the damage or destruction of business property by an insured peril. (Optionally, under Section |, coverage can
be extended to insure against burglary, robbery, theft, employee dishonesty, and boiler and machinery explosion.
Earthquake damage can be covered through an endorsement.)

BUSINESSOWNERS POLICY SECTION II: LIABILITY COVERAGES coverage that protects a business, up to the
policy limits, if actions or non-actions of the insured result in alegally enforceable claim for bodily injury, property
damage, or personal injury. Included are coverages for: (1) nonowned automobiles used by the businessin its normal
operations (owned automabiles are excluded); (2) host liquor liability where the business is having a social gathering.
For example, liability at an office party would be covered, since this socia function isincidental to normal business
activity (excluded would be operation of aliquor store on the premises of the business); (3) fire and explosion legal
liability, where the insured is renting business space in a building. If afire or explosion from business operationsis
proven to be of negligent origin, the insurer of the owner of the building has subrogation rights against the business; (4)
products, for which completed operations coverage is provided. Excluded from Section Il coverages are professional
liability, owned automobiles of the business, operation of airplanes and other aircraft, Workers Compensation, liquor
liability (other than that served as a host at business socia functions), and off-premises operation of boats.
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BUSINESS PROPERTY AND LIABILITY INSURANCE PACKAGE protection of the property of the businessthat is
damaged or destroyed by perils such asfire, smoke, and vandalism; and/or if the actions (or nonactions) of the business
representatives result in bodily injury or property damage to other individuals. Many insurance policies provide such
coverages, but the two most often used are the COMMERCIAL PACKAGE POLICY and the BUSINESSOWNERS
POLICY (BOP).

BUSINESS RISK investment risk associated with the changes in the earnings capability of the company. If the earnings
capability declines, the company's ability to maintain the current dividend level and to increase future dividends is
diminished.

BUSINESS RISK EXCLUSION omissions from coverage found in products liability insurance. The policy does not
provide coverage if the business manufactures a product that does not meet the level of performance as advertised,
represented, or warranted. For example, an automobile antifreeze is advertised as being able to withstand temperatures
aslow as 30° below zero. An engine block containing the fluid freezes at atemperature of 10° above zero. In this
instance a products liability policy would not provide coverage for the insured business.

BUSINESS STARTS INDEX statistical compilation that reports the number of new incorporated and nonincorporated
businesses started during a single week. Thisindex is published by Dun & Bradstreet.

BUSINESS TRANSACTED WITH PRODUCER CONTROLLED PROPERTY/CASUALTY INSURER ACT model
act written and published by the NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS (NAIC) whose
purpose it isto regulate BROKERS who control INSURANCE COMPANIES. The act permits the insurance
commissioners to institute civil actionsin the event they perceive broker violations (broker's conduct contributing to the
insolvency of a controlled insurance company and the respective state insurance commissioner requires the broker to
make restitution to that state's guarantee fund).

BUY-AND-SELL AGREEMENT approach used for sole proprietor-ships, partnerships, and close corporationsin
which the business interests of a deceased or disabled proprietor, partner, or shareholder are sold according to a
predetermined formulato the remaining member(s) of the business. For example, a partnership has three principals.
Upon the death of one, the two survivors have agreed to purchase, and the deceased partner's estate has agreed to sell,
the interest of that partner according to a predetermined formulafor valuing the partnership to the survivors. Funds for
buying out the deceased partner's interest are usually provided by life insurance policies, with each partner purchasing a
policy on the other partners. Each is the owner and beneficiary of the policies purchased on the other partners.

When a sole proprietor dies, usualy akey employee is the buyer/successor. The sole proprietorship, partnership, and
close cor-
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poration under the entity plan can buy and own life insurance policies on the proprietor, partner, or shareholder and
achieve the same result as when an individual buys and owns the policies.

BUY-BACK DEDUCTIBLE DEDUCTIBLE eliminated through the payment of an additional premium, resulting in
FIRST-DOLLAR COVERAGE under the policy.

BYPASS TRUST type of TRUST used to remove assets from a surviving spouse's estate, thereby excluding such assets
from FEDERAL ESTATE TAX upon the death of the surviving spouse. This type of trust allows for alifetime benefit

to be available to both spouses while living, aswell asto a single surviving spouse. A bypass trust permits a maximum
of $1.2 million transfer to heirs of the spouses on a tax-free basis under the unified gift and estate tax credits.
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CAFETERIA BENEFIT PLAN arrangement under which employees may choose their own employee benefit structure.
For example, one employee may wish to emphasize health care and thus would select a more comprehensive health
insurance plan for the allocation of the premiums, while another employee may wish to emphasi ze retirement and thus
allocate more of the premiums to the purchase of pension benefits.

CAFETERIA PLANS see SECTION 125 PLANS (CAFETERIA PLANS).
CALCULABLE CHANGE OF LOSS see PROBABILITY.

CALENDAR YEAR ACCOUNTING INCURRED LOSSES losses paid plus positive or negative changes in the year-
end loss reserves during that particular year. The total amount includes payments for any old claims as well as new
claims, plus any reevaluation of claim amounts already on the books at the beginning of the year, aswell as required
reserves for the new claims.

CALENDAR YEAR EXPERIENCE paid loss experience for the period of time from January 1 to December 31 of a
specified year (not necessarily the current year).

CALENDAR YEAR STATISTICS see CALENDAR YEAR EXPERIENCE.

CALL OPTION contract that gives the insurance company the right, not the obligation, to buy a stipulated stock or
bond at a specified price (strike price) at or before the date of expiration of the contract.

CAMERA AND MUSICAL INSTRUMENTS DEALERS INSURANCE coverageon an ALL RISKS basisfor the
insured's own property as well as property of others under the insured firm's care, custody, and control. Exclusions are
WEAR AND TEAR, MY STERIOUS DISAPPEARANCE, earthquake, flood, theft from an unlocked and unattended
vehicle, loss of market, and delay. For example, if adealer's personal flute is damaged by fire, or if a customer's camera
is stolen, the dealer would be covered for both occurrences up to the limits of the policy.

CAMERA FLOATER camera and related equipment coverage found in INLAND MARINE INSURANCE.
CANADIAN INSTITUTE OF ACTUARIES membership organization representing professional actuariesin al
insurance fields in Canada including life and health, casualty, consulting and fraternal actuaries. A member must reside
in Canada and belong to an approved actuarial organization, including the SOCIETY OF ACTUARIES (SA).

CANCEL termination of a policy. Contract may be terminated by an insured or insurer as stated in the policy. If the
insurance company
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cancels apolicy, any unearned premiums must be returned. If an insured cancels the policy, an amount less than the
unearned premiums is returned, reflecting the insurance company's administration costs of placing the policy on its
books. Usually thisterm is applied only in property and disability insurance.

CANCELLABLE see CANCEL; CANCELLATION PROVISION CLAUSE.

CANCELLATION see CANCELLATION PROVISION CLAUSE.

CANCELLATION, FLAT cancellation of a policy according to its effective date excluding any premium charge.
CANCELLATION, PRO RATA see PRO RATA CANCELLATION.

CANCELLATION PROVISION CLAUSE provision permitting an insured or an insurance company to cancel a
property and casualty or a health insurance policy (circumstances vary; see also COMMERCIAL HEALTH
INSURANCE) at any time before its expiration date. The insured must send written notice to the insurance company,
which then refunds the excess of the premium paid above the customary short rates for the expired term. If the insurance
company cancels, it sends written notice to the insured of cancellation and refunds the unearned portion of the premium.

CANCELLATION, SHORT RATE see SHORT RATE CANCELLATION.
CAP see COINSURANCE.

CAPACITY maximum that an insurance company can underwrite. The limits of coverage that a property and casualty
company can under-write are determined by its retained earnings and invested capital. REINSURANCE is a method of
increasing the insurance company's capacity, in that a portion of the unearned premium reserve maintenance
requirement can be relieved. Commissions earned are ceded, underwriting results are stabilized, and financing of the
expansion of the insurer's capacity can take place.

CAPACITY OF PARTIES lega capability of those involved in mutual assent of making a contract, including an
insurance contract. Those who have been deemed to be incompetent to make a valid contract include intoxicated and
insane persons, and enemy aliens. Minors can enter into a contract, but it is voidable at the option of the minor. For
example, if an agent sells an insurance policy to a minor, and the insurance company agrees to underwrite it, the policy
can be voided at any time the minor wishes both before and after the minor reaches the age of majority. The insurance
company cannot void the contract.

CAPITAL equity of shareholders of a stock insurance company. The company's capital and SURPLUS are measured by
the difference between its assets minusiits liabilities. This value protects the interests of the company's policyownersin
the event it develops financial problems; the policyowners' benefits are thus protected by the insurance
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company's capital. Shareholders interest is second to that of policy-owners.

CAPITAL GAINS excess of the sales price of an asset over its book value. Listed as part of the Annual Report in the
summary of the surplus account and/or in the Summary of Operations.

CAPITAL STOCK INSURANCE COMPANY company that has a capital fund established by contributions from its
stockholders in addition to its SURPLUS ACCOUNTS and RESERVE ACCOUNTS.

CAPITAL SURPLUS PAID-IN SURPLUS, revaluation surplus, and donated surplus. This surplus includes al sources
of surplus with the exception of EARNED SURPLUS.

CAPITATED CONTRACT health plan that pays aflat fee for each patient it covers.

CAPITATION PAYMENTS payments made on a monthly basis by users of the medical services of HEALTH
MAINTENANCE ORGANIZATIONS (HMOs). After this payment is calculated for afuture period of time, usually
one year, the payment will remain fixed for that period, regardless of the frequency of use of the HMO's services.

CAPTIVE AGENT representative of asingle insurer or fleet of insurers who is obliged to submit business only to that
company, or at the very minimum, give that company first refusal rights on asale. In exchange, that insurer usually
provides its captive agents with an allowance for office expenses as well as an extensive list of employee benefits such
as pensions, life insurance, health insurance, and credit unions.

CAPTIVE INSURANCE COMPANIES ASSOCIATION (CICA) trade association located in New Y ork City,

consisting of approximately 200 CAPTIVE INSURANCE COMPANIES. The objective of the association is to further
the common interests of its members.

CAPTIVE INSURANCE COMPANY company formed to insure the risks of its parent corporation. Reasons for
forming a captive insurance company include:

1. Instances when insurance cannot be purchased from commercial insurance companies for a business risk. In many
instances companies within an industry form ajoint captive insurance company for that reason.

2. Premiums paid to a captive insurance company are deductible as a business expense for tax purposes according to the
Internal Revenue Service. However, sums set aside in a self insurance program are not deductible as a business expense.

3. Insurance can be obtained through the international reinsurance market at a more favorable premium, with higher
limits of coverage.

4. Investment returns can be obtained directly on its invested capital.
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However, competent personnel to manage and staff the company could be excessively expensive; and further, a
catastrophic occurrence or series of occurrences could bankrupt the company.

CARE, CUSTODY, AND CONTROL phrase in most liability insurance policies that eliminates from coverage damage
or destruction to property under the care, custody, and control of an insured. Such coverage is excluded from liability
policies because the insured either has some ownership interest in such property (better covered through property not
liability insurance) or is abailor of the property (and can better cover this bailment exposure through an appropriate
bailee policy).

CARGO INSURANCE shipper's policies covering one cargo exposure or all cargo exposures by seaon ALL RISKS
basis. Exclusionsinclude war, nuclear disaster, wear and tear, dampness, mold, losses due to delay of shipment, and loss
of market for the cargo. One Cargo Exposure (Sngle Risk Cargo Policy) covers a single shipment of goods and/or a
single trip. All Cargo Exposure (Open Cargo Policy) covers al shipments of goods and/or all trips generally used by
most shippers that require automatic coverage for all of its shipments, subject to 30 days notice of cancellation.

CARGO LIABILITY INSURANCE see CARGO INSURANCE.
CARGO MARINE INSURANCE see CARGO INSURANCE.

CARPENTER PLAN (SPREAD LOSS COVER, SPREAD LOSS REINSURANCE) form of excess of |oss reinsurance
under which each year's REINSURANCE premium is determined by the amount of the cedent's excess losses for a
given period of time, usually three or five years. Upon renewal, the first year'sinitial rate is based on the total of three or
five years of previous experience, aform of RETROSPECTIVE RATING. The Carpenter Plan is particularly relevant
to economic conditions in the way it handles the factor of inflation.

CARRIER insurance company that actually underwrites and issues the insurance policy. The term is used because the
insurance company assumes or carries the risk for policyowners. The agent usually hasaprimary carrier (the insurance
company to which most of the businessis submitted) and secondary carriers (to which lesser amounts are submitted).
The primary carrier provides the agent with commission schedules, expense allowance, and the availability of markets
for the agent's business.

CARVE-OUT COB see NON-DUPLICATION COORDINATION-OF-BENEFITS (CARVE-OUT COB).

CASsee CASUALTY ACTUARIAL SOCIETY (CAS).

CASH ACCUMULATION METHOD procedure used to compare the costs of life insurance policies by having equal
DEATH BENEFITS of the policies held constant and accumulating the differences in the premiums
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paid among the policies at a given interest rate over a stipulated period of time. At the end of that time period, that
policy with the largest accumulated value in the difference of the premiums paid is the best cost effective policy.

CASH-BALANCE PLAN hybrid PENSION PLAN that provides for the employer to contribute annually a hypothetical
percentage, usualy 4 to 5%, of the employee's salary to a hypothetical account. This employee's account is then credited
with a hypothetical annual interest rate generaly tied to the 30-year United States Treasury rate. If the employee should
change employment, the account balance can be transferred to an INDIVIDUAL RETIREMENT ACCOUNT (IRA),
subject to certain restrictions peculiar to each employer. For example, some employers restrict the withdrawal of a
terminating employee to an amount no greater than the employee's one-year salary with the account's balance to be paid
out as a monthly income benefit. When the employee retires at age 65 most of these plans have afive-year VESTING
requirement.

CASH FLOW PLANS method of payment of an insurance premium that allows an insured to regulate the amount and
frequency of the premium payments in accordance with cash flow over a stipulated period of time. This enables the
insured to maintain control over the funds for alonger period of time and thus reap benefits from their earnings.

CASH FLOW SURPLUS the SURPLUS resulting from an additional amount of CAPITAL necessary to act asa
supplement to the reserves in the event of unforeseen contingencies that would impair the insurance company's ability
to make future benefit payments for which it has received the premiums.

CASH FLOW UNDERWRITING pricing of the insurance product below the necessary premium rate to reflect the
costs of expected losses. The thesis of this pricing strategy isto obtain large sums of money to invest and earning a
greater return on the investment than the costs associated with the underpricing of the insurance product.

CASH OUT OF VESTED BENEFITS money withdrawn by an employee from benefits owned. When an employee
exercises this right, future benefits purchased by the employer on behalf of the employee are usually forfeited.

CASH REFUND ANNUITY (LUMP SUM REFUND ANNUITY) if the annuitant dies before receiving total income at
least equal to the premiums paid, the beneficiary receives the difference in alump sum. If the annuitant lives after the
income paid equals the premiums paid, the insurance company continues to make income payments to the annuitant for
life. Seealso ANNUITY.

CASH SURRENDER VALUE money the policyowner is entitled to receive from the insurance company upon
surrendering alife insurance policy with cash value. The sum is the cash value stated in the
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policy minus a surrender charge and any outstanding loans and interest thereon.

CASH VALUE see CASH SURRENDER VALUE.

CASH VALUE LIFE INSURANCE policy that generates a savings element. Cash values are critical to a permanent life
insurance policy. The size of acash value buildup differs substantially from company to company. In many instances
there is no correlation between the size of the cash value and premiums paid; in some cases thereis an inverse
relationship. Everything that the policyowner wishes to do with this policy while living is determined by the size of the
cash value. For example, at some future time, a policyowner may wish to convert the cash value to a monthly retirement
income. Its size will depend on (1) the amount of the cash value and (2) the attained age of the policy owner. See also
ANNUITY; NONFORFEITURE BENEFIT (OPTION).

CASH WITHDRAWALS removal of money from an individual life insurance policy or an employee benefit plan. A
cash withdrawal from alife insurance policy reduces the death benefit by the amount of the withdrawal plus interest
thereon. When a cash withdrawal is made from an employee benefit such as a pension plan, the employee usually
forfeits al benefits purchased on the employee's behalf by the employer. See also CASH VALUE LIFE INSURANCE.

CASUALTY liability or loss resulting from an ACCIDENT. Such liability or losses are covered under such policies as
the following: BUSINESS AUTOMOBILE POLICY (BAP), BUSINESS PROPERTY AND LIABILITY
INSURANCE PACKAGE, BUSINESSOWNERS POLICY (BOP), CASUALTY INSURANCE, COMMERCIAL
GENERAL LIABILITY FORM (CGL), CONDOMINIUM INSURANCE, HOMEOWNERS INSURANCE POLICY,
PERSONAL AUTOMOBILE POLICY (PAP), SSMPLIFIED COMMERCIAL LINES PORTFOLIO POLICY (SCLP),
TENANTS INSURANCE, AND WORKERS COMPENSATION INSURANCE.

CASUALTY ACTUARIAL SOCIETY (CAYS) accrediting body for the ACAS (Associate of the Casualty Actuarial
Society) designation and the FCAS (Fellow of the Casualty Actuarial Society) designation. To earn these designations,
members take a series of examinations on actuarial mathematics and related topics as they apply to the property and
casualty insurance field. Passing the examinations denotes a sound background in mathematics as well as knowledge of
business such as finance and economics. Located in New Y ork City.

CASUALTY CATASTROPHE casualty losses of high severity. See also CASUALTY INSURANCE.
CASUALTY INSURANCE coverage primarily for the liability of an individual or organization that results from

negligent acts and omissions, thereby causing bodily injury and/or property damage to athird party. However, the term
Isan elastic one that traditionally has included such property insurance as AVIATION INSURANCE, BOILER AND
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MACHINERY INSURANCE and glass and crime insurance. See also BUSINESS LIABILITY INSURANCE.
CATASTROPHE EXCESS REINSURANCE see EXCESS OF LOSS REIN-SURANCE.

CATASTROPHE FUTURES financial instrument traded on the Chicago Board of Trade (CBOT). By purchasing this
future, the insurance company can hedge its risk exposure against possible future catastrophic losses. The CBOT
releases areport each quarter showing on a state-by-state basis the premium amount and the line of insurance that has a
catastrophic exposure. Each future contract has a stated value of $25,000 multiplied by the catastrophe ratio for that
particular quarter. This multiplied result forms the basis for beginning to trade the quarterly catastrophic futures contract
on the CBOT. If thereisahigh level of catastrophes such that the actual catastrophic lossratio is greater than the
expected catastrophic loss ratio, the futures contract increases in value and the insurance company purchaser gains the
difference between the initial purchase price and the quarterly ending value of the contract. Conversely, if thereisalow
level of catastrophes such that the actual catastrophic lossratio is less than the expected catastrophic lossratio, the
futures contract decreases in value and the insurance company purchaser loses the difference between the initial
purchase price and the quarterly ending value of the contract.

CATASTROPHE HAZARD circumstance under which there isa significant deviation of the actual aggregate losses
from the expected aggregate losses. For example, a hurricane is a hazard that is catastrophic in nature, since whole units
or blocks of businesses may be threatened. Catastrophic hazards often cannot or will not be insured by commercial
Insurance companies either because the hazard is too great or because the actuarial premium is prohibitive. Where a
void exists in the marketplace, a government agency may subsidize the coverage with such programs as FEDERAL
FLOOD INSURANCE and SERVICE-MEN'S GROUP LIFE INSURANCE (SGL1).

CATASTROPHE INSURANCE see COMPREHENSIVE HEALTH INSURANCE; GROUP HEALTH INSURANCE;
MAJOR MEDICAL INSURANCE.

CATASTROPHE LOSS high severity loss that does not lend itself to accurate prediction and thus should be transferred
by the individual or business to an insurance company. See also EXPECTED LOSS; SELF INSURANCE.

CATASTROPHE REINSURANCE see AUTOMATIC NONPROPORTIONAL REINSURANCE; AUTOMATIC
PROPORTIONAL REINSURANCE; AUTOMATIC REINSURANCE; EXCESS OF LOSS REINSURANCE;

FACULTATIVE REINSURANCE; NONPROPORTIONAL REINSURANCE; PROPORTIONAL REINSURANCE;
QUOTA SHARE REINSURANCE; STOP LOSS REINSURANCE; SURPLUS REINSURANCE.
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CATASTROPHIC COVERAGE ACT see MEDICARE CATASTROPHIC COVERAGE ACT.

CATASTROPHIC HEALTH INSURANCE see MEDICARE CATASTROPHIC COVERAGE ACT.

CATASTROPHIC ILLNESS INSURANCE see DREAD DISEASE INSURANCE.

CATASTROPHIC INSURANCE FUTURES AND OPTIONS first exchange-traded RISK MANAGEMENT tool
specifically developed for the insurance industry by the Chicago Board of Trade as away for the primary insurance
company to offset its underwriting exposures. See also FUTURES TIED TO REINSURANCE. These contracts are
designed to provide the insurance company with a hedge against UNDERWRITING LOSSES resulting from
catastrophic occurrences. The futures contract is an agreement to buy or sell acommaodity or financial instrument at a
set price on a given date. The option permits the owner to decide whether or not to exercise the option to buy or sell the
commodity or financial instrument by the stipulated exercise date. The insurance option trading is based on the loss
ratio concept (losses incurred over a stipulated time period divided by premiums earned over the same time period). For
example, assume an insurance company buys an option on the loss ratio that will fall within the range of 50% to 70%.
Should losses fall within that range, the insurance company would then exercise the option and sell the contract, thereby
enabling the company to make a profit on the option. This profit could then be used by the company to offset |osses.
Should the loss portion not fall within the 50% to 70% range, the option would expire at zero value.

CAT SPREAD type of DERIVATIVE traded on the Chicago Board of Trade that takes the form of an option on a
catastrophe futures contract using a call-option spread as the basis for the contract. The thesis of this kind of derivative
isto simulate an artificial layer of EXCESS OF LOSS REIN-SURANCE coverage. This derivative has the origin of its
value in the excess of 10ss reinsurance plan to be used as a mechanism for the PRIMARY INSURER hedging its risk
coverage. See also CATASTROPHIC INSURANCE FUTURES AND OPTION; FUTURES CONTRACTS.

CAVEAT EMPTOR Latin expression meaning "let the buyer beware." The purchaser buys a product or service at his or
her own risk. This principle has been modified significantly asit relates to an INSURANCE POLICY . See also
ADHESION INSURANCE CONTRACT; FREE EXAMINATION "FREE LOOK" PERIOD.

CCC see CARE, CUSTODY, AND CONTROL.

CD ANNUITY see ANNUITY, CD.

CEDE to transfer arisk from an insurance company to a reinsurance company.
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CEDENT see CEDING COMPANY .

CEDING COMPANY insurance company that transfers arisk to a reinsurance company.

CENTRAL GUARANTEE FUND fund from which losses are paid for the insolvent members of LLOYD'S OF
LONDON. Each year, members of LIoyd's of London contribute a percentage of their premium volume to this fund to
act asareserve for losses that insolvent members are unable to pay. See also GUARANTY FUND (INSOLVENCY
FUND).

CENTRAL LIMIT THEOREM statistical approach stating that if a series of samplesis taken from a stable population,
the distribution of the means (averages) of these samples will form anormal distribution whose mean approaches the
population as the samples become larger.

CENTRAL LOSS FUND see GUARANTY FUND (INSOLVENCY FUND).
CERTAIN ANNUITY see LIFE CERTAIN ANNUITY.

CERTIFICATE see CERTIFICATE OF INSURANCE.

CERTIFICATE OF ANNUITY (COA) see ANNUITY, CD.

CERTIFICATE OF AUTHORITY written statement by an insurance company attesting to the powersit has vested in
an agent.

CERTIFICATE OF INSURANCE document in life and health insurance issued to a member of a group insurance plan
showing participation in insurance coverage. In property and liability insurance, evidence of the existence and terms of
aparticular policy.

CERTIFICATE OF NEED (CON) LAWS federal legislation passed in 1974 that mandated that legislatorsin all states
that arein receipt of federal funds for health care review and approve any planned capital expenditures to be undertaken
by health care institutions. Capital expenditures was defined as the purchase of major medical equipment and/or the
expansion of physical facilities.

CERTIFIED EMPLOYEE BENEFIT SPECIALIST (CEBS) professional designation conferred by the International
Foundation of Employee Benefit Plans and the Wharton School of the University of Pennsylvania. In addition to
professional business experience in employee benefits, recipients must pass national examinations in pensions, Social
Security, other retirement related plans, health insurance, economics, finance, labor relations, group insurance, and other
employee benefit related plans. This program responds to the information requirements of individuals responsible for
the operation of an employee benefit plan department in large and medium size businesses. (It has been estimated that
for every dollar of salary an additional 40 centsis paid to cover employee benefits.)
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CERTIFIED FINANCIAL PLANNER (CFP) professional designation conferred by the International Board of
Standards and Practices for Certified Financial Planners. In addition to professional business experience in financial
planning, recipients must pass national examinations in insurance, investments, taxation, employee benefit plans, and
estate planning. This program responds to the growing need for help with personal financial planning.

CESSION see CEDE.

CESTUI QUE VIE person by whose life the duration of an insurance policy, estate, trust, or gift is measured. This
person is generally referred as the INSURED in an insurance policy.

CHANGE IN CONDITIONS see DIFFERENCE IN CONDITIONS INSURANCE.

CHANGE IN OCCUPANCY OR USE CLAUSE CONDITION in which the occupancy or the purposes for which the
premises are being used as described in the insurance policy change so asto result in an increased RISK. The policy is
void unless prior notice is furnished to the insurance company. Once the company receives such notification, the
company can either cancel the policy, or apply a surcharge to the premium to reflect thisincreased risk.

CHANGE OF BENEFICIARY PROVISION element of alife insurance policy permitting the policyowner to change a
beneficiary as frequently as desired unless the beneficiary has been designated as irrevocable. Here the written
permission of that beneficiary must be obtained in order to make a change.

CHANGE OF LOSS see PROBABILITY.

CHANNELING hospital insurance program that provides medical professional liability insurance coverage to
nonemployed hospital physicians. The objective of this means of insurance coverage is to increase the number of
patients being admitted to the hospital by tying staff physicians to that particular hospital through this insurance plan.
Thisinsurance strategy could lead to lower premiums resulting from loss control programs and joint legal liability
defense programs. (The hospital and physician jointly defend against a patient's liability claim rather than each party
retaining an attorney, which would increase expenses and develop an adversarial relationship between hospital and
physician.) This program can be implemented through a joint hospital and physician program insuring both hospital and
physician under the same insurance policy or the hospital can purchase a separate insurance policy for the physician.

CHARGEABLE describing automobile accidents that are considered to be the results of the negligent acts of the
insured driver and are included in the driving record of that insured.
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CHARITABLE AND GOVERNMENT IMMUNITY principle that no liability exposure can result from the
performance of proprietary functions.

CHARITABLE GIFT ANNUITY donation of amount "A," made by donor X to a charity. The charity agreesto pay
donor X an amount ("B") for the rest of donor X'slife. Since the donation is used to fund an annuity, only a percentage
of the donation can be taken as a tax-deductible gift in the year of the donation. The percentage taken is based on the
Internal Revenue Service tables at the donor's age at the time of the donation. This gift isirrevocable. Since the donor is
dependent on the charity to make the income payments, the donor should ascertain the financial ability of the charity to
make those income payments. Thus, such an annuity permits the donor to transfer appreciated property to a charitable
organization in exchange for the organization's promise to pay a continuous stream of income.

CHARITABLE GIFT LIFE INSURANCE life insurance policy given by a donor to a charity; donor only relinquishes
the CASH VALUE and the cost of the PREMIUMS previously paid. The receiving charity's future value of thelife
insurance policy isthe DEATH BENEFIT. Since the charity isthe owner of the policy, it can: (1) borrow against the
cash value; (2) surrender the policy for its then cash value; or (3) utilize its CONVERSION PRIVILEGES. The donor
can enjoy an income tax deduction for the value of the life insurance policy contributed to a qualified charity, provided
the donor does not retain any ownership rightsto that policy. If the donor makes an irrevocable transfer of the life
insurance policy to aqualified charity and all rights of ownership have been forfeited to the charity, the death benefit
will not be included in the donor's estate, provided the donor survives for at least three years after the date of transfer.

CHARITABLE LEAD TRUST trust in which a charity receives income from a donated asset for a specified number of
yearsthat it isheld in that trust. After the specified period concludes, the principal is transferred to the donor's
beneficiaries. This vehicleis used to keep wealth in the family by significantly reducing the costs of transfer to
beneficiaries. The charity has the use of the income earned by that money, but the charity does not have use of the
principal. Thisdistribution is ataxable gift.

CHARITABLE REMAINDER ANNUITY TRUST specia type of CHARITABLE REMAINDER TRUST (CRT)
under which a designated beneficiary (cannot be a charitable beneficiary) receives an annual fixed income. The grantor
of thetrust is allowed an income tax deduction of the amount of the present value of the charity's remainder interest as
of the date the asset(s) is contributed to the trust. If trust income proves to be inadequate to meet the required payments
to the beneficiary, the selling-off of a portion of the trust's principal or capital gains earned by the trust may be used to
make up the difference. Any excess amount
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of income generated by the trust above that required to pay the beneficiary isreinvested into the trust. Once this trust
has been created, additional assets cannot be transferred into the trust.

CHARITABLE REMAINDER TRUST (CRT) TRUST to which adonor transfers assets and that distributes income to
finance a predetermined situation. After the trust expires, any remaining assets are donated to the qualified charity that
was previously designated as the remainder beneficiary (BENEFICIARY OF TRUST). In the year of transfer, the donor
receives atax deduction for the future value of the assets that were transferred to the trust. Thus, under this type of trust,
the donor (person who creates the trust) ssimply makes an irrevocable transfer of an asset(s) to atrustee. According to
the trust agreement, the trustee must: (1) invest the asset contributed to the trust; (2) pay a predetermined annual income
to the donor and/or another designated beneficiary for life or stipulated number of years; and (3) distribute the asset(s)
to the charity, either when the donor dies or when a specific designated income beneficiary dies.

CHARITABLE REMAINDER UNITRUST trust under which the beneficiary (cannot be a charitable beneficiary)
receives a fixed percentage (not less than 5% of the trust's annual value) of the net fair market value of the trust on an
annual basis. The annual income paid to the beneficiary must be either for life or for 20 or fewer years. The yearly
payment will increase or decrease as the value of the trust assets increases or decreases. Additional contributions may be
paid into the trust after it has been created.

CHARITABLE REVERSE SPLIT DOLLAR (CRSD) financia technique for providing term death coverage for an
entity. With this procedure: (1) an individual purchases an ORDINARY LIFE INSURANCE POLICY and completes an
agreement with the entity for areverse SPLIT DOLLAR LIFE INSURANCE arrangement; (2) an individual endorses a
policy's death benefit to the entity; (3) an entity assignsitsinterest in the policy to the charity; (4) an entity makes
unrestricted gifts of cash to the charity in the form of premium payments according to the split dollar agreement; (5) an
entity receives a charitable income tax deduction for gifts of cash (premium payments); (6) the POLICY OWNER
(INSURED) is then entitled to make a tax-free withdrawal of all or a portion of the CASH VALUE, or take out a
POLICY LOAN.

CHARITABLE SPLIT DOLLAR INSURANCE PLAN arrangement that provides for the reduction of estate taxes and
the payment of tax-deductible life insurance premiums. The procedure is for a donor to present a charity with a gift of a
sum of money that is tax deductible to the donor. The charity then transfers this gift in the form of a premium payment
on an ORDINARY LIFE INSURANCE policy on the donor'slife (the INSURED). The beneficiaries under the policy
are the charity and the donor's heirs. Upon the death of the donor, the charity and the donor's heirs sharein the DEATH
BENEFIT from the policy. The donor's
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heirs also receive the cash value accrued on atax-deferred basis within the policy.

CHARTERED FINANCIAL CONSULTANT (ChFC) professiona designation awarded by the American College. In
addition to professional business experience in financial planning, recipients are required to pass national examinations
in insurance, investments, taxation, employee benefit plans, estate planning, accounting, and management. This
program responds to the growing need for help in personal financia planning.

CHARTERED LIFE UNDERWRITER (CLU) professional designation conferred by the American College. In addition
to professional business experience in insurance planning and related areas, recipients must pass national examinations
in insurance, investments, taxation, employee benefit plans, estate planning, accounting, management, and economics.
This program responds to a need by individuals for technically proficient help in planning their life insurance.

CHARTERED PROPERTY AND CASUALTY UNDERWRITER (CPCU) professional designation earned after the
successful completion of 10 national examinations given by the American Institute for Property and Liability
Underwriters. Covers such areas of expertise as insurance, risk management, economics, finance, management,
accounting, and law. Three years of work experience are also required in the insurance business or arelated area.

CHERRY PICK practice of selling those securities whose price has increased and retaining those securities whose price
has declined. The securities that have declined are listed at their amortized value on the balance sheet resulting in a
more positive profit picture for the insurance company than is warranted.

CHRONOLOGICAL STABILIZATION PLAN see RETROSPECTIVE RATING.

CICA see CAPTIVE INSURANCE COMPANIES ASSOCIATION (CICA).

CIVIL ACTION remedy imposed by a court of law, usually in the form of a monetary award, as compensation to the
insured party for the CIVIL WRONG incurred. A civil action isinitiated by the injured party (the plaintiff) against the
party causing the damages (the defendant). The STATUTE OF LIMITATIONS appliesto these actions. See also CIVIL
DAMAGES.

CIVIL DAMAGES sums payable to the winning plaintiff by the losing defendant in a court of law; can take any or all
of these forms: general, punitive, and special.

CIVIL LIABILITY negligent acts and/or omissions, other than breach of contract, normally independent of moral
obligations for which aremedy can be provided in a court of law. For example, a person injured in someone's home can
bring suit under civil liability law.
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CIVIL RIGHTS ACT OF 1964 act that prohibits employers from discriminating against employeesin EMPLOY EE
BENEFIT PLANS, regarding contributions or benefits based on race or gender.

CIVIL WRONG an act or violation that consists of two wrongs:

1. TORTnegligent act or omission by one or more parties against the person or property or another party or parties.
LIABILITY INSURANCE is designated to cover an insured for unintentional tort.

2. Breach or violation of the provisions of aCONTRACT. Seealso CIVIL LIABILITY.

CLAIM request by an insured for indemnification by an insurance company for loss incurred from an insured peril.
CLAIM ADJUSTER see ADJUSTER.

CLAIM AGAINST EMPLOYERS NET WORTH claim by the PENSION BENEFIT GUARANTY CORPORATION
(PBGC) against an employer for reimbursement of the PBGC's loss (for aterminated plan) up to 30% of the net worth
of the employer. If thisamount is not paid, the PBGC may place alien on all of the assets of the employer.

CLAIM AGENT person who has been authorized by the insurance company to pay aloss(s) incurred by the INSURED.
CLAIMANT one who submits aclaim for an incurred loss.

CLAIM DEPARTMENT section of an insurance company that evaluates claims for their subsequent payment.

CLAIM EXPENSE cost incurred in adjusting a claim. Claim-adjustment expenses include such items as attorneys fees
and investigation expenses (e.g., witness interviews). The claim settlement dollar amount awarded to the injured party is
not considered a claim expense item.

CLAIM, OBLIGATION TO PAY clausein liability insurance policies stating that the insurance company has alegally
enforceable obligation to pay all claims and defend all suits (even if groundless) up to the policy limits on behalf of the
insured for which the insured becomes legally obligated to pay.

CLAIM PROVISION clausein an insurance policy that describes the administration and submission of claims
procedure.

CLAIM REPORT report furnished by the ADJUSTER to the INSURANCE COMPANY (INSURER) that documents
the amount of payment the insurer islegally obligated to pay to or on behalf of the INSURED under the terms of the
POLICY. Thisreport includes the following items:

1. Isthere an INSURABLE INTERESTdid the person who submitted the claim have expectation of a monetary |oss?

2. Isthere a coverable cause of losswas the source of the loss an INSURED PERIL?
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3. Isthe property coveredwas the damaged or destroyed property insured?

4. What is the location of the losswas the occurrence of the insured peril within the geographical scope of the policy?

5. What is the date of the lossdid the loss occur while the policy was in effect?

6. What are the applicable EXCLUSIONSwas the loss caused by a peril specifically excluded by the policy?

7. What are the applicable CONDITION(S) and WARRANTY (S)were the condition(s) and warranty(s) under the policy
complied with by the insured?

8. What isthe SALVAGE value of the damaged propertyis there a portion of the damaged property that can be salvaged
and how does the value of the salvageable property affect the total dollar amount of the |oss?

9. What is the status of any OTHER INSURANCE in forceare there any other insurance policies in force carried by the
CLAIMANT covering the loss?

10. What is the status of SUBROGATIONare there any third parties responsible for a covered loss against which the
insurer can take legal action?

11. Wasthere any MISREPRESENTATION (FALSE PRETENSE) and CONCEALMENT involveddid the insured
falsify or withhold material facts from the insurer?

12. What is the status of the availability of documentationare there photographs available of the damaged or destroyed
insured property? Does the insured have receipts or other pertinent records relating to the damaged or destroyed insured
property?

CLAIMS AND LOSS CONTROL see ENGINEERING APPROACH; HUMAN APPROACH.

CLAIMS DEPARTMENT section of the INSURANCE COMPANY that administers CLAIMS for the losses incurred
by the INSURED.

CLAIMS MADE see CLAIMS MADE BASISLIABILITY COVERAGE.

CLAIMSMADE BASISLIABILITY COVERAGE method of determining whether or not coverage is available for a
specific claim. If aclaim is made during the time period when aliability policy isin effect, an insurance company is
responsible for its payment, up to the limits of the policy, regardless of when the event causing the claim occurred.
Experts often advise that it is extremely important, when purchasing a property and casualty policy, to determine if
clams are paid on a claims made basis or a claims occurrence basis.

CLAIMS MADE FORM see CLAIMS MADE BASISLIABILITY COVERAGE.

CLAIMS OCCURRENCE BASISLIABILITY COVERAGE method of determining whether or not coverageis
available for a specific
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clam. If aclaim arises out of an event during the period when a policy isin force, the insurance company is responsible
for its payment, up to the limits of the policy, regardless of when the business submits the claim. Experts often suggest
that it is extremely important, when purchasing a property and casualty insurance policy, to determine if claims are paid
on aclaims made basis or on a claims occurrence basis.

CLAIMS OCCURRENCE FORM see CLAIMS OCCURRENCE BASISLIABILITY COVERAGE.
CLAIMS REPRESENTATIVE see ADJUSTER.

CLAIMS RESERVE monetary fund established to pay for claims that the insurance company is aware of (claims
incurred or future claims) but that the insurance company has not yet settled. Thisreserveis critical sinceitisan
accurate indication of acompany's liabilities. This reserve does not take into account INCURRED BUT NOT
REPORTED LOSSES (IBNR).

CLASH REINSURANCE type of EXCESS OF LOSS REINSURANCE in which the insurance company (CEDENT) is
reinsured in the event there is a casualty loss resulting in at least two INSUREDS generating losses from the single
casualty occurrence.

CLASS group of insureds with the same characteristics, established for rate-making purposes. For example, all wood-
frame houses within 200 feet of afire plug in the same geographical areawould have similar probabilities of incurring a
total loss. See also RATE MAKING.

CLASSIFICATION see CLASS.

CLASSIFIED INSURANCE see SUBSTANDARD HEALTH INSURANCE; SUBSTANDARD LIFE INSURANCE.
CLASS PREMIUM RATE see CLASSRATE.

CLASS RATE rate applied to risks with similar characteristics or to a specified class of risk.

CLAUSE in aninsurance policy, sentences and paragraphs describing various coverages, exclusions, duties of the
insured, locations covered, and conditions that suspend or terminate coverage.

CLAUSESADDED TO A LIFE INSURANCE POLICY provisions, usually requiring an additional premium, that are
appended to an insurance contract. These include WAIVER OF PREMIUM (WP), DISABILITY INCOME (DlI),
ACCIDENTAL DEATH CLAUSE, policy purchase option (PPO). The young family with children may wish to
consider these clauses since the breadwinner is seven to nine times more likely to become disabled than to die at a

young age.
CLEANUP FUND component of necessary coverage determined by the "needs approach” to life insurance for afamily.
It isintended to cover
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last-minute expenses as well as those that surface after the death of an insured, such as burial costs, probate charges, and
medical bills.

CLEAR-SPACE CLAUSE in PROPERTY INSURANCE policies, aclause that requires that a particular insured
property be a specified distance from like insured or noninsured property. For example, stored dynamite should be at
least 100 yards from an insured building.

CLIENT person who engages an AGENT or BROKER for advice and possible purchase of insurance.

CLIFFORD TRUST up to 1986, arrangement to provide a personal trust while the settlor is still alive. Theincomeis
paid to named children, who enjoy lower income taxes. After 10 years and a day, the property revertsto the original
owner. The Internal Revenue Service had ruled that the income from the property in trust is not income to the original
owner. The Clifford Trust was eliminated under the TAX REFORM ACT OF 1986.

CLIFF VESTING see TEN YEAR VESTING (CLIFF VESTING).
CLOSE end of a sales presentation designed to prompt the PROSPECT to purchase the insurance product.

CLOSE CORPORATION PLAN prior arrangement for surviving stockholders to purchase shares of a deceased
stockholder according to a predetermined formulafor setting the value of the corporation. Often, the best source for its
funding is alife insurance policy in either of these forms: (1) Individual Stock Purchase Plan (Cross Purchase Plan),
much like the partnership cross purchase plan. Each stockholder buys, owns, and pays the premium for insurance equal
to his’her share of the agreed purchase price for the stock of the other stockholders. (2) Corporation Stock Purchase
Plan (Stock Redemption Plan), similar to the partnership entity plan is a better choice if the number of stockholdersis
large. The corporation purchases and pays the premiums on the amount of insurance needed to purchase the decreased
stockholder's interest at the price set by the predetermined formula. These premiums are not tax deductible as a business
expense, but the death benefits are not subject to income tax. Life insurance owned by the corporation islisted as an
asset on the corporation's balance sheet. Ownership of life insurance on the stockholders thus increases the corporation's
net worth, and if permanent insurance is purchased, its cash value would be available for loans in the event of business
emergencies.

CLOSING COSTS costs associated with the purchase of property to include attorneys' fees, title recording fees,
discount points, and TITLE INSURANCE.

CLU see CHARTERED LIFE UNDERWRITER (CLU).

CODICIL amendment to aWILL that adds or modifies clauses in that will, such as adding an additional
BENEFICIARY or piece of property.
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CODING placement of verbal descriptive information into numerical form for the purposes of analysis.

COINSURANCE in PROPERTY INSURANCE, when the insurance policy contains this clause, coinsurance defines
the amount of each loss that the company pays according to the following relationship:

Amount of Insurance Camed Amount _ Insurance Company
Amount of Insurance Required ™ of Loss — Payment
Where:
Aanount of Insurance Required = Yalue of Coinsurance
Property 0 Clause Percentage
Insured At of Insurance
Reguired
Example:

Value of building = $100,000

Coinsurance Clause Percentage Amount of Insurance Required = 80%
Amount of Fire Damage to the Building = $60,000

Amount of Insurance Carried = $75,000

The insurance company would be required to pay $56,250 of the $60,000 loss:

750000
B IO = BOME

o BRI = 556,250

Note that the indemnification of the insured for a property loss can never exceed (1) the dollar amount of the actual loss;
(2) the dollar limits of the insurance policy; (3) the dollar amount determined by the coinsurance relationship. The lesser
of the above three amounts will always apply.

In commercial health insurance, when the insured and the insurer share in a specific ratio of the covered medical
expenses, coinsurance is the insured's share of covered losses. For example, in some policies the insurer pays 75 80% of
the covered medical expenses and the insured pays the remainder. In other policies, after the insured pays a deductible
amount, the insurer pays 75 80% of the covered medical expenses above the deductible and the insured pays the
remainder until a maximum dollar amount is reached (for example, $5000). The insurer pays 100% of covered medical
expenses over this dollar amount up to the limits of the policy.

COINSURANCE CLAUSE see COINSURANCE.

COINSURANCE FORMULA see COINSURANCE.

COINSURANCE LIMIT inaMERCANTILE OPEN-STOCK BURGLARY INSURANCE policy, the dollar amount of
coverage as required by the
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COINSURANCE clause. Thisdollar amount isthe MAXIMUM PROBABLE LOSS (MPL) of merchandise that the
insurer estimates could result from a single burglary. The indemnification of the insured merchant cannot exceed the
lesser of this coinsurance limit or the COINSURANCE PERCENTAGE of the total dollar value of the merchandise that
has been insured.

COINSURANCE PENALTY reduction in the amount that the insured receives from the insurer, after having incurred a
property loss, because the insurer failed to carry the amount of coverage required by the COINSURANCE clause. See
also COINSURANCE REQUIREMENT.

COINSURANCE PERCENTAGE in many PROPERTY INSURANCE policies, arequirement that the insured carry
insurance as a percentage of the total monetary value of the insured property. If this percentage is not carried, the
insured is subject to the COINSURANCE PENALTY. See also COINSURANCE; COINSURANCE REQUIREMENT.

COINSURANCE PLAN OF REINSURANCE type of PROPORTIONAL REINSURANCE under which the CEDING
COMPANY (PRIMARY INSURER) CEDES a portion of the FACE AMOUNT of the life insurance policy it has
underwritten to its REINSURER. The reinsurer, in the event of the death of the insured, is obligated to pay its PRO
RATA share (thus the alternate name PRO RATA REINSURANCE) of the DEATH BENEFIT to the ceding company
that in turn must pay the full death benefit to the insured's BENEFICIARY . Under this plan, the reinsurer is also
obligated to pay its pro rata share of all settlement options under the life insurance policy to include the CASH
SURRENDER VALUE. Thereinsurer receives from the ceding company a pro rata share of the GROSS PREMIUMS
paid on the policy to the ceding company. In return, the ceding company receives a ceding commission (to cover its
expenses incurred in marketing, underwriting, and distributing the life insurance policy) from the reinsurer.

COINSURANCE REQUIREMENT amount of insurance that the insured must carry in order to be indemnified for the
total dollar amount of the actua loss. If this requirement is met by the insured, the COINSURANCE PENALTY will
not go into effect. The amount of insurance required is usually expressed as a percentage of the value of the property
insured at the time the loss is incurred; however, the amount may also be expressed as a flat dollar amount. See also
COINSURANCE; COIN-SURANCE PERCENTAGE.

COINSURER party that shares in the loss under an insurance policy or policies. See also COINSURANCE;
COINSURANCE LIMIT; COINSURANCE PENALTY ; COINSURANCE PERCENTAGE; COINSURANCE
REQUIREMENT.

COLD CALL (COLD CANVASSING) call on a prospective insurance buyer without a prior appointment. Many
salespeopl e find this exercise the most threatening in their career development. Some observers attribute the substantial
failure rate among new agents to their repugnance to cold calls.

COLD CANVASSING see COLD CALL (COLD CANVASSING).
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COLLATERAL ASSIGNMENT designation of a policy's death benefit or its cash surrender value to a creditor as
security for aloan. If the loan is not repaid, the creditor receives the policy proceeds up to the balance of the outstanding
loan, and the beneficiary receives the remainder. Because life insurance is freely assignable it is readily acceptable to
lending institutions as security. Also, the lender is certain to receive the money should death strike the borrower before
the loan can be repaid.

COLLATERAL BOND BOND that provides additional security for aloan.

COLLATERAL BORROWER individual who assigns rights to a benefit. For example, alife insurance policy may be
assigned as security for aloan made by the borrower. The policy protects the COLLATERAL CREDITOR
(ASSIGNEE) if the borrower does not pay the loan when due. If aloan remains unpaid at the death of an insured, the
loan balance is subtracted from the death benefit and paid to the creditor, with the balance going to the insured's
beneficiary. On the other hand, if the insured (the borrower) does not pay the loan when due, the creditor can withdraw
the amount due from the cash value of the policy. When aloan is repaid, the assignment ends and the policyowner is
again vested with all rights to the policy.

COLLATERAL CREDITOR (ASSIGNEE) individual to whom rights to a benefit are assigned. A life insurance policy
isassigned by the COLLATERAL BORROWER (assignor) to the collateral creditor (assignee) as security for aloan.
See also COLLATERAL BORROWER.

COLLATERALIZED MORTGAGE OBLIGATIONS (CMOs) bonds that are secured by mortgage securities classified
as either interest only or principal only strips (separate trading of registered interest and principal of securities).
Insurance companies find CM Os desirable because of their predictable cash flow patterns.

COLLATERAL SOURCE RULE judicial rule of evidence under which no reduction in damages awarded by a court is
allowed for bodily injury, sickness, illness, or accident merely because the plaintiff has other financial sources paying
benefits such as HEALTH INSURANCE and DISABILITY INCOME INSURANCE.

COLLECTION BOOK record a debit (or other) agent makes for premiums collected, time period for which the policy is
paid, and the week of collection or date the premium was paid. In essence, the debit agent, through the collection book,
becomes a bookkeeper as well as a salesperson, since at the end of each week the agent has to balance the debit book,
which in some instances is time consuming. See also DEBIT AGENT.

COLLECTION COMMISSION commission paid to an agent as a percentage of the premiums he or she collects on
DEBT INSURANCE (HOME SERVICE INSURANCE, INDUSTRIAL INSURANCE).
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COLLECTION EXPENSE INSURANCE see ACCOUNTS RECEIVABLE INSURANCE.

COLLECTION FEE fee paid to an agent as compensation for his or her collecting premiums for DEBIT INSURANCE
(HOME SERVICE INSURANCE, INDUSTRIAL INSURANCE).

COLLECTIVE MERCHANDISING OF INSURANCE see MASS MERCHANDISING.

COLLEGE OF INSURANCE four-year institution of higher learning. The degree programs include insurance, risk
management, actuarial science, and financial services. Web site is http: //www.tci.edu.

COLLEGE RETIREMENT EQUITIES FUND (CREF) entity maintained by the Teachers Insurance Annuity
Association. The fund essentially serves college faculties and staff, who pay premiums through salary deductions
toward atax-sheltered retirement variable annuity.

COLLISION physical contact of an automobile with another inanimate object resulting in damage to the insured car.
Insurance coverage is available to provide protection against this occurrence. See also PERSONAL AUTOMOBILE
POLICY (PAP).

COLLISION DAMAGE WAIVER specia property damage coverage purchased by an individual renting an automobile
under which the rental company waives any right to recover property damage to the automobile from that individual,
regardless of who is at fault. A significant feeis paid by the individual to the rental company for this waiver for
coverage that may already be provided by a PERSONAL AUTOMOBILE POLICY (PAP).

COLLISION INSURANCE in automobile insurance, coverage providing protection in the event of physical damage to
the insured's own automobile (other than that covered under COMPREHENSIVE INSURANCE) resulting from
COLLISION with another inanimate object. See also PERSONAL AUTOMOBILE POLICY (PAP).

COLLUSION agreement between two or more individuals to commit fraud. For example, an insured hires someone to
burn down this house in order to collect the insurance proceeds.

COMBINATION AGENCY lifeinsurance company AGENCY that sells ORDINARY LIFE INSURANCE and
INDUSTRIAL LIFE INSURANCE.

COMBINATION AGENT representative of an insurance company who sells ordinary and industrial life insurance
policies. In an effort to move their field forces into the ordinary life business, many industrial companies have
systematically trained their agentsto sell ordinary life policies.

COMBINATION COMPANY life insurance company whose agents sell ORDINARY LIFE INSURANCE and
INDUSTRIAL LIFE INSURANCE.
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COMBINATION POLICY (PLAN)

1. acontract in life insurance that includes elements of whole life and term insurance.

2. in pensions, acombined life insurance policy and a side (auxiliary) fund to enhance the amount of afuture pension.

3. inautomobile insurance, different coverages using policies of two or more insurance companies (rare).

COMBINATION SAFE DEPOSITORY INSURANCE covers property damage and theft coverage in two areas not
subject to a coinsurance requirement or a deductible.

Coverage A. If the bank becomes liable for loss to a customer's property while that property is: (1) on the bank's
premises in safe deposit boxes in the vault; or (2) being deposited into or taken out of the safe deposit boxes.

Coverage B. Loss to the bank customer's property due to burglary or robbery, whether actual or attempted, even if the
bank is not held liable.

COMBINED RATIO in insurance, combination of the LOSS RATIO and the EXPENSE RATIO:

1. Logs Ratio = Incurred Losses + Loss Adjustment Expense
Earned Premiums

Incurred Expenses

Written Premiums

2, Expenses Ratio =

The combined ratio is important to an insurance company since it indicates whether or not the company is earning a
profit on the businessit is writing, not taking into account investment returns on the premiums received. The property
and casualty insurance business sometimes goes through cycles. During the 1980s, for instance, it was not unusual to
have a combined ratio of over 120%. Obviously, the difference has to be made up from the company's surplus, which in
some instances even put the major companies under severe financia strain.

COMBINED SINGLE LIMIT bodily injury liability and property damage liability expressed as a single sum of
coverage.

COMMENCEMENT OF COVERAGE date at which insurance protection begins.

COMMERCIAL BLANKET BOND coverage of the employer for all employees on a blanket basis, with the maximum
limit of coverage applied to any one loss without regard for the number of employeesinvolved. Both commercial and
position blanket bonds work the same way if only one employee causes the loss, or if the guilty employee(s) cannot be
identified. For example, five identifiable employees as ateam steal $50,000. A $10,000 BLANKET POSITION BOND
would cover thelossin full. A $50,000 commercial blanket bond would be required to repay the insured business for
the same | oss.
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COMMERCIAL CREDIT INSURANCE coverage for an insured firm if its business debtors fail to pay their

obligations. The insured firm can be a manufacturer or a service organization but it cannot sell its products or service on

aretail level to be covered under commercial credit insurance. Under this form of insurance, the insured firm assumes

the expected |oss up to the retention amount and the insurance company pays the excess losses above that amount, up to

the limits of the credit insurance policy.

COMMERCIAL CRIME COVERAGE FORM type of commercial insurance that provides coverage for the business
under the following policy forms:

1. Form Aemployee dishonesty involving money, securities, and other properties and may be written on aBLANKET
INSURANCE or SCHEDULED POLICY basis.

2. Form Bforgery or alteration involving outgoing checks, drafts, promissory notes, and other similar financial
instruments.

3. Form Ctheft, disappearance, and destruction of money and securities.

4. Form Drobbery and safe burglary (property excluding money and securities) involving losses inside or outside the
premises of the insured business.

5. Form Epremises burglary involving property (excepting money and securities) inside the premises of the insured
business.

6. Form Fcomputer fraud involving money, securities, and property other than money and securities.

7. Form Gextortion involving money, securities, and property that does not include money and securities.

8. Form Hpremises theft and robbery outside premises other than money and securities.

9. Form Ilessees of safe deposit boxes involving theft, disappearance, or destruction of securities or property other than
m;z\%/d .and securities while in avault or during the deposit or withdrawal from a safe deposit box on the premises of the

10. Form Jsecurities deposited with others involving theft, disappearance, or destruction of securities that are on the
inside of the premises of a custodian (party to which the insured has transferred the securities), or while the securities
are outside the premises of the custodian in the possession of an employee of the custodian, or while the securities have
been deposited by the custodian into a depository.

11. FormKliability for guest's property in a safe deposit box involving property damage or loss.

12. Form Lliability for guest's property while on the premises of the business or in the possession of the business
involving loss or damage to that property.

13. Form Msafe depository liability involving loss, damage, or destruction to the customer's property while on the
premises of
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the business in a safe deposit box, in avault, or while being transferred to and from safe deposit boxes or vaults. The
legal liability of the business for the customer's |oss has to be established.

14. Form Nsafe depository direct loss involving loss, damage, or destruction of the customer's property while on the
premises of the business in a safe deposit box, in avault, or while being transferred to and from safe deposit boxes or
vaults. The legal liability of the business for the customer's loss does not have to be established.

15. Form Opublic employees' dishonesty for loss involving money, securities, or property that does not include money
and securities. Thisform is usually written to provide coverages for public entities such as schools and universities.

16. Form Ppublic employees dishonesty for employee involving money, securities, or property that does not include
money and securities. Thisform is usually written to provide coverages for public entities such as cities, public utilities,
and public hospitals.

17. Form Qrobbery and safe burglary of money and securities when in the custody of the custodian inside the premises,
or when in the custody of a messenger outside the premises.

18. Form Rmoney orders and counterfeit paper currency involving their acceptance in good faith by the businessin
exchange for money, services, or merchandise.

The above 18 coverage forms can be combined in various ways to produce numerous plans of insurance. For example,
STOREKEEPERS BURGLARY AND ROBBERY INSURANCE would combine forms D, E, and Q. OFFICE
BURGLARY AND ROBBERY INSURANCE would combine forms D, H, and Q.

COMMERCIAL FORGERY POLICY coverage for an insured who unknowingly accepts forged checks. Coverage can
be found under the SPECIAL MULTIPERIL INSURANCE (SMP) policy (SECTION Il CRIME COVERAGE
INSURING AGREEMENT 5DEPOSITORS FORGERY).

COMMERCIAL FORMS insurance policies covering various business risks.

COMMERCIAL GENERAL LIABILITY FORM (CGL) liability coverage section of a SIMPLIFIED COMMERCIAL
LINES PORTFOLIO POLICY (SCLP). Provides for separate limits of coverage for general liability, fire legal liability,
products and completed operations liability, advertising and personal liability, and medical payments. An
AGGREGATE LIMIT of liability isin force for the general liability, fire legal liability, advertising and personal
liability, and medical payments claims. When total claimsfor all of these areas exceed a given annual aggregate limit of
liability, the policy limits are said to be exhausted and no more claims for that year will be paid under the policy. There
isalso an aggregate limit of liability in force for products and completed operations liability claims. Thisform has
replaced the COMPREHENSIVE GENERAL LIABILITY INSURANCE (CGL) form.
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COMMERCIAL HEALTH INSURANCE coverage that provides two types of benefits, DISABILITY INCOME (DI)
and medical expenses. Sold by insurance companies whose business objective is the profit motive (as distinct from Blue
Cross/Blue Shield) it can be classified by its RENEWAL PROVISION, and types of benefits provided.

1. Renewal Provisions: (a) Optionally renewable. The insurance company has the option to renew the policy at the end
of the term period (one year, six months, three months, or one month). If the company renews the policy, it has the
option to adjust the premium up or down; limit the types of perilsinsured against; and limit some or all of the benefits.
(b) Nonrenewable for stated reasons only. When the insured reaches a certain age or when all similar policies are not
renewed, the policy is said to be nonrenewable for the reasons stated. (c¢) Noncancellable. The insurance company must
renew the policy and cannot change any of the provisions of the policy nor raise the premium while the policy isin
force. (d) Guaranteed renewable. The company must renew the policy but the company has the option to adopt a new
rate structure for the future renewal premiums.

2. Benefits Provided: (a) Disability income for total and partial disability subject to a maximum dollar amount and
maximum length of time. Limitations include: pre-existing injury or condition; elimination period beginning with the
first day of disability during which no benefits are paid; probationary period during which no benefits are paid for a
sickness contracted or beginning during the first 15, 20, 25, or 30 days that the policy isin force; arecurrent disability
such that before the current disability will be deemed to be a new disability, the insured must have returned to full time
continuous employment for at least six months. (b) medical expense benefits for hospital charges for room, board,
nursing, use of the operating room, physicians and surgeons fees; and miscellaneous medical expenses for laboratory
tests, drugs, medicines, X-rays, anesthetics, artificial limbs, therapeutics, and ambulance service to and from the
hospital.

COMMERCIAL INSURANCE insurance sold by privately formed insurance companies with the objective of making a
profit.

COMMERCIAL INSURANCE COMPANY privately formed insurance company whose objective is to make a profit.

COMMERCIAL LINES insurance coverages for businesses, commercial institutions, and professional organizations, as
contrasted with PERSONAL INSURANCE. See also BUSINESS AUTOMOBILE POLICY (BAP): BUSINESS
CRIME INSURANCE; BUSINESS INCOME COVERAGE FORM; BUSINESS LIFE AND HEALTH INSURANCE;
BUSINESSOWNERS POLICY (BOP); BUYAND-SELL AGREEMENT; CLOSE CORPORATION PLAN;
COMMERCIAL GENERAL LIABILITY FORM (CGL); PARTNERSHIP LIFE AND HEALTH INSURANCE;
SIMPLIFIED COMMERCIAL LINES PORTFOLIO POLICY (SCLP); SOLE PROPRIETOR LIFE AND HEALTH
INSURANCE.
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COMMERCIAL MULTIPLE PERIL POLICY see COMMERCIAL PACKAGE POLICY (CPP)

COMMERCIAL PACKAGE POLICY (CPP) insurance policy that is COMMERCIAL LINES in orientation and is
composed of two or more of the following coverages: COMMERCIAL PROPERTY, BUSINESS CRIME, BUSINESS
AUTOMOBILE, BOILER AND MACHINERY, COMMERCIAL GENERAL LIABILITY (CGL), INLAND
MARINE INSURANCE, and FARMOWNERS and RANCHOWNERS INSURANCE.

COMMERCIAL POLICY see COMMERCIAL HEALTH INSURANCE.

COMMERCIAL PROPERTY FLOATER means of providing insurance protection for the property of abusinessthat is
not at afixed location.

COMMERCIAL PROPERTY FORM ENDORSEMENT to the STANDARD FIRE POLICY increasing the insurance
protection to an ALL RISKS basis.

COMMERCIAL PROPERTY POLICY coverage for business risks including goodsin transit, fire, burglary, and theft.
A common example isthe COMMERCIAL PACKAGE POLICY (CPP).

COMMINGLED TRUST FUND pooling of assets of two or more pension funds under common portfolio management.

COMMISSION fee paid to an insurance salesperson as a percentage of the premium generated by a sold insurance
policy.

COMMISSION, CONTINGENT COMMISSION that is paid based on how profitable a particular type of business
proves to be that iswritten by an AGENT.

COMMISSIONER OF INSURANCE (INSURANCE COMMISSIONER, SUPERINTENDENT OF INSURANCE) top
state regulator of the insurance business who is either elected to office or appointed by a state to safeguard the interests
of policyowners.

COMMISSIONERS ANNUITY RESERVE VALUATION METHOD (CARVM) term for statutory reserves for
annuities that can be calculated using various methods but at the minimum, the reserve must be at least equal to the
CARVM. The CARVM equals the greatest present value of future guaranteed benefits to include NONFORFEITURE
BENEFITS in excess of future required premiums. Not included in this calculation are expenses and policy lapses.

COMMISSIONERS STANDARD INDUSTRIAL MORTALITY TABLE (CSlI) table used in calculating various
nonforfeiture values for industrial life insurance policies. These tables give the minimum values that must be generated
to the policyowner. The insured's life expectancy, according to the Commissioners Standard Industrial Mortality Table,
is shorter than the life expectancy given in ordinary life tables such asthe COMMISSIONERS STANDARD
ORDINARY MORTALITY
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TABLE (CSO). Thusthe Industrial Mortality Table's premiums are relatively higher than those based on the CSO
Table. Thisis because the life expectancy of purchasers of industrial policies tends on average to be less than that of
people who buy ordinary life policies.

COMMISSIONERS STANDARD ORDINARY MORTALITY TABLE (CSO) table used in calculating minimum
nonforfeiture values and policy reserves for ordinary life insurance policies. These tables, which give minimum values
that must be guaranteed to policy-owners as approved by the NATIONAL ASSOCIATION OF INSURANCE
COMMISSIONERS (NAIC), depict the number of people dying each year out of the original population, not as
individuals, but in age groups.

COMMISSIONERS VALUES specific values of securities computed annually by the NATIONAL ASSOCIATION OF
INSURANCE COMMISSIONERS (NAIC) as guidelines and procedures for insurance companiesin listing of their
securitiesin their annual statements. Va ues are the same for all insurers. This gives insurance commissioners a basis for
valuing securities and ensuring that a company has sufficient assets to back up the reserve requirements.

COMMISSION OF AUTHORITY powers of an AGENT delegated by an insurance company and shown in the form of
a document.

COMMITMENT insurance company's promise to insure particular risks.

COMMON CARRIER transportation firm that must carry any customer's goods if the customer iswilling to pay.
Common carriers include trucking companies, bus lines, and airlines. See also INLAND MARINE INSURANCE.

COMMON DISASTER CLAUSE (SURVIVORSHIP CLAUSE) wording in life insurance policies to determine the
order of deaths when the insured and the beneficiary die in the same accident. For example, if the insured is deemed to
have died first, the proceeds are payable to a named contingent beneficiary. Otherwise, the proceeds are payable to the
insured's estate and are subject to probate and other legal fees.

COMMON LAW legal system in the United States, Great Britain, and other countries. Inherited from England, it is
based on case decisions acting as the precedent, not on written law. Seealso STATUTORY LIABILITY.

COMMON LAW DEFENSES arguments composed of ASSUMPTION OF RISK, CONTRIBUTORY NEGLIGENCE,
and FELLOW SERVANT RULE.

COMMON POLICY DECLARATIONS see DECLARATION; DECLARATIONS SECTION.

COMMON STOCK INVESTMENTS allocation of monetary resources to equities.
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COMMON TRUST FUND see COMMINGLED TRUST FUND.

COMMUNITY PROPERTY all property acquired after marriage, deemed to be the result of the joint efforts of both
spouses (regardless of whether or not only one spouse has earned income). Each spouse is entitled to one half of the
property. Community property states are Arizona, California, Hawaii, Idaho, Louisiana, New Mexico, Oklahoma,
Texas, and Washington.

COMMUTATION in LIFE INSURANCE, the exchange of a series of installment payments, as the result of an
INSTALLMENT SETTLEMENT, for aLUMP SUM DISTRIBUTION.

COMMUTATION RIGHT right of aBENEFICIARY of aLIFE INSURANCE POLICY to exchange the future
installments due that beneficiary for aLUMP SUM DISTRIBUTION.

COMMUTE see COMMUTATION RIGHT.

COMMUTED VALUE see COMMUTATION RIGHT.

COMPANY ORGANIZATION see INSURANCE COMPANY ORGANIZATION.

COMPARATIVE INTEREST RATE METHOD see LINTON YIELD METHOD.

COMPARATIVE NEGLIGENCE in some states, principle of tort law providing that in the event of an accident each
party's negligence is based on that party's contribution to the accident. For example, if in an auto accident both parties
fail to obey the yield sign, their negligence would be equal, and neither would collect legal damages from the other.
COMPENSATING BALANCES PLAN premium paid by an insured business to an insurance company from which the
company subtracts charges for the cost of putting a policy on its books, premium taxes, and profit. The remainder of the
premium is deposited in the insured business's bank account from which the insured business can make withdrawals.

COMPENSATORY DAMAGES see LIABILITY, CIVIL DAMAGES AWARDED.

COMPETENCE capacity of parties to an insurance contract to under-stand the meanings of their action in order for the
contract to be valid.

COMPETITIVE STATE FUND see MONOPOLISTIC STATE FUND.
COMPLETED OPERATIONS INSURANCE coverage for a contractor's liability for injuries or property damage
suffered by third parties as the result of the contractor completing an operation. The contractor must take reasonable

care in rendering a project safe and free from all reasonable hazards. See also COMMERCIAL GENERAL LIABILITY
FORM (CGL).
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COMPLETION BOND protection for a mortgagee guaranteeing that the mortgagor will complete construction. The
mortgagee (such as a savings and loan association) lends money to the mortgagor (the owner of the project) in order to
pay the contractor who is actually physically building the project. Upon completion, the project then serves to secure the
loan. Should the project not be completed, the mortgagee is protected through the compl etion bond.

COMPOUND INTEREST accumulation of interest yearly or more frequently, including interest paid on interest.

COMPOUND PROBABILITY theory that the PROBABILITY that two independent events will occur is equal to the
probability that one independent event will occur times the probability that a second INDEPENDENT EVENT will
occur. For example, on asingle toss of two dimes (each dime having a head and atail), the probability that both will
land on their tailsis equal to 1/4 (1/2 x 1/2).

COMPREHENSIVE AUTOMOBILE LIABILITY INSURANCE see AUTOMOBILE LIABILITY INSURANCE;
COMPREHENSIVE INSURANCE.

COMPREHENSIVE CRIME ENDORSEMENT attachment to a COMMERCIAL PACKAGE POLICY to cover
counterfeit currency, depositor's forgery, employee dishonesty, and the loss of money, money orders, and securities by
the insured business. See also COMMERCIAL PACKAGE POLICY for alisting of actual coverages available.

COMPREHENSIVE ENVIRONMENTAL RESPONCE, COMPENSATION, AND LIABILITY ACT OF 1980
(ERCLA) act that makes the liability cost for cleanup joint and several. Even if aparty isonly partialy responsible for
losses inflicted, that party may be liable for the payment of the total cost involved in the cleanup. Thisliability is
retroactive without stipulation as to time limit.

COMPREHENSIVE GENERAL LIABILITY INSURANCE (CGL) coverage against al liability exposures of a
business unless specifically excluded. Coverage includes products, completed operations, premises and operations,
elevators, and independent contractors. This form has been replaced by the COMMERCIAL GENERAL LIABILITY
FORM (CGL).

Products coverage insures when aliability suit is brought against the manufacturer and/or distributor of a product
because of someone incurring bodily injury or property damage through use of the product. (The manufacturer of the
prouct must use all reasonable means to make certain that the product is free from any inherent defect.)

Completed operations coverage for bodily injury or property damage incurred because of a defect in a completed
project of the insured.

Premises and operations coverage for bodily injury incurred on the premises of the insured, and/or as the result of the
insured's business operations.
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Elevator coverage for bodily injury incurred in an elevator or escalator on the insured's premises.

Independent contractors coverage for bodily injury incurred as the result of negligent acts and omissions of an
independent contractor employed by the insured.

COMPREHENSIVE GLASS INSURANCE coverage on an ALL RISKS basis for glass breakage, subject to exclusions
of war and fire. Thus, if avandal throws a brick through awindow of an insured's establishment, the coverage would

apply.

COMPREHENSIVE HEALTH INSURANCE complete coverage for hospital and physician charges subject to
deductibles and coinsurance. This coverage combines basic medical expense policy and major medical policy. See also
GROUP HEALTH INSURANCE; HEALTH MAINTENANCE ORGANIZATION (HMO).

COMPREHENSIVE INSURANCE coverage in automobile insurance providing protection in the event of physical
damage (other than COLLISION) or theft of the insured car. For example, fire damage to an insured car would be
covered under the comprehensive section of the PERSONAL AUTOMOBILE POLICY (PAP).

COMPREHENSIVE LIABILITY INSURANCE policy providing businesses with coverage for negligence based civil
liability in: (1) Bodily injury and property damage liability, on an occurrence basis, resulting from the ownership, use,
and/or maintenance of the premises, completed operations and products. (2) Bodily injury and property damage liability
for operation of an elevator. (3) Medical expenses resulting from bodily injury incurred by a member of the general
public through the use of the premises or involvement in the operations. Medical expense reimbursement of the business
Iswithout regard to fault of the business.

COMPREHENSIVE MAJOR MEDICAL INSURANCE see GROUP HEALTH INSURANCE; HEALTH
INSURANCE; HEALTH MAINTENANCE ORGANIZATION (HMO).

COMPREHENSIVE MEDICARE SUPPLEMENT insurance policy designed to provide coverage for the
DEDUCTIBLE amount and the COINSURANCE amount required to be paid by the MEDICARE recipient. Some of
these policies will also continue to provide coverage for hospital and nursing home expenses for a substantial amount or
an unlimited amount per period of confinement after Medicare benefits have been exhausted. See also MEDIGAP
INSURANCE.

COMPREHENSIVE PERSONAL LIABILITY INSURANCE coverage such as HOMEOWNERS INSURANCE
POLICYSECTION Il onan ALL RISKS basisfor personal acts and omissions by the insured and residents of the
insured's household. Included are sports activities, pet
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activities, and miscellaneous events such as someone tripping in an insured's cemetery plot.

COMPREHENSIVE POLICY combination of several coverages to protect the insured. For example, the
COMPREHENSIVE HEALTH INSURANCE policy combines the basic hospital plan with MAJOR MEDICAL
INSURANCE to cover medical expenses (room, board, surgical, and physician expenses) and miscellaneous expenses
(surgical dressings, drugs, ambulance services, blood, and operating room). Many policies have a maximum lifetime
limit of $1 million for the insured and for each member of the insured's family who is a dependent resident of the
insured's household. The COMPREHENSIVE PERSONAL LIABILITY INSURANCE policy coversthe insured for
just about any negligent act or omission that results in property damage or bodily injury to another party, subject to the
exclusions of automotive liability and professional liability. The SPECIAL MULTIPERIL INSURANCE (SMP) policy
provides the businessowner with comprehensive property damage coverage on an ALL RISKS basis.

COMPREHENSIVE THEFT, DISAPPEARANCE, AND DESTRUCTION INSURANCE see THEFT,
DISAPPEARANCE, AND DESTRUCTION POLICY (FORM C).

COMPREHENSIVE "3-D" POLICY see DISHONESTY, DISAPPEARANCE, AND DESTRUCTION POLICY (3-D
POLICY).

COMPULSORY AUTOMOBILE LIABILITY INSURANCE see COMPULSORY INSURANCE.

COMPULSORY INSURANCE coverage required by the laws of a particular state. For example, many states stipulate
minimum amounts of automobile liability insurance that must be carried. See also FINANCIAL RESPONSIBILITY
LAW.

COMPULSORY RETIREMENT AGE mandatory age of retirement.

CONCEALMENT intention to withhold or secrete information. If an insured withholds information on a material fact,
about which the insurance company has no knowledge, the company has grounds to void the contract. For example, the
insured neglects to tell the company that, within aweek of the policy issue date, the manufacture of gunpowder in the
insured business's building will commence. If an explosion related to the gunpowder then occurs in the building the
company has legal grounds for not paying for the property damage.

CONCURRENCY circumstance in which at least two insurance policies provide identical coverage for the samerisk.
See also DOUBLE RECOVERY.

CONCURRENT CAUSATION loss caused by two or more perils. A certain amount of controversy exists when one of
the perilsisinsured and the other peril is excluded from coverage. Some courts are begin-
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ning to find that even if only one of the perilsisinsured against, the policy providing the coverage for that peril must
pay the damages.

CONCURRENT INSURANCE see CONCURRENCY .

CONDITION action(s) that the insured must take, or continue to take, for the insurance policy to remain in force and
the insurance company to process a claim. For example, the insured must pay the premiums when due, notify the
insurance company as soon as possible in the case of an accident, and cooperate with the company in defense of the
insured in case of aliability suit.

CONDITIONAL terms specifying obligations of an insured to keep a policy in force. For example, an insured must pay
the premiums due; in life insurance, if death occurs, the beneficiary or the insured's estate must submit proof of death; if
there is a property loss, the insured must submit proof of loss.

CONDITIONAL BINDING RECEIPT see BINDING RECEIPT; CONDITIONAL RECEIPT.
CONDITIONAL INSURANCE see CONDITIONAL SALESFLOATER.

CONDITIONAL RECEIPT evidence of atemporary contract obliging alife or health insurance company to provide
coverage as long as a premium accompanies an acceptable application. This gives the company time to process the
application and to issue or refuse a policy, as the case may be. If the applicant were to die before a policy isissued, the
company will pay the death benefit if the policy would have been issued. For example, Mr. A applies for $100,000 of
life insurance but is killed by an automobile before the policy isissued. The company finds that it would have issued the
policy, and therefore pays $100,000 to the beneficiary. See also BINDING RECEIPT.

CONDITIONAL RENEWABLE HEALTH INSURANCE automatic right of an insured to renew a policy until agiven
date or age except under stated conditions. It is extremely important for the purchaser to review the conditions for
renewal in order to make sure of their acceptability.

CONDITIONAL SALESFLOATER coverage for the seller of property on an installment or conditional sales contract

if it isdamaged or destroyed. For example, atelevision set is sold on an installment basis but is destroyed by a
customer. The seller would be indemnified for the loss.

CONDITIONAL VESTING see VESTING, CONDITIONAL.
CONDITION PRECEDENT contractual obligation that requires one party to the contract to fulfill its obligation before
another party to the contract is required to fulfill its contractual obligation. For example, under the HOMEOWNERS

INSURANCE POLICY, in the event the insured suffers a property loss, that insured must provide the insurer with
immediate
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notice of the loss aswell as an inventory of the damaged property within 60 days of the occurrence of the loss.

CONDITIONS FOR QUALIFICATION rights and duties of an insured as a prerequisite for collecting benefits. For
example, in the event of property damage, the insured may be required to submit proof of lossto the insurance company.

CONDITION SUBSEQUENT termination of a contractual obligation for immediate performance. For example, under
the HOMEOWNERS INSURANCE POLICY, if the INSURER refusesto pay aclaim, the INSURED (if not satisfied
with the reason) must bring suit against the insured within one year of having incurred the loss or he/she will forgo
forever the right to sue the insurer.

CONDOMINIUM INSURANCE coverage under the Homeowners Form-4 (HO-4) for the insured's persona property
and loss of use against fire and/or lightning; vandalism and/or malicious mischief; windstorm and/or hail; explosion, riot
and/or civil commotion; vehicles; aircraft; smoke; falling objects; weight of ice, sleet, and/or snow; volcanic eruption;
damage from artificially generated electricity; freezing of plumbing, heating, air conditioning or sprinkler system or
household appliances; accidental tearing apart, cracking, burning, or bulging of a steam or hot water heating system, air
conditioning system, or an automatic fire protective sprinkler system.

CONFIDENCE LEVEL percentage of confidence in afinding. For example, if an insurance company's total LOSS
RESERVES should be $10,000,000 in order to attain an 80% confidence level that enough money will be available to
pay anticipated claims, then, in 8 times out of 10, after all claims have been settled the total claims paid out will be less
than $10,000,000. Conversely, in 2 times out of 10 the total claims paid out will be greater than $10,000,000. In another
example, a 70% confidence level of one's house burning would mean that the house would burn approximately once
every 3.33years[1 + (1 0.70) = 3.33].

CONFINING CONDITION term describing illness, sickness, or disability incurred by the insured such that the insured
isrestricted to his or her home, ahospital, or a nursing home. Many HEALTH INSURANCE policies provide benefits
only if theinsured isrestricted in such a manner.

CONFLAGRATION fire that spreads substantial destruction.

CONFUSION OF GOODS peril that occurs when personal property of two or more people is mixed to such an extent
that any one owner can no longer identify his or her property.

CONSEQUENTIAL LOSS value of loss resulting from loss of use of property. For example, a fire damages the
structure of business premises and the business loses customer income until it can reopen. The loss in incomethe
consequential losscan be covered under
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BUSINESS INTERRUPTION INSURANCE. Basic property insurance policies, such as the fire policy, do not cover the
consequential or indirect loss.

CONSERVATION effort to keep life insurance policies from lapsing. Many life insurance companies have
conservation officers who contact lapsing policyowners explaining the benefits of keeping their policiesin force. Often,
the AGENT OF RECORD is notified of policiesin danger or in process of lapsing so that the agent may also contact the
policyowner.

CONSERVATOR court-appointed or COMMISSIONER OF INSURANCE-appointed custodian to manage the affairs
of an insurance company whose management is deemed unable to manage that company in a proper fashion. Usually
such a company faces INSOLVENCY prior to the appointment of the conservator.

CONSIDERATION

1. under contract law, anything of value exchanged for a promise or for performance that is needed to make an
instrument binding on the contracting parties.

2. adherenceto all provisions of an insurance policy by an insured; for example, the insured agrees to make all premium
payments when due in order to maintain apolicy in full force.

3. payment for an annuity. See also INSURANCE CONTRACT, LIFE; INSURANCE CONTRACT, PROPERTY AND
CASUALTY.

CONSIGNMENT INSURANCE coverage for items that are on consignment, including exhibits, goods up for auction,
and goods awaiting someone's approval. The stipulation for coverage is that these items cannot be under the care,
custody, and control of the owner.

CONSOLIDATED CAPTIVE consolidation of a noninsurance parent company with its wholly owned subsidiary,
thereby creating, allowable under current tax law, a consolidated balance sheet. This consolidation of balance sheets
permits the offsetting of UNDERWRITING LOSSES with taxable income of a noninsurance subsidiary.

CONSOLIDATED OMNIBUS BUDGET RECONCILIATION ACT OF 1985, 1986, AND 1990 (COBRA) act that
mandates that employers who have at least 26 employees must provide a terminating employee and family members, if
residents of employee's household, with health insurance coverage for periods of time ranging from 18 to 36 months
after termination. The continued coverages end prior to the 18 to 36 monthsif: (1) employer terminates all group health
plans; (2) insured qualifies for Medicare; (3) insured becomes covered under another group health insurance plan that is
not subject to any preexisting conditions; and (4) required premium payments are not made when due. The employer
cannot require the employee to submit EVIDENCE OF INSURABILITY as acondition for continuing the health
insurance coverage, nor can the employee be required to pay more than a premium of 102% of the plan for coverage of
same situated individuals.
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CONSORTIUM UNDERWRITING method of underwriting by which one or agroup of LLOY D'S UNDERWRITERS
write business on behalf of a number of Lloyd's syndicates and other insurance companies. Among the benefits of
underwriting in this manner are that potential earnings could equal the SYNDICATE'S expenses and stabilize the
planning of staff aswell as other general overhead requirements.

CONSTRUCTION BOND see BID BOND; COMPLETION BOND; LABOR AND MATERIAL BOND;
MAINTENANCE BOND; SURETY BOND.

CONSTRUCTION INSURANCE property coverage for damage or destruction of structuresin the course of
construction. For example, the standing frame of a house destroyed by fire would be covered. See also BUILDER'S
RISK PROPERTY INSURANCE.

CONSTRUCTIVE RECEIPT specific date determined by the Internal Revenue Service on which a beneficiary has
received a death benefit from an insurance company, an ANNUITANT has received an income benefit, or aretiree has
received aretirement benefit.

CONSTRUCTIVE TOTAL LOSS partia loss of such significance that the cost of restoring damaged property would
exceed its value after restoration. For example, an automobile is so badly damaged by fire that fixing it would cost more
than the restored vehicle would be worth.

CONSULTANT ininsurance, independent advisor who specializes in pension and profit sharing plans. Usually a
licensed insurance agent.

CONSUMER CONFIDENCE INDEX measurement of how people feel about prevailing economic conditions,
employment outlook, and personal finances. Thisindex is based on statistics gathered from questionnaires mailed by the
Conference Board to a nationwide representative sample of 5000 households, with a response rate of 70%.

CONSUMER CREDIT PROTECTION ACT 1968 federal legidation that makes it mandatory for lendersto disclose to
credit applicants the annual interest percentage rate (APR) and any finance charge.

CONSUMER PRICE INDEX (CPl) measurement of the rate of inflation according to aweighted market basket of
goods and services that includes such items as transportation costs, health care costs, housing costs, and food costs.
These statistics are released monthly by the United States Bureau of Labor Statistics.

CONSUMER PRODUCTS SAFETY ACT OF 1972 act that established mandatory notification by manufacturers of
products and the distributors of these products to the Consumer Product Safety Commission in the event they become
aware of afaulty product, or part of that product, that could result in bodily injury and/or property damage.

CONSUMER PROTECTION ACT see CONSUMER CREDIT PROTECTION ACT.
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CONTENTS

1. in PERSONAL PROPERTY insurance, coverageis for personal property itemsthat are movable, that is, not attached
to the building's structure (the home), such as television sets, radios, clothes, household goods. Not included under the
coverage are animals, automobiles, and boats.

2.in COMMERCIAL PROPERTY insurance, coverageis for the business's personal property items that are movable,

that is, not attached to the building's structure such as inventory, machinery, equipment, furniture, and fixtures. Not
included under the coverage are animals, automobiles, boats, and crops.

CONTENTS RATE premium rate charged on the property within a building, but not on the building structure.
CONTESTABLE CLAUSE see INCONTESTABLE CLAUSE.
CONTIGUOUS adjoining.

CONTINGENCIES unexpected claims occurring above the expected claims for which a CONTINGENCY RESERVE
is maintai ned.

CONTINGENCY event that may or may not occur in agiven time period. For example, whether a specific person will
die, or aparticular house will burn this year is a contingency.

CONTINGENCY RESERVE percentage of total surplus retained, in insurance company operations, that serves as a
reserve to cover unexpected losses as well asto cover the shortfall if the earned surplusin a particular year is not
adeguate to maintain a company's announced dividend scale for participating policies.

CONTINGENCY SURPLUS see CONTINGENCY RESERVE.
CONTINGENT ANNUITANT see BENEFICIARY .

CONTINGENT ANNUITY contract providing income payments beginning when the named contingency occurs. For
example, upon the death of one spouse (the contingency), a surviving spouse will begin to receive monthly income
payments.

CONTINGENT BENEFICIARY see BENEFICIARY.

CONTINGENT BUSINESS INCOME COVERAGE FORM coverage for lossin the net earnings of abusinessif a
supplier business, sub-contractor, key customer, or manufacturer doing business with the insured business cannot
continue to operate because of damage or destruction. For example, a specialty hot dog stand noted for its great buns
cannot sell its product if the bakery supplier of hot dog buns burns down. In instances where a businessis heavily
dependent on its suppliers or subcontractors, interruption of the flow of material from the supplier usualy resultsin a
substantial loss to the business.
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CONTINGENT BUSINESS INCOME COVERAGE INSURANCE see CONTINGENT BUSINESS INCOME
COVERAGE FORM.

CONTINGENT FEE amount paid by the attorney of the plaintiff in aliability suit. Usually the attorney receives as afee
from 30 to 50% of the case settlement or reward.

CONTINGENT LIABILITY (VICARIOUS LIABILITY) liability incurred by abusiness for acts other than those of its
own employees. This particular situation may arise when an independent contractor is hired. The business can be held
liable for negligent acts of the contractor to the extent that its representatives give directions or exercise control over the
contractor's empl oyees.

CONTINGENT LIABILITY INSURANCE coverage for contingent liability exposure. See CONTINGENT
LIABILITY.

CONTINGENT TRANSIT INSURANCE coverage if an insured cannot collect on property damage or destruction
losses from the hired transporter. For example, atruck transporting furniture of the insured isinvolved in an accident
and the furniture is damaged. The truck owner refuses to compensate the insured for damages; the recourse of the
insured is to collect from the insurance company.

CONTINUANCE TABLE table used in health insurance premium rate cal culations that depicts the probability that a
claim will continue by time and amount.

CONTINUING CARE RETIREMENT COMMUNITY retirement center with a focus on group living arrangements for
senior citizens. The center has separate apartments for each resident as well as an on-site nursing facility. Generally,
these centers are quite expensive; they require monthly fees as well as a one-time payment (entrance fee). The monthly
fee entitles the inhabitant to an apartment, one to three meals a day (depending on the facility), maid service (in some
facilities), medical service (if needed), and nursing home care (also, if needed).

CONTINUITY OF COVERAGE CLAUSE included in or attached to a FIDELITY BOND designed to pay the losses
that would have been paid under another specific bond had that specific bond's period of discovery not expired.

CONTINUOUS PREMIUM WHOLE LIFE see ORDINARY LIFE INSURANCE.

CONTRACT in insurance, agreement between an insurer and an insured under which the insurer has alegally
enforceable obligation to make all benefit payments for which it has received premiums.

CONTRACT ANNIVERSARY see POLICY ANNIVERSARY.

CONTRACT BOND aguarantee of the performance of a contractor. In general, contract bonds are used to guarantee
that the contractor will
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perform according to the specifications of the construction contract. If the contractor failsto perform according to
contract, the insurance company is responsible to the insured for payment, up to the limit of the bond, which is usually

for an amount equal to the cost of the construction project. The insurance company then has recourse against the
contractor for reimbursement. See also BID BOND; PAYMENT BOND; PERFORMANCE BOND.

CONTRACT CARRIER transportation firm that carries only select customers goods and is not obligated to carry any
particular customer's goods even if that customer iswilling to pay. Contrast with COMMON CARRIER.

CONTRACT DATE date of issue of the policy.

CONTRACT HOLDER ininsurance, individual with rightful possession of an insurance policy, usually the
policyowner.

CONTRACT INCEPTION AND TIME OF LOSS see CLAIMS MADE BASIS; CLAIMS OCCURRENCE BASIS
LIABILITY COVERAGE.

CONTRACT OF ADHESION see ADHESION INSURANCE CONTRACT.

CONTRACT OF INDEMNITY property and liability insurance contracts that restore the insured to his’her original
financial condition after suffering aloss. The insured cannot profit by the loss; otherwise an unscrupul ous homeowner,
for example, could buy severa fire insurance policies, set fire to the house, and collect on all the policies.
CONTRACT OF INSURANCE see CONTRACT; HEALTH INSURANCE CONTRACT; INSURANCE
CONTRACT, GENERAL; INSURANCE CONTRACT, LIFE; INSURANCE CONTRACT, PROPERTY AND
CASUALTY.

CONTRACT OF UTMOST GOOD FAITH see UBERRIMAE FIDEL CONTRACT.

CONTRACTORS EQUIPMENT FLOATER form of marine insurance that covers mobile equipment of a contractor,
including road building machinery, steam shovels, hoists, and derricks used on the job by builders of structures, roads,
bridges, dams, tunnels, and mines. Coverage is provided on a specified peril or an ALL RISKS basis, subject to
exclusions of wear and tear, work, and nuclear disaster.

CONTRACTORS EQUIPMENT INSURANCE see CONTRACTORS EQUIPMENT FLOATER.

CONTRACT OWNER see CONTRACT HOLDER.

CONTRACTUAL LIABILITY liability incurred by a party through entering into a written contract. See also CIVIL
LIABILITY; CIVIL WRONG.

CONTRIBUTE-TO-LOSS STATUTE law in some states that permits an insurance company to deny payment of a
claim resulting from an insured loss because of breach of warranty or misrepresentation,

< previous page page_ 109 next page >

file:///C:/0764112627/0764112627/0764112627/0764112627/files/page_109.html [22/11/2009 18:18:54]



page_110

< previous page page 110 next page >
Page 110

provided that the breach of warranty or misrepresentation made a material contribution to the loss.

CONTRIBUTING INSURANCE see CONTRIBUTION.

CONTRIBUTING PROPERTIES COVERAGE see CONTINGENT BUSINESS INCOME COVERAGE FORM.

CONTRIBUTING PROPERTY BUSINESS INCOME COVERAGE FORM that covers an insured business in the
event that a manufacturer's operations are interrupted or suspended, thereby resulting in a monetary |oss because a
supplier of the insured has had his facility damaged or destroyed by an insured peril. See also CONTINGENT
BUSINESS INCOME COVERAGE FORM.

CONTRIBUTION principle of equity in property, casualty, and health insurance. When two or more policies apply to
the loss, each policy paysits part of the loss, unless its terms provide otherwise. For example, if two policies each insure
arisk for $100,000 and there is a $50,000 loss, then each policy (depending on coinsurance requirements) will pay
$25,000. In employee benefits, payment made by an employee.

CONTRIBUTION CLAUSE clause, generally found in BUSINESS INTERRUPTION INSURANCE, that establishes
the same indemnification basis as the COINSURANCE clause.

CONTRIBUTION PRINCIPLE rule that concerns the distribution of the aggregate SURPLUS among the policiesin the
same proportion as each respective policy has contributed to the surplus.

CONTRIBUTORY employee benefit plans under which both the employee and the employer pay part of the premium.
Contribution ratios vary. For example, an employer contributes two dollars for every dollar contributed by the employee
up to 6% of the employee's salary.

CONTRIBUTORY NEGLIGENCE principle of law recognizing that injured persons may have contributed to their own
injury. For example, by not observing the "Don't Walk" sign at a crosswalk, pedestrians may cause accidents in which
they areinjured.

CONVENTIONAL MORTGAGE mortgage |loan made by alender that is not insured by the VETERANS
ADMINISTRATION (VA) or the FEDERAL HOUSING ADMINISTRATION (FHA).

CONVENTION BLANK see ANNUAL STATEMENT.

CONVENTION EXAMINATION audit of the convention blank (NAIC Statement Blank) every third year asto (1) all
of the financial activities of acompany; (2) company claim practices, and (3) general policyowner relations.

CONVENTION VALUES monetary sums attached to an insurance company's assets, as listed on the ANNUAL
STATEMENT.
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CONVERSION

1. tort against another person's property, designed to detain or dispose of it in awrongful manner. For example,
wrongful selling of another person’s automobile without permission would qualify as an act of conversion.

2. in group life and health insurance, a provision that allows a certificate holder to convert group coverage to an
individual policy under specified conditions.

CONVERSION FACTOR FOR EMPLOY EE CONTRIBUTIONS inverse of the actuarial present value of alife
annuity, taking the employee's life expectancy into account, to commence income payments at the NORMAL
RETIREMENT AGE of the employee. It isused inaDEFINED BENEFIT PLAN to determine the amount of accrued
benefits that result from the employee's contributions.

CONVERSION PRIVILEGE right of acertificate holder to convert group life or group health insurance to an individual
policy without a physical examination to furnish evidence of insurability. Usually this must be done within 31 days of
termination of employment. Under group life insurance, conversion is made at the employee's attained age rate, which
can be prohibitively costly in later years. Many term life insurance policies can be converted to awhole life policy at the
insured's attained age, with no physical examination required.

CONVERTIBLE see CONVERTIBLE TERM LIFE INSURANCE.

CONVERTIBLE TERM LIFE INSURANCE coverage that can be converted into permanent insurance regardless of an
insured's physical condition and without a medical examination. The individual cannot be denied coverage or charged
an additional premium for any health problems,

COOPERATIVE INSURANCE see SOCIAL INSURANCE.

COOPERATIVE INSURER mutual insurance association that issues insurance to its members on a nonprofit basis.
Examples of such associations include fraternal societies, unions, and employee membership groups.

COORDINATION OF BENEFITS arrangement in health insurance to discourage multiple payment for the same claim
under two or more policies. When two or more group health insurance plans cover the insured and dependents, one plan
becomes the primary plan and the other plan(s) the secondary plan(s). For example, two working spouses have health
insurance at their respective places of employment. If one spouse becomesiill, his’her policy at work would become the
primary plan. Medical expenses not covered under the primary plan would be covered under the secondary plan of the
other spouse. See also COINSURANCE.
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COPAYMENT partial payment of medical service expenses required in group health insurance, in addition to the
membership fee. For example, for each visit of a physician amember may be required to pay $5, regardless of the
expense of the services rendered. Or, for each prescription for drugs and medicines, the member may have to pay aflat
$2 regardless of the actual cost.

CORPORATE ALTERNATIVE MINIMUM TAX: IMPLICATIONS FOR CORPORATE-OWNED LIFE
INSURANCE tax that exhibits direct impact on the book income preference. Beginning with the year 1990, the book
income preference became equal to 75% of the excess of current adjusted earnings of the alternative minimum taxable
income (AMTI). Book income preferences are affected by corporate-owned life insurance in the following situations:

1. If theinsured dies, the excess of the life insurance policy's DEATH BENEFIT over the CASH SURRENDER
VALUE becomes book income to the corporation.

2. If theinsurance policy's annual premium exceeds the increase in the cash surrender value for a particular year, the
result is a decline in the book income and thus a decline in the corporation's exposure to the aternative minimum tax
(AMT).

3. Conversely, if the insurance policy's cash surrender value exceeds the increase in the annual premium for a particular
year, the result is an increase in the book income and thus an increase in the corporation’s exposure to the aternative
minimum tax.

Generaly, if the corporation in any given year has taxable income, corporate-owned life insurance resultsin an
alternative minimum tax liability if a significant death benefit is paid to the corporation upon the death of the insured.
The result isthat the alternative minimum tax will cause areduction in the net death benefit from the life insurance
policy paid to the corporation.

CORPORATE-OWNED LIFE INSURANCE insurance on the life of the employee, paid for by the company, with the
company being the beneficiary under the policy. Thisinsurance vehicle is being used more and more to fund
postretirement employee plans, in which the cash values are listed as assets on the company's balance sheet.

CORPORATION STOCK PURCHASE PLAN see CLOSE CORPORATION PLAN.

CORRIDOR the space created between the total death benefit and the cash value of aUNIVERSAL LIFE
INSURANCE policy. An automatic increase in the death benefit results when the CASH VALUE approaches the initial
face amount under Option A. If this space did not exist, the universal life insurance policy would not qualify asalife

insurance policy under the definition of life insurance by the Internal Revenue Code (IRC) and would cease to reap the
favorable tax treatment afforded life insurance policies by the IRC.
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CORRIDOR DEDUCTIBLE type of major medical deductible amount that acts as a corridor between benefits under a
basic health insurance plan and benefits under a major medical insurance plan. After benefits are paid under the basic
plan, afixed dollar per-loss deductible amount often is required of the insured (benefits paid under the basic plan do not
apply towards this deductible) before major medical benefits are paid.

COST see PREMIUM, PURE PREMIUM RATING METHOD.

COST ALLOCATION METHOD method of funding a pension plan through: (1) an individual level cost basis, where
future benefits for the employee are estimated and contributions are made periodically while the employee is working to
fund these future benefits; or (2) an aggregate level cost basis, where future benefits for all current employees are
estimated and aggregate contributions are made periodically while the current employees are working to fund these
future benefits.

COST-BENEFIT ANALY SIS comparison of the cost of a solution and the economic benefits that would accrue if the
solution is put into effect. Thisanalysisis a prerequisite to the installation of an employee benefit plan. Questions to be
answered include: (1) will the cost result in greater loyalty of employees? (2) will the cost result in greater productivity;
and (3) will the benefits encourage employees to participate in their cost?

COST CONTAINMENT PROVISION in many HEALTH INSURANCE and DENTAL INSURANCE poalicies,
stipulation that, if the estimated cost of arecommended plan of treatment exceeds a specified sum, the insured must
submit the plan of treatment to the insurance company for review and predetermination of benefits before service
begins. Usually, however, predetermination of benefitsis not necessary for emergency treatment.

COST OF INSURANCE value or cost of the actual net protection, in life insurance, in any year (face amount less
reserve) according to the yearly renewal term rate used by an insurance company. See also INTEREST ADJUSTED
COST.

COST-OF-LIVING ADJUSTMENT (COLA) automatic adjustment applied to Social Security retirement payments
when the consumer price index increases at arate of at least 3%, the first quarter of one year to the first quarter of the
next year. See also RIDERS, LIFE POLICIES.

COST-OF-LIVING INCREASE see COST-OF-LIVING ADJUSTMENT (COLA); COST-OF-LIVING RIDER.
COST-OF-LIVING PLAN plan providing benefits that are adjusted according to variations in a specified index of

prices. For example, some pension plans adjust retirement benefits yearly according to the rise in the Consumer Price
Index (CP).
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COST-OF-LIVING RIDER usually term insurance for one year added to a basic life insurance policy. In effect, this
increases or decreases the face amount of the basic policy to reflect cost-of-living changes as measured by the
Consumer Price Index (CP1). Thisrider can aso be used in conjunction with a disability income policy in which the
income benefit is adjusted to reflect fluctuationsin the CPI.

COST OF LOSS see EXPECTED LOSS.
COST OF PROTECTION see COST OF INSURANCE; PREMIUM; PURE PREMIUM RATING METHOD.

COST OF RISK (COR) quantitative measurement of the total costs (losses, risk control costs, risk financing costs, and
administration costs) associated with the RISK MANAGEMENT function, as compared to a business's sales, assets, and
number of employees. The purpose of such acomparison is to determine whether the total costs of the risk management
function are increasing, decreasing, or remaining constant as afunction of the business's economic activity. After the
quantitative measurement has been derived, a comparison can be made between the COR of that business and the CORs
of its peer groups. In addition, COR will allow the business to focus on the areas of operation that will have the greatest
long-term effects on its total risk management function costs.

COST PLUS insured plan under which the insurance company agrees to provide the insured with a series of benefits on
a benefits-paid basis plus administrative services on a stipul ated-fee basis. This plan enables the POLICYHOLDER to
control more of its own cash flow than it can under traditional insurance plans. While this plan is similar to the
ADMINISTRATIVE SERVICES ONLY (ASO) plan, itisdissimilar in that it is an insured plan.

COTTON INSURANCE coverage for property damage by a covered peril to insured cotton during the time period from
itsweighing in at the gin until its delivery to the buyer. Written either on a specified peril basis or on an ALL RISKS
basis. The purpose of cotton insurance is much the same as the purchase of insurance by a merchant to protect business
inventory prior to its sale, since in many instances the primary asset is the inventory.

COUNTERSIGNATURE licensed AGENT'S signature on an insurance policy.

COUNTERSIGNATURE LAW state law that requires that an insurance policy issued by an insurance company in a
particular state be signed by an AGENT of the company holding aLICENSE in that state.

COUPON fixed or stated amount of interest paid by a security expressed as a percent of the par value of the security.
The longer the length of time until maturity, the higher the coupon rate to reflect the greater risk associated with a
longer loan period. The higher the creditworthiness
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of the borrower, the lower the coupon rate. For example, United States Treasury issues have alow coupon rate because
the United States has along history of political and economic stability.

COUPON POLICY nonparticipating life insurance (also called a guaranteed dividend or guaranteed investment policy)
sold by a stock life insurance company, usually as a 20-payment policy with coupons attached. The policyowner can
cash in each coupon (which is actually one of a series of pure endowments) for a stipulated sum at the time of paying
the annual premium.

COURT BOND see JUDICIAL BOND.

COVER to place insurance in force on an individual. individuals, or an organization. See also CONTRACT;
COVERAGE, INDIVIDUAL; COVERAGE, LOCATION; COVERAGE OF HAZARD; COVERAGE, PERIL;
COVERAGE, PROPERTY; COVERED EXPENSES.

COVERAGE protection under an insurance policy. In property insurance, coverage lists perilsinsured against,
properties covered, locations covered, individuals insured, and the limits of indemnification. In life insurance, living and
death benefits.

COVERAGE, INDIVIDUAL see INDIVIDUAL INSURANCE.

COVERAGE, LOCATION see PROPERTY INSURANCE, COVERAGE.

COVERAGE OF HAZARD see HAZARD INCREASE RESULTING IN SUSPENSION OR EXCLUSION OF
COVERAGE.

COVERAGE PART section of the INSURANCE POLICY that lists all of the provisions that are applicable to the
insurance coverage provided under that section. This section is attached to the policy JACKET (which lists the
provisions common to all the insurance coverages) to form the insurance policy.

COVERAGE, PERIL see ALL RISKS; PROPERTY INSURANCE, COVERAGE.

COVERAGE, PROPERTY see PROPERTY INSURANCE, COVERAGE.

COVERED see COVERAGE.

COVERED EXPENSES

1. in health insurance, reimbursement for an insured's medically related expenses, including room and board, surgery,
medicines, anesthetics, ambulance service to and from a hospital, operating room expenses, X-ray, and fluoroscope.

2. in business interruption insurance, reimbursement of an insured for loss if a business cannot operate, including
payroll expense and taxes.

3. in extra expense insurance, reimbursement of an insured for extra expenditures made to keep a business operating
even under emergency conditions.
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COVERED EXPENSES, PRO RATA DISTRIBUTION CLAUSE see DOUBLE RECOVERY; PRO RATA
DISTRIBUTION CLAUSE.

COVERED LOCATION, PROPERTY INSURANCE see PROPERTY INSURANCE, COVERAGE.

COVERED LOSSES see LOSS.

COVERED PERSON, PROPERTY INSURANCE see PROPERTY INSURANCE, COVERAGE.

COVER NOTE statement made by AGENT or BROKER in written form attesting to the INSURED that the insurance
policy isin effect. This statement is prepared by the agent or broker, unlike the BINDER, which is prepared by the
INSURANCE COMPANY (INSURER).

CPCU see CHARTERED PROPERTY AND CASUALTY UNDERWRITER (CPCU).

CPL see COMPREHENSIVE GENERAL LIABILITY INSURANCE (CGL).

CREDIBILITY OF LOSS EXPERIENCE see LOSS DEVELOPMENT.

CREDIT CARD FORGERY see CREDIT CARD INSURANCE.

CREDIT CARD INSURANCE coverage under aHOMEOWNERS INSURANCE POLICY in the event that a credit
card is fraudulently used or altered. Fraud includes theft and the unauthorized use of a credit card.

CREDIT HEALTH INSURANCE coverage issued to a creditor on the life of a debtor so that if the debtor becomes
disabled, the insurance policy pays the balance of the debt to the creditor.

CREDIT INSURANCE see CREDIT HEALTH INSURANCE; CREDIT LIFE INSURANCE (CREDITOR LIFE
INSURANCE).

CREDIT INVESTIGATION see RETAIL CREDIT REPORT.

CREDIT LIFE INSURANCE (CREDITOR LIFE INSURANCE) insurance issued to a creditor (Ilender) to cover thelife
of adebtor (borrower) for an outstanding loan. If the debtor dies prior to repayment of the debt, the policy will pay off
the balance of the amount outstanding. Credit life insurance is sold on agroup or individual basis, and usualy is
purchased to cover small loans of short duration. When issued under a group policy, a certificate isissued to the debtor,
the master policy being issued by the creditor. The face value of a credit life insurance policy decreases in proportion to
the reduction in the loan amount until both equal zero.

CREDITOR LIFE INSURANCE see CREDIT LIFE INSURANCE (CREDITOR LIFE INSURANCE).

CREDITOR RIGHTSIN LIFE INSURANCE see LIFE INSURANCE, CREDITOR RIGHTS.
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CREDIT, PENSION PLAN value of benefit or contribution allocated to an employee under a pension plan; method of
determining benefits due aretired employee. Each private pension plan establishes rules for awarding credits to
employees, taking into account age, amount of time with the employer, number of days worked per year, breaksin
service, maximum salary, and position in the company. For an employee who joined afirm before the plan was put in
place, the company computes past service credit, crediting work done prior to establishment of the plan. Ultimately,
credits determine the level of pension income the employee receives upon retiring.

CREDIT RECEIVABLE RISK risk that PREMIUMS and REINSURANCE, as well as other receivable instruments,
will not be collected.

CREDIT REPORT see RETAIL CREDIT REPORT.

CREDIT RISK possibility that a borrower will not be able to service the debt (pay the interest on the borrowed funds)
or make the principal payments when due. The greater this type of risk, the greater the yield.

CREDIT SHELTER TRUST vehicle through which the FEDERAL ESTATE TAX credit is protected from estate tax
payment. The procedure isto leave the federal estate tax credit to the shelter trust with the trust established for the
benefit of one's spouse (spouse receives the income from the trust and the assets of the trust are held for the benefit of
the spouse). The assets of the trust are not subject to federal estate tax upon the death of the spouse since the assets are
not in the spouse's estate at that time.

CRIME INSURANCE coverage for the perils of burglary, theft, and robbery. See also BURGLARY INSURANCE;
BUSINESS INSURANCE; HOMEOWNERS INSURANCE POLICY; PERSONAL AUTOMOBILE POLICY (PAP);
SIMPLIFIED COMMERCIAL LINES PORTFOLIO POLICY (SCLP); COMMERCIAL PACKAGE POLICY (CPP).

CRIMINAL LIABILITY crime against the state for which an officer of the state can bring legal action. Society is
harmed by an individual breaking the laws of the state. Usually there is no statue of limitations for criminal liability.
Property and casualty insurance is not designed to provide coverage for the criminal acts of an insured individual.

CRITICAL ILLNESS INSURANCE insurance policy that paysa FACE AMOUNT/ LUMP SUM if the INSURED is
diagnosed with a specified critical illness. This sum is paid directly to the insured regardless of any other sources of
income (job-related and non-job-related), expenses incurred (medical and nonmedical), and any other factors.
Generally, critical illnesses include stroke, heart attack, cancer that islife threatening, paralysis, deafness, organ
transplant requirement, blindness, and kidney failure. Some policies pay a percentage of the face amount, for
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example 15 to 30%, if aless seriousillness occurs or medical procedure such as a coronary bypass must be performed.
Theillness does not have to result in the disability of the insured (total or partial); the insured still receives the face
amount payment. This type of insurance can be purchased as a separate policy or as arider to aLIFE INSURANCE or
DISABILITY INCOME policy. The face amount is not paid if the insured dies within 30 days of being diagnosed with
the covered illness and there is usually aWAITING PERIOD before the coverageisin force. This coverage may be
purchased on both a personal and business basis.

CROP INSURANCE coverage for crops in the event of loss or damage by insured perilsincluding hail, fire, and
lightning. Prior to the passage of the Federal Crop Insurance Act in 1938 it was virtually impossible to obtain insurance
protection against crop damage. Today coverage is available from the Federal Crop Insurance Corporation as well as
from private sources. Exclusions from coverage include the perils of war and nuclear disaster.

CROSSLIABILITY LIABILITY incurred by one INSURED as the result of his or her damaging another insured when
both insureds are covered under the same LIABILITY INSURANCE policy. Each insured must be treated as a separate
entity under a cross-liability clause in aliability insurance policy.

CROSS PURCHASE PLAN see PARTNERSHIP LIFE AND HEALTH INSURANCE.
CRUDE DEATH RATE total deaths as a percentage of total population for a stipulated period of time.

CRUMMEY TRUST unfunded trust that acts as the owner of alifeinsurance policy. The trust receives a donor's cash
payments on a periodic basis, from which the beneficiary of the trust has a specified period in which to make a cash
withdrawal. If thisis not done, the cash paid by the donor is used to pay the premiums due on the life insurance policy.
Under this circumstance the IRS deems that a gift of present value interest by the donor has been made. It isimportant
that a gift of present value interest be established because such a gift in trust will enable the donor to contribute up to
$10,000 ($20,000 if two donors such as husband and wife contribute) in premium payments and enjoy the gift tax
exclusion. When the donor dies, the life insurance policy in trust is effectively removed from the donor's estate.

CSL see COMBINED SINGLE LIMIT.
CSO TABLE see COMMISSIONERS STANDARD ORDINARY MORTALITY TABLE (CSO).
CUMULATIVE INJURIES sum total of an employee's job-related injuries resulting in disabilities over the working

career. For example, exposure to radiation over many years on the job would have a compounding injury effect
resulting in ultimate disability.
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CUMULATIVE LIABILITY

Reinsurance: total of the limits of liability of all reinsurance policies that areinsurer has outstanding on asingle risk.
Thetotal of all such limitsincludes all ceding contracts from all insurers representing all lines of coverage for the single
risk.

Liability insurance: total of the limits of liability of al policiesthat an insurer has outstanding on asingle risk.
Examples are the HOMEOWNERS INSURANCE POLICY, PERSONAL AUTOMOBILE POLICY (PAP), and
personal umbrella liability policy.

CUMULATIVE TRAUMA injury that continues after awound from physical or psychic entry. (The latter is awound
that makes a lasting impression on the mind, especially upon the subconscious mind; for example, athree-year-old child
could be traumatized by seeing father abuse mother.) Trauma resultsin other injuries of a continuing nature and is
usually covered under health insurance policies.

CUMULATIVE TRAUMA DISORDERS injuries that afflict the tendons, bones, muscles, and nerves of the back,
hands, arm, shoulders, and neck. These are the fastest growing areas of workers compensation claims. The symptoms of
these injuries range from swelling and deformity to intense pain and numbness.

CUMULATIVE TREND METHOD approach to derive trend lines that can be applied to rating insured losses. Other
methods require substantial preliminary operations to solve systems of equations of several unknowns. The cumulative
method reduces the probability of mistakes because arelatively simple computation is required to prepare a set of data
for the BURNING COST RATIO.

CURE see REST CURE.

CURRENCY RISK situation where the United States dollar rises in value in comparison with other foreign currencies
resulting in the decrease in the value of the foreign securities. Thisis due to the fact that the principal and income
payments on the foreign securities are based on that particular foreign currency and thus must be converted into United
States dollars. When that particular foreign currency is weak, and the United States dollar is strong, fewer dollars will
be received upon conversion.

CURRENT ASSUMPTIONS basis for calculating life insurance premiums and benefits using current interest and
mortality rates, rather than historic rates. Current assumptions are critical to interest-sensitive products such as
Universal Life. When interest rates are high, benefits projections (such as cash values) are high. When interest rates are
low, these projections are not as alluring. The thesis of current-assumption life insurance products is that policyowner
earnings should reflect current market conditions.

CURRENT ASSUMPTION WHOLE LIFE INSURANCE variation of ORDINARY LIFE INSURANCE under which
current mortality experience
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and investment earnings are credited to the insurance policy either through the cash value account and/or the premium
structure (in a stock company) or the dividend structure (in amutual company). Regardless of whether a company is
stock or mutual, the policy has these characteristics:

1. premiums are subject to change based on the experience (mortality, expenses, investment) of the company. The
policyowner does not exercise any control over the changes.

2. apolicyowner can use the cash value to make loans just as with traditional ordinary life insurance.
3. aminimum amount of cash value is guaranteed, just as with traditional ordinary life insurance.
4. the death benefit does not fluctuate.

CURRENT DISBURSEMENT payment of premiums and benefits as they come due. In pension plans, known as the
"pay asyou go basis." The plan depends on new employees coming into the work force so that their contributions can
help pay for the benefits of the retiring employees. If the company is not experiencing growth and isin fact part of a
matured or even adying industry, there may not be enough on hand to pay benefits of retiring employees.

CURRENT INCOME average earned monthly income of the insured wage earner after regular earned income has been
interrupted or terminated because of illness, sickness, or accident. Thisincome amount isimportant to the calculation of
the MONTHLY INDEMNITY benefit and the LOSS OF INCOME amount under the DISABILITY INCOME
INSURANCE policy.

CURRENTLY INSURED under SOCIAL SECURITY, workers who have at least six quarters of earnings of adequate
amount to qualify for credit of the last 13 quarters prior to the worker's death. If thisis the case, SURVIVOR
BENEFITS will be paid by Social Security to the dependents of the deceased worker. See also QUARTERS OF
COVERAGE.

CURTESY INTEREST husband'sinterest in hiswife's property upon her death. A husband has an INSURABLE
INTEREST in that property and can purchase a property and casualty insurance policy to cover the EXPOSURES on it.
See also DOWER INTEREST.

CUSTODIAL ACCOUNT account established to manage the assets of a minor. This account is under the auspices of a
custodian (either an individua or an institution). The GIFT TAX exclusion would apply on any annual giftsto aminor.

CUSTODIAL CARE assistance provided to a person in performing the basic daily necessities of life, such as dressing,
eating, using atoilet, walking, bathing, and getting in and out of bed. This type of care does not require hospitalization
for the treatment of adisease, illness, accident, or injury. Its cost may or may not be covered by health insurance.
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CUSTOMARY AND REASONABLE CHARGE term referring to the most common charge, in HEALTH
INSURANCE, for aservice.

CUT-OFF CLAUSE in aREINSURANCE policy that excludes the reinsurer's liability for losses occurring after a
stipulated date.

CUT RATE PREMIUM rate charged by the INSURANCE COMPANY (INSURER), which is below the standard rate.

CUT-THROUGH ENDORSEMENT (ASSUMPTION OF RISK) guarantee by a reinsurance company that payment for

losses incurred by athird party will be made even though that third party has no contractual arrangement with the
reinsurance company.
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D

DAILY FORM (REPORT) shortened report showing pertinent insurance policy information, copies of which are
distributed in the insurance company's HOME OFFICE and BRANCH OFFICES, aswell asto AGENTS and
BROKERS.

DAMAGES sum the insurance company is legally obligated to pay an insured for losses incurred.

DAMAGE TO PROPERTY OF OTHERS see HOMEOWNERS INSURANCE POLICYSECTION Il (LIABILITY
COVERAGE).

D& O see DIRECTORS AND OFFICERS LIABILITY INSURANCE.

DATA PROCESSING INSURANCE coverage on data processing equipment, data processing media (such as magnetic
tapes, disks), and extra expense involved in returning to usual business conditions. The data processing equipment is
usually written as ALL RISKS on a specifically scheduled basis. The data processing mediais usually written on an
ALL RISKS basis. No COINSURANCE isrequired for the data processing media and the extra expense coverage.

DATE OF INCEPTION OF THE INSURANCE POLICY see EFFECTIVE DATE.

DATE OF ISSUE date when an insurance company issues a policy. This date may be different from the date the
insurance becomes effective.

DATE OF PLAN TERMINATION stipulation of the exact time when the PENSION BENEFIT GUARANTY
CORPORATION assumes the legal liabilities for an insured pension plan that is being terminated. See also PENSION
BENEFIT GUARANTY CORPORATION (PBGC).

DATE OF SUBSCRIPTION OF THE POLICY specific time at which the INSURANCE POLICY coverage begins and
ends.

DAY ORDER buy or sell order for security that expires at the end of the trading date on which it was entered if not
executed.

DAY S OF GRACE see GRACE PERIOD.

DDD see DIRECTORS AND OFFICERS LIABILITY INSURANCE.

DEALERS INSURANCE coverage on an ALL RISKS basis, subject to listed exclusions, for personal property of the
insured dealer that is used in normal business activities. Goods that have been sold on an installment basis contract upon
leaving the care, custody, and control of the insured dealer; furniture and fixtures used in the business activities of the

insured dealer; money; securities; and items that are in the process of being manufactured are generally excluded from
coverage.

< previous page page 122 next page >

file:///C:/0764112627/0764112627/0764112627/0764112627/files/page_122.html [22/11/2009 18:19:10]



page_123

< previous page page_123 next page >
Page 123

DEAN ANALYTIC SCHEDULE rating method for commercial fire insurance according to a predetermined schedule.
Published by A. F. Dean in 1902, this method was the first comprehensive qualitative analysis procedure to take into
consideration the numerous physical factorsimpacting the fire exposure. No longer widely used, because most
companies have developed their own schedules or use schedules advocated by the INSURANCE SERVICES OFFICE
(1S0).

DEATH termination of life. A death certificate is required by alife insurance company for a beneficiary to receive the
death payment.

DEATH BENEFIT amount payable, as stated in alife insurance policy, upon the death of the insured. Thisisthe face
value of the policy plus any riders, less any outstanding loans and the interest accrued thereon.

DEATH BENEFIT ONLY LIFE INSURANCE PLAN see KEY EMPLOY EES, INSURANCE PLANS FOR.

DEATH CLAIM proof of death of the INSURED form filed with the INSURANCE COMPANY establishing the rights
of the BENEFICIARY to the DEATH BENEFIT.

DEATH PLANNING estimate of the funds necessary to maintain the life-style of afamily after the death of the wage
earner. See also HUMAN LIFE VALUE APPROACH (ECONOMIC VALUE OF AN INDIVIDUAL LIFE).

DEATH RATE see MORTALITY RATE.

DEBENTURE unsecured bond. The only protection for the lender is the credit and reputation of the borrower. The
method of evaluating the quality of debenturesisto analyze the earning power, overall status, and outlook of the
borrowing corporation.

DEBENTURE, SUBORDINATED very junior issues of debt, according to explicit statements in the indenture, which
rank after other unsecured debt.

DEBIT ininsurance, DEBIT AGENTS list of total premiumsto be collected. This also appliesto the geographical area
in which an agent collects the premiumes.

DEBIT AGENT (HOME SERVICE AGENT) insurance company representative who sells debit life insurance
(industrial lifeinsurance). This agent is usually more of a collector of small premium payments on a weekly, biweekly,
or monthly basis than a salesperson.

DEBIT INSURANCE (HOME SERVICE INSURANCE, INDUSTRIAL INSURANCE) lifeinsurance on which a
premium is collected on aweekly, bi-weekly, or monthly basis, usualy at the home of a policyholder. The face value of
the policy is usually $1000 or less. See also DEBIT; DEBIT AGENT.

DEBIT LIFE INSURANCE see DEBIT INSURANCE.
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DEBIT SYSTEM see DEBIT INSURANCE.

DEBRIS REMOVAL CLAUSE in property insurance, contract section providing for reimbursement for removal of
debris resulting from an insured peril. The amount of reimbursement under the HOMEOWNERS INSURANCE
POLICY ranges from 5-10% of the face value.

DECEDENT dead INSURED.

DECEPTIVE PRACTICE CONCEALMENT of the actual fact. For example, an insurance agent tells a prospective
insured that a policy provides a particular benefit when in actual fact this benefit is not in the written language of the
policy. See also TWISTING.

DECLARATION statement that the insured makes (declares) about |oss exposures in an application for a policy. For
example, in apersonal automobile policy the applicant states his’her name, address, occupation, type of automobile,
expected mileage per year, etc. Based on this information, the insurance company decides which underwriting
classification in which to place the risk; applicable premium rate; maximum limits of coverage; and any special
conditions to govern the insured's behavior that is to be attached to the policy.

DECLARATIONS SECTION in property and casualty insurance, contract section containing such information as name,
description, and location of insured property; name and address of the insured; period a policy isin force; premiums
payable; and amount of coverage.

DECLINATION rejection by an insurance company of an application for apolicy.

DECREASING TERM LIFE INSURANCE coverage in which the face amount of alife insurance policy declinesby a
stipulated amount over a period of time. For example, the initial face amount of a $100,000 decreasing term policy
decreases by $10,000 each year, until after 10 years the face value equals zero. The premium does not decrease.
DEDUCTIBILITY OF EMPLOY ER CONTRIBUTIONS contributions (under qualified employee benefit plans, such
as pensions and health insurance) made by an employer on behalf of employees, deducted as a business expense for tax
purposes. Employer contributions are not considered current taxable income to the employee. Thus, significant tax
advantages are available to both an employer and an employee.

DEDUCTIBLE amount of loss that insured pays in a claim; includes the following types:

1. Absolute dollar amount. Amount the insured must pay before the company will pay, up to the limits of the policy.
The higher the absolute dollar amount, the lower the premium.

2. Time period amount (Elimination period/Waiting period). Length of time the insured must wait before any benefit
payments are
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made by the insurance company. In disability income policiesit is common to have awaiting period of 30 days during
which no income benefits are paid to the insured. The longer this time period, the lower the premium.

The consumer would be well advised to select the highest deductible (by dollar amount and/or time period) that he/she
can afford. First dollar coverages are very costly. A high deductible alows the insured to self-insure expected
lossesthose of high frequency and low severity.

DEDUCTIBLE, AGGREGATE ANNUAL see AGGREGATE ANNUAL DEDUCTIBLE.

DEDUCTIBLE, BUY-BACK see BUY-BACK DEDUCTIBLE.

DEDUCTIBLE CLAUSE provision in insurance policies that states the DEDUCTIBLE. See also COINSURANCE;
LOSSSETTLEMENT AMOUNT; SETTLEMENT OPTIONS, PROPERTY AND CASUALTY INSURANCE.

DEDUCTIBLE, CORRIDOR see CORRIDOR DEDUCTIBLE.

DEDUCTIBLE, DISAPPEARING see DISAPPEARING DEDUCTIBLE.

DEDUCTIBLE, FRANCHISE see FRANCHISE DEDUCTIBLE.

DEDUCTIBLE, PERCENTAGE-OF-LOSS see PERCENTAGE-OF-LOSS DEDUCTIBLE.

DEDUCTIBLE, PERIOD see DISABILITY INCOME INSURANCE (ELIMINATION PERIOD).

DEDUCTIBLE, SPLIT see SPLIT DEDUCTIBLE.

DEDUCTIVE REASONING observance of an event occurring on arepeated basis that |eads one to believe that a
certain PROBABILITY is attached to the occurrence of that event. For example, if there are ared ball and ablue ball in
abag, and each color ball is drawn one-half of the time, we come to believe that each color ball has a one-half

probability of being drawn at any one time.

DEFAMATION OF CHARACTER oral or written statement that results in injuring the good name or reputation of
another, causing that individual to be held in disrepute.

DEFEA SANCE procedure that moves up the maturity date of the municipal bond to its call date. The call date permits
the issuer of the bond to redeem the bond at any time after a stipulated minimum number of years have passed at a given
price.

DEFENDANT one of two partiesin a negligence lawsuit (the other party being the PLAINTIFF) from whom the

plaintiff seeks releases because of bodily injury and or property damage incurred as the result of the defendant's
alegedly negligent acts.
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DEFENDANT BOND type of COURT BOND filed on behalf of the defendant and used to rel ease assets to him or her
that have been attached pending a court decision. See also APPEAL BOND; BAIL BOND; INJUNCTION BOND;
JUDICIAL BOND.

DEFENSE AGAINST UNINTENTIONAL TORT see TORT, DEFENSE AGAINST UNINTENTIONAL.
DEFENSE CLAUSE see DEMOLITION CLAUSE.

DEFENSE COSTS expense of defending alawsuit. To mount alegal defense against civil or criminal liability, a
defendant faces expenses for lawyers, investigation, fact gathering, bonds, and court costs. Of critical importance in
purchasing liability insurance is not only the limits of coverage under the policy but also the obligation of the insurance
company to defend the insured against suits, even if a suit is without foundation. Because legal defense costs can be
extremely high, the consumer should consider liability insurance that pays all defense costsin addition to the policy
limits.

DEFENSE OF SUIT AGAINST INSURED clause in aliability insurance policy under which an insurance company
agreesto defend an insured even if alawsuit iswithout foundation. The costs of defending the insured are covered, in
addition to the limits of coverage under the policy. For example, if the limits of coverage under a policy is $1,000,000
and defense costs are $120,000, the $120,000 costs are in addition to the $1,000,000 of coverage. Thisiscritical, since
defense costs can be quite high.

DEFENSE RESEARCH INSTITUTE (DRI) organization of trial attorneys who specialize in the representation of
defendants who become subject to TORT actions. Generally, these tort actions involve bodily injury or personal injury
claims against the defendant.

DEFENSIVE MEDICINE extensive medical procedures conducted by physiciansin order to document the patient's file
in the event of a negligence liability suit.

DEFERRED ANNUITY annuity that can be paid either with a single premium or a series of installments. For example,
an annuitant pays a single premium of $100,000 on June 1 of the current year and is scheduled to receive a monthly
income of $1300 at a specified later date. Or, the annuitant pays $50 a month to the insurance company, starting June 1,
1968, and ending June 1, 1987, and begins receiving a monthly income of $1300, beginning July 1, 1987. See also
ANNUITY.

DEFERRED BENEFITS AND PAYMENTS see DEFERRED CONTRIBUTION PLAN, DEFERRED RETIREMENT
CREDIT.

DEFERRED COMPENSATION PLAN means of supplementing an executive's retirement benefits by deferring a
portion of hisor her current earnings. Deferring income in this manner encourages the loyalty

< previous page page 126 next page >

file:///C:/0764112627/0764112627/0764112627/0764112627/files/page_126.html [22/11/2009 18:19:15]



page_127

< previous page page 127 next page >
Page 127

of executives. To qualify for atax advantage, the IRS requires a written agreement between an executive and the
employer stating the spec-ified period of deferral of income. An election by an executive to defer income must be
irrevocable and must be made prior to performing the service for which income deferral is sought.

DEFERRED CONTRIBUTION PLAN arrangement in which an unused deduction (credit carryover) to a profit sharing
plan can be added to an employer's future contribution on atax deductible basis. It occurs when the employer's
contribution to a profit sharing plan is less than the annual 15% of employee compensation alowed by the Federal Tax
Code.

DEFERRED DIVIDENDS end of a defined time period that dividends become payable to the POLICY HOLDER.

DEFERRED GROUP ANNUITY retirement income payments for an employee that begin after a stipulated future time
period, and continue for life. (A beneficiary of a deceased annuitant may receive further income, depending on whether
the contract isa PURE ANNUITY or REFUND ANNUITY). Each year, contributions are used to buy a paid-up single
premium deferred annuity. These increments, added together, provide income payments at retirement.

DEFERRED PREMIUM life insurance premium that is not currently due. Future payments are made on afrequency
basis other than annual.

DEFERRED PROFIT-SHARING portion of company profits allocated by an employer, in good years, to an employee's
trust. Contributions on behalf of each employee are expressed as a percentage of salary with 5% being common
practice. If the profit sharing plan is a qualified plan according to the IRS, employer contributions are tax deductible as
a business expense. These contributions are not currently taxable to the employee; benefits are taxed at the time of
distribution.

DEFERRED RETIREMENT retirement taken after the normal retirement age. For example, if the normal retirement
ageis 65 or 70 an employee may continue to work beyond those ages. Normally the election of deferred retirement does
not increase the monthly retirement income when the employee actually retires.

DEFERRED RETIREMENT CREDIT former arrangement under which retirement benefits payable to an employee
who continued to work beyond NORMAL RETIREMENT AGE were frozen, and not increased in recognition of added
work time. This was eliminated by the federal Omnibus Budget Reconciliation Act of 1986.

DEFERRED VESTING see VESTING, DEFERRED.

DEFICIENCY RESERVE addition to reserves of alife insurance company required by various states because the
VALUATION PREMIUM is
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greater than the GROSS PREMIUM. Without a deficiency reserve, the normal reserve by itself would be less than the
actual reserve required.

DEFICIT REDUCTION CONTRIBUTION contribution whose purpose is to increase funding of underfunded
PENSION PLANS. It is part of the calculation that is made to arrive at the plan’'s minimum funding requirement.
Usually a pension plan requires such a contribution when the assets of the plan become less than 80 to 90% of the
current liabilities of the plan.

DEFINED BENEFIT PLAN retirement plan under which benefits are fixed in advance by formula, and contributions
vary. The defined benefit plan can be expressed in either of two ways:

1. Fixed Dollars: (a) Unit benefit approacha discrete unit of benefit is credited for each year of service recognized by
the employer. The unit is either aflat dollar amount or (more often) a percentage of compensationusually 1 1/2 2 1/2%.
Total years of service are multiplied by this percentage. For example, if total years of serviceis 30 and the percentageis
1 1/2, 45% would be applied to either the career average earnings or final average earnings (highest three of five
consecutive years of earnings). If the average of the highest five consecutive years of earnings is $100,000, the yearly
retirement benefit would be $45,000. (b) Level Percentage of CompensationAfter a minimum number of years of
service (usualy 20) and a minimum age (usually 50), all employees will receive the same percentage of earnings as a
retirement benefit, regardless of income, position in the company, or years of service. For example, each employee who
isat least 50 years of age, with at least 20 years of service receives 20% of compensation. This plan is more common
than the flat amount approach described below. (c) Flat AmountAfter having attained a minimum number of years of
service (usualy 20) and a minimum age (usually 50), all employees will receive the same absolute dollar amount as a
retirement benefit, regardless of income, position in the company, or years of service. For example, each employee who
isat least 50 years of age, with at least 20 years of service receives $8000 a year in retirement benefits.

2. Variable Dollars: (a) Cost-of-Living Planbenefits are modified according to changes in a predetermined price
indexusually, the Consumer Price Index (CPl). For example, when the CPI increases by at least 3% benefits are
increased by that percentage. (b) Equity Annuity Planpremiums are paid into a variable annuity plan to purchase
accumulation units. At retirement, the accumulation units are converted to retirement units whose values fluctuate
according to the common stock portfolio in which the premiums were invested.

< previous page page 128 next page >

file:///C:/0764112627/0764112627/0764112627/0764112627/files/page_128.html [22/11/2009 18:19:17]



page_129

< previous page page_129 next page >
Page 129

DEFINED CONTRIBUTION PENSION PLAN (MONEY PURCHASE PLAN) retirement plan under which
contributions are fixed in advance by formula, and benefits vary. These plans are often used by organizations that must
know what the cost of employee benefits will be in the years ahead. For example, nonprofit organizations such as
charities need to project future pension expenses that will not rise above a preset limit. This enables budgets to be
established that provide guidelines for their solicitation of funds.

DEFINITE LOSS see REQUIREMENTS OF INSURABLE RISK.

DEFINITIONS essentia parts of insurance policies that explain the meanings of important words and phrases found in
those policies.

DEGREE OF CARE minimum of care owed by one party for the physical safety of another. Liability suits are brought
because of negligent acts and omissions resulting from failures to exercise due care.

DEGREE OF RISK amount of uncertainty in a given situation. Probability that actual experience will be different from
what is expected.

DELAY CLAUSE in CASH VALUE LIFE INSURANCE policies, provision that allows the insurance company to
refuse the POLICYHOLDER aloan on the cash value for a period of time, usually up to 6 months, from the request
date. The only exception isfor premium payments due on the policy.

DELAYED PAYMENT CLAUSE lifeinsurance policy provision stating that after the death of an insured, the proceeds
from apolicy are not immediately paid to the primary beneficiary; instead, they are delayed for a specified time period.
This usually occursin common disaster situations.

DELIVERY physical handing of an insurance policy to the insured. Sales training emphasizes the importance of
delivery of apolicy by the agent. This develops a caring attitude on the part of the agent and reinforces the insured's
belief that he or she made the right decision in purchasing the policy.

DELIVERY RECEIPT signed receipt by POLICY OWNER acknowledging that policyowner isin possession of the
policy.

DEMOLITION CLAUSE in PROPERTY INSURANCE poalicies, provision that excludes the insurance company's
liability for indemnification of the insured for the insured's expenses incurred in the demolition of undamaged property.

DEMOLITION INSURANCE coverage that will indemnify the insured for the expenses, up to the limits of the policy,
if abuilding is damaged by a peril such asfire, and zoning requirements and/or building codes mandate that the building
be demolished.
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DEMURRAGE compensation payable to the owner of a ship detained for reasons beyond his or her control who incurs
aloss of earnings because of the delay. Detainment can be caused by a delay in the loading or unloading of the ship.

DEMUTUALIZATION (STOCKING A MUTUAL) conversion of form of ownership from a MUTUAL INSURANCE

COMPANY to a STOCK INSURANCE COMPANY . Interest in demutualization of life insurance companies surged in

the early 1980s among many large mutual companies because they felt they needed new sources of capital to competein
the financial services revolution.

DENTAL EXPENSE INSURANCE insurance that usually follows the format of COMPREHENSIVE HEALTH
INSURANCE plansin that there is a COINSURANCE requirement of usually 75 to 80%, and alimit on benefits for
any one person per calendar year. In many instances, there is no deductible for annual preventive oral examinations.
Orthodontia benefits are usually provided separately.

DENTAL INSURANCE coverage for dental services under agroup or individual policy.

DEPARTMENT STORE INSURANCE FLOATER coverage for items of property being delivered to a customer. The
means of transportation covered include such common carriers as aircraft, railroads, trucks, express carrier, and other
variations, as well as the department store's trucks and other delivery vehicles. Coverage can be purchased on an ALL
RISK'S basis subject to excluded perils such as war and nuclear disaster. Coverage applies on a blanket basis meaning
that all locations of points of delivery are covered.

DEPENDENT a person who relies on another for economic support. For insurance purposes, the following may be
included: (1) theinsured's legal spouse; (2) any unmarried children younger than a specified age who are dependent
upon the insured for support (age requirements vary from plan to plan); (3) unmarried children between specified years
of age who are dependent upon the insured for support, and who are full-time students in an educational institution (age
requirements vary).

A dependent child cannot be covered under more than one insured employee's plan. For example, if the husband and
wife are both insured employees of different companies, coordination of benefits would determine which planis
primary and which plan is secondary. In some states, the father's plan is primary; in other states, the birthday rule
would be used: the parent with the earlier birthday would have the primary plan.

DEPENDENT ADMINISTRATION COVERAGE see DEPENDENT; DEPENDENT COVERAGE.
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DEPENDENT CARE ACCOUNT type of FLEXIBLE SPENDING ACCOUNT. See also FLEXIBLE SPENDING
ACCOUNTHEALTH CARE/DEPENDENT CARE EXPENSES.

DEPENDENT CARE ASSISTANCE PLANS (DCAP) fringe benefit provided by the employer to its employees as
sanctioned under the 1981 Economic Recovery Tax Act. Under Internal Revenue Code Section 129, this benefit is
nontaxable to the employee and the costs incurred by the employer are considered tax deductible as a necessary
business expense. The dependent under DCAP is defined as a dependent child under age 15, a dependent elderly
relative, or a dependent mentally and/or physically handicapped individual. DCAP can be implemented through a salary
reduction program under which the employee can choose to reduce his or her salary up to a maximum of $5000
annually for dependent care-related expenses. A current EMPLOY EE BENEFIT INSURANCE PLAN can be amended
to include DCAP, thereby making the benefit available to all employees. DCAP permits the employee to select the type
of dependent care program that he or she prefers.

DEPENDENT CARE FLEXIBLE SPENDING ACCOUNT account that issimilar in form to the HEALTH PLAN
FLEXIBLE SPENDING ACCOUNT (FSA) with contributions to this account used to reimburse employees who are
parents for expenses at a children's day care center or home child care. Employees can also be reimbursed for expenses
associated with caring for an elderly parent.

DEPENDENT COVERAGE coverage under life and health insurance policies for dependents of a named insured to
include a spouse and unmarried children under a specified age. Under some life insurance policies an insured's spouse
and dependent children, unmarried and under age 21, can be added at favorable rates. Health insurance policies cover
the same dependent individuals at afar cheaper rate than the cost of separate policies for them.

DEPENDENT PROPERTIES BUSINESS INCOME FORM form that provides insurance coverage for the insured in
the event the damage or destruction of non-owned property reduces or terminates the insured's earnings. For example, if
the insured manufactures plastic airplane kits, and the supplier of the plastic for making the airplanes has a catastrophic
fire at its plant, the manufacturer would not be able to continue to produce the kits in the necessary volume. Thus, the
manufacturer would be indemnified by the insurance company for itslost earnings.

DEPOSIT ADMINISTRATION GROUP ANNUITY see PENSION PLAN FUNDING: GROUP DEPOSIT
ADMINISTRATION ANNUITY.

DEPOSIT ADMINISTRATION PLAN unallocated funding instrument for pension plans under which premiums are
placed on deposit,
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and are not currently allocated to the purchase of benefits for the employee. At retirement, an immediate retirement
annuity is purchased for the employee. The amount of monthly income depends on the investment results of the funds
left on deposit. Many insurance companies guarantee a minimum rate of return on funds left on deposit.

DEPOSITORS FORGERY INSURANCE coverage provided for individuals or businesses for loss due to forgery or
alteration of such financial instruments as notes, checks, drafts, and promissory notes.

DEPOSIT PREMIUM premium required by an insurance company for plans subject to premium adjustment. The initial
provisional premium is paid to put acommercial property or liability insurance policy into force. The final premiumis
determined at the end of the policy period, based on an insured's actual exposures and |0ss experience.

DEPOSIT TERM LIFE INSURANCE policy in which a premium (the deposit) is paid in the first policy year, in
addition to the regular term insurance premiums required. The deposit is left to accumulate at interest for a specific
number of years, e.g., 10. Thereafter, the policy-owner can receive the deposit plus interest or may renew the policy
without the INSURED having to furnish EVIDENCE OF INSURABILITY. This procedure can be repeated every 10
years, in some instances up to age 100. A deposit term policy can be converted to ORDINARY LIFE, or
DECREASING TERM LIFE INSURANCE without evidence of insurability. However, if the policyowner cancels the
policy prior to theinitial 10 years, the deposit and any interest is forfeited. If the insured dies before the policy is
converted, the deposit plusthe interest is added to the death benefit.

DEPRECIATION actual or accounting recognition of the decrease in the value of a hard asset (property) over a period
of time, according to a predetermined schedule such as straight line depreciation.

DEPRECIATION INSURANCE see REPLACEMENT COST LESS PHY SICAL DEPRECIATION AND
OBSOLESCENCE.

DERIVATIVES securities that derive their value from other financial instruments that are used by the insurance
company to hedge its bets on which direction the market is moving. For example, cattle futures are a simple derivative
in that the cattle futures contract increases or decreases in value as future prices change for cows on the hoof. When
insurance companies use derivatives, they are more likely to use them in association with currency and interest rate
transactions as a means of protecting themselves against adverse moves in interest rates or foreign currency exchanges.
This instrument provides a mechanism for hedging against the interest rate risks that are inherent within insurance
products by pricing in that risk in advance and protecting against future negative occurrences.
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DEVIATED RATE rates used by a property and casualty insurance company that are different from that suggested by a
RATING BUREAU. An insurance company may use deviated rates because it feels they are more indicative of the
company's experience.

DEVIATING INSURANCE COMPANY insurance company whose premium rates are usually below that of other
insurance companies and the RATING BUREAU.

DEVIATION see DEVIATED RATE.
DEVIATION POLICY INSURANCE POLICY that differs from the STANDARD FORM.

DIAGNOSIS RELATED GROUP method of determining reimbursement from medical insurance according to
diagnosis on a prospective basis. It originated with the MEDICARE program.

DIC see DIFFERENCE IN CONDITIONS INSURANCE.

DIFFERENCE IN CONDITIONS INSURANCE coverage for aphysical structure, machinery, inventory, and
merchandise within the structure in the event of earthquakes, flood collapses, and subsidence strikes. Even though
coverageison an ALL RISKS basis, important perils are excluded such asfire, vandalism, sprinkler leakage, employee
dishonesty, boiler and machinery losses, and mysterious disappearance, sinceit is assumed that the insured business
already has coverage for these perils under a business property insurance policy.

DIP-DOWN CLAUSE provisioninan UMBRELLA LIABILITY INSURANCE policy under which the policy will pay
those losses that come within the retention limits of the primary policy, but the primary policy cannot pay because its
aggregate limits have no further capacity.

DIRECT COVER AUTOMATIC NONPROPORTIONAL REINSURANCE treaty or AUTOMATIC
PROPORTIONAL REINSURANCE treaty that provides coverage for losses upon which claims are made while the
treaty isin force, without regard to when these losses actually occurred. See also CLAIMS MADE BASISLIABILITY
COVERAGE; CLAIMS OCCURRENCE BASISLIABILITY COVERAGE.

DIRECT LIABILITY legal obligation of an individual or business because of negligent acts or omissions resulting in
bodily injury and/or property damage or destruction to another party. There are no intervening circumstances.

DIRECT LOSS property loss in which the insured peril is the proximate cause (an unbroken chain of events) of the
damage or destruction. Most basic property insurance policies (such as the standard fire policy) insure against only

direct loss and not INDIRECT LOSS or CONSEQUENTIAL LOSS. For example, afire within the wall structure of a
house causes the drapes to catch fire, which in turn fans flames onto the
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furniturea direct loss. An indirect loss would be inconvenience of the inhabitants, who would not be ableto sleep in
their home, thus causing adrop in their efficiency at work.

DIRECTORS AND OFFICERS LIABILITY INSURANCE coverage when a director or officer of acompany commits
anegligent act or omission, or misstatement or misleading statement, and a successful libel suit is brought against the
company as aresult. Usually alarge deductible is required. The policy provides coverage for directors and officers
liability exposure if they are sued asindividuals. Coverageis also provided for the costs of defense such as legal fees
and other court costs.

DIRECT PLACEMENT security sold by the issuer of the security directly to the purchasing financia institution
without the inclusion of the investment banker in this process. Insurance companies are frequent purchasers of securities
in thisway. Only the largest firms with the highest credit ratings are able to issue these types of securities. The issuer
avoids the uncertainty of the market through these private negotiations.

DIRECT PROPERTY EXPOSURES circumstance in which thereisa PROBABILITY lossto PERSONAL
PROPERTY or REAL PROPERTY resulting from property damage, destruction, or disappearance. See also
COMMERCIAL PROPERTY FLOATER; COMMERCIAL PROPERTY FORM; HOMEOWNERS INSURANCE
POLICY; PERSONAL ARTICLES INSURANCE; PERSONAL EFFECTS INSURANCE; PERSONAL PROPERTY
FLOATER; COMMERCIAL PACKAGE POLICY (CPP).

DIRECT RECOGNITION immediate taking-into-account of present interest rates, mortality experience, and expenses
in premiums currently charged. Thisis critical to the formulation of CURRENT ASSUMPTION WHOLE LIFE
INSURANCE products. See also UNIVERSAL LIFE INSURANCE.

DIRECT REGISTRATION SY STEM system in which shareholders are not issued physical stock certificates; instead,
they are sent a statement that shows the number of shares registered in the shareholder’'s name on the insurance
company's books (on direct deposit with the company).

DIRECT RESPONSE MARKETING (DIRECT SELLING SY STEM) method of selling insurance directly to insureds
through a company's own employees, through the mail, or at airport booths. The company uses this method of
distribution rather than independent or captive agents for effectiveness and efficiency.

DIRECT ROLLOVER ELIGIBLE ROLLOVER DISTRIBUTION that is paid directly from an employee's
EMPLOY EE BENEFIT INSURANCE PLAN to the employee's INDIVIDUAL RETIREMENT ACCOUNT (IRA) or
to another plan maintained by the employer that accepts rollovers. Under such a
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rollover, the employee is not taxed on any part of the distribution until it is withdrawn from the IRA or the employer-
maintained plan. The employee can open an IRA to receive the distribution. If an employee is employed by a new
employer who maintains an employee benefit insurance plan that accepts rollovers, the distribution can be placed
directly into that plan. If the new employer does not accept rollovers, the employee can place the distribution into an
IRA.

DIRECT SELLING see DIRECT RESPONSE MARKETING (DIRECT SELLING SYSTEM).
DIRECT SELLING SY STEM see DIRECT RESPONSE MARKETING.
DIRECT WRITER

1. property insurer that distributes its products through a direct selling system. Traditionally, insurers often were known
as direct writ-ersif they used either adirect selling system or an exclusive agency systemfor distribution. Increasingly,
the term applies only to those using a direct selling system.

2. reinsurer that deals directly with a CEDING COMPANY , without using a REINSURANCE BROKER.
DIRECT WRITING AGENT see CAPTIVE AGENT.

DIRECT WRITTEN PREMIUM tota premiums received by a PROPERTY AND LIABILITY insurance company
without any adjustments for the ceding of any portion of these premiumsto the REINSURER.

DISABILITY physiological or psychological condition that prevents an insured from performing normal job functions.

DISABILITY BENEFIT income paid under a disability policy that is not covered under WORKERS
COMPENSATION BENEFITS. It isusually expressed as a percentage of the insured's income prior to the disability,
but there may be alimit on the amount and duration of benefits. The most advantageous policy pays a monthly
disability income benefit for aslong as the insured is unable to perform suitable job functions determined by experience,
education, and training.

DISABILITY BENEFIT, COMMERCIAL HEALTH INSURANCE see DISABILITY BENEFIT.

DISABILITY BUY-OUT INSURANCE buy-sell agreements found in partnerships, sole proprietorships, and close
corporations. Either the business entity or the surviving members of the business agree to buy out the interest of a
disabled member according to a predetermined formula funded through insurance. Disability buy-out insurance can be
more important to a business than death buy-out insurance because the chances of becoming disabled are 7 to 10 times
greater than death, depending on the age of the individual. The mechanisms available for the disability buy-out are the
same as those found under BUSINESS LIFE AND HEALTH INSURANCE. See also PARTNERSHIP LIFE AND
HEALTH INSURANCE.
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DISABILITY CLAUSE PROVISION found inaLIFE INSURANCE POLICY that provides that certain benefits will
be paid in the event the insured becomes totally and permanently disabled from an accident incurred or sickness
contacted. See also WAIVER OF PREMIUM (WP).

DISABILITY INCOME (DI) life insurance payment issued after the insured has been disabled for at least six months.
One percent of the face value of the policy is paid the insured as a monthly income benefit and premiums are waived for
the duration of the disability. A DISABILITY INCOME RIDER can be attached to an ordinary life insurance policy to
provide this disability income benefit at extra charge. The insured can have a WAVIER OF PREMIUM benefit without
adisability income benefit, but cannot have the disability income benefit without the waiver of premiums benefit.

DISABILITY INCOME INSURANCE health insurance that provides income payments to the insured wage earner
when income is interrupted or terminated because of illness, sickness, or accident. Definitions under this insurance
include:

1. Total and Partial Disabilityreduction in benefitsif the insured is found to be partially disabled instead of totally
disabled.

2. Amount of Benefitsmany policies stipulate that all sources of disability income cannot exceed 50% to 80% of the
insured's earnings prior to the disability, subject to a maximum absolute dollar amount.

3. Duration of Benefitdength of time benefits will be paid. Some policies will pay benefits for one or two years,
whereupon the insured must agree to be retrained for other work. Other policies pay benefits aslong asthe insured is
unable to do the job for which he or she is suited by training, education, and experience (often up to age 65, when
retirement programs take over). Some policies pay lifetime benefits.

4. ELIMINATION PERIOD (Waiting Period)period beginning with the first day of disability, during which no
payments are made to the insured. The longer this period, the lower the premiums.

5. Physician's Carethe insured must be regularly attended by alegally qualified physician because it is necessary to
assess changes in severity of disability.

6. PREEXISTING CONDITIONIf an insured has a preexisting injury, sickness, or illness, most policies will not pay
income benefits either for the duration of the policy or until a period of time (usu-ally from six months to one year) has
elapsed.

7. Recurrent Disabilitymost policies will not pay income benefits to an insured who is experiencing a recurrent
disability unless the recurrent disability is deemed a new disability. Some more progressive policies define a recurrent
disability as a new disability if there has been abreak of at least six months between the first disability and the current
disability, and the insured has returned to work during that break.

< previous page page 136 next page >

file:///C:/0764112627/0764112627/0764112627/0764112627/files/page_136.html [22/11/2009 18:19:27]



page_137

< previous page page 137 next page >
Page 137
8. RESIDUAL DISABILITYmany policies pay for the unused portion of the total disability period, limited to age 65.

DISABILITY INCOME RECORD SY STEM (DIRS) service under the auspices of the MEDICAL INFORMATION
BUREAU (MIB) that provides the insurance company with nonmedical information concerning the APPLICANT for
DISABILITY INCOME INSURANCE. The purpose of this system is to warn the insurance company in the event the
applicant tries to purchase excessive amounts of disability income insurance from various companies. The member
insurance company is required to report to the DIRS an applicant for disability income insurance in amounts of at least
$300 per month to be paid to the disabled insured for at least 12 months. The DIRS then stores thisinformation in its
computer files, from which it is retrievable by any member company.

DISABILITY INCOME RIDER addition to alife insurance policy stating that when an insured becomes disabled for at
least six months, premiums due are waived. Depending on the rider, the insured may begin to receive a monthly income
(usually 1% of the face value of the policy), or only the premium may be waived. The length of time that income
payments will continue depends on the definition of disability in the policy. During the time that premiums are waived,
the life insurance policy staysin force, so that if the insured dies, the beneficiary receives the face value of the policy.
Cash values continue to build, and if the policy is participating, dividends continue to be paid. See also DISABILITY
INCOME (DI); DISABILITY INCOME INSURANCE.

DISABILITY INSURANCE see DISABILITY BENEFIT; DISABILITY BUYOUT INSURANCE; DISABILITY
INCOME (DI); DISABILITY INCOME INSURANCE; DISABILITY INCOME RIDER; PARTNERSHIP LIFE AND
HEALTH INSURANCE.

DISABILITY INSURANCE, CONDITIONS see DISABILITY BENEFIT; DISABILITY INCOME INSURANCE.
DISABILITY, LONG-TERM see LONG-TERM DISABILITY INCOME INSURANCE.

DISABILITY OF PARTNER BUY AND SELL INSURANCE see PARTNERSHIP LIFE AND HEALTH
INSURANCE.

DISABILITY, PARTIAL inability of the INSURED to perform one or more of the important daily duties of that
insured's occupation. The income payment to the insured is reduced from that of TOTAL DISABILITY.

DISABILITY, PERMANENT PARTIAL see DISABILITY INCOME INSURANCE; PERMANENT PARTIAL
DISABILITY.

DISABILITY, PERMANENT TOTAL see DISABILITY INCOME INSURANCE; PERMANENT TOTAL
DISABILITY.

DISABILITY, SHORT-TERM see DISABILITY INCOME INSURANCE.

< previous page page_137 next page >

file:///C:/0764112627/0764112627/0764112627/0764112627/files/page_137.html [22/11/2009 18:19:29]



page_138

< previous page page_138 next page >
Page 138

DISABILITY, TEMPORARY PARTIAL see DISABILITY INCOME INSURANCE; TEMPORARY DISABILITY
BENEFITS.

DISABILITY, TEMPORARY TOTAL see DISABILITY INCOME INSURANCE; TEMPORARY DISABILITY
BENEFITS.

DISABILITY, TOTAL inability of the INSURED to perform any and all important daily duties of that insured's
occupation.

DISAPPEARING DEDUCTIBLE in property insurance, amount that an insured does not have to pay when aloss
exceeds a predetermined sum; here the insurance company pays more than 100% of the loss, so that the deductible
amount specified in a contract "vanishes." For example, if a deductible amount is $100, an insurance company may pay
125% of the losses exceeding $100, 150% of the losses exceeding $200, and if the losses exceed $300, the company
pays the total amount of the loss (so that the insured does not assume any deductible for losses over $300). In another
application an insured pays 125% of all losses over $100, the deductible disappears for any loss of $500 or more. See
also DEDUCTIBLE.

DISASTER CLAUSE see COMMON DISASTER CLAUSE (SURVIVORSHIP CLAUSE).

DISCLAIMER statement issued by the INSURANCE COMPANY denying aclaim under the INSURANCE POLICY
on the grounds that a CONDITION or POLICY PROVISION has been breached.

DISCONTINUANCE termination of coverage in insurance.

DISCONTINUANCE OF CONTRIBUTIONS termination of premium payments by an employer on behalf of an
employee to an employee benefit plan. See also GROUP DISABILITY INSURANCE; GROUP HEALTH
INSURANCE; GROUP LIFE INSURANCE; GROUP PAID-UP LIFE INSURANCE; GROUP PERMANENT LIFE
INSURANCE; GROUP TERM LIFE INSURANCE; PENSION PLAN; PENSION PLAN FUNDING INSTRUMENTS.

DISCONTINUANCE OF PLAN termination of a plan. Under federal tax law, a plan can only be terminated for reasons
of business necessity. Otherwise, prior employer tax deductible contributions under the plan are disallowed.

DISCOUNTED PREMIUM lump sum premium paid in advance instead of the frequency of premium payments
stipulated in the INSURANCE POLICY. Thislump sum premium payment will be less than the PRESENT VALUE of
the single premium payments.

DISCOUNT POINT see POINT.

DISCOUNT RATE rate charged by the Federal Reserve to commercial banks for overnight loans made by these banks.
If the Federal Reserve decreases the discount rate, other rates will decline as well.

< previous page page_138 next page >

file:///C:/0764112627/0764112627/0764112627/0764112627/files/page_138.html [22/11/2009 18:19:30]



page_139

< previous page page 139 next page >
Page 139
Conversely, if the Federal Reserve increases the discount rate, other rates will also rise.

DISCOUNT VALUE present value of afuture sum of money to be paid at a stipulated future date.

DISCOVERY PERIOD clausein aBOND that permits a principal who was formerly insured by the bond to report a
loss to the surety company that occurred while the bond was in force. The period of time for reporting after the bond
terminatesis usually limited to one year.

DISCRETIONARY AUTHORITY legal power of the commissioner of Internal Revenue to approve any classification
of employees that does not discriminate in favor of a prohibited group. Such approval is necessary before a retirement
plan can be a qualified pension plan and thus subject to tax benefits.

DISCRIMINATION failure of an insurance company to offer similar insurance coverages at comparable premium rates
to al individuals or groups with the same UNDERWRITING characteristics. Such discriminatory practices are
prohibited by state and federal law.

DISEASE illness or sickness such as cancer, poliomyelitis, leukemia, diphtheria, smallpox, scarlet fever, tetanus, spinal
meningitis, encephalitis, tularemia, hydrophobia, and sickle cell anemia, all of which are covered in health insurance
policies as specified.

DISINTERMEDIATION flow of funds out of one financial instrument, whose interest rates are low, into another
financial instrument, whose interest rates are higher. In the early 1980s, insurance companies experienced
disintermediation as whole life policies were surrendered for their cash values and these sums were then transferred to
higher interest-paying noninsurance products. Because of this situation, INTEREST SENSITIVE POLICIES were
developed by INSURANCE COMPANIES.

DISMEMBERMENT BENEFIT income paid under health insurance for loss of use of various parts of the body due to
an accident. A schedule of benefits available in a policy lists payments for each part of the body that is dismembered.

DISMEMBERMENT INSURANCE see ACCIDENTAL DEATH AND DISMEMBERMENT INSURANCE.
DISQUALIFIED PERSON individual prohibited under the EMPLOY EE RETIREMENT INCOME SECURITY ACT
OF 1974 (ERISA) from conducting transactions with atrust plan. The prohibition is intended to prevent a conflict of

interest between the prohibited person with a vested interest in the trust plan and the trust plan itself. Prohibited
individuals include employer, trust plan participant, trustee of the plan, and fiduciary of the trust plan.
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DISQUALIFIED PERSON (TAX-EXEMPT ORGANIZATION) person deemed to be an insider (according to
SECTION 4958 OF THE INTERNAL REVENUE CODE) in atax-exempt organization who, during the last five-year
period ending as of the date of the transaction, exercised substantial influence over the decision-making process of that
organization.

DISTRIBUTION BY LIVING HAND see ESTATE PLANNING; ESTATE PLANNING DISTRIBUTION.
DISTRIBUTION CLAUSE see PRO RATA DISTRIBUTION CLAUSE.

DISTRIBUTION OF PROPERTY AT DEATH OF OWNER see ESTATE PLANNING; ESTATE PLANNING
DISTRIBUTION.

DIVERSIFICATION RISK distribution included by type of coverage, by kind of risk, and by geographical location.
DIVIDED COVER insurance coverage purchased on the same item from two or more insurance companies.

DIVIDEND sum returned to a policyowner by an insurance company under a participating policy. Dividends are not
deemed as taxable distributions, as the Internal Revenue Service interprets them as arefund of a portion of the premium
paid. There are several ways in which the policyowner may use dividends. See also DIVIDEND OPTION.

DIVIDEND ACCUMULATION option under a participating life insurance policy in which dividends are |l eft on
deposit with the company to accumulate at a specified interest rate. If this option is chosen, it isimportant to determine
the interest rate. Interest on dividends left on deposit is taxable.

DIVIDEND ADDITION option in a participating policy under which dividends are used to purchase fully paid-up units
of whole life insurance. This option deserves careful consideration by young families since it allows the purchase of
extralife insurance without having to take a physical examination. Paid-up additions generate dividends and cash values
that in turn will generate additional dividends and cash values.

DIVIDEND ILLUSTRATION picture of future DIVIDENDS that the insurance company expects to be allocated to a
specific BLOCK OF POLICIES. The accuracy of this picture depends on the actual future mortality, investment, and
expense experience being the same as that of the projected dividends. One way to judge the validity of the projected
dividendsis to ascertain the dividends that the company has actually paid out in the past and the dividendsthat it is
currently paying out. Although thisis not a guarantee of future payments, it can be a strong indication of future payouts.

DIVIDEND OPTION methods of handling policyholder dividends. In a participating life insurance policy, dividends
are paid to the policyowner according to which of the following optionsis selected: (1)
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applied to reduce premiums; (2) paid in cash; (3) purchase increments of paid-up life insurance; (4) left on deposit with

the insurance company to accumulate at interest; or (5) purchase extended term life insurance for one year in the amount

adividend can buy (Fifth Dividend Option). Some health and property insurance policies have dividend options.

DIVIDEND RATIO relationship of POLICY OWNER DIVIDENDS to EARNED PREMIUMS.

DIVIDENDS ACTUALLY PAID historical record of DIVIDENDS paid.

DIVIDEND SCALE DIVIDENDS paid historically, currently, and projected. See also DIVIDEND ILLUSTRATION.

DIVISIBLE CONTRACT CLAUSE in PROPERTY INSURANCE contracts, provision that states that the violation of
one or more contract condition(s) at a particular location that is insured will not void coverage at other insured locations.

DIVISIBLE SURPLUS proportion of an insurance company's total surplus at the end of each year's operation that is
distributed to policy-owners of participating life insurance policies.

DOC see DRIVE OTHER CAR INSURANCE.

DOCTRINE OF LAST CLEAR CHANCE see LAST CLEAR CHANCE.

DOLLAR COST AVERAGING strategy of regularly investing a fixed amount of dollarsintoaVARIABLE DOLLAR
ANNUITY over asubstantial period of time regardless of the ACCUMULATION UNIT VALUE. The investment will
be made when the unit value is low, high, or moderate, permitting the average cost per unit to be significantly below the
high point in the market. Thus, the investor will not be confronted with "Buying High" and "Selling Low."

DOMESTIC INSURER insurance company incorporated according to the laws of the statein which arisk islocated
and the policy issued. The insurance company is domiciled in that state.

DOMICILE state in which an insurance company hasits principal legal residence; where an individual resides in afixed
permanent home.

DOMINO THEORY OF ACCIDENT CAUSATION theory developed in 1931 by H. W. Heinrich; states that an
accident is only one of a series of factors, each of which depends on a previous factor in the following manner:

1. accident causes an injury.
2. individual's negligent act or omission, or afaulty machine, causes an accident.
3. personal shortcomings cause negligent acts or omissions.

4. hereditary and environment cause personal shortcomings. See also HEINRICH, H. W.
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DOUBLE INDEMNITY see ACCIDENTAL DEATH CLAUSE.

DOUBLE-PROTECTION POLICY life insurance contract that combines TERM LIFE INSURANCE with WHOLE
LIFE INSURANCE. The term portion of the contract expires after a stipulated time period. If the insured dies during
this stipulated period, both the term portion and the whole life portion of the contract will pay. If the insured dies after
the stipulated time period, only the whole life portion of the contract will pay.

DOUBLE RECOVERY paymentsin excess of the value of the lossa prohibited practice. When an insured has more
than one policy covering arisk, the full value cannot be collected from each policy if aloss occurs. The most that can be
collected is each policy's pro rata share of the loss. For example, ahome isinsured under two policies of $100,000 each.
If thereisafireloss of $100,000, the most that can be collected from each policy is $50,000.

DOWER INTEREST wife'sinterest in her husband's property upon his death. The wife has an insurable interest in that
property and can purchase a property and casualty insurance policy to cover the EXPOSURES faced by it. See also
COURTESY INTEREST.

DOWNSTREAM HOLDING COMPANY holding company established by aMUTUAL INSURANCE COMPANY..
The mutual insurance company has 100% ownership of the holding company.

DRAM SHOP LAW liquor liability legislation in 20 states under which a dispenser of alcoholic beveragesis held
responsible for bodily injury and/or property damage caused by its customersto athird party. Insurance coverage is
available, but at a high premium rate. See also DRAM SHOP LIABILITY INSURANCE; LIQUOR LIABILITY
LAWS.

DRAM SHOPLIABILITY INSURANCE coverage for dispensers of acoholic beverages against suits arising out of
bodily injury and/or property damage caused by its customers to athird party. Establishments covered include bars,
restaurants, hotels, motels, or wherever the alcoholic beverages are dispensed. These establishments are excluded from
coverage under GENERAL LIABILITY INSURANCE.

DREAD DISEASE INSURANCE health insurance coverage only for a specified catastrophic disease such as cancer. It
Isimportant to ascertain the waiting period required, maximum benefits and maximum length of time they are payable,
and the exact definition of the disease covered. Individual and group health insurance usually cover all diseases,
including dread diseases.

DRIVE OTHER CAR INSURANCE (DOC) endorsement to an automobile insurance policy that protects an insured in
either or both of two circumstances when driving a nonowned car:

1. business endorsementif the insured's negligent acts or omissions result in bodily injury or property damage to athird
party while the insured is driving a nonowned car for business activities.
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2. personal endorsementif the insured's negligent acts or omissions result in bodily injury or property damageto athird
party while the insured is driving a nonowned car for nonbusiness activities.

DRIVING WHILE INTOXICATED (DWI) term for operating an automobile while under the influence of alcoholic
beverages so as to be unable to drive safely. An insurance company can suspend auto coverage under a PERSONAL
AUTOMOBILE POLICY (PAP).

DROP DOWN in REINSURANCE contracts, clause that requires the REINSURER to provide coverage if an
underlying carrier is unable to fulfill its obligations under the policy CEDED to the reinsurer.

DRUG FORMULARIES recommendation of medications that should be prescribed for certain ailments. They can be
classified asfollows: (1) open or voluntaryrecommends a list of drugs to physicians that is supposed to be the most cost-
effective for a certain ailment; (2) closeddictates which drugs will be covered by a benefit plan.

DRUG-FREE WORKPLACE ACT OF 1988 federal statute relating to drug abuse policies that requires all employers
with federal contracts at least equal to $25,000 to certify, as a condition of receiving afederal contract, that the
employer will provide and maintain a drug-free workplace. In addition, arecipient of afedera grant (award of financial
assistance that includes block grant and entitlement grant programs), as well as an independent contractor, must certify
that the employer will provide and maintain a drug-free workplace. This act also requires federal contractors and
grantees to publish and distribute a policy statement stating the prohibitions against the unlawful manufacture,
distribution, dispensation, possession, or use of controlled substances in the workplace. An ongoing drug-free awareness
program must be established warning employees of the dangers of drug abuse.

DRUGGISTS LIABILITY INSURANCE coverage in the event that, while practicing the profession of druggist, an act
or omission is committed resulting in bodily injury, personal injury, and/or property damage to a customer. Also
covered isliability arising through the use of products on or off of the business's premises. For example, achild is born
after adruggist negligently places sugar tablets instead of birth control pillsin a container for a customer. The druggist
may have to provide funds necessary to sustain the child until the age of magjority.

DUAL CAPACITY DOCTRINE rule of law under which a defendant who has two or more relationships with a
plaintiff may be liable under any of these relationships. For example, an employer may be liable in two waysto an
employee who incurs bodily injury on the job as the result of using a product or service produced by that employer:

first, as the employer of the injured employee, and second, as the producer of the product or service that caused injury to
the employee. The injured employee may then either collect benefits for job-related
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injuries under workers compensation or sue the employer as the producer of the defective product or service. For
example, if an employee injures an arm at work while operating a machine with a defective blade that the employer
manufactures, the employee can receive benefits under workers compensation or sue the employer as the manufacturer
of the defective blade.

DUAL LIFE STOCK COMPANY stock life insurance company that sells PARTICIPATING INSURANCE and
NONPARTICIPATING INSURANCE.

DUE CARE/DUE DILIGENCE assurance by the agent that the recommended insurance plan for the client is suitable
for that client's specific needs. This assurance is derived from a careful analysis by the agent of the insurance company's
financial strength, the accuracy of the policy illustrations, and the treatment of its previous and current policyowners.

DUPLICATION OF BENEFITS coverage in health insurance by two or more policies for the same insured loss. In such
acircumstance, each policy pays its proportionate share of the loss, or one policy becomes primary and the other policy
secondary. See also COORDINATION OF BENEFITS.

DUPLICATION OF EXPOSURE UNITS see SEGREGATION OF EXPOSURE UNITS.

DURABLE POWER OF ATTORNEY authority to act on behalf of an individual that terminates upon its revocation or
death of that individual.

DURATION AVERAGING disciplined approach to managing an INSURANCE COMPANY'S bond portfolio duration.
When interest rates rise, the average maturity and duration of the bond portfolio is lengthened, resulting in the portfolio
becoming more aggressively positioned to take advantage of the falling bond prices. Conversely, when interest rates
fall, the average maturity and duration of the bond portfolio is shortened, resulting in the portfolio becoming more
defensively positioned to take advantage of the rising bond prices.

DURATION OF BENEFITS see DISABILITY INCOME INSURANCE.

DUTIES OF AN INSURED IN THE EVENT OF LOSS UNDER PROPERTY AND CASUALTY POLICY see
PROPERTY AND CASUALTY INSURANCE PROVISIONS.

DUTIES OF INSURED see INSURANCE CONTRACT, LIFE; INSURANCE CONTRACT, PROPERTY AND
CASUALTY.

DWELLING, BUILDINGS, AND CONTENTS INSURANCE (DB& C) coverage when residential property does not
qualify according to the minimum requirements of a homeowner's policy, or because of arequirement for the insured to

select severa different kinds of coverage and limits on this protection. DB& C insurance coverages can be selected from
the following forms and attached to the Standard Fire Policy:
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1. Basic/Regular/General FormCoverage for property damage to a building used as a dwelling, as well as its contents.
(Contents coverage is not restricted to the building or dwelling; coverage can be applied to contents of buildings such as
hotels, that do not qualify as dwellings under the DB& C). The property coverage for the building includes items
attached to the building such as equipment and fixtures, built-ins, furnace, air conditioner, hot water heater, and lighting
fixtures. An optional extension of the dwelling coverage of up to 10% can be applied to private structures on the
premises such as a garage. Contents coverage on household and personal goods within the dwelling can be extended to
off-premises household and personal contents for up to 10%. Perilsinsured for both dwelling and contents are fire,
lightning, and removal of the property from the premises to further protect it from damage from the perils. For an
additional charge, vandalism and malicious mischief can also be insured against.

2. Broad Formincludes the basic coverages plus the additional perils of burglary; falling objects; weight of snow and/or
ice; accidental discharge, leakage, or overflow of water or steam from an air conditioning, heating, and/or plumbing
mechanism and/or household appliance; glass breakage; damage resulting from water or freezing of plumbing and/or
heating mechanisms; and structural problems leading to the collapse of the building. Damage from insured perils
resulting in additional living expensesis also provided.

3. Special FormCoverage on an ALL RISKS basis for only the structure of a dwelling, with no coverage for its contents.
DWELLING COVERAGE see DWELLING, BUILDINGS, AND CONTENTS INSURANCE (DB&C).

DWELLING FORM see DWELLING, BUILDINGS, AND CONTENTS INSURANCE (DB&C).

DWELLING INSURANCE POLICY PROGRAM coverage for adwelling's structure; appurtenant structures on the
premises; personal contents and household items within the dwelling; and 10% of the coverage applicable to such
personal contents and household items away from the premises, for example at a hotel. Additional living expenses are
covered because of the damage of an insured peril to the dwelling and/or its contents, and loss of rental value of the
dwelling and/or its contents.

DYNAMIC changing state of the economy associated with changes in human wants and desires such that losses or
gains occur. Dynamic changes are not insurable.

DYNAMIC FINANCIAL ANALY SIS procedure for examining the total financial position of the insurance company
over future time periods under various changing scenarios of uncertainty involving interest rates, mortality rates, and
equity rates of return.
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DYNAMIC RISK see DYNAMIC.
DYNAMO CLAUSE see ELECTRICAL EXEMPTION CLAUSE.

DYNASTY TRUST TRUST inwhich ASSETS are controlled through severa generations and makes use of generation-
skipping tax exemption.
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E
E& O see ERRORS AND OMISSIONS LIABILITY INSURANCE.

EARLY DISTRIBUTIONS FROM SECTION 401(a), 403(a), 403(b) RETIREMENT PLAN plan in which funds are
withdrawn or income begins before the plan participant reaches age 59 1/2. An extra 10% early distribution tax on the
taxable amount may have to be paid unless any one of the following conditions exist: (1) distribution because the
participant is disabled; (2) participant is separated from job after the attainment of at |east age 55 and the distribution is
received at that time; (3) participant terminates job and begins to receive annuity income consisting of a series of
substantially equal payments at regular intervals (at least on an annual basis) over the lifetime, or life expectancy, or
joint life expectancies of the participant and the participant's beneficiary; and (4) participant incurs medical expenses of
at least 7 1/2% of adjusted gross income. If the participant dies before reaching age 59 1/2, the beneficiary(s) will not be
subject to the payment of the 10% early distribution tax.

The availability of cash withdrawals and annuity income based on funds contributed as well as earnings on those funds
under salary reduction plans beginning January 1, 1989 isrestricted by the Internal Revenue Code. Such withdrawals
and receipt of income can only be made if the plan participant is at least age 59 1/2, terminates employment, becomes
disabled, or dies.

EARLY RETIREMENT term in pensions; leaving a job before normal retirement age, subject to minimum
requirements of age and years of service. There usually is areduction in the monthly retirement benefit.

EARNED PREMIUM portion of apremium paid by an insured that has been allocated to the insurance company's |oss
experience, expenses, and profit year to date.

EARNED RIGHT basic feature of the SOCIAL SECURITY ACT under which benefits paid are associated with the
employee's earnings that have been taxed during the employment period.

EARNED SURPLUS see RETAINED EARNINGS.

EARNINGS INSURANCE see GROSS EARNINGS FORM.

EARTHQUAKE INSURANCE coverage that can be purchased as an endorsement to many property policies such as
the Slandard Fire Policy or as a separate policy. Coverageisfor direct damage resulting from earthquake or volcanic

eruption. If thereisalapse of at least 72 hours between earthquake shocks, then each loss by a given earthquake is
subject to anew claim. Excluded are losses resulting from fire, explosion, flood, or tidal wave.
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EASEMENT right of one party to use land owned by another party. For example, an electric utility can obtain an
easement through court action to place its power lines across someone's property, even if the owner isunwilling to give
permission.
ECONOMIC BENEFIT see SPLIT DOLLAR LIFE INSURANCE.

ECONOMIC LOSS total estimated cost incurred by a person or persons, afamily, or a business resulting from the death
or disability of awage earner (KEY EMPLOQOY EE), damage or destruction of property, and/or aliability suit (negligent
acts or omissions by a person result in property damage or bodily injury to a THIRD PARTY). Factorsincluded in the
total cost are loss of earnings, medical expenses, funeral expenses, property damage restoration expenses, and legal
expenses. See also ECONOMIC OR USE VALUE; HUMAN LIFE VALUE APPROACH (ECONOMIC VALUE OF
AN INDIVIDUAL LIFE) (EVOIL); SPLIT DOLLAR LIFE INSURANCE.

ECONOMIC OR USE VALUE property valued according to its earnings potential. However, property insurance
contracts generally indemnify an insured on aREPLACEMENT COST LESS PHY SICAL DEPRECIATION AND
OBSOLESCENCE BASIS.

ECONOMIC VALUE OF AN INDIVIDUAL LIFE (EVOIL) see HUMAN LIFE VALUE APPROACH.
EDUCATIONAL FUND factor considered in determining amount of life insurance to purchase in order that funds will
be available to pay for a child's education expensesin the event of the premature death of the wage earner. See also
NEEDS APPROACH.

EEL see EMERGENCY EXPOSURE LIMIT (EEL).

EFFECTIVE DATE date at which an insurance policy goesinto force. See also DATE OF ISSUE.

EFFECTIVE FEDERAL INCOME TAX RATE ratio of insurance company's federal income taxes to pretax net income.
EFFECTIVE TIME see DATE OF ISSUE; EFFECTIVE DATE.

EGRESS exit, act of leaving or going out.

EITF 93-6 rule adopted by the FINANCIAL ACCOUNTING STANDARDS BOARD that requires that obligations
owed to REINSURERS under multiyear insurance contracts must be reported as liabilities by the CEDING
COMPANIES and as assets by the reinsurers. Conversely, if the ceding companies make a profit under the contract, it
must report the profit as an asset and the reinsurers must report the profit as aliability.

ELECTRICAL (ELECTRICAL APPARATUS) EXEMPTION CLAUSE common element in property insurance that
excludes electrical damage or destruction of an appliance unless the damage is caused by aresultant fire.
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ELECTRONIC DATA INTERCHANGE (EDI) method used to reduce WORKERS COMPENSATION INSURANCE
costs by using a single database system to electronically link claims administration, medical claim costs, RISK
MANAGEMENT, and vendor services. EDI can reduce errorsin claims handling thereby making the process more
efficient. Also, EDI permits the comprehensive gathering of demographic claims data pinpointing the factors that affect
therisk.

ELEMENTS OF AN INSURANCE CONTRACT see ANALY SIS OF PROPERTY AND CASUALTY POLICY;
INSURANCE CONTRACT, GENERAL; INSURANCE CONTRACT, HEALTH; INSURANCE CONTRACT, LIFE;
INSURANCE CONTRACT, PROPERTY AND CASUALTY.

ELEVATOR COLLISION INSURANCE liability coverage for damage or destruction of a structure, elevator, and/or
personal property due to the collision of an elevator.

ELEVATOR LIABILITY INSURANCE coverage for suits brought by a plaintiff as the result of bodily injury incurred
while using an elevator on the insured's premises.

ELIGIBLE EXPENSES see GROUP HEALTH INSURANCE.

ELIGIBLE RETIREMENT PLAN plan under which an employee may make a ROLLOVER contribution. If that
contribution isfrom a QUALIFIED TRUST, the employee may make rollover contributions to an employer's qualified
trust, INDIVIDUAL RETIREMENT ACCOUNT (IRA), or an ANNUITY.

ELIGIBLE ROLLOVER DISTRIBUTIONS payments from an employee's EMPLOY EE BENEFIT INSURANCE
PLAN that can berolled over to an INDIVIDUAL RETIREMENT ACCOUNT (IRA) or to another plan maintained by
the employer that accepts rollovers.

ELIGIBILITY PERIOD length of timein life and health insurance in which an employee can apply for and pay the first
premium without having to show evidence of insurability (take a physical examination). The period is usualy the first
30 days of employment. After expiration of the eligibility period, an employee may have to take a physical or provide
medical history information to qualify for coverage. If the employee does not pass the physical, coverage can be denied
under a group plan or the employee can be charged a much higher premium rate than the group rate. Thisiswhy itis
extremely important for a new employee to apply for group life and health insurance during the digibility period.

ELIGIBILITY REQUIREMENTS conditions found in employee benefit plans such as pensions, under which minimum
requirements, such as 20 years of service, must be met by an employee to qualify for benefits.
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ELIMINATION PERIOD form of deductible usually found in disability income insurance; for example, no benefits
may be payable for alength of time beginning with the first day of illness. Subsequently, benefits are usually paid only
for costsincurred after the end of the elimination period. The longer the elimination period in a policy, the lower the
premium.

EMBEZZLEMENT theft of another's property by a person entrusted with that property. Coverage can be found under
various bonding arrangements. See also FIDELITY BOND.

EMERGENCY EXPOSURE LIMIT (EEL) maximum amount of atoxic agent to which an individual can be exposed
for avery brief (emergency) period of time and still maintain physical safety. See also THRESHOLD LEVEL.

EMERGENCY FUND factor considered in determining amount of life insurance to purchase in order that funds will be
available to pay the emergency expenses following the death of afamily member. See also NEEDS APPROACH.

EMPIRICAL CONSIDERATION LOADING to the BURNING COST RATIO for areinsurer's expenses, profit, and to
build areserve to meet unusually large claims.

EMPIRICAL PROBABILITY mathematical relationship resulting from experimentation. For example, the
PROBABILITY DISTRIBUTION for the possible number of heads from four tosses of afair coin having both a head
and atail can be calculated from experimentation and observation by allowing for the accumulation of empirical data.

EMPIRICAL RATE CALCULATION adjustment of the BURNING COST RATIO for the increase in number and size
of losses (losses likely in excess of that used in the unadjusted burning cost rate), INCURRED BUT NOT REPORTED
LOSSES (IBNR), inflation, expenses, profits, and contingencies.

EMPLOYEE AS AN INSURED see BUSINESS LIABILITY INSURANCE; BUSINESSOWNERS POLICY (BOP).

EMPLOY EE ASSISTANCE PROGRAMS (EAPSs) programs that deal with troublesome personal and family problems
such as acohol and drug abuse, marital problems, workplace violence, compulsive gambling, child care, legal problems,
and care of elderly relatives.

EMPLOYEE BENEFIT INSURANCE PLAN provision by an employer for the economic and socia welfare of
employees. Generaly include: (1) pension plans for retirement; (2) group life insurance for death; (3) group health

insurance for illness and accident; (4) group disability income insurance for loss of income due to illness and accident;
and (5) accidental death and dismemberment. Dental insurance, eyeglass insurance, and legal expense insurance
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may be included. These plans are established for the reasons of morale, to reduce turnover, and for tax benefits
(contributions are usually deductible as business expenses to employers and not currently taxable income to employees).

EMPLOY EE CONTRIBUTIONS workers premiums in a contributory employee benefit plan.
EMPLQOY EE DEATH BENEFITS see EMPLOY EE BENEFIT INSURANCE PLAN.
EMPLOYEE DISHONESTY see FIDELITY BOND.

EMPLOYEE FRIENDLY BENEFITS employee benefit plan that provides such benefits as long-term care insurance,
dependent care spending amounts, sabbaticals, and parental |eave.

EMPLOYEE HEALTH BENEFITS see EMPLOY EE BENEFIT INSURANCE PLAN.

EMPLOYEE RETIREMENT INCOME SECURITY ACT OF 1974 (ERISA) law that established rules and regulations
to govern private pension plans, including vesting requirements, funding mechanisms, and general plan design and
descriptions. For example, three ways of vesting were established: full vesting after 10 years of service (Cliff Vesting);
FIVE TO FIFTEEN YEAR RULE (at least 25% of benefits vest at end of 5 years of service, 5% each year during the
next 5 years, and 10% each year during the next 5 years); and Rule of 45 (when employee's age and years of service add
up to 45), 50% of the benefits must be vested with 10% additional vesting each year thereafter.

Under the TAX REFORM ACT OF 1986, vesting requirements were changed to 100% vesting after 5 years of service
or 20% vesting after 3 years of service, 40% at the end of 4 years of service, 60% at the end of 5 years of service, 80%
at the end of 6 years of service and 100% at the end of 7 years of service. (These vesting requirements are effective as of
January 1, 1989.)

EMPLOYEE RETIREMENT INCOME SECURITY ACT OF 1974 (ERISA) BOND federal law requiring that all
PENSION PLAN trustees and anyone else who handles pension funds must obtain a FIDELITY BOND. This bond
coversthe plan in the event of embezzlement and theft. It isimportant to note that this bond does not provide coverage
in the event poor investment choices result in losses. The insurance company as well as the amount of the bond must be
stated in FORM 5500 filed annually with the Internal Revenue Service. The amount of the bond must be at least 10% of
the pension plan's assets or $1000, whichever is the greatest amount.

EMPLOYEE STOCK OWNERSHIP PLAN (ESOP) TRUST type of benefit in which an employee obtains shares of
stock in the company, the amount normally determined by the employee's level of compensation. ESOP acts as a
leverage tool through which the businessis able

< previous page page_151 next page >

file:///C:/0764112627/0764112627/0764112627/0764112627/files/page_151.html [22/11/2009 18:19:46]



page_152

< previous page page_152 next page >
Page 152

to obtain a source of capital. The procedureisfor alender (usually abank) to lend money to the ESOP. The ESOP then
takes the borrowed money to buy stock from the company's treasury. In the meantime, the ESOP has signed a note with
the lender for the borrowed funds with the stock pledged as collateral for the loan, and the business has guaranteed
repayment if the ESOP failsto do so. The stock held in the ESOP is allocated to each employee as the business paysits
contributions into the ESOP. The ESOP uses the company's contributions to repay the loan and the interest thereon. The
contributions per employee that the company makes into the ESOP are tax deductible, and they are not taxable to the
employee until the benefits are received.

EMPLOYER CREDITS in apension plan that an employer is required to make against future contributions (other than
acash basis asrequired by the IRS). Such credits may arise when an employee |eaves an employer prior to being fully
vested, works beyond normal retirement age.

EMPLOYERS CONTINGENT ESCROWING OF ASSETSLIABILITY see EMPLOYERS CONTINGENT NET
WORTH LIABILITY DETERMINATION.

EMPLOYERS CONTINGENT INSURANCE COVERAGE LIABILITY coverage mandated by the EMPLOY EE
RETIREMENT INCOME SECURITY ACT OF 1974 (ERISA) under which employers are required to purchase
insurance to cover their contingent liability for unfunded employee pension benefits in the event apension planis
terminated. This requirement is enforced by the PENSION BENEFIT GUARANTY CORPORATION (PBGC).

EMPLOYERS CONTINGENT LIABILITY see EMPLOYERS CONTINGENT INSURANCE COVERAGE
LIABILITY; EMPLOYERS CONTINGENT LIEN AGAINST ASSETSLIABILITY.

EMPLOYERS CONTINGENT LIEN AGAINST ASSETS LIABILITY claim (lien) of the PENSION BENEFIT
GUARANTY CORPORATION (PBGC) against an employer's assets upon termination of a pension plan for the
amount of an employee's unfunded benefits.

EMPLOYERS CONTINGENT NET WORTH LIABILITY DETERMINATION requirement upon termination of a
pension plan; an employer must reimburse the PENSION BENEFIT GUARANTY CORPORATION (PBGC) for any
loss that the PBGC incurs as the result of paying employee benefits that were the responsibility of the employer. The
law requires reimbursement of up to 30% of the plan’s net worth without regard to any contingent liability. This net
worth isincreased by escrowing or transferring any assets by the employer in contemplation of the plan's termination.
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EMPLOY ERS INSURANCE see BUSINESSAUTOMOBILE POLICY (BAP); BUSINESS CRIME INSURANCE;
BUSINESS INCOME COVERAGE FORM; BUSINESS LIFE AND HEALTH INSURANCE; BUSINESS
PROPERTY AND LIABILITY INSURANCE PACKAGE; BUSINESSOWNERS POLICY (BOP).

EMPLOYERS LEGAL OBLIGATION TO FUND pension plan format. After deciding how much to contribute, the
employer can suspend, reduce, or discontinue contributions during the first 10 years only for reasons of business
necessity; otherwise the employer will face a substantial IRS tax penalty. If aplanisterminated or if contributionsto the
plan are discontinued, the employer is only liable for benefit payments for which contributions were previously made.

EMPLOYERSLIABILITY COVERAGE see WORKERS COMPENSATION, COVERAGE B.
EMPLOYERS NET WORTH see EMPLOY ERS CONTINGENT NET WORTH LIABILITY DETERMINATION.

EMPLOY ERS NONOWNERSHIP LIABILITY INSURANCE coverage for the employer in the event of a TORT
committed by an employee in the use of his or her own car while conducting business on behalf of the employer.

EMPLOYMENT COST INDEX measurement of the changesin labor costs for money wages and salaries and noncash
fringe benefits in nonfarm private industry and state and local governments for employees. The statistics are provided
on aquarterly basis by the United States Bureau of Labor Statistics.

EMPLOYMENT PRACTICES LIABILITY COVERAGE plan that provides protection in the event of legal actions
resulting from charges of harassment, discrimination, wrongful termination of employment, defamation, and invasion of
privacy.

ENCUMBRANCE claim, such as aworker'slien, to property under the care, custody, and control of another. This
situation occurs when aworker is not paid for labor provided. For example, a carpenter unable to collect payment for
installing wood finishings seeks an encumbrance on the owner's property.

ENDORSEMENT written agreement attached to a policy to add or subtract insurance coverages. Once attached, the
endorsement takes precedence over the original provisions of the policy. For example, under a homeowners policy an
inflation guard endorsement is used so that property damage limits are increased automatically to reflect an increasein
the cost of construction in the community. Vandalism and malicious mischief can be added to the Standard Fire Policy
through an endorsement.

ENDOWMENT ANNUITY INSURANCE INSURANCE POLICY that combines the el ements of a DEFERRED
ANNUITY with the e ements of
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DECREASING TERM LIFE INSURANCE. This policy was originally designed to act as a funding instrument for
PENSION PLANS but israrely used today.

ENDOWMENT INSURANCE life insurance under which an insured receives the face value of a policy if the
individual survives the endowment period. If the insured does not survive, a beneficiary receives the face value of the
policy. An endowment policy isthe most expensive type of life insurance.

ENERGY-RELEASE THEORY (OF ACCIDENT CAUSATION) method, developed in 1970 by Dr. William Haddon,
Jr., of classifying and preventing damage caused by accidents. The thesisis that accidents are caused by the transfer of
energy with such force that bodily injury and property damage result. According to Dr. Haddon, strategies can interrupt
or suppress the chain of accident-causing events. These strategies revolve around (1) control and prevention of buildup
of energy that isinherently injurious; (2) creation of an environment that is not conducive to injurious buildup of
energy; and (3) production of counteractive measures to injurious buildup of energy.

ENGINEERING APPROA CH approach in loss prevention placing emphasis on physical features of the workplace as a
potential cause of injuries. For example, if aproduct isinherently dangerousin design or during manufacture, an
Insurance company may assign an engineer to analyze the situation and recommend changes that could improve safety
and lower insurance premiums.

ENHANCED ORDINARY LIFE modified PARTICIPATING level coverage permanent life insurance policy under
which the dividends are credited to the policy, thereby reducing the premiums below that usually charged for an
ordinary life insurance policy. The structure of the policy is such that the dividends are used to purchase increments of
PAID-UP ADDITIONS of permanent lifeinsurance. Asthe FACE AMOUNT (FACE OF POLICY) isreduced (usualy
after 2, 3, or 4 yearsthat the policy isissued), the accumulated paid-up additions are generally sufficient to make up the
difference between the reduced face amount of insurance and the initial face amount of insurance purchased. The
purpose of this approach isto maintain the DEATH BENEFIT at alevel at least equal to the original amount of
insurance purchased. Most of these policies guarantee that the death benefit will not fall below the original amount of
insurance purchased, regardless of the fact that the dividends prove to be inadequate to purchase sufficient amounts of
paid-up additions.

Another approach to the structuring of this product is to stipulate that the face amount of the policy is equal to 50 to
90% of the death benefit. The difference between the face amount and the death benefit is comprised of paid-up

additions of permanent insurance and term insurance purchased by the dividends. This procedure will guarantee that the
payable death benefit will not fall below that initially purchased.
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Astime goes on, the aggregate paid-up additions should be sufficient so that it is no longer required that term insurance
be purchased.

ENROLLED ACTUARY see ACTUARY, ENROLLED.

ENROLLMENT CARD document used to sign up employees for plans such as salary savings, life insurance, or other
employee benefits.

ENTIRE CONTRACT CLAUSE feature of life and health insurance policies that stipulates that the policy represents
the whole agreement between the insurance company and the insured, and that there are no other outstanding
agreements.

ENTITY PLAN see PARTNERSHIP LIFE AND HEALTH INSURANCE.

ENURE CLAUSE inan INSURANCE POLICY stipulating that the benefits under the policy will accrue to the right of
the INSURED. For example, if the insured leaves aviolin at arepair shop and that violin, which isinsured under the
HOMEOWNERS INSURANCE POLICY, is stolen, the insurance company will pay the benefits to the insured and not
to the repair shop.

ENVIRONMENTAL IMPAIRMENT LIABILITY negligent acts and/or omissions by the individual(s) and the
organization(s) resulting in damage to the environment. For example, pollution of the environment suits against
manufacturers are quite common today. The pollution risk is an excluded uninsurable risk under most liability policies,
however, insurance coverage in some instances is becoming available under ENVIRONMENTAL IMPAIRMENT
LIABILITY (EIL) INSURANCE policies.

ENVIRONMENTAL IMPAIRMENT LIABILITY (EIL) INSURANCE coverage in the event that negligent acts and/or
omissions by individual (s) and organization(s) result in damage to the environment and a liability suit against these
parties.

ENVIROSOURCES search engine site that emphasizes the fields of environmental risk management, environmental
engineering, environmental planning, physical and biological sciences, and various environmental issues of public
interest. Web site is http: //www.envir osour ce.com.

EQUIPMENT DEALERS INSURANCE coverage on ALL RISKS basisfor such items as binders, reapers, harvesters,
plows, tractors, pneumatic tools and compressors, bulldozers, and road scrapers. Excluded from coverage are wear and
tear, loss due to delay, loss of market, consequential |oss such as loss of income because of damage to the equipment,
and mechanical breakdown. Property excluded includes aircraft, water craft, motor vehicles, and property sold on an
installment contract basis after it has left the care, custody, and control of the insured dealer.

EQUIPMENT FLOATERS INSURANCE coverage for property that moves from location to location from the perils of
fire, lightning, explosion, windstorm, earthquake, collapse of bridges, flood, collision
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under one of the following forms: AGRICULTURAL EQUIPMENT INSURANCE; CONTRACTORS EQUIPMENT
FLOATER; LIVESTOCK INSURANCE; PHY SICIANS AND SURGEONS EQUIPMENT INSURANCE.

EQUITIES representation of ownership rights such as stocks.

EQUITY fairness (as an objective of insurance pricing). Premium rates are set according to expectation of loss among a
classification of policyowners. The premise is that all insureds with the same characteristics should have the same
expectation of loss and should be listed under the same underwriting classification. For example, in life insurance,
individuals with a good personal health history, family health history, ajob with no special hazards, and who are of
good character, should be classified as standard risks and thereby pay standard rates.

EQUITY AMONG POLICY OWNERS grouping of applicants for life insurance according to expected mortality, so as
to produce an under-writing classification in which the spread between health of the worst and best applicant is not so
great asto skew the distribution curve.

EQUITY ANNUITIES see VARIABLE DOLLAR ANNUITY.

EQUITY INDEXED ANNUITY modifications of the SINGLE PREMIUM DEFFERED ANNUITY, which usually
guarantees at aminimum areturn of a stipulated amount (usually at least 90% of the single premium accumulated at the
annual rate of 3 or 4%). Additional interest can be earned that is linked to an increasing specified stock index. Thus, this
insurance product guarantees the principal of the investment (single premium), while at the same time providing the
opportunity for increasing values tied to the equities market. Under the STANDARD NONFORFEITURE LAW, there
must be guaranteed at the minimum 90% of the single premium accumulated at arate of at least 3% interest per year.
The index most often used as alink to this product is the S& P 500. Should the equity index increase, the invested single
premium could be credited with a percentage of that increase, typically ranging from 50 to 100% of that increase. These
contracts have terms ranging from one to fifteen years and at the end of the term, the owner/ANNUITANT can start a
new term or transfer the CASH VALUE to another product. Should the contract be terminated before the end of aterm,
frequently the owner/annuitant forfeits all index gains and will receive only the minimum return guaranteed.

EQUITY INDEXED UNIVERSAL LIFE INSURANCE insurance in which most of the premium (generally 80 to 90%)
isinvested in traditional fixed income securities. The remainder of the premium isinvested in call option contracts tied
to astipulated stock index. In those instances where there is an increase in the market, exercising of the option contracts
takes place and a given percentage of the gain is then credited to the policy. Conversely, should the market decline, the
option contracts are said to expire worthlessly and the policy is credited with the minimum guaranteed rate. This type of
policy may be suitable for that
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person who has an interest in purchasing aVARIABLE LIFE INSURANCE policy but isnot at ease in participating in
the equities market. Thistype of person could have the best of both worlds: the potential high returns of the equities
market without the risk to the initial investment (principal).

EQUITY, POLICY OWNERS see POLICYOWNERS EQUITY .
EQUITY SPLIT DOLLAR LIFE INSURANCE see SPLIT DOLLAR LIFE INSURANCE.

ERGONOMICS RISK MANAGEMENT control device used to minimize accidents and injuries to employees resulting
from an unsafe working environment. For example, potential CUMULATIVE TRAUMA DISORDERS losses may be
lowered by using office furniture that reduces the physical and mental stress resulting from repetitive motions, such as
constantly reading a computer screen.

ERISA see EMPLOYEE RETIREMENT INCOME SECURITY ACT OF 1974 (ERISA).

ERRORS AND OMISSIONSLIABILITY INSURANCE policies generally available to the various professions that
require protection for negligent acts and/or omissions resulting in bodily injury, persona injury, and/or property damage
liability to aclient. For example, insurance agents are constantly exposed to the claim that inadequate or improper
coverage was recommended, resulting in the client suffering aloss of indemnification. If sustained, the agent (or the
carrier) would have to make good the claim of the client without the adequate insurance coverage.

ESCROW ACCOUNT funds that the lender collects monthly to pay the monthly MORTGAGE INSURANCE
premiums, HOMEOWNERS INSURANCE POLICY premiums, and yearly property taxes.

ESTATE sum total of the ASSETS owned by an individual.

ESTATE EQUALIZATION technique of ESTATE PLANNING under which an estate is divided into two parts and
taxed at alower rate rather than remaining as awhole and taxed at a higher rate. This division may be necessary because
of the progressive nature of the FEDERAL ESTATE TAX.

ESTATE PLANNING procedure for accumulating, conserving, and distributing personal wealth. In essence, estate
planning focuses on enhancement of the value of an estate and its conservation. At the death of an owner, estate
planning seeks to transfer the estate to the heir(s) with aminimum loss in taxes and other expenses. Depending on the
size and nature of an estate, the expertise of one or more of these specialists may be useful: lawyer, accountant, life
insurance agent, banker, or aqualified financial or estate planner.

ESTATE PLANNING, DEATH PLANNING see ESTATE PLANNING; ESTATE PLANNING DISTRIBUTION.
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ESTATE PLANNING DISTRIBUTION plan that involves distribution of property by living hand and distribution of

property after the death of its owner. Distribution by living hand can take the form of an out-right gift, a grant of limited

property interest, or agift in trust. Distribution at death can be accomplished through awill or, if thereisno will, as

directed by state law. Common termsinclude:

Beneficiary of Trust person who receives the benefits of the trust.

Life Estate property that can be used in any manner that pleases the donee during his’her life. Upon the death of the
donee, the property reverts to the donor or the donor's estate.

Living Trust property distributed by living individuals.

Personal Trust onein which an owner of property givesit to another person to safeguard, hold, and use for the benefit
of athird party.

Power of Appointment owner of a property grants the right to another person to decide who should receive title to the
property.

Tenancy donee has the right to use property and to receive income it generates for alimited time, whereupon the
property reverts to the owner.

Testamentary Trust property disposed at the death of the trustor, who has previously described what property isto be
placed in the trust, how it is to be managed, and who is to be the trustee. The trustor can change the provisions of the
trust by awill. But at the death of the trustor, the testamentary trust becomes irrevocable.

Trustee person to whom atrustor transfers property. The trustee is obligated to safeguard, manage, and use the property
in accordance with the terms and conditions of the trust.

Trustor individual who puts his’her thoughts in writing concerning the terms of the trust and the process of transferring
the property to the trustee.

ESTATE PLANNING, LIFE PLANNING see ESTATE PLANNING; ESTATE PLANNING DISTRIBUTION.

ESTATE SETTLEMENT COSTS expenses connected with resolving an estate to include medical expenditures, funeral
expenditures, probate expenditures, estate taxes, legal fees, and other administrative expenditures.

ESTATE SHRINKAGE decline in an estate's value, when the estate owner dies, because of death-related expensesto
include estate taxes, estate administration costs, funeral expenses, and outstanding estate debts. Through proper
ESTATE PLANNING, this shrinkage can be minimized.

ESTATE TAX see FEDERAL ESTATE TAX.

ESTATE TRANSFERS conveying of assets from the donor to the beneficiary as a means of minimizing the legal tax
obligation of the estate of the donor and avoiding PROBATE.
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ESTIMATED PREMIUM method of premium payment under which atemporary premium is charged based on
projected |oss experience. At the end of the year this premium is adjusted to reflect the actual 10ss experience. See also
RETROSPECTIVE RATING.

ESTOPPEL stop or bar, such that one party makes a statement upon which a second party has every reason to rely,
thereby preventing the first party from denying the validity of that statement. For example, the misleading actions of an
agent of the insurance company result in the insured being estopped from having to perform according to the provisions
of the contract.

EVIDENCE CLAUSE clause requiring an insured to cooperate with an insurance company by producing all evidence
requested in settlement of a claim. The company may have difficulty settling a claim without the proper examination
and documentation of evidence.

EVIDENCE OF INSURABILITY documentation of physical fitness by an applicant for insurance. Usually this takes
the form of amedical examination. Group plans (life, health, disability) require such evidence if the 30-day eligibility
period expires before the employee has applied for coverage. See also ELIGIBILITY PERIOD.

EXAMINATION see CONVENTION EXAMINATION; MEDICAL EXAMINATION.

EXAMINED BUSINESS life or health insurance policy written on an applicant who has passed a MEDICAL
EXAMINATION and signed the APPLICATION but has not paid the premium due.

EXAMINER

Life and Health: physician appointed by an insurance company to examine applicants for insurance. See also
EXAMINED BUSINESS.

Regulatory: representative of the COMMISSIONER OF INSURANCE who conducts an audit of the insurance
company's records. See also CONVENTION EXAMINATION.

EXCEPTED PERIOD see ELIMINATION PERIOD; PROBATIONARY PERIOD.

EXCEPTION see EXCLUSIONS; EXCLUSIONS, BUSINESS LIABILITY INSURANCE; EXCLUSIONS FROM
MEDICAL BENEFITS EXEMPTION; EXCLUSIONS, HOMEOWNERS INSURANCE; EXCLUSIONS, PROPERTY
AND CASUALTY INSURANCE.

EXCESS BENEFIT TRANSACTION transaction by atax-exempt organization with a person from inside the
organization (DISQUALIFIED PERSON) that provides an economic benefit to that person that isin excess of the value
of the consideration received. Compensation that is deemed to be unreasonable comprises an excess benefit and is
subject to a penalty excise tax under SECTION 4958 OF THE INTERNAL REVENUE CODE.

EXCESS DISTRIBUTIONS FROM SECTION 401(a), 403(a), 403(b) RETIREMENT PLAN OR IRA plan wherein
total withdrawal or income payments from tax deferred savings plans exceed

< previous page page 159 next page >

file:///C:/0764112627/0764112627/0764112627/0764112627/files/page_159.html [22/11/2009 18:19:56]



page_160

< previous page page_160 next page >
Page 160

$150,000 in any one year. An excess distribution tax of 15% of the amount greater than $150,000 must be paid to the
Internal Revenue Service.

EXCESS INSURANCE property, liability, or health coverage above the primary amount of insurance. For example, the
primary coverage is $100,000 and the excess insurance is $1 million. After the losses exceed $100,000, the excess
insurance will pay for the losses up to atotal of $1 million.

EXCESS INTEREST amount credited to the cash value of an insured's life insurance policy above the minimum

interest rate it guarantees. This payment is of extreme importance to a policyowner since it will directly affect the size
of the cash value. See also CASH VALUE LIFE INSURANCE.

EXCESS INTEREST WHOLE LIFE INSURANCE type of insurance under which it is assumed that the interest earned
will exceed the interest rate guaranteed. Excess interest is credited to the policyowner in the following manner:

1. inamutual companypaid to policyowners through the policy dividend structure.

2. in astock companypaid to policyowners through their cash values or future premiums due. See also CURRENT
ASSUMPTION WHOLE LIFE INSURANCE.

EXCESSLIMIT inaLIABILITY INSURANCE policy, limit above the minimum amount of coverage for which the
policy can be written according to company or legal restrictions. See also EXCESS INSURANCE.

EXCESS LINE BROKER (SURPLUS LINE BROKER) insurance salesperson who is licensed to place coverage with
an insurance company that is not licensed to do businessin the state of domicile of the broker. The excessline coverage
must be unavailable from a company licensed in the broker's state.

EXCESS LOSS COVER see EXCESS OF LOSS REINSURANCE.

EXCESS (NONPROPORTIONAL) REINSURANCE see EXCESS OF LOSS REINSURANCE.

EXCESS OF LOSS REINSURANCE method whereby an insurer pays the amount of each claim for each risk up to a
limit determined in advance and the reinsurer pays the amount of the claim above that limit up to a specific sum. For
example, assume that an insurer issues automobile liability policies of $150,000 on any one risk and retains the first

$50,000 of any risk. The insurer purchases excess loss rein-surance for $100,000 in excess of $50,000 on any one risk.
Theinsurer pays the first $50,000 of all losses, and the reinsurer pays any excess amount up to a maximum of $100,000.
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EXCESS OF TIME REINSURANCE term used in the reinsuring of DISABILITY INCOME INSURANCE policiesin
that, after an extended period of time expires (in addition to the ELIMINATION PERIOD found in the disability
income poalicy), the REINSURER usually reimburses the CEDING COMPANY for approximately 70 to 80% of the
monthly disability income payment that the ceding company is required to pay the POLICYHOLDER.

EXCESS PER RISK REINSURANCE see EXCESS OF LOSS REINSURANCE.

EXCESS POLICY policy that pays benefits only when coverage under other applicable insurance policies has become
exhausted. For example, the personal umbrella liability policy pays after the liability limits in the homeowners
insurance policy have been exceeded.

EXCESS-SURPLUS LINES see SURPLUS LINES (EXCESS-SURPLUS LINES).
EXCHANGE see NEW Y ORK INSURANCE EXCHANGE.

EXCLUDED PERIL see EXCLUSIONS; EXCLUSIONS, BUSINESS LIABILITY INSURANCE; EXCLUSIONS
FROM MEDICAL BENEFITS EXEMPTION; EXCLUSIONS, HOMEOWNERS INSURANCE; EXCLUSIONS,
MEDICAL BENEFITS; EXCLUSIONS, PROPERTY AND CASUALTY INSURANCE.

EXCLUDED PERIOD see PROBATIONARY PERIOD.

EXCLUDED PROPERTY see EXCLUSIONS, BUSINESS LIABILITY INSURANCE; EXCLUSIONS, PROPERTY
AND CASUALTY INSURANCE.

EXCLUSION RATIO see TAX DEFERRED ANNUITY.

EXCLUSION RIDER ENDORSEMENT attached to an insurance policy that eliminates coverage for certain specified
PERILS.

EXCLUSIONS provision in an insurance policy that indicates what is denied coverage. For example, common
exclusions are: hazards deemed so catastrophic in nature that they are uninsurable, such as war; wear and tear, since
they are expected through the use of a product; property covered by other insurance, in order to eliminate duplication
that would profit the insured; liability arising out of contracts; and liability arising out of Workers Compensation laws.
Exclusionsare also listed in aBOILER AND MACHINERY INSURANCE policy, BUSINESS AUTOMOBILE
POLICY, BUSINESS INCOME COVERAGE FORM, HOMEOWNERS INSURANCE POLICY, Liability Policy, and
COMMERCIAL PACKAGE POLICY.

EXCLUSIONS, BUSINESS LIABILITY INSURANCE provision used to avoid duplication of coveragein other
policies; to eliminate coverage for property under the care, custody, and control of an insured business; as well asto
avoid liability arising out of contractual obligations between the insured business and another party; liability
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associated with recall of the insured business's products; liability associated with the insured business's pollution and
contamination exposure; and liability that may arise if the insured businessis found to be in conflict with state liquor
regulations.

EXCLUSIONS FROM MEDICAL BENEFITS EXEMPTION found under the "Exceptions and Exclusions Section for
All Medical Benefits' in many health insurance policies that exclude:

1. complications arising from elective, nontherapeutic voluntary abortion.
2. necessary cosmetic surgery for the immediate repair of a nonoccupational disease, illness, accident, or injury.
3. custom-built orthopedic shoes, wedges, or arch supports.

4. speech therapy ordered by a physician to restore partial or complete loss of speech resulting from stroke, cancer,
radiation laryngitis, or cerebral palsy.

5. services, supplies, or treatment in connection with or related to endogenous obesity or obesity resulting from external
causes that the physician certifiesis associated with a serious or life-threatening disorder.

EXCLUSIONS FROM MEDICAL BENEFITS GROUP HEALTH INSURANCE see EXCLUSIONS, MEDICAL
BENEFITS; EXCLUSIONS FROM MEDICAL BENEFITS EXEMPTION.

EXCLUSIONS, HOMEOWNERS INSURANCE provision that excludes from coverage under Form No. 3: flood
damage, except if the flood causes afire, explosion, or theft; water damage from the backup of sewers; earthquake,
except if the earthquake causes a fire explosion, theft, or glass breakage; war; nuclear exposure (hazard); wear and tear;
vandalism and malicious mischief, or glass breakage if the house has been vacant for more than 30 consecutive days
before the day of the loss.

EXCLUSIONS, MEDICAL BENEFITS limiting provision. Exclusions listed in group health plansinclude: benefits
under Workers Compensation; certain dental procedures; convalescent or rest cures; medical expenses resulting from
the insured person and/or covered dependents committing afelony or misdemeanor; cosmetic surgery, unless required
immediately because of non-occupational dis-ease, illness, accident, injury, or congenital anomaly in an insured
newborn infant; expenses incurred by a member of aHEALTH MAINTENANCE ORGANIZATION (HMO) or other
prepaid medical plan; expenses associated with intentional self-inflicted injuries or attempt at suicide; unreasonable
charges for services or supplies; convenience items such as telephone and television.

EXCLUSIONS OF POLICY see EXCLUSION.

EXCLUSIONS, PROPERTY AND CASUALTY INSURANCE denial of coverage for various perils (such aswar,
flood); hazards (storing
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dynamite in the home, thereby increasing the chance of 10ss); property (such as pets); and locations. These are excluded
because they are uninsurable by nature in that the loss frequency and severity do not lend themselves to accurate
predictions, the premium rates chargeable would be prohibitive, and in some instances coverages are found in other
policies.

EXCLUSIVE AGENCY SYSTEM see CAPTIVE AGENT.

EXCLUSIVE PROVIDER ORGANIZATION (EPO) organization that is part of a PREFERRED PROVIDER
ORGANIZATION (PPO) in which enrollees select an EPO provider to act astheir primary care physician and serve as
the gatekeeper. This gatekeeper approves the maximum level of benefits to which the enrollee is entitled.
Characteristics of the EPO include emphasis placed on quality of care, utilization of the primary physician, and
specified financial structure with the providers on a fee-for-service basis.

EXCLUSIVE REMEDY a procedure in which the employer has ABSOLUTE LIABILITY for the injuriesincurred by
the employee and the employee does not have the right to sue the employer for those injuries suffered. (For job related
injuries under WORKERS COMPENSATION INSURANCE, the sole source of funds for the injured employeeisthe
WORKERS COMPENSATION BENEFITS))

EXCULPATORY PROVISION clausein legal contracts that excuses a given party to the contract from liability for
unintentional negligent acts and/or omissions.

EXECUTOR fiduciary named in awill to settle an estate of a deceased person. The executor must act as a reasonably
prudent man in safeguarding that property in his care, custody, and control. Insurance coverages are available for
executors. See also FIDELITY BOND.

EXECUTRIX woman executor. See also EXECUTOR.
EXEMPLARY DAMAGES see LIABILITY, CIVIL DAMAGES AWARDED.

EXEMPTION size of estate passing free from estate and gift of taxes. The exempted amount as of January 1, 1987, is
$600,000.

EX GRATIA PAYMENT "from favor" payment by an insurance company to an insured even though the company has
no legal liability. The company makes such a payment for goodwill purposes.

EXHAUSTIVE resulting when all possible outcomes from all the events being studied have been considered.

EXHIBITION INSURANCE coverage provided on an ALL RISKS basis for an exhibitor whose product, while being
displayed at a public exhibition, is damaged or destroyed by a peril that is not specifically excluded in the policy.
EXPECTATION OF LIFE see LIFE EXPECTANCY.
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EXPECTATION OF LOSS see EXPECTED LOSS.

EXPECTED EXPENSE RATIO relationship between expected incurred insurance-related costs (not including claims)
and expected written premiums. See also EXPENSE RATIO; MANUAL RATE; RATE MAKING.

EXPECTED EXPENSES anticipated insurance-related costs, not including claims-related costs.
EXPECTED LOSS probability of loss upon which a basic premium rate is calcul ated.

EXPECTED LOSS RATIO proportion of a premium allocated to pay losses, which is equivalent to (1.00 EXPENSE
RATIO).

EXPECTED MORBIDITY expectation of illness or injury. The probability of such occurrenceis shown by a
MORBIDITY TABLE, which isimportant in determining the premiums for health insurance policies.

EXPECTED MORTALITY expectation of death. The probability of its occurrence is shown by aMORTALITY
TABLE, which isimportant in determining the premiums for life insurance policies.

EXPECTED VALUE sum of money to be received by an insured in the event a given loss occurs.

EXPEDITED FUNDS AVAILABILITY ACT legidation passed in 1988 by the U.S. Congress to facilitate movement
of checks through the collection system. Asthe result of this Act, the Federal Reserve has established rules for the
endorsement of checks stipulating that the endorsement must be within an area of 1 1/2 inches from the left edge of the
back of the check and no additional marks or notations can be made on the back of the check beyond this 1 1/2 inch
boundary.

EXPEDITING EXPENSES payment by an insurance company to a damaged or destroyed business to hasten its return
to normal business operations. For example, if akitchen of arestaurant is damaged by fire, the insurance company may
be willing to pay overtime wages to enable the restaurant to return to normal operations as soon as possible.

EXPENSE cost of doing business, not including pure expectation of loss. See also EXPENSE LOADING.

EXPENSE ALLOWANCE payment to an insurance agent in addition to commissions. Expense allowances, that differ
from company to company, vary with the amount of business agents place with that company and the need of the
company to attract future business.

EXPENSE CONSTANT flat dollar amount that is added to the PURE PREMIUM for an insured risk that is smaller
than that of the lowest EXPERIENCE RATING band. This dollar amount serves the purpose of generating enough
additional premium dollar to cover the cost of issuing
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and servicing an insurance policy on arisk whose size does not readily allow it to be experience rated.

EXPENSE LIABILITIES expenses and taxes incurred by the insurance company resulting from the normal business
activities of the company before the due date of the ANNUAL STATEMENT.

EXPENSE INCURRED see INCURRED EXPENSE.

EXPENSE LIMITATION ceiling on expense reimbursement allowance, as stated in New Y ork insurance law, that an
insurance company licensed in New Y ork State can give its agents. Thisis one reason why a company that is admitted
(licensed) in all states but New Y ork may have a sister company doing business only in New York State. If an insurance
company is not admitted in New Y ork State, it can allocate greater expense allowances and commissions to agents,
thereby attracting more of their business.

EXPENSE LOADING amount added to the basic premium (expectation of |0ss) to cover an insurance company's
expenses. These expenses include agent commissions, premium taxes, costs of putting a policy on the books, marketing
support costs, and contingencies. CURRENT ASSUMPTIONS products, in order to be competitive, must emphasize
low expense loadings. Companies that sell these products make special efforts to control expenses.

EXPENSE RATIO formula used by insurance companies to relate income and expenses:

Incurred Insurance — Related Expenses
Written Premiums

Expense Ratig =

Thisratio isof critical importance to the insurance company since it reflects the percentage of the premiums income that
goes for expenses; that is, how much it costs the company to acquire the premiums, akey element in today's competitive
marketplace.

EXPENSE REIMBURSEMENT ALLOWANCE see EXPENSE ALLOWANCE.

EXPENSE RESERVE insurance company's liability for incurred but unpaid expenses. See also INCURRED BUT NOT
REPORTED LOSSES (IBNR).

EXPENSE RISK measure of the sensitivity of the insurance company's liability for the resultant higher expense rates
than charged for in the premium.

EXPENSES OF REPLACEMENT see VALUABLE PAPERS (RECORDS) INSURANCE.

EXPENSES PAID funds paid by an INSURANCE COMPANY associated with the normal costs of doing business
other than the costs of claims payments.
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EXPERIENCE record of losses, whether or not insured. This record is used in predicting future losses and in
devel oping premium rates based on expectation of insured |osses.

EXPERIENCE ACCOUNT loss experience of agiven insured.

EXPERIENCED MORBIDITY actual morbidity experience of an insured group as compared to the EXPECTED
MORBIDITY for that group.

EXPERIENCED MORTALITY actual mortality experience of an insured group as compared to the EXPECTED
MORTALITY for that group.

EXPERIENCE MODIFICATION adjustment of premiums resulting from the use of EXPERIENCE RATINGS.
Experience rating plans take the form of retrospective plans or prospective plans. Under retrospective plans, premiums
are modified after the fact. That is, once the policy period ends, premiums are adjusted to reflect actual |oss experience
of aninsured. In contrast, under prospective plans, an insured's past experience (usually for the immediate preceding
three years) is used to determine the premium for the current year of coverage.

EXPERIENCE, POLICY YEAR see POLICY YEAR EXPERIENCE.

EXPERIENCE RATING statistical procedure used to calculate a premium rate based on the loss experience of an
insured group. Applied in group insurance, it is the opposite of manual rates. Here the premiums paid are related to
actual claims and expense experience expected for that specific group. In PROSPECTIVE RATING, the past three
years loss experience of the insured is the basis for the premium calculation for the current year of coverage. In
RETROSPECTIVE RATING, the current premium rate for the current period of time is modified at the close of that
period to reflect actual loss experience. The premium actually paid then can be adjusted, subject to a pre-agreed
minimum and maximum rate.

EXPERIENCE REFUND return of a percentage of premium paid by a businessfirm if itsloss record is better than the
amount loaded into the basic premium. See also EXPERIENCE MODIFICATION.

EXPIRATION termination date of coverage asindicated on the insurance policy. See also EXPIRATION FILE.
EXPIRATION CARD see EXPIRATION FILE.

EXPIRATION DATE see EXPIRATION.

EXPIRATION FILE agents records showing when clients' policies expire.

EXPIRATION NOTICE written notice to an insured showing date of termination of an insurance policy.
EXPIRY point in time when a TERM LIFE INSURANCE policy terminates its coverage.

EXPLOSION, COLLAPSE, AND UNDERGROUND EXCLUSION inherent danger resulting from certain
construction procedures that are
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excluded from general business liability policies. Coverage for this exclusion can be acquired at an extra premium
through an ENDORSEMENT to the various business liability policies.

EXPLOSION INSURANCE see EXTENDED COVERAGE ENDORSEMENT.

EXPORT-IMPORT BANK partnership between an agency of the U.S. government and the Foreign Credit Insurance
Association (50 commercia insurance companies, both stock and mutual). Insures that businesses are indemnified for
losses resulting from uncollectible accounts for goods sold in foreign markets. Additional perils covered are war,
insurrection, confiscation, and/or currency devaluation. This coverage encourages American businessesto sell their
productsin foreign markets.

EXPOSURE possibility of loss. The most cost efficient way to purchase insurance is to insure an unexpected loss with a
low probability of occurrence. Insuring aloss with a high probability of occurrence means swapping dollars with an
insurance company, since the premium charged would reflect the expected probability of loss. Expense and profit
loadings would also be added by the insurer. See also SELF INSURANCE.

EXPRESSED WARRANTY see WARRANTY.

EXPROPRIATION INSURANCE coverage against foreign country expropriation underwritten by the OVERSEAS
PRIVATE INVESTMENT CORPORATION (OPIC) for U.S.-owned companies investing in given developing
countries.

EXTENDED COVERAGE ENDORSEMENT added to an INSURANCE POLICY or a CLAUSE found in an insurance
policy that will provide additional coverage for RISKS to be insured other than those covered under the basic policy's
PROVISIONS.

EXTENDED COVERAGE ENDORSEMENT extension of coverage available under the Sandard Fire Policy. The
standard policy only covers the perils of fire and lightning. The endorsement coversriot, riot attending a strike, civil
commotion, smoke, aircraft and vehicle damage, windstorm, hail, and explosion.

EXTENDED REPORTING PERIOD INSURANCE (ERPI) policy underwritten on either a monoline primary insurance
or monoline EXCESS INSURANCE basis that will alow the purchaser to increase the limits of liability coverage above
that of policies aready purchased as well asfill gapsin liability coverages. These policies usually provide liability
protection on aworldwide basis to include coverage for bodily injury, property damage, products-completed operations,
premises and operations, and personal injury. The period for claims reporting can be on afixed or unlimited basis. Legal
defense expenses and other supplementary expenses can be included within the policy limits or can be in addition to the
policy limits. An endorsement can be added to provide coverage for known circumstances, thereby permitting the
purchaser
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to retroactively add additional limits of coverage for current evolving liability situations. In addition, this policy can
provide coverage for residual liability exposures by focusing on a particular risk.

EXTENDED TERM INSURANCE nonforfeiture option that uses the cash value of an ordinary life policy asasingle
premium to purchase term life insurance in the amount of the original policy. The length of the term policy depends on
(1) the size of the cash value and (2) the attained age of the insured.

EXTORTION INSURANCE coverage in the event of threats to injure an insured or damage or destroy his property.
EXTRA DIVIDEND DIVIDEND paid in addition to the regular dividend on aPARTICIPATING INSURANCE policy.

EXTRA EXPENSE INSURANCE form that covers exposures associated with efforts to operate a business that is
damaged by a peril such asfire. For example, a specia electrical generator may have to be purchased in the event of a
long-range loss of electricity if the businessisto continue to operate.

EXTRA PERCENTAGE TABLES form of substandard ratings that shows additions to standard premiums to reflect
physical impairments of applicants for life or health insurance. The additions reflect the greater probability of mortality
or morbidity. See also SUBSTANDARD HEALTH INSURANCE; SUBSTANDARD LIFE INSURANCE.

EXTRA PREMIUM addition to reflect exposures with a greater probability of 1oss than standard exposures. For
example, insuring a munitions factory obviously requires a premium greater than that required for insuring an
accounting office.

EXTRATERRITORIALITY provisionin WORKERS COMPENSATION INSURANCE under which an employee

who incurs an injury in another state, and elects to come under the law of his home state, will retain coverage under the
workers compensation policy.
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401 (k) PLAN see SECTION 401 (K) PLAN (SALARY REDUCTION PLAN).

403 (b) PLAN see SECTION 403 (B) PLAN.

FACE first page of an insurance policy.

FACE AMOUNT (FACE OF POLICY') sum of insurance provided by a policy at death or maturity.
FACE OF POLICY see FACE AMOUNT (FACE OF POLICY).

FACILITY OF PAYMENT CLAUSE element usualy found in industrial life insurance policies under which the
insurance company upon the death of the insured under certain conditionsis alowed to choose the beneficiary if the
beneficiary named in the policy isaminor or deceased. For example, the funeral home may receive a death benefit if the
beneficiary is not alive.

FACILITY PLAN see AUTOMOBILE ASSIGNED RISK INSURANCE PLAN.

FACTORY INSURANCE ASSOCIATION (FIA) association of stock property insurance companies, formed to provide
engineering services for member companies. These companies generally insure highly protected risks (risks
characterized by a high degree of care taken for safety and potential 1oss reduction).

FACTORY MUTUAL organization of agroup of insurers composed of mutual property and casualty insurance
companies, asubsidiary stock insurance company, and a subsidiary safety engineering company. Their objectiveisto
provide insurance and safety engineering services for large manufacturing companies, substantial housing projects,
public institutions, and educational institutions. Coverage includes the perils of fire, explosion, windstorm, riot, civil
commotion, sprinkler leakage, malicious mischief, damage to vehicles, and damage to aircraft. Field offices staffed by
salaried personnel deal directly with insureds; thereis no agency field force.

FACTUAL EXPECTATION strong expectation of an occurrence resulting in amonetary interest that givesriseto an
insurable interest. For example, a daughter has a strong expectation of wearing her mother's wedding gown and thus has
an insurable interest in the gown even though the gown is still the property of her mother.

FACULTATIVE REINSURANCE term under which the REINSURER exercises its faculty or prerogative to insure a
risk or reject arisk from a CEDING COMPANY.

FACULTATIVE OBLIGATORY TREATY hybrid between FACULTATIVE REINSURANCE and treaty reinsurance
where the CEDING COMPANY may elect to assign certain risks that the reinsurer is obligated to accept.
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FACULTATIVE REINSURANCE individual risk offered by an insurer for acceptance or rejection by areinsurer. Both
parties are free to act in their own best interests regardless of any prior contractual arrangements. With proportional
facultative reinsurance, the reinsurer assumes a proportional share of premiums and losses. On a nonproportional basis,
the reinsurer isliable only for losses which exceed the insurer's retention level; premiums vary with loss expectation.

FAILURE MODE AND EFFECT ANALY SIS analytical procedure to predict the failure rate of a system still in the
design stage.

FAILURE TO PERFORM EXCLUSION coverage that is excluded under COMMERCIAL GENERAL LIABILITY
INSURANCE (COMPREHENSIVE GENERAL LIABILITY INSURANCE) for the loss of use of undamaged tangible
real or personal property as the result of failure of the performance of a product or service as warranted or represented
by the insured.

FAIR ACCESS TO INSURANCE REQUIREMENTS (FAIR) PLAN insurance that grew out of the urban
demonstrations and riots of the 1960s. Because of the deteriorated social and economic circumstancesin these aress, it
became impossible for many business owners and homeowners to purchase property insurance. As aresult, the federal
government established the FAIR plans based on the stop |oss reinsurance method. If a business owner or homeowner
cannot purchase property insurance through conventional means, application can be made through an agent who
represents an insurance company participating in the FAIR plan. If the property is acceptable to the company, insurance
will be provided. If the property is deficient, improvements are suggested, and upon compliance the policy isissued.

FAIR CREDIT REPORTING ACT federal legislation giving an insurance applicant the right to contact a reporting
organization doing a credit check and be advised of information contained in the applicant's file showing the reason for
rejection for insurance.

FAIR PLAN see FAIR ACCESS TO INSURANCE REQUIREMENTS (FAIR) PLAN.

FALLEN BUILDING CLAUSE section in some property insurance contracts that eliminates further coverage for
buildings after they have collapsed from causes other than fire or explosion. For example, fire coverage would not be
applicable to buildings that collapse because of inherent defects.

FALSE IMPRISONMENT tort of wrongful physical confinement of an individual. Thisis not restricted to physical
confinement but includes any unjustified limitation of another's freedom of movement. If an individual is intimidated
into responding to an order, the courts have interpreted this as fal se imprisonment.

FALSE PRETENSE see MISREPRESENTATION.
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FAMILY AUTOMOBILE INSURANCE POLICY see PERSONAL AUTOMOBILE POLICY (PAP).

FAMILY CONSIDERATIONS factors influencing the amount of life insurance to purchase, such as marketable skills
of spouse, age of children, savings, investments, number of future working years expectancy, amount of bills and notes
outstanding, and funds necessary to maintain the family's customary life-style should the wage earner die. See also
LIFE INSURANCE.

FAMILY COVERAGE insurance coverage for the NAMED INSURED and his or her eligible dependents.

FAMILY EXPENSE INSURANCE type of health insurance under which an insured's coverage extends to all family
members if they are residents of the insured's household. Insures all medical expenses (except those excluded), among
them room and board, surgical and physician costs, drugs and medicines, blood, ambulance service to and from the
hospital, X-rays, and floor nursing. See also INSURANCE.

FAMILY HISTORY background information used in life and health insurance underwriting to ascertain the probability
of hereditary disease. The purpose isto determine if the disease is of such anature that the life expectancy of an
applicant will be adversely affected, and if so, to what degree.

FAMILY INCOME POLICY contract combining whole life and decreasing term insurance. A monthly incomeis paid
to abeneficiary if an insured dies during a specific period. At the end of that period, the full face amount of the policy is
also paid to the beneficiary. It is designed to provide income for a household while the children are still young. If an
insured dies after the specified period, only the face amount of the policy is paid. For example, the face value of a
family income policy is $100,000 and the specified period is 20 years. If the insured dies 10 years into the specified
period, the beneficiary receives a monthly income of 1% of the face amount ($1000) for the remaining 10 years. At the
end of the 10 years, the beneficiary also receives $100,000. If the insured dies after the 20-year specified period, the
beneficiary receives $100,000, which is the face amount. See also FAMILY INCOME RIDER; FAMILY
MAINTENANCE POLICY.

FAMILY INCOME RIDER attachment of decreasing term life insurance to an ordinary life policy to provide monthly
income to a