Glossary

	Item
	Term
	Explanation
	Source

	1
	Actuary
	i) A professional who uses statistics to compute insurance risks.
ii) A specialist in the mathematics of risk, especially as it relates to insurance calculations such as premiums, reserves, dividends, and insurance and annuity rates. They work for insurance companies to evaluate applications based on risk.
iii) Someone who is qualified to evaluate the risks and probabilities and their financial consequences and applies those skills in the solution of business and social problems, particularly those involving future uncertainties.

iv) An actuary is a professional trained in evaluating the financial implications of contingent events.  Acturies require an understanding of the stochastic nature of insurance, the risks inherent in assets and the use of statistical models.
v) Actuaries make financial sense of the future.

vi) A profession with quantitative expertise in the identification, modelling and management of risks.

vii) Financial risk manager
	a.

	2
	Adverse Selection 
	It happens when the same premium rate is charged for different risk class. As a result higher risk group has the incentive to participate in the scheme. Also known as Anti-Selection.
	b. (p 148 - 149)

	3
	Annuity
	Contract that provides for income payments to an insured at regular intervals, either for a specific period or for the lifetime of the annuitant, in exchange for premium. 
	c.

	4
	Anti-Selection
	See Adverse Selection.
	d.

	5
	Back-Date
	Making the effective date of an insurance policy earlier than the date of the application so that the premium rate will be lower. Usually limit of back-date is not more than six months.
	e.

	6
	Bancassurance
	Sale of life, pension and investment products through the branch network of a bank.
	f.

	7
	Basic Contract
	The basic contract of a life insurance policy which does not include the benefit for any supplementary riders, such as an accidental death benefit (ADB) rider. The basic death benefit is equivalent to the face amount.
	e.

	8
	Best Estimate Assumption
	The unbiased assumption of all possible outcomes.
	g.

	9
	Defined Benefit Plan
	A pension plan that the amount of the benefit that a member will receive at retirement is fixed.
	h.

	10
	Defined Contribution Plan
	A pension plan that the annual contribution the employer will deposit into the plan on behalf of each member is fixed.
	h.

	11
	Broker
	Independent insurance salesperson who searches the whole insurance market so as to maximise the protection of the customers.
	i.

	12
	Bundled Insurance Products
	An insurance product in which the mortality, investment, and expense factors used to calculate premium rates and cash values are not identified separately in the policy. Traditional whole life insurance is an example of a bundled insurance product. See Unbundled Insurance Products.
	e.

	13
	Cash Value
	Amount a policyholder is entitled to receive upon terminating a life insurance policy.
	i.

	14
	Ceding Company
	The insurer that transfers part of their risks to a reinsurer in exchange for premium.
	c.

	15
	Claim
	Demand on an insurer or reinsurer for payment under the terms of an insurance policy. 
	c.

	16
	Co-Insurance
	The risk or loss sharing in percentage between an insurer and another party, usually a reinsurer.
	i.

	17
	Cooling-off Period
	The period during which the policyholder can terminate the policy without penalty so that the purchasers of life insurance policies can reconsider their decisions.
	h.

	18
	Community Rating
	A system under which the same premium rate is charged to all members of the scheme regardless of their claims experience, age, sex, occupation or health status. 
	b. (p 148 - 149)

	19
	Deductible
	Policyholder has to pay the first part of each claim
	b. (p 148 - 149)

	20
	Deferred Acquisition Costs (DAC)
	Asset item to offset part of the liability of the balance sheet due to the costs of acquiring a policy (promotional expense, sales commissions, underwriting etc), which are greater than the fee income generated by the sale.
	k. (p 205)

	21
	Demutualisation
	Process of converting the ownership of a mutual company (owned by its policyholders) to stock ownership. 
	c.

	22
	Earned Premium
	That portion of a premium for which the policy protection has already been given during the now-expired portion of the policy term. See Unearned Premium.
	j.

	23
	Eligibility Period
	A specified length of time, frequently 31 days, following the eligibility date during which an individual member of a particular group is eligible to apply for insurance under a group life or health insurance policy without a medical exam.
	l.

	24
	Embedded Value
	In life insurance, it is the sum of the shareholder's net worth (SNW) and the value of the in-force business (VIF). It excludes any value that may be attributed to future new business. The SNW consists of the required capital to support the business together with any "free surplus". The VIF is calculated on a best estimate assumptions after deducting the cost of capital required and guarantees.
	f.

	25
	Endorsement
	An addition to the basic policy contract. An endorsement adds to the policy contract; an amendment alters it. See Rider.
	d.

	26
	Endowment
	Life insurance under which an insured receives the face value of the policy if the individual survives the endowment period. If the insured does not survive, a beneficiary receives the face value of the policy.
	i.

	27
	Expense Drivers
	In profit testing in pricing of life insurance contract, expense must be allowed to derive premium rates and charges. Expense allowances will be expressed in terms of expense drivers such as premium and sum assured.
	k. (p. 237)

	28
	Experience Rating
	A method used by insurers to determine the premium to be charged based on the actual utilization of individual large groups. 
	j.

	29
	Extended Term Insurance (ETI)
	Right of a policyholder who surrendered the life policy with cash value to continue full coverage for a limited period, without further premiums to pay. 
	i.

	30
	Face Amount
	The amount that a life insurance policy will pay at death or when the policy matures.
	l.

	31
	Free Surplus
	The market value of assets after deducting statutory liabilities and required capital. In another words these are the free assets available in an insurance company.
	f.

	32
	Full Preliminary Term
	One of the reserve valuation methods common in the U.S. It consists of one year term insurance and one-year deferred policy. The net premium is sufficient only to pay for the first-year death claims.
	i.

	33
	GAAP Valuations
	Its objective is the accurate allocation of income to the period in which it is earned. Hence it is less conservative than statutory valuation. However some conservative elements, provision for lapses and surrender benefits, do exist. It frequently produces negative first year terminal reserves.
	m. (p. 4)

	34
	Grace Period
	A period of time (commonly 30-31 days) after premium-due date during which a policy remains in force without penalty even though the premium due has not been paid.
	j.

	35
	Gross Premium
	Net premium, plus miscellaneous expenses (acquisition, renewal, claims etc) and commissions.
	i.

	36
	Gross Premium Valuations (GPV)
	A kind of valuation of reserve in life insurance under which best estimate assumptions are used.
	m. (p. 5)

	37
	Group Life Insurance 
	Insurance policy under which the lives of a group of people are insured in accordance with the terms of one master contract. See Individual Insurance.
	c.

	38
	Health Insurance
	Insurance against loss by sickness or bodily injury.
	j.

	39
	Incurred But Not Reported (IBNR)
	The liability for the claim cost related does happen within the contractual period but not yet reported to the insurance company.
	j.

	40
	Indemnity
	Compensation for a loss intended to restore an individual or entity to the approximate financial position prior to the loss.
	d.

	41
	Individual Insurance
	Insurance policy that is issued to insure the life of a named person or persons, rather than that of a group. See Group Life Insurance.
	c.

	42
	In-Force Business
	The whole portfolio of insurance policies that are paid-up or are being paid. In life insurance, the "value of business in-force" (VIF) is the discounted value of the profits expected to accrue to shareholders on in-force business. 
	i.

	43
	Joint Life Insurance
	Coverage of two or more persons with the death benefit payable at the first death.
	i.

	44
	Lapse
	Termination of a policy in general/life insurance because of failure to pay a premium. 
	i.

	45
	Liability Insurance
	Insurance that pays and renders service on behalf of an insured for loss arising out of his responsibility, due to negligence, to others imposed by law or assumed by contract.
	j.

	46
	Life Expectancy
	The average number of years of life remaining for a group of persons of a given age according to a particular mortality table.
	l.

	47
	Long Term Disability
	A disability having a duration longer than a specified period, usually 90 days. .
	j.

	48
	Loss Ratio
	The amount of each dollar of premium used to pay losses and expenses.
	i.

	49
	Maturity
	The date at which the face amount of a life insurance policy comes due either by reason of death or endowment.
	j.

	50
	Minimum Continuing Capital and Surplus Requirements (MCCSR)
	Risk-based capital principles used in Canada to reflect diversifiable risk
	n.

	51
	Moral Hazard
	If the insured can influence the losses of a policy, he/she may have less incentive to prevent losses than those without insurance protection. 
	b. (p 148 - 149)

	52
	Morbidity
	The incidence of occurrence of sickness.
	j.

	53
	Mortality
	The incidence of occurrence of death
	j.

	54
	Mortality Tables
	Actuarial tables showing the likelihood of death for an individual, by sex and age. 
	f.

	55
	Mutual Insurance Company
	An insurance company owned by its policyholders.
	e.

	56
	Net Level Premium 
	Constant life insurance payment throughout the policy term and ignored expense.
	i.

	57
	Net Level Premium Reserve
	The basic valuation method in life insurance using the equation of value: Present value of future income (premiums) equals Present value of future outgo with expense excluded. This only holds at the issue time of the policy and can be viewed on a prospective or retrospective basis.
	i.

	58
	No-Claim-Bonus / No-Claim-Discount
	Common for motor vehicle insurance; Initially full premium is charged. If a policyholder has a claim-free year then they will move up to a higher discount level, otherwise they will move to a lower level. 
	b. (p 144 - 145)

	59
	Non-Forfeiture Option
	Policyholder who surrendered the policy can have 2 options to treat their cash values:
1. To take reduced-paid-up insurance instead of cash values
2. To take extended term insurance for the full face amount instead of cash values.
	i.

	60
	Ordinary Life Insurance
	Policy that remains effective for the life of the insured with premiums being paid during the entire life of the insured.
	i.

	61
	Override
	Commission payment to the master agent on insurance written by other agents within a particular geographical area.
	i.

	62
	Paid-Up
	Life insurance on which all premiums have been paid but that has not yet matured by death or endowment.
	j.

	63
	Participating Policy
	Policy that pays a dividend to the policyholder.
	i.

	64
	Policyholder
	The person (persons) who is protected by an insurance policy.
	f.

	65
	Pooling
	Combining all risks of all members. Each member shares the risks in the pool and so the outcome is more predictable.
	j.

	66
	Premium
	Amounts paid to insure a risk.
	c.

	67
	Production
	New business that was produced during a specified period. 
	c.

	68
	Pro-Rata
	Divide proportionally.
	j.

	69
	Provision for Adverse Deviation (PAD)
	A safety margin to reflect extra risk on top of the best estimate results of valuation.
	n.

	70
	Public Liability
	A type of insurance against legal liability for the loss of, or damage to, the third party.
	h.

	71
	Pure Endowment
	A type of life insurance under which its face value is payable only if the insured survives to the end of the stated period.
	i.

	72
	Quote
	The premium stated on a proposal of a proposed insurance policy based on the client's specific information such as age, sex and smoking status.
	d.

	73
	Reduced-Paid-Up (RPU)
	Right of a policyholder who surrendered the life policy with cash value to elect a smaller, full paid-up policy, without further premiums to pay. 
	i.

	74
	Regular Premium
	An insurance contract where premiums are being paid at regular intervals. See Single Premium.
	f.

	75
	Reinsurance
	A type of insurance that one insurance company, the ceding company, purchases insurance from another company, the reinsurer. This allows an insurer to protect itself against part or all of the losses incurred.
	c. / j.

	76
	Renewable Term Insurance
	A kind of term insurance which is renewable without a medical examination. The premium of each renewal increases to reflect the mortality risk of an individual at the particular age.
	l.

	77
	Reserves
	A liability item that an insurer is obliged to pay in order to fulfill the future commitments under outstanding policies. 
	c.

	78
	Retention Limit
	The maximum amount of risk a company will insure on one life. Any amount in excess of the retention limit must be reinsured. 
	c.

	79
	Rider
	A change to an insurance policy that becomes a part of the insurance contract and amends the benefits payable. See Endorsement.
	h.

	80
	Risk Discount Rate
	The rate used in calculating the embedded value to discount future cash flows accruing to the shareholder. It consists a risk-free rate and a risk margin. 
	f.

	81
	Single Premium
	Only one payment premium is required at inception. Policyholder is not obliged to make any subsequent and additional payments. See Regular Premium.
	f.

	82
	Solvency
	An acceptable level of likelihood that an enterprise will meet its liabilities.
	k.

	83
	Solvency Margin
	The minimum amount required to keep an insurer remains solvent. It differs in various countries.
	f.

	84
	Statutory Valuations
	Its objective is to help regulators assess the financial health of the life company. Hence it greater liabilities are reported in the wake of utilising conservative assumptions and techniques.
	m. (p 3)

	85
	Substandard Risk Class
	A risk class made up of people with medical or nonmedical impairments that give them a greater than average likelihood of loss. Substandard risks pay higher-than-standard premiums. 
	e.

	86
	Sum Assured
	The benefits payable in a policy.
	h.

	87
	Super-Imposed Inflation
	It refers to the costs of some claims can be expected to increase significantly due to longer time to settle, possibly court decisions. It is common in long-tailed business, such as liability insurance, in general insurance.
	k. (p 128)

	88
	Term Rider
	Term insurance that is added to a whole life policy.
	l.

	89
	Third Party
	Any person who is not a party in an insurance contract.
	h.

	90
	Total and Permanent Disability
	A kind of disability under which the insured is unable to work and so is entitled to receive disability income benefits. 
	h.

	91
	Total Loss
	This describes the level of damage is so serious that repairing is not economically practical.
	d.

	92
	Underwriting
	The process of risk assessment of an application for insurance prior to acceptance of the policy.
	c. / h.

	93
	Unbundled Insurance Products
	Refers to the life insurance products under which elements, such as mortality and saving parts, are analysed separately. It is common in Universal Life Insurance.
	i.

	94
	Unearned Premium
	As premium payments are made in advance, this refers to the part of premium which is received but protection has not yet been provided.
	j.

	95
	Unit-Linked Life Insurance
	A life insurance policy under which the benefits are expressed in terms of units of an investment fund. Hence the benefits are not fixed or guaranteed at inception. Policyholder bears the investment risk that their benefits change with the value of units.
	f.

	96
	Universal Life Insurance
	A life insurance policy under which the policyholder can change the death benefit and the amount/timing of premium payments from time to time. It usually includes a saving element that guarantees a minimum interest rate which can then be added to the face amount as an extra death benefit. Policyholder can choose to pay for this saving part or just the minimum sum assured. If the saving portion is being paid, then the policyholder can miss some future premium payments and the policy still remains effective.
	l. / o.

	97
	Value of In-Force Business (VIF)
	The present value of distributable profits expected to emerge on business already written, i.e. from life assurance contracts still in force using a set of best estimate assumptions. It is net of deductions for the cost of holding the required level of capital and for the cost of financial options and guarantees.
	f.

	98
	Variable Universal Life (VUL)
	Similar to the universal life insurance, it also contains a saving element as an additional death benefit. However it is invested in equity market instead of guaranteeing a minimum interest rate. As the policyholder may make a loss from the stock market, it is more risky than universal life insurance.
	i. / o.

	99
	Waiting Period
	A period of time starting from the first day of disability to the date benefits begins. Hence it is the period the insured has to "wait" for disability benefits. Usually it is limited to 90 days.
	j. / o.

	100
	Waiver of Premium 
	A policy term which stated that the policy remains effective without premium payment given that the insured is disabled.
	l.

	101
	Whole Life
	Policy that remains inforce and effective for the life of the insured, with premium payments being made for the same period.
	i.

	102
	Zillmer Reserve Method
	A kind of valuation method in life insurance which allows for acquisition expense to be expressed as a percentage of the face amount of the policy. As a result the first year's net premium and terminal reserve are reduced consequently. In subsequent years, the net premium must be larger to allow for the amortization of the acquisition expense over the premium payment period (or some shorter period). Eventually, the Zillmer reserve and the net premium reserve will coincide. 
	p.
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