Chapter Three:  Life Insurance Policy Provisions, Riders, Options, and Exclusions

1. Waiver of premium – A provision included in many policies that waives the payment of premiums after an insured has been totally disabled for a specific period of time (usually six months).

2. Guaranteed insurability – Many insurance companies offer a guaranteed insurability option (GIO) also known as a guaranteed insurability benefit (GIB) which allows a policyholder to purchase specified amounts of additional insurance without evidence of insurability. 

3. Accidental death benefit – A lump-sum payment for loss of life due to an accident that was the direct cause of death. The cause of the mishp must be accidental for a benefit to be payable under the policy. 

4. Cost of living – A Cost of living rider increases or accelerates the face amount of a life policy each year by a specific percentage  (such as 3 or 4%) .  This percentage is generally compounded annually.  Its purpose is to increase an insured’s life insurance coverage to coincide with inflationary considerations. 
5. Accelerated benefits – This rider allows an insured to utilize a portion of the policy’s death benefit while he is still alive if the insured has been diagnosed with a terminal or catastrophic illness or is facing permanent confinement in a long-term care facility. For example,  if the insured is suffering from a terminal illness and his $100,000 policy includes a 50% accelerated benefit,  he may withdraw up to $50,000 to pay for medical expenses.  
6. Viatical settlements – A viatical settlement firm is a  for-profit company (not an insurance company)  that purchases an insured’s entire life insurance policy with the objectives of receiving the death benefit at the insured’s death.  
7. Entire contract – The entire contract provision is also referred to as the entire contract clause.  This provision states that the policy and a copy of the application constitutes the entire contract between the insurer and the insured.  A copy of the life insurance application is attached to the policy. 
8. Insuring Clause – A clause that defines and describes the scope of the coverage afforded and the limits of indemnification.   
9. Free look – This policy provision permits the policyowner to take a specific number  of days after purchase to examine the life insurance contract.  If the new policy owner decides that the purchase was unneeded or unwise,  the contract may be cancelled with the entire premium refunded by the insurer.  

10. Primary -  The primary beneficiary is the person designated by the applicant to receive the face amount of the proceeds upon the insured’s death.  

11. Contingent – The contingent beneficiary is the individual who will be paid the policy proceeds if the primary beneficiary predeceases the insured.  In other words,  this secondary beneficiary will receive the face amount of the contract if the primary beneficiary is not living at the time the insured dies.  

12. Tertiary – A tertiary beneficiary is the third party in line to receive policy proceeds if the primary and contingent beneficiaries predecease the insured.  

13. Common disaster  -  This clause defines the method of the payment of the proceeds of the policy by the insurance company if the insured and the named beneficiary die simultaneously in a common disaster.  It protects the contingent beneficiary since it would consider that the primary beneficiary predecease the insured.   

14. Spendthrift clause – This clause may be included in a life insurance contract and will protect the policy proceeds from the claims of the beneficiary’s creditors.  
15. Revocable – A revocable beneficiary is one that may be changed by the policy owner.  The policy owner may change revocable beneficiaries without their knowledge or consent.  
16. Irrevocable – The policy owner may also designate an individual to be an irrevocable beneficiary.  In this case,  the beneficiary designation cannot be changed without the consent of that named beneficiary.  
17. Grace period – A specified period after a premium payment is due, during which the protection of the policy continues even though the payment for the renewal premium has not as yet been received.  
18. Reinstatement – The resumption of coverage under a policy that lapsed.  
19. Policy loan – A loan made by an insurance company to an insured under his policy (not in excess of its cash value).  Policy loans may be assessed a fixed interest rate or an adjustable rate.  
20. Cash surrender – The amount (stated in the policy)  that is available in cash upon the surrender of a policy for cancellation before or after the policy matures (as a death claim or otherwise).  This is one of three no forfeiture options.  

21. Extended term – A non forfeiture option,  under which the face amount of the policy is continued in force for a specified additional period of time after default in the payment of a premium.   
22. Reduced paid-up – A non forfeiture value (option) in a policy that provides for the continuation of the insurance but at a reduced amount.  (It is sometimes called “Fractional Paid-up Insurance.”)
23. Dividend options – The insured is given the option to apply dividends as follows:  he may receive the dividend in cash, apply the dividend toward the payment of any premium due on the policy,  apply the dividend to the purchase of paid up additional insurance,  or leave the dividend with the insurance company to accumulate an interest.    
24. Incontestability – A clause that makes the policy indisputable (except for nonpayment of premium and the operation of the was clause exclusion)  regarding the statements made by the insured in the application after a specified period of time has elapsed (usually one, two, or three years.)
25. Assignment – The legal transfer of the benefits or rights of a policy by the insured to another party.  
26. Settlement options – Methods (other than immediate payment in lump sum) by which an insured (or beneficiary) may choose to have the proceeds of an insurance policy paid.  
27. War exclusion – A clause in a policy that limits an insurance company’s liability if a loss is caused by war.     

