Chapter 4:  Application, Underwriting and Policy Delivery  
1. Producer or Agent – A producer, also referred to as an agent, is an individual who represents a company.  Under contract law, the company is considered the principal; actions of the agent are considered actions of the principal.     
2. Errors and omissions is generally purchased by insurers in case of the failure of a producer to perform his duties competently and responsibly in the negotiation or solicitation of life insurance.   
3. Application - This document is of utmost importance because the decision of whether or not to provide insurance is based on the information in the application.  So the insured must be honest and truthful and the insurer must check all crucial information.  This if the first source of information from which the insurer will evaluate the risk.   
4. Warranty - Warranties are statements that are guaranteed to be true; they are promises that propositions of facts are true. 
5. Representation –Statements made by an applicant for life insurance are considered to be representations.  A representation is a statement made to the insurer for the purpose of giving information or inducing the insurer to accept the risk.  
6. Test of materiality -   Simply stated, would the insurance company have taken a different course of action had the truth been known?  If the answer is ‘yes” then the statement is material.  If “no” is the answer, it is not material.  
7. Binding receipt - This binds the insurer to provide coverage during the underwriting period.  

8. Conditional receipt – A receipt given for the payment of the initial premium (accompanying the application) that makes coverage effective under the contract if the risk is approved as applied for subject to the other conditions set forth in the receipt.  

9. Insurable interest – Substantial economic interest of the beneficiary in the insured due to blood relationship, marriage, or economic dependence. 
10. Medical information – The primary sources of information include the application, medical questionnaires and examinations, laboratory tests, inspection reports and the producer’s report.  One of the most modern sources of information available to insurance companies is the Medical Information Bureau (MIB).  The MIB is an inter company clearing house that provides a resource of information bank and allows member insurance companies to check applications against the bureau’s record of medical impairments.  The MIB serves as an aid to underwriting because it will attempt to guide an insurer toward other sources of information if some medical impairment is detected.  

11. Fair Credit -   According to federal regulations that apply to life insurance transactions, each insurer and its producers are obligated to satisfy the terms of the federal Fair Credit Reporting Act with regard to information obtained concerning the applicant from a third party.  
12. Standard – are those insurable at standard premium rates.  Almost all applicants for life insurance are in the standard risk category.  
13. Substandard risk – A risk that is less than the standard risk an insurer looks for.  These risks present the insurance company with additional exposures to loss due to adverse health conditions, moral hazards, or hazardous occupations or avocations. This applicants are usually issued “rated” policies.  If an insurer feels that a particular risk is not acceptable, the applicant will be declined.
14. Preferred – is another form of risk classification used by insurers.  It refers to the type of risk that nonsmoker type applications be submitted because the potential for heart and lug diseases are less for those individuals.  
