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Insurance may be granted under what is known as a yearly
rnewable terin policy. Under sueh, the insurance is granted from
year te year at a constantly increasing premiuni ; each prcmniuin beino'
ju-.t sufficient te cover the cost of the insurance during the twelve
months following, the paynïent of the premium. The premrni will be
comparatively srnall \vhen the insurance is first effected, but it wvill
increase each year, se that, if the life lives to olci age, the prerniums will
eventually become prohibitory.

A more popular plan is what is known as the wholc life policy.
Under this plan, pi e1niums are payable eaeb year, during the life of the
insured, and the insuirance becomnes payable uperi his death. The
pi-emiums in this case are level prerniumns, that is they do not increase
or deci ease, I)uring the early policy years the preiniuis paid are more
than sufficient to pay for the cost of cari-yingy the risk, and the balance
is each year set aside and fornis what is known as the " -eserve.

There are several wo-ys of looking at the question cf wbat this
reserve is. For our present purpose 1 would ask you te consider that,
when the first premaluin is paid, a por-tion cf that preiniuin is set
aside towards ieserve, se that the aiount at risk the flrst year
is the difference between the amount of the insurance and the
reserve. When the second premium is payable the reserve is
increased, and consequently the amiount at risk iNý dimiinished. In
this way, although the cost of providing a certain anicunt ef insurance
increases as the if e gets eIder, the otheîýwise steadily increasing cost
is kept down, owing te the fact that the increasing reseSrve reduces the
amount at iisk. This reserve, under a whole life policy, increases with
the age cf the policy, finally, if the life lives te the oldest age shown by
the moi tality table, the reserve cquais the ainount cf the policy.

The reserve varies greatly according te the plan cf the policy. A
one-year term pohicy provides insurance for the year only, and there is
consequently ne reserve. The re.serve on a five-year tenu policy only
amounts te a fcw cents per tbousand insurance the first year. incrcases
to a maximum at the third ycar, and vanishes at the end cf tlie tifth.
year. On the other hand, the reserve onl a ten-year endowrnent insur-
ance, increases each year and ainounts te the full face cf the policy at
the end cf the ten years.

This short accounit of what is ineant by the reserve on a lite insur-
ance policy will enable us te utiderstand, that the amount which a life
comnpany has at risk under any policy is not the face value cf that policy,
but the différence between the face value cf the policy and thie reserve
on it; and, since the reserve depends uI)of the plan cf the insurance, the
amount at risk does also.


