
Glossary of Canadian  
Investment Terms

213

This expanded 2007 glossary of Canadian investment terms is based on Employee 

Benefits in Canada, Third Edition Revised by Raymond Koskie, Mark Zigler, Murray 

Gold and Roberto Tomassini. Copyright 2004 International Foundation of Employee 

Benefit Plans (www.ifebp.org), Brookfield, Wisconsin. All rights reserved. Updates 

have been provided by Michael Sandell, the 2007 chair of the Canadian Investment 

Committee, and members of the 2012 Canadian Investment Committee.

ED120710



Glossary  of  Canadian Investment  Terms 1

Glossary of Canadian Investment Terms From  
Employee Benefits in Canada, Third Edition, Revised 

A 
Absolute Return—A rate of return compared to zero. 

Absolute Return Strategy—An approach to investment 
seeking a positive return using nontraditional investment 
strategies and unconventional assets. Investment manag-
ers seeking an absolute return use strategies such as short 
selling, futures contracts, options, derivatives, arbitrage and 
leverage. Hence, hedge funds are focused on absolute return. 
In contrast, “traditional” managers are concerned with rela-
tive return—how the return on assets compares to similar 
assets or the market as a whole. 

Active Management—A style of investment management 
that seeks to attain above-average risk-adjusted performance. 

Actuarial Assumptions—In an actuarial valuation, a set 
of estimates of future developments affecting the cost of 
benefits to be provided under a pension plan (e.g., mortal-
ity, salary increases, investment return, employee turnover, 
retirement ages). 

Actuarial Cost Method—System for determining either 
the contributions to be made under a retirement plan or the 
level of benefits when the contributions are fixed. In addition 
to forecasts of mortality, interest and expenses, estimates as 
to future labour turnover, salary scales and retirement rates 
may be involved. The methods of prime importance are 
those such as the entry age method, attained age method and 
unit credit method. 

Actuarial Gain or Loss—The effects on actuarial costs of 
deviations or differences between the past events predicted 
by actuarial assumptions and the events that actually oc-
curred. An actuarial gain results when the actual experience 
under the plan is more favourable than the actuary’s esti-
mate, while an actuarial loss reflects an unexpectedly adverse 
deviation. 

Actuarial Value of Assets—The value of cash, investments 
and other property belonging to a pension plan, as used by 
the actuary for the purpose of an actuarial valuation. The 
statement of actuarial assumptions should set forth the par-
ticular procedures used in determining this value. 

Actuary—A professionally trained specialist in the pension 
and insurance fields who deals scientifically with the finan-
cial, social and demographic implications and consequences, 
present and future, of contingent events called risks. Full pro-
fessional recognition requires membership in the Canadian 
Institute of Actuaries. 

Alpha—The rate of return above the market, or index, 
return. 

Alternative Investment—An investment outside of tradi-
tional investments. This includes private equity, hedge funds, 
absolute return strategies, socially responsible investments 
and others. 

Amortization—Paying off an interest-bearing liability by 
gradual reduction through a series of installments as op-
posed to paying it off by one lump-sum payment. A tech-
nique for gradually extinguishing a liability, deferred charge 
or capital expenditure over a period of time. Includes such 
practices as depreciation, depletion, write-off of intangibles, 
prepaid expenses and deferred charges (e.g., mortgages are 
amortized by periodically retiring part of the face amount). 
The liquidation of a debt on an installment basis. 

Annualize—To express a rate of return for a period greater 
than one year or less than one year in terms of 12 months. 

Appraisal—An estimation of quantity, quality or value. The 
process through which conclusions of property value are ob-
tained; also refers to the report setting forth the estimate and 
conclusion of value reached by correlation, unless a single 
technique is used. 

Arbitrage—Attempting to profit by exploiting price differ-
ences of identical or similar securities, on different markets 
or in different forms. 

Asset Allocation Models—The modern portfolio theory 
application area that addresses the problem of the amount of 
assets to be allocated among various investment alternatives. 

Asset-Backed Securities—Bonds or notes backed by 
some type of asset security. 

Asset Liability Matching—A method of investing that 
matches the characteristics (duration) of the invested assets 
with the characteristics (duration) of the liabilities. Also 
known as liability-driven investing (LDI).    
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Asset Mix—The percentage investment in different types 
of securities such as stocks, bonds and money market. This 
is generally considered the most important investment deci-
sion.

B 
Balanced Funds—Investment companies that diversify 
their portfolio holdings over a wide list of common stocks, 
bonds and/or preferred issues. 

Balance Sheet—A condensed financial statement showing 
the nature and amount of an employee benefit plan’s assets, 
liabilities and capital on a given date. 

Bankers Acceptance—Short-term loan to a bank, backed 
by a trade receivable. 

Bankruptcy—A condition characterized by the inability to 
repay debts in full because the liabilities (amounts owed) 
exceed the assets. Legally, a bankrupt is an individual or cor-
porate debtor that is judged insolvent by a court. 

Basis Point—One-hundredth of a percent. There are 100 
basis points in 1%. 

Benchmark—An investment target used to evaluate an 
investment manager’s rate of return. A standard used for 
comparisons. 

Beta 
—The rate of return produced by an index, market or invest-
ment.  
—A measure of volatility of an individual investment com-
pared to a broad index of similar investments. 

Bond 
—A certificate of debt (i.e., an IOU or promissory note) 
issued by such entities as corporations, municipalities and 
the government and its agencies, that represents a part of a 
loan to the issuer, bears a stated interest rate and matures on 
a stated future date. A bondholder is a creditor of the issuer 
and not part owner as is a stockholder. Short-term bonds 
issued for five years or less are often called notes.  
—A long-term loan with some type of guarantee attached, 
and usually, semiannual interest payments. 

Book Value—The cost of an investment. 

Broker—An agent who handles public orders to buy and 
sell securities, commodities or other property. For this ser-
vice, a commission is charged that, depending upon the firm 
dealt with and the amount of the transaction, may or may 
not be negotiated. 

C
Cash Equivalents—Short-term investments held in lieu of 
cash and readily converted into cash within a short time span 
(e.g., CDs, commercial paper, Treasury bills). 

Certificate of Deposit—A written certification by a bank or 
a trust company that a fixed dollar amount has been depos-
ited with it for a fixed period of time at a predetermined rate 
of interest. 

Commercial Paper—Short-term loan to a corporation. 

Commingled Closed-End Real Estate Funds—A pooling 
of multiple investors’ capital. Rather than constantly taking 
in new subscribers, however, these funds set a pre-deter-
mined minimum and maximum subscription level. Once 
this has been achieved, the fund is closed to all new  
subscribers. 

Commingled Funds—The collective investment of the as-
sets of a number of small pension funds, allowing for broader 
and more efficient investing. 

Commingled Open-End Real Estate Funds—A pooling of 
multiple investors’ capital. Participants buy and sell at a unit 
price based on appraised value of total assets. Participants 
can leave and enter at any time. Properties continually are 
added to the fund. 

Commission—The broker’s basic fee for purchasing or sell-
ing securities or property as an agent. This fee may or may 
not be negotiated. 

Compound Interest—Interest credited to the investor at a 
specified rate and on specified dates and added to the princi-
pal for the purpose of subsequent interest calculations.   

Consumer Price Index—The series of numbers whose ra-
tios measure the relative prices at various times of a selected 
group of goods and services that typify those bought by 
urban families. A measure of inflation. 

Convexity—A measure of duration volatility of an invest-
ment. 

Correlation—A relationship between two variables. A 
high correlation (near one) means the two variables move 
similarly. A low correlation (near minus one) means the two 
variables move in opposite directions. 

Credit Rating—A measure of creditworthiness of a fixed-
income investment. 
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Credit Spread 
—The difference between the yield on Treasury and non-
Treasury securities (i.e., bonds) that are identical in all re-
spects except for their quality rating. Companies must offer 
a higher return on bonds because they do not have as good a 
credit rating as the U.S. government.  
—difference in the value of two options on the same security 
when the value of the option written (or sold) exceeds the 
value of the one bought. 

Custodial Arrangement—Warehousing of securities by a 
bank or a trust company for purposes of safekeeping. The 
bank or trust company may collect income and do simple 
reporting on the value of the assets. 

Custodian—The organization (usually a bank or trust 
company) that holds in safekeeping the securities and other 
assets of a trust fund. 

D 
Debenture—A long-term loan with, usually, semiannual 
interest payments and no asset or security. 

Debt—Borrowed money. 

Deferred Retirement Option Plan (DROP)—An arrange-
ment permitting an employee who is entitled to retire to 
receive benefits under an employer’s defined benefit plan yet 
continue working for this employer. Instead of having the 
continued compensation and additional years of service taken 
into account in the defined benefit plan formula, the em-
ployee has a sum of money credited for each year of contin-
ued employment to a separate retirement plan account. This 
account earns interest at a rate stated in the plan or based on 
the earnings of the underlying retirement plan trust. When the 
employee actually retires, the money in the separate account is 
paid to the employee in addition to the benefit the employee 
has acquired under the defined benefit plan. One advantage 
of a DROP plan is that it enables employees who may have 
“maxed out” on the benefit payable under a defined benefit 
plan to continue to accrue benefits. Even for those who have 
not maxed out, the rate of accrual is often more favorable than 
continued accrual under the defined benefit arrangement. In 
many instances, the DROP benefit is payable as a lump sum, 
while the defined benefit is available only as a lifetime annuity. 

Defined Benefit Plan—A plan that defines the pension to 
be provided (based on service, average earnings, etc.) but 
not the total contributions. If a plan is contributory, the rate 
of employee contributions may be specified, with the em-
ployer paying the balance of cost. To be distinguished from 
Defined Contribution Plan. 

Defined Contribution (Money Purchase) Plan—A plan 
that defines contributions to be made by employer and pos-
sibly employees, but not the benefit formula. Accumulated 
contributions and interest are used to purchase an annuity 
for the member. To be distinguished from Defined Benefit 
Plan. 

Depreciation—An expense that reduces the value of an 
asset over time. 

De-risking—The use of appropriate investments to reduce 
the volatility of a defined benefit pension plan’s funded ratio.

Derivative—A financial instrument whose value is derived 
from an underlying asset. 

Directed Commissions—Those commissions charged by a 
broker for executing securities transactions that are placed by 
the investment manager with a particular broker, or brokers, 
resulting from instructions received from the client of the 
manager. 

Diversification—The spreading of risk by buying several 
different investments. 

Diversification Duration 
—Weighted average term to maturity of cash flows of an 
investment. 
—A measure of volatility (risk). 

Dollar-Weighted Rate of Return 
—This method of calculating rate of return is affected by 
the amount and the timing of cash flows during a given time 
period. This rate is an effective measure of the fund’s rate 
of growth, giving full weight to the impact of cash flows on 
fund assets. The dollar-weighted rate also is referred to as the 
internal rate of return.  
—Assesses what happened to all money available to a given 
fund during a given period. As such, it is the best way of 
assessing the actual condition of the fund at any point, but it 
may not accurately reflect the skill of the investment man-
ager, since he or she has no control over cash flows (deposits, 
etc.) as to either timing or amount. Compare with Time-
Weighted Rate of Return. 

Duration—Weighted average term to maturity of all the cash 
flows of an investment. The change in price of a fixed income 
investment for a one percentage point change in yields, 
measured in years. 
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E 
Earnings 
—A person’s money income from employment or self-
employment; usually excludes such forms of income as rents 
or bond interest. In some pension plans certain bonuses, sick 
pay, etc., may be excluded in calculating benefits.  
—The profit, after all costs and expenses, of a corporation or 
other entity. Also called net income. 

Economically Targeted Investing (ETI)—Investing the 
plan’s money in an investment vehicle that directly affects the 
employment environment of the industries in which the par-
ticipants of the plan are employed, or bolsters the economy 
by creating jobs or affordable housing, for example. See also 
Socially Responsible Investments. 

Efficient Frontier—A curved line that graphically repre-
sents the maximum expected investment return for dif-
ferent amounts of risk. Investment portfolios below the 
efficient frontier curve are not “efficient” because investors 
can achieve greater return for the same risk. No investment 
portfolios exist above the curve. 

Equities—Refers to ownership of property, usually in the 
form of common stocks, as distinguished from fixed in-
come-bearing securities, such as bonds or mortgages. 

Excess Earnings—Earnings from investments of a pension 
fund in excess of an assumed or expected rate of return. 

F
Fixed Income Investment—An investment that pays a 
specific interest rate. 

Foreign Property Rule—The limit imposed on pension 
fund investments in foreign assets set by the Income Tax Act 
expressed as a percentage of total plan assets. The limit was 
increased from 20% to 30% in the February 2000 federal 
budget, and has now been increased to 100%. 

Fund Earnings—Earnings that return to a benefit trust fund 
for reinvestment or payment of benefits. 

Funded Ratio—The ratio formed by dividing a defined ben-
efit pension plan’s assets by its estimated liabilities. A funded 
ratio of 1.0 means assets equal the liabilities and the pension 
plan is fully funded.

G
Generally Accepted Accounting Principles (GAAP)—
Uniform minimum standards of and guidelines to financial 
accounting and reporting, which govern form and content of 
financial statements. GAAP encompass principles necessary 
to define accepted accounting practice at a particular time 
and include detailed procedures as well as broad guidelines. 

Group Annuity—A contract under which an insurance 
company agrees to provide retirement pensions to members 
of a group. 

Growth Investing—An investing style that looks for com-
panies whose earnings are expected to grow at higher than 
average rates. 

Guaranteed Annuity—An annuity that will be paid for the   
for a minimum period; for example, if an annuity is guaran-
teed for five years and the annuitant dies after three years, 
payments are continued to a beneficiary or the estate for two 
years. 

Guaranteed Investment Contract—An investment con-
tract entered into with an insurance company that guarantees 
the repayment of principal and a compound interest return. 
Terms of the contract and maturities vary from company to 
company and, over time, within the same company. 

H
Hedge Fund—An investment fund that uses nontraditional 
methods of investment, such as leverage, shorting, arbitrage 
or derivatives. 

High Yield Securities—Fixed income securities rated be-
low investment grade. They provide a higher yield in return 
for taking on a higher credit risk. 

I 
Immediate Annuity—An annuity under which income 
payments begin one annuity period (e.g., one month or one 
year) after the annuity is purchased. 

Income Trust—A trust designed to produce investment 
returns. 

Indexing—Provision for periodically adjusting a benefit 
amount (usually after retirement) according to a formula 
based on a recognized index of price or wage levels, e.g., the 
Consumer Price Index. 
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Inflation—The broad, general rise in prices in an economy. 

Infrastructure—The basic physical systems of a country’s or 
community’s population, including roads, utilities, water, etc. 

Institutional Investor—An organization the primary pur-
pose of which is to invest its own assets or those held in trust 
by it for others. Includes pension funds, investment compa-
nies, universities and banks. 

Investment Consultant—An individual or firm that 
provides investment advice for a fixed fee based upon a 
percentage of assets or a fee derived from brokerage com-
mission. Such advice generally includes analyzing portfolio 
constraints, setting performance objectives, counseling on 
allocation of assets, educating the investment manager, and 
selecting and monitoring services. It may or may not include 
performance measurement services. 

Investment Earnings—Investment income on contri-
butions, which is not normally subject to income tax for 
employee benefit plans but that may be taxable in certain 
circumstances. 

Investment Policy—A document describing how contri-
butions to an employee benefit plan are utilized from the 
time they are received until benefits are paid. This document 
should include, among other things, the goals and objectives 
of the plan and identify the nature of the plan’s liabilities. The 
written policy should state investment guidelines covering 
such matters as investment portfolio diversification, includ-
ing the aggregate and individual investment limits, asset mix 
policy and rate-of-return expectations, categories and subcat-
egories of investments, and loans that may be made, lending 
of cash or securities, retention or delegation of voting rights 
acquired through investments, a conflict-of-interest policy in 
respect of investments, etc. 

Investment Return (Yield)—Earnings of a pension fund 
including interest on fixed income securities (e.g., bonds, 
mortgages), dividends, capital gains, etc., divided by assets. 

L 
Large Cap or Large Capitalization—Stocks of larger cor-
porations. 

Leverage—The degree to which an investment uses bor-
rowed money. 

Liability-Driven Investment—See Asset Liability Matching.

Life Annuity—A series of payments under which payments, 
once begun, continue throughout the remaining lifetime of 
the annuitant. Under this form of annuity, there is no further 
benefit payment of any kind after the death of the annuitant. 

Lifestyle Fund—See Target-Risk Fund.

Liquidity 
—An actuarial concept that prescribes that sufficient cash, or 
cash-like securities, be available at times of disbursement for 
retirement, disability or separation.  
—The ease with which an investment can be sold. 

Long—The ownership of an investment. 

M 
Market Value—The price an investor pays (or receives) for 
an investment at any given time. Market value is determined 
by the laws of supply and demand. 

Master Trust—A pooling of directed and/or discretion-
ary trusts (a discretionary trust is one in which the bank 
is trustee and also has investment responsibility for all or 
part of the assets). The “pure” definition is pooling of one 
sponsor’s assets that include multiple managers and multiple 
plans under one trust agreement. 

Median—The midpoint of a sample that represents the 
same number of results above and below that result. 

Modigliani Risk-Adjusted Performance (M2, M2 or 
RAP)—measure of how well the return on an investment 
portfolio rewards an investor for the amount of risk taken, 
relative to a market index (or other benchmark) and the risk-
free rate of return. Derived from the Sharpe ratio, M2 is easier 
to interpret. If two investment portfolios have M2 values of 
4.3% and 4.8%., the portfolio with the M2 of 4.8% provides 
0.5 percentage points more return per year for the same risk.

Money Market—Short-term investments such as Treasury 
bills and commercial paper. 

Money Purchase Plan—A type of defined contribution 
plan. that is considered the reverse of a defined benefit plan. 
The cost in a money purchase plan is fixed, and the pension 
benefit is variable. The contribution to the plan is normally 
expressed as a percentage of salary with the employer 
making a fixed contribution or a proportionate matching 
contribution (subject to statutory limitations). Contribu-
tions are accumulated with investment returns and are used 
to purchase an annuity from an insurer when pension age is 
reached or to provide a life income from a nonguaranteed 
vehicle. 
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Mortgage—A loan to purchase real estate. Repayments usu-
ally include both principal and interest. 

Mortgage-Backed Security—A loan to a financial institu-
tion. The interest and principal payments are tied to mort-
gages held as collateral. 

N 
Net Income—The profit, after all costs and expenses, of a 
corporation or other entity. Also called net earnings. 

P 
Passive Management—A style of investment management 
that seeks to attain average risk-adjusted performance. 

Pension Plan—A plan organized and administered to 
provide a regular income for the lifetime of retired members; 
other benefits that may be provided include payments on 
permanent disability, death, etc. 

P/E, Price to Earnings Ratio—Equity price per share di-
vided by the annual earnings of the company. Used by value 
managers to help measure whether an investment is expen-
sive or cheap. 

Performance-Based Fees—Investment manager charges 
which are, at least in part, based on the investment rates of 
return produced by the investment manager. 

Pooled Fund—A fund that combines the assets of several 
investors to hold as a group. 

Portable Alpha—The transfer of the alpha, or rate of return 
above the market, from one asset type to another. The inves-
tor receives the alpha from one investment and the beta from 
another. 

Preferred Share—A share whose dividend is paid before 
common share dividends. 

Present Value—Amount of money that, if invested today at 
a given rate of compound interest, would provide a defined 
benefit commencing at a specified future date. 

Private Equity Investments—Companies that are not 
listed on a public exchange. 

Proxy—A written authorization given by a shareholder to 
someone else to vote his or her shares at a stockholders’ an-
nual or special meeting called to elect directors or for some 
other corporate purpose. 

Prudent Person Rule—A common law standard applicable 
to the administration and investment of trust funds. Briefly 
stated: All that can be required of a trustee in the administra-
tion and investment of trust funds is that he conduct himself 
faithfully and exercise sound discretion. He is to observe 
how men of prudence, discretion and intelligence manage 
their own affairs, or those of others, not in regard to specu-
lation, but in regard to the permanent disposition of their 
funds, considering the probable income as well as the prob-
able safety of the capital to be invested. 

Q 
Quartile—A splitting of results into four groups of descend-
ing amounts. 

R 
Real Estate Investment Trust (REIT)—A pool of different 
investors’ money for the purpose of investing in real estate or 
mortgages. 

Real Return Bonds—Bonds whose principal and interest 
payments are indexed to inflation. 

Registered Pension Plan—An employment pension plan 
accepted for registration for tax purposes under the Income 
Tax Act, and for registration under applicable federal or 
provincial pension benefits legislation. 

Registered Retirement Savings Plan (RRSP)—A contrac-
tual arrangement registered under Section 146 of the Income 
Tax Act between an individual and an insurer, trust company 
or corporation authorized (as prescribed in Section 146(1)
(j)) to accept payments (contributions) from an individual 
(the “annuitant”) or his or her spouse for the purpose of 
providing a retirement income for that individual or his or 
her spouse by, upon maturation of the plan, purchase of a 
prescribed form of annuity or transfer of the plan assets to a 
registered retirement income fund (RRIF). Subject to pre-
scribed maximums, such contributions made by a resident 
of Canada having (Part I) earned income are deductible for 
income tax purposes. 

Relative Return—The difference in the money gained or 
lost on an investment over a period of time compared to an 
index or other benchmark. Relative returns are most often 
used when reviewing the performance of an investment 
manager. Because investors pay management fees, they ex-
pect managers to achieve returns higher than the benchmark 
index. See also absolute return strategy.
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Revenue—Money received by a company or entity, usually 
from sales of the company’s products and services, before 
any costs or expenses are removed. 

Risk—The possibility of losing money on an investment. 
The volatility of rates of return. The possibility of not meet-
ing a requirement. 

Risk Budget—A process that focuses on how risk is distrib-
uted throughout an investment portfolio. The goal is to iden-
tify, quantify and spend investment risk in the most efficient 
manner possible. The investor calculates how much different 
assets in a portfolio contribute to the total risk of a portfolio. 
If the investor is uncomfortable with the amount of risk an 
asset in the portfolio represents, some of the money invested 
in the asset is moved to another investment option. The risk 
exposure of a portfolio can come from various factors includ-
ing inflation, economic growth, steepness of the yield curve 
and changes in short-term interest rates.

S 
Securities Lending—A practice whereby owners of se-
curities either directly or indirectly lend their securities to 
primarily brokerage firms for a fee, and against which either 
cash, securities or a letter of credit is pledged to protect the 
lender. Securities are borrowed to cover fails of deliveries or 
short sales, provide proper denominations and enable bro-
kerage firms to engage in arbitrage trading activities. 

Security—In finance, a negotiable instrument representing 
financial value. Securities are broadly categorized into debt 
securities (e.g., bank notes, bonds) and equity securities (e.g., 
stocks). The company, government or other entity issues the 
security is called the issuer. Securities may be represented by a 
certificate, or more typically, by an electronic book entry.

Segregated Fund—Assets of a pension plan held by an 
insurance company for investment management only; funds 
are segregated from assets of the insurance company, and 
principal and interest are not guaranteed. 

Self-Directed Investment—Any plan in which plan partici-
pants control the investment of their accounts. 

Sharpe ratio—Developed by Nobel laureate William F. 
Sharpe, a measure of an investment’s risk-adjusted perfor-
mance. In other words, whether the return on a portfolio is 
the result of smart investment decisions or excess risk. The 
greater the Sharpe ratio, the better the return for the same 
risk. A negative ratio indicates a portfolio with less risk will 
perform better than the one analyzed. Also referred to as 
the Sharpe index, Sharpe measure and reward-to-variability 
ratio. See also Modigliani Risk-Adjusted Performance.

Short—The sale of a security that is not owned. Delivery is 
made with a borrowed security. 

Small Cap or Small Capitalization—Stocks of smaller 
corporations. 

Socially Responsible Investments—Generally considered 
to include those investments that (1) carry a lesser rate of re-
turn and/or, (2) have a lower credit rating and quality and/
or (3) have less liquidity or marketability than other forms 
of investment or specific investments readily available in the 
marketplace, but that will (1) create employment opportuni-
ties for plan participants and/or (2) have a greater social or 
moral quality. Also includes “socially sensitive” investments 
that otherwise are equal to other investments when com-
pared by traditional financial analysis, but have favourable 
noneconomic characteristics. Socially responsible invest-
ments are known as divergent, target and political investments. 

Soft Dollars—The portion of a plan’s commissions expense 
incurred in the buying and selling of securities that is al-
located through a directed brokerage arrangement for the 
purpose of acquiring goods or services for the benefit of the 
plan. In many soft dollar arrangements, the payment scheme 
is affected through a brokerage affiliate of the consultant. 

Solvency—In a pension plan, the ability of the plan to meet 
its present and future obligations; the adequacy of provisions 
for funding. 

Split Funding—The use of two or more funding agencies for 
the same pension plan. In some cases, part of the contribu-
tions to the plan is paid to a life insurance company and the 
remainder is invested through a corporate trustee, generally 
in equities. 

Stock—Common stock or share. A part ownership of a 
company. 

Strip—An interest payment that has been separated from 
the original debenture. 

Subordinated Debt—Debt securities that ran after other 
debts for payment should a company be liquidated or fall 
into bankruptcy.

Surplus—The excess of the value of the assets of a pension 
fund related to a pension plan over the value of the liabilities 
under the pension plan, both calculated in the prescribed 
manner. The assets of a pension fund minus its liabilities, the 
latter being the present value of all accrued pension benefits 
promised under the plan. 
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T 
Time-Weighted Rate of Return—The rate of return on an 
investment excluding the effect of cash flow timing. 

Treasury Bill—Short-term loan to a government. 

Trust—A legal entity that is created when a person or 
organization transfers assets to a trustee for the benefit of 
designated persons. 

U 
Unfunded Liability (Unfunded Actuarial Liability)— 
Generally, any amount by which the assets of a pension plan 
are less than its liabilities. An initial unfunded liability exists 
when benefits are created in respect of prior service, e.g., and 
not provided for in current service contributions. 

Universe Bond—A large collection of bonds that represents 
all possible investments in bonds. 

V 
Value Investing—An investment style that looks for good 
companies valued at low prices. 

Y 
Yield—The rate of return on a fixed income investment if 
held to maturity. The yield of a fixed income investment is 
inversely proportional to its price. 

Yield Curve—A line representing the maximum inter-
est rates for bonds of the same credit quality but different 
maturity dates at a given point in time. The most frequently 
reported yield curve compares the 3-month, 2-year, 5-year 
and 30-year U.S. Treasury debt. This curve is used as a 
benchmark for other debt in the market such as mortgage 
rates and bank lending rates. A normal yield curve has higher 
yields on bonds with longer maturities. A curve that is 
inverted has yields higher on shorter-term than longer-term 
maturities and may be perceived as sign of a recession on the 
way. A flat (or humped) curve with shorter- and longer-term 
yields very close to each other is considered a predictor of an 
economic transition. The greater the slope of the yield curve, 
the greater the gap between short- and long-term rates. 
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