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1. Which of the following best defines common law?
A. Law based on elected legislative decisions
B. Law based on written statutes
C. Law based on court decisions and customs
D. Law enforced by administrative agencies

2. Which agent type is responsible for selling only the policies
of one insurer?
A. Independent agent
B. Exclusive agent
C. General agent
D. Direct writer

3. What is established by single limits in insurance policies?
A. Maximum payout for multiple types of damages
B. Maximum payout for property damage only
C. Maximum payout for bodily injury only
D. Maximum payout for liability damages

4. What is the goal of risk reduction in risk management?
A. To avoid all risks entirely
B. To transfer risk to insurers
C. To minimize the impact or likelihood of risks occurring
D. To accept risks and prepare for losses

5. What is a Certificate of Insurance?
A. A document indicating that an insurance policy has been

issued
B. A contract between two insured parties
C. An endorsement that modifies coverage
D. A list of exclusions in the insurance policy

6. What is express authority?
A. Authority granted through public perception
B. Indirect authority inferred from actions
C. Authority directly granted to an agent via the contract
D. Authority that exists until revoked
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7. An occurrence in insurance terms is best defined as:
A. A question about policies
B. A risk factor in losses
C. An event that causes damage
D. A mandatory claim

8. A poorly managed engine is indicative of which physical
hazard type?
A. Material hazard
B. Legal hazard
C. Operational hazard
D. Environmental hazard

9. Which type of insurance agent is typically a salaried
employee?
A. Independent agent
B. Exclusive agent
C. General agent
D. Direct writer

10. Which of the following is NOT a type of physical hazard?
A. Operational hazard
B. Environmental hazard
C. Financial hazard
D. Material hazard
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1. C
2. B
3. D
4. C
5. A
6. C
7. C
8. C
9. D
10. C
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Explanations
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1. Which of the following best defines common law?
A. Law based on elected legislative decisions
B. Law based on written statutes
C. Law based on court decisions and customs
D. Law enforced by administrative agencies

Common law is best defined as law based on court decisions and customs. This system
evolves from judicial rulings and precedents set by courts over time rather than being
codified in written statutes like legislative laws. It is characterized by the principle of
stare decisis, which means that courts look to past decisions to guide their rulings on
similar cases, thus creating a consistent legal framework that is adaptable and reflective
of societal customs and values. This body of law is integral in areas such as contracts,
torts, and property law, where judicial interpretations play a crucial role in shaping the
legal landscape.  In contrast, other types of law, such as statutory law, are grounded in
legislation passed by elected bodies. While regulations enforced by administrative
agencies also develop and govern specific areas, they do so based on statutory authority
rather than court-derived opinions. Therefore, the essence of common law lies in its
foundation of case law and the customs that inform judicial decisions.

2. Which agent type is responsible for selling only the policies
of one insurer?
A. Independent agent
B. Exclusive agent
C. General agent
D. Direct writer

The exclusive agent is responsible for selling only the policies of one insurer, often
representing that insurer and its products exclusively. This type of agent has a strong
focus on the brand and offerings of the specific insurance company they are affiliated
with. They typically receive a commission based on the policies they sell and may be
involved in the marketing and promotion of their insurer’s products.  This structure
allows exclusive agents to develop in-depth knowledge of their specific insurer’s policies
and procedures, enabling them to provide tailored advice to clients. The relationship
between the exclusive agent and the insurer is often mutually beneficial, as the insurer
benefits from the agent's focused efforts on their products, while the agent relies on the
insurer’s reputation and resources to sell effectively.  Other types of agents, such as
independent agents, represent multiple insurers and can offer a broader range of
products to clients, but they do not have the singular focus that exclusive agents do on
one specific company. General agents typically have a more expansive role that includes
managing other agents rather than selling policies exclusively for one company, while
direct writers sell insurance directly to consumers without agents.
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3. What is established by single limits in insurance policies?
A. Maximum payout for multiple types of damages
B. Maximum payout for property damage only
C. Maximum payout for bodily injury only
D. Maximum payout for liability damages

Single limits in insurance policies refer to the maximum payout that an insurer will cover
for liability damages, which encompasses both bodily injury and property damage in a
single amount. This feature simplifies coverage by allowing a single limit for all claims
related to liability, rather than dividing the coverage into separate amounts for different
types of damages. This means that if a claim is made that involves both bodily injury and
property damage, the total payout from the insurer will not exceed the established single
limit, regardless of how the damages are allocated between these types of claims.   The
other options do not accurately represent the function of single limits. For example,
stating that it pertains only to property damage or only to bodily injury misrepresents the
inclusive aspect of single limit coverage, which addresses overall liability rather than
isolating damages into different categories. Similarly, while maximum payouts for
liability damages are included, the concept of single limits specifically emphasizes the
combination of payouts for various liabilities rather than being restricted to one specific
type.

4. What is the goal of risk reduction in risk management?
A. To avoid all risks entirely
B. To transfer risk to insurers
C. To minimize the impact or likelihood of risks occurring
D. To accept risks and prepare for losses

The goal of risk reduction in risk management is fundamentally about minimizing the
impact or likelihood of risks occurring. This involves implementing strategies and
measures that can lessen both the probability of a risk event happening and the severity
of its potential consequences. For instance, a company may adopt safety protocols, invest
in security systems, or conduct regular training sessions to mitigate risks associated with
workplace accidents or data breaches.  By focusing on minimizing these risks,
organizations can protect their assets, enhance operational efficiency, and maintain a
more stable environment, ultimately leading to better overall performance. This
proactive approach to managing risks allows businesses to continue operations with
greater assurance, demonstrating the importance of risk reduction as a critical
component of comprehensive risk management strategies.
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5. What is a Certificate of Insurance?
A. A document indicating that an insurance policy has been

issued
B. A contract between two insured parties
C. An endorsement that modifies coverage
D. A list of exclusions in the insurance policy

A Certificate of Insurance is a document that serves as proof that an insurance policy has
been issued. It provides essential details about the coverage, such as the types of
insurance, policy numbers, effective dates, and the limits of coverage. This document is
often used in situations where one party requires proof of insurance from another party,
ensuring that the other party has the necessary insurance coverage in place.  The
significance of this certificate lies in its utility for businesses and individuals to verify
that certain risks are covered under an insurance policy without needing to review the
entire policy document. This is crucial in contractual arrangements, where parties may
need assurance that valid insurance is maintained.  The other options, while related to
insurance, do not accurately describe what a Certificate of Insurance is. A contract
between two insured parties would be more aligned with insurance agreements rather
than a certificate. An endorsement modifies or adds to the terms of an existing policy
rather than serving as a stand-alone document of proof. Lastly, a list of exclusions details
what is not covered under a policy but does not convey the same proof of coverage as a
Certificate of Insurance does.

6. What is express authority?
A. Authority granted through public perception
B. Indirect authority inferred from actions
C. Authority directly granted to an agent via the contract
D. Authority that exists until revoked

Express authority refers to the specific powers that are directly granted to an agent
through a formal agreement or contract. This type of authority is clearly defined and
explicitly stated, leaving no room for ambiguity about what the agent is permitted to do
on behalf of the principal. When a principal communicates these powers to the
agent—often through written or verbal means—this establishes an understanding of the
scope of the agent's role and responsibilities in transactions.  In the context of an
insurance adjuster, express authority might include the ability to negotiate and settle
claims on behalf of an insurance company or to make specific decisions that impact the
outcome of the claims process. This explicit grant of authority helps to ensure that both
the agent and any third parties understand the extent of the agent's decision-making
power.  The other options involve different concepts of authority, such as implied
authority, which arises from the actions or context surrounding the agent's role, and
does not have the same level of clarity as express authority.
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7. An occurrence in insurance terms is best defined as:
A. A question about policies
B. A risk factor in losses
C. An event that causes damage
D. A mandatory claim

An occurrence in insurance is defined as an event that causes damage. This definition
encompasses a wide range of potential incidents that can lead to a loss or claim under an
insurance policy, such as accidents, natural disasters, or even deliberate acts, depending
on the circumstances of the policy coverage.   Understanding this term is crucial for
insurance professionals, as it forms the foundation for determining when a claim can be
filed and whether it will be covered under a given policy. Occurrences can trigger the
insurance payout process, and recognizing the specifics of what qualifies as an
occurrence helps in assessing risks, processing claims, and managing policies.  While a
risk factor in losses might seem relevant, it does not capture the direct nature of an
event causing damage—the essence of what an occurrence is. Similarly, a question about
policies or a mandatory claim do not accurately reflect the fundamental definition of an
occurrence in the insurance context. It is vital for adjusters and insurance professionals
to be clear on this definition to effectively address claims and risk management
strategies.

8. A poorly managed engine is indicative of which physical
hazard type?
A. Material hazard
B. Legal hazard
C. Operational hazard
D. Environmental hazard

A poorly managed engine falls under the category of operational hazard. This type of
hazard arises from the day-to-day operations and practices related to the functioning of
machinery and equipment. When an engine is not managed properly, it can lead to
malfunctions, increased wear and tear, or even complete failure, which can pose
significant risks to safety and efficiency.   Operational hazards are often linked to how
tasks are performed or how equipment is maintained. In this context, an improperly
managed engine reflects lapses in the operational protocols that should ensure its safe
and effective functioning, indicating a direct relationship between the workflow and the
potential for accidents or breakdowns.  Understanding operational hazards helps in
implementing better management practices and protocols to mitigate the associated
risks, ensuring that equipment operates reliably and safely. Other types of hazards, like
material, legal, and environmental, do not directly pertain to the operational aspects that
contribute to the performance and management of the engine itself.
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9. Which type of insurance agent is typically a salaried
employee?
A. Independent agent
B. Exclusive agent
C. General agent
D. Direct writer

A direct writer is typically a salaried employee of an insurance company. This type of
agent works directly for one insurance company and sells only its products. Their
compensation generally comprises a base salary, which may be supplemented by bonuses
or commissions based on performance metrics.   By contrast, independent agents operate
as self-employed entities or work for brokerages, selling policies from multiple insurers
and earning commissions based on sales. Exclusive agents, also known as captive agents,
represent only one insurer but may not be salaried; they often earn commissions from the
policies they sell. General agents oversee a broader scope of operations and may also
work on a commission basis, rather than salary.   Understanding these distinctions is key
to grasping the various relationships in the insurance industry, particularly the
differences in compensation structures and employment models among different types of
agents.

10. Which of the following is NOT a type of physical hazard?
A. Operational hazard
B. Environmental hazard
C. Financial hazard
D. Material hazard

The correct answer is based on the understanding of physical hazards in risk
management. Physical hazards are tangible conditions that can cause harm or injury, and
they are generally classified into categories like operational, environmental, and material
hazards.  Operational hazards refer to dangers arising from the day-to-day operations of
a business. Environmental hazards pertain to risks that originate from the surrounding
environment, such as natural disasters or exposure to harmful substances. Material
hazards involve risks associated with the physical properties of materials used in
operations, which can lead to injury or damage.  In contrast, financial hazards are related
to monetary risks or financial loss rather than physical conditions or threats. They do not
fall under the category of physical hazards, which focus specifically on tangible risks that
can cause direct harm to individuals or property. This clear distinction helps identify
various types of hazards businesses may face, with financial hazards being fundamentally
different in nature from the others.
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