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IntroductionIntroduction

Preparing for a certification exam can feel overwhelming, but with the right tools, it becomes
an opportunity to build confidence, sharpen your skills, and move one step closer to your
goals. At Examzify, we believe that effective exam preparation isn’t just about
memorization, it’s about understanding the material, identifying knowledge gaps, and
building the test-taking strategies that lead to success.

This guide was designed to help you do exactly that.

Whether you’re preparing for a licensing exam, professional certification, or entry-level
qualification, this book offers structured practice to reinforce key concepts. You’ll find a
wide range of multiple-choice questions, each followed by clear explanations to help you
understand not just the right answer, but why it’s correct.

The content in this guide is based on real-world exam objectives and aligned with the types
of questions and topics commonly found on official tests. It’s ideal for learners who want to:

• Practice answering questions under realistic conditions,
• Improve accuracy and speed,
• Review explanations to strengthen weak areas, and
• Approach the exam with greater confidence.

We recommend using this book not as a stand-alone study tool, but alongside other
resources like flashcards, textbooks, or hands-on training. For best results, we recommend
working through each question, reflecting on the explanation provided, and revisiting the
topics that challenge you most.

Remember: successful test preparation isn’t about getting every question right the first
time, it’s about learning from your mistakes and improving over time. Stay focused, trust the
process, and know that every page you turn brings you closer to success.

Let’s begin.
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How to Use This GuideHow to Use This Guide

This guide is designed to help you study more effectively and approach your exam with
confidence. Whether you're reviewing for the first time or doing a final refresh, here’s how to
get the most out of your Examzify study guide:

1. Start with a Diagnostic Review

Skim through the questions to get a sense of what you know and what you need to focus on.
Your goal is to identify knowledge gaps early.

2. Study in Short, Focused Sessions

Break your study time into manageable blocks (e.g. 30 – 45 minutes). Review a handful of
questions, reflect on the explanations.

3. Learn from the Explanations

After answering a question, always read the explanation, even if you got it right. It reinforces
key points, corrects misunderstandings, and teaches subtle distinctions between similar
answers.

4. Track Your Progress

Use bookmarks or notes (if reading digitally) to mark difficult questions. Revisit these
regularly and track improvements over time.

5. Simulate the Real Exam

Once you're comfortable, try taking a full set of questions without pausing. Set a timer and
simulate test-day conditions to build confidence and time management skills.

6. Repeat and Review

Don’t just study once, repetition builds retention. Re-attempt questions after a few days and
revisit explanations to reinforce learning. Pair this guide with other Examzify tools like
flashcards, and digital practice tests to strengthen your preparation across formats.

There’s no single right way to study, but consistent, thoughtful effort always wins. Use this
guide flexibly, adapt the tips above to fit your pace and learning style. You've got this!
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Questions

Sample study guide, visit https://cpcu540.examzify.com
for the full version with hundreds of practice questions 5

SAMPLE



1. Which statement describes the current ratio?
A. It measures a company's ability to meet short-term obligations
B. It measures the return on equity
C. It measures long-term solvency
D. It measures the efficiency of inventory management

2. What is the primary reason a corporation adopts a code of ethics?
A. To ensure compliance with law
B. To standardize risk assessment
C. To actively manage ethics in the workplace
D. To increase profits quickly

3. Direct premiums written per underwriter measures what?
A. The underwriting expense ratio
B. The return on equity
C. The underwriter's productivity
D. The accounts payable turnover

4. Ceding commissions paid by the reinsurer to cover acquisition expenses
help manage capital by providing what?
A. Surplus relief
B. Higher investment returns
C. Lower taxes
D. Regulatory relief

5. What does gross profit margin represent?
A. Gross profit divided by net sales
B. Operating income divided by sales
C. Net cash flow divided by sales
D. Net income divided by sales

6. Which metric measures profitability as a percentage of sales?
A. Return on equity
B. Gross margin percentage
C. Net profit margin
D. Asset turnover
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7. Which statement about preferred stock is true?
A. Holders have voting rights equal to common stock
B. Holders have a claim on assets up to a stated par value
C. They are guaranteed dividends by the state
D. They are senior to bonds in bankruptcy

8. Beta of a portfolio consisting entirely of U.S. Treasury securities is which of
the following?
A. Beta of 0.5
B. Zero beta
C. Beta of 1
D. Beta of 0.2

9. What does the balance sheet primarily represent?
A. It shows cash inflows and outflows
B. It shows the financial position at a specific date
C. It shows revenue and expense
D. It shows changes in owners' equity

10. Morgan calculated two ratios over the last five years, where underwriting
expenses as a percentage of direct premiums written declined while direct
premiums written per underwriter increased. What type of analysis is this?
A. Trend Analysis
B. Horizontal analysis
C. Vertical analysis
D. Ratio comparison
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Answers
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1. A
2. C
3. C
4. A
5. A
6. C
7. B
8. B
9. B
10. A
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Explanations
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1. Which statement describes the current ratio?
A. It measures a company's ability to meet short-term obligations
B. It measures the return on equity
C. It measures long-term solvency
D. It measures the efficiency of inventory management

The current ratio is a liquidity measure that shows a company’s ability to meet its short-term obligations. It’s
calculated by dividing current assets by current liabilities, with a higher ratio indicating stronger short-term
solvency. This focuses on day-to-day financial health rather than profitability or long-term stability. Because
current assets include items like inventory, the ratio can be affected by how quickly those assets can be
converted to cash (hence why the quick ratio excludes inventory for a tighter test). In contrast, profitability
metrics (like return on equity) and long-term solvency measures look at different aspects of financial health, and
inventory-management efficiency is assessed by turnover or similar metrics.

2. What is the primary reason a corporation adopts a code of ethics?
A. To ensure compliance with law
B. To standardize risk assessment
C. To actively manage ethics in the workplace
D. To increase profits quickly

A code of ethics serves as a formal statement of an organization’s values and the expected conduct that guides
decisions and behavior across the business. Its primary purpose is to actively manage ethics in the workplace by
promoting integrity, providing guidance for ethical decision making, and establishing accountability and
processes for reporting and addressing misconduct. Legal compliance matters, but a code of ethics goes
beyond the law to address principles that can affect trust, stakeholder relations, and everyday choices in
ambiguous situations. It’s not mainly about standardizing risk assessment or driving profits quickly; those are
not the central aims of an ethics code.

3. Direct premiums written per underwriter measures what?
A. The underwriting expense ratio
B. The return on equity
C. The underwriter's productivity
D. The accounts payable turnover

Direct premiums written per underwriter focuses on how much business an underwriter handles in a given
period. Direct premiums written are the gross premiums from policies the insurer bu​ys or writes, and when you
divide that by the number of underwriters (or full-time equivalents), you get the average production per
underwriter. This metric is a direct reflection of productivity, showing the volume of work an underwriter
manages. It’s not about costs relative to premiums, profitability, or liquidity metrics, which is why it best
measures underwriter productivity.
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4. Ceding commissions paid by the reinsurer to cover acquisition expenses
help manage capital by providing what?
A. Surplus relief
B. Higher investment returns
C. Lower taxes
D. Regulatory relief

The main idea is that ceding commissions help a cedent manage capital by increasing surplus. When a reinsurer
pays ceding commissions to cover acquisition expenses, those funds effectively reimburse the cedent for costs
incurred to obtain business. That reimbursement reduces the net cost of reinsurance and adds resources to the
cedent’s statutory surplus, giving the company more capital to support ongoing underwriting and regulatory
requirements. This immediate boost to surplus is why it’s described as surplus relief. The other options don’t fit:
higher investment returns, lower taxes, or regulatory relief aren’t direct effects of these commissions.

5. What does gross profit margin represent?
A. Gross profit divided by net sales
B. Operating income divided by sales
C. Net cash flow divided by sales
D. Net income divided by sales

Gross profit margin shows how much of each sales dollar remains after covering the cost of goods sold. It is
calculated as gross profit divided by net sales. Gross profit equals net sales minus cost of goods sold, with net
sales reflecting sales after returns and allowances. This margin focuses on the profitability of producing and
selling goods before operating expenses, taxes, and interest are taken into account, making it useful for
assessing pricing, procurement, and production efficiency over time or across products.   Other measures
describe different things: operating income divided by sales is operating margin (profits after operating
expenses), net cash flow divided by sales is a cash-flow efficiency metric, and net income divided by sales is net
profit margin (bottom-line profitability after all expenses). Thus, gross profit divided by net sales is the correct
representation of gross profit margin.

6. Which metric measures profitability as a percentage of sales?
A. Return on equity
B. Gross margin percentage
C. Net profit margin
D. Asset turnover

Net profit margin expresses profitability as a percentage of sales. It compares net income to net sales, showing
how much profit remains from every dollar of revenue after all expenses, taxes, and interest are accounted for.
The formula is net income divided by net sales. This metric directly reflects overall profitability per sale, unlike
gross margin which uses only cost of goods sold and ignores other operating costs; or return on equity, which
relates profit to shareholders’ equity, and asset turnover, which measures sales generation relative to assets. For
example, if net income is 8 and net sales are 100, the net profit margin is 8%.
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7. Which statement about preferred stock is true?
A. Holders have voting rights equal to common stock
B. Holders have a claim on assets up to a stated par value
C. They are guaranteed dividends by the state
D. They are senior to bonds in bankruptcy

The main idea is that preferred stock sits between bonds and common stock in a company’s capital structure,
with a focus on liquidation priority. Preferred stock typically has fixed dividends and may lack voting rights, but
its standout feature for this question is its claim in a liquidation scenario. In bankruptcy, claims are paid in order
of priority: creditors and bondholders are paid first, then preferred stockholders up to the par value of their
shares, and only after that would anything be left for common stockholders. The stated par value represents the
maximum amount preferred holders are entitled to receive from the company’s remaining assets, per share.
Dividends are not guaranteed by the state, and preferred stock is not senior to bonds, so those statements are
not true.

8. Beta of a portfolio consisting entirely of U.S. Treasury securities is which of
the following?
A. Beta of 0.5
B. Zero beta
C. Beta of 1
D. Beta of 0.2

Beta measures how much a portfolio moves with the overall market. A portfolio made entirely of U.S. Treasury
securities is viewed as risk-free with respect to market movements, so it has no systematic market risk. In
CAPM terms, the covariance with the market is zero, and beta equals that covariance divided by the market
variance, which yields zero. So the correct result is zero beta. The other options would imply some degree of
market-related movement, which Treasury-only holdings do not exhibit.

9. What does the balance sheet primarily represent?
A. It shows cash inflows and outflows
B. It shows the financial position at a specific date
C. It shows revenue and expense
D. It shows changes in owners' equity

The balance sheet is a snapshot of a company’s financial position at a specific date. It lists what the company
owns (assets), what it owes (liabilities), and the owners’ claim (owners’ equity) at that moment, reflecting the
fundamental equality: assets = liabilities plus owners’ equity. Because it captures these items as of one date, it
helps assess liquidity, solvency, and net worth as of that date.  This differs from the income statement, which
shows revenues and expenses over a period to measure profitability, and from the cash flow statement, which
tracks actual cash inflows and outflows. It also differs from a statement of changes in owners’ equity, which
details how owners’ equity changes over time.
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10. Morgan calculated two ratios over the last five years, where underwriting
expenses as a percentage of direct premiums written declined while direct
premiums written per underwriter increased. What type of analysis is this?
A. Trend Analysis
B. Horizontal analysis
C. Vertical analysis
D. Ratio comparison

Tracking how metrics change over multiple years to identify direction and consistency is trend analysis. Here,
two ratios are observed across five years: the underwriting expense ratio declines while direct premiums written
per underwriter rises. This shows a sustained movement in performance over time—improving efficiency (lower
expense ratio) and greater productivity (higher premiums per underwriter). While horizontal analysis also deals
with changes over time, the key idea here is the time-series pattern or trend in the ratios. Vertical analysis looks
at items within a single period, so it doesn’t fit. Ratio comparison is too general; the situation specifically
exemplifies examining trends across several years.
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Next StepsNext Steps

Congratulations on reaching the final section of this guide. You've taken a meaningful step
toward passing your certification exam and advancing your career.

As you continue preparing, remember that consistent practice, review, and self-reflection
are key to success. Make time to revisit difficult topics, simulate exam conditions, and track
your progress along the way.

If you need help, have suggestions, or want to share feedback, we’d love to hear from you.
Reach out to our team at hello@examzify.com.

Or visit your dedicated course page for more study tools and resources:

https://cpcu540.examzify.com

We wish you the very best on your exam journey. You've got this!
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