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1. When an agent collects premiums on behalf of a principal,
what is the agent obligated to do?
A. Issue monthly bank statements to the principal
B. Keep the principal's money separate from the agent's money
C. Separate the Insurance Premium Tax from the premium

received
D. Provide written receipts for premiums received

2. In relation to insurance, a poor hazard is usually:
A. A risk that can only be covered under special terms
B. Something which an underwriter must remove before a

proposal can be accepted
C. Something which increases the risk of a loss arising under a

policy
D. Something which is listed within a policy as an event for

which cover is provided

3. Which of the following would not be a consideration in
claim settlements?
A. Age of the insured property
B. Cause of loss
C. Current insurance rates
D. Policy limits

4. Which type of risk is considered insurable?
A. Speculative risks
B. Fundamental risks
C. Particular risks
D. All types of risks

5. In the event of a break-in leading to water damage from a
sprinkler system, what is the proximate cause of the water
damage?
A. Accidental damage
B. Fire
C. Sprinkler leakage
D. The break-in
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6. What percentage of a third party motor insurance claim
may be compensated under the FSCS?
A. 70%.
B. 80%.
C. 90%.
D. 100%.

7. What type of insurance policy typically does not cover
indirect losses?
A. Property insurance
B. Liability insurance
C. Fidelity insurance
D. Health insurance

8. What is the primary financial benefit for an insurer that
operates on a direct basis?
A. Can charge higher premiums
B. Does not have to pay commission charges
C. Incurs smaller advertising costs
D. Receives fewer claims

9. In the context of Jacqui's payment, what is the role of
commission in her profession as an insurance broker?
A. It is based on the premiums charged by insurers
B. It is paid by clients directly
C. It depends solely on claim settlements
D. It is fixed and does not vary

10. In the event of a storm causing damage, what is the
proximate cause of damage to unburned contents?
A. The accidental damage
B. The fire
C. The storm
D. The water damage
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1. B
2. C
3. C
4. C
5. B
6. D
7. A
8. B
9. A
10. C
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Explanations
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1. When an agent collects premiums on behalf of a principal,
what is the agent obligated to do?
A. Issue monthly bank statements to the principal
B. Keep the principal's money separate from the agent's money
C. Separate the Insurance Premium Tax from the premium

received
D. Provide written receipts for premiums received

When an agent collects premiums on behalf of a principal, the obligation to keep the
principal's money separate from the agent's money is crucial. This principle is grounded
in the fiduciary nature of the relationship between the agent and the principal. By
maintaining this separation, the agent demonstrates accountability and protects the
principal's interests. This practice helps ensure that the funds collected are not misused
and that the principal can easily track and manage the premiums received. Keeping
funds separate also aids in compliance with regulatory requirements that might govern
fiduciary responsibilities within insurance transactions.   While other options might
touch on certain best practices—such as providing receipts or handling taxes—they do
not represent the core fiduciary duty that underscores the relationship between the
agent and the principal. In essence, maintaining this financial separation is fundamental
to ethical behavior in insurance agency practice and aligns with industry standards and
expectations.

2. In relation to insurance, a poor hazard is usually:
A. A risk that can only be covered under special terms
B. Something which an underwriter must remove before a

proposal can be accepted
C. Something which increases the risk of a loss arising under a

policy
D. Something which is listed within a policy as an event for

which cover is provided
The identification of a poor hazard as something that increases the risk of a loss arising
under a policy is accurate in the context of insurance. A poor hazard represents a
scenario or condition that elevates the likelihood of a claim occurring. Insurers assess
various hazards when underwriting a policy; a poor hazard typically indicates that the
risk associated with the insured party or property is higher than average, leading to
potential difficulties in achieving coverage or necessitating higher premiums. 
Understanding why a poor hazard increases the risk of loss is essential for underwriters.
They need to evaluate not only the conditions under which the insured operates but also
any external factors that could heighten the chance of a loss occurring. When evaluating
these hazards, underwriters may restrict coverage or impose special terms to mitigate
the elevated risk presented by the poor hazard.  In contrast to this correct answer, a risk
that can only be covered under special terms relates to specific underwriting practices
rather than the inherent qualities of the hazard. The notion that something must be
removed for a proposal to be accepted speaks to underwriting criteria but does not
directly define the nature of a poor hazard itself. Lastly, an event that is listed within a
policy as an insured event pertains to coverage specifics rather than the risk factors
contributing to losses associated with poor hazards.
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3. Which of the following would not be a consideration in
claim settlements?
A. Age of the insured property
B. Cause of loss
C. Current insurance rates
D. Policy limits

In the context of claim settlements, the factors typically considered include the age of
the insured property, the cause of loss, and the policy limits. Each of these directly
influences the amount of compensation that may be awarded.  The age of the insured
property is important because it can affect the property's value and the level of
depreciation that might be applied during the settlement process. Older properties may
have a different replacement cost and might not be covered fully under the terms of a
policy if depreciation is considered.  The cause of loss is critical in determining whether
the claim is valid under the specific policy coverage. Different causes of loss may or may
not be covered, and understanding this factor is essential in settling claims
appropriately.  Policy limits are also a significant consideration, as they define the
maximum amount the insurer will pay in the event of a claim. These limits ensure that
both parties are aware of the extent of coverage provided.  Current insurance rates, while
reflective of the market conditions, are not directly relevant to the specific settlement of
a claim. They do not affect the compensation for an individual claim but rather inform
future pricing strategies by insurers. Therefore, they would not influence the settlement
of an existing claim, making this the correct choice as the factor that would not be
considered in claim settlements.

4. Which type of risk is considered insurable?
A. Speculative risks
B. Fundamental risks
C. Particular risks
D. All types of risks

Particular risks are considered insurable because they involve risks that are specific to
an individual or a single entity, such as a person's car being damaged in an accident or a
homeowner's property being damaged by fire. These risks can typically be quantified and
assessed, making it feasible for insurance companies to provide coverage against them. 
Fundamental risks, which impact large groups of people or the entire economy (like
natural disasters or pandemics), are often not insurable due to their catastrophic nature
and the unpredictability involved. Speculative risks, on the other hand, involve a chance
of both gain and loss, such as investments in the stock market. Insurance is not designed
to cover this type of risk, as it does not align with the needs of risk transfer that
insurance fulfills.  Therefore, insurability is fundamentally linked to particular risks
because they can be specifically defined, measured, and managed, allowing insurance
policies to be crafted effectively.
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5. In the event of a break-in leading to water damage from a
sprinkler system, what is the proximate cause of the water
damage?
A. Accidental damage
B. Fire
C. Sprinkler leakage
D. The break-in

The proximate cause of the water damage in this scenario is closely associated with the
incident that triggered the sprinkler system to activate. In this case, a break-in likely led
to an event that created a fire risk or concern, leading to the activation of the sprinkler
system, which ultimately resulted in water damage.  Understanding proximate cause is
crucial in insurance as it determines the primary factor that directly leads to the damage
or loss being claimed. In this situation, the break-in serves as a catalyst for an event
(fire) that necessitates the sprinkler system's response. The resulting water damage can
then be linked directly to the sprinkler activation in response to the fire threat, marking
the fire as the underlying causative event.  In contrast, the other options, while related,
do not depict the primary cause of the water damage. Accidental damage refers to
unintended harm that might occur but does not directly address the chain of events
initiated by the break-in leading to the sprinkler activation. Sprinkler leakage itself is a
consequence of a system being activated but not the cause of water damage stemming
from a triggered event. Directly attributing water damage to the break-in overlooks the
critical role the fire plays in the causal chain leading to the activated sprinklers and
subsequent damage.

6. What percentage of a third party motor insurance claim
may be compensated under the FSCS?
A. 70%.
B. 80%.
C. 90%.
D. 100%.

In the context of third party motor insurance claims, the Financial Services
Compensation Scheme (FSCS) protects policyholders when an insurance company fails
and is unable to meet its obligations. For third party motor insurance claims specifically,
the FSCS provides a high level of protection, allowing claims to be compensated up to
100% of the amount owed.  This means that if an insured individual has a valid claim
against an insurer that has become insolvent, the FSCS will compensate the policyholder
fully for their loss, ensuring that victims of motor accidents are not left uncompensated
due to the failure of an insurance provider. This overarching protection is crucial in
maintaining confidence in the insurance market, especially in circumstances that involve
third party liabilities which could otherwise result in significant financial hardship for
claimants.   Other percentage options provide less clarity and coverage, which could
leave claimants with potential gaps in compensation and financial risk. The FSCS's
commitment to offering 100% compensation underscores its role in safeguarding
consumers in the insurance sector.
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7. What type of insurance policy typically does not cover
indirect losses?
A. Property insurance
B. Liability insurance
C. Fidelity insurance
D. Health insurance

Property insurance typically primarily covers direct losses, which involve damage to the
insured property itself due to specific perils, such as fire, theft, or natural disasters.
Direct losses are straightforward, as they are associated with the physical damage to the
property being insured.  Indirect losses, on the other hand, usually arise as a
consequence of direct losses. They can involve situations such as loss of rental income or
additional living expenses incurred while repairs are being made to the property. While
some property insurance policies may include coverage for certain indirect losses, many
standard property insurance forms do not cover these types of losses unless specifically
endorsed.  Other types of insurance, like liability insurance or health insurance, are
designed with different purposes and may address indirect losses in their own context.
For instance, liability insurance can cover consequential damages arising from a
policyholder's actions, while health insurance can cover ancillary costs related to medical
treatments. Fidelity insurance is focused on protecting against losses due to fraudulent
acts of employees, which also does not align with the typical coverage framework of
indirect losses.  Understanding the difference between direct and indirect losses is
critical when evaluating insurance policies to ensure adequate coverage for potential
risks and losses.

8. What is the primary financial benefit for an insurer that
operates on a direct basis?
A. Can charge higher premiums
B. Does not have to pay commission charges
C. Incurs smaller advertising costs
D. Receives fewer claims

The primary financial benefit for an insurer that operates on a direct basis lies in its
ability to avoid paying commission charges. When insurers sell directly to consumers,
they can eliminate the middleman, such as brokers or agents, who typically earn
commissions based on the premiums sold. This direct approach allows the insurer to
retain a larger portion of the premium revenue, ultimately enhancing their profitability.  
Moreover, by not incurring these commission fees, insurers can potentially offer more
competitive premiums to customers, which can lead to increased sales volume while
maintaining a desirable profit margin. This operational model can also facilitate closer
relationships with customers, leading to improved customer service and retention rates. 
In contrast, other factors such as advertising costs or claim frequency do not directly
relate to the benefits of a direct sales approach. For instance, while an insurer may incur
lower advertising costs, this is not guaranteed and can vary significantly based on
branding strategies and market presence. Similarly, claiming fewer claims is not
inherently tied to whether the sales method is direct or through intermediaries; it rather
hinges on the overall underwriting practices and the risk profile of the insured parties.
Thus, avoiding commission charges stands out as a clear and direct financial advantage
of operating directly.
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9. In the context of Jacqui's payment, what is the role of
commission in her profession as an insurance broker?
A. It is based on the premiums charged by insurers
B. It is paid by clients directly
C. It depends solely on claim settlements
D. It is fixed and does not vary

The role of commission in Jacqui's profession as an insurance broker is fundamentally
linked to the premiums charged by insurers. When brokers like Jacqui place insurance
for clients, they often earn a commission based on a percentage of the premium paid by
those clients to the insurers. This commission serves as the primary source of income for
brokers and incentivizes them to find suitable policies that meet the needs of their
clients while considering the coverage offered by various insurance companies.  This
commission structure is designed to align the interests of the broker with those of the
client and the insurer, encouraging brokers to seek the best possible terms for their
clients. The reliance on premiums rather than direct payments from clients or claim
settlements illustrates the significance of the broker's role in facilitating the purchase of
insurance rather than managing claims post-purchase. Additionally, commission
structures can be variable, reflecting the differences in insurer rates, thereby
highlighting the importance of premium levels in determining a broker's earnings.

10. In the event of a storm causing damage, what is the
proximate cause of damage to unburned contents?
A. The accidental damage
B. The fire
C. The storm
D. The water damage

The proximate cause of damage to unburned contents in this scenario is the storm.
Proximate cause refers to the primary event that sets into motion a chain of events
leading to the loss or damage. In this case, the storm is the initiating event that caused
the damage to the contents. It is important to evaluate the relationship between the
storm and the resulting damage, as the storm directly resulted in conditions that led to
the destruction or impairment of the unburned contents.  Considering the context, the
storm represents the key perils addressed by property insurance, emphasizing that
insurers cover losses stemming from specific events, like severe weather, which includes
storms. While other elements, such as accidental damage, fire, or water damage, may
contribute to the overall scenario of loss, they do not represent the primary event that
leads to the damage in question. This distinction highlights the significance of
identifying the primary event in assessing insurance claims and coverage.

 v-1757552622 | Page 12Sample study guide. Visit https://ciicertininsuranceif1.examzify.com for the full version

SA
M

PLE


